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March 25, 2013
Dear Shareholder:

It is my pleasure to invite you to attend our
Annual Meeting of Shareholders to be held on
Thursday, April 25, 2013, in the Bradley Pavilion
of the Marcus Center for the Performing Arts in
Milwaukee, Wisconsin.

At our meeting this year, we will ask
shareholders to:

o clect eight directors,

e approve our Amended and Restated Rights
Agreement,

e conduct an advisory vote to approve our
executive compensation, and

e ratify for 2013 the appointment of
PricewaterhouseCoopers  LLP  as  our
independent registered public accounting firm.

We will also report on our business.

Your vote is important. Even if you plan to
attend the meeting, we encourage you to vote as
soon as -possible. You may vote by telephone,
over the Internet or by mail. Please read our proxy
statement for more information about our meeting
and the voting process.

Our Annual Report to Shareholders, which
follows the proxy statement in this booklet, is a
separate report and is not part of this proxy
statement.

Sincerely,

Gt L (Ll

Curt S. Culver
Chairman and
Chief Executive Officer



IMPORTANT VOTING INFORMATION

If you hold your shares in “street name,” meaning your shares are held in a stock brokerage account or
by a bank or other nominee, you will have received a voting instruction form from that nominee
containing instructions that you must follow in order for your shares to be voted. If you do not transmit
your voting instructions before the Annual Meeting, your nominee can vote on your behalf on only the
matter considered to be routine, which is the ratification of the appointment of our independent registered
public accounting firm.

The following matters are NOT considered routine: election of directors, approval of our Amended
and Restated Rights Agreement, and the advisory vote to approve our executive compensation. Your
nominee is not permitted to vote on your behalf on such matters unless you provide specific instructions
by following the instructions from your nominee about voting your shares and by completing and
returning the voting instruction form. For your vote to be counted on such matters, you will need to
communicate your voting decisions to your bank, broker or other nominee before the date of the Annual
Meeting.

Your Participation in Voting the Shares You Own is Important

Voting your shares is important to ensure that you have a say in the governance of your company and
to fulfill the objectives of the majority voting standard that we apply in the election of directors. Please
review the proxy materials and follow the relevant instructions to vote your shares. We hope you will
exercise your rights and fully participate as a shareholder in the future of MGIC Investment Corporation.

More Information is Available

If you have any questions about the proxy voting process, please contact the bank, broker or other
nominee through which you hold your shares. The Securities and Exchange Commission (“SEC”) also has
a website (www.sec.gov/spotlight/groxmatters.shtml) with more information about voting at annual
meetings. Additionally, you may contact our Investor Relations personnel at (414) 347-6480.

IMPORTANT NOTICE REGARDING THE AVAILABILITY OF PROXY MATERIALS
FOR THE ANNUAL MEETING OF SHAREHOLDERS TO BE HELD ON APRIL 25, 2013

Our proxy statement and 2012 Annual Report to Shareholders are available at
http://mtg.mgic.com/proxyinfo. Your vote is very important. Whether or not you plan to attend the
Annual Meeting, we hope you will vote as soon as possible. You may vote your shares via a toll-free
telephone number, over the Internet, or by completing, signing, dating and returning your proxy
card or voting instruction form in the pre-addressed envelope provided. No postage is required if
your proxy card or voting instruction form is mailed in the United States. If you attend the meeting,
you may vote in person, even if you have previously voted by telephone, over the Internet or by
mailing your proxy card. If you hold your shares through an account with a brokerage firm, bank
or other nominee, please follow the instructions you receive from them to vote your shares.



MGIC INVESTMENT CORPORATION

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
April 25, 2013

To Our Shareholders:

The Annual Meeting of Shareholders of MGIC Investment Corporation will be held in the Bradley
Pavilion of the Marcus Center for the Performing Arts, 929 North Water Street, Milwaukee, Wisconsin, on
April 25, 2013, at 9:00 a.m., to vote on the following matters:

(1) Election of the eight directors named in the proxy statement, each for a one-year term;
(2) Approval of our Amended and Restated Rights Agreement;

(3) An advisory vote to approve our executive compensation;

(4) Ratification of the appointment of PricewaterhouseCoopers LLP as our independent
registered public accounting firm for 2013; and

(5) Any other matters that properly come before the meeting.

Only shareholders of record at the close of business March 1, 2013, will be entitled to vote at the
Annual Meeting and any postponement or adjournment of the meeting.

By Order of the Board of Directors

Jeffrey H. Lane, Secretary
March 25, 2013

YOUR VOTE IS IMPORTANT
PLEASE PROMPTLY VOTE VIA TOLL-FREE TELEPHONE NUMBER, OVER THE
INTERNET OR BY COMPLETING, SIGNING, DATING AND RETURNING
YOUR PROXY CARD OR VOTING INSTRUCTION FORM
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~ MGIC Investment Corporation
- P.O. Box 488 »
MGIC Plaza, 250 East Kilbourn Avenue
" Milwaukee, WI 53201
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Proxy Statement

Our Board of Directors is soliciting proxies for the Annual Meeting of Shareholders to be held at
9:00 a.m., Thursday, April 25, 2013, in the Bradley Pavilion of the Marcus Center for the Performing Arts,
929 North Water Street, Milwaukee, Wisconsin, and at any postponement or adjournment of the meeting.
In this proxy statement we sometimes refer to MGIC Investment Corporation as “the Comipany,” “we” or
“us.” This proxy statement and the enclosed form of proxy are being mailed to shareholders beginning on
March 25, 2013. Our Annual Report to Sharcholders for the year ended December 31, 2012, which
follows the proxy statement in this booklet, is a separate report and is not part of this proxy statement. If
you have any questions about attending our Annual Meeting, ybu can call our Investor Relations personnel
at (414) 347-6480. ‘ B '

'ABOUT THE MEETING AND PROXY MATERIALS
What is the purpose of the Annual Meeting?

At our Annual Meeting, shareholders will act on the matters outlined -in -our notice of meeting
preceding the Table of Contents, including the election of the eight directors named in the proxy
statement, approval of our Amended and Restated Rights Agreement, an advisory vote to ‘approve our
executive compensation and ratification of the appointment of PricewaterhouseCoopers 'LLP “as* our
independent registered public accounting firm for 2013. In addition, management will report on our
performance during the last year and, after the meeting, respond to questions from shareholders.

Who is entitled to vote at the meeting? ‘

Only shareholders of record at the close of business March 1, 2013, the record date for the meeting,
are entitled to receive notice of and to participate in the Annual Meeting. For each share of Common Stock
that you held on that date, you are entitled to one vote on each matter considered at the meeting. On the
record date, 202,303,017 shares of Common Stock were outstanding and entitled to vote.

A

What is a proxy? = -

A proxy is another person you legally designate to vote your shares. If you designate someone as your
proxy in a written document, that document is also called a proxy or a proxy card.

How do I vote my shares?

If you are a shareholder of record, meaning your shares are registered diréctly in your name with
Wells Fargo Bank Minnesota, N.A., our stock transfer agent, you may vote your shares in one of three
ways: o ' ' R '

¢ By Telephone — Shareholders of record who live in the United States or Canada may submit proxies
by telephone by calling 1-800-560-1965 and following the instructions. Shareholders of record must
have the control number that appears on their proxy card available when voting. ’ '

« By Internet — Shareholders may submit proxies over the Internet by fbvllvoWing the instructions on the
" proxy card. ' " '



® By Mail — Shareholders may submit proxies by completing, signing and dating their proxy card and
mailing it in the accompanying pre-addressed envelope. :
If you attend the meeting, you may withdraw your proxy and vote your shares in person.

If you hold your shares in “street name,” meaning your shares are held in a stock brokerage account or
by a bank or other nominee, your broker or nominee has enclosed or provided a voting instruction form for
you to use to direct the broker or nominee how to vote your shares. Certain of these institutions offer
telephone and Internet voting. o ' ‘ B

" If you hold shares as a participant in our Profit Sharing and Savings Plan, you may instruct the plan
trustee how to vote those shares in any one of three ways: o ‘

* By Telephone — If you live in the United States or Canada, you may submit a proxy by telephone by
calling 1-800-560-1965 and following the instructions. You must have the control number that
appears on your proxy card available when voting.

* By Internet — You may submit a proxy over the Internet by following the instructions on the proxy
card.

e By Mail — You may submit a proxy by completing, signing and dating your pfo;iy card and mailing
it in the accompanying pre-addressed envelope.

Thet‘ plan trustee will vote shares held in your account in accordance with your instructions and the
plan terms. The plan trustee may vote the shares for you if your. instructions are not received at least five
days before the Annual Meeting date.

Please contact our Investor Relations personnel at (414‘)' 347-6480 if you would like directions on
attending the Annual Meeting and voting in person. At our meeting, you will be asked to show some form
of identification (such as your driving license).

Can I change my vote after I return my proxy card?

Yes. If you are a shareholder of record, you can revoke your proxy at any time before your shares are
voted by advising our corporate Secretary in writing, by granting a new proxy with a later date, or by
voting in person at the meeting. If your shares are held in street name by a broker, bank or nominee, or in
our Profit Sharing and Savings Plan, you must follow the instructions of the broker, bank, nominee or plan
trustee on how to change your vote. ; : .

How are the votes counted?

A quorum is necessary to hold the meeting and will exist if a majority of the 202,303,017 shares of
Common Stock outstanding on the record date are represented, in person or by proxy, at the meeting.
Votes cast by proxy or in person at the meeting will be counted by Wells Fargo Bank Minnesota, N.A,
which has been appointed by our Board to act as inspector of election for the meeting.

Shares represented by proxy cards marked “Abstain” for any matter will be counted. to determine the
presence of a quorum, but will not be counted as votes for or against that matter. “Broker non-votes,”
which occur when a broker or other nominee does not vote on a particular matter because the broker or
other nominee does not have authority to vote without instructions from the beneficial owner of the shares
and has not received such instructions, will be counted for quorum purposes but will not be counted as
votes for or against any matter. Brokers and other nominees have discretionary authority to vote shares
without instructions from the beneficial owner of the shares only for matters considered routine. For the
2013 Annual Meeting, nominees will only have discretionary authority to vote shares on the ratification of



the ‘appointment of the. independent registered public accounting: firm without instructions from the
beneficial owner. : s -

What are the Board’s recommendations?

“Otir Board ‘of Directors recommends-a vote-FOR all of the nominees for director (Item 1), FOR
approval of our Amended and Restated Rights Agreement (Item 2), FOR approval of our executive
compensation (Item 3), and FOR ratification of the appointment of PricewaterhouseCoopers LLP as our
independent registered public accounting firm for 2013 (Item 4). - . .

If you sign and return a proxy card or voting instruction form without specifying how you want:ydur

shares voted, the named proxies will vote your shares in accordance with the recommendations of the
Board for all Items and in their best judgment on any other matters that properly come before the meeting.

Will any other items be acted upon at the Annual Meeting?

The Board does not know of any other business to be presented at the Annual 'Meeting. No
shareholder proposals will be presented at this year’s Annual Meeting. - o

What are the dead:lihesvfor submission of shareholder proposals for the next Annual Meeting?

Shareholders may submit proposals on matters appropriate for shareholder action at future Annual
Meetings by following the SEC’s rules. Proposals intended for inclusion in next year’s proxy materials
must be received by our Secretary no later than November 25, 2013. ' :

Under our Amended and Restated Bylaws (“Bylaws™), a shareholder who wants to bring -business
before the Annual Meeting that has not been included in the proxy materials for the meeting, or who wants
to nominate directors at the meeting, must be eligible to vote at the meeting and give written notice of the
proposal to-our corporate Secretary in accordance with the ‘procedures contained in our Bylaws. Our
Bylaws require that shareholders give notice to our Secretary at least 45 and not more than 70 days before
the first anniversary of the date set forth in our proxy statement for the prior Annual Meeting as the date
on which we first mailed such proxy materials to shareholders. For the 2014 Annual Meeting, the notice
miist be received by the Secretary no latér than February 8, 2014, and no earlier than January 14, 2014. For
diréctor nominations, thé notice must‘comply with our Bylaws and provide the information required to be
included in the proxy statement for individuals nominated by our Board. For any other proposals, the
notice must describe the proposal and why itshould be approved, identify any material interest of the
shareholder in the matter, and include other information required by our Bylaws.

Who pays to preparg; mail and solicit the proxies? o

We will pay the cost of soliciting proxies. In addition to soliciting proxies by mail, our employees may
solicit proxies by telephone, email, facsimile or personal interview. We have also engaged D.F. King &
Co., Inc. to provide proxy Solicitation services for a fee of $13,000, plus expenses such as charges by
brokers, banks and other nominees to forward proxy materials to the beneficial owners of our Common
Stock.

" STOCK OWNERSHIP

The following table identifies the beneficial owners of more than 5% of our Common Stock as of
December 31, 2012, based on information filed with the SEC, unless more recent information filed with
the SEC is available. The table also shows the amount of our Common Stock beneficially owned by our
named executive officers and all directors and executive officers as a group. Unless otherwise noted, the
parties listed in the table have sole voting and investment power over their shares, and information
regarding our directors and executive officers is given as of close of business March 12, 2013. Information



about the Common Stock that our directors beneficially own appears below in connection with their
biographies. See “Item 1— Election of Directors.” :

Shares
Beneficially

Name . Owned Percent of Class
Old Republic International Corporation”

307 North Michigan Avenue ‘ . .

Chicago, IL 60601 .........oooiiiiiiiii i iiiiiieeeeeeeaeeannn, 13,529,537 . 6.7%
Dimensional Fund Advisors LP®

Palisades West, Building One

6300 Bee Cave Road N v

Austing TX 78746, .. cnre it e 12,435,111 6.2%
The Vanguard Group, Inc.’) '

100 Vanguard Boulevard e L e e SR o

Malvern, PA 19355 .. ciiiiiiiii e 10,601,724 5.2%
BlackRock, Inc.””

40 East 52nd Street v » v ‘

New York, NY 10022........ccciviiiiiiiiniinninniiinininenn.n, 10,420,867 5.2%
Curt S. Culver™. ... . 1,156,583 L
J.Michael Lauer™. .. ... oo © 704,307 ok
Patrick Sinks® ....................coeel, PO 536,168 = . *
Jeffrey H.Lane® ... 393,139 L F
Lawrence J. Pierzchalski® . ... ..o v 288,636 o
All directors and executive officers as a group (16 persons)>®. ... . ... 3,567,160 1.1%

1)

@

3)

4

)

*  Less than 1%

Old Republic Ih_ternational Corporation, which reported ownership as of January 29, 2013, orll‘;ilbehalf
of itself and several of its wholly owned subsidiaries, reported that it had shared voting and investment
power for all of the shares. '

Dimensional Fund Advisors LP reported ownership as of December 31, 2012, on behalf of investment
companies, commingled group trusts and separate accounts for which it or one of its subsidiaries
provides investment advice. It reported that it had sole power to.dispose or direct the disposal of
12,435,111 shares and the sole power to vote or direct the vote of 12,308,074 shares.

The Vanguard Group, Inc. reported ownership as of December 31, 2012, on behalf of itself and certain
subsidiaries. It reported that it had sole dispositive power over 10,335,855 shares and shared
dispositive power for 265,869 shares. It further reported that it had sole voting power for 271,953
shares and shared voting power for no shares. .

BlackRock, Inc. reported ownership as of .December 31, 2012, on behalf of itself and several
subsidiaries.

Includes shares that could be purchased on the record date or within 60 days thereafter by exercise of
stock options granted to the executive officers: Mr. Culver — 80,000; Mr. Lauer — 27,000; Mr. Sinks
— 40,000; Mr. Lane — 27,000; Mr. Pierzchalski — 27,000; and all executive officers as a group —
201,000. Also includes shares held in our Profit Sharing and Savings Plan by the executive officers:
Mr. Culver — 12,696; Mr. Lauer — 53,275; Mr. Sinks — 11,733; and all executive officers as a
group — 77,704. Excludes shares underlying restricted stock units (“RSUs”) that cannot be settled in
Common Stock within 60 days of the record date: Mr. Culver — 768,318; Mr. Lauer — 253,084; Mr.
Sinks — 466,450; Mr. Lane — 253,084; Mr. Pierzchalski — 253,084; and all executive officers as.a
group — 2,091,354, Also includes shares for which voting and investment power are shared as
follows: Mr. Lauer — 612,512, and all directors and executive officers as a group — 629,961.



(6) Includes an aggregate of 85,763 shares underlying RSUs held by our non-management -diréctors,
which could be settled in shares of Common Stock within 60 days of the record date. Also includes an
-aggregate of 14,733 restricted shares held by our non-management directors. The beneficial owners
have sole voting power but no investment power over the restricted shares. Excludes an aggregate of
586,792 share units held by our non-management directors that cannot be settled in shares of Common
Stock.: - = ' : c

YTEM 1 — ELECTION OF DIRECTORS

Our Board of Directors was previously divided into three classes, with directors in each class serving
for a term of three years and one class of directors elected at each Annual Meeting. We are: currently
transitioning to ‘a declassified Board and that transition will be completed at the 2013 Annual Meeting,
when the remaining term of all diréctors will be one year. Lo - S

Item 1 consists of the election of directors at this Annual Meeting. The Board; upon the
recommendation of the Management Development, Nominating and Governance Committee (with Messrs.
Hagerty and Muma abstaining on their own nominations), has nominated James A. Abbott, Curt S. Culver,
Thomas M. Hagerty, Timothy A. Holt, Michael E. Lehman, William A. McIntosh, Leslie M. Muma and
Mark M. Zandi for re-election to the Board to serve, for one year, until our 2014 Annual Meeting of
Shareholders. If any nominee is not available for election, proxies will be voted for another person

nominated by the Board or the size of the Board will be reduced.
Shareholder Vote Required

Our Articles of Incorporation contain a majority- vote standard for the election of directors: in
uncontested elections. Under this standard, each of the eight nominees (Messrs. Abbott, Culver, Hagerty,
Holt, Lehman, McIntosh, Muma and Zandi) must receive a “majority vote” at the meeting to be elected a
director. A “majority vote” means that when there is a quorum present, more than 50% of the votes cast in
the election of the director are cast “for” the director, with votes cast being equal to the total of the votes
“for” the-election of the director plus the votes “withheld” from the election of the director. Therefore,
under our Articles of Incorporation, a “withheld” vote is effectively a vote “against” a nominee. Broker
non-votes will be disregarded in the calculation of a “majority vote.” Any incumbent director who does
not receive a majority vote (but whose term as a director nevertheless would continue under Wisconsin
law until his successor is elected) is required to send our Board a resignation. The effectiveness of any
such resignation is contingent upon Board acceptance. The Board will accept or reject a resignation in its
discretion after receiving a recommendation made by our Management Development, Nominating and
Governance Committee and will promptly - publicly disclose its decision regarding the  director’s
resignation (including the reason(s) for rejecting the resignation, if applicable).

Information About Our Directors

The Board believes that the Board, as a whole, should possess a combination of skills; professional
experience, and diversity of backgrounds necessary to oversee our business. In addition, the Board
believes that there are certain attributes that every director should possess, as reflected in the Board’s
membership criteria. - Accordingly, the Board and the Management Development, Nominating and
Governance Committee consider the qualifications of directors and director candidates individually and in
the broader context of the Board’s overall composition and our current and future needs.

The Management Development, Nominating and Governance Committee is responsible for
developing Board membership criteria and recommending these criteria to the Board. The criteria, which
are set forth in our Corporate Governance Guidelines, include an inquiring and independent mind, sound
and considered judgment, high standards of ethical conduct and integrity, well-respected experience at
senior levels of business, academia, government or other fields, ability to commit sufficient time and



attention to Board activities, anticipated tenure on the Board, and whether an individual will enable the
Board to continue to have a substantial majority of independent directors.. . : SR

In addition, the Management Development, Nominating and Governance Committee in conjunction
with the Board periodically evaluates the composition:of the Board to-assess the skills and experience that
are currently.represented on the Board, as well as the skills: and experience that the:Board will find
valuable in the future, given our prospective retirements due to the Board’s policy that a director may not
stand for election if he is age 74 or more. The Management Development, Nominating and Governance
Committee seeks a variety of occupational and personal backgrounds on the Board in order to obtain a
range of viewpoints and perspectives and enable the Board to have access to a diverse body of talent and
expertise relevant to our activities. The Committee’s and the Board’s evaluation of the Board’s
composition enables the Board to consider the skills and experience it seeks in the Board as a whole, and
in individual directors, as our needs evolve and change over time and to assess the effectiveness of the
Board’s efforts at pursuing diversity. In identifying director candidates from time to time, the Management
Development, Nominating and Governance Committee may establish specific skills and experience that it
believes we should seek in order to constitute a balanced and effective board. S :

In evaluating incumbent directors for renomination to the Board, as well as the skills and experience
that other directors bring to the Board, the Management Development, Nominating and Governance
Committee has considered a variety of factors. These include each director’s independence, financial
literacy, personal and professional accomplishments, tenure on the Board, experience in'light of our needs,
and past performance on the Board based on feedback from other Board members. - :

Information about our directors appears below. The biographical information is as of February 1, 2013
and, for each director, includes a discussion about the skills and qualifications that the Board has
determined support the director’s continued service on the Board. RPN '

NOMINEES FOR DIRECTOR -
For One-Year Term Ending 2014

Shares
Beneficially
Owned®”

James - A. Abbott, 73, a Director . since 1989, has been

Chairman and a principal of American Security Mortgage

Corp., a mortgage banking firm, since June 1999. He served as |

President and Chief Executive Officer of First Union Mortgage

Corporation, a mortgage banking company licensed in all 50

states and nationally ranked in the top 10 in origination and

loan servicing during his tenure, from January 1980 to

December 1994. Mr. Abbott brings to the Board more than 40

years of experience in the mortgage banking industry, gained

through his service as chairman and as chief executive officer

of two mortgage banking -companies, and in banking as a ..

member of the corporate management committee of a major. . :
bank holding company for 15 years. . . v 74,342 @3




Curt S. Culver; 60, a Director since 1999, has been our

. Chairman of the Board since January 2005 and our ' Chief
Executive Officer-since January 2000. He served as our
President from January 1999 to January 2006. Mr. Culver has
‘been Chief Executive Officer of Mortgage Guaranty Insurance
Corporation - (“MGIC”) 'since January 1999 and held- senior

executive positions with MGIC for more than five years before -

Shares
Beneficially
Owned

then.: He is -also.a director of Wisconsin Electric  Power ...

Company and Wisconsin® Energy Corporation. Mr. Culver

 brings to the Board extensive knowledge of our business and EAREA A

operations, a long-term perspective on our strategy and the
“ability to lead-the Company and the Board as the Company
faces ongoing challenges. - ‘ ‘ D

‘Thomas M. Hagerty, 50, a Director since 2001, has been a
managing director with Thomas H. Lee Partners, L.P. -and its
predecessor Thomas H. Lee. Company (“THL”), a private
investment firm, since 1992 and has been with the firm since
- 1988. Mr. - Hagerty previously was in the Mergers and
Acquisitions . Department ~ of = Morgan Stanley & Co.
Incorporated. He is also a director of Ceridian Corporation,
Fidelity National Financial, Inc., Fidelity National Information
“Services, Inc.; First-BanCorp. and MoneyGram International,
Inc. Mr. Hagerty brings to the Board experience in and
knowledge of the financial services and investment industries,
~ expertise in analyzing and monitoring substantial investment
positions gained through his work in private equity, expertise in
- evaluating companies’ strategies, operations’ and risks gained
through his work in investment - banking, and corporate
governance experience acquired. through his service - on
numerous public'company boards. - - g

1,156,583 @

e 83,759(3)



Timothy A. Holt, 60, a Director since 2012, was an executive
committee member and Senior Vice President and Chief
Investment Officer of Aetna, Inc., a diversified health care
benefits company, when he retired in 2008 after-30 years of
service. From 2004 through 2007, he also served as Chief
Enterprise Risk Officer of Aetna. Prior to being named Chief

Investment Officer in 1997, Mr: Holt held various senior -

Shares
Beneficially
Owned®

management positions with Aetna, including Chief Financial .

Officer of Aetna Retirement Services and Vice President, . :
Finance and Treasurer of Aetna. Mr. Holt served as a consultant

to Aetna during 2008 and 2009 and currently provides
investment consulting services to other insurance companies.
Since 2008, Mr. Holt has served as.a Director of Virtus
Investment Partners, Inc. Mr. Holt has been designated as a
Chartered Financial Analyst from the CFA Institute, a global
association of investment professionals. Mr. Holt brings to the
Board investment expertise, skill in assessing and managing
investment and credit risk, broad-based experience in a number
of areas relevant to our business, including insurance, and
senior executive experience gained at a major public insurance
company. :

Michael E. Lehman, 62, a Director since 2001, has been the

Chief Financial Officer at Arista Networks, a cloud networking
firm, since September 2012. He was previously the Chief
Financial Officer of Palo Alto Networks, a privately-held
network security firm, from April 2010 until February 2012,
Prior to that, he was the Executive Vice President and Chief
Financial Officer of Sun Microsystems, Inc., a provider of
computer systems and professional support- services, from
February 2006 to January 2010, when Sun Microsystems, Inc.
was acquired by Oracle Corporation. From July 2000 until his
initial retirement in September 2002, he was Executive Vice
President of Sun Microsystems; he was its Chief Financial
Officer from February 1994 to July 2002, and held senior
executive positions with Sun Microsystems for more than five
years before then. Mr. Lehman brings to the Board financial
and accounting knowledge gained through his service as chief
financial officer of a large, multinational public company, skills
in addressing the range of financial issues facing a large
company with complex operations, senior executive and
operational experience, and leadership skills.

36,364
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William A. McIntosh, 73, a Director since 1996, was an
executive committee member and a managing director at
Salomon Brothers Inc, an investment banking firm, when he
retired in 1995 after 35 years of service. In addition, during the

Shares .
Beneficially
Owned®”

past five years, Mr. McIntosh served as a director of

Northwestern Mutual: Series Fund Inc.' (27 funds) (through
. 2009). Mr. McIntosh brings to the Board extensive experience
-in the financial services industry gained from his long tenure at

Salomon® Brothers: and his service on several mutual fund

boards, -expertise in evaluating companies’ strategies,
_operations and risks acquired through his work as an investment
banker, and financial and accounting expertise.

Leslie M. Muma, 68, a Director since 1995, is retired-and was
Chief Executive Officer of Fiserv, Inc., a financial - industry
automation products and services firm, from 1999 -until
December 2005. He was also a director of Fiserv, Inc: through
2005.  Before serving as Fiserv’s Chief Executive Officer, he
was - its President for many -years. Mr. ‘Muma brings . to the
Board experience in the financial services industry acquired
“through: a career serving. as a chief executive officer and
president at a financial industry automation products .and
“services- firm, as -well as management and operations
experience, and leadership skills.

Mark M. Zandi, 53, a Director since 2010, is Chief Economist
of Moody’s Analytics, Inc., where he directs economic
research. Moody’s Analytics is a leading provider. of economic

L tesearch, data and analytical tools. It is a subsidiary of Moody’s

| . Corporation that is separately managed from Moody’s Investor
Services, the rating agency subsidiary of Moody’s Corporation.
Dr. Zandi is a trusted adviser to policymakers and an influential
source of econornic analysis for businesses, journalists and the

public.and he frequently testifies before Congress on economic 57

matters. Dr. Zandi, with his economics and residential real
estate industry = expertise, brings to the Board a deep

understanding of the economic factors that shape our industry. ‘

In .addition, Dr. Zandi has expertise in the legislative and
regulatory processes relevant to our business.

92,9379
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DIRECTORS CONTINUING IN OFFICE -

Term Ending 2014

Kenneth M. Jastrow, II, 65, a Director since 1994, has, since

-December 2007, been the non-executive Chairman‘ of ‘the

Board of Forestar Group Inc. (“Forestar”), which is engaged

Shares
Beneficially
Owned®-

in various real estate and natural resource businesses. From £ R
January 2000 until December 2007, Mr. Jastrow served as . PR
Chairman and Chief Executive Officer of Temple-Inland Inc. .~ -

(“IT?), a paper and forest products company which during Mr.

« Jastrow’s tenure alse had interests in real estate and financial

services. Mr. Jastrow currently serves as our Lead Director.
He is also a director of KB Home and Genesis Energy, LLC,
the general partner of Genesis Energy, LP, a publicly-traded
master limited partnership. In: addition, during the past five
years, Mr. Jastrow served as a director of Guaranty Financial

~ Group -and its subsidiary ‘Guaranty Bank (from December

2007 through August 2008). Mr. Jastrow brings to the Board

senior executive and leadership experience gained through his

service as chairman. and chief executive officer at a public

company with diversified business operations in sectors = .

relevant to our operations, experience in the real estate, -

mortgage banking and financial services industries,  and
knowledge of corporate governance matters gained through
his service as a non-executive chairman and on public
company boards. : : %

‘Daniel P. Kearney, 73, a Director since 1999, has been a -?
- business consultant and private investor for more than: five

years.. Mr. Kearney served as Executive Vice President and =~

Chief Investment Officer of Aetna, Inc., then a provider of

health and retirement benefit plans and financial services, from= -~

1991 to 1998. He was President and Chief Executive Officer of

the Resolution Trust Corporation Oversight Board from 1990 .-

to 1991, a principal of Aldrich, Eastman & Waltch, -Inc., a

- pension fund advisor, from 1988 to 1989, and a managing

director at Salomon Brothers Inc, an investment banking firm,

“from 1977 to 1988. He is non-executive .Chairman of the

Board of MBIA, Inc. and a director of Fiserv, Inc. Mr.
Kearney brings to the Board investment expertise, skill in
assessing and managing investment and credit risk, broad-
based experience in a number of areas relevant to our business,
including insurance and financial services, and senior
executive experience gained at a major public insurance
company.

10
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‘Beneficially
.Owned®

Donald T. Nicolaisen, 68, a Director since 2006, was the
Chief . Accountant  of the United States Securities -and
Exchange Commission from September -2003. to November .
2005, when he retired from full time employment. Prior to
joining - ‘the SEC,’ he ~was - a Senior :Partner. -at.- .
_ PricewaterhouseCoopers' LLP, -an accounting firm -that ‘he
<joined in: 1967. He. is ‘also’ .a” director .of Verizon ~'° "~ o
- Communications Inc:," Morgan Stanley and Zurich Insurance g
Group. Mr. Nicolaisen brings to the Board financial and
accounting expertise acquired from his 36 years of service
" with a major public accounting firm and his tenure ‘as-Chief
Accountant at the SEC, as well as an understanding of the
“‘rarige of issues. facing large financial services companies -
gained through his service on the boards of public companies PTe han oL i
operating in the insurance and financial services industries. -+ 157,170 @)

(1) Ownership information is as of March 12, 2013. Unless otherwise noted, all directors have sole vofiné
and investment power with respect to the shares. Common Stock beneficially owned by each director
represents less than 1% of the ‘total number of shares outstanding. S .

(2')Z I_nclﬁdes 2,000 shares held under our.‘1993‘Restﬁét‘ed Stock Pian for aneEmpongg Diré¢tofs. The
‘directors have sole voting Row'ef and no investment power over these shares. - o

(3) Includés vsll‘étes':ur_iderlyihg RSUs as follows: Mr. Abboit — 3,0’5:(); M. Hagerfyf—b '3:050;' Mr. Jastrow
. —3,050; Mr. Kearney — 3,050; Mr. Lehiman — 3,050; Mr. McIntosh — 3,050; Mr. Muma — 3,050;
and Mr. Nicolaisen — 1,700. Such units were issued pursuant to our RSU award program (See

“Compensation of Directors — Former RSU AWa'rd‘LPf,ogram”) and’ could be settled in shares of
Common Stock within 60 days of the record date. A '

'Also includes the following RSUs, which are _heid under the Deposit Share Program fof’Ndr;—
Employee Directors under our 2002 Stock Incentive Plan (See “Compensation of Directors — Former
Deposit Share Program”) and could be settled in shares of Common Stock within 60 _days of the

record. date: Mr. Abbott —-1,491; Mr. Hagerty — 17,105; Mr. Jastrow — 19,769; Mr. Kearney —
5,733; Mr. Muma — 4,098; and Mr. Nicolaisen — 14,517. Directors  have neither, voting nor
investment power over the shares underlying any of these units. L .

" Includes 6,733 shares that Mr. Jastrow held under the ‘Deﬂo‘sif Share Program for 'NOh-Emﬁiqué
Directors under our 1991 Stock Incentive Plan and 2002 Stock Incentive Plan. Mr. Jastrow has sole
_ voting power and no investment power over these shares.

Also includes cash-settled . share units held under our Deferred Compensation Plan (See
“Compensation of Directors — Deferred Compensation Plan and Annual Grant of Share Units”) over
which the directors have neither voting nor investment power, as follows: Mr. Abbott — 36,364; Mr.
Hagerty — 55,423; Mr. Holt — 36,364; Mr.” Jastrow — 66,500; Mr. Kearney — 126,825; Mr.
Lehman — 37,745; Mr. McIntosh — 36,364; Mr. Muma — 64,072; Mr. Nicolaisen — 90,771; and
Dr. Zandi — 36,364. Under the SEC’s rules, these share units would not be considered beneficial
ownership of the shares to which they relate, however, we include them because they represent

" economic exposure to our Common Stock. .

11



(4) Includes 80,000 shares which Mr. Culver had the vested right to acquire as of March 1, 2013 under
options granted to Mr. Culver and 12,696 shares held in our Profit Sharing and Savings Plan. Excludes
768,318 shares underlying RSUs awarded under our 2002 Stock Incentive Plan and 2011 Omnibus
Incentive Plan over which he has neither voting nor investment power.

(5) Includes 9,132 shares owned by a trust of which Mr. Muma is a trustee and a beneficiary and as to
which Mr. Muma disclaims beneficial ownership except to the extent of his interest in the trust.

YOUR BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE FOR EACH
OF THE EIGHT NOMINEES. SIGNED PROXY CARDS AND VOTING INSTRUCTION FORMS
WILL BE VOTED FOR THE NOMINEES UNLESS A SHAREHOLDER GIVES OTHER
INSTRUCTIONS ON THE PROXY CARD OR VOTING INSTRUCTION FORM. ;

CORPORATE GOVERNANCE AND BOARD MATTERS

The Board of Directors oversees the management of the Company and our business. The Board selects
our CEO and in conjunction with our CEO selects the rest of our senior management team, which is
responsible for operating our business. :

Corporate Governance Guidelines and Code of Business Conduct

The Board has adopted Corporate Governance Guidelines, which set forth a framework for our
governance. The Guidelines cover the Board’s composition, leadership, meeting process, director
independence, Board membership criteria, committee structure and functions, succession planning and
director compensation. Among other things, the Board meets in executive session outside the presence of
any member of our management after each Board meeting at which directors are present in person and at
any additional times determined by the Board or the Lead Director. Mr. Jastrow has, for several years,
presided at these sessions and has served as the Board’s Lead Director since the position was created in
October 2009. See “Board Leadership” for information about the Lead Director’s responsibilities and
authority. The Corporate Governance Guidelines provide that a director shall not be nominated by the
Board for re-election if at the date of the Annual Meeting of Shareholders, the director is age 74 or more.
The Corporate Governance Guidelines also provide that a’ director who retires from his principal
employment or joins a new employer shall offer to resign from the Board and a director who is an officer

of MGIC and leaves MGIC must resign from the Board.

We have a Code of Business Conduct emphasizing our commitment to conducting our businéss in
accordance with ‘legal requirements and high ethical standards. The Code applies to all employees,
including our executive officers, and specified portions are applicable to our directors. Certain portions of
the Code that apply to transactions with our executive officers, directors, and their immediate family
members are described under “Other Matters — Related Person Transactions” below. These descriptions
are subject to the actual terms of the Code.” '

Our Corporate Governance Guidelines and our Code of Business Conduct are available on our website
(http://mtg.mgic.com) under the “Investor Information; Corporate Governance” links. Written copies of
these documents are available to any shareholder who submits a written request to our Secretary. We
intend to disclose on our website any waivers from, or amendments to, our Code of Business Conduct that
are subject to disclosure under applicable rules and regulations. . '

Director Independence
Our Corporate Governance Guidelines regarding director independence provide that a director is not
independent if the director has any specified disqualifying relationship with us. The disqualifying

relationships are equivalent to those of the independence rules of the New York Stock Exchange, except
that our disqualification for board interlocks is more stringent than under the NYSE rules. Also, for a
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director to be independent under the Guidelines, the: director ‘may not have any material relationship with
us. For purposes of determining whether a disqualifying or material relationship- exists, we consider
relationships with MGIC Investment Corporation and its consolidated subsidiaries.

. The Board has determined that all of our current directors except for Mr. Culver; our CEOQ, -are
independent under- the’ Guidelines and the NYSE rules.. In addition, each of the ‘Audit, Management
Development, Nominating ‘and Governance, Risk Management and Securities Investment Committees
consists entirely of independent directors. All members of the Audit Committee meet additional,
heightened independence criteria applicable to audit committee members under SEC and NYSE rules and
the independence standards adopted by the Board. The Board made its independence determinations by
considering whether any disqualifying relationships existed during the periods specified under the
Guidelines and the NYSE rules. To determine that there were no material relationships, the Board applied
categorical standards that it had adopted: All independent directors met these standards. Under these
standards, a director is not independent if payments under transactions between us and a company of
which the director is an executive officer or 10% or greater owner exceeded the greater of $1 million or
1% of the other company’s gross revenues. Payments made to and payments made by us are considered
separately, and this quantitative threshold is applied to transactions that occurred in the three most recent
fiscal years of the other company. Also under these standards, a director is not independent if during our
last three fiscal years the director:.. : e R

e was an executive officer of a charity to which we made contributions, or
e was an executive officer or member of a law firm or investment banking firm providing services
to us, or . ! : . N . L T

e - received any'direct compensation from us other than as a director, or if dufing such period a
imetber of the director’s immediate family received compensation from us. ‘

Tn making its independence determinations, the Board considered mortgage insurance premiums that
we received on loans where American Security Mortgage Corp. (of which Mr. Abbott is the Chairman and
a principal) was the original insured and our provision of contract underwriting services t0- American
Security Mortgage Corp. These transactions were below the quantitative threshold noted above and were
entered into in the ordinary course of business by us and American Security Mortgage Corp. The Board

also corisidéred payments we made to Moody’s Analytics (of which Dr. Zandi is an executive officer) for
research and subscription services for Moody’s Economy.com and related publications, and payments to
Moody’s Investor Services for credit rating services. These transactions were below the quantitative
threshold noted above and were entered into in the ordinary course of business by us, Moody’s Analytics
and Moody’s Investor Services.

Board Leade}jship

Currently, MrA.FCFulver‘ serves as Chairman of the Board and Chief Executive':Offi.(:er. ‘The Board
believes that we and our shareholders are best served at this time by this leadership structure, in which a

single leader serves as Chairman and CEO and the Board has a Lead Director. Combining the roles of
Chairman and CEO makes clear that the person serving in these roles has primary responsibility for
managing our business, under the oversight and review of the Board. Under this structure, the Chairman
and CEO chairs Board meetings, where the Board discusses strategic and business issues. The Board
believes that this approach makes sense bécause the CEO is the individual with primary responsibility for
developing our strategy, directing the work of other officers and leading implementation of our strategic
plans as reviewed by the Board. This structure results in a single leader being directly accountable to the

Board and, through the Board, to shareholders, and enables the CEO to act as the key link between the

Board and other members of management. In addition, the Board believes that having a combined

Chairman and CEO is appropriate for us at this time because of Mr. Culver’s familiarity with our business
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and history of outstanding leadership.-Mr. Culver has been with us since 1985, and has served as Chief
Executive Officer since 2000 and as Chairman of the Board since 2005. : ‘

Because the Board also believes that strong, independent Board leadership is a critical aspect of
effective corporate governance, the Board has established the position of Lead: Director.. The Lead Director
is an independent. director selected by the independent directors. Mr. Jastrow has served as the Lead
Director since the position was established in 2009: The Lead Director’s. responsibilities and authority
include: . ,

. presid'mg at'all meetings of the Board at which the Chairman and CEO is not ﬁfésent;ﬁ:

e having the authority to call and leading executive sessions of the non-management directors (the
Board meets in executive session after each Board meeting at which directors are present in
person); . S .

‘e . serving-as a conduit between the Chairman and CEO and the non-management directors to the
extent requested by the non-management directors; ' Lo

* serving as a conduit for the Board’s informational needs, including proposing: topics for Board
meeting agendas; and

* being available, if requested by major shareholders, for consultation and communication.

The Board believes that a single leader serving as Chairman and CEO, together with an experienced
and engaged Lead Director, is the most appropriate leadership structure for the Board at this time. The
Board reviews the structure.of the Board and the Board’s leadership as part of the succession planning
process. The Board reviews succession planning for the CEO annually. The Management Development,
Nominating and Governance Committee is responsible for overseeing this process and periodically reports
to the Board. s : ,

Commuhicating with the Board

Shapqholders and other interested persons can communicate with the members of the Board, the non-
management members, of the Board as a group or the Lead Director, by sending a written communication
to our Secretary, addressed to: MGIC Investment Cdrporatio_n, Secretary, P.O. Box 488, Milwaukee, WI
53201. The Secretary will pass along any such communication, other than a solicitation for a product or
service, to the Lead Director. ‘ '

Board Attendance

The Board of Directors held 11 meetings during 2012. Each director attended at least 75% of the
meetings of the Board and committees of the Board on which he served during 2012. The Annual Meeting
of Shareholders is scheduled in conjunction with a Board meeting and, as a result, directors are expected to
attend the Anni_ial_Meeting. Ten of our directors attended the 2012 Annual Meeting of Shareholders.

Committees

The Board has five committees: Audit; Maragement Develqprﬁent, Nominating and Governance; Risk.
Management; Securities Investment; and Executive. Information regarding these cominittees is provided
below. The charters of the Audit, Management Development, Nominating and Governance, Risk
Management and Securities Investment Committees are available on our website (http:/mtg.mgic.com)

under the “Investor Information; Corporate Governance” links. Written copies of these charters are
available to any shareholder who submits a written request to our Secretary. The functions of the
Executive Committee are established under our Bylaws and ate described below.
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Audlt Commlttee L

The members of the Audit Commlttee are Messrs Lehman (Chairman), Abbott Holt Kearney. and
MclIntosh. The Board’s determination that each of these directors meets all applicable independence
requirements took into account the heightened independence. criteria that-apply to Audit Committee
members under SEC and NYSE rules. The Board has determinied that Messrs. Holt and L.ehman are “audit
committee financial experts” as defined in SEC rules. The Committee met 17 times during 2012.:: "

Audlt Commlttee Report e SRR : "1-:,

The Audit- Comm1ttee assists the over51ght by the Board of D1rectors of the mtegnty of MGIC
Investment Corporation’s financial statements, the effectiveness of: its. system of internal controls, the
qualifications, independence .and performance - of -its -independent accountants, the performance of its
internal audit function, and its compliance with legal and regulatory.requirements. .

The Audit Committee reviewed and discussed  with management and PricewaterhouseCoopers LLP
(“PwC”); MGIC ‘Investment Corporation’s independent registered- public accounting firm, its audited
financial statements for the year ended December 31; 2012. The Audit Committee discussed with PwC the
matters required to be discussed by applicable PCAOB requirements. The Audit Committee also received
the written -disclosures and the letter: from PwC required by -applicable requirements of the Public
Company Accounting Oversight Board regarding .auditor-audit. committee . communications --about
independence and d1scussed with PwC their 1ndependence from MGIC Investment Corporatlon and its
management L . : :

In re-liance on the reviews and discussions referred:-to above, the:Audit: Committee recommended to
the Board of Directors-that: MGIC Investment Corporation’s ‘audited financial statements be included in its
Annual Report on Form 10-K for the year ended December.31, 2012, which has been-filed with the SEC.
These are the same. ﬁnanmal statements that appear in MGIC Investment Corporatlon s Annual Report to
Shareholders. . .

Members of the Audit Committee:

- Michael E. Lehman, Chairman . -
* James A: Abbott '
- Timothy A. Holt
Daniel P. Kearney
William A. Mclntosh

Management Development, Nominating and Governance Committee

The members of the Management Development, Nominating and Governance ‘Committee are Messrs.
Jastrow (Chairman), Hagerty, Muma and Nicolaisen. The. Committee met. four:times:during 2012. The
Committee is responsible for overseeing -our executive compensation program, including approving
corporate goals:relating to compensation for our CEQ, determining our CEQ’s-annual compensation and
approving compensation for .our other. senior executives. The Committee prepares the Compensation
Committee Report and reviews the -Compensation Discussion::and ‘Analysis: included in our proxy
statement. The Committee also makes recommendations to the Board regarding the compensation of
directors. Although the Committee may delegate its responsibilities to subcomm1ttees it has not done SO.

The Committee receives briefings on information that mcludes detalled breakdowns of the
compensation.of the named executive: officers, the amount, if any, that our named executive officers
realized in at least the previous five yedrs pursuant to:sales of shares awarded under equity grants; the total
amount of stock, stock options, restricted stock and RSUs held by each named executive officer (restricted
stock and. RSUs are sometimes collectively referred to. in this proxy statement as “restricted equity”); and
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the other compensation information disclosed in this proxy statement under the SEC’s rules. The
Committee supports the Board’s role in overseeing the I'lSkS facmg the Company, as described in more
detail below under “Board Oversight of Risk.” il

The Committee has retained Frederic W. Cook & Co. (“FWC™), a nationally recognized executive
compensation consulting firm, to advise it. The Committee retains this compensation consultant to, among
other things, help it evaluate and oversee our executive compensation program and review  the
compensation of our directors. The scope of the compensation consultant’s services during 2012 is
described under “Compensation Discussion and Analysis — Independent Compensation Consultant”
below. In providing its services to the Management Development, Nominating and Governance
Committee, - the - compensation consultant- regularly interacts with our senior management. The
compensation -consultant does not provide any other services to us. The Committee has assessed the
independence of FWC pursuant to Securities and Exchange Commission rules and concluded that FWC’s
work for the Compensation Committee does not raise any conflict of interest.

The Committee also evaluates the annual performance of the CEO, oversees the CEO succession
planning process, and makes recommendations to the Board to. fill open director and committee member
positions. In addition, the Committee reviews .our Corporate Governance Guidelines-and oversees the
Board’s self-evaluation process. Finally, the Committee identifies new director candidates through
recommendations from Committee members, other Board members and our executive ofﬁcers and will
consider candidates who are recommended by shareholders.

Shareholders may recommend a director candidate for consideration by the Management
Development, Nominating and Governance Committee by submitting background information about the
candidate, a description of his or her qualifications and-the candidate’s consent to being recommended as a
candidate. If the candidate is to be considered for nomination at the next annual shareholders meeting, the
submission must be received by our‘corporate Secretary in writing no later than December 1 of the year
preceding the meeting. Information on shareholder nominations is provided under “About the Meeting and
Proxy Materials” in response to the question “What are the deadlines for submission of shareholder
proposals for the next Annual Meeting?”

The Committee evaluates new director candidates under the criteria described under “Information
About Our Directors” as well as other factors the Committee deems relevant, through background reviews,
input from other members of the Board and our executive officers, and personal interviews with the
candidates, which need not be conducted by all members of the Committee. The Committee will evaluate
any director candidates recommended by shareholders using the same process and criteria that apply to
candidates from other sources.

Risk Management Committee

The members: of the Risk Management Committee are Messrs. Nicolaisen (Chairman), Abbott and
McIntosh, and Dr. Zandi. The Committee met six times in 2012. The Committee is responsible for
overseeing management’s- operation of our mortgage insurance business, including - reviewing and
evaluating with management the insurance programs, rates, underwriting guidelines and changes in market
conditions affecting - our business. The Risk Management Committee  supports the Board’s role in
overseeing the risks facing the Company, as described in more detail below under “Boa:rd Over51ght of
Rlsk ” o :

Securities Investment Committee
The members - of the Securities Investment Committee are’.Messrs. Kearney (Chairman), Holt,
Mclntosh and Muma. The Committee met seven times in 2012. The Committee oversees management of

our investment portfolio and the investment portfolios of our employee.benefit plans for which the. plan
document does not assign responsibility to other persons. The Committee also makes recommendations to
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the Board regarding our capital management, including dividend policy, repurchase of debt and external
funding. Finally, the Committee supports the Board’s role in overseeing the risks facing the Company, as
described in more detail below under “Board Oversight of Risk.”

Executive Committee
The Executive Committee provides an alternative to convening a'meeting of the entire Board should a
matter arise between Board meetings that requires Board authorization. The members of the: Committee
are Messrs: Culver (Chairman), Jastrow and Muma. The Commiittee did not meet in 2012. The Committee
is established under our Bylaws and has all authority that the Board may exercise with the exception of
certain matters that under the Wisconsin-Business Corporatron Law are reserved to the Board 1tself

Board Overs1ght of Rlsk

Our senior management is charged with identifying and managing the risks facing our business and
operations. The Board of Directors is responsible for oversight of how our senior management addresses
these risks to the extent they are material. In this regard, the Board seeks to understand the material risks
we face and to.allocate, among the full Board and its commiittees, responsibilities for overseeing how
management addresses the risks, including the risk manag'ement systems and processes that management
uses for this purpose. Overseeing risk is an ongoing process. Accotdingly, the Board per1od1cally
considers risk throughout the year and also with respect to specrﬁc proposed actions. e

The Board implements its risk oversight function both as a whole and through delegatron to various
committees. These committees meet regularly and report back to the full Board. The followmg four
committees play significant roles in carrying out the risk oversight function. o

e The Management ‘Development, Nominating and Governance: Committee: The Management
Development, Nommatmg and Governance Committee évaluates the r1sks and rewards assoc1ated
with our compensatlon ph1losophy and programs :

e The R1sk Management Committee: The Risk’ Management Comm1ttee oversees I'lSkS related to
our mortgage insurance business. '

e The Securities Investment Committee: The Securities Investment Committee oversees risks
related to our investment portfolio and capital management.

* The Audit Committee: The Audit Committee oversees our processes for assessing risks and the
“effectiveness of our system of internal controls. In performing this function, the Audit Committee
considers information from our independent registered public accounting firm and internal
" auditors and discusses relevant issues with management, the Internal Audit Director and the
‘independent registered public accounting firm. As noted above, risks are also reviewed by the
Management Development Nominating and Governance Comm1ttee the R1sk Management and

the Secuntles Investment Committees.

We believe that our leadership structure, discussed in “Board Leadership” above, supports the risk
oversight function of the Board. We have a combined Chairman of the Board and CEO who keeps the
Board informied about the risks facing us. In addition, independent directors chair the various committees
involved with risk oversight and there is open communication between senior management and directors.

- COMPENSATION OF DIRECTORS
“Under our Corporate Governance Guidelines, compensation of non-management directors is reviewed

periodically by the Management Development, Nominating and Governance Committee. Mr. Culver is our
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CEO .and receives no additional compensation for service as a director and he is not eligible to partlclpate
in any of the following programs or plans. :

Annual and Meeting Fees: In 2012, our non-management directors were paid an annual retainer of
$100,000, our Lead Director was paid an additional annual retainer of $25,000 and the Chairpersons of the
Audit Committee and other Board committees received additional annual fees of $20,000 and $10,000,
respectively. Non-Chairperson directors who were members of the Audit Committee in 2012 received an
additional $5,000 annual fee. In addition, after the fifth Board meeting attended, or the fifth.-Committee
meeting attended for a particular committee;. during 2012, our non-management directors also received
$3,000 for each Board meeting attended; and $2,000 for all Committee meetings attended: on any one day.
Finally, subject to certain limits, we reimburse directors, and for meetings not held on our premises, their
spouses, for travel, lodging and related expenses incurred in connection with attendlng Board and
Committee meetings. .

Deferred Compensation Plan and Annual Grant of Share Units: Our non-management directors can
elect to defer payment of all or part of the annual and meeting fees until the director’s death, disability,
termination of service as-a director or tp another date specified by the director. A director who participates
in-this plan will have his or her deferred compensation account credited quarterly with interest accrued. at
an annual rate equal to the six-month U.S. Treasury Bill rate determined at the closest preceding January 1
and July 1 of each year. In 2008 and prior years, our non-management directors could, as an alternative,
elect to have the fees deferred during a quarter translated.into share units. Each share unit is equal in value
to one share of our Common Stock and is ultimately distributed only in cash. If a director deferred fees
into share units, dividend equivalents in the form of additional share units are credited to-the director’s
account as of the date of payment of cash dividends on our Common Stock (we-have not paid d1v1dends
since 2008). ' ,

Under the Deferred Compensation Plan, we also provide an annual grant of cash-settled share units to
each director. These share units vest at least twelve months after they are awarded. Share. units that have
not vested when a director leaves the Board are. forfeited, except in the case of the director’s death or
certain events specified in the Deferred Compensation Plan. The Management Development, Nominating
and Governance Committee may waive the forfeiture. Dividend equivalents in the form of additional share
units are credited to the director’s account as of the date of payment of cash dividends on our Common
Stock. In January 2012, each of our non-management directors was granted share units valued at
$100,000, which vested on February 1,2013. . ;

Former Deposit Share Program: In 2009, we eliminated the Deposit Share Program, which was
previously offered to directors under our 2002 Stock Incentive Plan. Under the Deposit Share Program a
non-management director was able to purchase shares of Common Stock from us at fair market value
which were then held by us. The amount that could be used to purchase shares could not exceed the
director’s annual and meeting fees for the preceding year. We matched each of these shares with one and
one-half shares of restricted stock or, at the director’s option, RSUs. A director who deferred annual and
meeting fees from the prior year into share units under the plan described above was able to reduce the
amount needed to purchase Common Stock by the amount so deferred. For matching purposes, the amount
so deferred was treated as if shares had been purchased and one and one-half shares of restricted stock or
RSUs were awarded for each such share. .

Between 2005 and 2008, the restricted stock and RSUs awarded under the program vested one year
after the award. Prior to 2005, vesting occurred on the third anniversary of the award unless a director
chose a later date. Except for gifts to family members, the restricted stock could not be transferred prior to
vesting; RSUs were not transferable. Awards that have not vested when a director leaves the Board are
forfeited, except in the case of the director’s death or certain events specified in the agreement relatmg to
the awards. The Management Development Nominating and Governance Committee may waive the
forfeiture. All shares of restricted stock and RSUs vest on the director’s death and will immediately
become vested upon a change in control. RSUs that have vested are settled in Common Stock when the
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director is no longer a Board member. The director receives a cash payment equivalent to.the. dividend
corresponding to thé number of shares underlyrng the director’s RSUs outstanding on the record date for
Common Stock dlvxdends .

Former RSU Award Program: We e11m1nated the RSU Award Program in 2009. Prior to its
elimination, our non-management directors were each awarded RSUs representing 850 shares of Common
Stock under the program‘annually. The RSUs vested on or about the first anniversary of the award date, or
upon the earlier death of the director. RSUs that have vested will be settled in Common Stock when the
director is no longer a Board member. The director receives a cash payment equivalent to the dividend
corresponding to the number of sharés underlying the director’s RSUs outstanding on the record date for
Common Stock dividends.

Former Restricted Stock Plan. Non-management directors elected to the Board before 1997 were each
awarded, on a one-time basis, 2,000 shares of Common Stock under our 1993 Restricted Stock Plan for
Non-Employee:Directors. The shares are restricted from transfer until the director ceases to be a director
by reason of death, disability or retirement, and are forfeited if the director leaves the Board for another
reason unless the forfeiture is waived-by the plan adm1mstrator :

Equzty Ownersth Guzdelmes The Management Development Nommatlng and- Governance
Committee has adopted-equity ownership guidelines for directors under which each member of the Board
is expected to own 25,000 shares of our equity. Equity owned consists of shares owned outright by the
director, restricted equity and share units that have vested or are scheduled to vest within one year.
Directors are expected to achieve the ownership guideline within five years after joining the Board All of
our directors are m comphance w1th the guldelmes - S :

Other We also pay premlums for dlrectors and officers 11ab111ty insurance under whrch the drrectors
are 1nsureds : a - . . ,

2012 Dlrector Compensatlon

The following table shows the compensatlon pard to each of our non- management dlrectors in 2012
Mr Culver our CEO, is also-a director but recerves no compensation for service as a- dlrector S

’ Fees Earned or  Stock Awards o
Name Paid in Cash (3) ®© " Total(8)

James A. AbboOtt. ................ 147,000 100,000 247,000
Thomas M. Hagerty ............. 112,000 © 100,000 212,000
Timothy A. Holt................. 143,000 - 100,000 243,000
Kenneth M. Jastrow, II .....:.... 153, 0002 100,000 253,000
Daniel P. Kearney................ 159,000 . 100,000 259,000
Michael E. Lehman.............. © 159,000 100,000 259,000
William A. McIntosh.............. 151,000 100,000 - 251,000
Leslie M. Muma. ................ 122,000 100,000 222,000
Donald T. Nicolaisen............. 130,000 100,000 230,000
Mark M. Zandi.................. , 117,000 . 100,000 217,000

1) The amounts shown in thls column. represent the grant date fair value of the annual share un1t award
- granted to non-management directors in 2012 under our Deferred Compensatron Plan, computed in
accordance with FASB Accounting Standard Codification (“ASC”) Topic-718. The value of each
share.-unit is equal to the value of our Common Stock on the grant date. See “Compensation of
Directors — Deferred Compensation Plan and Annual Grant of Share Units” above for more
information about these grants. : '

At December 31, 2012 the aggregate number of stock awards (mcludmg restncted stock, RSUs and
share units granted under our Deferred Compensation Plan) outstanding and owned by our non-
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management directors was as.follows: Mr..Abbott-— 31,857; Mr. Hagerty — 64,531; Mr. Holt —
25,316; Mr. Jastrow — 87,004; Mr. Kearney — 124,561; Mr. Lehman — 29,748; Mr. McIntosh —
30,366; Mr. Muma — 62,173; Mr. Nicolaisen — 70,625; and Dr. Zandi — 25,316. At December 31,
2012, the aggregate number of shares owned directly or in trusts by our non-management directors
-was as follows: Mr. Abbott — 31,437; Mr. Hagerty — 8,181; Mr. Jastrow — 1,146; Mr. Kearney —
77,483; Mr. Lehman — 7,439; Mr. MclIntosh — 51,523; Mr. Muma — 142,991; and Mr. Nicolaisen
— 50,182. At December 31, 2012, the total stock awards outstanding and direct / trust ownership of
stock held by each of our directors was as follows: Mr. Abbott — 63,294; Mr. Hagerty — 72,212; Mr.
Holt — 25,316; Mr. Jastrow — 88,150; Mr. Kearney — 202,044; Mr. Lehman — 37,187; Mr.
Mclntosh — 81,889; Mr. Muma — 205,164; Mr. Nicolaisen — 120,807; and Dr. Zandi — 25,316.

(2) Includes $25,000 retainer paid for services as Lead Director.

ITEM 2 - APPROVAL OF OUR AMENDED AND RESTATED RIGHTS AGREEMENT

At the Annual Meeting, we will ask our shareholders to approve the Amended and Restated nghts
Agreement by and between the Company and Wells Fargo Bank, National Association, dated July 25,
2012, as amended through March 11, 2013 (the “Rights Agreement”). The Rights Agreement is attached
to this Proxy Statement as Appendix A. If our shareholders do not approve the Rights Agreement at the
Annual Meeting, our Board of Directors intends to redeem the Rights or otherwise render them ineffective
promptly after the certification of the vote.

The Company has had a shareholder rights agreement in place since 1999.: Prior to the Board of
Directors’ approval of the Rights Agreement on July 25, 2012, the Company had in place a rights
agreement dated July 7, 2009, as amended through June 19, 2012 ((the #2009 Rights Agreement’). The
2009 Rights Agreement was approved by shareholders in 2010. The 2009 Rights Agreement was
scheduled to expire by its terms on August 17, 2012. On July 25, 2012, the Board of Directors approved
amendments to the 2009 Rights Agreement by approving the Rights Agreement. On each of March 4,
2013 and March 11, 2013, the Board of Directors approved amendments to the Rights Agreement.

Our Board of Directors adopted the Rights Agreement in an effort to continue to protect shareholder
value by preserving the Company’s net operating losses (“NOLs”) from limitation or loss and by deterring
certain abusive takeover practices. .

Protection of Valuable NOL Carryforward Assets

We have experienced, and continue to experience, substantial operating losses for tax purposes. We
can use these NOLs in certain circumstances to offset any current and future taxable income and, thus,
reduce our federal income tax liability. Applicable tax law subjects our ability to take advantage of these
NOLs to certain requirements and restrictions. To the extent that the NOLs are not otherwise limited, we
believe that we will be able to carry forward a significant amount of NOLs and that these NOLs could be a
substantial asset to us. :

The benefit of the NOLs to the Company, including NOLs arising in the future, will be substantially
limited, and the timing of the usage of the NOLs could be substantially delayed, if we were to experience
an“‘ownership change” as defined in Section 382 of the Internal Revenue Code (“Section 382”). If an

“ownership change” were to occur, the amount of the Company’s income in a subsequent year that could
be offset by carryforwards of NOLs that arose before the “ownership change,” or by losses that are
recognized after the ownership change but that were economically accrued prior to the “ownership
change,” would be subject to limitation. In general, the annual limit is obtained by multiplying (i) the
aggregate value of our outstanding equity immediately prior to the “ownership change” (reduced by
certain capital contributions made during the immediately preceding two years and certain other items) by
(ii) the federal long-term tax-exempt interest rate applicable to the month of the “ownership change.” In
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applying this annual limit, numerous special rules and limitations apply. If we were to experience an
“ownership change” at our current stock price levels, we believe: we would be subject to an.annual NOL
limitation that could result in a material amount of NOQLs expiring -unused-and that-could result in a
s1gn1ﬁcant impairment to any NOL assets the Company may have at that time.

Although any NOL- carryforwards that are not used -as-a  result of a Section 382 hm1tat10n would
remam -available to offset income in future years (again, subject to-the Section 382 limitation) until the
NOL carryforwards expire, any “ownership change” counld significantly defer the utilization of the NOL
carryforwards and cause some of the NOL carryforwards to expire unused,-and could accelerate payment
of federal income tax. Because the aggregate value of our outstanding stock and the federal long-term tax-
exempt interest rate fluctuate, it is impossible to predict with any accuracy the annual limitation upon the
amount of our taxable. income that-could be offset by-such NOL carryforwards were an “ownership
change” to occur.during the term of the Rights' Agreement, but we believe such limitation would be
material. e oo

It is not p0551ble to fully determme or. estrmate the level of NOLs that are now, or 1n the future may
be, available to us to offset taxable income that we may have. The amount of NOLs remaining at the end
of the 2012 year, after taking into .account all currently available carrybacks of NOLs into prior, years is
approximately $2.5 billion. . : . , c

Section 382 Ownership ‘Calcul“aﬁons -

To determine whether an “ownership change” has.occurred, the. Company must compare the
percentage of stock owned by each 5-percent shareholder immediately after any change in the ownership
of its stock that affects the percentage owned by a 5-percent shareholder. (an “owner shift”) to the lowest
percentage of stock owned by each such 5-percent shareholder at any time during the testing period (which
is generally a three-year rolling period ending on the day of the potential ownership change). The amount
of the .increase in the percentage of Company stock owned by each 5-percent shareholder whose stock
ownership percentage has increased is added, and an ownershlp change occurs if the aggregate increase in
percentage ownership by all such 5-percent shareholders exceeds 50 percent.

" For example if a single investor acqulred 50 1 percent of our stock in a three-year perrod an

“ownership change” would occur. Similarly, if ten persons, none of whom previously owned our stock,

each acquired slightly over 5 percent of our stock within a three;year period (so that such persons owned,
in the aggregate, more than 50 percent), an' ownersh1p change would occur.

In determining whether an “ownership change” has occurred, the rules of Section 382 are very
complex and a complete discussion of them is beyond the scope of this summary d1scuss1on Some of the
factors that must be considered in makmg a Section 382 “ownership change” calculation include the
following:

"o All holders who each own, directly or 1nd1rectly, less than 5 percent of : a company S common

‘ stock are generally (but not always) treated as a smgle 5-percent shareholder. ‘Transactions in
the public markets among shareholders who are not 5-percent shareholders are generally (but
not always) ignored in the calculatlon of the owner sh1ft

. . . There are several other rules regarding. the aggregation and segregation of shareholders who
. otherwise do not qualify as 5-percent shareholders, including a rule that treats a person who
owns, directly or indirectly, less than 5 percent of our stock as a 5-percent shareholder under

- /certam circumstances, and a rule that treats persons actmg m concert 1n certam ways as a
single shareholder

H
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e~ Acquisitions by a person that cause that person to become a 5-percent shareholder generally
result in a 5 percentage (or more) point change in ownership, regardless of the size of the final
purchase that caused the 5 percent threshold to be exceeded

e Certain constructive ownershlp rules which generally attrrbute ownership of stock owned by
estates, trusts, corporations; partnefships or other’éntities to the ultimate indirect individual
owner of the stock, or to related individuals, are applied in determining the level of stock
ownership of a particular shareholder. Special rules can fesult in ‘the-treatment of options

- (including warrants) or other similar interests as havmg been exercised if such treatment
would result in an ownership change. ,

e The redemption or buyback of shares by an issuer will increase the ownership of any 5-
- percent shareholders (including groups’ of shareholders who are not themselves 5-percent
shareholders) and can contribute to an “ownership change.” In addition, it is possible that'a
redemption or buyback of shares could cause a holder of less than 5 percent to become a 5-
percent shareholder resulting ina 5 percentage (or more) point change in ownershrp

Currently, we do not believe that we have experienced an “ownership change,” but calculating
whether an “ownership change” has occurred is subject to inherent uncertainty. This uncettainty results
from the complexity and ambiguity of the Section 382 provisions, as well as limitations on the knowledge
that any publicly traded company can have about the ownership of and transactions in its securities.

Protection Agamst Abuswe Takeover Practlces

In addition to protectlng our NOLs, the nghts Agreement is intended to defend agamst abusive or
otherwrse undesnable takeover tactlcs such as:

e acquiring stock for the purpose of’fo‘rcing a sale of the Company at a price that is more 'than
the average cost of the investor’s position, but less than a fair price to shareholders; * -

. takmg control through open-market purchases without giving the shareholders a control
premium for the1r shares or the protectlons of the federal tender offer rules

e attempting to acquire the Company at a time When the Company’s common stock is
undervalued and at a price that is less than the stock’s intrinsic valu¢; and

e attempting, through a partral tender offer to acqulre a ma_]orlty 1nterest in the Company and
then forcing the remaining public shareholders to accept cash and/or securities of lesser value.

The Rights Agreement discourages such attempts by making an acquisition of the Company that is not
approved by our Board of Directors prohibitively expenswe for the acquiror by srgmﬁcantly drlutlng the
acquiror’s stock interest in the Company and 1n some c1rcumstances significantly increasing the
Company’s market caprtahzauon

Reasons the Board of Directors Recommends Approsfal

The Board of Directors belleves that the nghts Agreement is in the best 1nterests of the Company’s
shareholders because it:

e Diminishes the risk that the Compahy’s ability to use its NOLs to reduce potential future
federal income tax obligations may become substantially limited if the Company were to
experience an “ownership change,” with the result that its utilization of loss carryforwards
could be deferred, its payment of federal income tax could be accelerated and some of the
NOLSs may expire unused.
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e Encourages anyone seeking to acquire’ control of the Company to negotiate in good faith with
the Board and gives the Board significant negotiating power on behalf of the shareholders.
This should-enable the Board to négotiate a fair premium for shareholders that is consistent
‘with the intrinsic value of the Company and to block" any transaction by an acqu1ror who is
unwilling to pay a fair price. ,

- e Does not prevent:the ‘making ‘of unsolicited offers or the acquisition of the Company at a full
" % -and fair pricé since the existence- of ‘the Rights Agreement does not eliminate the Board’s
responsibility to’ consider acquisition proposals 1n a’'manner consistent Wlth the directors’
: ﬁdumary dutles to shareholders. ' :

Descrlptron of nghts Agreement

On July 22, 1999, pursuant to-a previous rights agreement, the Board declared a dividend of one
common share purchase right (a “Right”) for each outstanding shdre of common stock, $1.00 par value
(the “Common  Shares”), of the Company. The- dividend ‘was payable on August 9,- 1999 to the
shareholders of record on that date (the “Record Date’). On July 7, 2009, our Board amended the previous
rights agreement and adopted the 2009 Rights Agreement in an effort to protect shareholder value by
attempting to diminish the risk that the Company’s ‘ability to use its NOLs to reduce potential future
federal income tax obligations may become substantially limited and by deterring certain abusive takeover
practices. The material amendments made to the 2009 Rights Agreement by the Rights Agreement, as
amended through March 11, 2013, extended the expiration -date until August 1, 2015 from August 17,
2012, decreased the exercise price from $25 to $14 and reduced the number of shares that may be
purchased upon exercise from one-half of one share to one-tenth of one share

‘The Rzghts The nghts will 1n1t1a11y trade with, and will be 1nseparab1e from the Common Shares.
The Rights are evidenced only by certificates that represent Common Shares (or by notations in book entry
accounts). New' Rights will accompany any new Common Shates' we issue until the Distribution Date
descnbed below or unt11 the Rights-are redeemed or the nghts Agreement CXplI‘CS -

Exercise Price. Each Right will allow its holder to purchase from our Company one-tenth of one
Common Share for $14.00 per full Common Share (equlvalent to $1.40 for ‘each one-tenth of a Common
Share), once the Rights become exercisable. Prior to exercise, the nght does not glve its holder any
dividend, voting, or liquidation rights. ' :

Exercisability. The Rights will not be exercisable until the earlier of (1) 10 days aﬁer the public
announcément, or the Board concluding, that a person or group has become an “Acquiring Person” by
obtaining beneficial ownership of 5.0% or more of our outstanding Common- Shares, subject to- certain
exceptions, or (2) 10 business -days (or such later date as the Board shall’ determine) following the
commenicement of a tender offer-or exchange offer that would result ina person or group beconimg an
“Acqulrmg Person ’ -

An “Acqulrmg Person w111 not 1nclude
i. the Company, its su‘bsrdrarlesyand certain benefit plans of the Company and its subsidiaries;

ii. * ‘any of certain grandfathered” persons (“Grandfatheted Persons”) that would have otherw1se
been Acqulrmg Persons as of the close ‘of business on July 7, 2009 : :

iii. an “Exempt Person which is any person who dehvers to the Company ‘a’ letter that, ‘as
determined by the Company in its sole discretion, is substantially in the form as'specified-in the Rights
Agreement or is an affiliate or associate of another person who delivers such a letter to the Company
and whose beneficial ownership of 5.0% or more of the outstanding Common Shares would not, as
determined either (1) prior to the person becoming the beneficial owner of 5.0% or more of the

23



Common Shares or (2) if the Company determines that such Person (by itself or together with its
affiliates and associates) had inadvertently become a beneficial owner of 5.0% or more of the
Common Shares, then after the time such person becomes the beneficial owner of 5.0% or more of the
Common Shares), by the Company in its sole discretion, jeopardize or endanger the availability to the
Company of the net operating loss carryovers, other tax carryovers and tax benefits of the Company
and its subsidiaries within the meaning of Section 382 of the Internal Revenue Code of 1986, as
amended (the “Tax Benefits”); provided that such person shall not qualify for this exception unless
and until it, or its affiliate or associate who delivers.the aforementioned letter, has received written
notice of such determination by the Company; provided, further, that such person will lose this
exemption from being an Acquiring Person from such time (if any) as (A)in.respect of the
aforementioned letter that such person, or its affiliate or associate, delivered, a representation or
warranty of such person, or its affiliate or associate, in such letter was not true and correct when made;
a representation or warranty of such person, or its affiliate or associate, in such letter that was to
remain true and correct after:the date of the letter as contemplated therein ceases to remain:true and
correct or such person, or its affiliate or associate, ceases.to comply with a covenant contained in such
letter or (B) such person becomes the beneficial owner of 10.0% or more of the Common Shares then
outstanding; : ~ ‘

iv. any person who or which the Company determines, in its sole discretion, has inadvertently
become a beneficial owner of 5.0% or more of the Common Shares then outstanding (or has
inadvertently failed to continue to qualify as a Grandfathered Person or Exempt Person), provided
such person promptly enters into, and delivers to the Company, an irrevocable commitment to divest
or.cause its affiliates and associates to divest promptly (A) if the Person delivers the required
representation letter and requests a determination that it is an Exempt Person, then the time,. if any,
upon which the Company informs the Person of its adverse determination with respect to such a
request (with no divestiture being required if the Person is determined to be an Exempt Person), or
(B) if the Person does not both deliver the required representation letter. and request a determination
that it is an Exempt Person, then the time of such commitment, and thereafter such person or its
affiliates and associates promptly divest to.the extent and promptly after the time specified by clause
(A) or (B) above (without exercising or retaining any power, including voting, with respect to such
Common- Stock), sufficient Common Shares so that the percentage stock ownership of such person
and its affiliates and associates is less than 5.0% (or, in the case of any person who or which has
inadvertently failed to continue to qualify as a Grandfathered Person or an Exempt Person, the
Common Shares that caused such person to so fail to qualify as a Grandfathered Person or an Exempt
Person, as the case may be); and

v. any person who becomes a beneficial owner of 5.0% or more of the Common Shares then
outstanding (or has failed to continue to qualify as a Grandfathered Person or an Exempt Person) as a
result of one or more transactions that the Board determines, in its sole discretion and on such terms
and conditions as the Board may in its sole discretion prescribe,-should have the consequences of
exempting such person from becoming an Acquiring Person (an “Exempt - Transaction
Determination™); provided, however, that such a person will become an Acquiring Person at such time
as the person no longer satisfies the terms or conditions, if any, that the Board prescribed in its
Exempt Transaction Determination (unless the person no longer beneﬁcxally owns 5 0% or more of
the Common Shares then outstanding or qualifies for another.exception).

We refer to the date when the Rights become exercisable as the “Distribution Date.” Until that date,
the certificates (or book entries) for the Common Shares will also evidence the Rights, and any transfer of
Common Shares will constitute a transfer of Rights. After that date, the Rights will separate from the
Common Shares and be evidenced by book entry credits or by Rights certificates that we will mail to all
eligible holders of Common Shares. Any nghts beld by an Acquiring Person are .void and may not be
exercised.
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Flip In. If a person or group becomes an Acquiring Person, all holders of Rights except the Acquiring
Person may, for $14.00, purchase Common Shares with a market value of $28. OO based on the market
price of the Common Shares prior to such acquisition. : :

Expiration. Subject to extension as provided under the Rights Agreement, the Rights will expire on
the earliest to occur of (i) August 1, 2015 (the “Final Expiration Date”); (ii) the time at which the Rights
are redeemed as provided in the Rights Agreement; (iii) the time at which the:Rights are exchanged as
provided in the Rights Agreement; (iv) the repeal of Section 382 if the Board determines that the Rights
Agreement is no longer necessary for the preservation of the Tax Benefits that would have been affected
by such section; and (v) the beginning of a taxable year of the Company to which the Board determines
that no Tax Benefits may be carried-forward. L

Redemption. Our Board may redeem the Rights for $0.001 per Right at any time before any person or
group becomes an Acquiring Person. If our Board redeems any Rights, it must redeem all of the Rights.
Once the Rights are redeemed, the only right of the holders of Rights will be to receive the redemption
price of $0.001 per Right. The redemption pnce will be adjusted if we have a stock split.or stock d1V1dends
of our Common Shares. . _

Exchange. After a person or group becomes an Acquiring Person, but before an Acquiring Person
owns 50% or more of our outstanding Common Shares, our Board may extinguish the Rights by
exchanging one Common Share or an equivalent security for each nght other than nghts held by the
Acqumng Person.

Fractional Shares. No fractional Common Shares will be issued in connection with the exercise or
exchange of Rights. In lieu of issuing fractional Common Shares equal to one-half of a Common Share or
less upon the exercise of Rights, the Company will pay cash with an equivalent value based on the market
price of the Common Shares on the last trading day prior to the date of exercise. No Rights may be
exercised that would entitle the holder thereof to any fractional Common:Share greater than one-half of a
Common:Share unless concurrently therewith such holder purchases an additional fraction of a:Common
Share which when added to the number of Common Shares to be received upon such exercise, equals an
integral number of Common Shares. In lieu of issuing fractional Common Shares upon the exchange of
Rights, the:Company will pay cash with an equivalent value based on the market price of the Common
Shares on the last trading day prior to the date of exchange ~~

Anti-Dilution Provisions. The Purchase Prlce payable, and the number of Common Shares or other
securities or property issuable, upon exercise of the Rights are subject to adjustment from time to time to
prevent dilution (i) in the event of a stock dividend on, or a subdivision, combination or reclassification of,
the Common Shares, (ii) upon the grant to holders of the Common Shares of certain rights or warrants to
subscribe for or purchase Common Shares at a-price, or securities convertible into Common Shares with a
conversion price, less than the then current: market price of the Common Shares or (iii)upon the
distribution to holders of the Common Shares of evidences of indebtedness or assets (excluding regular
quarterly cash dividends or dividends payable in Common Shares) or of subscription rlghts or warrants
(other than those referred to above). o

. Amendments. Other than amendments that would change the Redemption Price or move to an.earlier
date the Final Expiration Date, the terms of the Rights may be amended by the Board without the consent
of the holders of the Rights, except that from and after the Distribution Date no such amendment may
adversely affect the mterests of the holders of the nghts L :

The foregoing summary description-of the nghts Agreement and the Rights does no’tputpbrt to be

complete and is qualified in its entirety. by reference to the Rights Agreement, which-is attached as
Appendix A.
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Certain Considerations Relatmg to the Rights Agreement

You should read and consider the factors below when deciding whether to vote for the approval- of the
Rights Agreement.

" Future Use and Amount of the NOL carryforwards is Uncertain. Our use of our NOL carryforwards
depends on our ability to generate taxable income in the future. We cannot assure you that we will have
taxable income in any applicable period or, if we do, whether such:income or the NOL carryforwards at
such time will exceed any potential Section 382 limitation. - ~

Potential Challenge to the NOL Carryforwards. We have been audlted by the Internal Revenue
Service (“IRS”) for 2009 and 2010. The amount of our NOL carryforward arising after 2010 has not been
audited or otherwise validated by the IRS. The IRS could challenge the amount of the NOLs, which could
result in an increase in our liability in the future for income taxes. In addition; determining whether an
“ownership change” has occurred is subject to uncertainty, as discussed above under “Section 382
Ownership Calculations.” Therefore, we cannot assure you that the IRS or other taxing authority will not
claim that we experienced an “ownership change” and attempt to reduce the benefit of the NOL
carryforwards even if the Rights Agreement is in place.

Continued stk of Ownership Change. Although the Rights Agreement is intended to diminish the
likelihood of an “ownership change,” we cannot assure you that it will be effective. The amount by which
our ownership may change in the future could, for example, be affected by purchases and sales of stock by
5-percent shareholders and the conversion of our outstanding convertible subordinated debentures and
convertible notes, over which we have no control, and new issuances of stock by us, should we choose to
do so. S o

Potentzal Effects on Shareholder quuzdzly The nghts Agreement is 1ntended to deter persons. or
groups of persons from acquiring beneficial ownership of shares of our stock in‘excess of the specified
limitations. A shareholder’s ability to d1spose of our stock may be limited if the Rights’ Agreement reduces
the number of persons willing to acquire our stock or the amount they are willing to acqun‘e

Potential Impact on Value. The Rights Agreement could negatlvely 1mpact the value of our stock by
deterring persons or groups of persons from acqumng shares of our stock, including in acquisitions for
Wthh some shareholders might receive a premrum above market Value

Anti-Takeover Effect. The nghts Agreement ‘has an- “antr-takeover effect” because it w111 deter a
person or group of persons from acquiring beneficial ownership of 5%.or more of our stock or, in the case
of persons that already own 5% or more of our stock, from acquiring any additional shares of our stock,
unless such person: or group becomes an Exempt Person, in which case:the beneficial ownership
deterrence threshold will be 10%. The Rights Agreement could discourage or prevent a merger, tender
offer, proxy contest or accumulations of substantral blocks of shares. - :

Shareholder Vote Requlred

Approval of the Amended and Restated Rights Agreement requires the affirmative vote of a majority
of the votes cast on this matter. Abstentions and broker non-votes will not be counted as votes cast.

YOUR BOARD OF DIRECTORS RECOMMENDS A VOTE FOR APPROVAL OF THE
AMENDED AND RESTATED RIGHTS AGREEMENT. SIGNED PROXY CARDS AND VOTING
INSTRUCTION FORMS: WILL BE VOTED FOR  APPROVAL UNLESS A SHAREHOLDER
GIVES OTHER INSTRUCTIONS ON THE PROXY CARD OR VOTING INSTRUCTION FORM.
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ITEM 3 - ADVISORY VOTE TO APPROVE OUR EXECUTIVE COMPENSATION

At our 2011 Annual Meeting, we-held a non-binding, advisory shareholder vote on the frequency of
future advisory shareholder votes on the compensation of our named executive officers. Our shareholders
expressed a.preference that advisory shareholder votes on. the compensation of our named executive
officers be-held on an annual basis and, as previously disclosed, the Company adopted a policy to hold
such votes annually.’ Accordingly, -as required by Section 14A of the Securities Exchange Act of 1934, we
are asking shareholders to approve, ‘on.an advisory basis, the compensation of our named executive
officers as disclosed under the compensation‘disclosure rules of the Securities-and Exchange Commission,
including the Compensation Discussion and Analysis, the compensatlon tables and any related material
contamed m thls proxy statement. = . - R RS RER £ :

We strongly believe you should approve - our compensatlon for the reasons cited in the Executlve
Summary that appears at the beginning of the Compensatron Dlscussmn and Analys1s

Whrle this vote is adv1sory and is not b1nd1ng, the Board and the Management Development,
Nominating and Governance Committee will review and cons1der the Votlng results when making future
decisions regarding compensatlon of named execuitive ofﬁcers

.- After th1s vote, under the Company S pol1cy, the next advrsory vote ‘to approve the compensatlon of
our named executlve ofﬁcers is scheduled to oceur at our.2014 Annual Meetrng

Shareholder Vote Requlred

Approval of the compensation of our named exeéutive .officers requires the affirmative vote of a
maJorlty of the votes cast on this matter. Abstentlons and broker non-votes W111 not be counted as votes
cast. _ Ce . :

YOUR BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE FOR THE
APPROVAL OF THE COMPENSATION: OF:OUR NAMED EXECUTIVE OFFICERS. SIGNED
PROXY CGARDS AND . VOTING INSTRUCTION: FORMS WILL BE VOTED FOR THE
APPROVAL OF THE EXECUTIVE COMPENSATION -UNLESS A SHAREHOLDER GIVES
OTHER INSTRUCTIONS ON THE PROXY CARD OR VOTING INSTRUCTION FORM.

COMPENSATION DISCUSSION AND ANALYSIS

- This compensation discussion and analysis (“CD&A”) provides information about the compensation
objectives and policies for our chief executive officer, our chief financial officer and our three other most
highly compensated executive officers (our “named executive officers” or “NEOs”) to place in perspective
the information contained in the compensation tables that follow. the CD&A. The Management
Development, Nominating and Governance Committee oversees our executive compensation program. In
this CD&A, we refer to this committee as the “Committee.”. The terms “we” and “our” refer to the
Company. :

. The Executive Summary below presents important factors to consider in evaluating our compensation
program for-our NEOs. To enable us to present these factors concisely, we did not include additional
information that provides details or adds additional context regarding what we say. That information,
which is also important and you should read, appears, in the Appendix at the end of the CD&A. We follow
the Executive Summary with a discussion of how the Committee’s executive compensation decisions align
with our compensation objectives, and then provide -a more detailed discussion of the-elements of our
executive compensatlon program and our compensation policies and processes.
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I. Executive Summary.
Distinguishing 2012 Performance from Historical Performance

Our business — taking first loss credit risk on low down payment residential mortgages — is “long
tailed” in that decisions made years ago, in a different business, economic and competitive environmeht,
can affect our current financial performance. In fact, our financial performance in 2012 primarily reflects
mortgage insurance written four and more years earlier. This is because approxnmately 98% of our
incurred losses were from mortgage insurance written in 2008 and before. : -

Restricted stock is a large portion of our pay. Hence, our NEOs, along with other shar¢holders, have
suffered the economic consequences of the mortgage insurance written in 2008 and prior years. The
challenge in analyzing our current compensation program is to isolate Company performance in 2012 and
recent years from our overall performance because we believe the focus should be on how decisions we
made under our CEO’s leadership in 2012 and recent years contributed to positioning us to succeed in the
future. ; ‘ :

Our public offerings of stock and debt that closed March 12, 2013, in which we raised almost $1.15
billion, illustrate this point. We believe an important reason we were able to raise funds equal to more than
double our year-end 2012 market capitalization was that investors looked beyond the legacy business
adversely impacting our financial results and took account of our operations after 2008 and the positive
effect they should have on our overall results in the future. From January 1, 2013 through March 12, 2013,
our stock price increased by 47%.

Our Compensation Program is Designed to Reward the Drivers of Operational Success

Our executive compensation program places a heavy emphasis on long-term equity awards in order to
align our NEOs’ interests with those of our shareholders. To provide an incentive for performance that
positions us to succeed in the future, the performance goals of our long-term equity awards target the
operational metrics that most impact our business: our loss ratio, market share and expense ratio. Vesting
for 82% of our 2012 long-term equity awards: depends on performance-compared to individual goals that
use these metrics (the “LME Grants”). ‘Vesting -for the remaining 18% of our 2012 long-term equity
awards depends on performance compared to a goal that is the sum of two of the metrics, the loss ratio and
expense ratio (the “CR Grants”).

2012 Performance Based on Operational Metrics

Loss Ratio. During 2012, we continued to write a high quality book of business, as we d1d in 2009-
2011. The table below shows the incurred loss ratio for the books we wrote

in 2005 versus 2009 in both cases after four years of seasomng,
--in 2006 versus 2010 after three years;

in 2007 versus 2011 after two years; and’

in 2008 versus 2012 after one year.

As seen below, it is the books from 2008 ahd prior years that have generated the losses that continue
to affect adversely our financial performance, while t“h'é more recent books are performing very well. ~ *

Incurred Loss Ratlo )
After 4 Years _ After 3 Years After 2 Years After 1 Year

2005 134.1% 2006  2447%. 2007 189.2% 2008 1222%
2009 13.1% 2010 5.7% 2011 3.1% 2012 1.2%
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The improvement in the quality of our recent books is a result of tightening our underwriting
standards and a move to risk-based pricing. As a result, lower-quality business shifted away from us (and
other private mortgage insurers who tightened their underwriting guidelines and made other changes) and
shifted primarily to the Federal Housing Administration (the “FHA”), a mortgage: insurer run by the
federal government. The table below compares the quality of our recent books of business to the quality of
the FHA’s recent books of business. You can see the improvement in our performance is not simply a case
of “a rising tide lifts all boats,” but of a decision by us to restrict business with unacceptable risk.

Percentage of Loans Délinquent by Book Year

2009 2010 2011
_MGIC 17% 06% 03%
FHA 7.5% 35% .. 1.0%

Market Share. After being the market share leader through 2010, our market share decreased in 2011
and 2012 such that we are currently third. We believe we lost a matenal amount of market share to two
competitors that priced single premium policies below a level we expect will result in an acceptable return
on capital. While our overall revenues suffered as a result of our decision not to match pricing we viewed
as inadequate, we believe we are earning materially more than these competitors on the business we do
write. Our hlgher net earned premium.yield on the 2011, and 2012 books compared to one of those
competitors is shown in the table below. (The other competltor does not publicly release the information
that would enable us to make this computation for it.)

Net Earned Premium Yield (through December 31, 2012)

2011 Book 2012 Book _
MGIC 80.3 bps 273bps
Competitor 60.6 bps 16.9 bps

Because our market share fell short of the performance goals associated with our LME Grants, our
NEOs expect to forfeit 13% of the LME Grants made in each of 2011 and 2012. Even though our decision
to hold our pricing on those products reduced the compensation of our NEOs and adversely affected our
results in the short-term, we believe it was the right decision from the perspective of our long-term
profitability.

Expense Ratio. During 2012, as we lost market share and otherwise saw our revenues decline, we
managed our expenses so that, as shown by the table below, our expense ratio remained at the level it had
been in 2009, when our revenues wgre 22% higher.

Net Premlums Written and Expense Ratio

N . s 2009 2010 2011 2012
Net Premiums Written (millions)’ , ' $1,243 $1,102 - $1,064  $1,018.
GAAP Underwriting Expense Ra‘tio (Ins. Opns. Only) : 15.1% 16.3%  16.0% 15.2%

o

And, as shown by the following table, we rin a more efficient operation than our competltors who
disclose this information i that our expense ratio is generally much lower than theirs.

Expense Ratio
. ; o 2009 2010 2011 . 2012
MGIC.....cooiiiieniinn ©15.1% 16:3% 16.0% 15.2%
Radian ............cccennen 23.2% 24.0% 24.7% 26.6%
Genworth ............c.uu.e 25.0% 27.0% 28.0% 27.0%
PMIeiniieieeeee, 209% - 216% = na . na
Republic Mdrtgage Ins. Co. .. 12.6%. = 144% n/a n/a
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Other. In addition to our performance with respect to operational metrics, during 2012, our NEOs also
led our effort to secure the necessary regulatory and other approvals to ‘centinue our strategy of being able
to write new business nationwide despite the negative effect of our risk-to-capital, which prior to our
recent stock and-debt offerings exceeded regulatory. requirements in states with specific requirements for
mortgage insurers. These approvals were critical because unless we were able to continue to write new
business the high quality, low loss business we have written in recent years would not be able to overcome
the negative effects of our prior high loss business. Indeed, two of our competitors ‘who.wrote higher |
quality business from mid-2008 had to stop Wr1tmg new business in 2011 because of their failure to
maintain such approvals.

Our compensation is reasonable when measured by reference to a peer group conszstmg of our
direct competitors and others related to our industry

Peer group selection is 2 critical component of compensation analysis. The peer group we use consists
of our direct comipetitors and others télated to our industry. Our peer group, which is discussed more fully
under the caption “Benchmarking” (which appears under “Other Aspects of Our Executive Compensatmn
Program” below) is appropriate because

e Two of the eight companies were diréct co_mp’etiters or parent companies whose results were
significantly impacted by the results of direct competitors, and another was the parent company of
a former direct competitor that stopped writing new business in 2011,

e Three of the other companies are financial guaranty insurers having significant exposure to
residential mortgage credit risk,

e  Four of the companies also named us as a peer, and

e We are reasonably similar in size to the companles in our peer group, FWC calculated that our
average revenues for 2009-2011 were at the 43rd percentile of the average revenues of these
companies. :

Our CEO’s 2012 total direct compensation (salary, bonus and equity awards) was at the 35th
percentile of the most recently available total direct compensation of the CEOs of these companies and
was $2.7 million below the median total direct compensatlon of CEOs in this group.

Our CEQ’s compensation is aligned with returns to our shareholders

An important way we achieve alignment of pay and shareholder returns is by making performance-
based equity awards the primary element of our CEO’s compensation. Those analyzing our compensation
by reviewing only the Summary Compensation Table (“SCT*?) will not: see this important element of our
program because the SCT reports only the grant date fair value of stock awards and does not capture
subsequent changes in the value of that stock through forfeitures and price declines. As discussed more
fully under the caption “How closely is executive pay aligned with stock price performance?” (which
appears after this summary):

¢ During the last five years, our CEO forfeited restricted stock due to Clompanyr performance goals
not being met and suffered declines in the value of restricted stock still owned that, using grant
date values, totals $14.4 million. In particular, :

o During the last five years, $5.8 million in stock awards that were granted to our CEO and
reported as compensation in the SCT in 2008-2012 had been lost at year-end 2012, due to
declines in value of grants of restricted stock and due to grant forfeitures because Company
performance goals were not met. These lost dollars constitute about 63% of the compensation
that the SCT reports was paid to the CEO as “Stock Awards” for the period from 2008-2012.
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o - Also during this ‘period, reflecting the long-term pay-for-performance connection'in our
' compensation programs, our CEO forfeited restricted stock grants that had been reported as
compensation in the SCT for years prior to 2008, due to Company performance:goals not

. being met. These forfeited shares had a grant date fair value totaling $8.7 million.

7 ‘:9'% In addltlon durmg the last five years, options W1th a grant date fair value of $10.3 million that
were held by our CEO explred unexerc1sed due to stock pr1ce declines. :

Moreover “our CEO Voluntarlly dec1ded to make’ h1s financial alighment Wlth shareholders even
greater. During the five-years‘endéd from 2008-2012, he purchased in the open market with his own funds
over $0.9 million of our stock:- He sold no shares (excluding shares surrendered to the Company to cover
income tax withholding):. These purchases represent the reinvestment into-our stock of approximately 13%
of the cash compensation shown for him in the SCT for the last five years. If 2007 stock purchases are

considered, our CEO spent $1.9 million of his own funds to purchase shares of Company stock. In total,
his 2007-2012 purchases amount to 23% of the dggregate cash compensatlon shown for- h1m in the SCT
over the same period.

¢ ‘o When'the loss in value of the CEO’s equity grants reported in the SCT during the last five years is
’ added to the loss in value to the shares he purchased in the open market, at year-end 2012,
approximately 30% of what the SCT reports that we paid him in total compensation during the

last five years had been lost.

As part of our common stock offerlng earher th1s month, he 1nvested another $250 000 of h1s own
funds in' Company stock.” : - : oo .

Summary Compensation Table Anomalies

We present below an alternative SCT for.our CEO that is adjusted to exclude the effect of the pension
and stock volatility anomalies that we comment on below the table. This table is not intended to be a
substitute for the .information presented.in the Summiary: Compensation Table that is required by the
Securities and Exchange Commission. That table is presented ‘below: in’ the section titled “Compensatlon
and Related Tables — Summary Compensation Table.”

Modified Summary Compensation Table — CEO (000s)

Change
R | T . Total
N ' . Stock X _}feﬂsibh';'/ . Other Modified “Total
Salary Bonus ‘Awards Valie = - 'Comp SCT SCT Difference
2012.... $ 911 $ 475 $ 846 $ 347 $ 9 $ 2588 $4016 § (1,428
2011.... 884 734 1,249 271 9 3,147 5,589 (2,442)
2010....%~" 865 * 1,300 2,568 < 4267 - U6 5,165 4380 ~ 7785

Pension. The change in pension value represents a significant portion (34%) of our CEO’s 2012
compensation’ reporfed in the SCT. We believe a pay for performance assessment should primarily
evaluate 2012 pay against 2012 performance. However, approx1mately 75% of the increase in pension
value (about $1 million) reported in the SCT was attributable to service performed before 2012. Even if
we had paid our CEO no salary or bonus in 2012, this increase in pension value would have occurred. This
is primarily attributable to a decrease from 2011 to 2012 in the discount raté used to determine the present
value of benefits and our CEO being one yeat closer to the retirement age assumed in our pension plan. In
addition, the 2012 change in pension value is computed by considering the bonus we paid for performance
in 2011, not 2012. The 2012 bonus was approximately 35% less than the' 2011 bonus. The Modified
Summary Compensation Table above reflects only the change in pension value attributable to 2012
compensation.
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Volatility -of Company Stock. The high volatility of our stock price (its beta of 3.36 was the second
highest in the Russell 3000 as of December 31, 2012) makes it problematic to evaluate pay for
performance alignment for us by measuring stock price performance over a single period.and the value of
equity grants at a single point in time within that period. The date on which equity grants were made
significantly affects the calculation of total compensation in the SCT and, as a result, the analysis of pay
for performance alignment. For example, based on the high and low closing prices, of our stock for the 12
months ended March 12, 2013, the SCT value of the CEQ’s.2012 equity grant would have ranged from
approximately $270,000 to approximately $1.8 million. The Modified Summary Compensation Table
above reflects the value of stock awards at the end of the year in which the grant was made instead of on
the grant date. In addition, the substantial emphasis our compensation program places on long-term equity
awards, combined with our stock’s high volatility, makes our CEO’s compensation comparatively more
risky than that of his counterparts in our peer group. We believe this increased risk justifies higher pay for
our CEO when compared to companies in which equity is a lower component of compensation.

1L Our 2012 Executive Compensation Program Decisions and their Role in Fulfilling our
Compensation Objectives

In setting compensation, the Committee focuses on “total direct compensation,” which we define as
the total of base salary, bonus and equity awards. For these purposes, the amount of equity awards is the
grant date value in the SCT. A

Our executive compensation program is based on the following objectives.

e We want strong alignment between compensation and long-term shareholder interests by paying a
substantial portion of total direct compensation in restricted stock.

e We want strong alignment between compensation and long-term shareholder interests by lmklng
compensation to Company and-executive performance:

e We want total direct compensation to reflect market practices in the sense that our total direct
compensation opportunity is at the market median of a group of peers over a several year time
horizon. ‘

o  We limit perquisites (perks).

e We pay retirement benefits using a formula based only on current cash compensation (salary and
. annual bonus) and therefore do not include longer-term incentives that can result in substantial
increases in pension value.

How did the compensation we paid to our named executive officers for 2012 reflect these
objectives?

o “We want strong alignment between compensatio.n and long-term shareholder. interests by paying
a substantial portion of total direct compensation in restricted stock.”

During the last three years, we strengthened alignment by increasing from 57% to 82% the portion of
long-term equity comprised of LME Grants of restricted stock, which vest based on achievement of
performance goals related to our loss ratio, market share and expense ratio. In 2010, we increased this
portion of grants from 57% .to 75%, and in 2011, we increased this portion of grants from 75% to the
current 82%. See “Our 2012 Executive Compensation — Longer-Term Restricted Stock” for additional
information about our grants of restricted stock.

The restricted stock awarded to the CEO in January 2012 had a grant date value of approximately\ 47%
of his total direct compensation for 2012, and the restricted stock awarded in January 2011 had a grant
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date value of approximately 65% of the CEO’s. 2011 total direct compensation. On average, restricted
stock -awarded to our other NEOs in January 2012 was approximately 40% of their total direct
compensation for 2012 and the restricted stock awarded in January 2011 to the other NEOs was
approximately 58% of their total direct compensation for 2011. The decrease from year-to-year was
mainly the result of a:decrease in stock price from year-to—year the number of shares awarded remained
the same. S ;

Those analyzing our compensation by reviewing only the Summary Compensation Table-(“SCT”) will
not see the alignment of CEO pay and long-term shareholder interests that has occurred due to subsequent
changes in the value of equity grants as a result of forfeitures and price declines. The table below captures
that information by providing our CEO’s “realizable pay” amount for 2012 and 2011 We define
“realizable pay” as the sum of the following components: Dol .

e SCT value for all:components of executive .compensation, with .the exception of equity
awards;

e The value at December 31, 2012 of the outstanding equity awards granted in ‘each year,
adjusted for expected performance achievement; and

e The value of equity awards that:have vested before the end 2012, valued at the date of
vesting.

-The difference between realizable pay and SCT pay is a.result of forfeitures of equity grants and
changes in stock prices, as shown below. Our CEO’s 2012 “realizable pay” was 11% lower than his 2012
SCT pay and his 2011 “realizable pay” was 35% lower than his 2011 SCT pay. .

Realizable Pay o : ) .
. L2012, - . 2011 -
SCT PAY « - eesterneateeeeeeeneeeeennens U i, $ 4016266 $ 5589358 .
Realizable Pay -.......: T e A, .- 3,586,292 ... 3,619,493
Total Loss in Pay........ P S ederiasereeeniesiees 9 (429 974) $ (1 969 865)
Vested Units - Decrease in Value as of Vesting Date................ $ - 8 (470 559)
Expected Forfeitures-Based Upon Performance Goals. ........ e .+ (29,056) (215,722)
Decrease in Value of Outstanding Awards by Year-End 2012 ....... © o (400,918) . +(1,283,584)
Total LossinPay........cocoiiiiiiiiiininne Ceeeee, $  (429974) § (1,969,865)
PercentageofSCTPay..’.‘;...‘.'..'.‘.;..’...;'7....,.‘...-........_....;....‘.' R 11% 35%

o “Wewant strong alignment between compensation and long—term shareholder interests by lznkzng
' compensatlon 10 Company and executive peiformance '

The Committee authorized bonuses for 2012 that were ‘reduced from 2011 levels by 35% for our CEO
and on average were reduced by 42% for our other NEOs. The 2012 bonuses were approximately 17% of
the maximum possible bonus for our CEO and an average of 16% of the maximum possible bonuses for
our other NEOs. Among the factors considered in approving bonuses at this reduced level were the
achievements referred to in the Executive 'Summary; our overall financial performance in 2012; the
retention considerations discussed below; and the advice of FWC that industry turmoil, our Company's
complexity, increasing competition and petsistent economic uncertainty warranted taking reasonable steps -
to recognize and retain a seasoned, long-tenured officer corps. Neither the Committee nor the Board
assigned a specific weight to any one of these factors.

*  “We want total direct compensation to reflect market practices in the sense that our total direct
~ compensation opportunity is at the market median over a several year time horizon.”
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The total direct compensation opportunities of our NEOs range from base salary with no. other
components of total direct compensation being paid, to base salary plus maximum bonus and maximum
longer-term incentives being paid. Through benchmarking, we want the total direct compensation of our
NEOs to be at about the middle of the peer group we use to evaluate our -executive compensation when
viewed over a several year time horizon. For 2010 through 2012, our CEO’s:total direct compensation was
ranked in the following percentile within our peer group. (For 2012, our CEQ’s total direct compensation
is ranked against the most recently available total direct compensatlon of the CEOs of the companles in
our peer group.) S : ce

CEO Total Direct Compensation Ranking Within Peer Group

: 2010 2011 2012
Our CEQ’s Percentile Ranking Within Peer Group - - 52nd - *46th - 35th

:Further information about the peer group we use is under “Benchmarking™ in this CD&A.
e ' “We limit perquisites (perks).”

Our perks remained minimal in 2012 and are discussed under “Our 2012 Executive Compensation —
Perquisites” below.

o “We pay retirement benefits using a formula based only on current cash compensation (salary
and annual bonus) and therefore do not znclude longer-term incentives that can result in
substantial increases in pension value.” : ' :

Our retirement benefits met this objective in 2012 and are discussed under “Pension Plan” below.
Those analyzing our compensation should consider the source of the change in pension value. As noted
above in the Executive Summary under “Summary Compensation Table Anomalies — Pension,” even if we
had paid our CEO no salary or bonus for 2012, 75% of the increase in pension value (about $1 million)
would have occurred. This is primarily attributable to a decrease from 2011 to 2012 in the discount rate
used to determine the present value of the benefits and our CEO being one year closer to the retirement
age assumed in our pension plan.

Retention considerations affected the Committee’s decisions regardmg the compensation we patd to
our named executive officers for 2012 : -

Our industry is undergoing a fundamental shift following the mortgage crisis: long-standing
competitors have gone out of business and two newly capitalized, privately-held start-ups that are not
encumbered with a portfolio of pre-crisis mortgages have been formed. Former executives from other
mortgage insurers have joined these two new competitors. In addition, in February 2013, a worldwide
insurer and reinsurer with mortgage insurance operations in Europe announced that it was purchasing a
competitor. Our success depends, in part, on the skills, working relationships and continued services of our
management team and other key personnel. We believe the performance of the CEO and other -senior
officers was critical to our ability to raise $1.15 billion of new capital in: March 2013. The loss of key
personnel, whether to competitors or retirement, could adversely affect the conduct of our business. If we
were to lose our key personnel, we would be requlred to search for and recruit other personnel to manage
and operate the Company, and there can be no assurance -that we would be able to employ a suitable
replacement for the departing individuals, or that a replacement could be hired on terms that are favorable
to.us. The Company currently has not entered into any employment agreements with.our officers or key
personnel.

How closely is executive pay aligned with stock price perfofmance?

Excluding shares surrendered to the Company to cover income tax withholding, our CEO has not sold
any shares of our stock for more than seven years. Excluding shares surrendered for that purpose, none of
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our other NEOs has sold any of our stock since April 2006, except for the sale of fewer than three shares
by one officerin 2011 to close out h1s Proﬁt-Shar1ng and Savmgs Plan stock account. .

The total compensanon dlsclosed in the SCT 1nc1udes amounts for restricted stock valued- at a pomt in
time (the grant date). The actual amounts realized by our NEOs for those restricted stock units have been
materially different. Our NEOs’ compensation has‘been materially affected by the changes in the value of
our. Common Stock..- Almost $5.8 million .of our CEO’s cOmpensation as reported in‘the SCT: for the last
five years has, by year-end 2012, been lost due to declines in the value of grants of restricted stock and
grant forfeitures. Over the same period, our other NEOs as a group lost $10.0 million of their reported
compensation for the same reasons. (These amounts would be lower if stock prices on most trading days in
2013 through March 15, when we finalized our CD&A, had been used.) More information about these
value declines and forfeitures is in the table below.

’ Decline in Stock Compensation
Reported in SCT 2008 - 2012

" Value Reported  Value at
in SCT December 31,
. : . 2008 - 2012 co 2012 Lost Value
Curt Culver .......... % 99,196,799 § -3, 440,995 $ 5,755,804
'J. Michael Lauer. ... .... 3,103, 923 1,161,335 1,942,588
Patrick Sinks................. 5,748,005 2,150,623 3,597,382
Lawrence Pierzchalski........ 3,103,923 1,161,335 1,942,588
Jeffrey Lane.......covvuvinne 3,944,923 . 1,427,335 . 2,517,588

In addition to the value reported in the SCT for 2008-2012 that at December 31, 2012 had been lost,
during the last five years our CEO forfeited restricted stock granted prior to 2008 due to Company
performance goals not being met, and because of stock price declines, options granted to him prior to 2008
were not exercised and expired. The equity relating to these forfeitures and expirations had in earlier years
either been reported in the SCT or in another proxy statement compensat1on table. Using grant date values
(which for options were determined by the Black Scholes option pricing model) the total value of CEO
equity awards that were forfeited or expired is $19.0 million. During the last five years, our other NEOs
similarly experienced forfeitures and expirations of restricted stock and options that had grant date values
of almost $24.0 million. . More information about these forfeitures and expirations is in the table below.

Restricted Stock Forfeitures and Opﬁon Expirations
January 2008 — January 2013

Equity Options Total
Curt Culver ..........iveeenn. $ 8,688,830 § 10,314,560 $ 19,003,390
J. Michael Lauer. ............. 2,932,607 3,442200 6,374,807
Patrick Sinks........... e 5,030,256 866,288 5,896,544
Lawrence Pierzchalski ... . .2932,607 . 3442200 6,374,807

JeffreyLane.................. 2,932,607 12,166,938 5,099,545

III. Our 2012 Executive CompehséﬁOn Program
‘ Longer—T erm Restrtcted Stock

Our execut1ve compensat1on program is des1gned to make grants of restr1cted stock the largest portion
of the total direct compensation opportunity of our NEOs. We emphasize this component of our executive
compensation program because, as demonstrated by the information above, it aligns executives’ interests
with those of shareholders by linking compensation to stock price. In 2012, grants of restrncted stock, at
the grant date value, represented, on average, approx1mately 43% of our NEOs’ total direct compensation.
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As discussed below, we changed the performance goals for longer-term restricted stock: beginning in
2008. The new goals were included in a list of goals for restricted stock awards approved by shareholders
at our 2008 Annual Meeting and were again approved by shareholders at our 2011 Annual Meeting in
connection with approval of our 2011 Omnibus Incentive Plan.

LME Grants of Performance-based Restricted Stock. Beginning with restricted stock awarded in 2008,
the corporate performance goals used to determine annual vesting of performance-based restricted stock
are: L ‘ N Af .

e MGIC’s Loss Ratio (incurred losses divided by earned premlums) for MGIC’s prlmary new
insurance written for that year;

* MGIC’s Market Share of flow new insurance written for that year, and
* Expense Ratio (expenses of insurance operations divided by net premiums written for that year).

The Committee adopted these performance goals, which apply to each year in the three-year
performance period, because it believes that they are the building blocks of our results of operations. That
is, the Loss Ratio measures the quality of the business we write; Market Share measures not only our
success at generating revenues but also the extent to which we are successful in leading our 1ndust1y, and
the Expense Ratio measures how efﬁ01ent1y We use our resources.

The three performance goals are equally weighted for vesting purposes. The actual performance level
correspondlng to each performance goal determines Threshold, Target and Max1mum vestmg as indicated
in the table below for the 2012 Grants of Plan-Based Awards

Performance Goals for 2012 LME Grants :
Threshold Target Maximum

Loss Ratio .................. 6% 40% - 30%
Market Share ............... ' 16% 20%  24%
Expense Ratio .............. 24% 19% 16%

Vesting for awards granted in 2012 is determined in February/March 2013 and the next two
anniversaries based on performance durmg the prior year. For each performance goal, the amount that
vests each year is as follows: ‘

o if the Company’s performance does not meet or equal the Threshold performance level, then no
equity will vest with respect to that performance goal;

¢ if the Company’s performance meets the Target performance level, then two-twenty-sevenths of
the total grant will vest with respect to that performance goal;

e if the Company’s performance equals or exceeds the Maximum performance level, then one-ninth
of the total grant will vest with respect to that performance goal; and

o if the Company’s performance is between the Maximum and the Target performance levels or
between the Target and the Threshold performance levels, then the number of shares that will vest
with respect to that performance goal will be 1nterpolated on a linear bas1s between the applicable
vesting levels.

For awards granted in 2008 through 2010, achievement of the Target performance level in each year
results in 100% vesting of the award at the end of the third year, with the portion of the award granted that
may vest in each year ranging from zero (if performance in a year does not ‘meet the Threshold
performance level for any of the performance goals) to 50% of the number of shares awarded (if
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performance meets the Maximum performance- level for each performance goal). However,: :the total
amount of these awards that vest cannot exceed 100%. Any portion: of the award that remains unvested
after three years is forfeited.

For awards granted begmmng in-January 2011, the Commlttee 1ncreased the number of performance-
based restricted stock units granted and adjusted the vesting schedule from the prior year grants in order to
address the conclusion of a December 2010 benchmarking study by the Committee’s compensation
consultant (see “Other Aspects of Our Executive Compensation Program — Benchmarking” below) that the
Company’s use of long-term incentive grants was well below the market median. The combined effect of
the changes is such that if the Company achieves theTarget performance level, the number of shares
actually received by the NEOs upon vesting will-be the same as they would have received had the number
of units granted and the vesting schedule not changed. However, if the Company performance exceeds the
Target performance level, the number of shares actually received by the NEOs upon vesting will be more
than they would have received had the number of units granted and the vesting schedule not changed, up
to 50% more if the Company achieves the Maximum performance level.

- For awards granted in 2013, the-Committee made only modest changes to the number of shares
subject to performance-based restricted stock that were granted and the vesting schedule of those awards,
notwithstandinga substantial decrease in the: Company s stock pnce between the time of the January 2012
awards and the January 2013 awards. :

With respect to all of these awards, dividends are not paid currently, but when shares vest, a payment
is made equal to the dividends that would have been paid had those vested shares been entitled to receive
current dividends. In October 2008, we suspended the payment of dividends on our common stock and do
not ant1c1pate paymg d1v1dends for the foreseeable future. ‘ :

For 2012 the Loss Ratio (whrch for this purpose does not 1nclude a component that is 1ncluded in our
incurred loss ratio discussed above) for MGIC’s primary new insurance written for that year was 1.1%
(which was better than the Maximum performance level), the Expense Ratio was 15.2% (which was better
than the Maximum performance level) and Market Share was 18.4% (which was between the Threshold
and Target performance levels). As a result, in February 2013, 26.7% of the performance-based restricted
stock awards granted in 2012 vested, 26.3% of the performance-based restricted stock awards granted in
2011 vested and the remaining 6.3% of the performance-based restrrcted stock awards granted in 2010
vested

- CR Grants of Other Restricted Stock. Since 2006 ‘our longer-term restncted stock program for the NEOs
also has included other restricted stock that, if an annual performance goal is satisfied, except as discussed in
“General” below, vests through continued service during the performance period. For restricted stock awards
granted in 2008 through 2012, vesting of these awards is contingent on the sum of the Expense Ratio and the
Loss Ratio-for MGIC’s primary new insurance written for that year being less than 100% (the “combined
ratio performance ‘goal”). For restricted stock awards granted in 2013, the combined ratio performance goal
has been. made more rigorous by reducing it to 50%. The Committee adopted performance goals for these
awards to:further align the interests of our NEOs with sharcholders and to permit the awards to qualify for
the performance-based compensation exception under ‘Section: 162(m) of the Internal Revenue Code: See
“Other Aspects of Our Executive Compensation Program — Tax Deductibility Limit” in this:CD&A. One-
third of the other restricted stock is scheduled to vest in each of the three years after it is granted. However; if
any of the other restricted stock that is scheduled to vest in any year does not vest because we fail to meet the
applicable performance goal, this equity will vest in the next year that we meet this goal, except that any of
this restricted stock that has not vested after five years will be forfeited. Any d1V1dends pald on our commion
stock will be paid on this restricted stock at the same time. .’ : :

For 2012, the Expense Ratio was 15.2% and the Loss Ratio for MGIC’s primary new insurance

written for that year was 1.1%. Therefore, we met our combined ratio performance goal because the
combined ratio was 16.3%, which is less than 100%. As a result, the portions of the restricted stock that
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were granted in 2010 through 2012 subject to the combined ratio performance goal and that were
scheduled to vest in February 2013 did vest. ~ S

For purposes of calculating the Loss Ratio for both LME Grants and CR Grants, the incurred losses do
not include the effect of lossesincurred on .notices of default that have not: yet been reported to us
(commonly known as “IBNR”) g

Przor Years’ Grants of Restrzcted Stock. Certain longer-tenn restricted stock awards granted before
2008 were scheduled to vest in installments over a five-year period based on the Company’s earnings per
share (“EPS”). Vesting for these awards was determined in January based on EPS for the prior year.
Because our EPS was negative in 2007 through 2011; no EPS-vested awards that were granted in 2004
(when we first made restricted stock awards) through 2007 vested after 2007. The performance period for
awards made in 2004 — 2007 is over. These awards can no longer vest and the unvested portions of these
awards have been forfeited, the last forfeiture occurring in February 2012 on account of our 2011 net loss.

Vesting of certain other restricted stock awards granted in 2006 and 2007 was contingent on our
meeting a Return.on Equity (“ROE”) goal of 1%. The 2006 -and 2007 awards of other restricted stock had
a five-year performance period beginning with the year of grant and vested in 20% increments if the ROE
goal for the year was met. Twenty percent of the 2006 award: vested in.2007 on account.of 2006 earnings
and the remaining 80% of this award has been forfeited. No part of the 2007 grant vested; 100% has been
forfeited, with the last forfeiture occurring in February 2012 on account of our 2011 net loss.

Annual Bonus

Consistent with our belief that there should be a strong link between compensation and performance,
annual bonuses are the most significant total direct compensation opportunity after awards of longer-term
restricted stock. This is because all of our NEOs have maximum bonus potentials that substantially exceed
their base salaries (three times base salary in the case of the CEO and two and one-quarter times base
salary in the case of the other NEOs). In determining total direct compensation, we have weighted bonus
potentials more heavily than base salaries because bonuses are more directly linked to Company and
individual performance ‘ ;

Our shareholders have approved a list of performance goals for an annual bonus plan for our NEOs
that condition the payment of bonuses on meeting one or more of the listed goals as selected by the
Committee each year. Compensation paid under a bonus plan of this type (which we refer to as a “162(m)
bonus plan”) is intended to qualify as deductible compensation, as discussed in more detail under “Other
Aspects of Our Executive Compensation Program — Tax. Deductibility Limit” in this CD&A. The
performance goal for our 162(m) bonus plan adopted by the Committee for 2012 was the.same combined
ratio performance goal utilized for the restricted stock awards described above, which required the sum of
the Expense Ratio and the Loss Ratio for MGIC’s primary new insurance written for that year to be less
than 100%.: If this goal is met, then the Committee may exercise discretion to.make.-a subjective
determination of bonuses based on an assessment of shareholder value, return on investment,. primary
business drivers. (loss ratio, expense ratio and-market share), loss mitigation, management: organization,
capltal position, effective dealings with federal and state regulatory agencies and the profitability-of our
mix of new business. No specific targets or weightings were estabhshed for any of these bonus criteria for
2012. -

The sum of the Expense Ratio and the Loss Ratio for MGIC’s primary new insurance written for 2012

was 16.3% and, as a result, the combined ratio performance goal was met. We paid bonuses for 2012 that
were about 16% of the maximum for the NEO group; as a whole, and 17% for the CEO. . : :
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The following table illustrates-that.the exercise of discretion with respect to the CEO’s bonus for the
past ﬁve years has resulted in its ﬂuctuatlon w1th performance S , i ;

Actual Bonus as a % of Maxlmum Bonus Potentlal :
2012 2011 - 2010 2009 . 2008 ..

17% o 28% 50% 0% . 0%

The factors considered in the dec1sron to pay bonuses for 2012 performance are dlscussed above under
“Objectives of our Executive Compensation Program — How did the compensation we paid to our NEOs
for. 2012 reflect these objectives? — We, want strong alignment between compensatron and long-term
shareholder mterests by lmkrng compensatlon to Company and executrve performance :

- B_ase. ’Salary

Base salaries provide NEOs with a fixed, minimum level of cash compensation. Our philosophy is to
target base salary range midpoints for our executive officers near the median levels compared to their
counterparts at the peer group of compames drscussed below under “Benchmarking. In addition to
reviewing market competitiveness, in considering any change to Mr. Culver’s compensation, including his
salary, the Committee takes into account its subjective evaluation of Mr. Culver’s performance, based in
part on a CEO evaluation survey completed by each non-management director. The subjects covered by
the evaluation include financial results, leadershrp, strategic planning, succession planning, external
relationships and communications and relations with the Board. Base salary changes for our other NEOs
are recommended to the Committee by Mr. Culver. Hlstorlcally, these recommendations have been the
product of his subjective evaluation of each execut1ve ofﬁcer s performance including his perception of
their contributions to the Company. The Committee approves changes in salaries for these officers after
taking into account Mr. Culver’s recommendations and the Committee’s independent judgment regarding
the officer gained through the Committee’s and the Board’s regular contact with each of them.

Effective in late March 2012 each of the NEOs rece1ved a3% salary increase, based on the1r base
salary prior to the increase. Effective in late. March 2013, each NEO is receiving a 3% salary increase,
based on therr base salary prior to the increase. .y

'Pen”si‘oh Pian .

Our executive compensation program includes.a qualified pension plan and a supplemental executive
retirement plan. We believe retirer ent. plans of this type are an important element of a competitive
compensation program These plans’ compute retirement beneflts based only on current cash compensation
(salary and annual bonus) and therefore do not include longer-term incentives that can result in substantial
increases in pensron value We also offer a broad based 401(k) plan to which we make contrlbutrons in
cash. '

Perquisites

As w1th prror years the perks we provrded for 2012 to our NEOs were a small part of the officer’s
total compensatlon rangrng between approxunately $700 and $4, 400 These. perks included club dues and
expenses, the cost of an annual or bi-annual medical examlnatlon and a covered parkmg space at our
headquarters We believe our perks are very modest and cons1stent w1th our desire to avord an entrtlement
mentalrty :
Iv. v Other Aspects of Our Executlye Compensation Program
- Bénchmarking

To provide a framework for evaluating compensation levels for our NEOs against market praCtices,
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the Committee has periodically -asked its independent compensation consultant, FWC, to prepare reports
analyzing available compensation data. This data is typically gathered from SEC filings for a comparison
group of publicly traded companies. The reports provided during 2012 and in early 2013 are discussed
below. In addition, each year we review various published compensation surveys and provide the
Committee with information regarding trends in expected executive compensation changes for the coming
year. The compensation surveys that we reviewed and summarized in the aggregate for the Committee in
connection with establishing compensation for 2012 were published by: Compensation Resources,
KENEXA, AON Hewitt, Mercer Consultmg, Towers Watson and World at Work.

In January 2012, in connection with the meeting at which 2012 compensation decisions regarding
salary and long-term incentives were made, FWC provided the Committee with a report on the
components of our executive compensation program that was based on 2010 compensation information
from proxy statement filings and was, at the time, the latest available data for the comparison group. The
January 2012 report analyzed our compensation program against the following comparison group:

MGIC Peer Group
Ambac Financial Group
Assured Guaranty
Fidelity National Financial
First American Financial
Genworth Financial
MBIA
Old Republic International
PMI Group (removed from peer group in 2012)
Radian Group ‘

The comparison companies were jointly selected by FWC and management, and approved by the
Committee. The companies in our comparison group include all of our direct competitors that are public
and whose mortgage insurance operations are a significant part of their overall business, financial guaranty
insurers and other financial services companies focused on the residential real estate industry that are
believed to be potential competitors for executive talent. PMI Group was removed from our peer group in
2012 because its mortgage insurance subsidiary ceased writing new business and the parent company filed
for bankruptcy protection.

The 2010 compensation data in the January 2012 report indicated that our CEO’s total direct
compensation was 7.5% below the median of the peer group, including PMI, and 3.2% above the median
of the peer group, excluding PML It also showed the CEQ’s SCT total compensationi was only slightly
(approximately 5.3%) above the peer group median including PMI and 16.3% abové the median of the
peer group excluding PMI. (In addition to what is included in total direct compensation, SCT total
compensation includes change in pension and non-qualified deferred compensation value plus all other
compensation, which other compensation for us is de minimis.)

Our industry is undergoing a major restructuring following the mortgage crisis. Three of our competitors
have ceased writing new business (two in 2011) and the parent company of another received a substantial
amount of government assistance. As noted above, PMI was removed from our peer group in 2012. PMI was
smaller than us and as a result of its removal from our peer group, we are smaller relative to our peers than
before. For many years our industry had no new entrants. In 2010, a new mortgage insurer began writing
business; and in 2012, another mortgage insurer raised over $500 million in capital and we understand
expects to begin writing business later this year. Those two competitors have yet to go public, therefore, their
data is not yet available to include in our peer group. In addition, in February 2013, a worldwide insurer and
reinsurer with mortgage insurance operations in Europe announced that it was purchasing a competitor. As
a result, and giving effect to such purchase as if it was creating a new entrant, only half of the companies
that were writing business before the onset of the mortgage crisis are currently writing new business and
three new companies have entered the industry.
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- Because of the changes in our industry and peer group noted above, FWC provided additional analysis
to the Committee in Julyand October 2012, and in January 2013, in order to assist the Committee in
considering various ‘alternatives to the existing peer group. Although our industry is in a state of flux, the
Committee continues to believe that our NEOs® compensation should be analyzed in the context of the
compensation of mortgage insurers and others related to our industry, which we believe we capture in our
existing peer group. Therefore, the Committee, after considering the advice received from FWC, has
chosen to retain our existing peer group for now (after the removal of PMI Group) It continues to be
appropnate for evaluatlng our executive compensatron because: -

L8 Two of. the elght companies were dlrect competitors or parent companies whose results were
- significantly impacted by the results of direct competitors; and another was the parent company of
a former d1rect competltor that stopped wr1t1ng new busmess in 201 1, »

e Three of the other companies are ﬁnanc1a1 guaranty 1nsurers having s1gn1ﬁcant exposure to
res1dent1a1 mortgage credit I’lSk : ;

o Al of the companies have s1gn1ﬁcant insurance busmesses not lendlng busmesses and therefore,
T size comparlsons are p0531ble " :

. Four of the compames have also named usa peer
e Our revenues for 2009- 2011 were: at the 43rd percentlle (excluding PMI)

e Adding general insurance or other financial services companies beyond the surety and financial
guaranty niches is not expected to provide meaningful 1nformat1on to the Committee i in evaluatmg
executive compensat1on pay and performance and

e Our peer group is unchanged from the peer group we used in 2011 and 2010, other than for the
removal of PMI. We review the peer group at least annually but do not reconfigure it from year to
year to achieve specific results.

Conside}aifoh of 2012 Shareholder Adbvisory Vote on Executive Compénsatidn

The most recent shareholder advisory vote on executive compensation was at our Annual Meeting of
Shareholders in April 2012. More than 90% of the shares voting at that meetmg voted to approve our
executive compensatlon In making the January 2013 compensation declslons (which were the approval of
bonuses for 2012 performance, approval of base salary i increases to be effective in 2013 and the grant of
restricted stock awards), the Committee viewed this vote as a general approval of the ob_lectrves of our
executive compensation program described in this CD&A “(those ob_]ectlves remained. unchanged from
what had been presented to shareholders) and an affirmation that our program should be continued.

Tax Deductibili(y Limit

~ Under Sectron 162(m) of the Internal Revenue Code ‘certain compensation in excess ‘of $1 million paid
during a year to any of the executive officers named in the SCT'(other than the CFO) for that year is not
deductlble Although ‘the rules governing these requirements are complex, we believe that all of our
compensation for 2012 qualifies as tax-deductible. However, because of ambiguities and uncertainties as to
the application and interpretation of Section 162(m) and related regulations, and the fact that such regulations
and interpretations may change from time to time (with potentially retroactive effect), there is no certainty
that compensation intended by the Committee to satisfy the requirements for deductibility under Section
162(m) will be deduct1ble In ‘addition, the Committee has discretionary -authority to- administer our
compensation programs in the future in a manner that does not satisfy the requirements of Section 162(m) of
the Internal Revenue Code in order to achieve a result that the Commrttee determines to be appropnate
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In making decisions about executive compensation, we also consider the impact.of other regulatory
provisions, including the provisions of Section 409A of the Internal Revenue Code regarding:non-
qualified deferred compensation and the change in-control prov1s1ons of Section 280G of the Internal
Revenue Code. : o : SRR

Stock Ownersth by Officers

Begmnmg with awards of restricted stock made in January 2007, a pomon of restncted stock awarded
to our NEOs and other officers subject to Form 4 reporting, such as our chief accounting officer and chief
information officer, must not be sold for one year after vesting. Shares received upon exercise of our last
grant of stock options (in January 2004) also must not be sold for one year after exercise. The number of
shares that must not be sold is the lower of 25% of the shares that vested (or in. the case of options, 25% of
the shares for which the options were exercised) and 50% of the shares that were received by the officer
after taking account of shares withheld to cover taxes. The holding period may.end before one year if the
officer is no longer required to report their equity transactions to the SEC. The holding period does not
apply to involuntary transactions, such as would occur in a merger, and for certain other dispositions.

We also have stock ownership guidehnes for executive ofﬁcers For our CEO the stock ownershlp
guideline is 100,000 shares and, for the other NEOs, the guideline is 50,000 shares. Stock considered
owned consists of shares owned outright by the executive (including shares i in the executive’s account in
our 401(k) plan), unvested restricted stock and RSUs scheduled to vest within one year (assuming ratable
vesting over the performance period of longer-term restricted stock) and the number of shares underlying
vested stock options whose market price exceeds their exercise price. Each of our NEOs currently meets
these stock ownership guidelines. In fact, at December 31, 2012, our CEO exceeded the guideline by
approximately 1.1 million shares and the other NEOs exceeded the guidelines by between 237,000 shares
and 628,000 shares, depending on the individual. Our stock ownership guidelines, previously ba‘s‘ed on the
value of the stock held, were changed in 2010 reflecting the decrease in our share price.

Change in Control Provisions

Each of our NEOs is a party to a Key Executive Employment and Severance Agreement with us (a
“KEESA”) and some have supplemental agreements, each as described in the section titled “Potential
Payments Upon Termination or Change-in-Control — Change in Control Agreements” below. No executive
officer has an employment or severance agreement, other than these agreements. Our KEESAs provide for
a cash termination payment in one or two lump sums only after both a change in control and a specified
employment termination. (a “double trigger” agreement). We adopted this approach, rather than providing
for such payment only after a change in control (a “single trigger” agreement) or a change in control and a
voluntary employment termination by the executive (a “modified single trigger” agreement), because we
believe that double trigger agreements provide executives with adequate employment protection and
reduce the potential costs associated with these agreements to an acquirer.

The KEESAs and our equity award agreements provide that all restricted stock and unvested. stock
options become fully vested at the date of a change in control. Once vested, a holder of an award is
entitled to retain it even if he voluntarily leaves employment (although a vested stock option may expire
because of employment termination as soon as 30 days after employment ends). In 2008 we amended our
KEESAs for the pr1n01pal purpose of complying with Section 409A of the Internal Revenue Code. In
2009, we eliminated any reimbursement of our NEOs for any additional tax due as a result of the failure of
the KEESAs to comply with Section 409A.

_ The period for which our KEESAs prov1de employment protectlon ends on the earher of the third
anniversary of the date of a change in control or the date on which the executive attained his or her normal
retirement date. In 2010, we created a supplemental benefit plan that provides benefits to compensate for
the benefits that are reduced or eliminated by the age-based limitation under our. KEESAS This plan was
adopted because the Committee wanted to provide such benefits for those who would, absent this age-
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based limitation, receive benefits under his or her KEESA. The Committee believes that age should not
reduce or eliminate benefits under a KEESA, but-recognized that our employees may retire with a full
pension at age 62 provided they have been a pension plan participant for at least seven years. Taking the
early availability of full pension benefits into account, the payments under.this plan are capped by
reducing such payments to an amount that will not trigger payment of federal excise taxes on such
payments. As a result, unlike our KEESAs, this plan does not include an Internal Revenue Code Sections
280G and 4999 excise tax gross-up provision. Our KEESAs were not amended in connection with the
adoptlon of this plan

For addltlonal mformatron about our KEESAs see “Compensation and Related Tables - Potentlal
Payments Upon Termination or Change-in-Control — Change in Control Agreements” below.

No Stock 0ptton Reprtcmg

Our 2002 Stock Incentive Plan whrch governs equity awards granted before 2012, and our 2011
Omnibus Incentive Plan, which governs equity awards granted after 2011, both prohibit the repricing of
stock options, either by amending existing: options to lower the exercise price or by granting new options
having a lower exercise price in exchange for outstandlng opt1ons having a h1gher exerc1se prlce unless
such re-prlcmg is approved by shareholders : ~

“Clawback” Poltcy :

Under the “clawback” pohcy approved by the Comm1ttee the Company will seek to recover certaln
incentive compensation, to the extent the Committee deems appropriate, from any executive officer and
the chief accounting officer, if a subsequent financial restatement shows that such compensation should
not have been paid. The clawback policy applies to restricted stock that vests upon the achievement of a
Company performance target. As an alternative to seeking recovery, the Committee may require the
forfeiture of future compensation. Beginning in January 2007, our; restricted stock agreements require that,
to the extent the Committee deems appropriate, our executive officers- must repay the difference between
the amount of after-tax income that was originally recognized from restrictedstock: that:vested based on
achievement of a performance goal and the amount that would have been recognized had the restatement
been in effect plus the value of any tax deduction on account of the repayment. et

H edgmg Pohcy

Under the hedgmg pollcy approved by our Board of Directors, our dlrectors, NEOs and other’ ofﬁcers
subject to Form 4 reporting, such as our chief accounting officer and chief information officer, may not
enter into hedging transactions designed to hedge or offset a decrease in the value of the Company’s equity
securities. For these purposes, the Company’s equity securities include, but are not limited to, vested and
unvested -restricted stock un1ts (whether cash- or stock-settled) and company stock held d1rectly or
1nd1rectly » -

Independemf Compensatwn Consultant

- Aside from its role as the Committee’s independent consultant, FWC provides no other services to the
Company. In 2012, FWC provided the Committee with advice about proxy disclosures, including with
respect to this CD&A, incentive plan designs, director pay, benchmarking study results, as dIscussed
above, and whether the payment of bonuses-for 2012- would be reasonable Fees incurred for serv1ces
Performed by FWC in 2012 were $114 632 T LR S R

IR

Other Aspects of Our Compensatwn Processes

When designing:our compensation objectives and policies for our NEOs, the Committee considers the
incentives that such objectives and policies create, including incentives to cause the Company to undertake
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appropriate risks. Among other things, the Committee considers aspects of our compensation policies that
mitigate incentives to take inappropriate risks, such as the holding requirements described under “Other
Aspects of Our Executive Compensation Program — Stock Ownershlp by Officers” above and the
clawback policy described above. ,

The Commlttee has not adjusted executive officers’ future compensatlon based upon amounts reallzed
or forfeited pursuant to previous equity awards.

The Committee’s practice for many years has been to make equity awards and approve new salaries
and bonuses, if any, at its meeting in late January, which normally follows our announcement of earnings
for the prior year. The Committee also may approve changes in compensation at other times throughout
the year.

While the Committee is ultimately responsible for making all compensation decisions affecting our
NEOs, our CEO participates in the underlying process because of his close day-to-day association with the
other NEOs and his knowledge of our operations. Among other things, our CEO makes recommendations
regarding all of the components of compensation described above for all of the NEOs, other than himself.
Our CEO does not participate in-the portion of the Committee meeting regarding the review of his own
performance or the determination of the actual amounts of his compensation. Our-Vice President-Human
Resources and our General Counsel also participate in the Committee’s compensation process.
Specifically, our Vice President-Human Resources is responsible for coordinating the work assigned to
FWC by the Committee. Our Vice President-Human Resources is expected to maintain knowledge of
executive compensation trends, practices, rules and regulations and works w1th our General Counsel on
related legal and tax compliance matters. Co :

Appendix

This portion of the CD&A is the Appendix that provides additional information about the discussion
in the Executive Summary that is not provided elsewhere in the CD&A. We make various statements in
the Executive Summary and this Appendix that do not explicitly say they are our opinions, but you should
read them.as such. The Executive- Summary discusses only the compensation of our CEO because his
compensation sets the “compensation pace” for the rest of the NEOs. The compensation programs for our
CEO are generally no different than those for all of our NEOs, as discussed in the CD&A, although the
amount of compensation depends on what level the particular officer occupies in our organizational
hierarchy. The additional information in the Appendix corresponds to the order of the discussion in the
Executive Summary

2012 Performance Based on Operational Metrics

Loss Ratio. The loss ratio is-a customary measure of the quality of an insurer’s business. It is losses
incurred divided by earned premiums for MGIC’s primary new insurance written, in both cases over the
period of the ratio. A year of seasoning includes the year in which the book was written; that is, the first
year of seasoning for the book written in 2007 was 2007.

The percentage of MGIC loans that are delinquent is as of December 31, 2012 .and represents loans
that are at least 45 days past due (and would include those whose borrowers are in foreclosure or
bankruptcy). The source of the percentage of FHA loans that are delinquent is the U.S. Department of
Housing and Urban Development’s Annual Report to Congress — Fiscal Year 2012 Financial Status — FHA
Mutual Mortgage Insurance Fund dated November 16, 2012. The FHA’s fiscal year ends September 30.
The percentage of FHA loans that are delinquent represents loans that are “seriously delinquent,” which
the FHA defines as loans that are 90 days or more delinquent or in foreclosure or bankruptcy.

Market Share. The source of the market share information is Inside Mortgage Finance.
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‘Net earned premium yield is the cumulative net earned premlum for a: book of business divided by the
new insurance written amount for that book of busmess SR :

Exgense Ratio. The expense ratio is the combmed insurance operatlons underwrltmg expenses divided
by the net premlums wrltten ‘ ’

“+ The 1nformatlon about the expense ratios of Our peers was obtamed from earnings press releases and
Securities and Exchange Commission filings. - The :information" represents U.S. mortgage insurance
segment information only. Methods of calculating these- ratios may - differ among companies. PMI ard
Republic Mortgage Insurance Co. ceased writing new mortgage insurance in 2011 therefore we have not
included thelr expense ratios for 201 1or 2012 -

Other. Addltlonal 1nformat10n about the approvals from Fanme Mae, Freddle Mac and our primary
insurance regulator may be found under the caption “Capital requirements may prevent us from continuing
to write new insurance on an uninterrupted bas1s” in Item 1A of our Annual Report on Form 10 K for the
year ended December 31, 2012. o : :

The two companies that have stopped Wr1t1ng new busmess are PMI Mortgage Insurance and Republic
Mortgage Insurance : : : : VG :

Our compensatton is :reasonable: when measured by reference to.a peer group conszstmg of our
direct competitors and others related to our industry

We cite.2009-2011 revenues because, with-the. exception of the bonus for 2012 performance, all
compensation decisions for 2012 were made in January 2012. At that time, only revenues from 2011 and
earher were avarlable : : S

~ When the Comm1ttee made its last compensatlon decrs1ons regardlng 2012 compensation, the 2011
total direct compensation of the CEOs of the companies in our peer group was the latest available.

The table below shows the average revenues for 2009-2011 for us and each of the eight companies
that we use in our peer group benchmarking analysis. All revenue percentiles in the Executive Summary

and this Appendlx are the output of the “Percentlle” formula in Mlcrosoft’s Excel software.

2009-2011 Average Total Direct

Revenues  * Compensation (1)

' . (millions) - e
Ambac Financial Group ..........ccveeiiteveeen, $ 1,5434. $ - , 1,300.0
Assured Guaranty .....oe.oeiiiieaan. e 1,344.8 : 8,616.0 -
Fidelity National Financial ....................... 5,258.1 8,423.6 . -
First American Financial.............cooovineennn 3,924.7 4,019.5
Genworth Financial Inc. ..., .....0cciieenreenesn L 9,808.0 - 6,615.1
MBIA TIC. .« e eenee e e e et eeeeeeneeneenns ' 4412 o 500.0.
Old Republic Int’1 Corp. ..o vvvuueneeeeeeiannnnns : 4,183.8 1,410.8
Radian GroupInc...........ooooveeeiiiien.ns. o 1,209.7 8,522.4
MGIC............ PO i e " 1,559.5 2,6422
MGIC Percentile Ranking. .......c.ccocvvvnninenns 43% 35%

(1) 2012 data for MGIC; 2011 data for all other companies .
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The Committee’s compensation consultant, FWC (see “Benchmarking” above), simulated a peer
group based on companies within the same eight digit.GICS code as us and companies we had chosen as
peers. Companies in our GICS code were selected if they had total assets between 0.4 and 2.5 times our
assets (as of September 30, 2012). Companies in the property and casualty GICS code were selected if
they had revenues (for the twelve months ended September 30, 2012) between 0.4 and 2.5 times our
revenues. In each case, the companies had market capitalizations of between $50 million and $4 billion (as
of December 1, 2012). Because we are within the GICS Thrifts and Mortgage Finance Companies sub-
classification, the particular peer group that resulted from FWC’s simulation is primarily from this sub-
class1ﬁcat10n The 22 companies in the peer group include 14 commumty banks and:2 regronal banks

Our compensatlon practices should not be benchmarked agalnst a peer- group prrmarﬂy selected by a
Standard & Poors’ Global Industry Classification Standard (GICS) in combination with a balance sheet
test. The Committee, with the advice of its mdependent consultant, determmed a GICS-related peer group
is not approprlate for us because: ~ ce

* Mortgage insurance does not have its own GICS code. Nearly all of the companies in our GICS
code are lending institutions, not insurers.

¢  Using our GICS code as the initial criterion to select peers may result in comparing us primarily
with a group of community banks. Our business is very different from community banking,
which involves gathering consumer deposits through a local retail branch network and investing
those funds to profit from an interest rate spread.

e.  Even:if our GICS code were used, for our business, revenues are a better metric for selection of a

“peer group:than balance sheet assets. Unlike a community bank whose revenues are largely a

function of assets on its balance sheet, our revenues are largely a function of our insurance.in

force, which is not on our balance sheet. Our revenues for the twelve months ended September

30, 2012, were in the 93rd percentile of a group of peers, predominantly community banks, which

would result from selecting “peers” primarily from companies with our GICS code and a similar
amount of balance sheet assets.

Our CEO’s compensatton is aligned with returns to our. shareholders .
The last five years throughout the CD&A are 2008 — 2012 as reported in the SCT for those years.

Effective with the proxy statement for our 2010 Annual Meeting, the SEC changed the rules on how
equity grants were to be reported in the SCT to provide that the entire grant date fair value on the grant
date was to be reported. The SCT in that proxy statement showed 2008 compensation on that new basis.
Our approximation that 63% in value was lost was computed usrng the compensatlon figures for 2008 in
that proxy statement. : :

The performance goals for the restricted stock granted before 2008 that was forfelted in 2008- 2012
were based on earnings per share and return on equity.

We have not grénted options since 2004 and the compensation tables that reported these options were
in proxy statements issued before 2006. The reference to the last five years mcludes optlons that exprred in
January 2013. .

During 2008-2012, our CEO had $2.1 million in shares withheld from vestings of restricted stock on
account of income tax withholding, net of withholding amounts that he paid in cash! The dollar figures for
shares withheld in this calculation are determined by the closing price on the vesting date. The 23% cash
compensation percentage is computed using the amount of cash compensation included in the SCT during
the last five years. Cash compensation consists of base salary and bonus.
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Summary Compensation Table Anomalies.. : ..

Volatility of Company Stock. Our beta of 3.36 represents the one year daily “raw beta” for the period
December 31, 2011 through December 31, 2012, from the Bloomberg database. ;

Compensation Committee Report ' .

Among its other duties, the Management Development, Nominating and Governance Committee
assists the oversight by the Board of Directors of MGIC Investment Corporation’s executive compensation
program, including approving corporate goals relating to compensation for the CEO and senior officers,
evaluating the performance of the CEO and determining the CEO’s annual compensation and approving
compensation for MGIC Investment "C"orporation’s other senior executives.

' The Committee reviewed and dlscussed w1th management the foregoing Compensation Discussion
and Analysis. Based upon this review and discussion, the Committee recommended to the Board of
Directors that the Compensation Discussion-and Analysis be included in MGIC Investment Corporation’s
proxy statement for its 2013 Annual Meeting of Shareholders and its Annual Report on Form 10-K for the
year ending December 31, 2012.

’_:Members of the Managemént Development, Noxﬁinatiﬁg and Goﬂ%é_rnance Cbmmittee:
Kenneth M. Jastrow, IT; Chairman v ~
Thomas M. Hagerty - = oL
Leslie M. Muma s e
Donald T. Nicolaisen
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COMPENSATION AND RELATED TABLES

Summary Compensation Table

The following table summarizes the compensation earned by or paid to our named executive officers
in 2010 through 2012. Following the table is a summary of our annual bonus program. Other tables that
follow provide more detail about the specific types of compensation.

Change in
Pension Value -
and
Nongqualified
. Deferred
Stock Compensation All Other Total

. Salary Bonus  Awards ~ Earnings Compensation Compensation

Name and Principal Position Year $ $ o M $ $
Curt Culver......... eeieanes 2012 910,539 - 475,000 1,256,670 1,365,107 8,950 4,016,266
Chairman and Chief - 2011 884,231 734,300 2,994,449 967,428 8,950 5,589,358
Executive Officer - 2010 865,000 1,300,000 1,663,200 545,645 6,500 4,380,345
J. Michael Laver.............. 2012 480,846 225,000 424,127 314,666 8,950 1,453,589
Executive Vice President 2011 466,839  357,500. 1,010,629 235,238 8,950 2,079,156
and Chief Financial Officer 2010 453,231 550,000 561,330 83,577 6,500 1,654,638
Patrick Sinks................. 2012 583,154 200,000 785,420 618,373 - 8,950 2,195,897
President and Chief 2011 558,508 357,500 1,871,535 414,061 - 8,950 3,210,554
Operating Officer 2010 516,692 585,200 1,039,500 213,577 6,500 - 2,361,469
Lawrence Pierzchalski......... 2012 469,939 175,000 424,127 670,932 8,950 1,748,948
Executive Vice 2011 456,308 302,500 1,010,629 470,613 8,950 2,249,000
President - Risk Management 2010 443,000 501,800 561,330 271,888 6,500 1,784,518
JeffreyLane ........ccevtntn. 2012 729,962 200,000 424,127 449,723 8,950 1,812,762
Executive Vice President 2011 710,385 357,500 1,010,629 415914 8,950 2,503,378
and General Counsel 2010 653,846 550,000 1,402,330 311,723 19,770 2,937,669

(1) The amounts shown in this column represent the grant date fair value of the stock awards granted
to named executive officers in the years shown, computed in accordance with FASB ASC Topic 718. The
fair value of stock award units is based on the closing price of our common stock on the New York Stock
Exchange on the date of grant. Except as described below, the vesting of all of the awards represented in
this column is subject to our meeting certain performance conditions. In accordance with the rules of the
SEC, all of the figures in this column represent the value at the grant date based upon the probable
outcome of the applicable performance conditions as of the grant date, such probable outcome determined
with reference to the performance of the fiscal year preceding the grant. The probable outcome of the
applicable performance conditions associated with the 2010 awards resulted in the full value of such
awards being reflected in this column. If the full value of the applicable awards for 2012 and 2011 were
shown assuming the highest level of the applicable performance conditions was achieved, rather than an
amount based upon the probable outcome of the applicable performance conditions, then the amounts
shown would have been:

2012 2011
CurtCulver............coevnen... $ 1,368,675 $ 3,097,710
J. Michael Laver ................. $ 461,929 $ 1,045,479
Patrick Sinks..................... $ 855,424 $ 1,936,073
Lawrence Pierzchalski............ $ 461,929 $ 1,045,479
Jeffrey Lane...........coovvennnn, $ 461,929 $ 1,045,479
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(2) The Company does not maintain a nonqualified deferred compensation plan for its employees.
The amounts shown in this column reflect the change in present value of accumulated pension benefits
during such year pursuant to our Pension Plan and our Supplemental Executive Retirement Plan when
retirement benefits are also provided under that Plan. See information following the table titled “Pension
Benefits at 2012 Fiscal Year-End” below for a summary. of ‘these plans. The change shown-in this column
is the difference between (a) the present value of the:annual pension payments that the named executive
officer would be entitled to receive beginning at age 62 and continuing for his life expectancy determined
at the end of the year shown and by assuming that the officer’s employment with us ended on the last day
of that year shown and (b) the same calculation done as if the officer’s employment had ended one ‘year
earlier. For all years shown, the change between years represents the net result of (a) the officer being one
year closer to the receipt of the pension payments, which means the present value is higher, and the annual
pension payment is higher due to the additional benefit earned because of one more year of employment;
(b) a change in actuarial assumptions used to calculate the benefit, primarily a decrease in the discount rate
used to calculate the present value at the end of each of those years, which made the increases higher than
they would have been if we had not changed the discount rate; and (c) distributions that the named
executive officers received from our Supplemental Executive Retirement Plan during the fiscal year ended
December 31, 2012 to pay the employee portlon of the Social Security tax attributable to benefits earned
under the plan during fiscal year 2012, as well as amounts distributed to cover the income tax thereon For
each named executlve officer, the change for 2012 201 1 and 2010 cons1sts of ;

2012 : 2011 - 2010

Change in Change Due = Changein , .- Change Due Change in Change Due

Actuarial to Other Actuarial to Other Actuarial to Other
Name ) Assumptions Factors Assumptions Factors Assumptions = Factors '~
CurtCulver............ 702,165 662,942 - 31 0,398 657 030 141,243 404,402 .
J. Michael Laver. ....... 226,765 87,901 . ‘106,335 128,903 52,343 31,234
Patrick Sinks........... 353,499 264,874 144,013 270,048 - 61,530 152,047 -
Lawrence Pierzchalski . .. 357,260 313,672 156,596 - 314,017 71,724 200,164
Jeffrey Lane ........... 261,831 187,892 114,036 301,878 51,911 259,812

See, Note 13- of the Notes to the Consohdated Fmancral Statements in our Annual Report on
Form IO-K for the year endmg December 31, 12012 for additional information- regardmg the
assumptlons made in arriving at these amounts.

.Annual Bonus .,

The followmg is a descrlptlon of our annual ‘bonus program This discussion supplements the
discussion included in the section titled “Compensation Discussion and Analys1s above.

Our bonus program provides that annual bonuses so long as we met a performance target descnbed in
“Compensation Discussion and Analysis — Our 2012 Executive Compensatlon — Annual Bonus” above,
are determined in the discretion of the Management Development Nominating * and. Governance
Committee taking account of:

e our actual financial and other results for the year compared to the goals considered and approved
by the Management Development, Nominating and Governance Committee in the first quarter of
that year (see “Compensation Discussion and Analysis — Our 2012 Executive Compensation —
Annual Bonus” above for our 2012 performance goals);

¢ the Committee’s subjective analysis of the business environment in which we operated during the
year;

e the Committee’s subjective evaluation of individual officer performance;
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e - the subJectlve recommendations of the CEO (except in regard to h,15 own bonus) and
. such other matters as the Comm1ttee deems relevant

The maximum bonuses under this bonus framework cannot exceed three times-the base salary of the
CEO and 2:25 times the base salaries of our other named executive ofﬁcers BN :

20]2 Grants Of Plan-Based Awards .

The followmg table shows the. grants of plan-based awards to our named executive ofﬁcers n 2012

Grant Date
Fair Value of
Estimated Future Payouts Steck and
Under Equity Incentive Plan Option
Grant © . Awards - Awards
Name Type of Award Date _ Target(# Maximum@#) — ($)©
CurtCulver ................ Other'? 1/30/12 63,000 - 63,000 248,850
Performance Based®  1/30/12 255,144 283,500 1,007,820
J. Michael Lauer ........... Other®® 1/30/12 21,262 21,262 83,985
: : Performance Based® - 1/30/12 86,112 95,682 340,142
Patrick Sinks............... Other® * 1/30/12 39,375 39,375 155,531
o - Performance Based®  1/30/12 159,466 177,188 629,889
Lawrence Pierzchalski...... Other® 1/30/12 21,262 21,262 83,985
' Performance Based(3) 1/30/12 86,112 95,682 340,142
Jeffrey Lane................ Other® 1/30/12 21,262 21,262 83,985

Performance Based®  1/30/12 86,112 95,682 340,142

(1) All of the figures in this column represent the value at the grant date based upon the probable outcome
of the applicable performance conditions as of the "grant date. The grant date fair value is based on the
New York Stock Exchange closing price on the day the award was granted. There have been no stock
options granted since 2004.

(2) CM Grants, as described in “— Compensation Discussion and Analysis — Our 2012 Executive
Compensation — Longer-Term Restricted Equity — Other Restricted Eqmty” above, 1nclud1ng
information about the performance goals apphcable to these awards.

(3) LME Grants, as described in “— Compensation Discussion and Analysis — Our 2012 Executive
“Compensation — Longer-Term  Restricted Eqinty” above, including information about the
" performance goals applicable to these awards. Pursuant to rules adopted by the SEC, the amounits set
forth in the “Target” column are based upon the assumptlon ‘that our performance with respect to the
three performance goals applicable to these awards in 2012 through 2014 will equal our performance

in 2011. Using this approach, 90% of the shares granted would vest.
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Outstanding Equity Awards At 2012 Fiscal Year-End

The following table shows our named executiv

e officers’ equity awards outstanding on December 31,

2012. :
n Equity Incentive
Number of Equity Incentive Plan Awards:
Securities Plan Awards: Market or Payout
TUnderlying Number of Value of Unearned
- Unexercised N N Unearned Shares, Shares, Units or
.~ Options Option Option Units or Other Other Rights That
. Exercisable Exercise Expiration  Rights That Have - Have Not Vested
Name # Price ($) Date " Not Vested # )
Curt Culver .............. - 80,000 4370  1/22/13 563,907 1,499,993
' 80,000 68.20 © 1728/14 ' ’ '
J. Michael Lauer ......... 27,0009 4370 1/22/13 190,321 506,254
27,000 68.20 1/28/14
Patrick Sinks............. 8,000¥ - 4370 - 1/22/13 +352,4459 937,504
REER : - 40,000 68.20 1/28/14 .- S
Lawrence Pierzchalski.... 27,0009 4370  1/22113 - +190,321?, © 506,254
27,000 68.20 1/28/14
Jeffrey Lane.............. 10,8009 4370  1/22/13 °190,321¢ 506,254
27,000

68.20

1/28/14

(1) There have been no stock options granted since 2004. All stock optioh awards are fully vested.

(2)"’ Based on the closing price of the Common Stock on the New York Stock Exchange at 2012 year-end,

: which was $2.66. .

(3) These stock options expired in January 2013 without being exercised. . °

(4) Consists of: (a) performance-based restricted equity granted in 2010, 2011 and 2012 that will vest in

February in each of the first three years following the grant dates if we meet certain performance
targets (with the vesting amounts, if any, dependent upon our performance) and (b) other restricted
equity granted in 2010, 2011 ‘and 2012, one-third of which will vest in February in each of the first
* three years following the grant dates if we meet certain performance targets. Certain restricted equity
awards granted in 2010, 2011 and 2012 that do not vest in a particular year because actual
performance is less than target performance in that year may vest in following years. See “—
Compensation - Discussion and Analysis — Our 2012 Executive Compensation —- Longer-Term
Restricted Equity — Other Restricted Equity” for information about vesting of these awards.

The 2010 awards were granted on January 27, 2010, the 2011 awards were granted on January 25,
2011 and the 2012 awards were granted on January 30, 2012. The 2012 awards-are reported in the
~ table titled “2012 Grants of Plan-Based Awards” above. The 2011 awards were similar to the 2012
awards, except that the performance goals were changed for the 2012 awards. The 2010 awards were
similar to the 2011 awards, except that the performance goals were changed for the 2011 awards and a
greater percentage of the 2011 awards were granted in the form of performance-based awards
(increased from approximately 75% to approximately 82% (excluding a one-time grant to Mr. Lane)).
The number of units of performance-based restricted equity included in this column is a representative
amount based on 2011 performance.
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2012 Option Exercises And Stock Vested

The following table shows the vesting of grants of plan-based stock awards to our named: executive
officers in 2012. There were no options exercised in 2012,

Stock Awards
Number of
Shares Value Realized
: « Acquired on Vesting

Name on Vesting # ®®

Curt Culver.............. P P LS 257,784 1,159,115

J. Michael Laver..................... PSS SR " 87,002 391,201 »

Patrick Sinks ......... P e [ : 161,114 - 724,442 -

Lawrence Pierzchalski................... evereneanens 87,002 391,201
JeffreyLane............ocooeneeee. e iae e - 112,002 502,951

(1) Value realized is the market value at the close of business on the vesting date. None of our named
executive officers sold any shares in 2012, though some shares that vested were withheld to pay taxes
due as a result of the vesting of the shares.

Pension Benefits At 2012 Fiscal Year-End

The following table shows the present value of accrued pension plan benefits for our named executive
officers as of December 31, 2012.

4 ~ Payments
Number of "7 During
Years Present Value -Last
Credited of Accumulated Fiscal
Name Plan Name¥ ) Service # Benefit ($)® Year ©
Curt Culver .............. Qualified Pension Plan 30.2 2,572,411
: Supplemental Executive Retirement 30.2 4,307,039 - 6,439
Plan S
J. Michael Lauer ......... < Quallﬁed Pension Plan .. 238 2,236,185 . -
» ; Supplemental Executive Retlrement .. 238 - 787,645 . 3,465
Plan . -
Patrick Sinks............. Qualified Pengion Plan 344 . 2,133,023 -
: .Supplemental Executive Retirement 344 - 389,165 6,897
Plan
Lawrence Pierzchalski.... ‘Qualified Pension Plan , 30.7 2,528,171 -
. - Supplemental Executive Retirement 30.7 853,711 | 3,301
Plan . .
Jeffrey Lane.............. Qualified Pensmn Plan : 16.3 2,610,032 L
: - Supplemental Executive Retlrement 16.3 420,328 ... 8,527
. Plan » m :

(1) See below for a summary of these plans.
(2) The amount shown is the present value of the annual pension payments that the named executive

officer would be entitled to receive beginning at age 62 (which is the earliest age that unreduced
benefits under the Qualified Pension Plan and Supplemental Executive Retirement Plan may be
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received) and continuing for his life expectancy determined. at the eénd of 2012 and by assuming that
the officer’s employment with us ended on the last day of that year. See Note 13 of the Notes to the
Consolidated Financial Statements in our Annual Report on Form 10-K for the year ending December
31, 2012 for the discount rate used to calculate the present value of benefits under these plans.

(3) The amount shown in this column represents distribution amounts that the named executive officers
received from the MGIC Supplemental Executive Retirement Plan during the fiscal year ended
December 31, 2012 to pay the employee portion of the Social Security tax attributable to benefits
earned under the plan during fiscal year 2012, as well as amounts distributed to cover the income tax
thereon.

€)) Includes an annual benefit of $34,000 credited to Mr. Lane as part of his initial employment Th1s
amount represents $443 697 of the present value of Mr. Lane s beneﬁts

Under the Pension Plan and the Supplemental Plan taken together‘, each executive officer earns an
annual pension credit for each year of employment equal to 2% of theofficer’s eligible compensation for
that year. Eligible compensation is limited to salaries, wages, cash bonuses, and the portion of cash
bonuses deferred and converted to restricted equity bonuses (applicable for-bonuses for 2001 through 2006
performance). At retirement, the annual pension credits are added together to determine the employee’s
accrued pension benefit. However, the annual pension credits for service prior to 1998 for each employee
with at least five years of vested service on January 1, 1998 will generally be equal to 2% of the
employee’s average eligible compensation for the five years ended December 31, 1997. Eligible
employees with credited service for employment prior to October 31, 1985 also receive a past service
benefit, which is generally equal to the difference between the amount of pension the employee would
have been entitled to receive for service prior to:Qctober 31, 1985 under the terms of a prior plan had such
plan continued, and the amount the employee is actually entitled to receive under an annuity contract
purchased when the prior plan was terminated. ‘Reétirement benefits vest on the basis of a graduated
schedule over a seven-year period of service. Full pension benefits are payable in monthly installments
upon retirement at or after age 65 with at least five years of service (age 62 if the employee has completed
at least seven years of service). Any supplemental executive retirement benefits earned on or after January
1, 2005 are payable in a lump sum six months after service with the company ends. In addition, reduced
benefits are payable beginning at age 55. These benefits are reduced by 0.5% for each month that
payments begin prior to the normal retirement date. Messrs. Lauer and Lane are eligible for their full
retirement benefits and Messrs. Culver, Pierzchalski and Sinks are eligible to receive reduced benefits.

If the employment of our named executive officers terminated effective December 31, 2012, the
annual amounts payable to them at age 62 under these plans would have been: Mr. Culver — $277,770; Mr.
Lauer — $200,000; Mr. Sinks — $200,000; Mr. Pierzchalski — $200,000; and Mr. Lane — $200,000; and the
Jump-sum payment for supplemental executive retirement benefits earned on or after January 1, 2005
would have been: Mr. Culver — $3,457,728; Mr. Lauer — $802,838; Mr. Sinks — $490,797; Mr.
Pierzchalski — $908,339; and Mr. Lane — $417,787. As of December 31, 2012, Messrs.- Lauer and Lane
were each eligible to receive this level of benefits because each was.over the age of 62 and had more than
seven years’ tenure. As of December 31, 2012; Messrs. Culver, Sinks and Pierzchalski were eligible to
receive reduced benefits under these plans immediately upon retirement because they were over the age of
55 and had more than seven years’ tenure. As a result, if their employment had been terminated effective
December 31, 2012, the annual -amounts payable to them under our Pension Plan had they elected to:begin
receiving annual payments immediately would have been Mr. Culver — $254,160; Mr. Lauer — $200,000;
Mr. Sinks — $129,000; Mr. Pierzchalski — $178,000; and Mr. Lane — $200,000; and the lump-sum payment
for supplemental executive retirement benefits earned on or after January 1, 2005 would have beén: Mr.
Culver — $3,256,777; Mr. Lauer — $802,838; Mr. Sinks — $352,748; Mr. Pierzchalski ~ $838,965; and Mr.
Lane — $417,787. The discount rate and post-retirement mortality assumptlons used to calculate the lump-
sum payments differ from the factors used in our ﬁnanmal statements. ‘
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Potential Payments Upon Termmatlon or Change—m-Control

The followmg table ‘summarizes the estunated value of payments to each of the named executive

officers assuming the triggering event or events indicated:-occurred on December 31, 2012.

‘Value of Value of
Restricted Restricted
Equity and = Equity and
Stock Stock
Options Options
that will Eligible for - Value of
Vest on an Continued Other

) Cash Accelerated Vesting Benefits
Name ' . Termination Scenario - Total ($) ' Payment($) ° Basis ($) ®» ®)2
CurtCulver............. Change in:control with - : e : :

qualifying termination® 7,859,780 6,061,819% 1,647,814 - 150,147
Change in control without v
. qualifying termlnatlon(3) 1,647,814 - 1,647,814 - -
Death 1,647,814 - 1,647,814 - -
J:Michael Laner.......:. Change in'control with R ‘
qualifying termination®®., 13,323,280 2,660,611 =~ 556,142 - 106,527
Change in control without . -~ :
qualifying termination® 556,142 - 556,142 -, -
Retirement 245,071 - - 245,071 -
Death 556J42‘ - 556,142 - -
Patrick Sinks........... .. Change in control with e o :
qualifying termination® " 4,388,665 3,219,310 1,029,891 - - - 139,464
Change in control without . : ... . . ;.. . = . , .
quahfymg termmatlon( ) 1,029,891 . T 1,029,891 - -
Death Co1029891 - 1,029.891 - -
Lawrence Pierzchalski. ... Change in control with e poote ’ :
S qualifying termination® 3,255,522 2,599,137 556,142 < . - 100,243
Change in control without. .~ . ~+;.. . - Lo
. qualifying termination® . ..556,142 - . 556,142 - - -
Death . 556,142 - 556,142 - .
Jeffrey Lane .......... .. Change in control with '’ Coo
qualifying termination® 3,905,066 3,205,840 556,142 - 143,084
Changein contrél without - =+ =% ‘ ’
qualifying termination® = 556,142 . . -~ - 556,142 - -
Retirement - .245,071 » - - 245,071 -
Death o o 556142 - 556,142 - -
(1) The value attributed to restricted stock that accelerates or is eligible for continued vesting is calculated

@

3)

using the closing price on the New York Stock Exchange-on Deeember 31, 2012 (which is a higher
valuation than that specified by IRS regulations fortax purposes). The value of options would be the

difference between the closing price on the New York Stock Exchange on December 31, 2012 and the

exercise price. However, as of December 31,. 2012, the exercise price of all options exceeded the
market price. As a result; all amounts in these columns represent value attributable solely to restricted

equity.

Other benefits include three years of health.and welfare beneﬁts and the ‘maximum outplacement costs

each executive would be entitled to.

As described further in “Change in Control Agreements” below, each of our named executive officers
is a party to a KEESA that may provide for payments after a change in control. A qualifying
termination is a termination within three years (but no later than the date the executive reaches the age
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at which the executive may retire under the:Pension Plan with full pension benefits) after the change
in control by the Company other than for cause, death or dlsablhty or by the executive for good
reason. : . ; L , v

(4) Amounts payable in one or two lump sums, depending on'limits on amounts that may be paid within

© rsix months under applicable tax rules and regulations. The first' lump sum is payable within 10

business days after the termination date-and the second lump sum, if requlred by apphcable tax rules
and regulations, is payable Six months thereafter : »

(5) As of December 31, 2012, nelther Mr. Lauer nor Mr Lane was ehglble to receive a cash payment or
other benefits under his KEESA because he had attained his normal retirement age. As noted in
“Change in Control Agreements” below, in 2010, we created a supplemental beneﬁt plan apphcable to
persons who had attained the1r normal ret1rement age - na

Mr Lane’s cash payment under hlS supplemental KEESA was capped by reducmg such payment (by
'$812,563) to an amount that will not trigger payment of federal excise taxes on'such payment.

Change in Control Agreements

Key Executive Employment ana’ Severance Agreement Each of our named executive ofﬁcers is a party
to-a Key Executive Employment and Severance Agreement with us (a “KEESA”). If a’'change in control
occurs and the executive’s employment is:terminated within three years (but no later than the ‘date the
executive reaches the age at which the executive may retire under the Pension: Plan: with - full ‘pension
benefits, which is 62, an age that none of our named executive officers other than Mr..Lauer-and-Mr. Lane
has attained) after the’ change in control (this period is referred to as the employment period), other’than
for cause, death or disability, or if the executive:terminates his employment for good reason, the executive
is entitled to receive a termination payment of twice the sum_ of his annual base salary, his maximum
bonus award and an amount for pension accruals'and profit'sharing and matching centributions to our tax-
qualified defined contribution plan, subject to reduction as-described below. This termination payment is
payable in one or two lump sums, depending on limnits on amounts that may be paid within six months
under applicable tax rules and regulations. The first lump sum is payable within 10-business days:after the
termination date and the second lump sum, if requlred by apphcable tax rules and regulatlons is payable
six months thereafter. : L . :

If the employment termination occurs during the employment period but more than three months after
the-change in control, the termination payment is reduced by an amount corresponding to the portion of
the employment period that has elapsed since the date of the change in control. The KEESAs require that,
for a period of twelve months after 'a termination for which a payment is required, the executive not
compete with us unless approved in advance in writing by our Board-of Directors. The KEESAs: also
impose confidentiality obligations on our executives that have signed them.

Under the KEESAs, a change in control generally would occur upon the acquisition by ‘certain
unrelated persons of 50% or more of our Common Stock; an exogenous change in the majority of our
Board of Directors; certain mergers, consolidations or share exchanges: or related share issuances; or our
sale or disposition of all or substantially all-of our ‘assets. ‘We would have “cause’” to terminate an
executive under a KEESA if the: executive ‘were intentionallyto engage in certain bad faith conduct
causing demonstrable and serious financial injury to us; to be convicted of certain felonies; or:to willfully,
unreasonably and continuously refuse to perform his or her existing duties or responsibilities. An
executive would have “good reason” under his or her KEESA if we were to breach the terms of the
KEESA or make certain changes to the executive’s position or working conditions.

While the executive is employed during the employment period, the executive is entitled to a base

salary no less than the base salary in effect prior to the change in control and to a bonus opportunity of no
less than 75% of the maximum bonus opportunity in effect prior to the change in control. The executive is
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also entitled to participate in medical and other specified benefit plans. Such benefits include life insurance
benefits made available to salaried employees generally and other benefits provided to executives of
comparable rank, including stock awards, supplemental retirement benefits and periodic physicals. The
value of these benefits cannot be less than 75% of the value of comparable benefits prior to the change in
control, except that if the new parent company does not provide stock-based compensation to executives
of its U.S. companies of comparable rank, this type of benefit need not be provided and the 75% minimum
for other benefits is raised to 100%. If the executive experiences a qualified termination, he is entitled to
continued life and health insurance for the remainder of the employment. period or, if earlier, the time he
obtains similar coverage from a new employer, outplacement services and up to a total of $10,000 to cover
tax preparation, legal and accounting services relating to the KEESA: termination payment.

-If the excise tax under Sections 280G and 4999 of the Internal Revenue Code would apply to the
benefits provided under the KEESA, the executive is entitled to receive a payment so that he is placed in
the same position as if the excise tax did not apply. In 2008, we amended our KEESAs for the principal
purpose of complying with Section 409A of the Internal Revenue Code. In 2009, we eliminated any
reimbursement of our named executive officers for any additional tax due as a result of the failure of the
KEESAs to comply with Section 409A.

Supplemental Plan for Executives Covered by MGIC Investment Corporation Key Executive
Employment and ‘Severance Agreements. In 2010, we created the Supplemental Plan for Executives
Covered by MGIC :Investment Cerporation Key Executive Employment and' Severance Agreements,
which provides ‘benefits to compensate -for the benefits that are reduced or eliminated by the age-based
limitation under; our KEESAs: This plan was adopted because the Committee wanted to provide such
benefits .for those who would, absent this age-based limitation, receive benefits under his or her KEESA.
The Committee believes that age should not reduce .or eliminate benefits under a KEESA, but recognized
that our employees may retire with a full pension at.age 62 provided they have been a pension plan
participant for at least seven years. Taking the early availability of full pension benefits into account, the
payments ‘under this plan are capped by reducing such payments to an amount that will not trigger
payment of federal excise taxes on such payments under Sections 280G and 4999. As a result, unlike our
KEESAs, this-plan does not includé an excise tax gross-up prov1s1on Our KEESAS were not amended in
connection with the-adoption of this plan. ‘ :

Post-T ermination Vesting of Certain Restricted Equity Awards

In general, our restricted equity awards are forfeited upon a termination of employment, other than as
a result of the award recipient’s death (in which case the entire award vests). In general, if employment
termination occurs after age 62 for a recipient who has been employed by us for at least seven years,
awards granted at least one year prior to the date of the employment termination will continue to vest if the
recipient enters into a non-competition agreement with us. Two of our NEOs are 62 or older and two
others, including our CEO, will become 62 by October 2014.

Severance Pay
Although ‘we do not have a written severance policy for terminations of employment unrelated to a
change in control,, we have historically negotiated severance arrangements with officers whose

employment we terminate without cause. The amount that we ‘have-paid has varied based upon the
officer’s tenure and position. L
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‘'OTHER MATTERS

Related Person Transactmns

*..Among other thmgs our Code of Business Conduct proh1b1ts us from entering into transactlons in
whlch our “Senior Financial Officers,” executive officers or their respective immediate family members
have a -material financial interest (either directly or through.a company with which the ofﬁcer has a
relationship) unless all of the followmg conditions are satisfied: : :

. the terms of the contract or transactlon are . fair and equitable, at arm’s length and are not
detrimental to our interestS'

e - -the existence and nature¢’ of the interests of the ofﬁcer are fully d1sclosed to and approved by the
: Aud1t Comm1ttee and

e - the: 1nterested ofﬁcer has not partlclpated on our behalf in the cons1derat10n negotlatlon or
approval of the contract or transaction, :

In addition, the Code requires Audit Committee approval of all transactions with any ‘director or a
member of the director’s immediate family, other than transactions involving the provision of goods or
services in the: ordinary course of business of both parties. The Code contemplates that our non-
management directors will disclose all transactions between us and parties related to the director, even if
they are in the ordinary course of business.

We have used the law firm of Foley & Lardner LLP as our principal outside legal counsel for more
than 25 years. Our General Counsel was formerly a partner of that law firm and his wife is currently a
partner in that law firm. In 2012, Foley & Lardner was paid $1,400,612 by us and our consolidated
subsidiaries for legal services and in the first two months of 2013,-it was paid an additional $83,643.

Section 16(a) Beneficial Ownership Reporting Compliance

~ Section 16(a) of the Securities Exchange Act of 1934, as amended, requires our executive officers and
directors to file reports of their beneficial ownership of our stock and changes in stock ownership with the
SEC. Based in part on statements by the directors and executive officérs, we believe that all Section 16(a)
forms were timely filed by our directors and executive officers in 2012; except fot the inadvertent failure
to file ‘one report covering the disposition by James A. Karpowicz (a’Senior Vice President of our
Mortgage Guaranty Insurance Corporation subsidiary) of approximately 840 shares (valued at less than
$1,500) from his MGIC Profit-Sharing and Savings Plan account on October 15, 2012. A Form4 was filed
on behalf of Mr. Karpowicz January 15, 2013 to report the disposition. Mr. Karpowicz had purchased
shares of our stock in open market transactions within six months of the sale by his Profit-Sharing and
Savings Plan account. The short swing profit resulting from those transactions of $531.87 waS‘paid by Mr.
Karpowicz to the Company. Mr. Karpowicz is retiring after 25 years of service; his retirement is unrelated
to the matters discussed above. We timely made more than 50 other Section 16(a) ﬁhngs on behalf 6f our
executive officers and d1rectors in 2012.
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ITEM 4 - RATIFICATION OF APPOINTMENT OF INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM

The Audit Committee has reappointed the accounting firm of PricewaterhouseCoopers LLP (“PwC”)
as our independent registered public accounting firm for the year ending December 31, 2013. As.a matter
of good corporate ‘governance, the Board is seeking shareholder ratification of the appointment even
though ratification is not legally required. If shareholders do not ratify this appointment, the Audit
Committee will take this into consideration in its future selection of an independent registered public
accounting firm. A representative of PwC is expected to attend the Annual Meeting and w111 be given an
opportunity to make a statement and respond to appropriate questions. -

In PwC’s engagement letter, we expect that we and PwC will agree not to demand a trial by jury in
any action, proceeding or counterclaim arising out of or relating to PwC’s services and fees for the
engagement. We also expect that we will agree that we will not, directly or indirectly, agree to assign or
transfer any rights, obligations, claims or proceeds from claims against PwC arising under the engagement
letter to anyone. We further expect that the engagement letter will not contain a requirement that we
arbitrate any disputes with PwC nor any limitation on our right to damages from PwC.

Audit and Other Fees

For thé years ended December 31, 2012 and 2011, PwC billed us fees for services of the following
types: : : e : .

2012 2011
Audit Fees..........ccuveunnnn... SUT ' $ 1,920,631 $ 1,914,228
Audit-Related Fees. ...........oeuernennnn.. 33329 10,610
Tax Fees.......ooiiiiiiiiiiviiiiiiiinniis T 31,010 - 30,245
AllOtherFees ....ccovvviiiiiiiniiiinnnnnns 3,760 3,760
Total FEES «.vvvivieieie et ciieenns $ 1,988,730 ' $ 1,958,843

Au'dlt' Fees include PwC’s review of our quarterly.financial statements and audit of our year-end
financial statements and internal controls over financial reporting. Audit-Related Fees for, 2011 and 2012
include fees related to an external peer review of the actuarial calculations done with respect to our
Australian, operatlons Audit-Related Fees for 2012 also include fees in connection with a financial
examination by the insurance regulator of our domiciliary state. Tax Fees include a review of our tax
returns. All Other Fees are subscription fees for an online library of financial reporting and assurance
literature.

The rules of the SEC regarding auditor mdependence provide that independence may be 1mpa1red if
the auditor performs services without the pre-approval of the Audit Committee. The Committee’s policy
regarding pre-approval of audit and allowable non-audit services to be prov1ded by . the independent
auditor includes a list of services that are pre-approved as they become necessary- -and the Committee’s
approving of a schedule of other services expected to be performed during the ensuing year prior to the
start of the annual audit engagement. If we desire the auditor to provide a service that is not in either
category, the service may be presented for pre-approval by the Committee at its next meeting or may be
pre-approved by the Chairperson (or another Committee member designated by the Chairperson). The
Committee member approving the service will be given detail regarding the service equivalent to the detail
that would be given to the Committee, and the Committee will be notified of the approved service at its
next regularly scheduled meeting. We periodically provide the Committee with information about fees
paid for services that have been approved and pre-approved. The Audit Committee pre-approved all of the
services that PwC provided in 2012.
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Shareholder Vote Required

The affirmative vote of a majority of the votes cast on this matter is required for the ratification of the
appointment of PwC as our independent registered public accounting firm. Abstentions and broker non-
votes, if any, will not be counted as votes cast.

YOUR BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE FOR
RATIFICATION OF THE APPOINTMENT OF PWC AS OUR INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM. PROXY CARDS AND VOTING INSTRUCTION FORMS WILL
BE VOTED FOR RATIFICATION UNLESS A SHAREHOLDER GIVES OTHER
INSTRUCTIONS ON THE PROXY CARD OR VOTING INSTRUCTION FORM.

HOUSEHOLDING

The broker, bank or other nominee for any shareholder who holds shares in “street name” and is not a
shareholder of record may deliver only one copy: of this proxy statement and the Annual Report to
Shareholders to multiple shareholders who share the same address, unless that broker, bank or other
nominee has received contrary instructions from one or more of the shareholders. We will deliver
promptly, upon written or oral request, a separate copy of this proxy statement and the Annual Report to
Shareholders to a shareholder at a shared address to which a single copy of the document was delivered. A
shareholder who wishes to receive a separate copy of the proxy statement and Annual Report to
Shareholders, now or in the future, should submit a request to MGIC by telephone at (414) 347-6480 or by
submitting a written request to Investor Relations, MGIC Investment Corporation, P.O. Box 488, MGIC
Plaza, Milwaukee, WI 53201. Beneficial owners sharing an address who are receiving multiple copies of
the proxy statement and Annual Report to Shareholders and wish to receive a single copy of such materials
in the future will need to contact their broker, bank or other nominee to request that only a single copy be
mailed to all shareholders at the shared address in the future.
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AMENDED AND RESTATED RIGHTS AGREEMENT

THIS AMENDED AND RESTATED RIGHTS AGREEMENT (“Agreement”), is dated asof
July 25; 2012, between MGIC INVESTMENT CORPORATION, a'.Wisconsin “corporation (the
“Company”) and WELLS - FARGO BANK, NATIONAL ASSOCIATION as natlonal bankmg
association (the “Rrghts Agent”)

WHEREAS the Board of Directors of the Company author1zed a nghts Agreement .dated as of
July 22, 1999 (the “Original Rights Agreement”), declared a dividend of one common share purchase right
(a"‘Right”)., for‘each Common Share. (as hereinafter defined):-outstanding upon the close of business on
August 9, 1999 (the “Record Date) payable on such date, and authorized the issuance of one Right for
each Common Share issued between the Record Date and the earliest of certain dates specified in the
Original Rights Agreement, each Right, as of March 4;-2013, representing the: right to purchase one-tenth
of one Common Share; upon the terms and subject to the conditions set forth in the Ongmal Rights
Agreement; and

WHEREAS, the Company and the Rights Agent amended and restated the Original Rights
Agreement by entering into an Amended and Restated Rights Agreement dated as of July 7, 2009 (as
subsequently amended, the “2009 Rights Agreement”), and "

WHEREAS if the Company expenences an ownershlp change as def ned in’ Section 382 of
the Internal Revenue Code of 1986, as amended (the “Code”), then its ability to use its Tax Beneﬁts (as
heremafter deﬁned) for U.S. federal income tax purposes could be substant1ally lrmrted and .

WHEREAS, ‘the Company views its Tax Beneﬁts as valuable. assets of the Company, wh1ch are
llkely to inure:to: the benefit of the Company and its shareholders; and the Company believes that is in the
best interest ofithe Company and “its shareholders: that the Company provide for the. protect1on of the
Company’s Tax Benefits on the terms and conditions set forth herein.

NOW, THEREFORE, in consideration of the premises and the mutual agreements herein set
forth, the Company and the R1ghts Agent hereby amend and restate the 2009 R1ghts Agreement to provide
as follows

Sectlon 1. Certain Definitions..For purposes of this. Agreement, the following terms have
the meanings indicated: ' ERE RN R N g gt

(a) “2009 Amendment Effeetlve T1me means the close of bus1ness on’ July 7 2()09

- .(b) “2017 Note Adjustment Events” means an increase pursuant to the terms of the 2017
Notes in the number of Common Shares that are deliverable on conversion of the 2017 Notes. Changes in
the-average price pet Common Share that affect the number of Common Shares deliverable:-on convers1on
of the 2017 Notes shall be considered adJustments under the 1mmed1ately preceding sentence :

©) “2017 Notes” means the Company s 5% Convertible Semor Notes due 2017

(d) “2020 Note Adjustment Events” means an increase pursuant to-the terms of the 2020
Notes in the number of Common: Shares that are deliverable on conversion of the 2020 Notes: Changes in
the average price per Common Share that affect the number of Common Shares: deliverable on conversion
of the 2020 Notes shall be considered adjustments under the immediately preceding sentence.

(e) + :-“2020 Notes” means the:Company’s 2% Convertible Senior Notes due 2020.



® “2063 Debenture Adjustment Events” means each of (i) effective as of each date on
which the interest so deferred would have been due and payable in the absence of such deferral, the
Company deferring the payment of interest on the 2063 Debentures, (ii) effective as of each date on which
such compounded interest accrues, the accrual of compounded interest on account of such a deferral, and
(iii) an increase pursuant to the terms of the 2063 Debentures in the number of Common: Shares that are
deliverable on conversion of the 2063 Debentures. Changes in the average price per Common Share that
affect the number of Common Shares deliverable on conversion of the 2063 Debentures shall be
considered adjustments under the 1mmed1ately preceding clause (111)

() “2063 .Debentures” means the Company s 9% Convertible Junior Subordinated
Debentures due 2063. ' '

(h) “Acquiring Person” means any Person that ié or has beco‘me,bby itself or together witﬁ its
Affiliates and Associates, a Beneficial Owner of 5.0% or more of the Common Shares then outstanding,
but shall not include:

(i) any Related Person;

(ii) any Grandfathered Person, provided that if the Percentage Stock Ownership of any

Person that had qualified as a Grandfathered Person ceases to be at least 5.0%, then such Person shall

not be deemed to be an Acquiring Person until such later time (if any) as the Percentage Stock

Ownership of such Person is 5.0% or more, and then only if such Person does not qualify (A) as an

Exempt Person, (B) for the exception in subsection (iv) of this Section 1(h), (C) as a Grandfathered

Person pursuant to subsection (u)(ii) of this Section 1, or (D) in the case of any Person who was a

Grandfathered Person pursuant to subsection (u)(i) of this Section 1, as a.Grandfathered Person

pursuant to subsection (u)(ii) of this Section 1, which shall be applied: to such Person as if the

- Percentage Stock Ownership: of such  Person at the 2009 Amendment Effectlve Time ‘had been less
than 5.0%;

(iit) any Exempt Person;

(iv) any Person that the Company determines, in its sole discretion, has, at or after the 2009
Amendment Effective Time, by itself or together with its Affiliates and Associates, inadvertently
become a Beneficial Owner of 5.0% or more of the Common Shares then outstanding (or has
inadvertently failed to continue to qualify as a Grandfathered Person or Exempt Person); provided that
such Person promptly enters into, and delivers to the Company, an irrevocable commitment to, divest
or cause .its Affiliates. and Associates to-divest ‘promptly after (A) if the Person delivers a
representation letter pursuant to clause (i) of Section 1(q) and requests a determination of the
Company pursuant to clause (ii) of Section 1(q), then the time, if any, upon which the Company
informs the Person of its adverse determination with respect to such a requést (with no divestiture

- being required if the Person is determined to be an Exempt Person), or (B) if the Person does not both
deliver a representation letter pursuant to clause (i) of Section 1(q) and request a determination of the
Company pursuant to clause (ii) of Section 1(q), then the time of such commitment, and thereafter
such Person or its Affiliates and Associates divest to the extent and promptly after the time specified
by the foregoing clause (A) or (B) (without exercising or retaining any power, including voting power,
with respect to such Common Shares (or other securities the beneficial ownership of which by a
Person also results in such Person beneficially owning Common. Shares)) sufficient Common Shares
(or other securities the beneficial ownership of which by a Person also results in such Person
beneficially owning Common Shares) so that such Person’s Percentage Stock Ownership is less than
5.0% (or, in the case of any Person who or which has inadvertently failed to continue to qualify as a
Grandfathered Person or Exempt Person, Common Shares (or other securities the beneficial ownership
of which by a Person also results in such Person beneficially owning Common Shares) in an amount
sufficient to reduce such Person’s beneficial ownership of Common Shares by the number of
Common Shares that caused such Person to so fail to qualify as a Grandfathered Person or Exempt

A-2



Person, as the case may be); provided further that any- such Person shall cease to qualify for the
exclusion from the-definition of “Acquiring Person” contained in this subsection (iv) from and after
such time (if any) as the Person, together with its Affiliates and Associates, subsequently becomes a
Beneficial Owner of 5.0% or more of the Common Shares then outstanding (or fails to continue to
qualify as a Grandfathered Person.or Exempt Person), unless the Person independently meets the
conditions set forth in this subsection (iv) with respect to the circumstances relating to:the Person,
i together with its Affiliates and- Assaciates, subsequently becoming a Beneficial Owner of 5.0% or
more of the Common Shares then outstanding (or failing to continue to. qualify as a Grandfathered
Person or Exempt Person) and

- (v)-any’ Person that has, by 1tself or together with its Affiliates and Associates, become a
Beneficial Owner of 5.0% or more of the Common Shares then outstanding (or has failed to continue
_to quahfy as a Grandfathered Person or Exempt Person) as a result of one or more transactions that are
. determined to be Exempt: Transactions, unless and until such time -as such Person or transaction(s) no
longer satisfy the terms or conditions, if any, that the Board. prescribed in its determination under
subsection (r):of this Section 1 with respect-to such-transaction(s); provided that if the Percentage
Stock Ownership of any Person that had qualified for the exemption under this subsection (v) ceases
to be at least 5.0%, then such Person shall not be deemed to be an Acquiring Person until such later
time (if any) as the Percentage Stock Ownership of such Person is 5.0% or-more, and then only if such
Person does not qualify (I) as an Exempt Person, (II) for the exception in subsection (iv) of this
. Section 1(h), (IH) as a Grandfathered Person pursuant to subsection- (u)(n) of this Section 1, or (IV)
for an additional exceptron under this subsection: (v) o

If ofﬁcers of the Company deterrmne on behalf of the Company that a Person has at or after the 2009
Amendment Effective Time; by itself or together with its Affiliates:and Associates, inadvertently become
a Beneficial Owner of 5.0%. or more of the Common Shares (or has inadvertently ‘failed to continue to
qualify as a Grandfathéred Person or Exempt Person) pursuant to subsection (iv) of this Section 1(h), then
such officers shall promptly notify the Board of such determination. Notwithstanding the foregoing, a
failure to promptly ‘make such a notification shall not impact the effectiveness of such determination.

(1) . “Affiliate” and “Associate” shall have the respective meanings ascribed to such terms in
Rule 12b-2 of the General Rules and Regulations under the Securities Exchange Act of 1934, as amended
(the “Exchange Act”), as in effect on the date of this Agreement and, to the extent not included within the
foregoing provisions of this Section 1(i), shall also include, with respect to any Person, any other Person
whose Common Shares are treated, for. purposes of Section 382 of the Code and the Treasury Regulations
thereunder, as being. (i) -owned. by-such first Person (or by a Person or.group of Persons-to which the
Common Shares owned by such first Person.are.attributed pursuant to Treasury Regulation Section 1.382-
2T(h)), or (ii) owned by the same “entity” (as defined in the second sentence of Treasury Regulation
Section 1.382-:3(2)(1)(i)) as is deemed to own the Common Shares owned by such first Person; provided,
however, that a Person shall not be deemed to be an Affiliate or Associate of another Person.solely
"beeause either or both Persons are or were directors or officers of the Company. ‘

(]') A Person shall be deemed a “Beneﬁ01al Owner” of, and shall be deemed to“beneﬁoially
own,” any securities: ~ : .

(i) which such Person or any of such Person s Affiliates or Assoaates beneﬁ01ally
owns, directly or indirectly;

(i1) . . which such Person or any of such Person’s: Affiliates or Associates, directly or
indirectly, has the right or the obligation to acquire (whether such right -is exercisable, or such
obligation is required to be performed, immediately or only after the passage of time) pursuant to any
agreement, arrangement or understanding (whether or not in writing) or upon the exercise of
conversion rights, exchange rights, warrants, options, or other rights (in each case, other than upon
exercise or exchange of the Rights); provided, however, that a Person shall not be deemed a Beneficial
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Owner of, or to beneficially own, securities tendered pursuant to a tender or exchange offer made by
or on behalf of such Person or any of such Person’s Affiliates or Associates until such tendered
securities are accepted for purchase or exchange,

(iii) which:such Person or any of such’ Person s Affiliates ‘or Associates, directly or
indirectly, has or shares the right to vote or dispose of, or has “beneficial ownership” (as defined under
Rule 13d-3 of the General Rules and Regulations under the Exchange Act) of, 1nclud1ng pursuant to
any agreement, arrangement.or understanding (whether or.not in wntmg) or

(iv) with respect to which any other Person is a Beneficial Owner, if the Person
referred to in the introductory clause of this Section 1(j) or any:of such Person’s Affiliates or
Associates has any agreement, arrangement or understanding (whether or not in-writing) with such
‘other Person (or any of such other Person’s Affiliates or Associates).with respect 1o’ acquiring,
- holding, voting or disposing of any securities:of the Company; provided, however, that the preceding
provisions of this Section.1(j) shall not be applied to cause a Person to be deemed a “Beneficial
Owner” of, or to “beneficially own,” any security (A) solely because such Person has.the:-right to. vote
such 'security pursuant to an agreement;: arrangement or understanding (whether or not in. writing)
which (1) arises solely from a revocable proxy given to such Person in response to a public proxy or
consent solicitation made pursuant to, and in accordance with, the applicable rules and:regulations
under the Exchange Act, and (2) is not also then reportable on ‘Schedule 13D under the Exchange Act

" (or any comparable or successor report), or (B) if such beneficial ownership arises-solely as a result of
such Person’s status as a “clearing agency,” as. defined in Section 3(a)(23) of the Exchange® Act;
provided further, that nothing in this Section 1(j) shall cause a Person engaged in business as an
underwriter of securities or member of a selling group to be a Beneficial Owner of, or to “beneficially
own,” any securities acquired through such Person’s participation in-good faith in an underwriting
syndicate until the expiration of 40 calendar:days after the date of such acquisition, or'such later date
as the directors of the Company may determine in any specific case; provided further, that the transfer
of beneficial ownership of Common Shares to any Person without any consideration for such transfer
being given by such Person shall not result in such Person becoming: a Beneficial Owner of any
additional Common Shares until the Person accepts such transfer; provided further, that a Person shall
not be deemed to be a “Beneficial Owner” of, or to “beneficially own,” any Cormmon Shares that
would be issuable upon conversion of 2063 Debentures as a result of deferred interest, including
compounded interest, accrued with respect to 2063 Debentures that are. beneficially owned (and not
yet converted) by such Person. For the avoidance of doubt, it is understood that the exception in this
Section 1(j) in the final proviso of the immediately preceding sentence does not apply to: Common
Shares attributable to deferred interest on 2063 Debentures that are-delivered and beneficially owned
on conversion of 2063 Debentures. Notwithstanding anything herein to the contrary, to the extent not
within the foregoing provisions of this Section 1(j), a Person shall be deemed a “Beneficial Owner”
of, ‘and shall be deemed to “beneficially own” or. have “beneficial ownership” of; any securities that
are owned by another Person and that are treated, for purposes of Section 382 of the Code and the
Treasury Regulations thereunder, as being (x) owned by such first Person (or by a.Person or group-of
Persons to which the securities owned by such first Person are attributed pursuant to Treasury

. “Regulation Section 1.382-2T(h)), or (y) owned by the same“entity” (as defined in the second sentence
of Treasury Regulation Section 1.382-3(a)(1)(i)) as is deemed to own the securities owned by such
first Person.

&) “Board” means the Board of Directors of the Company.
() ~ “Business Day” means any day other than a Saturday, a Sunday or a day on which

banklng institutions in the State of W1scons1n are authorized or obligated by lawor executlve order to
close. , , e



(m):  “close of business” on any given date shall mean 5:00 P.M., Milwaukee, Wisconsin time,
on such date; provided, however, that if such date is not a Business Day it shall mean 5:00 P.M.,
Milwaukee, Wisconsin time, on the next succeeding Business Day. :

(n) “Common ‘Shares” means the shares of common stock, par value $1.00, of the Company.
(0) “Distribution Date” has the meaning set forth in Section 3(a) hereof.
L (p) o “Exchange Act” has the meanmg set forth in subsection (i) of th1s Sectlon 1.

(q) : “Exempt Person” means any Person ) who (A) dehvers to the Company a letter that as
determmed by the Company in its sole discretion, is substantially in the form attached hereto-as: Exhibit C
or-(B) is an Affiliate or Associate of another Person who delivers:to the Company a letter described in
clause (1)(A) and (ii) whose beneficial-ownership of 5.0% or more of the outstanding Common Shares
would not, as deterimined (either (1) prior to. the time such Person becomes.the Beneficial Owner of 5.0%
or more of the.Common. Shares then outstanding or (2) if the Company determines pursuant to:Section
1¢h)(iv) that such Person (by itself or together with its Affiliates and Associates) had inadvertently become
a Beneficial Owner of 5.0%:or more of the Common Shares then outstanding, then after the time such
Person becomes the Beneficial Owner of 5.0%: or more of the-Common Shares then outstanding) by the
Company in its sole discretion, jeopardize or: endanger the availability to the Company of the Tax
Benefits; provided that such Person shall not be an Exempt Person unless and until it, or its Affiliate or
Associate who delivers a letter described:in:clause (i), has received written notice of such determination by
the Company under this clause (ii);. provided: further. that such-Person shall cease to-be an Exempt Person
from and after the earlier.of such time (if:any) as (I) in respect of the letter that-such Person, or its Affiliate
or Associate, delivered pursuant to clause (i),'a representation-or warranty of such Person, or its Affiliate
or Associate,.in such letter was-not true:and:.correct when made;:a representation -or warranty of such
Person, or its Affiliate or Associate, in such letter that was to remaintrue and correct after the date of the
letter as contemplated therein ceases to remain-true and correct or such Person, or its Affiliate or
Associate, ceases to comply with a covenant contained in such' letter, or (II) such Person becomes the
Beneficial Owner-of 10% or mere of the Common-Shares then outstanding, other than by virtue of any
increase that is a result of (x).an acquisition of Common Shares by the Company and/or (y) such Person
becoming the Beneficial Owner of additional Common Shares due solely. to the occurrence of one or more
2063 Debenture: Adjustment :Events, 2017 Note Adjustment Events or 2020:Note Adjustment Events
during:the period in:which the 2063 Debentures, the 2017 Notes or the 2020 Notes are beneficially owned
by. such Person. Notwithstanding the foregoing, .a' Grandfathered Person shall not be- precluded from
becoming an Exempt Person (as defined in the preceding sentence, giving effect to this; sentence) prior to
the time at which such Grandfathered Person would otherwise become.an Acquiring Person.

If any Person that had qualified as an Exempt Person ceases to so.qualify, then for purposes of Section
1¢h).;such Person shall be deemed to have become, as of the time the Person ceased to qualify as an
Exempt Person, a Beneficial Owner of the Common Shares that such Person and such Person’s Affiliates
and Associates then beneficially own. For the avoidance of doubt, it is understood that the qualifications
and exceptions in this Section: 1(q) with respect to. 2063 Debenture Adjustment Events, 2017 Note
Adjustment Events ‘and 2020 Note Adjustment Events do not apply to Common Shares attributable to
2063 Debenture AdjustmentiEvents; 2017 Note: Adjustments Events or2020 Note Adjustment Events that
are. dehvered and beneﬁmally owned on conversion of 2063 Debentures 2017 Notes or 2020 Notes.

(r) . “Exempt Transactlon means any transactlon that the Board determmes in 1ts sole
discretion and on such terms and conditions as the Board may in its sole discretion prescnbe should have
the consequences of an Exempt Transaction under this Agreement

(s) “Explratlon Date means the earliest of (1) Fmal Explratlon Date (ii) the time at Wthh

the Rights are redeemed as provided in Section 23 hereof (the “Redemption Date”); (iii) the time at which
the Rights are exchanged as provided in Section 24 hereof; (iv) the repeal of Section 382 of the Code if the
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Board determines that this Agreement is no longer necessary for the preservation of the Tax Benefits; and
(v) the beginning of a taxable year of the Company to which the Board determmes that no Fax Benefits
may be carried forward. ‘ - i

) “Final Expiration Date” means the close of business on August 1, 2015.
(u) “Grandfathered Person” means::
@) any Person who does not qualify as.an:“Acquiring Person” (as defined in the

Original Rights Agreement) immediately prior to the 2009 Amendment Effective Time and who at the
2009 Amendment Effective Time is a Beneficial Owner of 5.0% or more of the Common Shares
outstanding at the 2009 Amendment Effective Time; provided that any such Person shall cease to be a
Grandfathered Person from and after such time (if any) as the Person’s Percentage: Stock Ownership
shall be increased from such Person’s lowest Percentage Stock Ownership at or after ‘the 2009
Amendment Effective Time, other than any increase pursuant to or as-a result of (A) an acquisition of
Common Shares by. the Company and/or (B) such Person becoming the Beneficial Owner of
additional Common. Shares due solely to (x) such Person beneficially owning 2063 Debentures
immediately ‘prior to the 2009 Amendment Effective Time and (y) during the period thereafter in
which the 2063 Debentures then: beneficially owned continue to be beneficially owned by such
Person, the occurrence of one or more 2063 Debenture Adjus‘tment Events; and .

» (ii) any Person who (x):at the 2009 Amendment Effective Time is not a Beneﬁc1a1
Owner of 5.0% or more of the Common Shares outstanding at the 2009 Amendment Effective Time
and (y) if the definition of Acquiring Person did not include an exclusion for any Grandfathered
Person, would qualify as an Acquiring Person after the 2009 Amendment Effective Time as a result of
(I) an acquisition of Common Shares by the Company and/or (II) such Person becoming the Beneficial
Owner of additional Common Shares due solely to the occurrence of one or more 2063: Debenture
Adjustment Events, 2017 Note Adjustment Events or 2020 Note Adjustment Events during the period
in which 2063 Debentures, 2017 Notes or 2020 Notes are beneficially owned by such Person;
provided that any such Person shall cease to be a Grandfathered Person from and after such time (if
any) as the Person’s Percentage Stock Ownership. shall be increased from such Person’s lowest
Percentage Stock Ownership on. or after the date of the first occurrence of any event described in
clause (I) or (II), other than any increase pursuant to or as a result of (A) an acquisition of Common

-Shares by-the Company and/or (B) such Person becoming the Beneficial Owner of additional
Common Shares due solely to the occurrence of one or more 2063 Debenture Adjustment Events,
2017 Note Adjustment Events or 2020 Note Adjustment Events during the period in which 2063
Debentures, 2017 Notes or 2020 Notes are beneficially owned by such Person.

If any Person that had qualified as a Grandfathered Person ceases to so qualify, then for purposes of
Section 1(h) such Person and such Person’s Affiliates and Associates shall be deemed to have become, as
of the time the Person ceased to qualify as a Grandfathered Person, a Beneficial Owner of the Common
Shares that such Person and such Person’s Affiliates and Associates then beneficially own. For the
avoidance of doubt; it is understood that the qualifications and exceptions in subsections (u)(i) and (ii) of
this -Section 1 with respect to 2063 Debenture Adjustment Events do not apply to- Common Shares
attributable to 2063 Debenture Adjustment Events that are delivered and beneficially owned on conversion
of 2063 Debentures and with respect to 2017 Note Adjustment Events or 2020 Note Adjustment Events do
not apply to Common Shares attributable to 2017 Note Adjustment Events or 2020 Note Adjustment
Events that are delivered and beneficially owned on conversion of 2017 Notes or 2020 Notes.

) “Percentage Stock Ownership” of a Person means the percentage calculated by div‘iding

(i) the number of Common Shares as to which the Person, together with its Affiliates and Assomates isa
Beneficial Owner, divided by (ii) the number of Common Shares then outstandmg
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(w) . “Person” means any individual, firm, corporation, partnership, trust, association, limited
11ab111ty company, limited liability partnership; governmental entity, or other entity, or any group of any
one or more of the foregoing making a “coordinated acquisition” of shares or.otherwise treated as an entity
within the meaning of Treasury Regulation Section 1.382- 3(a)(l)(1) and shall 1nc1ude any successor (by
merger or otherw1se) of any such entity.

x) “Redemptlon Date has the meaning set forth in subsectlon (s) of thrs Sectron 1

8% “Related Person means the Company, any Subsrdlary of the Company (m each case
including, without limitation, in any fiduciary capacity), any employee benefit plan:or compensation
arrangement of the Company or any Subsidiary of the Company, or any entity or trustee holding Common
Shares to the extent organized, appointed or:established by the Company or any Subsidiary of the
Company for or pursuant to the terms of any such employeebeneﬁt plan or compensation arrangement.

2 “Securities Act” means the Securltles Act of 1933 ‘as amended

(aa) “Shares Acqursltlon Date ~means (i) 'theﬁrst date of pubhc announcement (which, for
purposes of this definition, shall include, without limitation, a report filed or amended pursuant to Section
13(d) under the Exchange Act, but not a report filed or amended pursuant to Rule 13f-1 of the General
Rules and Regulations under the Exchange Act) by the Company or a Person or an Affiliate of the Person
that the Person has become an Acquiring Person:or (11) if earher the first date the Board concludes that a
Person has become an Acqurrmg Person o , i

(bb) ‘ “Sub51d1ary of -any Person means any other Person of whrch securities: or other
ownership interests having ordinary voting power, in the absence of contingencies, to elect a majorlty of
the board of directors .or other Persons performing similar functions are at the time drrectly or 1nd1rectly
owned by such first Person. : — . :

(cc) . “Tax Benefits” means the net operating loss carryovers, capital loss carryovers, general
business credit carryovers, alternative minimum tax credit carryovers and foreign tax credit carryovers, as
well as any: loss or deduction attributable to a “net unrealized built-in loss” within the meaning of Section
382 of the Code, of the Company or any of its Subsidiaries. - ; - 1 '

(dd) © “Treasury Regulatlon ‘means a ﬁnal proposed or. temporary regulatlon of the U S.
Department of Treasury promulgated under the Code R . :

Sectlon 2. Appointment of nghts Agent. The Company hereby appomts the nghts Agent
to act as agent for the Company. and the holders of the Rights (who, in accordance with Section 3 hereof,
shall prior to the Distribution: Date also be the holders of the Common Shares) in accordance with the
terms and conditions hereof, and the Rights Agent hereby accepts such appointment. The Company may
from time to time appoint such co—rights agents as it may deem necessary or desirable.

Sectlon 3 . Issue of nght Certlficate

g (a) Until the earher of (i) the tenth day after the Shares Acquisition Date or (ii) the tenth
Business .Day (or such latet date as may be determined: by action of the Company’s Board of Directors
prior to such time as any Person becomes an Acquiring Person) after the date that a tender or exchange
offer is first published or sent or given within the meaning :of Rule 14d-2(a) of the General Rules and
Regulations under the Exchange Act if, upon consummation thereof, the Person publishing, sending or
giving such tender or exchange offer would become an Acquiring Person (the earlier of such dates being
herein referred to as the “Distribution Date”), (x) the Rights will be evidenced (subject to the provisions of
Section 3(b) hereof) by the certificates for Common Shares registéred in the names. of the holders thereof
(which certificates shall also:be deemed to be Right Certificates) and not by separate Right Certificates (or,
for shares participating in the direct registration systein, by notations in the respective book entry accounts
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for the Common Stock), and (y) the right to receive Right Certificates will be transferable only in
connection with the transfer of Commen Shares; provided,; however, that if a tender or exchange offer is
terminated prior to the occurrence of a Distribution Date, then no Distribution Date shall ‘occur:as a result
of such tender or exchange offer. As soon.as practicable after the Distribution Date, the Company will
prepare and execute, the Rights Agent will countersign, and the Company will send:or cause to be sent
(and the Rights Agent will, if requested, send) by first-class, insured, postage-prepaid mail, to each record
holder of Common Shares as of the. close of business on the Distribution Date, at the address of such
holder shown on the records of the Company, a Right Certificate, in substantially the form of Exhibit A
hereto (a “Right Certificate”), evidencing one Right for each Common Share: of the-Company so held As
of the Distribution Date, the Rights will be evidenced solely by such nght Certificates. -

) The Company has prepared a Summary of nghts to -Purchase Common Shares attached
as Exhibit B hereto (the “Summary. of Rights”), a copy of which is available ‘free of charge from the
Company. With respect to certificates for Common Shares outstanding as of the Record Date, until the
Distribution Date, the Rights will be evidenced by such certificates registered in the names of the holders
thereof. Until the Distribution Date (or the Expiration Date, if earlier), the surrender for transfer of any
certificate for Common Shares outstanding on the Record Date, with or without a copy of the Summary of
Rights attached thereto, shall also constitute the transfer of the nghts assoc1ated with the Common Shares
represented thereby. s

(c). Certificates for Common Shares that become outstanding (including, without limitation,
certificates for reacquired Common Shares referred to in the last sentence of-this paragraph (c) and
certificates issued on the transfer of Common Shares) after the Record Date but prior to the earlier of the
Distribution Date and the Expiration Date shall have impressed on, printed on, written on or otherwise
affixed to them a legend in substantially the following form (provided, however, that certificates for
Common Shares in existence on the date of this Agreement may bear the legend requlred by the Or1g1na1
Rights Agreement or the 2009 Rights Agreement, as applicable): z

This certificate also evidences and entitles the holder hereof to certain rights as set forth in an
Amended and Restated Rights Agreement between MGIC Investment Corporation and Wells
Fargo Bank, National Association, dated as of July 25, 2012, and as :such agreement may be
amended (the “Rights Agreement”), the terms of which are hereby- incorporated herein: by
reference and a copy of which is on file at the principal executive offices of MGIC Investment
Corporation. Under certain:circumstances, as set forth in the Rights Agreement, such Rights will
be evidenced by separate certificates and will no longer be evidenced by this certificate. MGIC
Investment Corporation will mail to the holder of this certificate a copy of the Rights Agreement
without charge after receipt of a written request therefor. Under certain circumstances set forth in
the Rights Agreement,: Rights issued to, or beneficially owned by, an Acquiring Person or any
Affiliate or Associate thereof (as such terms are defined in the Rights Agreement), whether
beneficially: owned by such person or any. subsequent holder, shall become null and vo1d

With respect to such certificates contammg the foregoing legend until the Dlstrlbutlon Date the nghts
associated with the Common Shares represented by such certificates shall be evidenced by such
certificates alone, and the surrender for transfer of any such certificate shall also constitute the transfer of
the Rights associated with the Common “Shares represented thereby. Similarly, during such time periods,
transfers of shares participating in the direct registration system shall also be deemed to be transfers of the
associated Rights. In the case of any shares participating in the direct registration system, the Company
shall cause the transfer agent for the Common Shares to include on each direct registration account
statement with respect thereto issued prior to the earliest of the Distribution Date, the Redemption Date or
the Final Expiration Date a notation to the effect that references to Common Shares also includes the
associated Rights. To the extent that Common Shares of the Company are not represented by certificates,
references in this Agreement. to certificates-shall be deemed to refer to the notations in the book entry
accounts reflecting ownership of such shares. In the event that.the Company purchases or acquires any
Common Shares after the Record Date but prior to the Distribution Date,.any Rights:associated with such
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Common Shares shall be deemed cancelled and retired so that the Company. shall not be entitled to
exercise any Rights associated with the Common Shares whlch are no longer outstandmg B

Section 4. » Form of Right Certlficates The Right Certiﬁcates (and the forms of election to
purchase Common Shares and of assignment to be prlnted on the reverse thereof) shall be substantially: the
same as Exhibit A hereto and may have such marks of identification or designation and such legends,
summaries or endorsements printed thereon as the Company may deem appropriate and as are not
inconsistent with the provisions of this Agreement, or as may be required to comply with any applicable
law or with any .applicable rule ‘or regulation made pursuant thereto or. with.any applicable rule or
regulation of any stock exchange or the Financial Industry Regulatory Authority,:or to.conform to-usage.
Subject to the provisions of Section 22 hereof, the Right Certificates shall entitle the holders thereof to
purchase: such number of Commen: Shares as shall be set forth therein at the purchase price per Common
Share set forth therein,. but the amourit and type of securities purchasable upon exercise of each Right'and
such purchase price shall be subject to adjustment as provided herein (such purchase price, as so adjusted,
the “Purchase Price”).

Section 5. Counters1gnature and Registratlon

() The Right Certiﬁcates shall be executed on behalf of the Company by its Chairman of the
Board, Chief Executive Officer, President or any Vice President either manually -or by facsimile signature,
shall have affixed thereto the Company’s:seal or a facsimile thereof; and shall be attested by the Treasurer,
an Assistant Treasurer, the Secretary or an. Assistant Secretary of the Company, either manually or by
facsimile :signature. The Right: Certificates shall be -countersigned by the Rights -Agent manually or by
facsimile and shall not be valid for any purpose unless countersigned. In case any: officer of the Company
who shall have signed any of the Right Certificates shall cease to be such officer of the. Company before
countersignature by the:Rights Agent and issuance and delivery by the. Company, such Right Certificates,
nevertheless, may be countersigned by the Rights Agent and issued and delivered by the Company with
the same force and effect'as though the person who signed such Right Certificates had not ceased to be
such officer of the Company. Any Right Certificate may be signed on behalf-of the Company by any
person who, at the actual date of the execution of such Right Certificate, shall be a proper officer of the
Company to sign such Right Certificate, although at the date of the execution of this Rights Agreement
any such person was not such an officer. .

(b) Following the Distribution Date, the Rights Agent will keep or cause to be kept, at its
principal office, books for registration and transfer of the Right Certificates issued hereunder. Such books
shall show the names and addresses of the respective holders of the Right Certificates, the number of
Rights evidenced on its face by: each of the Right Certiﬁcates and the date of each of the R1ght
Certiﬁcates : o Lo : :

(c) Notwithstanding any other: provisioris hereof, the ‘Com'pahy andb'the‘Ri"ghts Agent ‘ihay
amend this Rights -Agreement to prov1de for uncertiﬁcated Rights in addition to or in place of Rights
ev1denced by R1ght Certiﬁcates . ‘ 5 :

, Sect10n6 Transfer' Split U Combmatmn and Exchan e. of Rl ht. CertlﬁcateS°
Mutllated, Destroyed, Lost or Stolen nght Certificates.

, (a) Subject to the provislons of Section 14 hereof at any time: after the: close of busmess on
the Distribution Date, and at:or prior to the close of business on the Expiration: Date, any-Right Certificate
or Right Certificates (other than Right Certificates representing: Rights that have becomeé void pursuant to
Section ‘11(a)(ii) hereof or that have been redeemed or exehanged pursuant to Section 23..0r:Section 24
hereof) may be transferred, split up, combined or exchanged.for -another:Right- Certificate ‘or: Right
Certificates, entitling the registered holder to purchase a like number-of Common .Shares as-the Right
Certificate or-Right Certificates surrendered then entitled such holder to purchase. Any registered holder
desiring to transfer, split up; combine or exchange any Right Certificate or Right Certificates shall:make
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such request in writing delivered to the Rights Agent, and shall surrender the Right Certificate or Right
Certificates to be transferred, split up, combined or exchanged at the principal office of the Rights Agent.
Thereupon the Rights Agent shall countersign and deliver to the Person entitled thereto a Right Certificate
or Right Certificates, as the case may be, as so requested. The Company may require payment of a sum
sufficient to cover any tax or.governmental charge that may be imposed in connection with any transfer,
split up, combination or exchange of Right Certificates. ‘

(b)-  Upon receipt by the Company and the Rights Agent of evidence reasonably satisfactory
to them of the loss, theft, destruction or mutilation of a Right Certificate and, :in case of loss, theft or
destruction, of indemnity or security reasonably satisfactory to them, and, at the Company’s request,
reimbursement to the Company and the Rights Agent of all reasonable expenses incidental thereto, and
upon surrender to the Rights Agent and cancellation of the Right Certificate if mutilated, the Company
will make and deliver a new Right Certificate of like tenor.to the Rights Agent for delivery to the
registered holder in lieu of the Right Certificate so lost, stolen, destroyed or mutilated.

Section 7. Exercise of Rights; Purchase Price; Expiration Date of Rights.

(a) Each Right shall be exercisable to purchase one-tenth of one Common Share of the
Company, subjectto further adjustment as provided herein. The registered holder of any Right Certificate
may exercise the Rights evidenced thereby (except as otherwise provided herein) in whole or in-part at any
time after the Distribution Date upon surrender of the Right Certificate, with the form of election to
purchase on the reverse side thereof duly executed, to the Rights Agent at the principal office of the Rights
Agent, together with payment of the Purchase Price for each Common Share as to which the Rights are
exercised, at or prior to the Expiration Date; provided, however, that if the number of Rights exercised
would entitle the holder thereof to receive any fraction of a Common Share greater than one-half of a
Common Share, then the holder thereof shall not be entitled to exercise such Rights unless such holder
concurrently purchases from the Company (and in such event the Company shall sell to such holder), at a
price in proportion to the Purchase Price, an additional fraction of a Common Share which, when added to
the number of Common Shares to be received upon such exercise, will equal an integral number of
Common Shares. : .

(b) The Purchase Price for each full Common Share pursuant to the exercise of a Right shall
initially be $14.00 (equivalent to $1.40 for each one-tenth of one Common Share), shall be subject to
adjustment from time to time as provided in Sections 11 and 13 hereof and shall be payable in lawful
money of the United States of America in accordance w1th paragraph (c) below.

(c) Upon receipt of a nght Certlﬁcate representing exercisable Rights, with the form of
election to purchase duly executed, accompanied by payment of the Purchase Price for the Common
Shares to be purchased and an amount equal to any applicable transfer tax required to be paid by the
holder of such Right Certificate in accordance with Section 9 hereof, as set forth below, the Rights Agent
shall thereupon promptly (i) requisition from any transfer agent of the Common Shares certificates for the
number of Common Shares to be purchased and the Company hereby irrevocably authorizes any such
transfer agent to comply with all such requests, (ii) when appropriate, requisition from the Company the
amount of cash to be paid in lieu of issuance of fractional Common Shares in accordance with Section 14
hereof, (iii) after receipt of such certificates, cause the same to be delivered to or upon .the order of the
registered holder of such Right Certificate, registered in such name or names as may be designated by such
holder and (iv) when appropriate, after receipt, deliver such cash to or upon the order of the registered
holder of such Right Certificate. The payment of the Purchase Price (as such amount may be reduced
pursuant to Section 11(a)(iii) hereof) shall be made by certified check, cashier’s check, bank draft or
money order payable to the order of the Company, except that, if so provided by the Board, the payment of
the Purchase Price following: the occurrence of a Section 11(a)(ii) Event (as hereinafter defined) may be
made wholly or in part by delivery of a certificate or certificates (with appropriate stock powers exécuted
in blank attached thereto) evidencing a number of Common Shares .equal to the then Purchase Price
divided by the closing price (as determined pursuant to Section 11(d) hereof) per Common Share on the

A-10



Trading Day (as such term is hereinafter defined) immediately preceding the date of such exercise. If the
Company is obligated to issue other securities of the Company, pay cash:and/or distribute other property
pursuant to Section 11(a) hereof, the Company will make all arrangements necessary so that such other
securities, cash and/or -other property are available for distribution by the Rights Agent, if and when
appropriate. : A S

~(d) In case the registered holder of any Right Certificate shall exercise less than all the Rights
evidenced thereby, a new Right Certificate evidencing Rights equivalent to the  Rights remaining
unexercised shall be issued by the Rights Agent to the registered holder of such Right Certificate or to
such holder’s duly authorized assigns, subject to the provisions of Section 14 hereof. )

(¢)  Notwithstanding anything in this Agreement to the contrary, neither the Rights Agent nor
the Company shall be obligated to take any action with respect to a registered holder of a Right Certificate
upon the occurrence of any purported transfer, assignment or exercise as set forth in this Section 7 unless
such registered holder shall have (i) completed and signed the certificate following the form of assignment
or election to purchase set forth on the reverse of the Right Certificate surrendered: for such transfer,
assignment or exercise, and (ii) provided such additional evidence of the identity ‘of the Beneficial Owner
(or former Beneficial Owner) or Affiliates or Associates thereof as the Company shall reasonably request. -

Section8. . Cancellation and Destruction of Right Certificates. All Right Certificates
surrendered for the purpose of exercise, transfer, split up, combination or exchange shall; if surrendered to
the.Company or to any of its agents, be delivered to the Rights Agent for cancellation or in cancelled form,
or if surrendered to-the Rights Agent, shall be cancelled by it, and no Right Certificates shall be issued in
lieu thereof except as expressly permitted by any of the provisions of this Rights-Agreement. The
Company shall deliver to the Rights Agent for cancellation and retirement, and the Rights Agent shall so
cancel and retire, any other Right Certificate purchased or acquired by the Company otherwise than upon
the exercise thereof. Subject to applicable law and regulation, the Rights Agent shall maintain in a
retrievable database electronic records of all cancelled or destroyed Right Certificates that have been
canceled or destroyed by the Rights Agent. The Rights Agent-shall maintain such electronic records or
physical records for the time period required by applicable law and regulation. Upon written request of the
Company (and at the expense of the Company), the Rights Agent shall provide to the Company or its
designee copies of such electronic records or physical records relating to Rights Certificates cancelled or
destroyed by the Rights Agent.- - pT L E o '

Section 9. - Reservation and Availability of Common Shares.

(a) The Company covenants and agrees that it will cause to be reserved and kept-available
out of its authorized and unissued Common Shares or any authorized and issued Common Shares held in
its treasury the numbet: of Common Shares: that will be sufficient to permit the exercise in-full of all
outstanding Rights in accordance with Section 7. Vi i T

(b) So long as the Common Shares issuable upon the exercise of Rights may be listed on any
national securities exchange, the Company shall use its best efforts to cause, from and after such time as
the Rights become exercisable, all Common Shares reserved: for such issuance to be listed on such
exchange upon official notice of issuance upon such exercise. : : s

- (e) The Company covenants and agrees that-it will take all such action as may be necessary
to ensure that all Common Shares delivered upon exercise of Rights shall, at the time of delivery of the
certificates for such shares (subject to payment of the Purchase Price), be duly and validly authorized and
issued and fully paid and nonassessable shares (except as otherwise provided by any corporation law
applicable to the Company). \ & ‘ sl S :

(&) The Compan'yﬁrtherf ‘covenants and agrees that it will pay when. due and payable any
and all federal and state transfer taxes and charges which may be payable in respect of the issuance or
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delivery of the Right Certificates or of any Common Shares upon the exercise of Rights. The Company
shall not, however, be required to pay any transfer tax which may be payable in respect of any transfer or
delivery of Right Certificates to-a Person other than, or the issuance or delivery of certificates. for the
Common: Shares in a name other than that of, the registered holder of the Right Certificate evidencing
Rights surrendered for exercise or to issue or to deliver any certificates for Common Shares upon: the
exercise of any Rights until any such tax shall have been paid (any such tax being payable by the holder of
such ‘Right Certificate at the time of surrender) or until it has been established to the Company’s
reasonable satisfaction that no such tax is due. B : : ‘

(e) If the Company determines ‘that registration under the Securities Act is required, the
Company shall use commercially reasonable efforts (i) to file, as soon as practicable after the Distribution
Date, a registration statement under the Securities Act with respect-to the securities issuable upon:exercise
of the. Rights, (ii) to cause such registration statement to become effective as-soon as practicable after such
filing and (iii) to cause such registration statement to.remain effective (with a prospectus at all times
meeting the requirements of the Securities Act) until the earlier of (A) the date as of which the Rights are
no longer exercisable for such securities and (B) the Expiration Date. The Company: shall also take such
action as may be appropriate to ensure compliance with the securities or blue sky-laws of the various states
in connection with the exercisability of the Rights. The Company may temporarily suspend, for a period of
time not to exceed 90 days, the exercisability of the Rights to prepare and file such registration statement
and permit it to become effective or to qualify the rights, the exercise thereof or the issuance of securities
upon the exercise thereof under state securities or blue sky:laws. The Company shall issue a public
announcement upon any such suspension stating that the exercisability of the Rights has been temporarily
suspended, as well as a public announcement when the suspension is no longer in effect. Notwithstanding
anything contained in this Agreement to the contrary, the Rights shall not be exercisable for securities in
any jurisdiction if the requisite qualification in such jurisdiction has not been obtained, such exercise is not
permitted under applicable law or a registration statement in respect of such securities has .not been
declared effective. S : R

Section 10. Common Shares Record Date: Each Person in whose name any certificate for
Common Shares is issued upon the exercise of Rights shall for all purposes be deemed to have become the
holder of record of the Common Shares represented thereby on, and such certificate shall be dated, the
date upon which the Right Certificate evidencing such.Rights was duly surrendered and payment of the
Purchase Price (and any applicable transfer taxes) was made; provided, however, that if the date of such
surrender and payment is a date upon which the Common Shares transfer books of the Company are
closed, such Person shall be-deemed to have become the record holder of such shares on, and such
certificate shall be dated, the next succeeding Business Day on which the Common Shares transfer books
of the Company are open. - IIEEERRT o o

Section il; Adjustment of Purchase Price Number‘ of Shéres of N:-umbér of Ri hts. The
Purchase Price, the number of Common Shares covered by -each Right and the number of Rights
outstanding are subject to adjustment from time to time as provided in this Section 11.

(@) (1)~ Inthe event the Company shall at any time after the date of this Agreement (A)
~declare a dividend on the Common Shares payable in Common Shares, (B) subdivide the outstanding
Common Shares, (C) combine the outstanding Common Shares. into a smaller number of Common
Shares or (D) issue any shares of its capital stock in a reclassification of the Common Shares
- (including any such reclassification in connhection with a share exchange, consolidation or merger in
which the Company-is the continuing or surviving corporation), except as otherwise provided. in this
- Section '11(a), the Purchase Price in effect at the time of the record date for such dividend or of the
effective date of such subdivision, combination or reclassification, and the number and kind of shares
of capital stock issuable on such date, shall be proportionately adjusted so that the holder of any Right
exercised after such time shall be entitled to receive the aggregate number and kind of shares of
capital stock which, if such Right had been exercised immediately ‘prior to such-date and at a time
when the Common Shares transfer books of the Company were open, such holder would have owned
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| 11(a)(11)

~_upon such exercise and been entitled to receive by virtue of such dividend, subdivision, combination
. or reclassification; provided, however, that in-no event shall the consideration to-be.paid-upon the

exercise of one Right be: less: than the aggregate par value of the shares of capital stock of the

~ Company issuable upon exercise of one Right. If an event occurs which would requiré an adjustment

under. both-Section 11(a)(i) and Section 1‘1(a)(ii), the adjustment provided for in this Section 11(a)(i)
shall be in addmon to, -and :shall be made prior to, any adjustment required pursuant to Section

: (11) Subject to the following paragraph and Section 24 of this Agreement,:in the
event.any: Personshall become an Acquiring ‘Person(a “Section 11(a)(ii) Event”), each holdet of a
Right shall theréafter have a right to receive, upon exercise thereof at a price equal to.ten times the
then current Purchase Price per full Common Share multiplied by:the number of Common. Shares for

which aRight is exercisable immediately prior to the first occurrence of a Section 11(a)(ii) Event, in

-accordance with the terms of this Agreement, such number of'Common Shares as.shall equal the result

. obtained ‘by. (x) multiplying ten times the then current:Purchase Price per full Common- Share by the

"~ number of Common Shares for which a Right is exercisable:immediately prior to the first occurrence

. of a Section 11(a)(ii) Event.and dividing that product by:(y) 50%:of the then current per share market

. price of the Common Shares (determined pursuant to Section 11(d)) on the date the Person became an
s Acqumng Person (such number of shares ‘the “Adjustment Shares”) :

From and after a Sectlon 11(a)(11) Event, any nghts that are:or were beneﬁmally owned
by such Acquiring Person (or any Associate or Affiliate of such Acquiring Person) shall be void and

-~.-any holder of such Rights shall thereafter have no right t6.exercise such Rights under any provision of
+ this ‘Agreement. No:Right Certificate shall be issued pursuant to Section 3 or 6 that represents Rights
- beneficially owned by an Acquiring Person whose Rights would be void pursuant to the preceding

sentence or any Associate or Affiliate thereof; no:Right Certificate shall be'issued at any time upon the
transfer of any Rights to an Acquiring Person whose Rights:would be void pursuant to the preceding

sentence or any Associate or Affiliate thereof or to-any nominee of such Acquiring Person, Associate
‘or Affiliate; and any: Right Certificate delivered to. the:Rights Agent for transfer to an Acquiring

Person. whose. Rights would be wvoid pufsuant to thé: preceding sentence shall be cancelled. The
Company shall use all reasonable efforts to ensure that the provisions of this paragraph are complied

. with, but shall have no liability 'to any holder of Right Certificates or-other Person as a result of its

failure to make any determinations with respect to an Acqulrlng Person or its: Afﬁllates Associates or
transferees hereunder. ‘ NP

(iii) : In the event. that there shall not be sufficient Common Shares issued but not

-outstanding or authorized but unissued (and not reserved for issuance for purposes.other than upon

. exercise of the Rights) to permit the exercise in full of the Rights in accordance with the foregoing

subparagraph (ii), the Company.shall: (A) determine the excess of (1) the value of the Adjustment
Shares issuable upon the exercise of a Right (the “Current Value™) over (2) the Purchase Price payable

.with respect to such Right (such excess, the “Spread”), and (B).with respect to each Right (subject to

the second paragraph of Section 11(a)(ii)), make adequate provision to substitute for the Adjustment
Shares, upon payment of the applicable Purchase Price, (1) cash, (2) a reduction in the Purchase Price,

.(3) Common Shares or other equity. securities of the Company -(including, without limitation, shares,

or units of shares, of preferred stock,if any, which the Board has deemed to.have:the same value as
Common Shares and which, in the written opinion of counsel addressed to such Board, may be issued

. = without violating the representation in the sikth paragraph under the caption “Amendment of Articles
- of Incorporation to Authorize Preferred Stock” in the Company’s Proxy Statement for its 1998 Annual

-Meeting of Shareholders (such shares of preferred stock,:hereinafter referred to as “common: stock

. equivalents™)), (4) debt securities of the Company,i(5) other assets or (6) any combination of the
- foregoing, having an aggregate -value'equal:to the Current;Value, where such aggregate value has been
. determined by the Board based upon; the advice of a nationally recognized investment banking firm
. selected by the Board; provided, however; if the Company shall not have made adequate provision to

substitute for the Adjustment Shares pursuant to clause:(B) above within thirty (30) days following the
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occurrence of a Section 11(a)(ii) Event (the “Section 11(a)(ii) Trigger Date”), then the Company shall
be obligated to deliver, upon the surrender for exercise of a.Right and without requiring payment of
any portion of the Purchase Price, Common Shares (to the extent available) and then, if necessary,
cash, which shares and/or cash have an aggregate value equal to the Spread. If the Board shall
determine in good faith that it is likely that sufficient additional Common Shares might be authorized
for issuance for exercise in full of the Rights, the thirty (30) day: period set forth above may be
extended to the extent necessary, but not more than ninety (90) days after the Section 11(a)(ii) Trigger
Date, in order that the Company may seek shareholder approval for the authorization of such
additional shares (such period, as it may be extended, the “Substitution Period”). To the extent that the
Company determines that somie action need be taken pursuant to the first and/or second sentences of
this Section 11(a)(iii), the Company (x) shall provide, subject to the last paragraph of Section 11(a)(ii)
hereof, that such action shall apply uniformly to all outstanding Rights, and (y) may suspend the
exercisability of the Rights until the expiration of the Substitution Period to seek any authorization of
additional shares and/or to decide the appropriate form of distribution to be made pursuant to such
first sentence and to ‘determine the value thereof. In the event of any such suspension, the Company
shall issue a public. announcement stating that the exercisability of‘the Rights has been temporarily
suspended, as well as a public announcement at such time as the suspension is no longer in effect. For
purposes of this Section 11(a)(iii), the value of the Common Shares shall be the current per share
market price (as determined pursuant to:Section 11(d) hereof) of the Common Shares on the Section
11(a)(ii) Trigger Date and the value of any “common stock equlvalent” shall be deemed to have the
same value as the Common Shares on such date. :

(b) In case the Company shall fix a record date for the issuance of rights, options or warrants
to all holders of Common Shares entitling them (for a period expiring within 45 calendar days after such
record date) to subscribe for or purchase Common Shares (or securities.convertible.into Common Shares)
at'a price per Common Share (or having a conversion price per share, if a seeurity-convertible into
Common Shares) less than the then current per share market price of the Common Shares (as defined in
Section 11(d)) on such record date, the Purchase Price to be in effect after such record date shall be
determined by multiplying the Purchase Price in effect immediately prior to such record date by a fraction,
the numerator of which shall be the number of Common Shares outstanding on such record date plus the
number of Common Shares which the aggregate offering price of the total number of Common Shares so
to be offered (and/or the aggregate. initial conversion price of the convertible securities so to be offered)
would purchase at such. current mdrket price and the denominator of which shall be the number of
Common Shares outstanding on such record date plus the number of additional Common. Shares to be
offered for subscription or purchase (or into which the convertible securities so to be offered are initially
convertible); provided, however, that in no event shall the consideration to be paid upon the exercise of
one Right be less than the aggregate par value of the shares of capital stock of the Company issuable upon
exercise of one Right. In case such subscription price may be paid in a consideration part or all of which
shall be in a form other than cash, the value of such consideration shall be as determined in good faith by
the Board, whose determination shall be described in a statement filed with the Rights Agent and shall be
binding on the Rights Agent and holders of the Rights.- Common Shares owned by or held for the account
of the Company or any Subsidiary of the Company: shall not be deemed outstanding for the purpose of any
such computation. Such adjustment shall be made 'successively whenever such a record date is fixed; and
in the event that such rights, options or warrants are not so issued, the Purchase Price shall be adjusted to
be the Purchase Price which would then be in effect if such record date had not been fixed.

(c) In case the Company shall fix-a record date for the making of a distribution to.all holders
of the Common Shares (including any such distribution ‘made in connection with:a ‘share exchange,
consolidation or merger in which the Company is the continuing or surviving corporation) of evidences of
indebtedness or assets (other than a regular quarterly cash dividend (it is understood that without creating
any implication that an increase of more than such amount would cause a dividend to fail to satisfy such
standard, an increase of not to exceed one cent per:share, appropriately adjusted to reflect any stock split,
stock dividend of similar transaction occurring-after the date hereof, shall not cause a dividend not to be a
regular quarterly cash- dividend) or a dividend payable -in: Common Shares). or subscription rights or
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warrants (excluding those reférred to in Section 11(b)), the Purchase Price to be in effect after such record
date shall be determined by multiplying the Purchase Price in effect immediately prior to such record date
by a fraction, the numerator of which shall be the then current per share market price of the Common
Shares (as defined in Section 11(d)) on such record date, less the fair market value (as determined in good
faith by the Board, whose determination shall be described ina statement filed with the Rights Agent and
shall be binding on the Rights Agent and holders of the Rights) of the portion of the assets or evidences of
indebtedness so to -be:distributed or of such subscription rights or warrants applicable to-one Common
Share and the denominator of which shall be such current per share-market price of the Common Shares
on such record date; provided, however, that in no event shall the consideration to be paid upon the
exercise of one Right be less than the aggregate par value of the shares of capital stock of the Company to
be issued upon exercise’ of one Right. Such adjustments 'shall be made successively whenever such a
record date is fixed; and-in the event that such distribution is not so made, the Purchase Price shall again
be adjusted to be the Purchase Prrce whrch would then be in effect if such record date had not been fixed.
(d “For the purpose of any: computatron hereunder the current per share market price” of the
Commion Shares on any date shall be deemed to be the average of the daily closing prices per Common
Share for the 30 consecutive Trading Days (as such term is hereinafter defined) immediately prior to such
date; provided, however, that in the event that the current per share market price of the Common Shares is
determined during a period following the announcement by ‘the ‘issuer of such Common Shares of (i) a
dividend or distribution on:such Common Shares payable in Common Shares or securities convertible into
‘Common. Shares; or (ii) any subdivision, combination:or reclassification of Common Shares and prior to
the expiration. of 30 Trading Days after the ex-dividend date for such' dividend or distribution, or the
record date for such subdivision, combination ot reclassification, then, and in each such case, the current
pet share.market price shall be appropriately adjusted to refléct the current market pri¢e per Common
Share. The closing price for each day shall be the last sale price; regulat way, reported at or prior to 4:00
P.M. Eastern time or, in case no.such sale takes place on such day, the average of the closing bid and
asked prices, regular way, reported at or prior to 4:00- P.M. Eastern time, in either case as reported in the
principal consolidated transaction reporting system'with respect to securities listed or admitted to trading
on the New York ‘Stock Exchange or, if the Common Shares-are not listed ot admitted to trading on the
New York Stock Exchange, as reported in the principal consolidated transaction reporting system with
respect to securities listed on the principal national securities exchange on which the Common Shares are
listed or admitted to trading or, if the:Common Shares are not listed or admitted to trading on any national
securities exchange, the last quoted price reported at or prior to 4:00 P.M. Eastern time or, if not so quoted,
the average of the high bid and low asked prices in the over-the-counter market, as reported at or prior to
4:00 P.M. Eastern time by the applicable reporting system then in use; or, if on-any such date the Common
Shares are not quoted by ‘any such organization, the average of the closing bid ‘and asked prices as
furnished by a professional market maker making a market in’'the Common Shares selected by the Board.
The term “Trading Day” shall mean a day on which the principal national securities exchange on which
the Common Shares are listed or admitted :to ‘trading is opén for the transaction of business or, if the
Common Shares are not listed or admitted to trading on any national securities exchange, a Business Day.

{e) ~ No adjustment in the Purchase Price shall be required unless such ‘adjustment would
require an increase or decrease of at least 1% in the Purchase Price; provided, however, that any
adjustments which by reason of this'Section 11(e) are not required to be-made shall be carried forward and
taken into account in any subsequent adjustment. All calculations under this Section 11 shall be made to
the nearest cent or to the nearest ten-thousandth of a share as the case may be. Notwithstanding the first
sentence of this Section 11(e), any adjustment required by this Section 11 shall be ‘made no later than the
earlier of (i) three years from the date oof the transaction whlch requlres such adJustment or (11) the
Expiration Date. . , : : v :

® If, as a result of an adjustment made pursuant to Section 11(a), the holder of any Right
thereafter exercised shall become entitled to receive any shares of capital stock of the Company other than
‘Common Shares, thereafter the number of such other shares so receivable upon exercise of any Right shall
be subject to adjustment from time to time in a manner and'on terms as nearly equivalent as practicable to
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the provisions with respect to the Common Shares contained in this Section 11 and the provisions of
Sections 7, 9, 10 and 14 with respect to the Common Shares shall apply on like terms:to any such other
shares.

(2 All Rights originally issued by the Company subsequent to any adjustment made to the
Purchase Price hereunder shall evidence the right to purchase, at the adjusted Purchase Price, the number
of Common Shares purchasable from time to time hereunder upon exercise of the. nghts all subject to
further adjustment as provided herein.. : ; - : e -

(h): Unless the Company shall have exercised its election as provided in Section 11(i), upon
each adjustment of the Purchase Price as a result of the calculations made in Section 11(b) and (c), each
Right outstanding immediately prior to the making of such adjustment shall theréafter evidence the right to
purchase, at the adjusted Purchase Price, that number.of Common Shares (calculated to the nearest ten-
thousandth of a Common Share) obtained by (i) multiplying (x) the number of Common Shares covered
by a Right immediately prior to this adjustment by (y) the Purchase Price in effect immediately prior to
such adjustment of the Purchase Price and (ii) dividing the product so obtained by the Purchase Price in
effect 1mmedlately after such adJustment of the Purchase Price.

(1) -The Company may elect on or after the date of any. adjustment of the Purchase Prrce to
adjust the number of nghts in substitution for- any adjustment in the number of Common Shares
purchasable upon the exercise of a Right. Each ofithe.Rights outstanding after such adjustment of the
number of Rights shall be exercisableé for the number of Common Shares for which:.a Right was
exercisable immediately prior to such adjustment. Each Right held of record prior to-such adjustment of
the number of Rights shall become that number of Rights (calculated to the nearest one ten-thousandth)
obtained by dividing the Purchase Price in effect immediately prior to adjustment of the Purchase Price by
the Purchase Price ineffect immediately after adjustment of the Purchase Price. The Company shall make
a public announcement:of its election to adjust the number. of Rights, indicating the record :date for the
adjustment, and, if known at the time, the amount of the adjustment to be made. This record date may be
the date.on:which the Purchase Price is adjusted or any day thereafter, but, if the Right Certificates have
been issued, shall be at least 10 days later than the date of the public announcement..If Right Certificates
have been issued, upon each adjustment of the number of Rights pursuant to.this Section 11(i), the
Company shall, as promptly as practicable, cause to be distributed to holders of record of Right
Certificates on: such record date Right Certificates evidencing, subject to. Section 14 hereof, the additional
Rights to which such holders shall be entitled as a result of such adjustment, or, at the option of the
Company, shall cause to be distributed to such helders of record in substitution and replacement for the
Right Certificates held by such holders prior to the date of adjustment, and upon surrender thereof, if
required by the Company, new Right Certificates evidencing-all the Rights to which such-holders shall be
entitled after such adjustment. Right Certificates so to. be distributed. shall be issued, executed and
countersigned in the manner provided for herein and shall be registered in the names of the holders of
record of Right Certificates on the record date specified in the public announcement.

(G)  Irrespective of any adjustment-or change in the Purchase Price or the number of Common
Shares issuable upon the exercise of the Rights, the Right Certificates theretofore and thereafter issued
may continue to express the-Purchase Price and the number of Common Shares which were expressed. in
the initial Right Certificates issued hereunder. e . -

&) Before taklng any action that would cause an adJustment reducing the.Purchase Prlce
below the par value, if any, of the Common Shares issuable upon exercise of the Rights, the Company
shall take any corporate action which may, in the opinion of its counsel, be necessary in: order that the
Company may validly and legally issue fully paid and nonassessable (except as otherwise provided by any
corporation law applicable to the Company) Common Shares at such adjusted Purchase Price.

()] In any case in which this Section. 11 shall require that an adjueunent in the Purchase Price
be made effective as of a record date for a-specified event, the Company mdy elect to defer until the
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occurrence of such event the issuing to the holder of any Right exercised after such record date of the
Common Shares and: other capital stock or securities of the Company, if any, issuable upon such exercise
over.and above the number of Common Shares and other capital stock or securities of the Company, if
any, issuable upon such exercise on the basis of the Purchase Price in effect prior to such adjustment;
provided, however, that the Company shall deliver to such holder a due bill or other appropriate instrument
evidencing such holder’s right to receive such additional shares upon the occurrence of the event requiring
such adjustment T

, (my Anythmg in this Section: 11 to- the contrary notw1thstand1ng, the Company shall be
entitled to make such reductions in the Purchase Price, in addition to.those adjustments expressly required
by this Section 11, as-and to the extent that it in its sole discretion shall determine to be advisable in order
that any consolidation or subdivision of the Common: Shares, issuance wholly for cash of any Common
Shares at-less than thé current market price, issuance wholly for cash-of Common Shares or securities
which by their terms are convertible into or exchangeable for Common Shares, dividends on Common
Shares payable in Common Shares or issuance of rights, options or warrants referred to in Section 11(b),
hereafter made by- the Company to. holders of  its Common Shares - shall not be taxable: to such
shareholders. , c , SEECTEE I

(n) The Company covenants and agrees that, after the Distribution Date, it will not, except as
permitted by Section 23, Séction 24.or Section 27 hereof,take (or permit any Subsidiary to take) any
action if at the fime such action is taken it is reasonably foreseeable that such action will d1m1n1sh
substantlally or otherw1se eliminate- the beneﬁts intended to be afforded by the nghts

Sectlon 12 - Certificate of Ad]usted Purchase Price or Number of Shares. Whenever an
adjustment is made as providéd in Section 11 héreof, the-Company shall promptly (a) prepare a certificate
setting forth such adjustment, and. a: brief statement of the facts accounting for such adjustment, (b) file
with the Rights Agent and with each transfer agent for the Common Shares a copy of such certificate and
(¢) if such adjustment occurs at any titne after the Distribution Date, mail (or, if deemed appropriate by the
Board, make available- at no charge) a brief summary thereof to each holder of a Right Certificate in
accordance with Section 25 hereof.

Section 13. [Reserved]

-.:Section 14. Fractional Rights and Fractional Shares.

(a) The Company shall not be required to issue fractions of Rights or to distribute Right
Certificates which evidence fractional Rights. In lieu of such fractional Rights, there shall be paid to the
registered holders of the Right Certificates with regard to which such fractional Rights would otherwise be
issuable, an amount in cash equal to the same fraction of the current market value of a whole Right. For
the purposes of this Section 14(a), the current market value of a whole Right shall be the closing price of
the Rights for.the Trading Day immediately prior to the date on which such fractional Rights would have
been otherwise issuable. The closing price for any day shall be the last sale price, regular way, or, in case
no such sale takes place on such day, the average of the closing bid and asked prices, regular way, in either
case as reported in the principal consolidated transaction reporting system with respect to securities listed
or admitted to trading on the New York:Stock Exchange or, if the Rights are not listed or admitted to
trading on the New York Stock Exchange, as reported in the principal eonsolidated transaction reporting
system with respect to securities listed on the-principal national securities exchange on which the Rights
are listed.or admitted. to trading-or, if the Rights are not listed or- admltted to trading on any national
securities exchange, the last quoted price or, if not so quoted, the average of the high bid and low asked
prices in the over-the-counter market, as reported by Nasdaq or such other system then in use or, if on any
such date the Rights are not quoted by any such organization, the average' of the closing bid-and asked
prices as.furnished by a.professional market maker making a market in the Rights selected by the Board. If
on any such date no; such. market maker is making. a market in the: nghts the fair value of the nghts on
such date as determined in good faith by the Board shall be used. :
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(b) The Company shall not be required to issue fractions of Common Shares upon exercise or
exchange of the Rights or to distribute certificates which evidence fractional Common Shares. In lieu of
issuing fractional Common Shares equal to one-half of a Common Share or less upon'the exercise of
Rights, the Company shall pay to the registered holders of Right Certificates at the time such Rights are
exercised as herein provided an amount in cash-equal to the same fraction of the current market value of
one Common Share. Any exercise of Rights that would entitle the holder thereof to receive any fraction of
a Common Share greater than one-half of a Common Share shall be governed by Section 7(a) hereof. In
lieu of issuing fractional Common Shares upon the exchange of Rights, the Company shall pay to the
registered holders of Right Certificates at the time such Rights are exchanged as herein provided an
amount in cash equal to the same fraction of the current:market value of one Common Share. For purposes
of this Section 14(b), the current market value of a Common Share shall be the closing price of a Common
Share (as determined pursuant to the second sentence of Sectlon 11(d) hereof) for the Trading Day
immediately prior to the date of such exercise. ST :

(c) . The holder of a Right by the acceptance of the nght expressly waives such holder s rlght
to receive any fractional Rights or any fractional shares upon exercise of a Right (except as provided
above).

Section 15. Rights of Action. All rights of action in respect of this Agreement, excepting the
rights of action given to the Rights Agent under Section 18 hereof, are vested in the respective registered
holders of the Right Certificates (and, prior to the Distribution Date, the registered holdérs of the Common
Shares); and any registered holder of any Right Certificate (or, prior to the Distribution Date, of the
Common Shares), without the consent of the Rights Agent or of the holder of any other Right Certificate
(or, prior to the Distribution Date, of the Common Shares), may, in such holder’s own behalf and for such
holder’s own benefit, enforce, and may institute and maintain any suit, action or proceeding against the
Company to enforce, or otherwise act in respect of, such holder’s right to exercise the Rights evidenced by
such Right Certificate in the manner provided in such Right Certificate and in this Agreement. Without
limiting the foregoing or any remedies available to the holders of Rights, it is specifically acknowledged
that the holders of Rights would not have an adequate remedy at law for any breach of this Agreement and
will be entitled to specific performance of the obligations under, and injunctive relief against actual or
threatened violations of the obligations of any Person subject to, this Agreement.

Section 16. Agreement of Right Holders. Every holder of a Right, by accepting the same,
consents and agrees with the Company and the Rights Agent and with every other ho]der of a Right that:

(a) . . prior to the Distribution Date, the Rights w111 be transferable only in connection with the
transfer of the Common Shares ,

(b)  after the D1str1bution Date, the Right Certificates are transferable only on the registry
books of the Rights Agent if surrendered at the principal office of the nghts Agent duly endorsed or
accompanied by a proper instrument of transfer;

(c) the Company and the Rights Agent may deem and treat the Person in whose name the
Right Certificate (or, prior to .the Distribution Date, the associated Common Shares certificate) is
registered as the absolute owner thereof and of the Rights evidenced thereby (notwithstanding any
notations of ownership or writing on the Right Certificates or the associated Common Shares certificate
made by anyone other than the Company. or'the Rights Agent) for all purposes whatsoever, and neither the
Company nor the nghts Agent shall be affected by any notice to the contrary; and

@)} notwithstanding anything in this Agreement to the contrary, neither the:Company nor the
Rights Agent shall have any liability to any holder of a Right or other Person as a result of its inability to
perform any of its obligations under this Agreement by reason of any preliminary or permanent injunction
or other order, decree or ruling issued by a court-or. competent jurisdiction or: by.a governmental,
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regulatory or administrative agency or commission, or any statute, rule, regulation or executive order
promulgated or enacted by any governmental authority, prohibiting or otherwise restraining ‘performance
of such obligation; provided, however, the Company must use its best efforts to have any. such order,
decree or ruling lifted or otherwise overturned as soon as possible. - ' L R

‘Section17. - Right Certificate Holder Not Deemed a Shareholder. No holder, as such, of
any Right Certificate shall be entitled to vote, receive dividends or other distributions or be deemed:for
any purpose the holder of the Common Shares or any-other securities of the Company which-may at any
time be issuable on the exercise of the Rights represented thereby, nor shall anything contained herein or
in‘any Right Certificate be construed to confer upon the holder of any Right Certificate, as such, any of the
rights of a shareholder of the Company or any right to vote for the election-of directors or upon any matter
submitted to shareholders at any meeting thereof, or to give or withhold consent to any corporate action, or
to receive notice of meetings or other actions affecting shareholders (except as provided in Section 25
hereof), or to receive dividends or subscription rights, or-otherwise, until the Right or Rights evidenced by
such Right Certificate shall have been exercised in accordance with the provisions hereof. fe

Section 18. Concerning the Rights Agent. -

(@)  The Company agrees to pay to the Rights Agent reasonable compensation for all services
rendered by it hereunder and, from time to time, on demand of the Rights Agent, its reasonable expenses
and counsel fees and other disbursements incurred in the administration and execution of this Agreement
and the exercise and performance of its duties hereunder. The Company also agrees to indemnify the
Rights Agent for, and to hold it harmless against, any loss, liability, or expense, incurred without
negligence, bad faith or willful misconduct on the part of the Rights Agent, for anything done or omitted
by the Rights Agent in connection with the acceptance and administration of this Agreement, including the
costs and expenses of defending against any claim of liability in the premises.

(b) The Rights Agent shall be protected and shall incur no-liability for, or in respect of any
action taken, suffered or omitted by it in connection with, its administration of this Agreement in reliance
upon any Right Certificate or certificate for the Common Shares or for other securities of the Company,
instrument of assignment or transfer, power of attorney, endorsement, affidavit, letter, notice, direction,
consent, certificate, statement, or othér paper or document believed by it to be genuine and to be signed,
executed and, where necessary, verified or acknowledged, by the proper Person or Persons, or otherwise
upon the advice of counsel as set forth in Section 20 hereof. - PERET ‘ : o

Section 19. Merger or Consolid—ation or Change of Name of Rights Agent.

(a) Any-Person into which the Rights Agent or any successor Rights Agent may be merged
or with which it may effect a share exchange or be consolidated, or any Person resulting from any merger,
share exchange or consolidation to which the Rights Agent or any successor Rights Agent shall be a‘party,
or any Person succeeding to the stock transfer or corporate trust business of the Rights Agent or any
successor Rights Agent, shall be the successor to the Rights Agent under this Agreement without the
execution or filing of any document or any further act on the part of any of the'parties hereto, provided that
such Person would be eligible for appointment as a successor Rights Agent under the provisions of Section
21 hereof. In case at the time such successor Rights Agent shall succeed to the agency created by this
Agreement, any of the Right Certificates shall have been countersigned but not delivered, any such
successor Rights Agent may adopt the countersignature of the predecessor Rights Agent and deliver such
Right Certificates so countersigned; and in case at that time any of the Right Certificates shall not have
been countersigned; any successor Rights Agent may countersign such Right Certificates either in the
name of the predecessor Rights Agent or in the name of the successor Rights Agent; and in all such cases
such Right Certificates shall have the full force provided in the Right Certificates and in this Agreement.

(b)  Incase at any time the name of the Rights Agent shall be changed and at such time any of
the Right Certificates shall have been countersigned but not delivered; the Rights Agent may adopt the
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countersignature under its prior name, and deliver Right Certificates so countersigned; and in case at that
time any of the Right Certificates shall not have been countersigned, the nghts Agent may countersign
such Right Certificates either in its prior name or in its changed name; and in all such cases such Right
Certificates shall have the full force provided in the Right Certificates and in this Agreement.

Section 20. Duties of Rights Agent. The Rights Agent undertakes the duti¢s and obligations
imposed by this Agreement upon the following terms and conditions, by all of which the Company and the
helders of Right Certificates, by their acceptance thereof, shall be bound: - ; -

(a) ' The Rights Agent may consu’lt with legal counsel (who may be :legal counsel bfor the
Company), and the opinion of such counsel shall be full and complete authorization and protection to the
Rights Agent as to any action taken or omitted by it in good faith and in accordance with-such opinion.

(b). Whenever in the performance of its duties under this Agreement the Rights Agent shall
deem it necessary or desirable that any fact or matter be proved or established by the Company prior to
taking or suffering any action hereunder, such fact or matter (unless other evidence in respect thereof be
herein specifically prescribed) may be deemed to be conclusively:proved and- established by a certificate
signed by the Chairman of the Board, the Chief Executive Officer, the President or any Vice President and
by the Treasurer or.any Assistant Treasurer or the Secretary or any Assistant Secretary of the Company
and delivered to the Rights Agent; and such certificate shall be full authorization to the nghts Agent for
any action taken or suffered in good faith by it under the provisions of this Agreement in reliance upon
such certificate. : :

(©) The Rights Agent shall be liable hereunder to the Company and any other Person only for
its own negligence, bad faith or willful misconduct. : ‘

((4)) The Rights Agent shall not be liable for or by reason of any of the statements of fact or
recitals contained in this Agreement or in the Right Certificates (except its countersignature thereof) or be
required to verify the same, but all such statements and recitals are and shall be deemed to have been made
by the Company only :

(e) The nghts Agent shall not be under any respon51b111ty in respect of the Vahdrty of this
Agreement or the execution and delivery hereof (except the due authorization, execution and delivery
hereof by the Rights Agent) or in respect of the validity or execution of any Right Certificate (except its
countersignature thereot), nor shall it be responsrble for any breach by the Company of any covenant or
condition contained in this. Agreement or in-any Right Certificate; nor shall it be responsible for any
change in the exerc1sab111ty of the Rrghts (including the nghts becomlng void pursuant to Section 11(a)(ii)
hereof) or any adjustment in the terms of the Rights (including the manner, method or amount thereof)
provided for in Section 3, 11, 23 or 24, or the ascertaining of the existence of facts that would require any
such change or adjustment (except with respect to the exercise of Rights evidenced by Right Certificates
after receipt of a certificate pursuant to Section 12 describing such change or adjustment); nor shall it by
any act hereunder be deemed to make any representation or warranty as to the authorization or reservation
of any Common Shares or other securities to be issued pursuant to this Agreement or any Right Certificate
or as to whether any Common Shares or other securities will, when issued, be validly authonzed and
issued, fully paid and nonassessable.

» (t) The Company agrees that it-will perform, execute, acknowledge and deliver or cause to
be performed, executed, acknowledged and -delivered all such further and-other acts, instruments and
assurances as may reasonably be required by the Rights Agent for the carrylng out or performing by the
R1ghts Agent of the provisions of this Agreement ECRPIRTIRES

(g) The Rights Agent is hereby authorized and”directed to accept instructions with respect to

the performance of its duties hereunder from any one of the Chairman of the Board, the Chief Executive
Officer, the President, any Vice President, the Secretary, any Assistant Secretary, the Treasurer or any
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Assistant Treasurer of the Company, and to apply to such officers for advice orinstructions in connection
with its duties, and it shall not be liable for any action taken or suffered by it in good faith in accordance
with instruetions of any such officer or for any delay in acting while- wa1t1ng for those 1nstruct10ns

(h) The Rights Agent and any shareholder, d1rector ofﬁcer or employee of the nghts Agent
may buy, sell or deal in, or act as the transfer agent for, any’ of the Rights, Common Shares or other
securities of the Company or become pecuniarily interested in any transaction in which the Company may
be interested; or contract with or lend money.to the Company or otherwise act as fully and freely as though
it were not Rights Agent under this Agreement. Nothing: herein shall preclude the R1ghts Agent from
acting in any other capac1ty for the Company or for any other: Person :

@) The. Rights Agent may execute and exercise any of the rights or powers héreby vested in
it or perform any duty hereunder either itself or by or through its attorneys or agents, and the Rights Agent
shall not be answerable or accountable for any act, default, neglect or misconduct of any such attorneys or
agents or for any loss to the Company resulting from. any such act; default, neglect or mlsconduct
provided reasonablé care was exerc1sed in the selectlon and continued employment thereof.

Section 21. - Change of Rights Agent. The R1ghts Agent or any successor Rights Agent may
resign and be discharged from its duties under this Agreement upon 90 days’ notice in: writing mailed to
the Company and to each transfer agent of the Common Shares: by registered or.certified mail and, if such
résignation occurs after the' Distribution Date, to the holders of the Right Certificates by first-class mail.
The Company may remove the Rights Agent or any successor Rights Agent upon ‘90 days’ notice in
writing, mailed to the Rights Agent or successor Rights Agent, as the case may be, and to each transfer
agent of the Common Shares by registered or certified mail and, if such removal occurs after the
Distribution Date, to the holders of the Right Certificates by first-clags:mail. If the Rights Agent and the
transfer agent of the Common Shares are the same Person, the appointment of a successor transfer agent
for the Common Shares shall without any:further action be‘the appointment of such Person as-successor
Rights Agent. If the Rights Agent and the transfer agent of the Common Shares are the same Person,
notwithstanding the foregoing notice provisions, (a) prior to the Distribution Date, no notice of resignation
or removal need be given to holders of the Rights, and (b) a resignation notice from, and a removal notice
to, the Rights Agent shall be given upon such number of days’ notice as is specified in the agreement
governing the Rights Agent’s services as transfer agent, as such agreement may- be amended from time to
time. If the Rights Agent:and the transfer agent.are not the same Person and the Rights Agent shall resign
or be removed or shall otherwise become incapable of acting, the Company shall-appoint a successor to
the Rights Agent. If the Company shall fail to make such appointment within a period of 90 days after
giving notice of such removal or after it has been notified in writing of such resignation or incapacity by
the resigning or incapacitated Rights Agent or by the holder of a Right Certificate:(who shall, with such
notice, submit 'such holder’s Right Certificate for inspection by the Company),'then the registered holder
of any Right Certificate may apply to any court:of competent jurisdiction:for the ‘appointment of a new
Rights Agent. Any successor Rights'Agent, whetlier appointed by the:Company or-by such a court, shall
be (a) a legal business entity organized-and doing business under the laws of the United States or of the
State of New York or the State of Wisconsin ‘(or of any other state of the United:States so long as such
entity is authorized to do business as-a banking institution in the State of New York or the:State of
Wisconsin), in good standing, having an office or agency in the State of Wisconsin or the State of New
York, which is authorized under such laws to exercise corporate trust,:stock transfer or shareholder
services powers and'is subject to supervision or examination by federal or-state authority and which has at
the time of its appointment as Rights Agent a combined capital and surplus ‘of at least'$50 million, or (b)
an Affiliate of a legal business entity described in clause (a) of this sentence. ‘After appointment, the
successor Rights Agent shall be vested with the same powers, rights, duties and responsibilities as if it had
been: originally named.as Rights ‘Agent without further act or deed; but the predecessor Rights Agent shall
deliver and transfer to the successor Rights Agent any:property at the time held by it hereunder, and
execute and deliver any further assurance, conveyance, act or deed necessary for the purpose. Not later
than the effective date of any such appointment the Company shall file notice thereof in writing with the
predecessor Rights Agent and each transfer agent of the Common Shares and, if such appointment occurs
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after the Distribution Date, mail: a notice thereof in writing to the registered holders of the Right
Certificates. Failure to give any notice provided for in this Section 21, however, or any defect therein, shall
not affect the legality or validity of the resignation or removal of the Rights Agent or the appointment of
the successor Rights Agent, as the case may be.

Section 22. Issuance of New Right Certificates. Notwithstanding any of the provisions of
this Agreement or of the Rights to the contrary, the Company may, at its option, issue new Right
Certificates evidencing Rights in such form as may be approved by the Board to reflect any adjustment or
change in the Purchase Price and the number or kind or class of shares or other securities or property
purchasable under the Right Certificates made in accordance with the provisions of this Agreement. In
addition, in connection with the issuance or sale by the Company of Common Shares following the
Distribution Date and prior to the Expiration Date, the Company (a) will, with respect to Common Shares
so issued or sold pursuant to the exercise, exchange or conversion of securities (other than Rights) issued
prior to the Distribution Date that are exercisable or exchangeable for, or convertible into, Common Shares
and (b) may, in any other case, if deemed necessary, appropriate or desirable by the Board, issue Right
Certificates representing an equivalent number of Rights as would have been issued in respect of such
Common Shares if they had been issued or sold prior to the Distribution Date, as appropriately adjusted as
provided herein as if they had been so issued or sold; provided, however, that (i) no such Right Certificate
will be issued if, and to the extent that, in its good faith judgment the Board determines that the issuance of
such Right Certificate could have a material adverse tax consequence to the Company or to the Person to
whom or which such Right Certificate otherwise would be issued and (ii) no such Right Certificate will be
issued if, and to the extent that, appropriate adJustment otherwise has been made in lieu of the issuance
thereof. :

Section 23. - Redemption.

(a). The nghts may be redeemed by action of the Board pursuant to subsectlon (b) of this
Section 23 and shall not be redeemed in any other manner. : :

b) The Board may, at its option, at any time prior to such time as-any Person becomes an
Acquiring Person, redeem all but not less than all the then outstanding Rights at a redemption price of
$0.001 per Right, appropriately adjusted to reflect any stock split, stock dividend or similar transaction
occurring after-the date:hereof (such redemption price being hereinafter referred to as.the “Redemption
Price”). The redemption of the Rights by the Board may be made effective at such time -on such basis and
with such conditions as the Board in its sole discretion may establish.

(©) Immedlately upon the effectlveness of the action of the Board ordering the redemptlon of
the Rights pursuant-to subsection (b) of this Section 23, and without any further action and without any
notice, the right to exercise the Rights will terminate and the only right thereafter of the holders:of Rights
shall be to receive the-Redemption Price. The Company shall promptly give public notice of any such
redemption; provided, however, that the failure to give, or any defect in, any such notice shall not affect
the validity of such redemption.. Within-10 days after the effectiveness of the action of the Board ordering
the redemption of the Rights pursuant to subsection (b), the Company shall mail a notice of redemption to
all the holders of the then outstanding Rights at their last addresses as they appear upon the registry books
of the Rights Agent or, prior to the Distribution Date, on the registry books of the transfer agent for the
Common Shares. Any. notice which is mailed in the manner herein provided shall be deemed given,
whether or not the holder receives the notice. Each such notice of redemption will state the method by
which the payment of the Redemption Price will be-made. Neither the Company nor any of its Affiliates or
Associates may redeem, acquire or purchase for value any Rights at any time in any manner other than that
specifically set forth in this Section 23 or in Section 24 hereof, and other than in connection with the
purchase of Common Shares prior to the Distribution Date. :
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Section 24 Exchange.

.(a) ; The Board may, at 1ts optlon at any time after any Person becomes an Acquiring Person,
exchange all or part of the then outstanding and exercisable Rights (which shall not include Rights that
have become void pursuant to the provisions of Section 11(a)(ii) hereof) for Common Shares at an
exchange ratio of one Common Share per Right, appropriately adjusted to reflect any stock split, stock
dividend or similar: transaction occurring after the date hereof (such-exchange ratio being hereinafter
referred to as the “Exchange Ratio”). Notwithstanding the foregoing, the Board shall not be empowered to
effect such exchange at any time after an Acquiring Person becomes the Beneficial Owner of 50% or more
of the Common Shares then outstanding. The exchange of the Rights by the Board may be made effective
as such time, on-such basis and with such conditions as the Board in its sole discretion may establish. Prior
to effecting an exchange pursuant to this Section 24, the Board may direct the Company to enter into a
trust agreement in such form and with such terms as.the Board shall approve (the “Trust Agreement”). If
the Board so directs, the Company shall enter into the Trust Agreement and shall issue to the trust created
by the Trust Agreement (the “Trust”) all of the Common Shares or common stock equivalents, to the
extent applicable pursuant to Section 24(c), issuable pursuant to the exchange (and any cash in lieu of
fractional shares), and all Persons. entitled to receive shares pursuant to.the exchange shall be entitled to
receive such Common Shares or common stock equivalents (and .any dividends or distributions made
thereon after the date on which such shares are deposited in the Trust and any cash in lieu of fractional
shares) only from the Trust and solely upon comphance with the relevant terms and provrsmns of the Trust
Agreement. »

(b) Immediately upon the action of the Board ordering the exchange of any Rights pursuant
to subsection (a) of this Section 24 and without any further action and without any notice, the right to
exercise such Rights shall terminate and the only right thereafter of a holder of such Rights shall be to
receive that number of Common Shares equal to the number of such Rights held by such holder multiplied
by the Exchange Ratio. The Company shall promptly give public notice of-any such exchange; provided,
however, that the failure to give, or any defect in, such notice shall not affect the validity of such
exchange. The Company promptly-shall mail a notice of any such exchange to all of the holders. of such
Rights at their last addresses as they appear upon the registry books of the Rights Agent. Any notice which
is mailed in the manner herein provided shall be deemed given, whether or not the holder receives the
notice. Each such notice of exchange will state the method by which the exchange of the Common Shares
for Rights will be effected and, in the event of any partial exchange, the number of Rights which will be
exchanged. Any partial exchange shall be effected pro rata based on the number of Rights (other than
Rights which have become void pursuant to the provisions of Section 11(a)(ii) hereof) held by each holder
of Rights.

(c)- In any exchange pursuant:to this Sectien 24, the Company, at its option, may substitute
common stock equivalents (as such term is deﬁned in Section 11(a)(iii) hereof) for some or all of the
Common Shares exchangeable for Rights. - : :

(d) In the event that there shall not be sufficient Common Shares or common stock
equivalents issued but not outstanding or authorized but unissued to permit any exchange of Rights as
contemplated in accordance with this Section 24, the Company shall take all such action as may be
necessary to authorize additional Common Shares or common stock equlvalents for issuance upon
exchange of the Rights.

Section 25. Notice of Certain Events.

(a). - In case the Company shall propose, after the Distribution Date, (i) to pay any dividend
payable in stock of any class to the holders of Common Shares or to make any. other distribution to the
holders of Common Shares (other than a regular quarterly cash dividend), (ii) to offer to the holders of
Common Shares rights or warrants to subscribe for or to purchase any additional Common Shares or
shares of stock of any class or any other securities, rights or options, (iii) to effect any reclassification of
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Common Shares (other than a reclassification involving only the subdivision® of outstanding Common
Shares), (iv) to effect any consolidation or merger into or with (other than a merger of a Subsidiary into or
with the Company), to effect any share exchange with or to effect any sale or other transfer (or to permit
one or more of its Subsidiaries to effect any sale or other transfer), in one or more transactions,.of 50% or
more of the assets or earning power of the Company and its Subsidiaries (taken as a whole) to, any other
Person, (v) to effect the liquidation;: dissolution or winding up of the Company, or (vi) to declare or pay
any dividend on the Common Shares payable in Common Shares or to effect a subdivision, combination or
conselidation of the Commen Shares (by reclassification or otherwise than by payment of dividends on the
Common Shares. payable in Common - Shares), then, in each 'such case,.the Company shall give to each
holder of a Right Certificate, in accordance with Section 26 hereof, a notice of such proposed action,
which shall specify the record date- for:the purposes of such stock dividend, or distribution of rights or
warrants, .or the date on which such reclassification, consolidation, merger, share exchange, sale, transfer,
liquidation, dissolution, or winding up is-to take place and the date of participation therein’ by the holders
of the Common: Shares if any suchdate is to be fixed, and such notice shall be so given in the case of any
action covered by clause (i)-or:(ii) above at least 10 days prior to the record date for determining holders of
CommonShares for purposes of such action; and in the ‘case of any such other action, at least 10-days prior
to the date of the taking of such proposed action or. the date of part1c1pat1on therein by the holders -of the
Common Shares, whichever shall be the:earlier. L , .

(b) - In case a Section 11(a)(ii) Event shall:occur, then (i) the Company shall as soon as
practicable thereafter give to each holder of a Right Certificate, in accordance with Section 26 hereof, a
notice of the occurrence of such event, which notice shall include a brief summary of the Section 11(a)(ii)
Event and the consequences thereof to holders of Rights.

Section 26. -  Notices.

(a) Notices or demands authorized by this ‘Agreement.to be given or made by the Rights
Agent or by the holder of any Right Certificate to or on the Company shall be sufficiently given or made.if
sent by overnight delivery service or registered or certified mail, postage prepaid, addressed (untll another
address is filed in wr1t1ng with the Rights Agent) as follows

MGIC Investment Corpora‘uon :
250 East Kilbourn Avenue :
Milwaukee, Wisconsin 53202
Attention: Secretary

b) Subject to the provisions of Section 21 hereof, any notice or demand authorized by this
Agreement to be given or made by the Company or by the holder of any Right Certificate to or on the
Rights Agent shall be sufficiently given or made if sent by overnight delivery service or registered or
certified mail, postage prepaid, addressed (until another address is filed in writing with the Company) as
follows:

- Wells Fargo Bank, National Association -
Attn: Wells Fargo Shareowner Services
Manager of Account Administration
1110 Centre Pointe Curve, Suite 101
Mendota Heights, MN 55120

(©) Notices or demands authorized by this Agreement to be given or made by the Company
or the Rights Agent to the holder of*any Right Certificate shall be sufficiently: given or made if sent by
first-class mail, postage prepaid, addressed to such holder at the address of such holder as shown on the
registry books of the Company. SR
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Section 27. +* : Supplements and Amendments. Prior to the Distribution Date and subject to
the penultimate sentence of this Section 27, the Company may and the Rights Agent shall, if the Company
so directs, supplement or amend any provision of this Agreement without the approval of any holders of
certificates representing Common Shares. From and after. the Distribution Date and subject to the
penultimate ‘sentenice of this Section 27, the Company and the Rights:-Agent shall, if the: Company so
directs, supplement or amend this Agreement without the approval of any holders of Right Certificates in
order (i) t0 cure any ambiguity, (ii) to cotrect or supplement any provision contained herein which may be
defective: or- inconsistent .with any other provision herein; (iii) to shorten or lengthen any time period
hereunder; or (iv) to-change-or supplement the provisions hereunder in any manner-which the Company
may deem necessary or desirable and which shall not adversely affect the interests of the holders of Right
Certificates (other than. an ‘Acquiring Person or an Affiliate or ‘Associate of an Acquiring -Person);
provided, that from and after-the Distribution Date this Agreement may-not be supplemented or amended
to lengthen, pursuant to clause (iii) of this sentence, (A) a time period relating to- when the Rights may be
redeemed ‘at such time as the Rights are not then redeemable, or (B)-any. other time period -unless such
lengthiening ‘is for the purpose of protecting, enhancing or:clarifying the rights of, and/or the benefits to,
the holders of Rights. Upon the delivery of a certificate from an appropriate officer of the Company which
states that the proposed 'supplement or amendment is in compliance with the terms-of this Section 27, the
Rights Agent shall execute such supplement or amendment. Notwithstanding anything contained in this
Agreement to the contrary; no supplement or amendment shall be made which reduces the then effective
Redemption Price .or moves to ‘an earlier date the then effective: Final' Expiration-Date. Prior to the
Distribution Date, the interests of the holders of nghts shall be deemed cornmdent w1th the interests of* the
holders of Common Shares : | N

Section 28. Successors All the covenants and prov1s1ons of th1s Agreement by or for the
benefit of the Company or the Rights Agent shall bind and inure to the benefit of therr respectlve
successors and ass1gns hereunder. L R ok

: Sectlon 29. Benefits of this Agreement Nothmg in thlS Agreement shall be construed to
give to any Person-other than the Company, the Rights Agent and the registered holders of the Right
Certificates (and, prior to the Distribution Date, the Common 'Shares) any legal -or equitable right, remedy
or claim under this Agreement; but this Agreement shall be for:the sole and ‘exclusive benefit of the
Company, the Rights Agent and the registered holders of the Right Certificates (and, prior to the
Distribution Date, the Common Shares).

Section 30. Severability. If any term; provision, covenant or restriction of this Agreement is
held by a court of competent jurisdiction or other authority to be invalid, void or unenforceable, the
remainder of the terms,provisions,'covenants and restrictions of this Agreement shall remain in full force
and effect and shall in no way be affected, impaired or invalidated, provided that nothing contained in this
Section 30 will affect the ability of the Company under the provisions of Section 27 to supplement or
amend this Agreement to replace such invalid, void or unenforceable term, provision,” coevenant or
restriction with a legal vahd and enforceable term provision, covenant or restriction. ;

Sectlon 31 Govermng Law. Th1s Agreement and each R1ght Cemﬁcate 1ssued hereunder
shall be deemed to be a contract made under the laws of the State of Wisconsin and for all purposes shall
be governed by and construed in accordance with the laws of such State applicable to contracts to be made
and performed entirely within such State.

Section 32. Counterparts. This Agreement may be executed in any number of counterparts
and each of such counterparts shall for all purposes be deemed to be an original, and all such counterparts
shall together constitute but one and the same instrument. :

Section 33. Descrlptlve Headlngs', Interpretation. Descriptive headings of ‘the several
Sections of this Agreement are inserted for convenience only and shall not control or affect the meaning or
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construction. of any of the provisions hereof. Any reference in this Agreement to a statutory or regulatory
provision includes a reference to any successor prov151on thereof s

Sectlon 34. Determmatlong and Actions by the Board and the Company. The Board and
the appropriate officers of the Company shall have the power and authority to administer this Agreement

and to exercise all-rights and powers specifically granted to the Company, or as may be necessary or
advisable in the administration of this Agreement, including, without limitation, the right-and power to
interpret the provisions of this Agreement and make-all determinations to be. made by the Company
hereunder or deemed necessary or:advisable for the administration of this Agreement. The Board shall
have the exclusive power and authority to exercise all rights and powers specifically granted to the Board,
including a determination to redeem or not:redeem the Rights or to. amend the Agreement and any
determination as to whether actions of any Person shall be such as to cause such Person-to beneficially
own Common Shares or to become an Acquiring-Person. All such actions, calculations, interpretations and
determinations (including, for purposes of clause (ii) below, all omissions with respect to the foregoing)
which are done or made by the Board or the officers of the Company, as applicable, in good faith, shall (i)
be final, conclusive and binding on the Company, the Rights Agent, the holders of the Rights and all other
part1es and (ii) not subject the Board of the Company to any l1ab111ty to the holders of the nghts

Sectlon 35. Book-Entr_‘y Reference in this Agreement to certificates for Common Shares
includes, in the:case of uncertificated Common. Shares, the balances indicated .in the book-entry account
system of the transfer agent for the Common Shares, and prior to the Distribution Date, any uncertificated
Common Shares shall also evidence the associated Rights. Any legend required to be placed on any
certificate for Common Shares may instead be included on any book-entry conﬁrmatron or notification to
the registered holder of such Common Shares. : .

Section 36. Amendment and Restatement. This Agreement amends and restates the 2009
Rights Agreement in its entirety, effective at the close of business on July 25, 2012. For purposes of
clarity, notwithstanding the foregoing and without limitation, any amendment effected by means of this
Agreement to the definitions of the terms “Acqumng Person” and “Grandfathered Person” included in the
2009 Rights Agreement does not affect the .validity or effectiveness of any (a) exception-from the
definition of Acquiring Person or (b) quallﬁcatron as a:Grandfathered Person, apphcable to any Person
prior to such amendment: : B

IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be duly executed
and attested, all as of the day and year first above wrltten :

MGIC INVESTMENT CORPORATION

Attest:

By: /s/ Marianne Baeurle L ‘k By: /s/ Jeffrey H. Lane

Name: Marianne Baeurle -~ . Name: - Jeffrey H. Lane

Title:  Administrative Assistant Title:  Executive Vice President, General

: Counsel & Secretary

WELLS FARGO BANK NATIONAL
ASSOCIATION

Attest:

By: /s/ Peggy Sime o By: - /s/ Jennifér Leno

Name: Peggy Sime - Name: * Jennifer-Leno

Title: Vice President . ( Title: ) Vice President
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EXHIBIT A

[Form of Right Certificate] _
Certificate No. R- o R ~ Rights

' NOT EXERCISABLE AFTER AUGUST 15, 2015 (SUBJECT TO EXTENSION) OR
EARLIER EXPIRATION OF THE RIGHTS AS PROVIDED IN THE RIGHTS

AGREEMENT.
“Right Certiﬁ_cate
' 'MGIC INVESTMENT CORPORATION
| ThlS certifies that ’ o , or reglstered‘ assigns, is the feglsterett owner of the nlifnber of

Rights set forth above, each of which ent1t1es the owner thereof, subject to the terms, prov151ons and
conditions of the Amended and Restated nghts Agreement, dated as of July 25, 2012, as amended on
March 4, 2013, and as such agreement may be .amended (the “Rights AgTeement”) between MGIC
Investment Corporation, a Wisconsin corporation (the “Company”), and Wells Fargo Bank, National
Association, a national banking association (the “Rights Agent”), to purchase from the Company at any
time after the Distribution Date (as such term is defined in the Rights Agreement) and prior to 5:00 P.M.,,

Milwaukee, Wisconsin time, on August 15, 2015, subject to extension, or earlier explratlon of the nghts
as provided under the Rights Agreement, at the principal office of the Rights Agent, or at the office of its
successor as Rights Agent, one-tenth of one fully paid nonassessable (except as otherwise provided by any
corporation law applicable to the Company) share of common stock, par value $1.00 (“Common Shares”),
of the Company, at a purchase price of $14.00 per Common Share (the “Purchase Price”) (equivalent to
$1.40 for each one-tenth of a Common Share), upon presentation and surrender of this Right Certificate
with the Form of Election to Purchase duly executed. The number of Rights evidenced by this Right
Certificate (and the number of Common Shares which may be purchased upon exercise hereof) set forth
above, and the Purchase Price set forth above, are the number and Purchase Price as of March 4, 2013,
based on the Common Shares as constituted at such date. As provided in the Rights Agreement, the
Purchase Price and the number of Common Shares which may be purchased upon the exercise” of the
Rights evidenced by this Right Certificate are subject to modification and adjustment upon the happenmg
of certain events. )

This Right Certificate is subject to all of the terms, provisions and conditions of the Rights
Agreement, which terms, provisions and conditions are hereby incorporated herein by reference and made
a part hereof and to which Rights Agreement reference is hereby made for a full description of the rights,
limitations of rights, obligations, duties and immunities hereunder of the Rights Agent, the Company and
the holders of the Right Certificates. Copies of the Rights Agreement are on file at the principal executive
offices of the Company and the above- mentioned offices of the Rights Agent.

This Right Certificate, with or without other Right Certificates, upon surrender at the principal office
of the Rights Agent, may be exchanged for another Right Certificate or Right Certificates of like tenor and
date evidencing Rights entitling the holder to purchase a like aggregate number of Common Shares as the
Rights evidenced by the Right Certificate or Right Certificates surrendered shall have entitled such holder
to purchase. If this Right Certificate shall be exercised in part, the holder shall be entitled to receive upon
surrender hereof another Right Certificate or Right Certificates for the number of whole Rights not
exercised.

Subject to the provisions of the Rights Agreement, the Rights evidenced by this Certificate (i) may be
redeemed by the Company at a redemption price of $0.001 per Right or (ii) may be exchanged in whole or

in part for Common Shares. The Board may, at its option, at any time after any Person becomes an
Acquiring Person, but prior to such Person’s acquisition of 50% or more of the outstanding Common
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Shares, exchange the Rights evidenced by this Certificate for Common Shares, at an exchange ratio of one
Common Share per Right, subject to adjustment, as provided in the Rights Agreement.

No fractional Common Shares will be issued upon the exercise or exchange of any Right or Rights
evidenced hereby, but in lieu thereof and subject to the following sentence a cash payment will be made,
as provided in the Rights Agreement. No Rights may be exercised that would entitle the holder to any
fraction of a Common Share greater than one-half of a Common Share unless concurrently therewith such
holder purchases an additional fraction of a Common Share which, when added to the number of Common
Shares to be received upon such exercise, equals an integral number of Common' Shares as prov1ded in the
Rights Agreement.

No holder of this Right Certificate shall be entitled to vote or receive dividends or be deemed for any
purpose the holder of the Common Shares or of any other securities of the Company which may at any
time be issuable on the exercise hereof, nor shall anythmg contained in the Rights Agreement or herein be
construed to confer upon the holder hereof, as such, any of the rights of a shareholder of the Company or
any right to vote for the election of d1rectors of upon any matter submitted to shareholders at any meeting
thereof, or to give or withhold consent to any corporate action, or to receive notice of meetings or other
actions affecting shareholders (except as provided in the Rights Agreemerit), or to receive dividends or
subscription rights, or otherwise, until the Right ot nghts ev1denced by this’ nght Certlﬁcate shall have
been exercised as provided in the Rrghts Agreement -

This Right Certificate shall not be valid or obhgatory for any purpose untll it 'shall have been
countersrgned by the nghts Agent.

WITNESS the fa031m11e signature of the proper ofﬁcers of the Company and 1ts corporate seal. Dated
as of iy

: MGIC INVESTMENT CORPORATION
Attest: : B

By:
Title:
Countersigned: ‘
WELLS FARGO BANK NATIONAL
ASSOCIATION
By:
Authorized Signature
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[Form of Reverse' Side:of Right Certificate]
FORM OF ASSIGNMENT

:'(To be executed by the registered holder if such:::
- ‘holder desires to:transfer the: nght Certrﬁcate )

FOR VALUE RECEIVED hereby sells, assigns and transfers unto (Please print name and
address of transferee) . - this Riglit Certificate, together with-all right, title and interest therein, and does
hereby irrevocably ¢onstitute‘and ‘appoint-Attorney, to transfer the within Right Certificate on the books of
the within-named Company, with full power of substitution. S

Dated: - ,

" Signature

Signature Medalhon Guaranteed
The unders1gned hereby certlfies that the nghts ev1denced by this nght Certlﬁcate are ‘not
beneficially owned by an Acqumng Person or an Afﬁhate or Assocrate thereof (as deﬁned in the Rights

Agreement) RIS , : .
, . «:,»i..q'::i

Slgnature
FORM OF ELECTION TO PURCHASE

(To be executed if holder desires to
exercise the Right Certificate.)

To MGIC INVESTMENT CORPORATION:
The undersigned hereby irrevocably elects to exercise Rights represented by this Right Certificate to
purchase the Common Shares issuable upon the exercise of such Rights and requests that certificates for

such Common Shares be issued in the name of’

Please insert social security
or other identifying number

(Please print name and address)

If such number of Rights shall not be all the Rights evidenced by this Right Certificate, a new Right
Certificate for the balance remaining of such Rights shall be registered in the name of and delivered to:

Please insert social security
or other identifying number

(Please print name and address)

Dated: ,

Signature
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[Form of Reverse Side of Right Certificate — continued]
Signature Medallion Guaranteed:

Signatures must be guaranteed by a member firm of a registered national securities exchange, a
member of the Financial Industry Regulatory Authority, or a commercial bank or trust company having an
office or correspondent in the United States.

The undersigned - hereby cerﬁﬁes that - the Rights evidenced by’ this Righf Certificate are not
beneficially owned by an Acquiring Person or an ‘Affiliate or Assomate thereof (as :defined in the Rights
Agreement). : : : : . : '

Signature
NOTICE

The signature in the foregoing Forms of Assignment and Election must conform to the name as
written upon the face of this Right Certificate in every particular, without alteration or enlargement or any
change whatsoever. :

In the event the certification set forth above in the Form of Assignment or the Form of Election to
Purchase, as the case may be, is not completed, the Company and the Rights Agent will deem the
beneficial owner of the Rights evidenced by this Right Certificate to be an Acquiring Person or an
Affiliate or Associate thereof (as defined in the nghts Agreement) and such Assignment or Election to
Purchase will not be honored.
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EXHIBIT B

MGIC INVESTMENT CORPORATION

SUMMARY OF RIGHTS TO PURCHASE
" COMMON SHARES ’

On July 22, 1999, the Board of Directors (our “Board”) of MGIC Investment Corporation (the
“Company”) entered into a rights agreement ‘and declared a d1v1dend of one common share purchase right
(a “Right”) for each outstanding share of common stock, $1.00 par value (the “Common Shares™), of the
Company. The dividend was payable on August 9, 1999 to the shareholders of record on that date (the
“Record Date”). Our Board extended the term of and otherwise.amended and restated that rights
agreement on July 7, 2009 and July 25, 2012, and further amended it on March 4, 2013, in an effort to
protect shareholder value by attempting to diminish the risk that ‘the Company s ability to use its net
operating Josses (“NOLS”) to reduce potential future federal income tax obligations may become
substantially limited and by deterring certain abusive takeover practices. '

We provide the followmg summary descr1pt1on of the Amended and Restated Rights Agreement (the
“Rights Agreement”) as made between the Company and Wells Fargo Bank National Association, as the
Rights Agent, on July 25, 2012, as amended on March 4, 2013. Please note, however, that this description
is only a summary, and is not complete, and should be read together with the entire Rights Agreement,
which has been filed with the Securities and Exchange Commission as an exhibit to an amendment to a
Registration Statement on Form 8-A dated on or about March 4, 2013. A copy of the Rights Agreement is
available free of charge from our Company.

The Rights. The Rights will initially trade with, and will be inseparable from, the Common Shares. The
Rights are evidenced only by certificates that represent Common Shares. New Rights will accompany any
new Common Shares we issue until the Distribution Date described below or until the Rights are
redeemed or the Rights Agreement expires.

Exercise Price. Each Right will allow its holder to purchase from our Company one-tenth of one Common
Share for $14.00 per full Common Share (equivalent to $1.40 for each one-tenth of a Common Share),
once the Rights become exercisable. Prior to exercise, the Right does not give its holder any dividend,
voting, or liquidation rights.

Exercisability. The Rights will not be exercisable until the earlier of (1) 10 days after the public
announcement, or the Board concluding, that a person or group has become an “Acquiring Person” by
obtaining beneficial ownership of 5.0% or more of our outstanding Common Shares, subject to certain
exceptions, or (2) 10 business days (or such later date as the Board shall determine) following the
commencement of a tender offer or exchange offer that would result in a person or group becoming an
“Acquiring Person.”

We refer to the date when the Rights become exercisable as the “Distribution Date.” Until that date, the
certificates for the Common Shares will also evidence the Rights, and any transfer of Common Shares will
constitute a transfer of Rights. After that date, the Rights will separate from the Common Shares and be
evidenced by book entry credits or by Rights certificates that we will mail to all eligible holders of
Common Shares. Any Rights held by an Acquiring Person are void and may not be exercised.

Flip In. If a person or group becomes an Acquiring Person, all holders of Rights except the Acquiring

Person may, for $14.00, purchase Common Shares with a market value of $28.00, based on the market
price of the Common Shares prior to such acquisition.
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Expiration. The Rights will expire on August 1, 2015, subject to extension or earlier expiration of the
Rights as provided under the Rights Agreement.

Redemption. Our Board may redeem the Rights for $0.001 per Right at any time before any person or
group becomes an Acquiring Person. If our Board redeems any Rights, it must redeem all of the Rights.
Once the Rights are redeemed, the only right of the holders of Rights will be to receive the redemption
price of $0.001 per Right. The redemption price will be adjusted if we have a stock split or stock dividends
of our Common Shares. ’

Exchange. After a person or group becomes an Acquiring Person, but before an Acqu1r1ng Person owns
50% or more of our outstanding Common Shares, our Board may extmgulsh the Rights by exchanging one
Common Share or an equivalent security for each nght other than nghts held by the Acqulrmg Person.

Anti-Dilution Provisions. Our Board may adjust the purchase price of the Common Shares, the number of
Common Shares issuable and the number of outstanding Rights to prevent dilution that may occur from a
stock dividend, a stock split or a reclkass1ﬁcatlon of the Common Shares No adjustments to the Exercise
Price of less than 1% will be made l

Amendments. The terms of the Rights Agreement may be amended by our Board without the consent of

the holders of the Rights. "After a person or group becomes an Acquiring Person, our Board may not
amend the R1ghts Agreement in a way that adversely affects holders of the nghts
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EXHIBIT C

FORM OF REPRESENTATION AND REQUEST LETTER

This letter is delivered to the Company pursuant to Section 1(q)(i) of the Amended and Restated
Rights Agreement (the “Agreement”), dated as of July 25, 2012 and as amended through the date hereof,
by and between MGIC Investment Corporation, a ‘Wisconsin corporatlon (the “Company”), and the Rights
Agent named therein. Cap1tahzed terms used, but not defined, in this letter (and the term “beneficial
ownershlp ) shall have the meanings given them under the Agreement.

‘By delivery of this letter, [Name] (“Investor”) requests that the- Company determine pursuant to
Section 1(q)(it) of the Agreement, based on this letter and any other information that the Company
believes relevant (which, upon written request of the Company, Investor must provide if it desires to
pursue this request), that beneficial ownership by Investor and its Affiliates and Associates of 5.0% or
more of the outstanding Common Shares would not jeopardize or endanger the availability to the
Company of the Tax Benefits (such determination, if affirmative, is referred to herein as the
“Determination”). The representatlons, warranties, and coyvenants of Investor contained in this letter are
being provided or made solely in connection with Investor’s request that the Company make the
Determination, thereby effectuating the exemption (the “Exemption”) provided in Section 1(q) of the
Agreement.

For purposes of this letter, the following terms shall ha?e the tneanings indicated; k

(a) The “Applicable Period” means the period beginning with and including the date of this letter
and ending at the earlier of (A) the time; if any, follow1ng the Determination at which the Exemption
is no longer in effect, or (B) the time at which the Agreement is no longer effective.

(b) A specified Person has “Economic Ownershlp " of ‘shares if such shares are treated, for

' purposes of Section 382 of the Code and the Treasury Regulatxons thereunder, as being owned by the

specified Person (or by a Person or group of Persons to which the shares owned by the specified
Person are attributed pursuant to Treasury Regulation Section 1.382-2T(h)).

(c) “Fund” means (A) an_ investment account that is not itself a Person and that is managed or
advised by Investor or by an Affiliate or Associate of Investor, and (B) any Afﬁhate or Associate of
Investor that is an investment fund.

(d) “Investor Group refers collectively to Investor and 1ts Afﬁhates and Assoaates (1nclud1ng
) other than the Funds. ‘

PR
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Investor makes the following representations, warranties, and covenants:

The aggregate number of Common Shares, the aggregate principal amount of 2063 Debentures,
the aggregate principal amount of 2017 Notes and the aggregate principal amount of 2020 Notes
beneficially owned by the Funds and by the Investor Group and Funds, coliectlvely, are as

follows:

Aggregate o Aggrégate Aggregate
Number of Principal ' Prmclpal Principal
Common Amount of 2063 | Amount 0f2017 | Amountof
Shares Debentires (a) Notes (a) 2020 Notes (a)
Funds
Investor Group
and Funds,
collectively

[(a) Disclose in a footnote the dates of acquisition of all 2063 Debentures 2017 Notes and 2020
Notes (as applicable) held and the aggregate principal amount acqulred on each such date.]

Investor represents and warrants that the following statements are true and correct at the date of
this letter, and that the statements in subparagraphs (b) and (c) below will also be true and correct
at all times during the Applicable Period:

(a) Nelther the Investor Group nor any single Fund has Economic Ownership of more than
4.90%' of the total outstandlng Common Shares.

(b) With respect to any Common Shares owned by the Investor Group, no member of the
Investor Group is acting as a member of a group that both (I) includes any ‘Person other than
another member of the Investor Group and (II) is treated as an “entity” under the second
sentence of Treasury Regulation Section 1.382- 3(a)(1)(1)

(c) With respect to any Common Shares owned by a Fund, such Fund is not acting as a member
of a group that is treated as an “entity” under the second sentence of Treasury Regulation
Section 1.382-3(a)(1)(i). "

Investor acknowledges, understands and agrees that, at all times during the Applicable Period,
neither the Investor Group nor any Fund shall acquire (other than through a stock dividend, rights
dividend, stock split or similar transaction effected by the Company) any Common Shares (or any
interests in an entity that owns, directly or indirectly, any Common Shares) if, immediately after
such acquisition, (i) the Investor Group or such Fund would have Economic Ownership of more
than 4.99% of the total then-outstanding Common Shares, or (ii) to Investor’s knowledge, any
Person other than (x) a member of the Investor Group or (y) such Fund would have Economic
Ownership of more than 4.99% of the total then-outstanding Common Shares (and would not

have such level of Economic Ownership but for such acquisition by the Investor Group or such
Fund).
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Investor acknowledges and agrees that the accuracy of the foregoing representations and warranties
and compliance with the foregoing covenants are a condition to the Exemption becoming effective and

remaining in effect.

!'1n its sole discretion, the Company may accept a higher percentage not greater than 4.99%.
Sincerely,
[Name of Investor]
By:

Name:
Title:
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Financial Summary
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S— Fellow Shareholders | —

2012 was a year in which we experienced disappointing financial results but
accomplished numerous operational goals which improved our position for
future earnings. In addition, with the housing market finally showing signs of
life, and the success of the capital raise discussed below, MGIC is in an excellent
position to take advantage of the improving housing market.

New household formations, after averaging about 500,000 per year from
2008 through 2010, grew to 1.1 million in 2011 and 1.2 million in 2012. This is a
“key statistic for MGIC as new household formations often give rise to first time
home buyers who typically lack the funds to afford a 20% down payment‘
Interest rates at near record low levels and the current level of home prices
combine to make housing the most affordable it has been in decades. The housing market is‘very active: as
of December 2012, there is only a four month supply of houses, down from a high of 12 months in 2010.
National moﬂ:gage delmqueney rates fell to 7.1% in the fourth quarter of 2012 from a high of 10.1% two
years ago, ‘And home prices: ‘rose, up 7.3% in 2012, which helped decrease: the number of underwater
mortgages-to 6.6 million at:December” 31 2012, down from 10. 5 mrlhon a year ago. All of these factors
bode well for MGIC. : r r

In 2012, our industry continued to regain market share from the FHA and recently the FHA
announced another price increase, which will be effective April 1, 2013. In fact, MGIC insurance is now a
less expensive alternative to FHA at all FICO scores above 680. We estimate the private MI industry’s
market share at approximately 10% in the 4th quarter of 2012, up from approximately 6% a year ago.
Within our industry, MGIC’s reported market share was approximately 18% for the full year. We estimate
that approximately 75% of the private mortgage insurance market in 2012 was comprised of the more
profitable monthly premium plans and, within that segment, we estimate our market share was 21% in the
fourth quarter of 2012. The $24 billion of new insurance we wrote in 2012 represents a 70% increase from
2011. / :

The new busmess wrltl;en since mld 2008 now accounts for approx1mate1y 33% of our nsk in force
and we expect ‘the business from the most troubled years (2005 through mld—2008) to be'less than 50% of
our primary risk ‘in force by. the end of 2013. This new business augments our existing claims paying
ability as each $20 billion of new insurance we write is expected to add approximately $400 million of
premiums in excess of losses over its estimated life. The profitability of the new business is perhaps best
captured by the fact that after four years of seasoning, the 2009 book of business has an incurred loss ratio
of approximately 13%, after three years of seasoning, the 2010 book of business has an incurred loss ratio
of less than 6% and, after two years of seasoning, the 2011 book has an incurred loss ratio .of
approximately 3%. We are in a “golden age” of credit quality that I expect to continue for some time,
given the changes made after the lessons learned from the books of business written at the peak of the
market and the impact that the definition of “qualified mortgage” is expectéd to have in reinforcing future

quality.

On the credit front, while the cure rate on delinquent mortgages did not recover as- fast as ‘we had
expected, the number of new notices of- ‘delinquency decreased 21%, yeat ‘over year. The primary
delmquent 1nvent0ry declined by 20% in»2012 and paid claims declined by 11%. Dunng 2012, we
approved mortgage m.odlﬁcatlons under the US Treasury’s HARP program, enabling 59,000 borrowers
(representing $11.2 billion of insurange in force) to lower their monthly payment: obhgatlon and i improve
their ability to continue * maklng thelr mortgage ‘payments.’. S' ce*the - inception of the program,
approximately 11% of our primary insurance in force (nearly 100, 0 ‘borrowers with mortgage balances
totaling $18.7 billion) has benefited from HARP or similar refinance programs and more than 98% of the
related borrowers are current. Additionally, approximately 11% of the insurance in force has been
modified through HAMP or other loan modification programs, thus helping these borrowers to avoid a
foreclosure and MGIC avoid a claim payment.




Fellow Shareholders

In the fourth quarter of 2012 we booked the ﬂnan01al 1mpact of the Freddle Mac dlspute which we
settled, and the expected financial impact of the Countrywide dispute, which we have made substantial
progress towards resolving, These contingencies were major overhangs to our company and our stock. I
am delighted one is now behind us and, while there can never be any guaranty, the other is well on its way
to resolution. S s »

Finally, while not a 2012 event, I would be remiss if I did not mention the March 2013 concurrent
offerings of common stock and convertible senior notes that raised net proceeds of more than $1.1 billion.
We have already transferred $800. million of them to MGIC, thereby reducing its: risk-to-capital ratio so
that it is within regulatory requirements and further increasing its claims paying ability. The result is that
we have strengthened MGIC’s competitiveness to take advantage of the expanding opportunities in our
industry. MGIC’s long-established market presence, -combined with its strong national sales and
underwriting orgamzatlons make us a formidable presence for our competition, partlcularly in-the imore
profitable monthly premium segment of the market. The additional capital will also improve our holding
company liquidity.

-So in summary, ‘our company is in an excellent position to participate in the improving. housing
market. And, unlike new entrants to our business, we are an established company with a tenured sales and
underwriting organization. Returns on the. monthly premium business are very strong and should continue
to be so, given the outstanding. credit quality.of our recent new business. We believe, that the capital and
operating strategy that we have put in place positions our company well for a better future. :

Thank you for your support

Respectfully, \ | | 7‘ ' | - -' N L

&t/(%/

Curt S. Culver '
Chairman and Chief Executive Officer

The factors discussed under “Risk Factors” following the “Management’s Discussion and Analysis”
in this Annual Report may cause actual results to differ materially from the results contemplated by
forward looking statements made ‘in the foregoing letter. Forward looking statements consist of statements
which relate to matters other than historical fact, including matters that inherently refer to future events.
” “expect,” “believe” or “will” or

FI N

Statements in the letter that include words such as “may,” “could,
words of similar import, are forward looking statements.



MGIC INVESTMENT CORPORATION & SUBSIDIARIES — YEARS ENDED DECEMBER 31, 2012, 2011, 2010, 2009 AND 2008

Five-Year Summary of Financial Information

Summary of Operations
Revenues:
Net premiums written
Net premiums earned... ..........
Investment income, net..........
Realized investment gains -
(losses), net, including net
impairment losses.............
Other revenue...................

................

Losses and expenses:
Losses incurred, net
Change in premium deficiency
reserve
Underwriting and other expenses -
Reinsurance fee ................ .
Interest expense .................
Total losses and expenses......

..............

Loss before tax and joint
ventures
(Benefit from) provision for income

........................

Income from joint ventures, net of
tax (1)
NetlosS..oeuieuieenerneinnennennns

..........................

Weighted average common shares
outstanding .....................

Diluted loss per share..............

Dividends per share

Balance sheet data
Total investments
Cash and cash equivalents
Total assets
Lossreserves........cocvevenene...

Premium deficiency reserve........ .
Short- and long-term debt..........

Convertible senior notes
Convertible junior debentures......
Shareholders’ equity...............
Book value per share

.................

.......................

..............

Year Ended December 31,

2012 2011 2010 " 2009 2008
(In thousands, except per share data)

$1,017,832° $1,064,380 $1,101,795 $ 1,243,027 $ 1,466,047

$1,033,170 $ 1,123,835 §$1,168,747 $ 1,302,341 $1,393,180

121,640 . 201,270 . 247,253 304,678 308,517
195,409 142,715 92,937 51,934 (12,486)

. 28,145 36,459 11,588 49,573 32,315

1,378,364 1,504,279 1,520,525 1,708,526 1,721,526

2,067,253 1,714,707 1,607,541 3,379,444 3,071,501
(61,036) (44,150) (51,347): (261,150) (756,505)

201,447 214,750 225,142 239,612 . 271,314

- : - A 26,407 1,781

99,344 103,271 98,589 89,266 81,074

2,307,008 1,988,578 1,879,925 3,473,579 2,669,165
(928,644) (484,299) (359,400) (1,765,053) (947,639)
(1,565) 1,593 4,335 (442,776) (397,798)

- 24,486

201,892 201,019
(459) $ (242

- $ -
$4,230,275 $ 5,823,647
1,027,625 995,799
5574324 7,216,230
4,056,843 4,557,512
73,781 134,817
99,910 170,515
345,000 345,000
379,609 344,422
196,940 1,196,815
0.97 5.95

176,406
$  (2.06)

$ -

$7,458,282
1,304,154
9,333,642
5,884,171
178,967
376,329
345,000
315,626
1,669,055
18.33

124,209

$ (927,079) $ (485,892) $ (363,735) $(1,322,277) $ (525,355)

113,962
$ (1065 $  (4.61)
$ - $ 0075
$ 7,254,465 $7,045,536
1,185,739 1,097,334
9,404,419 9,146,734
6,704,990 4,775,552
193,186 454336
377,098 698,446
291,785 272,465
1,302,581 = 2,434,233
10.41. 19.46



Five,-Year.mSnnim‘avr-y of Fiqancial fInformation;;(gont.)

New, prlmary insurance written

($ millions)
New primary risk written
_($ millions)
New pool risk written
($ millions)

...................
....................

...................

Insurance in force (at year-end)
($ millions) :
Direct prlmary 1nsurance .........
Direct primary risk
Direct pool risk -
With aggregate loss limits ...
Without aggregate loss limits . .

vessseseeseses .

Prlmary loans in default ratlos '
Policies in force
Loans indefault.................
Percentage of loans in default ..
Percentage of loans in default —

...................

............................

Insurance operating ratios
(GAAP) (2) |

Loss ratio

Underwriting expense ratio

.......................

......

Combined _ratio ................. .

Rlsk-to-capltal ratlo (statutory)
Mortgage Guaranty Insurance
Corporation........eeeuvune... '
MGIC Indemnity Corporation. ..
Combined insurance companies. .

)

. ) Year Ended December 31, S
2012;, ‘ 2011 2010 L - 2009 ) ,‘2008
§ 24125 § 14234 § 12257 § 19942 § 48230
5,949 3,525 2,944 4,149 11,669
- - - 4 145
162,082 172,873 191250 = 212,182 226,955
41,735 44462 48979 54343 58981
439 674 1,154 1478 1752
879 1,177 1,532 1,951 2,521
1,006,346 71,0970',0)86 1228315 1360456 1,472,757
130,845 175639 214724 250440 182,188
1390% 16.11%  1748% . 1841%  1237%
3210%  35.33%  37.36% . 4087%  32.64%
200.1% 152.6% 1375%  2595%  2204%
15.2% 16.0% 16.3% 15.1%  14.2%
2153% . 168.6% 153.8% 274.6%  234.6%
44.7:1 203:1 1981 1941 129:1
1.2:1 I ST
4781 2221 2321 22.1:1 14.7:1

For many years ending in 2008, we had a significant investment in a less than majority owned Jomt

venture, Sherman Financial Group LLC, or “Sherman.” In August 2008, we sold our entire interest in
Sherman to Sherman. Beginning in the fourth quarter of 2008, our results of operations are no longer
affected by any joint venture results.

@

The loss ratio is the ratio, expressed asa percentage of the sum of incurred Tosses and loss adjustment

expenses to net premiums earned. The expense ratlo is. the ratio, expressed as a percentage of the
combined insurance operations underwntlng expenses to net premiums written.



Management’s Discussion and Analysis of
Financial Condition and Results of Operations

We have reproduced below the “Management’s Discussion and Analysis of Financial Condition and
Results of Operations” and “Risk Factors” that appeared in our Annual Report on Form 10-K for the year
ended December 31, 2012, which was filed with the SEC on‘March 1, 2013. Except for various cross-
references, we have not changed what appears below from what was in our Form 10-K. As a result, the
Management s Discussion and Analy31s and Risk Factors are not updated to reflect any events or changes
in circumstances that have occurred since our Annual Report on Form 10-K was filed with the SEC. Our
Risk Factors are an integral part of Management’s Discussion and Analysis and appear 1mmedl1ately after
it. o

Overview

Through our subsidiaries Mortgage Guaranty Insurance Corporat1on (“MGIC”) and MGIC Indemn1ty
Corporation ("MIC”), we are the largest private mortgage insurer in the United States, as measured by
$162.1 billion of primary insurance in force at December 31, 2012. For our rank based on new insurance
written in 2012, see Item 1, “Our Products and Services—Sales and Marketmg and Competmon” in our
Annual Report on Form 10- K for the year ended December 31, 2012.

As used below, “we” and “our” refer to MGIC Investment Corporation’s consolidated operations. In
the discussjon below, we classify, in accordance with industry practice, as “full documentation” loans
approved by GSE and other automated underwriting systems under “doc waiver” programs that do not
require verification of borrower income. For additional information about such loans, see footnote (3) to
the composition of primary default inventory table under “Results of Consolidated Operatlons—Losses—
Losses Incurred” below. The discussion of our business in this document generally does not apply to our
Australian opera’aons “which have historically been immaterial. The results of our operations in Australia
are included in the consolidated results disclosed. For additional information about our Australian
operations, see our risk factor titled “Our Australian operations may suffer s1gn1ﬁcant losses” below and
“Overview—Australia” below.

Forward Looking and Other Statements

As discussed under “Forward Looking Statements and Risk Factors” in this Annual Report, actual
results may differ materially from the results contemplated by forward looking statements. We are not
undertaking any obligation to update any forward looking statements or other statements we may make in
the following discussion or elsewhere in this document even though these statements may be affected by
events or circumstances occurring after the forward looking statements or other statements were made.
Therefore no reader of this document should rely on these statements being current as of any time other
than the time at which this document was filed with the Securities and Exchange Commission.

Outlook
At this time, we are facing the following particularly significant challenges:
*  Whether we may continue to write insurance on new residential mortgage loans due to actions our

regulators or the GSEs could take based upon our cap1tal posmon or based upon their projections
of future deterioration in our capital pos1t10n Thls challenge is d1scussed under “Cap1tal” below



Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

"»* Whether private mortgage insurance will remain a significant: credit enhancement alternative for
~ low down payment single family mortgages. A definition of “qualified residential mortgages”
(“QRM”) that significantly impacts the volume of low down payment mortgages available to be
insured or a possible restructuring or change in the charters of the GSEs could significantly affect
our business. If final rules implementing Basel III do-not consider mortgage :insurance when
_calculating a loan’s risk weighting, the incentive for banking organizations to purchase mortgage
_insurance: for loans held for investment may be reduced. For additional information about this
“challenge, see “Qualified Residential Mortgages™ and “GSE: Reform” below and our risk factor
titled “The implementation of the Basel Il capital accotrd, or other changes to our customers”
capital requirements, may discourage the use of mortgage insurance” below.

Capztal

Insurance regulators

The insurance laws_ of 16 jurisdictions, including: Wisconsin, our domiciliary state, require a mortgage
insurer to maintain a minimum amount of statutory capital relative to the risk in force (or a similar
measure) in order for the mortgage insurer to. continue to write new business. We. refer to. these
requirements as the “Capital Requirements.” New insurance written in. the jurisdictions that have Capital
Requirements:. represented approximately 50% of new insurance written in 2011 and.2012.. While
formulations of ' minimum capital vary among jurisdictions, the most common formulation allowsfor a
maximum risk-to-capital ratio of 25 to 1.

At December 31, 2012, MGIC’s risk-to-capital ratio was 44.7 to 1, exceeding the maximum allowed
by many jurisdictions. We expect MGIC’s risk-to-capital ratio to increase above its December 31, 2012
level. At December 31, 2012; -the risk-to-capital ratio of our combined insurance operatlons (Wthh
1nc1udes reinsurance afﬁhates) was 47.8t0 1. . :

Although MGIC does not meet the Capltal Requ1rements of Wisconsin, the Ofﬁce of'.the
Commissioner of Insurance of the State of Wisconsin (“OCI”) has waived them until December 31, 2013.
In place of the Capital Requirements, the. OCI Order containing the waiver of Capital Requirements (the
“OCI Order”) provides that MGIC can write new business as long as it maintains regulatory capital that
the OCI .determines is reasonably in excess of a level that would constitute a financially hazardous
condition. See Note 1 — “Nature -of Business — Capital” to our consolidated financial statements for a
description of the OCI Order and other state waivers of capital requirements.

MGIC’s failure to meet the Capital Requirements to insure new business does not necessarily mean
that MGIC -does not have sufficient resources to pay claims on its insurance liabilities. While we believe
that MGIC has sufficient claims paying resources to meet its claim obligations on its insurance in force on
a timely basis, we cannot assure you that the events that led to MGIC failing to meet Capital Requirements
would not-also result in it not having sufficient claims paying resources: Furthermore, our estimates of
MGIC’s claims paying resources and:claim obligations are based on various. assumptions. . These
assumptions include the timing of the receipt of claims on loans in our dehnquency inventory and future
claims that .we anticipate will ultimately -be -received, our-anticipated rescission: activity, premlums
housing values and unemployment rates: These assumptlons are subject to 1nherent uncertamty and require
Judgment by management fa ' e Gelon : S -

As part of our longstandmg plan to wr1te new: busmess in MIC a d1rect subs1dlary of MGIC MGIC
has made capital :contributions to MIC. As of December 31, 2012, MIC had statutory capital of $448
million. In the third quarter of 2012, we began writing new mortgage insurance in MIC on the same policy
terms as MGIC, in those jurisdictions where we: did not have active waivers of Capital Requirements: for
MGIC. We project MIC can write 100% of our new insurance for at least five years if MGIC is unable to



Management’s Discussion and-Analysis of
Financial Condition and Results of Operations (continued)

write new business. This projection is based on the 18:1 risk-to-capital limitation prescribed by Freddie
Mac’s approval of MIC and assumes the mix and level of new insurance written in the future would be the
same as we wrote in 2012. It also assumes MIC’s eligibility would extend throughout this period.
Approximately 19% of new insurance written in 2011 and 2012 was from jurisdictions in-which MIC is
currently writing business. If we had to write substantially. more of our business in MIC and our levels of
new. insurance written were to increase materially, MIC may require additional capital to stay below
Freddie Mac’s prescribed risk-to-capital limit or a waiver of Freddie Mac’s risk-to-capital limitation may
be required. See Note 1 — “Nature of Business — Capltal” to our consolidated ﬁnanc1a1 statements for a
discussion of our approvals fromthe GSEs to utlhze MIC :

GSEs

The GSEs have approved MGIC as an eligible mortgage insurer, under remediation plans, even
though our insurer financial strength (IFS) rating is below the published GSE minimum. The GSEs may
change the requirements under our remediation plans or fail to renew, when they expire, their approvals of
MIC as an eligible insurer. These possibilities could result from changes imposed on the GSEs by their
regulator or due to an actual or GSE-projected deterioration in our capital position. For additional
information about this challenge see our risk factors titled “We may not continue to- meet the GSEs’
mortgage-insurer eligibility requirements,” “Capital requirements may prevent us from continuing to write
new insurance on an uninterrupted basis” and “We have reported losses for the last five years, expect to
continue to report annual net losses, and cannot assure you when we will return to profitability” below.

Qualified Residential Mortgages

The financial reform legislation that was passed in July 2010. (the “Dodd-Frank Act” or “Dodd-
Frank”) requires a securitizer to retain at least 5% of the risk associated with mortgage loans that are
securitized, and in some cases the retained risk may be allocated between the securitizer and the lender
that originated the loan. This risk retention requirement does not apply to mortgage loans that are
Qualified Residential Mortgages (“QRMs”) or that are insured by the FHA or another federal agency. In
March 2011, federal regulators requested public comments on a proposed risk retention rule that includes a
definition of QRM. The proposed definition of QRM contains many underwriting requirements, including
a maximum loan-to-value ratio (“LTV”) of 80% on a home purchase transaction, a prohibition on seller
contributions toward a borrower’s down payment or closing costs, and certain limits on a borrower’s debt-
to-income ratio. The LTV is to be calculated without including mortgage insurance. None of our new rxsk
written in 2012 was on loans that qualify as QRMs under the March 2011 proposed rules.

The regulators also requested public comments regarding an alternative QRM definition, the
underwriting requirements of which would allow loans with a maximum LTV of'90% and higher debt-to-
income ratios than allowed under the proposed QRM definition, and that may consider mortgage insurance
in determining whether the LTV requirement is met. We estimate that approximately 22% of our new risk
written in 2012 was on loans that would have met the alternative QRM definition. The regulators also
requested that the public comments include information that may be used to assess- whether mortgage
insurance reduces the risk of default. We submitted a comment letter, including studies to the effect that
mortgage insurance reduces the risk of default. Under the‘proposed rule, because of the capital support
provided by the U.S. Government, the GSEs satisfy the Dodd-Frank risk-retention requirements while they
are in conservatorship. Therefore, under the proposed rule, lenders that originate loans that are sold to the
GSEs while they are in conservatorship would not be required to retain risk associated with those loans.
The public comment period for the proposed rule expired:on August 1, 2011. At this time we do not know
when a final rule will be issued, although it was not expected that the final QRM rule would be issued until
the final rule defining Qualified Mortgages (QMs) (discussed below) was issued. The Consumer Financial
Protectlon Bureau (“CFPB”) 1ssued the ﬁnal QM rule on January 10, 2013. .
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Depending on, among other things, (a) the final definition of QRM and its: requirements for LTV,
seller contributions and debt-to-income ratio, (b) to what extent, if any, the presence of mortgage
insurance “would allow for a higher LTV.in the definition of ‘QRM,:and (c) whether lenders choose
morigage insurance for non-QRM loans, the.amount of new insurance: that we write may be:materially
adversely. affected. For other factors that could decrease the demand for mortgage insurance, see our risk
factors titled “If the volume of low down payment home mortgage originations declines, the amount of
insurance that we write could decline, which would reduce: our revenues” and “The implementation of the
Basel I capital accord, or other changes to our customers cap1tal requlrements may dlscourage the use
of mortgage insurance” below. : S : B

As noted above, on January 10, 2013; the CFPB 1ssued the ﬁnal rule deﬁnmg QM in order to
implement laws requiring lenders to consider a-borrower’s. ability to repay @ home loan before extending
credit. The QM rule, which becomes effective-in January 2014, prohibits loans:with certain features;:such
as negative amortization, points and fees in excess of 3% of the loan amount,.and terms exceeding 30
years, from being considered QMs. The' rule also establishes:‘general- underwriting criteria for. QMs
including that a borrower have a total debt-to-income ratio of less than or equal to 43%. The rule provides
“a temporary category of QMs that have more flexible underwriting requirements so long-as they:satisfy the
general product feature requirements of QMs and so long as they meet the underwriting: requirements of
the GSEs-or those of the U.S. Department of Housing and Urban Development, Department of Veterans
Affairs -or Rural Housing Service (collectively, “Other ‘Federal Agencies”). The temporary. category of
QMs that meet the underwriting requirements. of the GSEs:or the Other Federal Agencies will phase out
when the GSEs or:the Other Federal Agencies issue their own -qualified mortgage rules; if the GSEs’
conservatorship ends, and in any case after seven years. We expect that most lenders will be reluctant to
make loans-that do not-qualify as QMs because they will not be entitled to the presumptions:about
compliance with ‘the" ability-to-pay requirements. Given the credit characteristics ‘presented to us, we
estimate -that 99% of our new. risk written in 2012 was for mortgages. that would have met the QM
definition and 91% of our new risk written in 2012 was for mortgages: that would have metithe QM
definition even without theé temporary category allowed for mortgages that meet the GSEs’ underwriting
requirements. In making these estimates; we have not considered the limitation on points and fees because
the information is: not available. to us;. We do not believe: such- limitation: would: materially affect the
percentage of .our new risk ‘written meetlng the QM deﬁnmon The QM rule is-scheduled to"become
effectlve in January 2014.: .. : . i

5.

’ GSE Reform

The FHFA is the conservator of the GSEs and has the authority’to:control and direct their-operations.
The increased-role that the federal government has assumed in the residential mortgage market through.the
GSE conservatorship may increase the likelihood that:the business practices of the GSEs change in ways
that have a material adverse effect on us. In addition, these factors may increase the likelihood that the
charters of the GSEs are changed by new federal legislation.- The Dodd-Frank Act required the U.S.
Department :of the Treasury to report-its recommendations regarding options for ending the
conservatorship of the GSEs. This report was released in February 2011 and while it does not provide any
definitive timeline for GSE reform, it does recommend using a combination of federal housing policy
changes to wind down the:GSEs; shrink the government’s footprint in housing finance, and help bring
private capital back to the mortgage market. In.2012, Members of Congress introduced several bills
intended to scale back the:GSEs; however, no legislation was enacted. As a result of the matters referred to
above, it is uncertain what role.the GSEs, FHA and private capital, including private mortgage insurance,
will play in the domesticresidential housing finance system in the future or the impact of any such
changes on our business. Inaddition, the timing- of the. impact on our business is uncertain.. Most
meaningful changes would require.Congressional action to implement and it is difficult to estimate when
Congressional action would be final and how long any associated phase-in period may last.” -
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Loan Modification and Other Similar Programs -

Beginning in.the fourth quarter-of 2008, the federal government, including through the Federal
Deposit Insurance Corporation and the GSEs; and several lenders have adopted programs to modify loans
to make them more affordable to borrowers with the goal of reducing the. number of foreclosures. During
2010, 2011 and 2012, we were notified of modifications that cured delinquencies that had they become
paid claims would have resulted in approximately $3.2 billion, $1.8 billion and $1.2 billion, respectively,
of estimated claim payments. As noted below;we: cannot predict with a high degree of confidence what
the ultimate re-default rate on these modifications will be. Although the recent ‘re-default rate has been
lower, for internal reporting purposes, we assume approximately 50% of these modifications will
ultimately re-default, and those re-defaults-may result in future claim payments. Because modifications
cure the defaults with respect to the previously defaulted loans, our loss reserves do not account for
potential re-defaults unless at the time the reserve is established, the re-default has already occurred. Based
on information that is provided to us, most of the modifications resulted in reduced payments from: interest
rate and/or amortization period adjustments; less than 5% resulted in principal forgiveness.

One loan modification program is the Home Affordable Modification Program (“HAMP”). Some of
HAMP’s eligibility criteria relate to. the borrower’s current income and non-mortgage debt payments.
Because the GSEs and servicers do not share such information with us, we cannot determine with certainty
the number of loans in our delinquent inventory that are eligible to participate in HAMP. We believe that it
could take several months from the time a borrower has made all of the payments during HAMP’s three
month “trial medification” period for the loan to be reported to us as a cured delinquency.

We rely on information provided to.us by the GSEs and servicers. We do not receive all of the
information from such sources that is required to determine with certainty the number of loans that are
participating in, or have successfully completed, HAMP. We are aware of approximately 9,300 loans in
our primary delinquent inventory-at December 31, 2012 for which the HAMP trial period has begun and
which trial periods have not been reported to us as completed or cancelled.-Through December 31, 2012
approximately 44,400 delinquent primary loans have cured their delinquency after entering HAMP and are
not in-default. In 2011 and 2012, approximately 18% and 17%, respectively; of our primary cures were the
result of a modification, with HAMP accounting for approximately 70% of those modifications in each
year. By comparison, in 2010, approximately 27% of our primary cures were the result of a modification,
with HAMP accounting for approximately 60% of those modifications. We believe that we have realized
the majority of the benefits from HAMP because the number of loans insured by us that we are aware are
entering HAMP trial modification periods has decreased significantly since 2010. Recent announcements
by the U.S: Treasury have extended the end date: of the HAMP program through 2013, expanded the
eligibility -criteria of HAMP and increased lenders’ incentives to modify :loans through principal
forgiveness. Approximately 66% of the loans in our primary delinquent inventory are. guaranteed by the
GSEs. The GSEs have informed us that they already use expanded criteria (beyond the HAMP guidelines)
for determining eligibility for loan modification and currently do not offer principal - forgiveness.
Therefore, we currently expect new loan modifications will continue to only. modestly mitigate our losses
in 2013. . ‘ o

In 2009, the GSEs began offering the Home Affordable Refinance Program (“HARP”). HARP allows
borrowers who are-not delinquent but who may not otherwise be able to refinance their loans under the
current GSE underwriting standards, to refinance their loans. We allow the HARP refinances on loans that
we insure, regardless of whether the loan meets our current underwriting standards, and we account for the
refinance as a loan modification (even where there is a new lender) rather than new insurance written. To
incent lenders to allow more current borrowers to refinance their loans, in. October 2011, the GSEs and
their regulator, FHFA, announced an expansion of HARP. The exparnsion includes, among other changes,
releasing certain representations in.certain circumstances benefitting the GSEs. We have agreed to allow
these additional HARP refinances, including releasing the insured in certain circumstances from certain

10
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rescission rights ‘'we would have under our. policy. While an expansion .of HARP may result in fewer
delinquent. loans -and claims .in the future, our ability to. rescind ‘coverage -will. be: limited in certain
circumstances. We are unable to predict what net impact: these changes may have on our incurred or paid
losses. Approximately 11% of our primary insurance in force has benefitted from HARP and is still in
force.

The effect on us of loan modifications depends on how many modified loans subsequently re-default,
which in turn can be affected by changes in housing values. Re-defaults can result in losses for us that
could be greater than we would have paid had the loan not been modified. At this point, we cannot predict
with a high degree of confidence what the ultimate re-default rate will be.. In addition, because we do not
have information in our database for all of the parameters used to determine which loans are eligible for
modification programs, our estimates of the number of loans qualifying for modification programs are
inherently uncertain. If legislation is enacted to permit a portion of a borrower’s mortgage loan balance to
be reduced in-bankruptcy and if the borrower re-defaults after such reduction, then the amount we would
be responsible to cover would be calculated after adding back the reduction. Unless a lender has obtained
our prior approval, if a borrower’s mortgage loan balance is reduced outside the bankrupicy context,
including in association with a:loan modification, and if the borrower re-defaults after such reduction, then
under the terms of our policy the amount we would be responsible to.cover would be calculated net of the
reduction. g S : o : Lo

Eligibility under. certain loan modification programs can also adversely affect: us by creating an
incentive for borrowers who are able to make their mortgage payments to become delinquent in an attempt
to obtain the benefits of a modification. New notices of delinquency increase our incurred losses.

In response to the significant increase in the number of foreclosures that began in 2009, various
government entities -and private  parties have from -time to time enacted foreclosure (or equivalent)
moratoriums and suspensions (which we collectively refer to as moratoriums). In October 2010, a number
of mortgage servicers -temporarily. halted some or: all of the foreclosures they were processing after
discovering deficiencies in their foreclosure processes and those of their service providers. In response to
the deficiencies, some states changed their foreclosure laws to require additional review and verification of
the accuracy of foreclosure filings.- Some states also added: requirements to the foreclosure process,
including mediation processes and requirements to file new affidavits. Certain state courts have issued
rulings calling into question the validity of some existing foreclosure practices. These actions halted or
significantly delayed foreclosures. Furthermore five of the nation’s largest mortgage servicers agreed to
implement new servicing and foreclosure practices as part of a.settlement announced in February 2012,
with the federal government and the attorneys general of 49 states.

Past moratoriums or delays were designed to afford time to determine whether loans could be
modified and did not stop the accrual of interest or affect other expenses on a loan, and we cannot predict
whether any future moratorium:or lengthened timeframes would do so. Therefore, unless a loan is cured
during a moratorium or delay, at the completion of a foreclosure, additional interest and expenses may be
due to the.lender from: the borrower. In some circumstances, our paid claim amount may include ‘some
additional interest and expenses. For moratoriums or delays resulting from investigations into servicers
and other parties’ actions in foreclosure proceedings, our willingness to pay additional - interest and
expenses may be .different, subject to:the terms of our mortgage iinsurance policies. The various
moratoriums and extended timeframes may temporarily delay our receipt of claims and may increase the
length of time a loan remains in our delinquent loan inventory. ... S F

We do not know what effect improprieties that may have occurred in a particular foreclosure have on
the validity of that foreclosure, once it was completed and the property transferred to the lender. Under our
policy, in general, completion of a foreclosure is a condition precedent to the filing of a claim. Beginning
in 2011 and from time to time, various courts have ruled that servicers did not provide sufficient evidence
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that they were the holders of the mortgages and therefore they. lacked authority to foreclose. Some courts
in other jurisdictions have considered similar issues and reached similar conclusions, but other courts have
reached different conclusions. These decisions have not had a direct impact on our claims processes or
rescissions. - SRR ' :

Factors Affecting Our Results
Our results of operations are affected by: -
* - Premiums written and‘earned
Premiums writtén and éarnéd in a year afe influenced by:

* New insurance written, which increases insurance in force, and is the aggregate principal
amount of the mortgages that are insured during a period. Many factors affect new insurance
written, including the volume of low down payment home mortgage originations and
competition to provide credit enhancement on those mortgages, including competition from
the FHA, other mortgage insurers, GSE programs that may reduce or eliminate the demand
for mortgage insurance and other alternatives to mortgage insurance. In addition, new
insurance written can be influenced by a lender’s assessment of the financial strength of our
insurance operations. New insurance written does not include loans previously insured by us
which are modified, such as loans modified under the Home Affordable Refinance Program.

*  Cancellations, which reduce insurance in force. Cancellations due to refinancings are affected
by the level of current mortgage interest rates compared to the mortgage coupon rates
throughout the in force book. Refinancings are also affected by current home values
compared to values when the loans in the in force book became insured and the terms on
which mortgage credit is available. Cancellations also include rescissions, which require us to
return any premiums received related to-the rescinded policy, and policies cancelled due to
claim payment, which require us to return any premium received. from the date of default.
Finally, cancellations are affected by home price appreciation, which can’ give homeowners
the right to cancel the mortgage insurance on their loans.

* Premium rates, which are affected by the risk characteristics of the loans insured and the
percentage of coverage on the loans.

*  Premiums ceded to reinsurance subsidiaries of certain mortgage lenders (“captives”) and risk
sharing arrangements with the GSEs. C o ’ ‘

Premiums are generated by the insurance that is in force during all. or a portion of the period. A
change in the average insurance in force in the current period compared to an earlier period is a factor that
will increase (when the average in force is higher) or reduce (when it is lower) premiums written and
earned in the current period, although this effect may be enhanced (or mitigated) by differences in the
average premium rate between the two periods as well as by premiums that are returned or expected to be
returned in connection with claim payments and rescissions, and premiums ceded to captives or the GSEs.
Also, new insurance written and cancellations during a period will generally have a greater effect on
premiums written and earned in subsequent periods than in the period in which these events occur.

¢ Investment income

Our investment portfolio is comprised almost entirely of investment grade fixed income securities.
The principal factors that influence investment income are the size of the portfolio and its yield. As
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measured by amortized cost (which excludes changes in fair market value, such as from changes in interest
rates), the size of the investment portfolio is mainly a function of cash generated from (or used in)
operations, such as:net premiums received; investment earnings, net claith payments and expenses, less
cash provided by (or-used for) non-operating activities, such as debt or stock issuances or fepurchases or
dividend payments. Realized gains and losses are a function of the difference between the‘amount received
on-the sale ‘of ‘a security and the security’s amortized cost, as well as any “other than temporary”
impairments tecognized in earnings. The amount received on the sale of fixed income:securities is affected
by the coupon rate of the security compared tothe yield-of‘comparable securities at the time of sale.

»  Losses incurred

Losses incurred are the current expense that reflects estimated payments that will ultimately be made
as a result of delinquencies on insured loans. As explained under “Critical Accounting Policies” below,
except in the case of a premium deficiency reserve, we recognize an estimate of this expense only for
delinquent loans. Losses incurred are generally affected by:

«  The state of the economy, including unemployment and housing values, each of which affects
the likelihood that loans will become delinquent and whether loans that are delinquent cure
their delinquency. The level of new delinquencies has historically followed a seasonal pattern,
with new delinquencies in the first part of the year lower than new delinquencies in the latter
part of the year, though this pattern can be affected by the state of the economy-and local
housing markets. T ey ' ' : :

«  The product mix of the-in force book, with-loans having higher risk characteristics generally
resulting in higher delinquencies and claims. Cole o

+ - The size of loans insured, with higher average loan amounts tending to -inCrease losses
incurred. : ’ IR -

« The percentage of coverage on insured loans, with deeper average coverage tending:to
increase incurred losses.

«  Changes in housing values, which. affect our ability to mitigate our losses through sales of
properties with delinquent mortgages as well ‘as borrower' willingness to continue to. make
mortgage payments when the value of the home is below the mortgage balance. s

‘e The rate at which we rescind policies. Our estimated loss reserves reflect mitigation from
rescissions of policies and denials of claims. We collectively refer to such rescissions and
denials as “rescissions” and variations of this term. - co oo o

« The distribution of claims over the life of a book. Historically, the first two years after loans
are originated are a period of relatively low claims, with claims increasing substantially for
several years subsequent and then declining, although persistency (percentage of insurance

- remaining in force from one year prior), the condition of the:economy, including
unemployment and housing prices, and other factors can affect this pattern. For example, a
weak economy or housing price declines can lead to claims from older books increasing,
continuing at stable levels or experiencing a'lower rate of decline. See further information

. under “Mortgage Insurance Earnings and Cash:Flow Cycle” below.
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

* Changes in premium deficiency reserve

Each quarter, we re-estimate: the premium deficiency reserve on the remaining Wall Street bulk
insurance in force. The premium deficiency reserve primarily changes from quarter to quarter.as a result of
two factors. First, it changes as the actual premiums, losses and expenses that were previously estimated
are recognized. Each period such items are reflected in.our financial statements as earned. premlum losses
incurred and expenses. The difference between the. amount and timing of actual earned premiums, losses
incurred and expenses and our previous-estimates used to establish.the premium deficiency reserve has an
effect (either positive or negative) on that period’s results. Second, the premium deficiency reserve
changes as our assumptions relating to the present value of expected future premiums, losses and expenses
on the remaining Wall Street bulk insurance in force change. Changes to these assumptlons also have an
effect on that period’s results. :

*  Underwriting and other expenses

The majority of our operating expenses are fixed, with some Varlablhty due to contract underwrltmg
volume. Contract underwntmg generates fee income 1ncluded in “Other revenue.”

-+ Interest expense

Interest expense reflects the interest associated with our outstanding debt obligations. The principal
amount of our long-term debt obligations at December 31, 2012 is comprised of $100.1 million of 5.375%
Senior Notes due in November 2015, $345 million of 5% Convertible Senior Notes due in 2017 and
$389.5 million of 9% Convertible Junior Subordinated Debentures due in 2063 (interest on these
debentures accrues and compounds even if we defer the payment of interest), as discussed in Note 3 —
“Debt” to our consolidated financial statements and under “Liquidity and Capital Resources” below. At
December 31, 2012, the convertible debentures are reflected as a liability on our consolidated balance
sheet at the current amortized value of $379.6 million, with the unamortized discount reflected in equity.

Mortgage Insurance Earnings and Cash Flow Cycle

In our industry, a “book™ is the group of loans insured in a particular calendar year. In general, the
majority of any underwriting profit (premium revenue minus losses) that a book generates occurs in the
early years of the book, with the largest portion of any. underwriting profit realized in the first year
following the year the book was written. Subsequent years of a book generally result in modest
underwriting profit or underwriting losses. This pattern of results typically occurs because relatively few
of the claims that a book will ultimately experience typically occur in the first few years of the book, when
premium revenue is highest, while subsequent years are affected by declining premium revenues, as the
number of insured loans decreases (primarily due to loan prepayments), and increasing losses.

Australia

‘We began international operations in Australia, where we started to write business in June 2007. Since
2008, we are no longer writing new -business in Australia and we have reduced our headcount. At
December 31, 2012 our equity value in our Australian operations was approximately $150 million and our
risk in force in Australia was approximately $0.7. billion. In Australia, mortgage insurance is a single
premium product that covers the entire-loan balance. As-a result, our Australian risk in-force represents the
entire amount of the loans that we have insured.: However, the mortgage insurance we provide only covers
the unpaid loan balance after the sale of the underlying property.
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| Management’s Discussion and Ana*lysis of
Financial Condition and Results of Operations (continued)

Summary of 2012 Results
Our results of operations for 2012 were principally affected by the factors referred to below.
*  Net premiums written and earned

Net premiums written and earned during 2012 decreased when compared to 2011. The decrease was
due to our lower average insurance.in.force as well'as an increase in return premium on- claims paid,
somewhat offset by a decrease in premiums ceded to captives-and a decrease in return premium ductoa
lower amount of rescissions. Bt U s : ¥

* Investment income

Investment income in 2012 was: lower when compared to 2011 due to:a decrease in our ‘average
invested assets as ‘we continue to meet our claim obllgations as well as a‘decrease’in our average
investment yield. s W

* Realized gains (losses) and other-than-temporary impairments

Net realized gains for 2012 included $197.7 million in net realized gains on the sale of fixed income
investments, slightly offset by $2.3 million in other-than-temporary impairment (“OTTI”) losses. Net
realized gains for 2011 included: $143.4 million in ‘net realized gains on' the sale of fixed -income
investments, slightly offset by $0.7 million in OTTI losses. The gross unrealized gains on our investnient
portfolio were $46.8 million at December 31:.2012.

¢ Other revenue

Other revenue for 2012 decreased compared to 2011 primarily due to a decrease in gains on the
repurchase of Senior Notes, slightly offset by an increase in contract underwriting fees. We recognized
gains of $17.8 million on repurchases in 2012, .compared to gains of $27.7 million in 2011.

» Losses incurred ‘

Losses 1ncurred for 2012 mcreased compared to. 2011 primarily due to a $267.5 million settlement
related to the Freddie Mac pool pollcy, approxrmately $100 million for probable rescission settlement
agreements, and a larger increase in the claim rate as a result of lower cure rate trends, partially offset by a
decrease in estimated severity. The prlmary default inventory decreased by 35,794 delinquencies in 2012,
compared to a decrease -of 39,085 in 2011. See Note 20 — “Litigation and Contingencies” to our
consolidated financial statements for a d1scuss1on of our settlement with Freddle Mac as well as our
probable settlement, agreements

'+ Change in premium deﬁciency reserve

During 2012 the premium deficiency reserve on Wall Street bulk transactions declined by $61 million
from $135 million, as of December 31, 2011, to $74 rmllion as of December 31, 2012. The decrease in the
premium deficiency reserve represents the net result of actual premiums, losses and expenses as well as a
change in net assumptions for the period. The change in net assumptions for 2012 is primarily related to
higher estimated- ultimate losses. The $74 million premium deficiency reserve as of December 31, 2012
reflects the present value of expected future losses and expenses that exceeds the present Value of expected
future premiums and already established loss reserves
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*  Underwriting and other expenses

Underwriting and other expenses for 2012 decreased when compared to 2011. The decrease primarily
reflects our reduction in headcount.

* Interest expense

Interest expense for 2012 decreased when compared to 2011. ‘The decrease is primarily due to lower
interest on our Senior Notes due to repayments and.repurchases, partially offset by an increase in
amortization on our junior debentures.

*  Benefit from income taxes

The effective tax rate benefit. on our pre-tax loss was (0.2%) in 2012, compared to the effective tax
rate provision of 0.3% in 2011; During those periods, the benefit from income taxes was eliminated or
reduced by the recognition of a valuation allowance.
Results of Consolidated Operations:

.New insurance written
The amount of our primary new insurance written- dunng the years ended December 31, 2012, 2011

and: 2010 was as follows: v
L2012 - . 2011 2010

Total Primary NIW (In billions) ................... $ 241 § 142§ 12.3

Refinance volume as a % of primary NIW ......... T 36% 29% 32%

The increase in new insurance writtén in' 2012, compared to 2011, was partially due to larger
origination volume as well as a modest increase in the private mortgage insurance industry’s market share.
Our industry continues to regain market share from the FHA but the pace of that recovery is slower than
we expected given the continued differences in underwriting guidelines, loan level price adjustments by
the GSEs and the secondary market benefits associated with government'lnsured loans ‘versus loans
insured by the private sector. The increase in new insurance written in 2011, compared to 2010, was
partially due to a modest increase in the private mortgage insurance industry market share.

As discussed in Note 1 — “Nature of Business-Capital” to our consolidated financial statements, PMI
and RMIC ceased writing business in 2011. Based on public disclosures, these competitors approximated
slightly more than 20% of the private mortgage insurance industry volume in the first half of 2011. Most
of the market share of these two former competitors has gone to other mortgage insurers and not to us
because, among other reasons, some competitors have materially lower premiums than we do on single
premium pohcles one of these competitors also uses a risk weighted pricing model that typically results in
lower premiums than we charge on certain loans and several of these competitors have streamlined their
underwriting to be closely aligned with that of the GSEs. We continuously monitor the competitive
landscape and make adjustments to our pricing and underwriting guidelines as warranted.

The FHA substantially increased its market share beginning in 2008, and beginning in 2011, that
market share began’to gradually decline. We believe that the FHA’s ‘market share increased, in part,
because private mortgage insurers tightened their underwriting guidelines (which led to increased
utilization of the FHA’s programs) and because of increases in the amount of loan level delivery fees that
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the GSEs assess on loans (which result in higher costs to borrowers). In addition, federal legislation and
programs provided the FHA with greater flexibility in establishing new products and increased the FHA’s
competitive. position:‘against private mortgage insurers. We believe. that the FHA’s current premium
pricing, when compared to our current credit-tiered premium pricing (and considering the effects of GSE
pricing changes), has allowed us to be more competitive with the FHA than in the recent past for loans
with high FICO credit scores. We cannot predict, however, the FHA’s share of new insurance written in
the future due to, among; other factors, different loan eligibility terms between the FHA and the GSEs;
future increases in guarantee fees charged by the GSEs; changes to the FHA’s annual premiums; and the
total profitability that may be realized by mortgage lenders from securitizing loans through Ginnie Mae
when compared to ‘securitizing loans through Fannie Mae or Freddie Mac. Our level of new insurance
wrltten could also be affected by other items, including those noted in our Risk Factors below.

From time to time, in response to ‘market conditions, we change the types of loans that we insure and
the guidelines under which we insure them. In addition, we make exceptions:to our underwriting
guidelines on a loan-by-loan basis and for certain customer programs. Together, the number of loans for
which exceptions were made accounted for fewer than 5% of the loans we insured in 2011 and fewer than
2% of the loans we insured in 2012. A large percentage of the exceptions were made for loans with debt-
to-income ratios shghtly above our guldehnes or financial reserves slightly below our guidelines. While
the debt-to-income ratio contained in our guidelines exceeds the general requirements of the QM
definition, it is wrthm the underwrltlng guidelines of the GSEs The rule containing the QM definition
prov1des a temporary category of QMs that have more flexible underwrltmg requirements o long as they
satisfy the general product feature requirements of QMs and so long as they meet the underwriting
requlrements of certain agencies, including the GSEs. For more information, see our risk factor titled “The
amount of insurance we write could be adversely affected if the definition of Qualified Residential
Mortgage results in a reduction of the number of low down payment loans available to be insured or if
lenders and investors select alternatives to private mortgage insurance” below. Beginning in September
2009, we have made, changes to our underwriting guidelines that have allowed certain loans to be e11g1ble
for insurance that were not e11g1b1e prior to those changes and we expect to continue to make changes in
appropriate circumstances in the future. As noted in our risk factor titled “Competltlon or changes in our
relationships with our customers could reduce our revenues or increase our losses,” below, in the first
quarter of 2012, we made changes to streamline our underwriting guidelines and lowered our premium
rates on loans with credit scores of 760 or higher. Our underwriting guidelines are available on our website
at http://www. mgic.com/underwriting/index.html '

Durmg the second quarter of 2012, we began wr1t1ng a portlon of our new insurance under an
endorsement to our master policy (the “Gold Cert Endorsement’ ’). If a borrower makes payments for three
years, our Gold. Cert Endorsement limits our _ability to rescind coverage except under certain
circumstances, 1nclud1ng where we prove the lender had knowledge of inaccurate information in the loan
file. In addition, our Gold Cert Endorsement limits our ability to rescind on loans for which the borrower
makes payments on time for one year with his own funds, if we are provided with certain documents
shortly after we insure the loan and we fail to discover that the loan was ineligible for our insurance. We
believe the limitations on our r1ghts to rescind coverage under the Gold Cert Endorsement will materially
reduce rescissions on such loans. Currently, less, than 3% of our insurance in force was written under our
Gold Cert Endorsement. However, we estimate that approximately 33% of our new -insurance written in
the fourth quarter of 2012, and 41% of our new insurance written in December 2012, was written under
this endorsement.

The endorsement is filed as Exhibit 99.7 to our quarterly report on Form 10-Q for the quarter ended
March 31, 2012 (filed with the SEC on May 10, 2012). Availability of the endorsement is subject to
approval in specified Jurlsdlctlons We expect that eventually a significant portion of our new insurance
written will have rescission terms equivalent to those in this endorsement. Our level of new insurance
written could also be affected by other items, including those noted in our Risk Factors below.
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Cancellations, insurance in force and risk in force

New insurance written and cancellations of primary insurance in force durmg the -years ' ended
December 31,2012, 2011 and 2010 were as follows:

2012 ‘ 2011 ¢ 2010

(Inbillions) -
131 1,2 RTTTI $ 241 $ 142 $ - 123
Cancellations. .................. e, (34.9). (32.6). (33.2)
Change in primary insurance in force........... .. .. 3 (10.8) $ (184) § (20.9)
Direct primary insurance-in force asof" =
December 31, ........0.iiviciieiiininninnnen. $ 162.1  $ 1729 § 191.3
Direct prlmary risk in force as of December 31,..... 8 417§ 45 $ 49.0

Cancellation activity has historically been affected by the level of mortgage interest rates and the level
of home price appreciation. Cancellations ‘generally move inversely to the change in the direction of
interest rates, although they generally lag a change in direction. Cancellations’ also mclude rescissions and
policies cancelled due to claim payment. Slnce 2009, cancellations due to resc1ss10ns and clarm payments
have comprised a s1gn1ﬁcant amoutit of our cancellatlons

Our persistency rate was 79.8% at December 31, 2012 compared to* 82.9% at December 31, 2011 and
84.4% at December 31, 2010. These pers1stency rates reflect the more restrictive credit p011c1es of lenders
(which make it more difficult for homeowners to reﬁnance loans), as well as declines in housing values.
During the 1990s, our year-end persistency ranged from a high of 87.4% at December 31, 1990 to a low of
68.1% at December 31, 1998. Since 2000, our year-end persrstency ranged from a high of 84.7% at
December 31, 2009 to a low of 47.1% at December 31,2003

Bulk transactions

We ceased writing Wall Street bulk business in the fourth quarter of 2007. In addition, we wrote no
new business through the bulk channel since the second quarter of 2008. We expect the volume of any
future business written through the bulk channel will be msrgmﬁcant ‘Wall Street bulk transactions, as of
December 31, 2012, included approximately 70,000 loans with insurance in force of approximately $10.7
billion and risk in force of approx1mately $3.2 billion, whrch is approxrmately 72% of our bulk risk in
force.

In bulk transactions, the individual loans in the insured portfolio are generally insured to’ specified
levels of coverage. Some of our bulk transactions: (approxrmately 5% of our bulk risk in force) contain
aggregate loss limits on the insured portfolio. If claim payments associated with a ‘specific bulk portfolio
reach the aggregate loss limit, the remaining insurance in force within the deal may be cancelled and any
remaining defaults under the deal are removed from our default inventory.

Pool insurance

We are currently not issuing new comrmtments for pool insurance and expect that the Volume of any
future pool business will be msrgmﬁcant '
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Our direct pool risk in force was $1.3 billion ($0.4 billion on pool policies with aggregate loss limits
and $0.9 billion on pool policies without aggregate loss limits) at December 31, 2012 compared to $1.9
billion ($0.7 billion.on pool policies with aggregate loss.limits and $1.2 billion on pool policies without
aggregate loss limits) at December 31, 2011. If claim payments ‘associated with a specific pool reach the
aggregate loss limit the remaining insurance in force Wwithin the pool would be" cancelled and any
rema1n1ng defaults under the pool are removed from our default 1nventory :

See Note 20 — “L1t1gatron and Contmgenc1es for. d1scuss1ons regardrng our settlement of the: pool
insurance dispute with Freddie Mac. - e

Net premiums written and earned
Net premiums wrrtten and eamed during: 2012 decreased when compared to 2011 The decrease was
due to our lower average insurance in force as well as an increase in return premium on claims paid,
somewhat offset by a decrease in premrums ceded to capt1ves and a decrease in retum premrum dueto a

lower amount of rescissions. : : L

Net premiums written and earned during 2011 decreased when compared to 2010. The decrease was
due to our lower average insurance in force, somewhat offset by lower levels of premium refunds related
to rescissions and the continued decline of premiums ceded to captives.

We expect our average insurance in force to continue to decline in 2013 because our expected new
insurance written levels are not expected to exceed our cancellation activity. We expecf our. premium
yields (net premiums written or earned, expressed on an annual basis, divided by the average 1nsurance in
force) for 2013 to declme sl1ghtly from the level: experrenced durrng 2012.

Risk sharmg arrangements

For the year ended December 31, 2012, approx1mately 4% of our flow new msufa‘nce wrrtten was
subject to-arrangements with captives, compared to 5% for the year ended December 31, 2011. We expect
the percentage of new insurance written subject to risk sharing arrangements to also approxrmate 4% in
2013. i

* Effective January 1,:2009, we are no longer ceding new business under excess of loss reinsurance
treaties with lender captive Teinsurers. Loans reinsured through December 31, 2008 under excess of loss
agreements will run off pursuant to the terms of the particular captive: arrangement. New business will
continue to be ceded under quota share reinsurance arrangements, limited-fo a 25% cede rate. Beginning in
2009, many of our captive arrangements;have either been terminated or placed into run-off. See'Note 11 -
“Reinsurance” to our-consolidated financial statements for a description of these tisk sharrng arrangements
and the related reinsurance recoverables.

We anticipate that our ceded premiums related to risk sharing agreements will continue to-decline in
2013 for the reasons discussed above.

© In 2012 the- captlve arrangements reduced our losses 1ncurred by approx1mately $56 ‘million,
compared to a $65 million captive reduction in 2011. We anticipate that the reduction in losses incurred
will continue to be lower in 2013, as some of our captive arrangements: Were terminated in:2011 and 2012
and many of the active captives have reached, or will reach. in 2013, their' maximum potential liability
under the terms of the contracts. See our risk factor titled “We are involved in legal proceedings and are
subject to the risk of additional legal proceedings in the future” below for a discussion .of requests or
subpoenas for information regarding captive mortgage reinsurance arrangements.
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Investment income

Investment ‘income in-2012 was lower when compared to 2011 due to a decrease in our average
invested assets as we continue.to meet our claim obligations as well as a decrease in the average
investment 'yield. Our average investment yield has declined as we have elected to realize gains in our
investment portfolio as discussed under “Realized gains and other-than-temporary impairments”.below.
The average maturity of our investments has continued to decrease, as discussed under “Liquidity and
Capital Resources” below. The portfolio’s average pre-tax investment yield was 1.7% at December 31,
2012 and 2.8% at December 31, 2011. , : :

We continue to expect a decline in investment income in 2013, compared to 2012, as the average
amortized cost of invested assets decreases due to claim payments exceeding premiums received in future
periods. See further discussion under “Liquidity and Capital Resources” below: . :

Investment income for 2011 decreased when compared to 2010 due to a decrease in‘the average
investment yield. The decrease in the average investment yield was caused both by decreases in prevailing
interest rates and a decrease in the average maturity of our investments. The portfoho S average pre-tax
investment yield was 3.1% at December 31, 2010.

Realzzed gains and other—than—temporary zmpalrments

Net realized gains-for 2012 included $197.7 million in net realized gains on the sale of fixed income
investments, slightly offset by $2.3-million in OTTI losses. Net realized -gains for 2011 included $143.4
million in net realized gains on the sale of fixed income investments; slightly offset by. $0.7 million in
OTTI losses. We elected to realize ‘these gains, by selling certain securities, given the favorable market
conditions experienced in 2011 and 2012. We then reinvested the funds taking into account our anticipated
future claim payment obligations. We also continue to reduce our investments in tax exempt municipal
securities and increase our investments in taxable securities. For statutory purposes investments are
generally held at amortized cost, therefore the realized gains increased our statutory policyholders’
position or statutory capital. The impairment losses recognized in 2012 and 2011 were primarily on our
auction rate: securities. The gross unrealized gains on our investment portfolio were $46.8 m11110n at
December 31, 2012. :

We had net realized investment gains on the sale of fixed income investments of $102.6 million, offset
by $9.6 million in OTTI losses .im-2010. In 2010, we reduced our investments. in tax. exempt municipal
securities and increased our investments in taxable securities since the tax benefits to holding tax exempt
securities  was no lenger available. We also .sold securities to-decrease the. duration of the portfolio to
provide cash to ‘'meet our anticipated claim obligations. The impairment losses in 2010 included credit
losses related to -debt instruments issued by health facilities, an inflation linked bend and specific issuer
auction rate securities.

Other revenue

Other revenue for 2012 decreased, when compared to 2011, due primarily to a decrease in gains
recognized  on debt: repurchases,;slightly offset by an increase in contract underwriting fees. We
recognized $17.8 million of gains:in 2012 on the repurchase of $70.9 million in par value of our 5.375%
Senior Notes due in'November 2015;.compared:to $27.7 million in gains recogmzed on the repurchase of
$129.0 million in par value of our 5.375% Senior Notes in 2011.

Other revenue for 2011 increased, When compared to 2010, due to $27. 7 m1111on in gains recognized

on the repurchase of $129 million in par value of-our 5.375% Senior Notes due in November.2015,
somewhat offset by a decrease in contract underwriting revenue.
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Losses

As discussed in “Critical Accounting Policies” below and consistent with industry practices, we
establish loss reserves for future claims only for loans that are currently delinquent. The terms
“delinquent” and “default” are used interchangeably by us and are defined as an insured loan with a
mortgage payment that is 45 days or more past due. Loss reserves are established based on estimating the
number of loans. in our default inventory that will result in a claim payment, which is referred to as the
claim rate, and further estimating the amount of the claim payment, which is referred to as claim severity.
Historically, a substantial majority of borrowers have eventually cured their delinquent loans by making
their overdue payments, but this percentage has decreased significantly in recent years.

Estimation of losses is inherently judgmental. The conditions that affect the claim rate and claim
severity include the current and future state of the domestic economy, including unemployment and the
current and future strength of local housing markets. Current conditions in the housing and mortgage
industries make these assumptions more volatile than they would otherwise be. The actual amount of the
claim payments may be substantially different than our loss reserve estimates. Our estimates could be
adversely affected by several factors, including a further deterioration of regional or national economic
conditions, including unemployment, leading to a reduction in borrowers’ income and thus their ability to
make mortgage payments, and a further drop in housing values that could result in, among other things,
greater losses on loans that have pool insurance, and may affect borrower willingness to continue to make
mortgage payments when the value of the home is below the mortgage balance, and itigation from
rescissions being materially less than assumed. Our estimates are also affected by any agreemerits we enter
into regarding claim payments, such as the settlement agreements discussed in Note 20 — “Litigation and
Contingencies” to our consolidated financial statements. Changes to our -estimates could result in-a
material impact to our results of operations, even in a stable economic environment:; - v

In addition, our loss reserving methodology incorporates the effects rescission activity is expected to
have on the losses we will pay on our delinquent inventory. A variance between ultimate actual rescission
rates and these estimates could materially affect our losses. See-our risk factor titled “Our losses could
increase if we do not prevail in proceedings challenging whether .our rescissions were proper-or rescission
rates decrease faster than we are projecting” below.. SR o '

Our estimates could also be positively affected by efforts to assist current borrowers in refinancing to
new loans, assisting delinquent borrowers in reducing their mortgage payments, and forestalling
foreclosures. If these benefits occur, we anticipate they will do:so under non-HAMP: programs. See
discussion of HAMP under “Overview — Loan Modification and Other Similar Programs.” ¢

. Losses incurred

- In 2012, net losses incurred were: $2,067 million, comprised of $1,494 million of current year loss
development and $573 million of unfavorable prior years® loss development: In 2011, net losses incurred
were $1,715 million, comprised of $1,814 million of current year loss development, offset by $99 million
of favorable prior years’ loss development. In 2010, net losses incurred were $1,608 million, comprised of
which $1,875 million of current year loss development, offset by $267 million of favorable prior years’
loss development.

See Note 9 — “Loss Reserves” to our consolidated financial statements and under “Critical Accounting
Policies” below for a discussion of our losses incurred and rescissions. - :
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Information about the composition of the primary insurance default inventory at December 31, 2012,

2011 and 2010 appears in the table below.

- -December 31, °

CoSi2012 v 011 2010

Total loans delinﬁug:nt (D) v e 139,845 175,639 214,724 -
Percentage of loans' delinquent (default Tate) P 1390% © 16.11% 17.48%
Prime loans delinquent (2) ................0 ... .. . © 790,270 T 112,403° 134,787
Percentage of prime loans delinquent (default rate) ............ . 10.44% 12.20% 13.11%
A-minus loans delinquent (2) ..............0.............. L0 20884 25080 31566
Percent of A-minus loans delinquent (default rate) ........... . 3292%  35.10% 36.69%
Subprime credit loans delinquent (2) ............... e © 7,668 9,326 11,132
Percentage of subprime credit loans delinquent (default rate) . o - 40.78% 43.60% 45.66%
Redﬁced,bdocumentation loans delinquent (3) .... . e, "21,023’ o 27,921 37,239
Percentage of reduced documentation loans delinquent _ ‘ ’ ‘

(defaultrate) ..........cooooiiiiiiiiiiiiiil ceee o 3523% 0 37.96% 41.66%

General- Notes: (a) The FICO credit score for a loan with- inultiple:borroWers is the lowest of the

(b)

(D

@

borrowers’ “decision FICO scores,” A borrower’s “decision FICO score” is determined as follows: if
there are three FICO scores available, the middle FICO score is used; if two FICO scores are
available, the lower of the two is used; if only one FICO score is available, it is used.

Servicers continue to pay our premiums for nearly .all of the loans in eur default inventory, but in
some cases; servicers stop-paying our premiums. In those cases, even though the loans continue to be
included in our default inventory, the applicable loans are removed from our insurance in force and
risk in force. Loans where servicers have stopped paying premiums include 9,054 defaults with a risk
of $456 million as of December 31,2012. :

At December 31, 2012, 2011 and: 2010 25,282; 30,250 and 36,066 loans in- default, respectively,
related to Wall Street bulk transactions. IR

We define prime loans as those having FICO credit scores of 620 or greater, A-minus loans as those
having FICO credit scores of 575-619, and subprime credit loans as those having FICO credit scores
of less than 575, all as reported to us at the time a commitment to insure is issued. Most A-minus and

~subprime credit loans were written through the. bulk .channel. However, we classify all loans without

- complete documentation as “reduced documentation” loans regardless-of FICO score rather than as a

3)

prime, “A-minus” or “subprime” loan; in the table above, such loans appear only in the reduced
documentation category and they do not appear in any of the other categories. ' :

In accordance with industry practice, loans approved by GSE and other automated underwriting (AU)
systems under "doc waiver" programs that do not require verification of borrower: income are
classified by MGIC as "full documentation." Based in part on information provided by the GSEs, we
estimate full documentation loans of this type were approximately 4% of 2007 NIW. Information for
other periods is not available. We understand these AU systems grant such doc waivers for loans they
judge to have higher credit quality. We also understand that the GSEs terminated their “doc waiver”
programs, with respect to new commitments, in the second half of 2008.
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The primary and pool loss reserves at December 31, 2012, 2011 and 2010 appear in the table below.

Gross Reserves December 31,
2012 2011 - - 2010 ¢
Primary:
Direct loss reserves (in millions) ........oooveviieieeaieen $ 3,74 §$ 4249 :§ 5146
Ending default inventory..............ocoiiiiiiiiiiin... 139,845 175,639 214,724
Average direct reserve per-default.......... Vg eraaroans o 826,771 8 24,193 § 23,966
Primary claims received inventory included in ending - - 7 s
default iNVeNtory ......oouii i it 11,731 12,610 20,898
Pool (1): | B
Direct loss reserves (in millions): _ , , -
With aggregate loss limits ...........cooeveiieeieneeeie. $ 120 $ 278 $ 700
Without aggregate loss limits .........ccooeiivnnnannn, . 20 21 30
Reserves related to Freddie Mac settlement (2) ........... 167 - . -
Total pool direct loss reserves....... v, 800307 B 299 § 730,
Ending default inventory: . .
With aggregate 1oss limits ........ccooiiviieeieiiiines 7,243 31,483 41,786
Without aggregate loss limits ............cooeeiiiniiinns 1,351 1,488 1,543
Total pool ending default inventory ..................o.. e 8,594 32,971 43,329
Pool claims received inventory included in ending default ' L ‘
inventory............ R TRERPTTREP R Ceaene 304 1,398 2510
Other gross reserves (in Iﬁillions) . 8 6 $ 10 $ 8

(1) Since a number of our pool policies include aggregate loss limits and/or deductibles, we d(__):( not
disclose an average direct reserve per default for our pool business.

(2) See Note 20 — “Litiéation and Contingencies” to our consolidated financial statements for a_i :ciiis'cuss)ion
of our settlement with Freddie Mac regarding a pool policy. T o
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

The primary default inventory and primary loss reserves by region at December 31, 2012,
2011 and 2010 appears in the table below.

Losses by Region
Primary Default Inventory

Region 2012 _ 2011 2010

Great Lakes................... 16,538 22,158 27,663
Mid-Atlantic.................. 6,948 : 8,058 9,660
New England ................. 6,160 6,913 7,702
North Central ................. 16,367 20,860 24,192
Northeast..................... 17,553 18,385 19,056
Pacific.............ocoeiinttn, 13,235 18,381 25,438
Plains...............cooooial 4,126 5,462 7,045
South Central ................. 15,418 21,035 28,984
Southeast ..................... 43,500 © 54387 64,984
Total....oovviiiiiiiiinian... 139,845 175,639 214,724

Primary Loss Reserves
(In millions)

Region 2012 2011 2010

GreatLakes.................. $ 295  $ 348 §$ 426
. Mid-Atlantic.............. o 178 205 231
New England ................ 144 149 174
North Central ................ 445 454 495
Northeast .................... " 371 325 374
Pacific.......coovvvniininn.n, 599 750 886
Plains............. 69 R 84 107
South Central ................ ' 301 413 555
Southeast .................... 1,089 1,198 1,395
Total before IBNR and LAE .... $ 3491 § 3,926 $ '4,643
IBNR and LAE................. 253 323 503
Total.....ooovvviiiiiiia.. .. $ 3,744 § 4249 § 5,146

Regions contain the states as follows:
Great Lakes: IN, KY, MI, OH
Mid-Atlantic: DC, DE, MD, VA, WV
New England: CT, MA, ME, NH, RI, VT
North Central: IL, MN, MO, WI
Northeast: NJ, NY, PA
Pacific: CA, HI, NV, OR, WA
Plains: IA, ID, KS, MT, ND, NE, SD, WY
South Central: AK, AZ, CO, LA, NM, OK, TX, UT
Southeast: AL, AR, FL, GA, MS, NC, SC, TN
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Management’s Discussion and Analysis of
Financial Cendition.and Results of Operations (continued)

- The primary loss reserves (before IBNR and LAE) at December 31, 2012 2011 and 2010 separated
between our flow and bulk business appears in the table below. : ;

Primary loss reserves
(In millions)

. 2012 2011 2010
FIOW...ootiviieiinaineesnae. $ 2,586 $ 2,820 § 3,329
Buk......covvvvnenn... edaeiens . 905 1,106 1,314
Total primary reserves........... $ 3491 $ 3,926 $ 4,643

The average claim paid, as shown in the table below, can vary materially from period to period based
upon a variety of factors, on both a national and state basis, including the geographic mix, average loan
amount and average coverage percentage of loans for which claims are pa1d

The primary average cla1m pald for the top 5 states (based on 2012 pald claims) for the years ended
December 31, 2012, 2011 and 2010 appears in the table below.

Primary average claim paid

2012 2011 2010
Florida.....vvveeeeininnneeennn. $ 57,181 $ 59216 §$ 61,290
California.......ooeeeiveeeeenn.. 87,305 85,205 88,761
HlNOIS &2 veeeeeeannnn e 47,615 49,654 51,073
ATIZODA . oo nv e eeeeeeaiineenns 54,758 55,503 57,925
Michigan. ......o.eeveerennannnns 33,706 35,092 35,675
All other states ........... e 43,590 45,005 . 44,330
Al States. ..oovveeeeeeiinneinnnn. $ -48'722 $ 49,887 $ 50,173

The primary average loan size of our insurance in force at December 31, 2012, 2011 and 2010 appears
in the table below.

Primary‘aiver'age loan size

2012 2011 2010

Total insurance in force.......... $ 161,060 $ - 158,590 $ 155,700
Prime (FICO 620 & >)........... 162,450 158,870 155,050
A-Minus (FICO 575-619) ....... ‘ 128,850 130,700 130,360
Subprime (FICO < 575) ......... 119,630 121,130 117,410

Reduced doc (All FICOs)(1) .... . 188,210 194,060 198,000

(1) In this report we classify loans without complete documentation as “reduced documentation” loans
regardless of FICO credit score rather than as prime, “A-"-or “subprime™ loans; in the. table above,
such loans appear only in the reduced documentation category and they do not appear in any. of the
other categories.
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

The. primary average loan size of our insurance in force at December 31, 2012 2011 and 2010 for the

top 5 states (based on 2012 paid claims) appears in the table below.

Primary average loan size

! 2012 - 2011 2010
Florida............... e, 8 171,884 $ - 174439 $ 174,203
California................ . .+ 281,288 284,034 283,459
THNOIS « e e eeee e eeeeaianan s 154,158 - 154,084 151,479 -
ATIZONA e oo, ‘ 181,912 182,705 184,508
Michigan:.......... e eiedais 125,733 123,709 4 121,282
2 148 991

All-other states ......... P 155,508 152,372 ..

Information about net paid claims during the years ended December 31 2012, 2011 and 2010 appears

in the table below.

Net paid claims (In millions)

2011

2010

2012
Prime (FICO 620 & >)....viiieneninninnnnnnsens $ 1,558 $ 1,772 $ 1,400
A-Minus (FICO 575-619)...:.cvinniiiinnnnnnnn. : 235 283 . 265
Subprime (FICO < 575) ..... R .65 70 77
Reduced doc (All FICOs)(l) ........... T 372 429 . 451
POOL(2) i g 334 480 177
Other .......ccovvvvnin... 5 .6 3
Direct losses paid........ e eeaeaaaa, W e 2,569 3,040 2,373
Reinsurance......ovveerirniiiiniienniiennnnenns (90) (140) (126)
Net losses paid ......... et ‘ 2,479 2,900 . 2,247
LAE i 45 60 71
Net losses and LAE paid before terminations .. ... © 2,524 2,960 2,318
Reinsurance terminations .............c.ovevvnn... 6) 39) 7 (38)
Net losses and LAE paid..............cccvvnnnees $ 2,518 $ 2,921 §$ 2,280

(1) In this report we classify loans without ‘cdmplete documentation as “reduced documentation loans

regardless of FICO credit score rather than as prime, “A-”

r “subprime” loans; in the table above,

such loans appear only in the reduced documentatlon category and they do not appear in any of the

other categories.

(2) 2012 includes $100 million paid under the terms of the settlement with Freddie Mac as’ discussed

under Note 20 - "Litigation and Contmgenc1es to our consolidated financial statements

Prlmary claims pald for the top 15 states (based on-2012 pa1d clalms) and all. other states for the years

ended December 31, 2012,2011:and 2010 appears in the table below.
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Management’s Discussion and Analysis of
Financial Condition-and Results of Operations (cortinued)

o

Paid Claims by state.(In millions)

2012 2011 2010

Florida. .. .cueveineenannn. e $ 317 $ 303§ 340
California ....ooveeeeennvennannnaeeenecnnes 309 357 288
THNOIS ¢ e oo eevnrvnnnnnnnnes e, 144 - o100 0 0 9
ATIZONA « e nveeeneeeaenneaeaneeeeanannenns ' 122 203" 156
Michigam. ..vevvrueereerneneneniseneeananes . 110° 138 130
GEOTZIA v ovevenennennnnenenaananeeneneaens ' 99 © 130 97
Nevada ...covvveererenaenns e o 88 ' 134 © 95
(0] 111 PR e o 70 76 68
Texas........ e - 6 108 87
Washington ......oooveveeennnneenniaeennss N 64 74 41
IMITOESOtA. « + v v e eeneeeuneennarenaacensonnnns L 59 T 65 56
WSCOMSI. 1 v v v e eenveeennnneeeannnneeenenees 50 46 36
North Caroling ..........ooveens e o 48 40 38
VITINIA. . oo evvvnniiieneeeeeeennniiaaneeanes ' 48 66 57
Maryland .....ooovveirinneennnn. P '. 47 5T 50
ATL Other SEALES . . v vvrvernenencaenianerins 586 662 563
TR - $ . 2230 8 2,554 8 2,193
Other (Pool, LAE, Reinsurance) ............ 288 367 . 87
Net losses and LAE paid:............... L. 8 2,518 $ 2921 $ 2280

We believe paid claims, on a quarterly basis, peaked in the second quarter of 2011 and that the overall
level of total paid claims will continue to decline, ass;.iming recent foreclosure patterns continue.

The GSEs have introduced new short sale programs in 2012, which could result in claim payments
being accelerated on more recent notices. While a short sale would likely result in the claim being received
and paid sooner than would occur through a foreclosure the amount of the claim payment could be less.
We do not know what the level of participation in these programs will be. Ii 2011 and 2012, our claim
payments on default notices received in the current year have increased, in part, due to an increase in'short
sales. See Note 9 — “Loss Reserves” to our consolidated financial statements.
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

The primary default inventory for the top 15 states (based on 2012 paid claims) at December 31, 2012,
2011 and 2010 appears in the table below.

2012 2011 2010

Florida......oovvveviiiiiiiinnan i, 22,024 27,533 32,788
California...............oiiiiniii .. 6,201 9,542 14,070
Minois.........oovveenn..... e, 9,313 11,420 12,548
ANIZONA ....oiviiiiiii i 2,161 3,809 6,781
Michigan..................... o _ 4,808 7,269 10,278
GeOrgia...ovvuiinnn i 5,100 6,744 9,117
Nevada .......oooiiiiin i, 2,053 ' 3,001 4,729
Ohio . vueeeiii i 6,647 8,357 9,850
Texas ..oooieuiiiiiii i, 6,924 8,961 11,602
Washington .................cooviiiiil L. 3,053 3,467 3,888
Minnesota. .......cvieviinnineniiannnnnnnn 1,937 2,778 3,672
WisSCOnSIN. ... iiiiieeaannnnn, 3,086 3,945 4,519
North Carolina ............................. 3,956 4,929 5,641
Virginia.....ooooooiiiiiiii " 2,100 2,647 3,627
Maryland ..............ooooo i 3,486 3,869 4,264
All otherstates ............coovvvveeevnnininn 3 56,996 67,368 77,350

139,845 175,639 214,724

The primary default inventory at December 31, 2012, 2011 and 2010 separated bctween our flow and
bulk business appears in the table below. '

2012 2011 - 2010
Flow............. PR UUE 107,497 © 134,101 162,621
BUlK .ot 32,348 41,538 52,103

139,845 175,639 214,724

The flow default inventory by policy year at D_ecember'31, 2012, 2011 and 2010 appears in the table
below. : : S _ . :

Flow default inventory by policy year

Policy year: 2012 2011 2010
2002 and priot..................... 9,157 12,006 14,914
2003 .. 5,731 7,403 9,069
2004 ... 8,142 10,116 12,077
2005 ... 12,582 15,594 18,789
2006... ...t 18,257 23,078 28,284
2007 e 40,357 50,664 62,855
2008 ... 11,914 14,247 16,059
2009 901 800 546
2010 ..o 264 168 28
2010 e 148 25 -
2012 00 44 - -
107,497 134,101 162,621
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations (continued)

As of December 31, 2012, 26% of our primary insurance in force was written subsequent to December
31, 2009, 32% of our primary insurance in force was written subsequent to-December 31, 2008, and 46%
of our primary insurance in force was written subsequent to December 31, 2007, .On our flow business, the
highest claim frequency years have typically been the third and fourth year after the year of loan
origination. On our bulk business, the period of highest claims frequency has generally occurred earlier
than in the historical pattern on our flow business. However, the pattern of claims frequency can.be
affected by many factors, including persistency and deteriorating economic conditions. Low persistency
can accelerate the period in:the life of a book during which :the highest claim frequency occurs.
Deteriorating economic conditions can result in increasing claims following a period of declining claims.

Premium deficiency

. Beginning in-2007,. when we stopped writing Wall Street bulk business, we began to separately
measure the performance of these transactions and established a premium deficiency reserve related to- this
business. The premium deficiency reserve reflects the present value of expected future losses and expenses
that exceeded the present value of expected future premiums and already established loss reserves. This
premium deficiency reserve as of December 31, 2012, 2011 and 2010 was $74 million, $135 million and
$179 million, respectively. The discount rate used in the caleulation of the premium deficiency reserve at
December 31, 2012, 2011 and 2010 was 1.3%, 2.3% and 2.5%, respectively.

See Note 10 — “Premium Deficiency Reserve” to our consolidated financial statements in for a
discussion of our premium deficiency reserve, as well as under “Critical Accounting Policies” below.

Underwriting and other expenses

Underwriting and other expenses for 2012 decreased when compared to 2011. The decrease primarily
reﬂects our reduction in headcount: .

Underwrrtlng and 'other expenses for 2011 decreased when compared to:2010. The decrease reflects
our reductions in headcount as well as our lower contract underwriting volume.

Ratios -

The table below presents our GAAP loss, expense and ccmbined ratios for our combined insurance
operations for the years ended December 31, 2012, 2011 and 2010.

2012 2011 2010

LOSS TAtO .. vevneeennnn. cetedereerens L 200.1% 152.6% 137.5%
Underwriting expense ratio ............. 15.2% 16.0% 16.3%

Combinedratio.....ocovvvevnvninvneness 215.3% . 168.6% 153.8%

The loss ratio is the ratio, expressed as a percentage, of the sum of incurred losses and loss adjustment
expenses to net premiums earned. The loss ratio does not reflect any effects due to premium deficiency.
The increase in the loss ratio in 2012 compared to 2011, was due to an increase in losses incurred, as well
as a decrease in premiums earned. The underwriting expense ratio is the ratio, expressed as a percentage,
of underwriting expenses to net premiums written. The decrease in the underwriting expense ratio in 2012
compared to 2011, was due to a decrease in underwriting and other expenses of the combined insurance
operations, partially offset by a decrease in premiums written. The combined ratio is the sum of the loss
ratio and the underwriting expense ratio.
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Management’s Discussion and Analysis?of
Financial Condition and Results of Operations (continued)

The increase in the loss ratio in 2011, compared to 2010, was due to an increase in losses-incurred, as
well as a decrease in premiums earned. The decrease in the uhderwriting expense ratio in 2011, compared
to 2010, was due to a decrease in underwrltlng and other expenses of the comblned insurance operatlons
partlally offset by a decrease in premiums written. »

Interest expense

Interest expense for 2012 decreased when compared to 2011. The decrease is primarily due to lower
interest on our Senior Notes due to repayments and repurchases, partially offset by an increase in
amortization on our junior debentures.

Interest expense for 2011 increased when compared to 2010. The increase is due to the issuance of our
5% Convertible Senior Notes in April 2010 as well as an increase in-amortization on our “junior
debentures, somewhat offset by lower interest on our Senior Notes due to repayments and repurchases.. . -

Income taxes

The effective tax rate benefit on our pre-tax loss was (0.2%) in 2012 compared to the-effective tax rate
provision of 0.3%, and 1.2% in 2011, and 2010, respectively. During those periods, the benefit from
income taxes was eliminated or reduced by the recognition of a valuation allowance.

See Note 14 — “Income Taxes” to our consolidated financial statements for a discussion of our ‘tax
position.

Financial Condition

At December 31, 2012 the total fair value of our investment portfolio. was:$4.2 billion. In addition, at
December 31, 2012 our total assets included approximately $1.0 billion of cash and cash equivalents as
shown on our consolidated balance sheet. At December 31, 2012, based on fair value, less than 1% of our
fixed income securities were below investment grade securities. The percentage of investments rated BBB
may continue to increase as we reinvest to achieve higher yields and, in part, due to the reduced
availability of highly rated corporate securities. Lower rated investments have greater risk. Greater than
99% of our fixed income securities are readily marketable. The compos1t10n of ratlngs at December 31,
2012, 2011 and 2010 are shown in the table below

Investment Portfolio Ratings

December 31,

2012 2011 2010
AAA. . e ' o 2% 37% o 43%
AA 15% 26% 29%
Ao e ; 22% ~ 27% - 23%
BBB ..o = o 11% , 10% . 5%
Investmentgrade .............coviiiiiiiiiiinn 100% - 100% - 100%
Below investment grade ...... e teeeeeid e e v - ‘ -
0 100% 100% 100%
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Management’s Discussion-andgAnalysis; of
Financial Condition and Results of Operations (continued)

'The ratings above are provided by one or more. of the following major rating -agencies: Moody’s,
Standard & Poor’s and Fitch Ratings. If three ratings are available the middle rating’is utilized, otherwise
the lowest rating is utilized.

Approximately 4% of our investment portfolio, excluding cash and cash equivalents, is guaranteed by
financial guarantors. We evaluate the credit risk of securities through analysis of the underlying
fundamentals. The extent of our analysis depends on a variety of factors, including the issuer’s sector,
scale, profitability, debt cover, ratings and the tenor of the investment. At Pecember:31, 2012, less than
1% of our fixed income securities were relying on financial guaranty insurance to elevate their rating.

We primarily place our investments in investment grade securities pursuant to our investment policy
guidelines. The policy guidelines also limit the amount of our credit exposure to any one issue, issuer and
type of instrument. At December 31,2012, the modified duration of our fixed income: investment portfolio
was 2.5 years, which means that an instantaneous parallel shift in the yield curve of 100 basis points would
result in a change of 2.5% in the fair value of our fixed income portfolio. For an upward shift in the yield
curve, the fair value of our portfolio- would decrease and for a downward shift in the yield curve, the fair
value would increase. See Note 6 — “Investments” to our.consolidated financial statements: for additional
disclosure surrounding our investment portfolio.

At December 31, 2012, we had outstanding $100.1 million, 5.375% Senior Notes due in November
2015, with an approximate fair value of $80 million. At December 31,:2012, we also had $345 million
principal amount of 5% Convertible Senior Notes outstanding due in 2017, with an approximate fair value
of $243 million and $389.5 million principal amount of 9% Coenvertible Junior Subordinated Debentures
due in 2063 outstanding, which at December 31, 2012 are reflected as a liability on our consolidated
balance sheet at the current amortized value -of $380 million, with the unamortized discount reflected in
equity. The fair value of the convertible debentures was approximately $173 million at December 31,
2012. See Note 8 — “Debt” to our consolidated financial statements for additional disclosure on our debt.

See Note 14 — “Income Taxes” to.our consolidated financial statements for a description of our federal
income tax contingencies. ' '

Our principal exposure to loss is our obligation to pay claims under MGIC’s mortgage guaranty
insurance policies. At December 31, 2012, MGIC’s direct (before any reinsurance) primary and pool risk
in force, which-is the unpaid principal balance of insured loans as reflected in our records multiplied by the
coverage percentage, and taking account of any loss limit, was approximately $43.0 billion. In addition, as
part of our contract underwriting activities provided through a non-insurance subsidiary, that subsidiary.is
responsible for the quality of the underwriting decisions in accordance with the terms of the contract
underwriting agreements with customers. That subsidiary may be required to provide certain remedies to
our customers if certain standards relating to the quality of our underwriting work are not met, and we
have an established reserve for such future obligations. These obligations have been primarily funded by
contributions from:éur holding company and, in part, from the operations of the-subsidiary. A generally
positive economic environment for residential real estate-that continued until approximately 2007 may
have mitigated the effect of some of these costs in previous years. Historically, a material portion of our
new insurance written:through the flow channel has involved loans for which that-subsidiary provided
contract-underwriting: services, including new insurance written between 2006 and 2008. Glaims for
remedies may be.made a-number of years after the underwriting work was performed. We believe the
rescission of mortgage insurance coverage on loans for. which the subsidiary provided contract
underwriting services may make a .claim: for -a .contract underwriting remedy more likely to occur.
Beginning in the second half of 2009, our subsidiary has experienced an increase in claims for contract
underwriting remedies, which has continued throughout 2012. The related contract underwriting remedy
expense was approximately $27 million, $23 million and $19 million for the years ended December 31,
2012, 2011 and 2010. We expect to pay remedy claims in the next two years in amounts similar to what
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Management’s Discussion and Analysis of
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we have paid in recent years, and to fund these payments through capital contrlbutlons to MGIC and its
affiliates from our holding company’s cash and investments. :

Liquidity and Capital Resources
Overview
Our sources of funds consist primarily of:

*  our investment portfoho (Wthh is dlscussed in “Fmanmal Cond1t1on above), and interest income
on the portfoho :

» net premiums that we will receive from our ex1st1ng insurance in force as well as policies that we
write in the future and

» amounts that we expect to recover. from captlves (wh1ch is dlscussed in “Results of Consohdatedv
Operations — Risk sharing arrangements” above).

Our obligations consist primarily of:

. claim payments un‘der»MGIC’s mortgage guaranty insurance policies,
e $100 million of 5.375% Senior Notes due in Novemoer 2015, |

* $345 million of Convertible Senior Notes due in May é0‘17, »

+  $390 million of Convertible Junior Debentures due in‘Apr’il 2063, ~(

+ interest on the foregoing debt instruments, including deferred interest on our convertible
debentures, and :

+ the other costs and operating expenses of our business.

Holders of both of the convertible issues may convert their notes into shares of our common stock at
their option prior to certain dates prescribed under the terms of their issuance, in Whlch case. our
corresponding obligation will be eliminated.

Since 2009, our claim payments have exceeded our premiums received. We expect that this trend will
continue. Due to the uncertainty regarding how factors such as foreclosure moratoriums, servicing and
court delays, failures by servicers to follow proper. procedures in- foreclosure proceedings, loan
modifications and claims investigations and rescissions, will affect our future paid claims it has become
even more difficult to estimate the amount and timing of future claim payments: When we experience cash
shortfalls, we can fund them through sales of short-term investments and other investment portfolio
securities, subject to insurance regulatory requirements regarding the payment of dividends to the extent
funds were required by an entity other than the seller. In addition, we align the .maturities of our
investment portfolio with our estimate of future obligations. A significant portion:of our investment
portfolio securities are held by our insurance subsidiaries. As long as the trends discussed above continue,
we expect to experience significant declines in our investment portfolio.
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The following table summarizes our consolidated cash flows from operating, investing and financing
activities: -

‘For the year ended December 31,

2012 2011 ’ 2010
(In thousands)
Total cash (used-in) provided by: AL ' '
Operating activities.........oovviieiiineiieeenns $ (1,568,600) $ (1,883,851) $§ (875,430)
Investing activities ..........ccvviiiiiieiinnnnns 1,653,533 1,754,217 (111,904)
Financing activities. ... ....eiveeesivnniinerines ' (53,107) (178,721) 1,105,749

Increase (decrease) in cash and cash equivalents .. $ 31,826 $ (308,355) $§ 118415

Cash used in operatihg activities for 2012 was jowef édmpa:fed to 201 1 primarily duetoa décréase in

losses paid, partially offset by a decrease in premiums collected. Cash used in operating activities for 2011

was higher compared to 2010 primarily due to an increase in losses paid as well as a decrease in premiums
collected. D : ' '

Cash provided by investing activities for 2012 was lower compared to 2011 but at a considerably high
level for both periods as we elected to realize gains, by selling certain, securities, given the favorable
market conditions experienced in 2011 and 2012. We then reinvested the funds taking into account our
anticipated future claim payment obligations. We also continue. to reduce our investments in tax exempt
municipal securities and increase our investments in taxable, securities. Cash provided by -investing
activities for 2011 was significantly higher compared to 2010 due to the factors described above.

‘Cash used in financing activities for 2012 was lower compared to 2011, as we made less debt
repurchases in 2012 than 2011. In 2012 we repurchased $70.9. million in par value of our,5.375% Senior
Notes due in November 2015 at a cost of $53.1 million, compared to repurchases of $129 million in par
value .of our 5.375% Senior Notes in 2011 at a cost of $101.3 million. In 2011 we also repaid

approximately $77 millibn in ;par,value of senior notes that came due. ’Cash used in ‘ﬁnancingvac,tiyitics
was higher in 2011 compared to 2010. In 2010 we received net proceeds from the public offering and sale
of our common stock of approximately $772 million as well as net proceeds from our concurrent debt

offering of approximately $334 million.
Debt at Our Holding> Company and Holding Cainpany Capital Resources

The senior notes, convertible senior notes and convertible debentures are obligations of MGIC
Investment Corporation and not of its subsidiaries. The payment of dividends from our. insurance
subsidiaries, which prior to raising capital in the public markets in 2008 and 2010 had been the principal
source of our holding company cash inflow, is restricted by insurance regulation. MGIC is the principal
source of dividend-paying capacity. Since 2008, MGIC has not paid, any dividends to our holding
company. Through 2013, MGIC cannot pay any dividends to our holding company without approval from
the OCL In connection with the approval of MIC as an eligible mortgage insurer, Freddie Mac and Fannie
Mae have imposed dividend restrictions on MGIC and MIC through December 31, 2013.

At December 31, 2012, we had approximately $315 million in cash and investments at our holding
company. ' :
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As of December 31, 2012, our holding company’s debt obligations were $835 million in par value
consisting of: .

*  $100 million in par value of Senior Notes due in November 2015, with an annual interest cost of
$5 million; ) “ o

*  $345 million in pat "\’falue of Convertible Senior Notes due in 2017, with an annual interest cost of
- $17 million; and

*  $390 million in par value of Convertible Junior Debentures due in 2063, with an'annﬁal interest
cost of $35 million ~ - T ’

See Note 8 — “Debt” to-our consolidated financial statements for additional information about this
indebtedness, including restrictive covenants in our Senior Notes and our election to defer interest on our
Convertible Junior Debentures. Any deferred interest compounds at the stated rate of 9%. The description
in Note 8 - “Debt" to our consolidated financial statements is qualified in its entirety by the terms of the
notes and debentures. The terms of our Senior Notes are contained in the Officer's Certificate, dated as of
October 4, 2005, which specifies the interest rate, maturity date and other terms, and in the Indenture dated
as of October 15, 2000, between us and the trustee, included as an exhibit to our Form 8-K filed with the
SEC on October 19, 2000 (the "2000 Indenture"). The terms of our Convertible Senior Notes are contained
in a Supplemental Indenture, dated'as of April 26, 2010, between us and U.S. Bank National Association,
as trustee, which is included as an exhibit to our 8-K filed with the SEC on April 30, 2010, and in the 2000
Indenture. The terms of our Convertible Junior Debentures are contained in the Indenture dated as of
March 28, 2008, between us and U.S. Bank National Association filed as an exhibit to our Form 10-Q
filed with the SEC on May 12, 2008. o o ' ' ‘

Our holding company has no other material sources of cash inflows other than investment income.
Furthermore, our holding company contributed $100 million in December 2012 and $200 million in
December 2011 to support its insurance operations. Any further contributions to our insurance operations
or other non-insurance affiliates would further decrease our holding company ‘cash and investments. See
discussion of our non-insurance contract underwriting services under “Financial Condition” above and in
Note 20 = “Litigation and Contingencies” to our consolidated financial statements. ‘

In the second quarter of 2012, we repurchased for cash approximately $70.9 million in par value of
our 5.375% Senior Notes due in November 2015, at a cost of $53.1 million. We recognized $17.8 million
in gains on the repurchases, which is included in other revenue on the Consolidated Statements of
Operations for the year ended December 31, 2012. In 2011, we repurchased for cash approximately $129.0
million in par value of our 5.375% Senior Notes due in November 2015, at a cost of $101.3 million. We
recognized $27.7 million in" gains on'the repurchases, which is included in other revenue on the
Consolidated Statements of Operations for the year ended December 31, 2011. We may from time to time
continue to seek to acquire our debt obligations through cash purchases and/or exchanges for other
securities. We may do this in open market purchases, privately negotiated acquisitions or other
transactions. The amounts involved may be material: =~ " o d

Risk-to-Capital

We compute our risk-to-capital ratio ‘on a separate company statutory basis, as well as for our
combined insurance operations. The risk-to-capital ratio is our net risk in force divided by our
policyholders’ position. Our net risk in force includes both primary and pool risk in force, and excludes
risk on policies that are currently in default and for which loss reserves have been established. The risk
amount includes pools of loans or bulk deals with contractual aggregate loss limits and in some cases
without these limits. Policyholders’ position consists primarily of statutory policyholders’ surplus (which
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increases as a result of statutory net income and-decreases as a result-of statutory net loss and dividends
paid), plus the statutory contingency reserve. The statutory contingency reserve is reported as a liability on
the statutory balance sheet. A mortgage insurance company is required to make annual contributions to the
contingency reserve of approximately 50%:of net earned premiums. These contributions must generally be
maintained for a period-of ten years. However, with regulatory approval a mortgage insurance company
may make early withdrawals from the contmgency reserve when incurred losses exceed 35% of net earned
premium in a calendar year. =~ - ¢ © . N

The premium deficiency reserve discussed in Note 10 — “Premium: Deficiency. Reserve” to-our
consolidated financial statements is not recorded as a liability on the statutory balance sheet. and is not a
component of statutory net income. The present value of expected future premiums and already
established loss reserves and statutory contingency reserves, exceeds the present.value of expected future
losses and expenses on our total in force book, so no deficiency is recorded on a statutory basis. On a
GAAP basis, contingency loss reserves are not established and thus not considered when calculating
premium deficiency reserve and policies are grouped based on how they are acquired, serviced and
measured.

MGIC’s separate company risk-to-capital célculation 'é{i)peafr's in the table below.
Deceémber 31,

: 2012 2011
~ (In millions, except ratio)

Risk in force - net (1).... .. . 0, $ - 30802 $ 31,769

Statutory pohcyholders surplus cppeaas ...... \ $ '_68‘9 $ . . 1,569
Statutory contingency reserve. ............... e =
Statutory policyholders' position .................. $ 689 $§ . 1,569
Risk-tokoapital AN nalalal, _'5"'44.7:’1 T 020301

(1) Risk in force — net as shown in the ‘table’ above is net of reinsurance and exposure on p011c1es
currently in default and for which loss reserves have been established.
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Our combined insurance companies’ risk-to-capital calculation appears in the table below.

. Decembei' 31,
- 2012 .o 2011
(In millions, except ratio)

Risk i FOrCE = 1EE (1) +vvvvneeeeeeeeeeeeeeeennn. $ 36,113 $ 36,805

Statutory policyholders' surplus ..........c....... $ 749 § 1,657 -
Statutory contingency reserve......c.ovvvunsvanees. -6 -4
Statutory policyholders' position ....... ST | 755 $ 1,661
Risk-to-capital ................ e . 47.8:1 22.2:1

(1) Risk in force — net, as shown in the table above, is net of reinsurance and exposure on policies
currently in default ($6.5 billion at December 31, 2012 and $8.6 billion at December 31, 2011) and for
which loss reserves have been established.

Our risk-to-capital ratio will increase if the percentage decrease in capital exceeds the percentage
decrease in insured risk. Therefore, as capital decreases, the same dollar decrease in capital will cause a
greater percentage decrease in capital and a greater increase in the risk-to-capital ratio.

For additional information regarding regulatory capital see Note 1 — “Nature of Business — Capital”
our consolidated financial statements as well as our risk factor titled “Capital requlrements may prevent us
from continuing to write new insurance on an uninterrupted basis” below.

Financial Strength Ratings

The financial strength of MGIC, our principal mortgage insurance subsidiary, is rated B2 by Moody’s
Investors Service with a negative outlook. Standard & Poor’s Rating Services’ insurer financial strength
rating of MGIC is B- with a negative outlook. For further information about the 1mportance of MGIC’s
ratings, see our risk factor titled “We may not contmue to meet the GSEs mortgage insurer e11g1b111ty
requirements” below.

The financial strength of MIC, a subsidiary of MGIC, is rated Ba3 by Moody’s Investors Service with
a negative outlook. Standard & Poor’s Rating Services’ insurer financial strength rating of MIC is B- with
a negative outlook. For further information about the importance of MIC’s ratings, see our risk factor titled
“Competition or changes in our relationships with our customers could reduce our revenues or increase our
losses” below.
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Contractual Obligations

At December 31,2012, the approximate future payments under our contractual obhgatlons of the type
described in the table below are as follows:

Payments due by period ,
Contractual Obligations (In millions): Less than More than
Total 1 year 1-3 years 3-5years - S years
Long-term debt obligations .............. $ 2717 $ 58 § 216 $ 441 $ 2,002
Operating lease obligations .............. : 7 4 2 | S
Tax obligations...........c.... wieereaees 18 - - 18- . S
Purchase obligations.......... Pebesenaee W emet 2 1 1 - -
Pension, SERP and other post-retirement Lo " B s
benefitplans .......... Cedeeeieesee, - 174 m - 27 31 105
Other long-term liabilities ............... 4,057 ¢ 2,104 1,601 - 352 - -
TOtAle s e neeeeenenenieiinnaieneneiiee. $ 6975 °$ 2,178 “$ 1,847 § 843 § 2,107

Our long-term debt obligations at December 31, 2012 include, $100 million of 5.375% Senior Notes
due in November 2015, $345 million of 5% Convertible Senior Notes due in May 2017 and $389.5 million
in convertible debentures due in April 2063, including rélated interest, as discussed in Note 8 — “Debt” to
our consolidated financial statements below and under “Liquidity and Capital Resources” above. The
inferest payment on our convertible debentures that ‘was scheduled to be paid on October 1, 2012, but
which we elected to defer as discussed in Note 8 “Debt” to our consolidated financial statements, is
included in the “More than 5 years” column in the table above. Our operatlng lease obllgatlons include
operating leases on certain office space, data processing equipment and autos, as discussed in Note 19 -
“Leases” to our consolidated financial statements. Tax obligations consist primarily of amounts related to
our current dispute with the IRS, as discussed in Note 14 — “Income Taxes” to our consolidated financial
statements. Purchase obligations consist primarily of agreements to purchase data processing hardware or
services made in the normal course of business. See Note 13 - “Benefit Plans” to our consolidated
financial statements for dlscusswn of expected beneﬁt payments under our beneﬁt plans.

Our other long-term liabilities represent the loss reserves established to recognize the liability for
losses and loss adjustment expenses related to defaults on insured mortgage loans, as well as future
payments required under the settlement agreement with Freddie Mac as discussed in Note 20 — “Litigation
and Contingencies” to our consohdated financial statements. Thé timing of the fiture claim payments
associated with the established loss réserves was determined prlmarlly based on two key assumptions: the
length of time it takes for a notlce of default to deveIOp ifito a received elalm and the length of time it takes
for a received claim to be ultrmately pa1d The future claim payment périods are estimated based on
historical experience, and could emerge significantly different than this estimate. Due to the uncertainty
regarding how certain factors, such as foreclosure moratorlums servicing and court delays, failures by
servicers to follow proper procedures i foréclosure proceedlngs loan modifications, claims investigations
and claim rescissions, will affect our future paid claims it has become even more difficult to estimate the
amount and timing of future claim payments Current condltlons in the housing and mortgage industries
make all of the assumptions discussed in this paragraph more volatile than they would otherwise be. See
Note 9 — “Loss Reserves” to our consolidated financial statements and “-Critical Accounting Policies”
below. In accordance with GAAP for the mortgage insurance industry, we establish loss reserves only for
loans in default. Because our reservmg method does not take account of the impact of future losses that
could occur from loans that are not dehnquent our obl1gat10n for ultimate losses that 'we expect to occur
under our policies in force at any period end is not reﬂected in our ﬁnanc1a1 statements or in the table
above
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Critical Accounting Policies

We believe that the accounting policies described below involved significant Judgments and-estimates
used in the preparation of our consolidated financial statements. 7

Loss reserves and premium-deficiency reserves
Loss reserves

Reserves are established for reported insurance losses and loss adjustment expenses based on when
notices of default on insured mortgage loans are received. A default is defined as an insured loan with a
mortgage payment that is 45 days or more past due. Reserves are also established for estimated losses
incurred on notices of default not yet reported. Even though: the accounting standard, Accounting
Standards Codification (“ASC”) 944, regarding accounting and reporting by insurance entities specifically
excluded mortgage insurance from its guidance relating to loss reserves, we establish loss reserves using
the general principles contained in the insurance standard. However, consistent with industry standards for
mortgage insurers, we do not establish loss reserves for future claims on insured loans which are not
currently in default.

We establish reserves usmg estimated claim rates and claim amounts in estimating the ultimate loss.
The liability for reinsurance assumed is based on information provided by the ceding companies.

The incurred but not reported, or IBNR, reserves referred to above result from defaults occurring prior
to the close of an accounting period, but which have not been reported to us. Consistent with reserves for
reported defaults, IBNR reserves are established using estimated claim rates and claim amounts for the
estimated number of defaults not reported. As of December 31, 2012 and 2011, we had IBNR reserves of
approximately $180 million and $244 million, respectlvely

Reserves also provide for the estimated costs of settlmg claims, including legal and other expenses
and general expenses of administering the claims settlement process.

The estimated claim rates and claim amounts represent what we believe reflect the best estimate of
what will actually be paid on the loans in default as of the reserve date. If a policy is rescinded we do not
expect that it will result in a claim payment and thus the rescission generally reduces the historical claim
rate used in establishing reserves. In addition, if a loan cures its delinquency, including successful loan
modifications that result in a cure being reported to us, the cure reduces the historical claim rate used in
establishing reserves. Our methodology to determine the estimate of clarm rates and claim amounts are
based on our review of recent trends in the default inventory. To establish reserves we utlhze a reserving
model that continually 1ncorporates historical data on the rate at whrch defaults resulted in a claim, or the
claim rate. This historical data includes the effects of rescissions, which are included as cures within the
model. The model also 1ncorporates an estimate for the amount of the cla1m we will pay, or severity. The
severity is estimated using the historical percentage of our clalm pa1d compared to our loan exposure as
well as the risk in force of the loans currently in default. We review recent trends.in the claim rate,
severity, the change in the level of defaults by geography and the change in average loan exposure, As a
result, the process to determme reserves does not include quantltatrve ranges of outcomes that are
reasonably likely to occur.’ oy

The claim rates and claim amounts are likely to be affected by external events mcludmg actual
economic conditions such as changes in unemployment rate, interest rate or housing value. Our estrmatron
process does not include a correlation between. claim rates and claim amounts to prolected economic
conditions such as changes in unemployment rate, interest rate or housmg value. Our experience is that
analysis of that nature would not produce reliable results. The results would not be reliable as the change
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in‘one economic condition cannot be isolated to determine its sole effect on our ultimate paid losses as our
ultimate paid losses are also influenced at the same time by other economic. conditions. Additionally, the
changes and interaction of these economic conditions are not likely homogeneous throughout the regions
in which.we conduct business. Each economic-environment influences our ultimate paid losses: differently,
even if apparently similar in nature. Furthermore, changes in economic conditions may not necessarily be
reflected in-our loss development in the quarter or year in which the changes occur. Typically, actual clalm
results often lag changes in economic conditions by at least nine to twelve months S

In considering the potential sensitivity of the factors underlying our best estimate of loss reserves, it is
possrble that even a relatively small change.in estimated claim rate or a relatively small percentage change
in estimated claim amount could have a significanit impact on reserves and, correspondingly, on results of
operations For example, a $1,000 change in the average severity: reserve factor combined with a 1%
change in the average claim rate reserve factor would change the reserve amount by approximately $152
million as of December 31, 2012. Historically, it has not been uncommon for us to experience variability
in the development of the loss reserves through the end of the following year at this® level or higher as
shown by the historical development of our loss reserves.in the table below: . :

Losses incurred - * .~ Reserve at
related to She end of
prior years (1) prior year
e (In thousands)

2012 . $ 573,120 $ 4,557,512
2001 i e (99,328) 5,884,171
2010 .0.eeseieininnns i (266,908) 6,704,990
2009 .....iiiiiiinnn, s 466,765 4,775,552
2008 .. ...t evieesaes 387,104 2,642,479

(1) A positive number for a prior year indicates a deficiency of loss reserves, and a negative number for a
prior year indicates a redundancy of loss reserves.

See Note 9 - “Loss Reserves” to our consolidated ﬁnancial stafements for a discussion of recent loss
development.

Estimatlon of losses is inherently ]udgmental “The conditlons ‘that affect the claim rate and claim
severity include the current and future state of the economy, mcludmg unemployrnent and local housing
markets. Current conditions in the housing and mortgage industries make. these. assumptions more volatile
than they would otherwise be. The actual amount of the, claim payments. may. be substantially different
than our loss reserve estimates. Our estimates could be adversely affected by several factors, including a
further deterioration of regional or national economic conditions, including unemployment, leading to a
reduction in borrowers’ income and thus their ability to make mortgage payments, and a further drop in
housing values that could result in, among other things, greater losses on loans that have pool insurance,
and may affect borrower willingness to continue to make mortgage payments when the value-of the home
is below the mortgage balance and mitigation from rescissions being materially less than. assumed. Our
estimates are also_affected by any agreements we enter into regarding claim payments, such as the
probable settlement agreements discussed in Note 20 — “Litlgation and Contingencies” to our consohdated
financial statements. Changes to our estimates could result in a material impact to our results of
operations, even in a stable economic environment. - -

© Our estimates, could also be positively affected by govemment efforts to assist‘ cnrrent borrowers in

refinancing to new loans, assisting, delmquent borrowers and lenders in reducmg their mortgage payments,
and forestalling foreclosures. : ‘
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Loss reserves in the most recent years contain a greater degree of uncertainty, even though the
estimates are based on the best available data .

In addition, our loss reserving methodology incorporates the effects rescission activity is expected to
have on the losses we will pay on our delinquent inventory. We do not utilize an explicit rescission rate in
our reserving methodology, but rather our reserving methodology incorporates the -effects rescission
activity has had on our historical claim rate and claim severities. A variance between -ultimate actual
rescission rates and these estimates could materially affect our losses.

Information regarding the ever-to-date rescission rates by the quarter in which the claim was received
appears in the table below. No information is presented for claims received in the most recent two quarters
to allow sufficient time for a substantial percentage of the claims received in those two quarters to reach
resolution. : :

As of December 31, 2012 '
Ever to Date Rescission Rates on Primary Clalms Recelved (based on count)

Quarter in Which the ETD Rescission ETD Claims Resolution

Claim was Received Rate (1) ’ Percentage (2)
Q12011............ 13.3% 98.6%
Q22011............ 10.3% 97.5%
Q3 2011............ ‘ 7.9% 96.7%
Q42011............ ' 7.5% ¢ 96.1%
Q12012............ 6.1% 95.1%
Q22012............ : 46% 93.9%

(1)  This percentage is claims received, during the quarter shown, that have been rescinded as of our
most recently completed quarter divided by the total claims received during the quartet‘shown. In
certain cases we rescind coverage before a claim is received. Such rescissions, which have not been
material, are not included in the statistics in this table.

(2)  This percentage is claims received, during the quarter shown, that have been resolved as of our most
recently completed quarter divided by the total claims received during the quarter shown. Claims
resolved principally consist of claims paid plus claims for which we have informed the insured of
our decision not to pay the claim. Although our decision to not pay a claim is made after we have
given the insured an oppertunity to dispute the facts underlying our decision to not pay the claim,
these decisions are sometimes reversed after further discussion with the insured. The number of
rescission reversals has been 1mmaterlal but could increase materlally 1f we enter into materlal
resolution agreements :

Note: As discussed in Note 20 — “Litigation and Contingencies” to our consolidated financial statements
we have made substantial progress in reaching anagreement with Countrywide  regarding
rescissions. In connection with the Countrywide proceedings, we have voluntarily suspended
rescissions of coverage related to loans that we believe could be included in a potential resolution.
As of December 31, 2012, coverage on approximately 2,150 loans, representing total potential claim
payments of approximately $160 million, that we had determined was rescindable were affected by
our decision to suspend such rescissions. Substantially all of these potential rescissions relate to
claims received beginning in the first quarter of 2011 or later. As of December 31, 2012, coverage
on approximately 250 loans, representing total potential claims payments of approximately $17
million, were affected by our decision to suspend such rescissions for another customer for which
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. we also consider settlement probable: See Note 20 — “Litigation and Contingencies” for a discussion
of probable settlements. In addition, as of December 31;:2012, approximately 240 rescissions,
representing total potential claim payments of approximately $16 million, were affected by our
decision to suspend rescissions for customers other than those for which we consider settlement
probable, as defined in ASC 450-20. The decision to suspend these potential rescissions does not
‘represent the only reason for the recent decline in the percentage of claims that have been resolved
through rescissions and we cont1nue to expect that our rescissions will continue to dechne

- We anticipate that the ever-to date rescission rate on the more recent quarters w111 increase as the
ever-to date resolution percentage moves closer to 100%. sue : o

For ‘more mformatlon regardrng rescissions, rescission settlements and related legal proceedings; see
Note 9 — “Loss Reserves and Note 20 — “Litigation and Contingencies™ to our consolidated financial
statements. o L : “ :

Premium deﬁcrencv reserve

After our reserves:are established, we perform premium deﬁcrency calculatlons usmg best estimate
assumptions as of the testing date. The calculation'of premium deficiency:reserves requires the use of
significant judgments and estimates to determine the present value of future premium and present value of
expected losses and expenses on our business. The present value of future premium relies-on, among other
things, assumptions about persistency and repayment patterns on underlying loans. The present ‘value of
expected losses and expenses depends on assumptions relating to severity of claims and claim rates on
current defaults, and expected defaults in future periods. These assumptions also include an estimate of
expected rescission activity. Assumptions used in calculating the deficiency reserves can be affected by
volatility in the current housing and mortgage lending industries. To the extent premium patterns and
actual loss experience differ from the assumptions used in calculating the premium deficiency reserves, the
differences between the actual results and our estimate will affect future period earnings.-

The establishment of premium deficiency reserves is subject to inherent uncertainty and requires
judgment by management. The actual amount of claimpayments ‘and premium collections may vary
significantly from the premium deficiency resetrve estimates: Similar to-our loss reserve estimates, our
estimates: for premium deficiency reserves could be adversely affected by several factors, including a
deferioration of regional or-economic conditions leading to a reduction in borrowers’ income and thus their
ability to make mortgage payments, and a drop in housing values-that could expose us'to greater losses.
Changes to-our estimates: could: result in-material changes:in. our operations, even in a ‘stable economic
environment. Adjustments to - prémium deficiency reserves ‘estimates are'reflected in the financial
statements in the years in Wthh the adjustments are made.

As is- the case with our loss reserves, as discussed above;: the severity of claims and claim rates; as
well. as ;persistency for the premium deficiency calculation, are likely to be affected by external events,
including actual economic conditions, as® well as' future rescission:activity. However, our estimation
process does not include a correlation between these economic conditions and our assumptions because it
is ‘our experience that an analysis of ‘that nature ‘would not produce reliable results. In considering the
potential sensitivity of the factors underlying management’s best estimate of premium deficiency reserves,
it is possible that even a relatively small change in estimated claim rate or a relatively small percentage
change in estimated claim amount could have a significant impact on the premium deficieney reserve and,
correspondingly, on our results of operations. For example, a $1,000 change in the-average' severity
combined with a 1% change in the average claim rate could change the Wall Street bulk premium
deficiency reserve amount by apptoximately.-$62 million. Additionally, a 5% change in the persistency of
the underlying loans could change the Wall Street bulk premium deficiency reserve amount by
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approximately $13 million. We do not anticipate changes in the d1scount rate will be sngmﬁcant enough as
to result in material changes in the calculation. : »

Revenue recognition

When a policy term ends, the primary mortgage insurance written-by us is renewable at the insured’s
option through- continued payment of the premium in accordance with the schedule established at the
inception of the policy term. We have no ability to reunderwrite or reprice these policies after issuance.
Premiums written under policies having single and annual premium paymentsare.initially deferred as
unearned premium reserve and earned over the policy term. Premiums written on policies covering more
than one year are amortized over the policy life in accordance with the expiration of risk which is the
anticipated claim payment pattern based on historical experience. Premiums written on:anhnual policies are
earned on a monthly pro rata basis. Premiums written on monthly policies are earned as the monthly
coverage is provided. When a policy is cancelled, all premium that is non-refundable is immediately
earned. Any refundable premium is returned to the lender. Cancellations include rescissions and policies
cancelled due to claim payment. When a policy is rescinded, all previously.collected premium is returned
to the lender and when a claim is paid we return any premium received since the date of default. The
liability associated with our estimate of premium to be returned is accrued for separately and separate
components of this liability are included in “Other liabilities” and “Premium deficiency reserves” on our
consolidated balance sheet. Changes in these liabilities affect premiums written and earned and change in
premium deficiency reserve, respectively. The actual return of premium affects premium written and
earned. Policy cancellations also lower the persistency. rate which is a variable used in calculating the rate
of amortization of deferred pohcy acqu1smon costs:discussed below. :

. Fee income of our non-insurance subs1d1ar1es is eamed and recogmzed as the services are prov1ded
and the customer is obl1gated to. pay.

Deferred insurance pollcy acquzsmon costs

Costs directly associated with the successful acquisition of mortgage insurance policies, consisting of
employee compensation and other policy issuance and underwriting expenses, are initially deferred and
reported as deferred insurance policy acquisition costs. Deferred. insurance policy acquisition costs arising
from each book of business are chargéd-against revenue in the same proportion that the-underwriting profit
for the period of the charge bears to the total underwriting profit over the life of the policies. The
underwriting profit and the life of the policies are estimated and are reviewed quarterly and updated when
necessary to reflect actual experience and ‘any changes to key variables such as persistency- or loss
development. Interest is accrued on the unamortized balance of deferred insurance policy acquisition costs.

Because our insurance premiums are earned over time, changes in persistency result in deferred
insurance policy acquisition costs being amortized against revenue over a comparable period.of time. At
December 31, 2012, the persistency rate- of our primary mortgage insurance was 79.8%, compared to
82.9% at December 31, 2011. This change did not significantly affect the amortization of deferred
insurance policy acquisition costs for the period ended December-31, 2012. A 10% change in persistency
would not have a material effect on the amortization of deferred insurance policy acqulsmon costs in the
subsequent year. ,

If a premium deﬂciency exists, we reduce the related deferred insurance policy acquisition. costs by
the amount of the deficiency or to zero through a charge to current period earnings. If the deficiency. is
more than the deferred insurance policy acquisition costs balance, we then establish a premium deﬁc1ency
reserve equal to the excess, by means of a charge to current period earmngs :
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. Fair Value Measurements

For the years ended December 31, 201 2,2011 and 2010, we did not elect the fair value option for any
financial instruments acquired for which the primary basis of accounting is not fair value.

In accordance with fair value guidance, we applied the following fair value.hierarchy in order to
measure fair Value for assets and liabilities:

Level 1 - Quoted prlces for 1dentlcal instruments in active markets that we have the ab111ty to access.
Financial assets utilizing Level 1 inputs prlmarﬂy include certain U.S. Treasury securities and obligations
of U.S. government eerporations and agencies and Australian government and semi. govemment securities.

Level 2 — Quoted prices for similar instruments in active markets quoted prices for identical or
similar instruments in markets that are not active; and inputs, other than quoted prices, that are observable
in the marketplace for the financial instrument. The observable inputs are used in valuation models to
calculate the fair value of the financial instruments. Financial assets utilizing Level 2 mputs primarily
mclude certain mumclpal and corporate bonds :

Level 3 — Valuations derived from. valuatlon technlques in whrch one ‘or more srgnrﬁcant 1nputs or
value drivers are unobservable. Level 3 inputs reflect our own assumptions about the assumptions a
market participant would use in pricing :an asset or liability. Financial assets utilizing Level 3 inputs
include certain state -and -auction rate (backed by student loans) securities. Non-ﬁnanc1a1 assets which
utilize Level 3 inputs include real estate acquired through claim settlement. ‘ -

To determine the fair value of securities available-for-sale in Level 1 and Level 2 of the fair value
hierarchy, independent pricing sources have been utilized. One price is provided per security based on
observable market data. To ensure securities are appropriately classified in the fair value hierarchy, we
review the pricing techniques and methodologies of the independent pricing sources and believe that their
policies adequately consider market activity, either based on specific transactions for the issue valued or
based on modeling of securities with similar credit quality, duration, yield and structure that were recently
traded. A variety of inputs are utilized including benchmark yields, reported. trades, broker/dealer quotes,
issuer spreads, two sided markets, benchmark securities, bids, offers and reference data including market
research publications. Inputs may be weighted differently for any security, and not all inputs.are used for
each security evaluation. Market indicators, industry and economic events are also considered. This
information. is evaluated using a multidimensional. pricing model. Quality controls. are performed
throughout this process which includes reviewing tolerance reports, trading information and data changes,
and directional moves compared-to market moves. This model combines all inputs to arrive at-a value
assigned to each security. On.a quarterly basis, we perform quality controls over values received from the
pricing  sources which include reviewing tolerance reports, trading information and data'changes, and
directional moves compared to market moves. 'We have not made any adjustments to the prices obtained
from the independent pricing sources. : :

Assets and liabilities classified as Level 3 are as follows:

» Securities available-for-sale classified in Level 3 are not readily marketable and are valued using
internally developed models based on the present value of expected cash flows. Our Level 3
securities primarily consist of auction rate securities as observable inputs or value drivers are
unavailable due to events described in Note 6 — “Investments” to our consolidated financial
statements. Due to limited market information, we utilized a discounted cash flow (“DCF’’) model
to derive an estimate of fair value of these assets at December 31, 2012 and 2011. The DCF
model is based on the following key assumptions.
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* Nominal credit risk as substantially all of the underlying collateral of these securities is
ultimately guaranteed by the United States Department of Education;

*  Time to liquidity through December 31, 2013
»  Continued receipt of contractual interest; and
» Discount rates ranging from 16.87% to 18.35%, which include a spread for liquidity risk.

Real estate acquired through claim settlement is fair valued at the lower.of our acquisition cost or a
percentage of appraised value. The percentage applied to appraised value is based upon our historical sales
experience adjusted for current trends.

Investment Portfolio -

Our entire investment portfolio is classified as available-for-sale and is reported at fair value. The
related unrealized gains or losses are, after considering the related tax expense or benefit, recognized as a
component of accumulated other comprehensive income in shareholders' equity. Realized investment
gains and losses are reported in income based upon specific identification of securities sold.

Each:quarter we perform reviews of our investments. in order to determine whether declines in fair
value below amortized cost were considered other-than-temporary in accordance with applicable guidance.
In evaluating whether a decline in fair value is other-than-temporary, we consider several factors

including, but not limited to:

* our intent to sell the security or whether it is more likely than not that we will be required to sell
the security before recovery;

»  extent and duration of the decline;

+ failure of the issuer to make scheduled interest or principal payments;

+ change in rating below investment grade; and

+ adverse conditions specifically related to the security, an industry, or a geographic area.

Under the: current guidance a debt security impairment is deemed other than temporary if we either
intend to sell the security, or it is more likely than not that we will be required to sell the security before
recovery or we do not expect to collect cash flows sufficient to recover the amortized cost basis of the

security. During 2012, 2011 and 2010 -we recognized OTTTI losses in earnings of" $2 3 mllhon $0 7 million
and $9.6 million, respectlvely
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.Risk Factors

Forward Looking Statements and Risk Factors

. As used below, “we,” “our” and “us” refer to MGIC Investment Corporation’s consolidated operations
or to MGIC Investment Corporation, as the context requires; “MGIC” refers to Mortgage Guaranty
Insurance Corporation; and “MIC” refers toMGIC Indemnity Corporation. - -

Our actual results could be affected by the risk factors below. These risk factors are an integral part of
this annual report. These risk factors may also cause actual results to differ materially from the results
contemplated by forward looking statements that we may make. Forward looking statements consist of
statements which relate to matters other than historical fact, including matters that inherently refer to
future events. Among others,.statements that include words: such- as “believe,” “anticipate,” “will” or
“expect,” or words of similar import, are forward looking  statements. We are not undertaking any
obligation to update any forward looking statements or other statements we may make even though these
statements may be affected by events or circumstances occurring after the forward looking statements or
other statements were made. No reader of this-annual report should rely on these statements being current
at any time other than the time at which our Annual Report on Form 10-K for the year ended December
31, 2012 was filed with the Securities and Exchange Commission. .

Capital requirements may prevent us from continuing to write new insurance on an uninterrupted
basis. : , .

The insurance laws of 16 jurisdictions, including Wisconsin, our domiciliary state, require a mortgage
insurer to maintain a minimum amount of statutory capital  relative to the risk in force (or a similar
measure) -in order for the mortgage insurer to continue to write new business. We refer to these
requirements as the “Capital Requirements.” Néw insurance written in the jurisdictions that have Capital
Requiremerits represented approximately 50% of new insurance written in 2011 and 2012. While
formulations of minimum capital vary among jurisdictions, the most common formulation allows for a
maximum risk-to-capital ratio of 25 to 1. A risk-to-capital ratio will increase if the percentage decrease in
capital exceeds the percentage decrease in insured risk. Therefore, as capital decreases, the same dollar
decrease in capital will cause a greater percentage decrease in capital and a greater increase in the risk-to-
capital ratio. Wisconsin.does not regulate capital by using a risk-to-capital measure but instead requires a
minimum policyholder -position (“MPP”). The “policyholder position” of .a mortgage insurer is its net
worth or surplus, contingency reserve and a portion of the reserves for unearned premiums.

At December 31, 2012, MGIC’s risk-to-capital ratio was 44.7 to 1, exceeding the maximum allowed
by many jurisdictions, and its policyholder position was $640 million below .the:required MPP of $1.2
billion. We expect MGIC’s risk-to-capital ratio to- increase above its December 31,.2012 level. At
December 31, 2012, the risk-to-capital ratio of our combined insurance operations (which includes
reinsurance affiliates) was 47.8 to 1. A higher risk-to-capital ratio on.a. combined basis may indicate that,
in order for MGIC or MIC to continue to- utilize reinsurance-arrangements with its subsidiaries or
subsidiaries of our holding company, additional capital contributions to the reinsurance affiliates could be
needed. These reinsurance arrangements permit MGIC and MIC to write insurance with a higher coverage
percentage than they could on their.own under certain state-specific requirements. :
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Statement of Statutory Accounting Principles No. 101 (“SSAP No. 101”) became effective January 1,
2012 and prescribed new standards for determining the amount of deferred tax assets that can be
recognized as admitted assets for determining statutory capital. Under a permitted practice effective
September 30, 2012 and until further notice, the Office of the Commissioner of Insurance of the State of
Wisconsin (“OCI”) has approved MGIC to report its net deferred tax asset as an admitted asset in an
amount not to exceed 10% of surplus as regards policyholders, notwithstanding contrary provisions of
SSAP No. 101.-At December 31, 2012, had MGIC calculated its net deferred tax assets based on the
provisions of SSAP No. 101, no deferred tax assets would have been admitted. Pursuant to the perm1tted
practice, deferred tax assets of $63 million were included in statutory capital. -

Although MGIC does not meet the Capltal Requirements of Wisconsin, the OCI has waived them
until December 31,.2013. In place of the Capital Requirements, the OCI Order containing the waiver of
Capital Requirements (the “OCI Order”) provides that-MGIC can write new business as long as it
maintains: regulatory capital that the OCI determines is reasonably in excess of a level that would
constitute a financially hazardous condition. The OCI Order requires MGIC Investment Corporation,
through the earlier of December 31, 2013 and the termination of the OCI Order (the “Covered Period”), to
make cash equity contributions to MGIC as may be necessary so that its “Liquid Assets” are at least $1
billion (this portion of the OCI Order is referred to as the “Keepwell Provision”). “Liquid Assets,” which
include those of MGIC as well as those held in certain of our subsidiaries, including our Australian
subsidiaries, but excluding MIC and its reinsurance affiliates, are the sum of (i) the aggregate cash and
cash equivalents, (ii) fair market value of investments and (iii) assets held in trusts supporting the
obligations of captive mortgage reinsurers to MGIC.: As of December 31,.2012, “Liquid Assets” were
approximately $4.8 billion. Although we do not expect -that MGIC’s Liquid Assets will fall below $1
billion during the Covered Period, we do expect the amount of Liquid Assets to continue to decline
materially after December 31, 2012 and through the end of the Covered Period as MGIC’s claim payments
and other uses of cash continue to exceed:icash generated from operations. You should read:the rest of
these risk factors for additional mformatlon about factors that could negatlvely affect MGIC’s: Liquid
Assets. SR :

The OCI, in its sole discretion, may modify, terminate or extend its waiver of Capital Requirements,
although any medification or extension of the Keepwell Provision requires our written consent. If the OCI
modifies or terminates its waiver, or if it fails to renew its waiver upon expiration, depending on the
circumstances, MGIC .could be prevented from writing new business in all jurisdictions if MGIC does not
comply with the Capital Requirements. We cannot assure you that MGIC could obtain the additional
capital necessary to comply with the Capital Requirements. At present, the amount of additional capital we
would need to comply with the Capital Requirements would be substantial. See “— Your ownership in our
company may be diluted by additional capital that we raise or if the holders of our outstanding convertible
debt convert that debt into shares of our common stock.” If MGIC were prevented from writing new
business in all jurisdictions, our insurance operations in MGIC would be in run-off (meaning no new loans
would be insured but loans previously insured would continue to be covered, with premiums continuing to
be received and losses continuing to be paid on those loans) until MGIC either met the Capital
Requirements or obtained a necessary waivet to allow it to once again write new business. Furthermore, if
the OCI revokes or fails to renew MGIC’s waiver, MIC’s ability to write new business would be severely
limited because approval by Fannie Mae and Freddie Mac (the “GSEs”) of MIC (discussed below) is
conditioned upon the continued effectiveness of the OCI Order.

MGIC applied for waivers in the other jurisdictions with Capital Requirements and, at this time, has
active waivers from seven of them. MIC is writing new business in the jurisdictions where MGIC does not

have active waivers. As a result, MGIC and MIC are collectively writing business on a nationwide basis.

Insurance departments, in their sole discretion, may modify, terminate or extend their waivers of
Capital Requirements. If an insurance department other than the OCI modifies or terminates its waiver, or
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if it fails‘to grant a-waiver or renew its' waiver after' expiration, depending on'the circumstances, MGIC
could be prevented from writing new business in that particular jurisdiction. Also, depending on the level
of losses that MGIC experiences in the future, it is possible that regulatory ‘action by one or more
jurisdictions, including those that do not have specific Capital Requirements, may. prevent MGIC from
continuing to write new insurance in that jurisdiction. As discussed below, under certain conditions; this
business would be written in MIC. You should read the rest of these risk factors for additional information
about factors .that could negatively affect MGIC’s statutory ‘capital - and comphance with - Capital
Requirements. - :

- MGIC’s failure to meet the Capital Requirements to-insure new business does not necessarily mean
that MGIC does not have sufficient resources.to pay claims.on its insurance liabilities. While we believe
that MGIC has sufficient claims paying resources to meet its:claim obligations on its insurance in force on
a timely basis; we cannot assure you that the events that led to- MGIC failing to meet Capital Requirements
would not also result in it not having sufficient claims paying resources. Furthermore, our estimates of
MGIC’s: claims paying resources and -claim obligations are based on various assumptions. These
assumptions include the timing of the receipt of claims on loans in our delinquency inventory and future
claims that ‘we anticipate will ultimately be received, our -anticipated rescission activity, premiums,
housing values and unemployment rates. These assumptions are subject to inherent uncertainty and require
judgment-by management. Current conditions in the domestic economy make the assumptions about when
anticipated claims will be received, housing values, and unemployment rates highly volatile in the sense
that there is a wide range of reasonably possible outcomes. Qur anticipated rescission-activity is also
subject to inherent uncertainty ‘due to the difficulty of predicting the amount of  claims. that will be
rescinded and the outcome of any legal proceedings or settlement discussions related to rescissions. You
should read the rest of these risk factors for additional information about factors that could negatlvely
affect MGIC’s claims paying resources. :

As part of our longstanding plan to write new.business in MIC, a direct subsidiary of MGIC, MGIC
has made capital contributions to MIC: As of December 31, 2012, MIC had-statutory capital of $448
million. In the third quarter of 2012, we began writing new mortgage insurance in MIC on the same policy
terms as MGIC, in those jurisdictions where we did not have active waiversof Capital Requirements for
MGIC. In the second half of 2012, MIC’s new insurance written was $2.4 billion, which includes business
from certain jurisdictions for which new insurance is again being written in-MGIC after it received the
necessary waivers. We are currently writing new mortgage insurance in MIC in Florida, Idaho, Missouri,
New Jersey, New York; North Carolina, Ohio-and Puerto- Rico.. Approximately 19% of new insurance
written in 2011 and 2012 'was from jurisdictions in which MIC is currently writing business. We project
MIC can write 100% of our new insurance for at least five years if MGIC is unable to write iew business.
This projection is based on the 18:1 risk-to-capital limitation prescribed by Freddie Mac’s approval of
MIC (discussed below) and assumes the mix and level of new insurance written in the future would be the
same as we wrote in 2012. It also assumes MIC’s GSE eligibility would extend throughout this period. If
we had to write substantially more of our business in MIC and our levels of new insurance written were to
increase materially, MIC -may require additional capital to stay below Freddie Mac’s prescribed risk-to-
capital limitation or a waiver of that limitation may be required. MIC is licensed to write business in all
jurisdictions and, subject to the conditions:and restrictions discussed below, has:received the necessary
approvals from GSEs and the OCI to write business in all of the JuI’lSdlCtlonS that have not Walved their
Capital Requirements for MGIC : : C :

Under an agreement in place with Fannie Mae as amended November 30 2012 MIC w1ll be ellglble
to write mortgage insurance through December 31, 2013, in those jurisdictions (other than Wisconsin) in
which MGIC cannot write new insurance due to MGIC’s failure to meet Capital Requirements and to
obtain a waiver of them. MIC is also approved to write mortgage insurance for 60 days in jurisdictions that
do not have Capital Requirements if a jurisdiction notifies MGIC that, due to its financial condition, it may
no longer write new business. The agreement provides that Fannie Mae may, in its discretion, extend such
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approval to no later than December 31, 2013. The agreement with Fannie Mae, including certain
conditions-and restrictions to its continued effectiveness, is summarized more fully in, and included as an
exhibit to, our Form 8-K filed with the Securities and Exchange Commission (the “SEC”) on Nevember
30, 2012. Such conditions include the continued effectiveness of the OCI Order and the continued
applicability of the Keepwell Provision of the OCI Order.

Under a letter from Freddie Mac that was amended and restated as of November 30, 2012, Freddie
Mac approved MIC to write business only in those jurisdictions (other than Wisconsin) where either (a)
MGIC is unable to write business because it does not meet the Capital Requirements and does not obtain
waivers of them, or (b) MGIC received notice that it may not write business because of that jurisdiction’s
view of MGIC’s financial condition. This approval of MIC, which may be withdrawn at any time, expires
December 31, 2013, or earlier if a financial examination by the OCI determines that there is a reasonable
probability that MGIC will be unable to honor claim obligations at any time in the five years after the
examination, or if MGIC fails to honor claim payments. The approval from Freddie Mac, including certain
conditions and restrictions to its continued effectiveness, is summarized more fully in, and included as an
exhibit to, our Form 8-K filed with the SEC on November 30, 2012. Such conditions include requirements
that MIC not exceed a risk-to-capital ratio of 18:1 (at December 31, 2012, MIC’s risk-to-capital ratio was
1.2 to 1); MGIC and MIC comply with all terms and conditions of the OCI Order; the OCI Order remain
effective; we contribute $100 million to MGIC on or before December 3, 2012 (which we did); MGIC
enter into and comply with the payment terms of the settlement agreement with Freddie Mac and the
FHFA dated December 1, 2012 (for more information about the settlement agreement, see “— We are
involved in legal proceedings and are subject to the risk of additional legal proceedings in the future”); the
OCI issue the order described in the next paragraph (which it did); and MIC provide MGIC access to the
capital of MIC in an amount necessary for MGIC to maintain sufficient liquidity to satisfy its obligations
under insurance policies issued by MGIC.

On November 29, 2012, the OCI issued an order, effective until December 31, 2013, establishing a
procedure for MIC to pay a dividend to MGIC if either of the following two events occurs: (1) an OCI
examination determines that there is a reasonable probability that MGIC will be unable to honor its policy
obligations at any time during the five years after the examination, or (2) MGIC fails to honor its policy
obligations that it in good faith believes are valid. If one. of these events occurs, the OCI is to conduct a
review (to be completed within 60 days after the triggering event) to determine the maximum single
dividend MIC could prudently pay to MGIC for the benefit of MGIC’s policyholders, taking account of
the interests of MIC’s policyholders and the general public and certain standards for dividends imposed by
Wisconsin law. Upon the completion of the review, the OCI will authorize, and MIC will pay, such a
dividend within' 30 days.

We cannot assure you that the GSEs will approve or continue to approve MIC to write new business
in all jurisdictions in which MGIC is unable to do so. If one GSE does not approve MIC in all jurisdictions
in which MGIC is unable to write new business, MIC may be able to write insurance on loans that will be
sold to the other GSE or retained by private investors. However, because lenders may not know which
GSE will purchase their loans until mortgage insurance has been procured, lenders may be unwilling to
procure mortgage insurance from MIC. Furthermore, if we are unable to write business on a nationwide
basis utilizing a combination of MGIC and MIC, lenders may be unwilling to procure insurance from us
anywhere. In addition, new insurance written can be influenced by a lender’s assessment of the financial
strength of our insurance operations. In this regard, see “— Competition or changes in our relationships
with our customers could reduce our revenues or increase our losses.”
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The amount of insurance we write could be adversely affected if the definition of Qualified Residential
Mortgage results in a reduction of the number of low down payment loans available to be insured or if
lenders and investors select alternatives to private mortgage msurance

- The ﬁnan01al reform leglslatlon that was passed in July 2010 (the “Dodd-Frank Act” or “Dodd-
Frank™) requires a securitizer to retain at least 5% of the risk associated with mortgage loans that are
securitized, and in some cases the retained risk may be allocated between the . securitizer and the lender
that originated the loan. This risk retention requirement does. not-apply to mortgage loans:that are
Qualified Residential Mortgages (“QRMs”) or that are insured by the FHA or -another federal agency. In
March 2011, federal regulators requested public comments on'a proposed risk retention rule that includes a
definition of QRM. The proposed definition of QRM contains many underwriting requirements, including
a maximum loan-to-value ratio:(“LTV”).of 80%.on a home purchase transaction, a prohibition-on seller
contributions toward a borrower’s down payment or closing'costs, and certain limits on a borrower’s debt-
to-income ratio. The LTV is to be calculated without including mortgage insurance. None of our new risk
written in 2012 was on loans that would qualify as QRMs under the March 2011 proposed rules.

The regulators - also requested public.comments regarding- an alternative QRM definition, the
underwrltmg requirements of which would allow loans with a maximum LTV of 90% and hlgher debt-to-
income ratios than allowed under the proposed QRM definition, and that may consider mortgage insurance
in determining whether the LTV requirement is met. We estimate that approximately 22% of our new- risk
written in 2012 was on loans that would have met the alternative QRM definition. The regulators also
requested that the public comments include information that may be used to assess whether mortgage
insurance, reduces the risk of default. We submitted a comment letter, including studies to the effect that
mortgage insurance reduces the risk of default. . . -

- Under the proposed rule, because of the capital support pr0V1ded by the U.S. Government, the GSEs
satisfy the Dodd- -Frank rlsk-retentlon requirements while they are in conservatorshlp Therefore, under the
proposed rule, lenders that orlgmate loans that are sold to the GSEs while they are.in conservatorship
would not be required to retain risk associated with those loans. The public comment period for the
proposed rule expired in August 2011. At this time we do not know when a final rule will be issued,
although it was not expected that the final QRM rule would be issued until the final rule defining Qualified
Mortgages (“QMs”) (discussed below) was issued. The Consumer Financial Protection Bureau (the
“CFPB”) issued the final QM rule on January 10 2013.

Dependmg on, among other thmgs (a) the . final deﬁmtlon of QRM and its requ1rements for LTV,
seller contributions and debt—to-lncome ratio, (b) to what extent, if any, the presence of mortgage
insurance would allow for a hlgher LTV in the definition of QRM and (c¢) whether lenders choose
mortgage insurance for non-QRM loans, the amount of new insurance that we write may be. materlally
adversely affected. For other factors that could decrease the demand for mortgage insurance, see “— If the
volume of low down payment home mortgage onglnatlons’dechnes the amount of insurance that we write
could decline, which would reduce our revenues” and “— The implementation of the Basel III capital
accord, or other changes to. our customers’. cap1ta1 requlrements may. discourage the use of mortgage
insurance.’

As noted above on January 10, 2013 the CFPB 1ssued the final rule defining QM in order to
implement laws requiring lenders to consider a borrower’s ablhty to repay a home loan before extending
credit. The QM rule prohibits loans with certain features, such as negative amortization, points and fees in
excess of 3% of the loan amount, and terms exceeding 30 years, from being considered QMs. The rule also
establishes general underwriting criteria for QMs including that a borrower have a total debt-to-income
ratio of less than or equal to 43%. The rule provides a temporary category of QMs that have more flexible
underwriting requirements so long as they satisfy the general product feature requirements of QMs and so
long as they meet the underwriting requirements of the GSEs or those of the U.S. Department of Housing
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and: Urban Development, Department of Veterans Affairs or Rural Housing Service(collectively, “Other
Federal Agencies”).-The temporary category of QMs that meet the underwriting requirements of the GSE$
or the Other Federal Agencies will phase out-when the GSEs or the Other:Federal Agencies.issue their
own qualified mortgage rules, if the GSEs’ conservatorship ends, and in any case after seven years. We
expect that most lenders will be reluctant to make loans that do not qualify as QMs because they will not
be entitled to the presumptions about compliance with the ability-to-pay requirements. Given.the credit
characteristics presented to us, we estimate that 99% of our new risk written in 2012 was for mortgages
that would have met the QM definition and 91% of our new risk written in 2012 was for mortgages that
would have met the QM definition even without the temporary category allowed for. mortgages that meet
the GSEs’ underwriting requirements. In making these estimates, we-have not considered the limitation on
points and fees because the information is not available to us. We do not believe such limitation would
materially affect the percentage of our new risk written meetmg the QM deﬁnmon The QM rule is
scheduled to become effective in January 2014.

Alternatives to private mortgage insurance include:’

* lenders using government mortgage insurance programs, including those of the Federal Housing
. Administration, or FHA, and the Veterans Admmlstratlon ~ :

e lenders and other investors holding mortgages in portfolio and self-insuring,

* investors using risk mitigation techniques other than private mortgage insurance, using other risk
~ mitigation techniques in conjunction with reduced levels of prlvate mortgage 1nsurance coverage
or accepting credit risk without credit enhancement, and :

e lenders originating mortgages using piggyback structures to avoid private mortgage insurance,
such as a first mortgage with an 80% loan-to-value ratio and a second mortgage with a 10%, 15%
or 20% loan-to-value ratio (referred to as 80-10-10, 80-15-5 or 80-20 loans, respectively) rather
than a ﬁrst mortgage with a 90%, 95% or 100% loan-to-value ratio that has’private mortgage
insurance. ' ' R A

The FHA substantially increased its market share beginning in 2008, and beginning in 2011, that
market share began to gradually decline. We believe that the FHA’s market share increased, in part,
because private mortgage insurers tightened their underwriting guidelines (which led to increased
utilization of the FHA’s programs) and because of increases in the amount of loan level delivery fees that
the GSEs assess on loans (which result in higher costs to botrowers). In addition, federal legislation and
programs prov1ded the FHA with greater flexibility in establishing new products and increased the FHA’s
competltlve position against private' mortgage insurers. We believe that-the FHA § current premitim
pricing, when compared to our current credit-tiered premium pricing (and conéidermg the effects of GSE
pricing changes), has allowed us to be more competitive with the FHA than in the recent past for loans
with high FICO credit scores. We cannot predict, however, the FHA’s share of new insurance written in
the future due to, among other factors, different loan eligibility’terms between the FHA and the GSEs;
future increases in guarantee fees charged by the GSEs; changes to the FHA’s annual premiums; and the
total profitability that may be realized by mortgage lenders from securitizing loans through Ginnie Mae
when compared to securrtlzmg loans through Fanme Mae or Freddle Mac.
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Changes: in-the business. practices of the GSEs, federal'legislation ithat changes their charters or a
restructurmg of the GSEs could reduce our reveniies or increase our losses :

Substant1ally all of our. insurance wrltten is for loans sold to Fanme Mae and Fredd1e Mac. The
business practices of the GSEs affect the entire relatlonshlp between them lenders and mortgage insurers
and include: RS : « o : :

e the level of private mortgage insurance coverage, subject to the limitations of the GSEs’ charters
(which may be changed by federal legislation), when pr1vate mortgage insurance is used as the
required credit €énhancement on:low down payment mortgages; - :

"o " the amount of loan level delivery fees (which result in hrgher costs to borrowers) that the GSEs
- assess on Joans' ‘that requlre ‘mortgage insurance,
e whether the GSEs influence the mortgage lender’s selectlon of the-mortgage insurer providing
'chverage and if so, any transact1ons that atre related to that select1on

“e' the underwrltmg standards that determine what loans are ellglble for purchase by the GSEs, which
can affect the quahty of the risk lnsured by the mortgage msurer and. the avallablllty of mortgage
i loans

‘o the terts on wh1ch mortgage insurance coverage can be canceled before reachmg the cancellat1on
\ thresholds estabhshed bylaw, =~

o the programs estabhshed by the GSEs 1ntended to avoid or m1t1gate loss on 1nsured mortgages and
the 01rcumstances in wh1ch mortgage serv1cers must 1mplement such programs T

. Lthe terms’ that the GSEs require to be 1ncluded m mortgage 1nsurance policies for loans that they
' ‘purchase, anid

e the extent to which the GSEs intervene in mortgage insurers’ resc1ssron practices or rescission
settlement practlces with lenders. For additional information, see “— Our losses could i increase if
we do not prevail in proceedings challengmg whether our rescissions were proper, we enter into

. matenal resolution arrangements or rescission rates decrease faster than we are prOJectmg ”

The FHFA is the conservator of the GSEs and has the authorlty to control and dlrect their operatlons
The increased role that the federal government has assumed in the residential mortgage market through the
GSE conservatorshlp may increase the likelihood that the business practices of the GSEs change in ways
that have a material adverse effect on us. In addition, these factors may increase the likelihood that the
charters of the GSEs are changed by new federal leglslatlon The Dodd-Frank Act required the U.S.
Department of the Treasury to report its recommendatmns regarding options for endmg the
conservatorship of the GSEs. This report was released in February 2011 and while it does not provide any
definitive timeline for GSE reform, it does Tecommend using a combination of federal housing policy
changes to wind down the GSEs, shrink the government s footprint in housing finance, and help bring
private capital back to the mortgage market. In 2012, Members of Congress infroduced several bills
intended to scale back the GSEs, however, no legislation was enacted. As a result of the matters referred to
above, it is uncertain what role the GSEs, FHA and private capital, including private mortgage insurance,
will play in the domestic residential housing finance system in the future or the impact of any such
changes on our business. In addition, the timing of the impact on our business is uncertain. Most
meaningful changes would require Congressional action to implement and it is difficult to estimate when
Congressional action would be final and how long any associated phase-in period may last.
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The GSEs have different loan purchase programs that allow different levels:of mortgage insurance
coverage. Under the “charter coverage” program, on. certain-loans lenders may- choose a mortgage
insurance coverage percentage that is less than the GSEs’ “standard coverage” and only the minimum
required by the GSEs’ charters, with the GSEs:paying a lower price. for such loans. In 2011 and 2012,
nearly all of our volume was on loans with GSE: standard coverage. We chatge higher premium rates for
higher coverage percentages. To the extent lenders selling loans to the GSEs in the future choose: charter
coverage for loans that we insure, our revenues would be reduced and we could experience other adverse
effects. : : :

We may not continue to meet the GSEs’.mortgage insurer eligibility requirements.

Substantially all of our insurance written is for loans sold to Fannie Mae and Freddie Mac, each of
which has mortgage insurer eligibility requirements to maintain the highest level of eligibility, including a
financial strength rating of Aa3/AA-. Because MGIC does not meet such financial strength rating
requirements of Fannie Mae and Freddie Mac (its. financial strength rating from Moody’s is B2 with a
negative outlook and from Standard & Poor’s is B- with a negative outlook), MGIC is currently operating
with each GSE as an eligible insurer under a remediation plan. We believe that the GSEs view remediation
plans as a continuing process of interaction with a mortgage insurer and MGIC will continue to operate
under a remediation plan for the foreseeable future, There can be no assurance that MGIC will be able to
continue to operate as an eligible mortgage insurer under a remediation plan. In particular, the GSEs are
currently in discussions with mortgage insurers regarding their standard mortgage insurer eligibility
requirements. We also understand the FHFA and the GSEs are separately developing mortgage insurer
capital standards that would replace the use of external credit ratings. The GSEs may include any new
eligibility requirements as part of our current remediation plan. MIC’s financial strength rating from
Moody’s is Ba3 with a negative outlook and from Standard & Poor’s is B- with a negative outlook
Therefore, MIC also does not meet the ﬁnancral strength rating requirements of the GSEs and is currently
operating with each GSE as an eligible insurer under the approvals discussed above. See “— Capital
requirements may prevent us from continuing to write new insurance on an uninterrupted basis.” If MGIC
or MIC cease to be eligible to insure loans purchased by one or both of the GSEs, it would 51gn1ﬁcantly
reduce the volume of our new business writings.

We have reported net losses for the last six years, expect to continue to report annual net losses, and
cannot assure you ‘when we will return to profi tabzlzty ’

For the years ended December 31, 2012, 2011, 2010 2009, 2008 and 2007, we had a net loss of $0.9
billion, $0.5 billion, $0.4 billion, $1. 3 billion, $0.5 billion and $1.7 billion, respectively. We currently
expect to continue to report annual net losses, the size of which will depend primarily on the amount of
our incurred and paid losses from our business written prior to 2009. Our incurred and paid losses are
dependent on factors that make prediction of their amounts difficult and any forecasts are subject to
significant volatility. Although we currently expect to return to proﬁtab1hty on an annual basis, we cannot
assure you when, or if, this will occur. Conditions that could delay our return to proﬁtabihty include high
unemployment rates, low cure rates, low housmg values changes to our current rescission practices and
unfavorable resolution of ongoing legal proceedings You should read the rest of these risk factors for
additional information about factors that could increasé our net losses in the future. The net losses we have
experienced have eroded, and any future net losses will erode, our shareholders” equ1ty and could result in
equ1ty being negative.
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Our losses could increase if we do not prevail in proceedings challenging whether our rescissions were
proper, we enter into material resolution arrangements-or rescission rates decrease faster than we are
projecting.

Prior to 2008, rescissions of coverage on loans were not a material portion of our claims resolved
during a year. However, beginning in 2008, our rescissions of coverage on loans have materially mitigated
our-paid losses. In each of 2009 and 2010, rescissions mitigated-our paid losses by approximately $1.2
billion; in 2011, rescissions mitigated: our paid losses. by approximately $0.6 billion; and in 2012,
rescissions mitigated our paid losses by approximately $0.3 billion (in each case, the figure includes
amounts that would have either resulted in a claim payment or been charged to a deductible under a bulk
or pool policy;, and may have been charged to a captive reinsurer). In recent quarters, less than 10% of
claims received in a quarter have: been:resolved by rescissions, down from the peak of approx1mately 28%
in the ﬁrst half of 2009 N . :

Our loss reservmg methodology mcorporates our estlmates of future rescissions and reversals of
rescissions. Historically, the number of rescissions that we have reversed has been immaterial. A variance
between ultimate actual rescission and reversal rates and our estimates, as a result of the outcome of
claims investigations, litigation,.settlements or other factors, could materially affect our lossés. See “—
Because loss reserve estimates are subject to uncertainties and are based on assumptions that are currently
very volatile, paid claims may be substantially different than our loss reserves.” We estimate rescissions
mitigated our incurred losses by approximately $2.5 billion in 2009 and $0.2 billion in 2010. In2011, we
estimate that rescissions had no significant impact on our losses incurred. All of these figures include the
benefit of claims not paid in the period as well as the impact of changes in our estimated expected
rescission activity on our loss reserves in the period. In-the fourth quarter of 2012, we estimate that our
rescission benefit in loss reserves was reduced due to probable rescission settlement agreements and that
other rescissions had no significant impact on our losses incurred in:2012. For more information about the
rescission benefit in loss reserves, see Note 9 — “Loss Reserves” to our consolidated financial statements.
For information about two settlements that we believe are probable, as defined in ASC 450-20, see “— We
are involved in legal proceedings and are subject to the risk of additional:legal proceedings in the future.”
The completion of those settlements, assumlng they oceur, may encourage.. other - customers to - seek
remedies against us. : . : : :

«If the insured disputes our right to rescind coverage, the outcome of the dispute ultimately would be
determined by legal proceedings. Under our policies; legal proceedings disputing our right to rescind
coverage may be brought up to three. years after the lender has:obtained:title to the property (typically
through a foreclosure) or the property was sold in a sale that we-approved, whichever is: applicable,
although in a few jurisdictions there is a longer time to bring such an action. For the-majority of our
rescissions since the beginning of 2009 that are not subject to a settlement agreement, this period in which
a dispute may be brought. has not ended.. Until a liability associated with a settlement agreement or
litigation becomes probable and can be .reasonably estimated, we consider a. rescission resolved for
financial reporting purposes even though legal proceedings have been initiated and are ongoing. Although
it is reasonably possible that, when the proceedings are completed, there will be a determination that we
were not entitled to rescind in all cases, we are sometimes unable to make a reasonable estimate or range
of estimates of the potential liability. Under. ASC 450-20, an estimated loss from such proceedings is
accrued for only if we determine that the loss is probable and can be reasonably estimated. Therefore,
when establishing our loss reserves, we do not generally include additional loss reserves that would reflect
an adverse outcome from ongoing legal proceedmgs

In April 2011, Freddie Mac advised its servicers that they must obtam its prior approval for rescission
settlements and Fannie Mae advised its servicers that they-are prohibited from' entering into such
settlements. In addition, in April 2011, Fannie Mae notified-us that we must obtain its prior approval to
enter into certain settlements. Since those announcements, the GSEs have approved our settlement

53



Risk Factors (continued)

agreement with one customer and have rejected settlement agreements that-were structured differently. We
have reached and implemented settlement agreements: that do not require GSE approval, but they have not
been material in the aggregate.

As noted in “— We are involved in legal proceedings and are subject to the risk of additional legal
proceedings in the future,”” we have been in mediation with Countrywide Home Loans (“Countrywide”)
concerning our dispute regarding rescissions and have made substantial progress in reaching an aggrement
to settle it. In addition to the proceedings involving Countrywide, we are involved in legal proceedings
with respect to rescissions that we do not consider to be collectively material in amount. We continue to
discuss with other customers their objections to-material rescissions and have reached settlement terms
with several of our significant customers. In connection with some of:these settlement discussions, we
have suspended rescissions related to loans that we believe could be included in potential settlements. As
of December 31, 2012, approximately 240 rescissions, representing total potential claim payments of
approximately $16 million, were affected by our decision to suspend rescissions for customers other than
the two customers for which we consider a settlement agreement probable, as defined in ASC 450-20.
Although it is reasonably possible that, when' the discussions or legal proceedings with customers
regarding rescissions are completed, there will be a conclusion or determination that we were not entitled
to rescind in all cases, we are unable to make ‘a reasonable estimate or range of estimates of the potential
liability. ' ' h

We are involved in legal proceedings and are subject to the risk of additional legal proceedings in the
Sfuture. - : - ! ) ‘

Consumers continue to  bring lawsuits against home mortgage lenders and settlement service
providers. Mortgage insurers, including MGIC, have been involved in litigation alleging violations of the
anti-referral fee provisions of the Real Estate Settlement Procedures Act, which is commonly known as
RESPA, and the notice provisions of the Fair Credit Reporting Act, which is commonly known as FCRA.
MGIC’s settlement of class action litigation against it under RESPA became final in October 2003. MGIC
settled the named plaintiffs’ claims in litigation against it under FCRA in-December 2004, following
denial of class certification.in June 2004. Since December 2006, class action litigation has been brought
against a number of large lenders alleging that their captive mortgage reinsurance arrangements violated
RESPA. Beginning in December 2011, MGIC, various mortgage lenders and various other mortgage
insurers have been named as defendants in twelve lawsuits, alleged to be class actions, filed in various
U.S. District Courts. Three of those cases have previously been dismissed. The complaints in' all nine of
the remaining cases -allege various’ causes ofaction related to the captive mortgage reinsurance
arrangements of the mortgage lenders; including that thé defendants violated RESPA by paying excessive
premiums to-the lenders’ captive reinsurer in relation tosthe risk assumed by that captive. MGIC denies
any wrongdoing and intends to vigorously defend itself against the allegations in the lawsuits. There can
be no assurance that'we will not be subject to further litigation under RESPA (or FCRA) or that the
outcome of any such litigation, including the lawsuits mentioned above, would not have a material adverse
effect on us. : : : ' S EEER

Since June 2005, various state and federal regulators have also conducted investigations or requested
information regarding captive mortgage reinsurance arrangements, including (1) a request received by
MGIC in June 2005 from the New York Department of Financial Services: for information regarding
captive mortgage reinsurance arrangements and other types of arrangements in which lenders receive
compensation; (2) the Minnesota Department of Commerce (the “MN Department™), which regulates
insurance, began requesting information in February 2006, regarding captive mortgage reinsurance and
certain other matters in response to which MGIC has provided information on several occasions, including
as recently as May 2011; (3) various: subpoenas received by:MGIC beginning in March 2008 from the U.S.
Department of Housing and Urban Development (“HUD”); seeking information about captive mortgage
reinsurance similar to that requested by the MN. Department,:but not limited in scope to the state of
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Minnesota; and (4)-correspondence received by MGIC. in January 2012 from the CFPB.indicating:that
HUD had transferred authority to the CFPB to .investigate captive reinsurance arrangements in the
mortgage insurance industry and requesting, among other things, certain information regarding captive
mortgage reinsurance transactions in which we participated. In June 2012, we received a Civil
Investigative- Demand (“CID”) from the CFPB' requiring additional ‘information. and documentation
regarding captive mortgage reinsurance. We have met with;:and expect to continue to ' meet with, the CFPB
to discuss the CID and how to resolve its investigation. MGIC has also filed a petition to modify the CID
which.petition is currently pending. While MGIC believes it would have strong defenses to any claims the
CFPB might bring against it as a result of the investigation, it continues to work with the CFPB to try to
resolve the investigation and any concerns that the CFPB may have about MGIC?s past and current captive
reinsurance practices. If: MGIC cannot resolve the concerns of the CFPB, it is possible that the CFPB
would assert' various RESPA and possibly other claims against it. Other. insurance’ departments or other
officials, including attorneys general may also seek 1nformatlon abt)ut ‘or 1nvest1gate captrve mortgage
reinsurance. < - A , : ~ ; v .

Var1ous regulators; including the CFPB, state insurance commissioners and state attorneys ‘general
may bring .actions seeking various forms of' relief, .including" civil penalties. and -injunctions against
violations of RESPA. The.insurance law provisions of ‘many:states prohibit paying for:the referral of
insurance business‘and provide various mechanisms to enforce this:prohibition. ‘While we believe ‘our
captive reinsurance arrangements are in ‘conformity with applicable laws and regulations, itis not possible
to predict the eventual scope, duration or outcome of any such rev1ews or 1nvest1gat1ons nor is it possible
to predict their effect on us or the mortgage insurance industry. - R T .

We are subject to comprehensive, detailed regulation by state insurance departments. These
regulations-are principally designed for:the protection of ‘our insureéd policyholders, rather than.for the
benefit of investors: Although their scope varies, state insurance laws’generally grant broad supervisory
powers to agencies or officials to examine insurance companies:and enforce rules or exercise discretion
affecting almost every significant aspect of the insurance:business. Given the recent significant losses
incurred by many insurers in the mortgage and financial guaranty industries, our insurance subsidiaries
have been subject to heightened scrutiny by: insurance regulators. State insurance regulatory authorities
could take ‘actions, including: changes in capital requirements or termination of waivers. of -capital
requirements, that could have a'material adverse effect on us. As noted above, in January 2013;.the CFPB
issued rules to implement laws requiring mortgage lendets to make ability-to-pay determinations prior to
extending credit. We.are uncertain whether the CFPB will issue any other rules or regulations that affect
our business apart from any action’it may :take as airesult of:its mvest1gat10n of captive . mortgage
reinsurance. Such rules and regulations could have:a material adverse effect.on us:

In October 2010, a purported class action lawsuit was filed against MGIC in the U.S. District Court
for the. Western District of Pennsylvania by a loan applicant-on whose behalf a now-settled action we
previously: disclosed had been filed by the U.S. Department of Justice. In this lawsuit, the loan applicant
alleged that MGIC discriminated against her and certain'proposed class members on the basis.of sex and
familial status when MGIC underwrote their loans.formortgage insurance: In May 2011, the District Court
granted MGIC’s: motion to dismiss with respect to all clairns except certain Fair. Housing Act ¢laims. On
November 29,-2012, the District Court:granted.final approval fora class action settlement of the lawsuit.
The' settlement created a settlement class of> 265  borrowers. Under the terms of the séttlement, MGIC
deposited $500,000 into an escrow account to fund possible payments to affected borrowers. In-addition,
MGIC paid the named plaintiff an “incentive fee” of $7,500 and paid class counsels’ fees of $337,500.
Any funds remaining in: the escrow account after payment of all cla1ms approved under the procedures
estabhshed by the settlement w1ll be retumed to MGIC ST R :

We understand several law ﬁrms have among other thlngs 1ssued ‘press releases to the effect that they
are investigating us, iricluding whether the fiduciaries of our 401(k):plan breached their fiduciary.duties

55



— Risk Factors (continued) —

regarding the plan’s investment in or holding of our common stock or whether we breached:other legal or
fiduciary obligations to our shareholders. We intend to defend v1g0rously any proceedmgs that may result
from these investigations. e

Wlth hmlted exceptions, our bylaws provide that our ofﬁcers and 401(k) plan ﬁduc1ar1es are entitled
to indemnification from us for claims against them. : -

- We have made substantial progress in: reaching an agreement with Countrywide to settle the dispute
we have regarding rescissions. Since December 2009, we have been involved in legal proceedings with
Countrywide in which Countrywide alleged that MGIC. denied valid mortgage insurance claims. (In our
SEC reports, we refer to rescissions of insurance and denials of claims collectively as “rescissions” and
variations of that term.) In addition to the claim amounts it alleged MGIC had improperly denied,
Countrywide contended it was entitled to other damages of almost $700 million as well as exemplary
damages. We sought a determination in those proceedings that we were entitled to rescind coverage on the
applicable loans. From January 1, 2008 through December 31, 2012, rescissions of coverage on
Countrywide-related loans mitigated our paid losses on the order of $445 million. This amount is the
amount we estimate we would have paid had the coverage not been rescinded. In addition, in connection
with mediation we were -holding with Countrywide, we voluntarily suspended rescissions related to loans
that we believed could be covered by a settlement: As of December 31, 2012, coverage on approximately
2,150 loans, representing total potential claim payments of approximately: $160 million,. that we had
determined was rescindable was affected by our decision to suspend such rescissions. ‘While there can be
no assurance that we will actually enter into a settlement agreement with Countrywide, we -have
determined that a settlement is probable.

We are also discussing a settlement with -another. customer. We have also determined that it is
probable we will reach a settlement of our disput¢ with this customer. As of December 31,2012, coverage
on ‘approximately 250 loans, representing total potential claim payments of approximately $17 million,
was affected by our decision to suspend rescissions. for that customer,

We are now able to reasonably estimate the probable loss associated with each probable settlement
and, as required by ASC 450-20, we have recorded the estimated.impact of the two probable settlements
referred to above in our financial statements for the quarter ending December 31, 2012. The aggregate
impact to loss reserves for the probable settlement agreements was an increase of approximately $100
million. This impact was somewhat offset by impacts to our return premium accrual and premium
deficiency reserve. All of these impacts were reflected in the fourth quarter 2012 financial results. If we
are not able to reach settlement with Countrywide, we intend to defend MGIC against any related legal
proceedings, vigorously.

The flow policies at issue with Countrywide are in the same form as the flow policies that we use with
all of our customers, and the bulk policies at issue vary from one another, but are generally similar to those
used in the-majority of our Wall Street bulk transactions. A settlement with Countrywide may encourage
other customers to pursue remedies against us. From January 1, 2008 through December 31, 2012, we
estimate that total rescissions mitigated our incurred;losses by approximately $2.9 billion, which included
approximately $2.9 billion of mitigation on paid losses,: excluding $0.6 billion:that would have been
applied to a deductible. At December.31, 2012, we estimate that our- tetal loss reserves were benefited
from antxclpated rescissions by approx1mately $0.2 billion. SO Co

Before paying a claim, we review the loan and servicing ﬁles to determme the approprlateness of the
claim amount. All of our insurance policies provide that we can reduce or deny a claim if the servicer did
not comply with its obligations under our insurance policy, including the requirement to mitigate our loss
by performing reasonable loss mitigation effoits. or, for example, diligently pursuing a foreclosure or
bankruptcy relief in a timely manner. We call such.reduction of claims submitted to us “curtailments.” In
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2012, curtailments reduced our average claim paid by approximately 4%. In addition, the claims submitted
to us sometimes include costs and-expenses not covered by our insurance policies, such as mortgage
insurance premiums, hazard insurance premiums for periods after the claim date and losses resulting from
property:damage that has not been repalred These other adjustments reduced claim amounts by less than
the amount of curtailments. SR :

After we pay a claim, servicers. and insureds sometimes .object to our curtailments and -other
adjustments. We review these objections if they are sent to us within 90 days.after the claim was paid.
Historically, we have not had material disputes regarding our curtailments or other adjustments. As part of
our settlement discussions, Countrywide informed us that they object to approximately $40 million of
curtailment and other adjustments. In connection with any settlement agreement with Countrywide, we
expect we would enter into a separate agreement with them that would provide for a process to resolve this
dispute. However, we do not believe a loss is probable regarding this curtailment dispute and have not
accrued any reserves that would reflect an adverse outcome to this dispute. We intend to defend vigerously
our position regarding the correctness of these curtailments under our insurance policy. Although we have
not had other material objections to' our curtailment and adjustment practlces there can be no assurances
that we will not face additional challenges to such practlces

A non-insurance subsidiary of our'holdmg company isa shareholder of the corporation that operates
the Mortgage Electronic Registration System (“MERS”)..Our subsidiary, as a shareholder of- MERS, has
been named as a defendant (along with MERS and its other shareholders) in nine lawsuits asserting
various causes of action arising from allegedly improper recording and foreclosure-activities-by MERS.

Three of those lawsuits remain pending and the other six lawsuits have been dismissed without-an appeal.
The damages sought in the remaining cases are substantial. We deny any wrongdoing and intend to defend
ourselves against the allegations in the lawsults vigorously. :

In addition to the matters described above, we are involved in other legal proceedings in the ordinary
course of business. In our opinion, based on the facts known at this time, the ultimate resolution of these
ordinary course legal proceedings will not have a materlal adverse effect on our financial position or
results of operations. ' ; :

Resolution 'of our Jispate with the Internal Revenue Service could adversely affect us.

The Internal Revenue Service (“IRS”) completed examinations of our federal income tax returns for
the years 2000 through 2007 and issued assessments for unpaid taxes, interest and penalties related to our
treatment of the flow-through income and loss from an investment in a portfolio of residual interests of
Real Estate Mortgage Investment Conduits (“REMICs™). This portfolio has been managed and maintained
during years prior to, during and subsequent to the examination period. The IRS indicated that it did not
believe that, for various reasons, we had established sufficient tax basis in the REMIC residual intérests to
deduct the losses from taxable income. The IRS assessment related to the REMIC issue is $190.7 million
in taxes and penalties. There would also be applicable interest which, when computed on theamount of the
assessment, is substantial. Depending on the outcome of this matter, additional state income taxes along
with any applicable interest may become due when a final resolution is reached and could also be
substantial.

We appealed these assessments within the IRS and, in 2007, we made a payment of $65.2 million to
the United States Department of the Treasury related to this assessment. In August 2010, we reached a
tentative settlement agreement with the IRS which was not finalized. We. currently expect to receive a
statutory notice of deficiency (commonly referred to as a “90-day letter”) for the disputed amounts after
the first quarter of 2013. We would then be required to litigate their validity in order to avoid payment to
the IRS -of the entire amount assessed. Any such litigation could be lengthy and costly in terms of legal
fees and related expenses.. We continue to believe that our previously recorded tax provisions .and
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liabilities are appropriate. However, we would need to make appropriate adjustments, which could be
material, to our tax provision and liabilities if our view of the probability of success in this matter changes,
and the ultimate resolution of this matter could have a material negative ‘impact on-our effective tax rate,
results of operations, cash flows and statutory. capital. In this regard, see “— Capital reqmrements may
prevent us from continuing to write new insurance on an uninterrupted basis.”

Because we establish loss reserves only upon-a-loan default rather than based on estimates of our
ultimate losses on risk in force, losses may have a disproportionate adverse effect on our earnings in
certain periods. .

In accordance with accounting principles generally accepted in the United States, commonly referred
to as: GAAP, we ‘establish’ loss reserves only for loans in ‘default. Reserves are established - for reported
insurance losses and loss adjustment expenses based on when notices of default on insured mortgage loans
are received. Reserves are also established for estimated losses incurred on notices of default that have not
yet been reported to-us by the servicers (this is often referred to:as.“IBNR”)..We establish reserves using
estimated claim rates and claim amounts in' estimating the ultimate:loss.‘Because our reserving method
does not take account of the impact of future losses that could occur from loans that are not delinquent, our
obligation for ultimate losses that we expect to occur under our policies in force at any period end is not
reflected in our financial statements, except in the case where a premium deficiency exists: As a result,
future losses may have a material impact on future results as such losses emerge.‘

Because loss reserve estimates are subject to uncertamttes and are based on assumptions that are
currently very.volatile, paid claims may be substantially different than our loss reserves. :

We establish reserves using estimated claim rates and claim amounts in estimating the ultimate loss on
delinquent loans. The estimated claim rates and claim amounts represent our best estimates of what we
will actually pay on the loans in default as of the reserve date and incorporate anticipated mitigation from
rescissions. We rescind coverage on loans and deny claims in cases where we believe our policy allows us
to do.so. Therefore, when establishing our loss reserves, unless we have determined that a loss is probable
and can be reasonably estimated, we do not include additional loss reserves that would reflect an adverse
development from ongoing dispute resolution proceedings. For more information regarding our legal
proceedings , see “— We are involved in legal proceedings and are subject to the risk of additional legal
proceedings in the future.”

The establishment of loss reserves is subject to inherent uncertainty and requires judgment by
management. Current conditions in the housing and mortgage industries make the assumptions that we use
to establish' loss reserves more volatile than they would otherwise be. The actual amount of the claim
payments may be substantially different than our loss reserve estimates. Our estimates could be adversely
affected by several factors, including a deterioration of regional or national economic conditions, including
unemployment, leading to ‘a reduction in borrowers’ income and thus their ability to make mortgage
paymernts,-a drop in housing values that could result in, among other things, greater losses on loans that
have pool insurance, and may affect borrower willingness to continue to make mortgage payments when
the value of the home is below the mortgage balance, and mitigation from rescissions being materially less
than assumed. Changes to our estimates could result in material impact to our results of operations, even in
a stable economic environment, and there can be no assurance that actual claims paid by us will not be
substantially different than our loss reserves.

We rely on our management team and our business could be harmed if we are unable to retain
qualified personnel. :

Our industry is undergoing a fundamental shift following the mortgage  crisis: long-standing
competitors ‘have gone out of ‘business and two newly capitalized, privately-held start-ups that are not
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encumbered with' a portfolio of pre-crisis. mortgages, have been formed. Former executivés: from other
mortgage insurers have joined these two new :competitors. In addition, in February 2013, a worldwide
insurer.and reinsurer with mortgage insurance.operations in Europe announced that it was purchasing
CMG Mortgage Insurance Company. Our success depends, in part, on the skills, working relationships and .
continued services of our management team and other key personnel. The departure of key personnel
could adversely affect the conduct of our business. In such event, we would be required to obtain other
personnel to manage and operate our business; and there can be no assurance that we would be able to
employ a suitable replacement for the departing individuals, or that a replacement could be hired on terms
that are favorable to us. We currently have not entered into- any ‘employment agreements with our officers
or key ‘personnel. Volatility or lack of performance in our stock price-may-affect our ability to retain our
key personnel of attract. replacements should key personnel depart :

Loan modzf ication and other Slmllar programs may not contmue to provide material benefits to us and
our losses.on loans that re-default can be hzgher than what we would have paul had the loan not been
modzf ed. . : U .

Begmnmg in the fourth quarter of 2008 the federal government 1nclud1ng through the Federal
Deposrt Insurance Corporation ‘and the GSEs, and several lenders have adopted programs to modify loans
to make them more affordable to borrowers with the goal of reducing the number of foreclosures. During
2010, 2011 and 2012, we were notified of modifications that cured delinquencies that had they become
paid claims ‘would have resulted in approximately $3.2 billion, $1:8:billion and $1.2 billion, respectively,
of estimated claim payments. As noted below, we cannot predict with a high degree of confidence what
the ultimate re-default rate on these modifications will be. Although the recent re-default rate has been
lower, for internal .reporting purposes, we. assume approximately:50%- of these modifications will
uitimately ‘re-default, and those re-defaults may result in; future claim payments. Because modifications
cure the: defaults with respect to the previously defaulted loans, our.loss reserves do not account for
potential re-defaults unless at the time the reserve is established, the re-default has already occurred. Based
oninformation that is provided to us, most of the modifications resulted in reduced payments from interest
rate and/or amortization perlod adjustments fess than 5% resulted in principal forglveness

One loan modlﬁcatlon program is the Home Affordable Modification Program (“HAMP”). Some of
HAMP’s' eligibility criteria relate to the borrower’s current income and non-mortgage debt payments.
Because the GSEs and servicers do not share such information with us, we cannot determine with certainty
the number of loans in our delinquent inventory that are eligible to participate in HAMP. We believe that it
could take several months from the time a borrower has made all of the payments during HAMP’s three
month “trial modlﬁcatlon perlod for the loan to be reported to us-as a cured delrnquency

We rely on 1nformat10n provided to us by the GSEs and servicers. We do not receive all of the
information from such ‘sources-that is required to determine with certainty the number of loans that are
participating in, or have successfully completed, HAMP.We are aware of approximately 9,300 loans in
our primary delinquent inventory at December 31, 2012 for which the HAMP trial period has begun and
which trial periods have not been reported to us as completed or cancelled. Through December 31, 2012
approximately 44,400 delinquent primary loans have cured their delinquency after entering HAMP and are
not in default. In 2011 and 2012, approximately 18% and 17%, respectively, of our primary cures were the
result of a modification, with HAMP accounting for approximately 70% of those modifications in each
year. By comparison, in 2010, approximately 27% of our primary cures were the result of a modification,
with HAMP -accounting for approximately 60% of those modifications. We believe that we have realized
the majority of the benefits from HAMP because the number of loans insured by us that we are aware are
entering HAMP trial modification periods has decreased significantly since 2010. Recent announcements
by the U.S. Treasury have extended the end date of the HAMP program through 2013, expanded the
eligibility criteria of HAMP and increased lenders’ incentives to modify loans through principal
forgiveness. Approximately 66% of the loans in our primary delinquent inventory are guaranteed by the
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GSEs. The GSEs have informed us that they already use expanded criteria (beyond the HAMP guidelines)
for determining eligibility for loan modification and currently do not offer principal -forgiveness.

Therefore, we currently expect new loan modifications Wlll continue to only modestly mltigate our losses
in 2013. » SN

In 2009, the GSEs began offering the Home. Affordable Refinance Program (“HARP”). HARP allows
borrowers who are not delinquent but who may not otherwise be able to refinance their:loans under the
current GSE underwriting standards, to refinance their loans. We allow the HARP refinances on loans that
we insure, regardless of whether the loan meets our current underwriting standards, and we account for the
refinance as a loan modification (even where there is a new: lender) rather than new insurance: written.-To
incent lenders to allow more current borrowers to refinance their loans, in October 2011, the GSEs and
their regulator, FHFA, announced an expansion of HARP. The expansion includes, among other changes,
releasing certain representations in certain circumstances benefitting the GSEs.-We have agreed to allow
these additional HARP refinances, including releasing the insured in certain circumstances from certain
rescission rights we would have under our policy. While an expansion of HARP may result in.fewer
delinquent loans and claims in the future, our ability to rescind coverage will be limited in certain
circumstances. We are unable to predict what net impact these changes may have on our. incurred or paid
losses. Approximately 11% of our primary insurance in force has benefitted from HARP and 1is still in
force. , »

The effect on us of loan modifications depends on how many medified-loans subsequently re-default,
which in turn can be affected by changes in housing values. Re-defaults can result in losses for us that
could be greater than we would have paid had the loan not been modified. At this point, we cannot predict
with a high degree of confidence what the ultimate re-default rate will be. In:addition, because we do not
have information in our database for all of the parameters used to determine which loans are eligible for
modification programs, our estimates of the number of loans qualifying for modification programs are
inherently uncertain. If legislation is enacted to permit a portion of a borrower’s mortgage loan balance to
be reduced in bankruptcy and if the borrower re-defaults after such reduction, then the amount we would
be responsible to cover would be calculated after adding back the reduction. Unless a lender has obtained
our prior approval, if a borrower’s mortgage loan balance is reduced outside the bankruptcy context,
including in association with a loan modification, and if the borrower re-defaults after such reduction, then
under the terms of our policy the amount we would be responsible to cover would be calculated net of the
reduction.

Eligibility under certain loan modification programs can also adversely affect us by creating an
incentive for borrowers who are able to make their mortgage payments to become delinquent in an attempt

to obtain the benefits of a modification. New notices of delinquency increase our incurred losses.

If the volume of low down payment home morigage originations declines, the amount of insurance that
we write could decline, which would reduce our revenues.

The factors that affect the Volume of low down payment mortgage origmatlons 1nclude

e restrictions on mortgage credit due to more strmgent underwriting standards hquldlty issues’ and
risk-retention requirements associated with non-QRM loans affecting lenders,

e the level of home mortgage interest rates and the deductibility of mortgage interest for income tax
purposes, : ‘ "

e the health of the domestic economy as well as conditions in regional and local economies,

¢ housing affordability,
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. populatron trends, mcludrng the rate of household: formatron

o the rate of home: price appreciation, wh1ch in trmes of heavy reﬁnancmg can affect whether
g reﬁnance loans have loan-to-value ratios that requ1re prrvate mortgage insurance, and - e

) government housmg pohcy encouraging’ loans to ﬁrst-tlme homebuyers

As noted above i January 2013, the CFPB 1ssued rules to 1mp1ement laws requiring mortgage
lenders to make ability-to-pay determinations prior to extending credit. We are uncertain whether this
Bureau will issue any other rules or regulations that afféct-our-business: or-the volume of low down
payment home mortgage originations. Such tules and regulatrons could have a materlal adverse effect on
our ﬁnancral posrtlon or1 results of operatrons 2 i : i

“A dechne in the volume of low down payiment home mortgage orlglnatlons could decrease demand for
mortgage insurance, decrease-our new insurance writtén’ and reduce our'revenues. ‘For other factors that
could decrease the demand-for mortgage ‘insurance, sée “~~ The amount of insurance ‘we write could be
adversely affected if the definition of Qualified Residential: Mortgage results in a reduction of the humber
of low down payment loans available to be insured ot if lenders and investors sélect alternatives to private
mortgage insurance” and “— The implementation of the Basel III capital accord or other changes to our
customers caprtal requrrements may’ dlscourage the use of mortgage insurance.”

Competttton or changes inour relattonsths wzth our customers could reduce our revenues or mcrease
our losses L S : ‘

As noted above, the FHA substantially increased its market share beginning in' 2008 and beginning in
2011, that market share began to gradually decline: It is difficult to predict the FHA s future market share
due to, among other factors, different loan-eligibility terms between-the FHA and the GSEs, future
increases in guarantee fees charged by the GSEs, changes to the FHA’s annual premiums, and the total
profitability that may be realized by mortgage lenders from securitizing loans through Glnme Mae When
compared to secuntrzmg loans through Fanme Mae or Freddre ‘Mac: e ;

In recent years, the level of competition within: the "*pr1vate'~mortgage insurance ‘industry has been
intense as many large mortgage lenders reduced the number of private mortgage insurers with whom they
do business. At the same time, consolidation among mortgage lenders has increased ‘the share of the
mortgage lending ‘market held by large lenders. During 2011 and 2012, approximately 9% and 10%,
respectively, of our new insurance written was for'loans for ‘Which otie lender was the original ‘insured,
although revenue from such:loans was significantly-less than 10% of our revenues durmg each of those
perlods Our pr1vate mortgage insurance compet1tors include: Lo : «

B s . : T
PiA W . LR St

o2 -Genworth Mortgage Insurance Corporation, *
e United Guaranty Residential Insurance Company,
e Radian Guaranty Inc., -

e CMG Mortgage Insurance Company (whose owners have agreed to sell it to a worldwide i insurer
a vand relnsurer) and B

. _Essent Guaranty,{Ino.

Until 2010 theé mortgage insurance 1ndustry had not had new entrants in many ‘Vears. In 2010, Essent
Guaranty, Inc. began Wwriting new mortgage insurance. Essent has publrcly reported that one of our
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customers, JPMorgan Chase, is one of"its investors. During 2012, another new company, NMI*Holdings
Inc., raised $550 million in order to enter the mortgage insurance business. NMI Holdings has been
approved as an eligible mortgage insurer by the GSEs and we believe that NMI Holdings expects to launch
its business in the second quarter of 2013. In addition, in February 2013, a worldwide insurer and reinsurer
with mortgage insurance operations in Europe announced that it was purchasing CMG Mortgage Insurance
Company. The perceived increase. in credit quality of loans that are being insured today, the deterioration
of the financial strength ratings of the existing mortgage insurance companies and the possibility of a
decrease in the FHA’s share of the mortgage insurance market may encourage additional new entrants.

PMI Mortgage Insurance Company and Repubhc Mortgage Insurance Company ceased wr1t1ng
busmess in 2011. Based on public disclosures, these competitors approximated slightly more than 20% of
the private mortgage insurance industry volume in the first half of 2011. Most of the market share of these
two former competitors has gone to other mortgage insurers and not to us because, among other reasons,
some competitors have materially. lower premiums than we do on single premium policies, one of these
competitors also uses a risk weighted. pricing model that typically results-in lower premiums than we
charge on certain loans and several of these competitors have streamlined their,underwriting to be closely
aligned with that of the GSEs. We continuously monitor the competltlve landscape and make adjustments
to our pricing and-underwriting gurdehnes as warranted

Our relationships with our customers could be adversely affected by a vanety of factors 1nc1ud1ng
tightening of and adherence to our underwriting guidelines, which have resulted in our declining to insure
some of the loans originated by our customers and rescission of coverage on. leans that affect the customer.
We have ongoing discussions with lenders who are significant customers regarding their objections to our
rescissions. In the fourth quarter of 2009, Countrywide commenced litigation against us as a result of its
dissatisfaction with our rescission practices shortly after Countrywide ceased doing business with us. See

— We are involved in legal proceedings and are subject to the risk of additional legal proceedings in, the
future” for:more information, mcludlng about the probable settlement of that htrgatlon :

We beheve many lenders assess a mortgage insurer’s ﬁnanc1a1 strength ratmg and rlsk-to caprtal ratio
as important elements of the process through: which they -select mortgage insurers. As a result of MGIC’s
and MIC’s less than investment grade financial strength ratings and MGIC’s risk-to-capital ratio level
being.above -the maximum allowed- by'.-some jurisdictions, MGIC and MIC may be competitively
disadvantaged with these lenders: MGIC’s financial strength rating from Moody’s is B2 with- a negative
outlook and from Standard & Poor’s. is B- with a negative outlook. MIC’s financial strength rating from
Moody’s is Ba3 with a negative outlook and from Standard & Poor’s is:B- with a negative outlook. It is
possible that MGIC’s financial strength ratings could decline from these levels. MGIC’s risk-to-capital
ratio exceeds 25:1 and the applicable minimum capital requirement of certain- states. We currently expect
to continue to report a risk-to-capital ratio in excess of 25:1..Our risk-to-capital ratio will depend primarily
on the level of incurred losses, any settlement with the IRS, and the volume of new risk written. Our
incurred losses are dependent upon factors that make:-prediction of their amounts difficult-and any
forecasts are subject to significant volatility. Although we expect the risk-to-capital ratio to eventually
decline, we cannot assure you of when, or if, this will occur. Conditions that could delay the decline in the
risk-to-capital ratio include high unemployment rates, low cure rates, low housing values, changes to our
current rescission practices, unfavorable resolution of ongoing legal proceedings.and the volume of new
insurance written in MIC. ‘ '

Downturns in the domestic economy or declines in the value of borrowers’ homes from their value at
the time their loans closed may result in more homeowners defaulting and our losses increasing.

Losses result from events that reduce a borrower’s ability to continue to' make mortgage payments,

such as unemployment, and whether the home of a borrower who defaults on his mortgage can be sold for
an amount that will cover unpald prmcrpal and 1nterest and the expenses of the sale. In general, favorable
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economic conditions reduce the likelihood that borrowers .will lack- sufficient income to pay their
mortgages and also favorably affect the value of: homes, thereby reducing and-in some cases even
eliminating a:loss from a mortgage default.- A deterioration in-economic conditions, including an increase
in unemployment, generally. increases the-likelihood that-borrowers will not have sufficient income to, pay
their mortgages and can also adversely affect housing values, which in turn. can influence the willingness
of borrowers with sufficient resources to make mortgage payments to do so when the mortgage balance
exceeds the value of the home. Housing values. may decline even absent a deterioration in;economic
conditions due to declines in demand. for homes,: which.in turn may, result from changes -in-buyers’
perceptions of the potential for future appreciation, restrictions on and the cost of mortgage credit due to
more.stringent underwriting standards, liquidity issues and risk-retention requirements associated. with
non-QRM -loans affecting lenders, ‘higher- interest: rates ;generally or changes to the deductibility of
mortgage interest for income tax: purposes; o other factors: The residential mortgage market in the United
States has for some time experienced a variety of poor or worsening economic conditions, including a
material nationwide decline in housing values, with declinescontinuing into .early 2012 in a number. of
geographic areas. Although housing values have recently been increasing in certain markets, they
generally ;remain, significantly . below their - early 2007 levels. Changes in housing values and
unemployment levels are inherently difficult to :forecast given the uncertainty in the current market
environment, including uncertainty -about the effect of actions the federal government has taken and may
take. Wlth respect to tax pohcles mortgage ﬁnance programs and p011c1es and housmg finance reform.

T he mix of busmess we write also affects the llkelthood 0f losses occurrmg

Even when housmg Values are stable or: r1s1ng, mortgages w1th certain charactenstlcs have hlgher
probablhtles of claims. These characteristics include loans with loan-to-value ratios over 95%.: (or in
certain markets that have experienced declining housing values, over 90%), FICO credit scores below 620,
limited underwriting,-including limited borrower documentation, or higher total debt-to-income ratios, as
well as loans having combinations of higher risk factors. As of December 31, 2012, approximately 24.2%
of our primary risk in force consisted of loans with loan-to-value ratios greater than 95%, 7.8% had FICO
credit scores below 620, and 8.5% had limited underwriting, including limited -borrower.-documentation,
each attribute as determined at the time of loan origination; A material portion of these loans were written
in 2005 — 2007 or the first quarter of 2008. In accordance: with industry practice, loans-approved.by GSEs
and other automated underwriting systems under “doc waiver” programs that do not require verification of
borrower income: are classified by us as “full documentation.” For additional information about such loans;
see footnote 4 to the table titled “Default Statistics for the MGIC Book” in Item }-of our Annual Repori on
Form 10-K for the year ended December 31, 2012.

From tlme to t1me in response to market condltlons we change the types of loans that We. insurex and
the guidelines under which we insure them. In addition, we make exceptions to our underwriting
guidelines.on a loan-by-loan basis and for certain customer programs. Together, the number of loans for
which: exceptions were made accounted for fewer than;5% of theloans we-insured in 2011 and fewer than
2%, of the loans we insured in 2012: A large percentage of the exceptions were made for loans with debt-
to-income ratios: slightly above-.our guldehnes or financial reserves slightly below our guidelines: While
the debt-to-income ratio contained in our guidelines exceeds the general requirements of the Qualified
Mortgage-(“QM”) definition, it is within the underwrjting guidelines of the GSEs. The rule containing the
QM definition provides a temporary category of QMs that have more flexible underwriting requirements
so long as they satisfy the general product feature requirements of QMs and so long.as they meet the
underwrltmg requirements of certain.agencies,-including the GSEs. For more information, see “— The
amount of insurance we write could be adversely affected if the definition of Qualified Re51dent1al
Mortgage tesults in a reduction of the number of low.down payment loans.available to-be insured or if
lenders 'and investors select alternatives to private mortgage insurance.” Beginning in ‘September-2009, we
have made. changes to .our. underwriting guidelines that have allowed: certain loans:to be eligible for
insurance that were not eligible prior to those changes-and we . expect to-continue to.make changes in
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appropriate circumstances in the future. As noted above in “— — Competition or changes in our relationships
with our customers could reduce our revenues or:increase our losses,” in the first quarter of 2012, we made
changes to streamline our underwriting guidelines and lowered:our premium rates on loans with ‘credit
scores of 760 or  higher. Our underwrmng guldehnes are avallable on.. our website at
http: //Www mgic. com/underwrrtlng/lndex html :

During the second quarter of 2012, we began.~wﬁting a portion of -our new insurance under an
endorsement to our master policy that limits our ability to ‘rescind coverage on loans that meet the
conditions in that endorsement, which is filed as Exhibit 99.7 to eur quarterly report on Form 10-Q for the
quarter ended March 31, 2012 (filed with the SEC on May 10, 2012). -Availability of the endorsement is
subject to approval in specified jurisdictions. We estimate that approximately 33% of our new insurance
written in the fourth quarter of 2012 and 41% of our new: insurance written in December 2012, was written
under this endorsement. We expect that eventually a: significant portion of our new insurance written Wlll
have rescission terms equivalent to those in th1«s endorsement

As of December 31, 2012, approxnnately 2.'2% of our primary risk in force written through the flow,
channel, and 27.5% of our primary risk in force written through the bulk channel, consisted of adjustable
rate mortgages in which the initial interest rate may be adjusted during the five years after the mortgage
closing (“ARMSs”). In the:current interest rate environment, interest rates resetting in the near future are
unlikely to exceed the interest rates at origination. We classify as fixed rate loans adjustable rate
mortgages in which the initial interest rate is fixed during the five years after the mortgage closing. If
interest rates should rise between the time of origination of such loans and when their interest rates may be
reset, claims on ARMs and adjustable rate mortgages whose interest rates may only be adjusted after five
years would be substantially higher than for fixed rate loans. In addition, we have insured “interest-only”
loans, which may also be ARMs, and loans with negative amertization features, such as pay option ARMs.
We believe claim rates on these loans will be substantially higher than on loans without scheduled
payment increases that are made to borrowers of comparable credit quahty

Although we attempt. to 'incorporate these higher expected claim rates into our underwriting and
pricing models, there can be no assurance that the premiums earned and the associated investment income
will be adequate to compensate for actual losses even under our current underwriting guidelines. We do,
however, ‘believe ‘that given the' various changes in our underwriting guidelines that were “effective
beginning in the first quarter of 2008, our msurance wr1tten begmnmg in the second quarter of 2008 will
generate underwriting profits. .

The premiums we charge may not be adequate to compensate us for our liabilities for losses and as a
result any madequacy could matenally affect our financial condition and results of opemtmns

© We set premiums at the time a policy is issued based on our expectatrons regardmg llkely performance
over the long-term. Our premiums are subject to approval by state regulatory agencies, which can delay or
limit our ability to increase our premiums. Generally, we cannot cancel the mortgage insurance coverage
or -adjust renewal premiums during the life of a mortgage insurance policy. As a result; higher than
anticipated claims generally cannot be offset by premium increases on policies in force or mitigated by our
non-renewal or ‘cancellation of insurance coverage. The premiums we charge, and the associated
investment income, may not be adequate to compensate us for the risks and costs associated with the
insurance coverage provided to customers. An increase in the number or size of claims, compared to what
we anticipate, could adversely affect our results of operatlons or ﬁnanc1a1*cond1tlon :

In January 2008, we announced that.we had dec1ded to stop :wntmg the: portion: of our bulk business
that insures loans included in- Wall Street securitizations. because ‘the performance . of such loans
deteriorated materially in the fourth quarter of 2007 and this deterioration was :materially worse than we
experienced for loans insured through the flow channel or loans insured.through the remainder of our bulk
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channel. As of December 31, 2007 we established a premium deficiency reserve of approximately $1.2
billion. As of December 31, 2012, the premium deficiency reserve was $74 million, which reflects the
present value of expected future losses and expenses that exceeds the present value.of expected future
premium and already established loss reserves on these¢ bulk transactions. :

We continue to experience material “losses, especially .on the 2006 and 2007 books. The ultimate
amount of these losses will depend in part.on general economic:conditions, including unemployment, and
the direction of home prices, which in turn will be influenced by general economic conditions and other
factors. Because we cannot predict future home prices or general economic conditions with confidence,
there is significant uncertainty surrounding what our ultimate losses will be on our 2006 and 2007 books.
Our current expectation, however; is that these books will continue to generate material incurred and paid
losses for:a number: of years. There can be no assurance that an additional premium deﬁc1ency reserve on
Wall Street Bulk or on other portions of our insurance portfolio will not be required.

It is uncertain what effect the extended timeframes in the foreclosure process, due to moratoriums,
suspensions or issues arising from the investigation of servicers’ foreclosure procedures, will have on
us. . ! o : ' Lo g e .

In response to the significant increase in the number of foreclosures that began in 2009, various
government entities and private parties have from time to time enacted. foreclosure (or equivalent)
moratoriums and suspensions (which we collectively refer to as moratoriums). In October 2010, a number
of mortgage servicers temporarily halted some . or all of the foreclosures they were processing after
discovering deficiencies in their foreclosure processes and those of their service providers. In response to
the deficiencies, some states changed their foreclosure laws to require additional review and verification of
the accuracy of foreclosure filings. Some states also added requirements to the foreclosure process,
including mediation processes and requirements to file new affidavits. Certain state courts have issued
rulings calling into question the validity of some existing foreclosure practices. These actions halted or
significantly. delayed foreclosures. Furthermore five of the nation’s largest mortgage servicers agreed to
implement new servicing and foreclosure practices as part of a settlement announced in-February 2012,
with the federal govemment and the attorneys general of 49 states.

- Past moratorlums or delays were designed to afford time to determine whether loans could be
modified and did not stop the accrual of interest or affect other expenses on a loan, and we cannot predict
whether any future moratorium or lengthened timeframes would do so. Therefore, unless a loan is cured
during a moratorium or delay, at the completion of a foreclosure, additional interest and expenses may be
due to the lender from the borrower. In some circumstances, our paid claim amount may include some
additional interest.and.expenses. For moratoriums or delays resulting. from investigations into servicers
and other. parties’ -actions in foreclosure proceedings,. our willingness to pay additional interest and
expenses .may be -différent, subject to the terms of our mortgage insurance policies.. The various
moratoriums.and extended timeframes may temporarily delay our recelpt of claims and may increase the
length of time a loan remains in our delinquent loan inventory. ; e

. We do not know what effect improprieties. that may have occurred in a particular foreclosure have on
the validity of that foreclosure,.once it was eompleted and the property transferred to the lender. Under our
policy, in general, completion of a foreclosure is a condition precedent to the filing of a claim. Beginning
in 2011 and from time to time;:various courts have ruled that servicers did not provide sufficient-evidence
that.they were the holders-of the mortgages and therefore they lacked -authority to foreclose. Some courts
in other jurisdictions have considered similar issues and reached similar conclusions, but other courts have
reached. different: conclusions.  These decisions have not had a dlrect 1mpact on our claims processes or
rescissions. ‘ : :
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We are susceptible to disruptions in the servicing of mortgage loans that we insure.

We depend on-reliable, consistent third-party servicing of the loans that we insure. Over the last
several years, the mortgage loan servicing industry has experienced consolidation: The resulting reduction
in the number of servicers could lead to disruptions in the servicing of mortgage loans covered by our
insurance- policies. In addition, - current housing market trends have led to significant increases in the
number of delinquent mortgage loans requiring.servicing. These increases have strained the resources of
servicers, reducing their ability to undertake mitigation efforts that could help limit our losses, and have
resulted in an increasing amount of delinquent loan servicing being transferred to specialty servicers. The
transfer of servicing can cause a disruption in the servicing of delinquent loans. Future housing market
conditions could lead to additional increases in delinquencies. Managing a substantially higher volume of
non-performing loans could lead to increased disruptions in the servicing of mortgages. Investigations into
whether servicers have acted improperly in foreclosure proceedings may further strain the resources of
servicers.

If interest rates decline, house prices appreciate -or morigage insurance cancellation requirements
change, the length of time that our policies remain in force could decline and result in declines in our
revenue.

In each year, most of our premiums are from insurance that has been written in prior years. As a
result, the length of time insurance remains in force, which is also generally referred to as persistency, is a
significant determinant of our revenues. The factors affecting the length of time our insurance remains in
force include: ‘

e the level of current mortgage interest rates compared to the mortgage ‘coupon rates.on the
insurance in force, which affects the vulnerability of the insurance in.force to reﬁnancings, and

e mortgage insurance cancellation policies of mortgage investors along with the current value of the
homes underlying the mortgages in the insurance in force.

Our persistency rate was 79.8% at December 31, 2012, compared to 82.9% at December 31, 2011 and
84.4% at December 31, 2010. During the 1990s, our year-end persistency ranged from a high of 87.4% at
December 31, 1990 to a low of 68.1% at December 31, 1998. Since 2000, our year-end persistency ranged
from a high of 84.7% at December 31, 2009 to a low of 47.1% at December 31, 2003.

Current mortgage interest rates are at or near historic lows. The high-quality mortgages insured by us
in recent years that have not experienced significant declines in underlying home prices; are especially
vulnerable to refinancing. Future premiums on our insurance in force represent a material portion of our
claims paying resources. We- are unsure what the impact on our revenues will ‘be as mortgages are
refinanced, because the number of policies we write for replacement mortgages may be more’ ot less than
the terminated policies associated with the refinanced mortgages. : . .

Your ownership in our company may be diluted by additional capital that we raise or if the’ holders of
our outstanding convertzble debt convert that debt into shares of our common stock i
As noted above under “— Capital requirements may - prevent us - from cont‘rnumg to write new
insurance on an uninterrupted basis,” we may need to raise additional equity capital. Any future issuance
of -equity securities may substantially dilute your ownership interest in our ‘company. :In -addition, the
market price of our common stock could decline as a result of sales of a large number of:shares or similar
securities in the market or the perception that such sales could occur. :
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We have $389.5 million -principal amount of 9% Convertible Junior Subordinated -Debentures
outstanding. The principal amount of the debentures is currently:convertible, at.the holder’s option, at an
initial conversion rate, which is subject to-adjustment, of 74.0741 common shares per $1,000 principal
amount of debentures. This represents an initial conversion:price of approximately $13.50 per share. We
have elected to defer the payment of approximately $17.5 million of interest on these debentures that was
scheduled to be paid on October 1, 2012. We expect to defer additional interest in the future. If a-holder
elects to convert its debentures, the interest that has been deferred on the debentures being converted is
also converted into shares-of our commen stock. The conversion rate for such deferred interest is based on
the average price that our shares traded at during a 5-day period immediately prior to the election to
convert the associated debentures. We also have $345 million principal amount of 5% Convertible Senior
Notes outstanding. The Convertible Senior Notes: are convertible, at the holder’s option, at-an initial
conversion rate, which is subject to adjustment, of 74.4186 shares per $1,000 principal amount at any time
prior to the maturity date. This represents an initial conversion price of approxnnately $13 44 per share.
We do not have the right to defer interest on these Convertible Senior Notes.

Our common stock could be delisted from the NYSE

The 11st1ng of our common stock on the New York Stock Exchange, or NYSE, is subject to
compliance with NYSE’s continued listing standards. Among other things, those standards require that the
average closing price of our common stock during any consecutive 30-day trading period not fall below
$1.00. Although we have not failed this standard, on three trading days in August 2012, the closing price
of our stock fell below $1.00. If we are notified by the NYSE that we have not satisfied this stock price
standard, then we would have a period of time in which to. cure the deficiency, such as by effécting a
reverse stock split. The NYSE can also, in its discretion, discontinue listing our common stock under
certain circumstances. For example, if we cease writing new insurance, our common stock could be
delisted from the NYSE unless we cure the deficiency during the time provided by the: NYSE. If the
NYSE were to delist our common stock, it likely would result in a significant decline in the trading price,
trading volume and liquidity of our common stock. We -also expect that the suspension and delisting of our
common stock would lead. to. decreases in analyst-coverage and market-making activity relating to-our
common stock, as well -as reduced .information -about trading prices and volume. As -a result, it could
become significantly more difficult for.our shareholders to sell their shares of our common stock at prrces
comparable to those in-effect pnor to. dehstmg or at all

Our debt obltgatzons matemtlly exceed our holdmg company cash and investments

At December 31, 2012, we. had approx1mately $315 mllhon in cash and investments at our holdlng
company and our holding company’s debt obligations were $835 million in par value, consisting of $100
million of. Senior Notes.due in November 2015,:$345 million ‘of Convertible Senior Notes due in 2017,
and $390 million of:Convertible Junior Debentures: due in 2063. Annual debt service on.the. debt
outstanding as of December 31, 2012, is $58 million, including approximately $35 million on the
Convertible Junior Debentures for which we have deferred the interest that was scheduled to be paid on
October 1, 2012, Any deferred interest compounds at the stated rate of 9%

The Semor Notes Convertlble Senior Notes and Convertlble Junior Debentures are obligations of our
holding company, MGIC Investment Corporation, and not of its subsidiaries. Our holding company has no
material sources of cash-inflows: other- than -investment. income. The -payment of dividends from. our
insurance subsidiaries, which prior to raising: capital in the public.markets in-2008 and 2010 had been the
principal source of our holding company cash inflow, is restricted by insurance regulation. MGIC is the
principal source of dividend-paying capacity. Since 2008, MGIC has not paid any dividends to our holding
company. Through 2013, MGIC cannot pay any dividends to our holding company without approval from
the OCIL. In connection with the approval of MIC as an eligible mortgage insurer, Freddie Mac and Fannie
Mae have imposed dividend restrictions on MGIC and MIC through December 31, 2013. Any additional
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capital contributions to our subsidiaries' would further decrease our holding company cash and
investments. See “Management’s Discussion and Analysis—Financial Condition” above for information
about capital that may be required by our non-insurance subsidiaries. See Note 8 — “Debt” to our
consolidated financial statements for additional information about the holding company’s debt obligations,
including restrictive covenants in our Senior Notes and our right to defer interest on.our Convertible Junior
Debentures. :

We could be adversely affected if personal information on consumers that we mazntam is 1mpr0perly
disclosed.

As part of our business, we maintain large amounts of personal information on consumers. While we
believe we have appropriate information security policies and:-systems to prevent unauthorized disclosure,
there can be no assurance that unauthorized disclosure, either: through the actions of third parties or
employees, will not occur. Unauthorized disclosure could adversely affect our reputation and expose-us to
material claims for damages.

The implementation of the Basel III capital accord, or other changes to our customers’ capital
requirements, may discourage the use of morigage insurance.

In 1988, the Basel Committee on Banking Supervision (the “Basel Committee™) developed the Basel
Capital Accord (Basel I), which set out international benchmarks for assessing banks’ capital adequacy
requirements. In June 2005, the Basel Committee issued an update to Basel I (as revised in November
2005, Basel II). Basel Il was implemented by many banks in the United States and many :other countries in
2009 and 2010.

In December 2010, the Basel Committee released the nearly final version of Basel IIL. In June 2012,
federal regulators requested public comments on proposed rules to-implement Basel III. The proposed
Basel III rules would increase the capital requirements of many banking organizations. Among other
provisions, the proposed rules contain a range of risk weightings for residential. mortgages held for
investment by certain banking organizations, with the specific weighting dependent upon, among other
things, a loan’s LTV. Unlike previous Basel rules, the proposed Basel III rules do:not consider mortgage
insurance when calculating a loan’s risk weighting. The rules, if implemented.as proposed, may reduce the
incentive of banking organizations to purchase mortgage insurance for loans held for investment. The
proposed Basel III rules continue to afford FHA-insured loans and Ginnie Mae mortgage-backed securities
(“MBS”) a lower risk weighting than Fannie Mae and Freddie Mac MBS. Therefore, with respect to
capital requirements, FHA-insured loans will continue to have a competitive advantage over loans insured
by private mortgage insurance and then sold to and securitized by the GSEs. Public comments to the
proposed rules were due by October 22, 2012. It is uncertain what form the final rules will take. We are
continuing to evaluate the potential effects of the proposed Basel 1II rules on our business.

Our Australian operations may suffer significant losses.

We began international operations in Australia, where we started to write business in June 2007. Since
2008, we are no longer writing new business in Australia. Our existing risk in force in Australia is subject
to the risks described in the general economic and insurance business-related: factors discussed above. In
addition to these risks, we are subject to a number of.other risks from having deployed capital in Australia,
including foreign currency exchange rate fluctuations and interest-rate volatility particular to Australia.
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— Management’s Report on Internal Control Over Financial Rep’orting'—

Our management is responsible for establishing and' maintaining: adequate. internal control. over
financial reporting (as defined in Exchange Act Rule 13a-15(f)). Our internal control over financial
reporting is designed to provide reasonable assurance regarding the reliability of financial reporting and
the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. Because of its inherent. limitations, however,, internal control over financial
reporting may not prevent or - detect misstatements. Also, projections of any evaluation of effect1veness to
future periods are subject to the risk that centrols. may become inadequate because of changes: in
conditions, or that the degree of compliance with the pohcles or procedures may deteriorate.,

Our. management, w1th the. partrcrpatlon- of our pr1nc1pa1 executl\(e "ofﬁcer and prmclpal financial
officer, has evaluated the effectiveness of our internal control over financial reporting using the framework
in Internal Control — Integrated Framework issued by the-Committee of Sponsoring Organizations of the
Treadway Commission. Based on such evaluation,-our management concluded that our internal control
over financial reporting was effective as of December 31, 2012:

rPrlcewaterhouseCoopers LLP an independent registered pnblic accountfng firm: has andited the
consolidated financial statements and effectiveness ;of internal: control over financial reportmg, as. of
December 31,2012 as stated in thelr report which appears herein. ;

3
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— Report of Independent Registered Public Accounting Firm - ~—

To the Board of Directors and Shareholders of
MGIC Investment Corporatlon

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of
operations, comprehensive income, shareholders’ ‘equity: and of cash flows present fairly, in all material
respects, the financial position of MGIC Investment Corporation and its subsidiaries (the “Company”) at
December 31, 2012 and 2011, and the results of their operations and their cash flows for each of the three
years in the period énded December 31,2012 in conformity with accounting priﬂcipléé generally accepted
in the United States of America. Also in our opinion, the Company maintained, in all material respects,
effective internal control over financial reporting as of Decerhber 31, 2012, based on criteria established in
Internal Control + Integrated Framework issued by the’ Cornm1ttee of Sponsoring Organizations of the
Treadway - Commission (COSO). The' Company’s managément is responsible for these financial
statements, for maintaining effective internal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting, included in Management’s Report on Internal
Control over Financial Reporting. Our responsibility is to express opinions on these financial statements
and on the Company’s ‘internal control over financial reporting based on our integrated audits. We
conducted our audits in accordance with the standards of the Public Company Accounting:Oversight
Board (United States). Those standards require that'we plan and perforty the audits to obtain reasonable
assurance about whether the financial statements are free of material misstatement and whether effective
internal control over financial reporting was maintained in all material respects. Our audits of the financial
statements included examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. Our audit of internal control over
financial reporting included obtaining an understanding of internal control over financial reporting,
assessing the risk that a material weakness exists, and testing and evaluating the design and operating
effectiveness of internal control based on the assessed risk. Our audits also included performing such other
procedures as we considered necessary in the circumstances. We believe that our audits provide a
reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that (i) pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the
assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles,
and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (iii) provide reasonable assurance regarding prevention
or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have
a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

PricewaterhouseCoopers LLP

PMMM’N‘“‘— cef

Milwaukee, Wisconsin
March 1, 2013
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MGIC INVESTMENT CORPORATION AND SUBSIDIARIES

- December 31, 2012.and 2011

— <, . Consolidated Balance Sheets. .

ASSETS
Investment portfoho (notes 6 and 7): F
Securltles avallable for-sale, at fair value:
Yleed maturities (amortlzed cost 2012 - $4,185, 937 2011 -
$5,700,894) ... oeunenn. T U SO SUURN
quutysecuntles.,»i”...............'.‘...........'....'....;;..;.....;..
~ Total investment portfolio .. ..\ oiueeeeeeeeeenuueieenaiiiveninns

Cashandcashequlvalents .....

Accrued INVeStMEnt iCOME. . ... vvnverenseneneeresereenensanensenenes
Reinsurance recoverable on loss reserves (note 11)
Reinsurance recoverable on paid 10SSes. . ......uvvrnriiuseninenns
Premlumsrecelvable............................;.'.'....'...'f....’.v

Home office and equipment, Net ©.2ivueuiiiieeieeeieeninnnrereneerasnes
Deferred insurance policy acqulsltlon COSES e vveerennnnnnnn. e

Other assets......... areeeesenes F

LIABILITIES AND SHAREHOLDERS’ EQUITY

2012 2011

$ 4,227,339 $75,870,900

(In thousands)

)

CL

2936 2747

14,230,275 5,823,647

UL027,625, 995,799

272437 55666
104,848 154,607
15605 19,891
' 67,828 71,073
27,190 28,145
11,245 17,505
62,465 59,897

$ 5,574,32_4_ $ 7,216,230

Liabilities: : . . L -
Lossreserves (notes 9and 11) t.ovuvnniniiiiiiiiiiiinniiii SRR 4,056,843‘ $ 4 557 512
Premium deﬁ01ency reserve (note 1) T T P - 13,781 -, .2, 134,817
Unearned premiums (note 11)..u. e 138 840,».-.,; . 154,866
Senior notes (NOLE ). .o vt vyiiniinuieeeeeiieierieeeriieerenianees 99910 .. 170,515
Convertlblesemornotes(note 8) _ 345,000 . . 345, OOO :
Convertible junior debentures (note 8)eenerenenennen Cevvnananns eneme e, 02379,609 0 344, 422
Other Habilities. . - v .o e ettt e ee et iaeeeeeeareaeees 283,401 312,283
Total 11ab1ht1es Cereesaasareateanes et e s 5,377,384 6,019,415

Contingencies (note 20)

SharehoIders equlty (note 15)
Common stock (one dollarpar Value shares authorized 680,000; shares
issued 2012 and 2011 - 205,047; outstanding 2012 202, 032 2011 -

201,172) coviiiiiaiiie e D
Pa1d-1ncapltal...."-i*i.’."...'.'....‘.l;;':.‘.............;.....lﬁ;......;....
Treasury stock (shares at cost 2012 - 3,015; 2011 - 3875) .............

Accumulated other comprehensive (loss) income, net of tax (note 3)...

Retained deficit ..ol i ivineeniiiiineiniiiniii ittt
Total shareholders’ eqUity «ouovveverrenerieeiiriiniiiieniennennenns
Total liabilities and shareholders’ equity.............coooiviiiivai.e

205,047 205,047
1,135296 1,135,821
(104,959)  (162,542)

(48,163) 30,124
(990,281) ~ (11,635)

196,940 1,196,815

© $ 5574324 $ 7.216,230

Seé dccompanying notes to consolidated financial statements.
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MGIC INVESTMENT CORPORATION AND SUBSIDIARIES
Years Ended December 31, 2012, 2011 and 2010

— Consolidated Statements of Operations —

2012 2011 2010
. (In thousands, except per share data)
Revenues: R SO
Premiums written:
LT $ 1,049,549 $ 1,119,182 . $ 1,169,081 .
Assumed (note 11) .....oiviiiiiiiniiiiiinnnn..s, 2,425 - (4,898) 3,090
Ceded(note 11) ....ovvvvinniniinnnnnnan.. eeeeeeas - (34,142) . (49.904) (70,376)
Net premiums Written. . .oooveeeereiniiieeeeenennn.... 1,017,832 1,064,380 , 1,101,795
Decrease in unearned premiums...................... 15 ,338' 59,455 .. 66,952
Net premiums earned (note 11) ..............couee.... 1,033,170 ‘1’1;23@35, v 1,168,747
Investment income, net of expenses (note 6).......... 121,640 201,270 247,253
Realized investment gains, net (note 6)............... 197,719 143,430° 102,581
Total other-than-temporary impairment losses RSN (2,3 10) '(715) ' (9,644)
~ Portion of losses recognized in other comprehensive B ' o
income (loss), before taxes (note 3) .............. - - -
Net impairment losses recognized in éarnings ........ ' 23100 (715) (9,644)
Other FeVENUE ... ..vuvuiiiniiieieieieanenees 28,145 36459 11,588
TOtal TEVENUES ... vvieesnnrreeeinnesienreeeennnnns. 1,378,364 1,504,279 1,520,525
Losses and expenses: B '
Losses incurred, net (notes 9and 11)................. 2,067,253 1,714,707 1,607,541
Change in premium deficiency reserve (note 10)...... (61,036) (44,150) (51,347)
Amortization of deferred policy acquisition costs .. ... 7,452 6,880 - 7,062
Other underwriting and operating expenses, net....... 193,995 - 207,870 218,080
Interest expense (hote 8)......oovvvveeeeiiiiiiennnnn. 99,344 - 103,271: 98,589
Total losses and expenses................c.oouuene.. 2,307,008 1,988,578 1,879,925
Loss before tax....... T (928,644) ~  (484,299) (359,400)
(Beneﬁt from) provision for income taxes (note 14)..... (1,565) 1,593 4 4,335
Net108s......... U SO RO $ (927,079 §$ (485,892j ' $(363,735)
Loss per share (note 3) . S
BasiC tiuiiiii i e e $ (459 $ 242) § (2.06)
Diluted..........ooovviiinaann.... e e $ 459 § (242 $ ' (2.06)
Weighted average common shares outstandmg basm
(MOtE3) v e et e e 201,892 201,019 176,406
Weighted average common shares outstandmg dlluted ’ L L o
(note 3 e e o 201,892 201,019 176,406
Dividendspershare,;v.“...................’ .............. -~ § - $ - $ I

See accompanying notes to .consolidated ﬁnancial statements.
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MGIC INVESTMENT CORPORATION:AND SUBSIDIARIES
Years Ended December 31,2012, 2011 and 2010

— Consolidated Statements of Comprehensive Income —

2012 2011 2010
(In thousands)
INEELIOSS v vvenreeneeneeneeaeesiaenaeeaneennteraens $ - (927,079) $ (485,892) $ (363,735)
Other comprehensive income (loss), net of tax (note 3):
Unrealized holding (losses) gains for the period
included in accumulated other comprehensive L L L
income (10SS) ... vevurernniinirenniennennnn, e - (12,646) 68,822 (7,534)
Less: net gains (losses) reclassified out of
accumulated other comprehensive income (loss) -
into earnings for the period ..............cooviiil 66,013 47,765 61,540
Change in unrealized investment gains and losses <. :
1011 o) S (78,659) 21,057 (69,074)
Amortization related to benefit plans (note 13)....... (1,221) (12,862) - k 6,390
Foreign currency translation adjustment............. 1,593 (207) 10,665:
Other comprehensive (loss) income, net of tax......... (78.,287) 7,988 - (52,019)
Total comprehensive loss ... . $ (1,005366) $.(477,904) $ (415,754)

See accompanying notes to consolidated financial statements.
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MGIC INVESTMENT CORPORATION AND SUBSIDIARIES

Years Ended December 31,2010, 2011 and 2012

Consolidated Statements of Shareholders’ Equity

Balance, December 31,2009 .....

Netloss.oeveeennn

...........

Change in unrealized investment
gains and losses, net..........
Common stock shares issued

(note 15) .......

Reissuance of treasury stock, net. . .

Equity compensation

Defined benefit plan adjustments,

...........

Unrealized foreign currency
translation adjustment, net .. ...

Balance, December 31,2010 .....

Netloss'eoeeeennnn

...........

Change in unrealized investment
gains and losses, net..........
Reissuance of treasury stock, net. . .

Equity compensation

...........

Defined benefit plan adjustments,

net......oooen

Unrealized foreign currency
translation adjustment, net .....

Balance, December 31, 2011
Netloss..oevennns

...........

Change in unrealized investment
gains and losses, net (note 6) ...
Reissuance of treasury stock, net

(note 15) .......

Equity compensation (note 18) ... .

Defined benefit plan adjustments, net
(note 13) .......

Unrealized foreign currency
translation adjustment, net .. ...

Balance, December 31, 2012

-----

Accumulated
other
comprehensive
income (loss) Retained
Common stock Paid-in capital Treasury stock {note 3) earnings/(deficit)
' (In thousands)

$ 130,163 §$ 443,294 § (269,738) $ 74,155 § '924,707
(363,735)

- - - (69,074) -

74,884 697,492 - - -
- (14,425) 47,106 - (35,410)

- 12,581 - - -

. - - 6,390 -

- - - 10,665 -

$ 205,047 $ 1,138,942 " § 222,632) $ 22,136 $ 525,562
(485,892)

- - - 21,057 -
- (14,577) 60,090 - (51,305)

- 11,456 - - -

- - - (12,862) -

- - - (207) -
$ 205,047 $ 1,135821 § (162,542) $ 30,124 $ (11,635)
I - - s (927,079)

_ - - (78,659) -
- (8,749) 57,583 - (51,567)

- 8,224 - - -

- - - (1,221) -

- - - 1,593 -

$ 205,047 $ 1,135296 $ (104,959) § (48,163) $ (990,281)

See accompanying notes to consolidated financial statements.
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MGIC INVESTMENT CORPORATION AND SUBSIDIARIES
Years Ended Decémber 31, 2012, 2011 and 2010

Consolidated Statements of Cash Flow

2012

2011 2010
(In thousands) -~ ’ ‘
Cash flows from operating activities: _
Net 10SS .27 0ot ei e Laanit 8 (927,079) 0 (485,892) 8§ (363,735)
Adjustments to reconcile net loss to net cash used m C e o
operating activities: o i e I
Depreciation and other amortization........0c.. ~ 100,135 84,828 60,882
Deferred tax benefit ................. T (34 (738) - (75)
Realized investment gains, net .. ... eenes R (197,719) - " #(143,430) - (102,581)
Net investment impairment {osses........... e 2,310 : 715 -7 9,644
~ Gain on repurchase on semor NOES...vvvenennnn (17,7715) - (27,688) : -
01311 S PP (21,026) - - (14,218) ¢ (13,646)
Change in certain assets and liabilities: o R o : '
" Accrued investment income. .............. e 28,423 14,639 9,523
*'Reinsurance recoverable on loss reserves..... 49,759 120,683 -~ 56,937
Reinsurance recoverable on paid losses....... 4,286 14269 -+ (24,863)
' Premiums receivable ......... T 3,245 ¢ 78,494 10,572
Deférred insurance pohcy acqu1s1t10n costs.... (3,740) 77T "~ 740
"Reéalestate ... 0 et i i ' (1,842) 4,599 (2,390)
LOSS TE€SeIves. ..iveuvurnnn... evieeeseens v (500,669) (1,326,659) (820,819)
Premium deficiency reserve. ......... iieeenn K (61,036) (44,150) (14,219)
Unearned premiums ............. IETUUDRR (16,026) (60,291) © (65581)
Return premium............... o En (11,700) (28,300) 90,500
Income taxes payable (current)............... 1,888 - (1,489) 293,681
Net cash used in operating activities.................. (1,568,600) (1,883,851) (875,430)
Cash flows from 1nvest1ng act1v1t1es
Investrnent purchases: - ‘ o -
- 'Equity securities............. [N U L32) (126) (156)
- Fixed maturities...............oovveeiiin. (5,025204) 7 (4,393,471) 0 (5,225,794)
" Proceeds from sale of: ; g ‘ Coe T R
" Equity securities............. e, e ' ‘- - 504 B
Fixed maturities.©.......... e, 5,216,934 4,742,213 4,287,312
Proceeds from maturity of fixed maturities ......... 1,461,955 1,407,325¢ + 740,959
Repayment of note receivable from joint ventures. . . - - 83,500
Net (decrease) increase in payable for securities . ... (20) (2,228) 2,275
Net cash provided by (used in) investing activities . . 1,653,533 1,754,217 (111,904)
Cash flows from financing activities: ' ‘ o »
Repayment of long-term debt.............. U (53,107) (178,721)" (1,000)
Net proceeds from convertible senior notes........... - C- 334,373
Common stock shares issued............. 00 ....uss - - 772,376
Net cash (used in) provided by ﬁnancmg act1v1t1es (53,107) (178,721) 1,105,749
Net increase (decrease) in cash and cash equlvalents 31,826 (308,355) ‘118,415
Cash and cash equivalents at beginning of year Cenenes 995,799 1,304,154 1,185,739
Cash and cash equivalents at end of year TR ceeee 81,027,625 995,799 $ 1,304,154

See accompanying notes to consolidated financial statements.
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MGIC INVESTMENT CORPORATION AND SUBSIDIARIES
December 31,2012, 2011 and 2010

—] Notes to Consolidated Financial Statements —

1. Nature of Business

MGIC Investment Corporation is a holding company which, through Mortgage Guaranty Insurance
Corporation (“MGIC”) MGIC Indemnity Corporation (“MIC”) and several other sub51d1ar1es, is
principally engaged in the mortgage insurance business. We provide mortgage insurance to lenders
throughout the United States and to government sponsored entities (“GSEs”) to protect against loss from
defaults on low down payment residential mortgage loans. Our principal product is primary mortgage
insurance. Primary mortgage insurance may be written through the flow channel, in which loans are
insured in individual, loan-by-loan transactions. Primary mortgage insurance may also be written through
the bulk channel, in which portfolios of loans are individually insured in single, bulk transactions. Prior to
2008, we wrote significant volume through the bulk channel, substantially all of which was Wall Street
bulk business, which we discontinued writing in 2007. We have not written any business through the bulk
channel since 2008. Prior to 2009, we also wrote pool mortgage insurance. Pogl insurance generally
covers the excess of the loss on a defaulted mortgage loan which exceeds the claim payment under the
primary coverage, if primary insurance is requlred on that mortgage loan, as well as the total loss on a
defaulted mortgage loan which did not require primary insurance. Pool insurance may have a stated
aggregate loss limit for a pool of loans and may also have a deductible under Whlch no losses are paid by
the insurer until losses on the pool of loans exceed the deductible. Through certain other non-insurance
subsidiaries, we also provide various services for the mortgage finance industry, such’ as contract
underwriting and portfolio analysis and retention. We began our international operations in Australia,
where we started to write business in June 2007. Since 2008, we are no longer writing new business in
Australia. Our Australian operations are included in our consolidated financial statements; however they
are not material to our consolidated results. :

At December 31, 2012, our direct domestic primary insurance in force was $162.1 billion, which
represents the principal balance in our records of all mortgage loans that we insure, and our direct
domestic primary risk in force was $41.7 billion, which represents the insurance in force multiplied by the
insurance coverage percentage. Our direct pool risk in force at December 31, 2012 was approximately
$1.3 billion ($0.4 billion on pool. pohcles with aggregate loss limits and $0.9 billion on pool policies
without aggregate loss limits). Our risk in force in Australia at December 31, 2012 was approximately
$680 million which represents the risk associated with 100% coverage on the insurance in force. The
mortgage insurance we provided in Australia only covers the unpaid loan balance after the sale of the
underlying property. ‘

Capital

The insurance laws of 16 jurisdictions, including Wisconsin, our domiciliary state, require a mortgage
insurer to maintain a minimum amount of statutory capital relative to the risk in force (or a similar
measure) in order for the mortgage insurer to continue to write new business. We refer to_these
requirements as the “Capital Requirements.” New insurance written in the jurisdictions that have Capltal
Requirements represented approximately 50% of new insurance written in 2011 and 2012. While
formulations of minimum capital vary among jurisdictions, the most common formulation allows for a
maximum risk-to-capital ratio of 25 to 1. A risk-to-capital ratio will increase if the percentage decrease in
capital exceeds the percentage decrease in insured risk. Therefore, as capital decreases, the same dollar
decrease in capital will cause a greater percentage decrease in capital and a greater increase in the risk-to-
capital ratio. Wisconsin does not regulate capital by using a risk-to-capital measure but instead requires a
minimum policyholder position (“MPP”). The “policyholder position” of a mortgage insurer is its net
worth or surplus, contingency reserve and a portion of the reserves for unearned premiums.
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S Notes (continued) ‘

At December 31, 2012, MGIC’s risk-to-capital ratio was 44:7 to 1, exceeding the maximum allowed
by many jurisdictions, and its policyholder position was. $640 million below the requited MPP of $1.2
billion. : We expect MGIC’s risk-to-capital ratio to increase above. its December 31, 2012 level. At
December 31, 2012, the risk-to-capital ratio of our combined insurance operations (which includes
reinsurance affiliates) was:47.8 to 1. A higher risk-to-capital ratio on a combined basis may indicate that,
in order-for' MGIC or MIC to continue to utilize reinsurance ‘arrangements. with- its subsidiari¢s or
subsidiaries of our holding company, additional capital contributions to-the reinsurance affiliates could be
needed. These reinsurance arrangements permit MGIC-and MIC to-write insurance with ahigher coverage
percentage than they could on the1r own under certain state specrﬁc requrrements :

Statement of Statutory Accountlng Prmmples No. 101 (“SSAP No. 1017), becarne effectlve January 1
2012 and prescribed new ‘standards for determining the ‘amount of ‘deferred tax assetsthat can: be
recognized: as admitted assets for determiningstatutory- capital. Under a permitted practice effective
September 30, 2012 and until further notice, the Office of the Commissioner of Insurance of the State of
Wisconsin (“OCTI”) has approved MGIC to report its net deferred tax asset as an-admitted asset in an
amount not to exceed 10% of surplus as regards policyholders, notwithstanding any contrary provisions of
SSAP No. 101. At December 31, 2012, had MGIC calculated its ‘net deferred tax assets based on tlie
provisions of SSAP No. 101, no deferred tax assets would have been admitted. Pursuant to the perm1tted
practlce deferred tax assets of approxrmately $63 m1111on were included i in statutory capital. --

Although MGIC does ‘not meet the Capital Requlrements of Wisconsin, the OCI has' waived them
until December 31, 2013. In place of the Capital Requirements, the OCI Ordet containing the waiver of
Capital Requirements (the “OCI Order”) provides -that: MGIC can write new business-as long: as it
maintains regulatory capital that the OCI determines is reasonably in excess of a level that would
constitute a financially hazardous condition. The OCI Order requires MGIC Investment Corporation,
through the earlier of December 31, 2013 and the termination of the OCI Order (the “Covered Period”), to
make cash equity contributions to MGIC as may be necessary so that its “Liquid Assets” are at least $1
billion (this portion of the OCI Order is referred to as the “Keepwell Provision™). “Liquid Assets,” which
include those of MGIC as' well=as ‘those held in certain of our subsidiaries, ‘including our Australian
subsidiaries, but excluding MIC and its reinsurance affiliates, are the sum of (i) the ‘aggregate cash and
cash equivalents, (ii) fair market value of investments and (iii) assets held in trusts supporting the
obligations. of captive mortgage reinsurers to"MGIC. As of December 31, 2012, “Liquid Assets” were
approximately $4.8 billion. “Although we do not'expect that MGIC’s Liquid Assets will - fall below $1
billion during the Covered Period, we do expect the amount of Liquid Assets to continue to decling
materially after December 31, 2012-and through the end of the Covered Period as MGIC’s claim payments
and other uses of cash continue to exceed cash generated from operatlons .Factors that could negatlvely
1mpact MGIC’s quurd Assets are dlscussed throughout the ﬁnanmal statemient footnotes

The OCI in its sole dlscretlon hay modlfy, termlnate or extend its waiver of Capltal Requlrements
although any modification or extension of the Keepwell Provision requires our written consent. If the OCI
modifies or terminates its waiver, or if it fails to renew its' waiver upon expiration, depending’on.the
circumstances, MGIC . could be prevented from writing new business in all jurisdictions if MGIC does riot
eomply with the Capital Requirements. We ¢annot assure you that MGIC couild obtain the additional capital
necessary to comply with the Capital Requirements. At present, the amount of additional capital we would need
to comply  with the Capital Requirements would be substantial. If MGIC were prevented from: writing new
business in all jurisdictions, ourinsurancé operations in MGIC would be in' run-off (meaning no new loans
would be insured but loans previously: insured would contiriue to be covered, with premiums continuing to be
received and losses continuing to be paid on those' loans) until MGIC either met the Capital Requirements or
obtained a necessary waiver.to allow it to once again wtite:new business. Furthermore, if the OCI revokes or
fails to renew MGIC’s waiver, MIC’s ability to write new business would be severely*limited because the
GSEs’ approval of MIC (discussed below) is conditioned upon the continued effectiveness of the OCI Order.
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' Notes (continued) I

. .MGIC applied for waivers in the other jurisdictions with Capital Requirements and, at this.time, has
active waivess from seven of them. MIC is writing new business in the jurisdictions where MGIC does not
have. actlve waivers. As a result, MGIC and MIC are collectively Wntmg bus1ness ona nat10nw1de basis.

'Insu-ranc,e 'departmen,ts,f in;.their sole .discr_etion, may modify, tenn;inate -or_extend their waivers of
Capital Requirements.. If an insurance department other than the OCI modifies'or terminates its waiver, or
if it fails to grant a waiver or renew its waiver after expiration, depending on the circumstances, MGIC
could be prevented from writing new business in that particular jurisdiction. Also, depending on the level
of losses that MGIC experiences in the future, it is possible that regulatory action by one or more
jurisdictions, including those that do not have specific Capital Requirements, may prevent MGIC from
continuing to write new insurance in that jurisdiction. As discussed below, under certain conditions, this
business would be written in MIC.. Factors that could negatively impact MGIC’s statutory capital and
comphance with Capltal Requlrements are discussed throughout the financial statement footnotes. -

MGIC s fallure to meet the Capltal Requlrements to insure new busmess does not necessanly mean
that MGIC does not have sufficient-resources to pay -claims on-its insurance liabilities. While we believe
that MGIC has sufficient claims paying resources to meet its claim obligations on its insurance in force on
a timely basis, we cannot assure you that the .events that led to MGIC failing to meet Capital Requirements
would not also ‘result in it not having sufficient claims paying resources. Furthermore, our estimates, of
MGIC’s claims paying resources and claim obligations are based on various assumptions. These
assumptions include:the timing of the receipt of claims on loans in our delinquency inventory and future
claims.-that we anticipate will ultimately be. received, our anticipated rescission activity, premiums,
housing values and unemployment rates. These assumptions are subject to inherent uncertainty and require
judgment by management. Current conditions in the domestic economy make the assumptions about when
anticipated claims will be received, housing values, and unemployment rates highly volatile in the sense
that ‘there is a wide range of reasonably possible outcomes. Our anticipated rescission activity is also
subject to inherent uncertainty due to the difficulty of.predicting the amount of claims that will'be
rescinded and the outcome of any legal proceedings or -settlement discussions related to rescissions.
Factors that: could -negatively affect MGIC’s claims paylng resources-are - discussed throughout the
financial statement footnotes.

As part of our longs‘tanding. plan to write new business. in MIC, a direct subsidiary of MGIC, MGIC
has made capital contributions to MIC.. As of December 31, 2012, MIC had statutory capital of $448
million. In the third quarter of 2012, we began writing new mortgage insurance in MIC on the:same policy
terms-as MGIC, in those jurisdictions where we did not have.active waivers of Capital Requirements for
MGIC. In the second half of 2012, MIC’s new insurance written was $2.4 billion, which includes business
from certain jurisdictions for which new insurance is-again being written. in MGIC after it received the
necessary waivers. We project MIC can write 100% of our new insurance for at least five years if MGIC is
unable to write new business. This prejection is based on the 18:1 risk-to-capital limitation prescribed by
Freddie Mac’s-approval of MIC (discussed below) and assuimes the mix and-level of new insurance written
in the future would be the same as we wrote in 2012, It also assumes MIC’s eligibility would extend
throughouit: this period. We-are currently. writing new mortgage insurance in :MIC:in. Florida, Idaho,
Missouri, New Jersey, New York, Nerth Carolina, Ohio and Puerto Rico. -Approximately 19% of new
insurance writtenin-2011 and 2012 was from Jurlsdlctlons in which, MIC is currently writing business. If
we had to-write substantially more of our business in MIC and our levels of new insurance written were to
increase materially, MIC may require.additional capital to stay below:. Freddie Mac’s prescribed risk-to-
capital limit or a waiver of Freddie Mac’s risk-to-capital limitation may be required. MIC .is licensed to
write business in all jurisdictions and, subject to' the conditions .and restrictions discussed below, has
received the necessary approvals from the GSEs and the OCL.to write business in.all of the Junsdlctlons
that have not waived their Capltal Requlrements for MGIC. . :

78



' Notes (continued) S

Under an agreement in place with Fannie Mae, as amended November 30, 2012, MIC will be eligible
to write mortgage insurance through December 31, 2013, in those jurisdictions (other than Wisconsin) in
which MGIC :cannot write new insurance. due*to MGIC’s failure to meet ‘Capital ‘Requirements and to
obtain a waiver of them..MIC isalso approved to.write mortgage insurance for 60 days injurisdictions that
do not have Capital Requirements if a jurisdiction notifies MGIC that, due to its financial ¢ondition, it may
noilonger write new business. The agreement provides that Fannie Mae 'may, in its discretion, extend such
apptoval to no later than December 31,2013. The agreement with Fannie Mae containscertain conditions
and restrictions to its continued effectiveness including the continued effectiveness of the OCI ©rder and
the continued applicability of the Keepwell Provision of the OCI Order.

Under a letter from Freddie Mac that was amended and restated as of November 30, 2012, Freddie
Mac approved MIC to write business only in those jurisdictions (other than Wisconsin) where-either (a)
MGIC is unable to write busihiess because it does not meet the Capital Requirements and does not obtain
waivers of them, or (b) MGIC received notice that it may not write business because of that jurisdiction’s
view of MGIC’s financial condition. This approval of MIC, which may be withdrawn 4t any tithe, expires
December 31, 2013, or earlier if a financial examination by the OCI determines that there is a reasonable
probability that MGIC will be unable to honor claim obligations at any time in the five years after the
examination, or if MGIC fails to honor claim payments. The approval from Freddie Mac, contains certain
conditions- and restrictions to its continued effectiveness, including requirements: that MIC not exceed a
risk-to-capital ratio of 18:1 (at December 31, 2012, MIC’s risk-to-capital ratio-was 1.2 to 1);; MGIC and
MIC comply with all terms and conditions of the OCI Order; the OCI Order remain effective; we
contribute $100 miltion to MGIC on or before-December 3, 2012 (which we did); MGIC enter into and
comply with the payment terms of the settlement agreement:with Freddie Mac -and ‘the FHFA dated
December 1, 2012 (for. more information-about the settlement agreement, see Note: 20 -~ “Litigation and
Contingencies”); the OCI issue the order described in the next paragraph (which it did); and MIC provide
MGIC access to the capital of MIC in an amount necessary for MGIC to mamtam sufﬁc1ent 11qu1d1ty to
sa’usfy 1ts obhgatlons under ifisurance p011c1es issued by MGIC '

On November 29, 2012 the OCI issued an order, effective unt11 December 31, 2013 estabhshmg a
procedure- for MIC to pay a dividend to'MGIC if either of the following two events occurs: (1) an OCI
examination determines that there is a reasonable probability that MGIC will be unable to honor its policy
obligations at any time during the five years after the examination, or (2) MGIC fails to honor its policy
obligations that it in'good faith believes ar¢ valid. If one of these events occurs, the OCI is to conduct a
review.(to be completed within 60 days afterthe triggering event) to determine the maximum single
dividend MIC could prudently pay to MGIC for the benefit'of MGIC’s policyholders, taking account of
the interests of MIC’s policyholders and the general public and certain-standards for dividends imposed by
Wisconsinvlaw. Upon the completion of the review, the- OCI will authorize, and MIC will ‘pay, such a
d1V1dend w1th1n 30 days

We cannot assure you ‘that the GSEs w111 approve or: contmue to approve MIC 1o wnte busmess in-all
jurisdictions in which MGIC is unable te do so.:If one GSE:does not approve MIC in all jurisdictions in
‘which MGIC is unable to write new business; MIC may. be able to write insurance on loans.that will be
sold-to-the .other GSE or retained by private-investors. However; because: lenders may not know which
GSE will purchase their loans until mortgage insurance has been procured, lenders may be unwilling-to
procure mortgage insurance from MIC. Furthermore, . if we are unable to write business on'a nationwide
basis utilizing a combination of MGIC-and MIC, lenders may be unwilling to: procure insurance from us
anywhere. In addition, new insurance written can be 1nﬂuenced by a lender s assessment of the ﬁnan01a1
strength of our insurance operatlons it A T » S

SR LIS LS L

See add1t10na1 dlsclosure regardlng statutory capltal in Note 17 - “Statutory Cap1ta1 o
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2. Basis of Presentation

The accompanying financial statements have been prepared on the basis of accounting principles
generally accepted in the United States of America (“GAAP”), as codified in the Accounting Standards
Codification. In accordance with GAAP, we are required to make estimates and assumptions that:affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities.at the date
of-the. financial statements and the reported amounts of revenues and expenses during the reporting
periods.-Actual results could differ from those estimates. :

Principles of Consolidation

The consolidated financial statements include the accounts of MGIC Investment Corporation and its
majority-owned subsidiaries. All intercompany transactions have been eliminated..

3. Summary of Significant Accounting Policies
Fair Vaiue Meésurements

In accordance with fair value guldance we. apphed the followmg fair value hlerarchy in order to
measute fair value for assets and liabilities: : ; :

Level 1 - Qnoted prices for identical instruments in active markets that we can access. Financial assets
utilizing Level 1 inputs primarily include certain U.S. Treasury securities. and obligations of
U.S. government corporations and agencies and Australian government and semi government
:securities. : : C- :

Level 2 — Quoted prices for similar instruments in active markets; quoted -prices for identical or similar
instruments in markets that are not active; and inputs, other than quoted prices, that are
observable in the marketplace for the financial instrument. The observable inputs are used in

- valuation models to calculate the fair value of the financial instruments. Financial assets
utilizing Level 2 inputs primarily include certain municipal and corporate bonds. ‘ :

Level 3 ~ Valuations derived from valuation techniques in which one or more significant inputs or value
drivers -are unobservable. Level 3 inputs reflect our own assumptions about the assumptions- a
market participant would use in pricing an asset or liability. Financial assets utilizing Level 3
inputs include certain state and auction rate (backed by student loans) securities. Non-financial
assets which utilize Level 3 inputs include real estate acquired through claim settlement.

To determine the fair value of securities available-for-sale in Level 1 and Level 2 of the fair value
hierarchy, independent pricing sources have been utilized. One price is provided per security based on
observable market data."Toe ensure securities are appropriately classified in the fair value hierarchy, we
review the pricing techniques and methodelogies of the independent pricing sources and believe that their
policies adequately consider market activity, either based.on specific transactions for the issue valued or
based on modeling of securities with similar credit quality, duration, yield and structure that were recently
traded. A variety of inputs are utilized by the independent pricing sources including benchmark: yields,
reported trades, non-binding broker/dealer quotes, issuer spreads, two sided markets, benchmark
securities, bids, offers and reference data including data published in market research publications. Inputs
may be weighted differently for any security, and not all inputs are used for each security evaluation.
Market indicators, industry and economic events are also considered. This information is evaluated using a
multidimensional pricing model. Quality controls are performed by the independent pricing sources
throughout this process, which include reviewing tolerance reports, trading information and data changes,
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and directional moves compared to market moves. This model combines all inputs to arrive at.a value
assigned to.each security. In addition, on a quarterly basis, we perform quality controls over values
received from the pricing sources which include reviewing tolerance reports, trading information and data
changes, and directional moves compared to market moves. We have not made any adjustments to ‘the
prices obtained from the independent pricing sources.

Assets classified as Level 3 are as follows:

e Securities available-for-sale classified in Level 3 are not readily marketable and are valued using
internally developed models based on the present value of expected-cash flows. Our Level 3 securities
primarily consist of auction rate securities for which observable inputs or value drivers are unavailable
due to events described in Note 6 — “Investments.” Due to limited market information, we utilized a
discounted cash flow (“DCF”) model to derive an estimate of fair value of these assets at December
31, 2012 and 2011. The DCF model for estimating the fair value of the auction rate securltles as of
December 31, 2012 is based on the following key assumptions: :

e Nominal credit risk as substantially all of the underlying collateral of these securities is ultimately
guaranteed by the United States Department of Education;

¢ Time to liquidity through December 31, 2013;

¢ Continued receipt of contractual interest; and

. D1scount ratés ranging from 16.87% to 18.35%, which include a spread for 11qu1d1ty r1sk

The spread for liquidity risk at December 31, 2012 increased significantly from September 30, 2012,

due to our decision to consider offers from outs1de the auction process on our remaining two auction

rate securities. These secondary market transactions have hlstorlcally had a hlgher dlscount to par than
* transactions assoc1ated with the issuers or trustees.

e Real estate acquired through claim settlement is fair valued at the lower of our acquisition cost or a
percentage of appraised value. The percentage applied to appraised value is based upon our historical
sales experience adjusted for current trends.

Investments

‘Our entire investment portfolio is classified as available-for-sale and is reported at fair value. The
related unrealized gains or losses are, after considering the related tax expense or benefit, recognized as a
component of accumulated other comprehensive income in shareholders’ equity Realized " investment
gains and losses are reported in income based upon spemﬁc 1dent1ﬁcat10n of securltles sold (See Note 6 -
“Investments )

Each quarter we perform reviews of our investments in order to determine whether declines in fair
value below amortized cost were considered other-than—temporary in accordance with applicable guidance.
In evaluating whether a decline in fair value is other-than-temporary, we consider several factors
1nclud1ng, but not llmlted to:

e our intent to sell the security or whether it is more likely than not that we will be reqdired to sell the
security before recovery;

extent and duration of the decline;

failure of the issuer to make scheduled interest or principal payments;

change in rating below investment grade; and

adverse conditions specifically related to the security, an industry, or a geographlc area.
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Under the current guidance a debt security impairment is deemed other than temporary if (1) we either
intend to. sell the security, or it is more likely than not that we will be required to sell the security before
recovery or (2) we do not expect to-collect cash flows sufficient to recover the amortized cost basis of the
security.:

Home Office and Equipment

Home office and equipment is carried at cost net of depreciation. For financial statement reporting
purposes, depreciation is determined on a straight-line basis for the home office, equipment and data
processing hardware over estimated lives of 45, 5 and 3 years, respectlvely For income tax purposes, we
use accelerated depreciation methods.:

Home office and eQuipment is shown net of accumulated depreciation of $51.3 million, $65.2 million
and $62.9 million at December 31, 2012, 2011 and 2010, respectively. Depreciation expense for the years
ended December 31, 2012, 2011 and 2010 was $1.9 million, $2.3 million and $2.9 million, respectively.

Deferred Insurance Policy Acquisition Costs

Costs directly associated with the successful acquisition of mortgage insurance business, consisting of
employee compensation and other policy issuance and underwriting expenses, are initially deferred and
reported as deferred insurance policy acquisition costs (“DAC”). For each underwriting year of business,
these costs are amortized to income in proportion to estimated gross profits over the estimated life of the
policies. We utilize anticipated investment income in our calculation. This includes accruing interest on
the unamortized balance of DAC. The estimates for each underwriting year are reviewed quarterly and
updated when necessary to reflect actual experience and any changes to key variables such as persistency
or loss development. If a premium deficiency exists, we reduce the related DAC by the amount of the
deficiency or to zero through a charge to current period earnings. If the deficiency is more than the related
DAC balance, we then establish a premium deficiency reserve equal to the excess, by means of a charge to
current period earnings. ‘

Loss Reserves

Reserves are established for reported insurance losses and loss adjustment expenses based on when we
receive notices of defauit on insured mortgage loans. We define a default as an insured loan with a mortgage
payment that is 45 days or more. past due. Reserves are also established for estimated losses incurred on
notices of default not yet reported to us. Even though the accounting standard, Accountmg Standards
Codification (“ASC”) 944, regarding accounting and reportmg by insurance ent1t1es specifically excludes
mortgage insurance from its guidance relating to loss reserves, we establish loss reserves using the general
prmmples contained in the insurance standard. However, consistent with industry standards for mortgage
insurers, we do not establish loss reserves for future claims on insured loans which are not currently in
default. Loss reserves are established by estimating the number of loans in our inventory of delinquent loans
that will result in a claim payment, which is referred to as the claim rate, and further estimating the amount of
the claim payment, which is referred to as claim severity. Our loss estimates are established based upon
historical experience, including rescission and loan modification activity. Adjustments to reserve estimates
are reflected in the financial statements in the years in which the adjustments are made. The liability for
reinsurance assumed is based on information provided by the ceding companies.

The incurred but not reported (“IBNR”) reserves result from defaults occurring prior to the close of an
accounting period, but which have not been reported to us. Consistent with reserves for reported defaults,
IBNR reserves are established using estimated claim rates and claim’ amounts for the estimated number of
defaults not reported.
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Reserves also provide for the estimated costs of settling claims, including legal and other expenses
and general expenses of administering the claims settlement process. (See Note 9 — “Loss Reserves.”)

Premium Deficiency Reserve

-After-our loss reserves are initially established, we perform premium deficitency tests using our best
estimate assumptions as of the testing date. Premium deficiency reserves are established, if necessary,
when the present value of expected future losses and expenses exceeds the present value of expected
future premium and already established reserves:. The discount rate used in the calculation of the premium
deﬁciency reserve was based upon our pre-tax investment yield at year-end.-Products are grouped for
premium deficiency purposes based on s1m11ar1t1es in the way the products are acqulred serviced and
measured for proﬁtabihty S R -

Calculations of premium deficiency reserves require the use of s1gn1ﬁcant Judgments and estlmates to
determine the present value of future premium and present value of expected losses and expenses on our
business. The present value of future premium relies on, among other factors, assumptions about
persistency and repayment patterns on underlying loans. The present value of expected losses and
expenses depends on assumptions relating to severity of claims and claim rates on.current defaults, and
expected defaults. in-future periods. These assumptions also include an estimate of expected rescission
activity. Assumptions used in calculating the deficiency reserves can be affected by volatility in-the
current housing and mortgage lending industries and these effects- could be material. To the extent
premium patterns and actual loss experience differ from the assumptions used in calculating the premium
deﬁc1ency reserves, the differences between the actual results and our estimate w111 affect future period
earmngs (See Note 10 - “Premium Deﬁc1ency Reserve. ”) ' - s

Revenue Recogmtlon

We write’ policl'es which are guaranteed renewable contracts at the insured’s option on a single, annual
or monthly premium basis. We have no ability to reunderwrite or.reprice these: contracts. Premiums
written on a single premium basis and an annual premium basis are initially deferred as unearned premium
reserve and earned over the policy term. Premiums written on policies covering more than one year are
amortized over the policy life in accordance with the expiration of risk which is the anticipated claim
payment pattern based on historical experience. Premiums written on annual policies are earned on a
monthly pro rata basis. Premiums written on monthly policies are earned as coverage is provided. When
a policy is cancelled, all premium that is non-refundable is immediately earned. Any refundable premium
is returned to the lender. Cancellations include rescissions and policies cancelled due to claim payment.
When a policy is rescinded, all previously collected premium is returned to the lender and when-a tlaim is
paid we return any premium received since the date of default. The liability associated with our estimate of
premium to be returned is accrued for separately and separate components-of this liability are included in
“Other liabilities” and “Premium deficiency reserves” on our consolidated balance sheet. Changes in these
liabilities affect premiums written and earned and change in premium deficiency reserve, respectively. The
actual return of premium for all periods affects: premiums written and ‘earned. Policy cancellatioris also
lower the persistency rate which is a Variable used in calculating the rate of amortization of deferred
insurance policy acquisition costs. : :

Fee income of our non-insurance subs1d1ar1es is earned and recogmzed as the services are prov1ded

and the customer is obligated to pay. Fee income consists primarily of contract underwriting and related
fee-based services provided to lenders and is included in “Other revenue” on the statement of operations.
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Income Taxes

Deferred income taxes are provided under the liability method, which recognizes the future tax effects
of temporary differences between amounts reported in the financial statements and the tax bases of these
items. The expected tax effects are computed at the current federal tax rate. We review the need to
establish a deferred tax asset valuation allowance on a quarterly basis. We analyze several factors, among
which are the severity and frequency of operating losses, our capacity for the carryback or carryforward of
any losses, the expected occurrence of future income or loss and available tax planning alternatives. As
discussed in Note 14 —’Income Taxes,” we have reduced our benefit from income tax through the
recognition of a valuation allowance. o e

We provide for uncertain tax positions and the related interest and penalties based on our assessment
of whether a tax benefit is more likely than not to be sustained under any examination by taxing
authorities. :

Benebfit Pians

We have a non-contributory defined benefit pension plan covering substantially all employees; as well
as a supplemental executive retirement plan. Retirement benefits are based on compensation and years of
service.  We recognize these retirement benefit costs over the period during which employees render the
service that qualifies them for benefits. Our policy is to fund pension cost as requu'ed under the Employee
Retirement Income Security Act of 1974.

We offer both medical and dental benefits for retired domestic employees, their eligible spouses and
dependents until the retiree reaches the age of 65. Under the plan retirees pay a premium for these benefits.
We accrue the estimated costs of retiree medical and dental benefits over the period- during which
employees render the service that qualifies them for benefits. Historically benefits were generally funded
as they were due, however beginning in 2009 some benefits have been paid from the fund. The cost to us
has not been significant. (See Note 13 — ‘Benefit Plans ) :

Remsurance

Loss reserves and unearned premiums are reported before taking credit for amoeunts ceded under
reinsurance treaties. Ceded loss reserves are -reflected -as “Reinsurance recoverable on loss
reserves.” Ceded unearned premiums are included in “Other assets.” Amounts due from reinsurers on paid
claims are reflected as “Reinsurance recoverable on paid losses,” Ceded premiums payable are included in
“Other liabilities.” We remain liable for all reinsurance ceded. (See Note 11 — “Reinsurance.”)

Foreign Currency Translation -

* Assets and liabilities denominated in a foreign currency are translated at the year-end exchange rates.
Operating results are translated at average rates of exchange prevailing during the year. Unrealized gains
and losses, net of deferred taxes, resulting from translation are included in accumulated other
comprehensive income in stockholders’ equity. Gains and losses resulting from transactions in a foreign
currency are recorded in current period net income at the rate on the transaction date.

Share-Based Compensation
We have certain share-based compensation plans. Under the fair value method, compensation cost is

measured at the grant date based on the fair value of the award and is recognized over the service period
which generally corresponds to the vesting period. The fair value of awards classified as liabilities is
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remeasured at each reporting period until the award is settled. Awards under our plans generally vest over
periods ranging from one to five years. (See Note 18 — “Share-based Compensation Plans.”)

Earnings Per Share

Our basic EPS is based on the weighted average number of common shares outstanding, which
excludes participating securities (with non-forfeitable rights to dividends) of 1.1 million, 1.1 million and
1.8 million, respectively, for the years ended December 31, 2012, 2011 and 2010 because they were anti-
dilutive due to our reported net loss. Typically, diluted EPS is based on the weighted average number of
common shares outstanding plus common stock equivalents which include cértain shtockf%‘i\fvards., stock
options and the dilytive effect of our convertible debt. In accordarnice with accouriting guldance,lf we
report 2 net loss from continuing operations, then our diluted EPS is computed in the same manner as the
basic EPS. In addition, if any common stock equivalents are anti-diliifive they are always excluded from
the calculation. The following is a reconciliation of the weighted average number of shares; for the years
ended December 31, 2012, 2011 and 2010,: common stock equivalents of 61.7 million{ 55.6 million and

3 : v

47.4 million, respectively, were'not included because they were anti-dilutive.

Years Ended December 31,
2012 2011 2010
(In thousands, except per share data)

Basic loss per share:

Average common shares outstanding.................. 201,892 201,019 © 176,406

Net10SS. . eeueenennnnnnn... el e $ (927,079) $ (485.892) $  (363,735)
Basic loss per share........... . I 1) B (242) S (2.06)
Diluted loss per share: - o |
Weighted-average shares - Basic...................... 201,892 201,019 176,406
Common-stock equivalents :.......... FE - - -
Weighted-average shares - Diluted ... ... caeenes sireres 201,892 201,019 176,406
Netloss.....oovvvieviiieniiiiniinn... s e $ (927,079) $ (485,892) $ (363,735)

Diluted loss pershare.........coooeeveuununnnnnnnninn. $ 459 .8 .. (242)-$ (2.06)
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Other Comprehenswe Income = - - - Samm

Our other comprehenswe income for the years ended December 31, 2012 2011 and 2010 was as
follows: : 5

2012
AHTRNE Valuation Lo
Before tax Tax effect . allowance . Netoftax
(In thousands) o
Other comprehenswe income (loss): ‘
Change in unreallzed gams and losses on o ‘ A E v
: mvestments - $(78,546) $ 27,510 $ (27,623). $ (78,659)
Amortization related to benefit plans renne (1,221) 428 T(428) 0 (1,221
. Unrealized foreign currency translation . o o ‘ ,,
" adjuStment (.. ...iuiiinenenee e 2452 (859) - 1,593
Other comprehensive income (1088) e..oevvn - $ (17315), ' $ 27,079 §$ (28,051) $ (78287
2011
Valuation
Before tax  Tax effect allowance Net of tax
(In thousands)
Other comprehensive income (loss):
Change in unrealized gains and losses on . .
INVESMENTS « . vviveeerenrevenre e reeenes $ 31,662 $(10,605) $ - $ 21,057
Amortization related to benefit plans eeeieiees (19,789) 6,927 .- (12,862)
Unrealized foreign currency translation ' ' '
CT8 11003111150 SN (318) 111 - (207)
Other comprehensive income (10ss) ............. $ 11555 $ (3,567) $ - $§ 170988
2010
. Valuation
Before tax Tax effect’  allowance Net of tax
EE A (In thousands) o
Other comprehensive income (loss): g
Change in unrealized gains and losses on
IVESTMENES + v vveeeerneeeeeneerernneeennnns $ (71,308) $ 27,220 $ (24,986) $(69,074)
Amortization related to benefit plans .......... 6,390 (2,236) 2,236 6,390
Unrealized foreign currency translation
adjustment .......oooiiieiiiiiiiiiii e 15,615 (5,479) 529 10,665
Other comprehensive income (loss) ............. $ (49,303) $ 19,505 $ (22,221) $(52,019)

See Note 14 — “Income Taxes” for a discussion of the valuation allowance.

Our total accumulated other comprehensive income was as follows:
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December 31,
2012 - 2011
(In thousands)

Unrealized gains (10SS€S) 0N investments .. ....c.vuevivneninninenneneneenens $ 41541 $ 120,087
Defined benefitplans.....c.cooveenen... et i ieeiees v e e e s (71,804) (70,582)
Foreign currency translation adJustment ...................... Wb s e v o 32747 - 30,294
Accumulated other comprehensive income, beforetax ...........ccovneen.. 2,484 79,799
Tax effect (1) .....-. et et ettt e et e e e e (50,647) (49,675)
Total accumulated other comprehensive (loss) income ............coeeue... $ (48,163) $ 30,124

(1) Tax effect does not approximate 35% due to amounts of tax beneﬁts not pr0v1ded in various
penods due to our tax valuatlon allowance.

Cash and Cash Equivalents

We consider money market funds and 1nvestments with onglnal maturltles of three months or less to
be cash equlvalents

Subsequent Events
wé have considered subsequent events thi:eugh the date of this filing.
4. New Accounting Policies

In May 2011, new- guidance was issued regarding fair value measurement. The guidance in the new
standard is intended to-harmonize the fair value measurement and disclosure requirements for accounting
principles generally accepted in the United . States. (“GAAP”) and International Financial Reporting
Standards. Many of the changes in the standard represent clarifications to existing guidance, but the
standard also includes some new guidance and new required disclosures. Our disclosures reflect the
requirements of this new guidance beginning with the first quarter of 2012.

In June 2011, as amended in December 2011, new guidance was issued requiring entities to present
net iricome and other comprehensive income in either a single continuous statement or in two separate, but
consecutive, statements of net income and other comprehensive income. The option to present items of
other comprehensive income in the statement of changes in equity is eliminated. Our disclosures reflect
the requirements of this new guidance beginning with the first quarter of 2012. Other provisions of this
guidance regarding reclassifications out of other comprehensive income were finalized in February 2013.
We are currently evaluating these additional provisions and intend to meet the new requ1rements
beginning in the first quarter of 2013.

In October 2010, new guidance was issued on accounting for costs associated with acquiring or
renewing insurance contracts. The new guidance changed how insurance companies account for
acquisition costs, particularly in determining what costs are deferrable. The new requirements were
effective beginning in the first quarter of 2012 and we have adopted them prospectively. Under the new
guidance in effect, for the year ended December 31, 2012, we deferred $9.2 million of acquisition costs.
For the year ended December 31, 2011, we deferred $5.2 million in acquisition costs and under the new
guidance we would have deferred $7. 2 million of such costs. Acquisition costs are not deferred on a
statutory accounting basis; therefore this new guidarice has no impact on our statutory capital.

5. Related Party Transactions
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There were no rel.ated party transactions during 2012, 2011 or 2010.
6. Investments

The amortlzed cost, gross unrealized gains and losses and fair value of the mvestment portfoho at
December 31, 2012 and 2011 are shown below.

Gross .Gross
Amortized Unrealized . Unrealized = Fair
o R Cost Gains Losses (1) Value
December 31, 2012: (In thousands)
U.S. Treasury securities and obligations of U.S. ‘ v : -
government corporations and agencies ...... $ 863282 § 3,040 $ (71) $ 866,251
Obligations of U.S. states and political o e
SUbdIVISIONS ...vviviiiiii i, 795,935 16,965 (506) 812,394
Corporate debt securities (2) ......ooveunnenn. - 1,792,646 15,470 (2,739) 1,805,377
Residential mortgage-backed securities. ....... 451,352 871 (1,314) 450,909 -
Commercial mortgage-backed securities....... 150,232 524 414) 150,342
Debt securities issued by foreign sovereign Cr e
GOVETIMENLS - e eeeveeeeeeeeeaeeaenaencnns 132,490 9,784 (208) 142,066
Total debt securities..........ooevvuevnen.n. 4,185,937 46,654 (5,252) . 4,227,339
Equity securities.........oveeveiiiininennenn., 2,797 139 - 2,936
Total investment portfolio .................. $ 4,188,734 § 46,793 $§ - (5,252) $ 4,230,275
) Gross Gross :
Amortized Unrealized Unrealized Fair |
Cost Gains Losses (1) Value
December 31, 2011: , . (In thousands)
U.S. Treasury securities and obligations of U.S.
government corporations and agencies ....... $ 592,108 $ 4965 $ (36) $ 597,037
Obligations of U.S. states and political
SUbAIVISIONS . .vvvvvnviniinniiiiiiiiinninn. . 2,255,192 74,918 (6,639) 2,323,471
Corporate debt securities (2) .........oovvuunnn. 2,007,720 32,750 (7,619) 2,032,851
Residential mortgage-backed securities. . ....... 441,589 4,113 (285) 445,417
Commercial mortgage-backed securities. ... . .... 257,530 7,404 - 264,934
Debt securities issued by foreign sovereign ; . ,
SOVETNMENtS . v vneeeereeeneenaannnn. e 146,755 . 10,441 (6 157,190
Total debt securitieS......ocovvivinnrvnnnnn. 5,700,894 134,591 (14,585) 5,820,900
Equity securities 2,666 82 (1) 2,747

Total investment portfolio .......... Ceeerees $ 5,703,560 $ 134,673 - $ (14,586) $ 5,823,647

(1) There were no other-than-temporary 1mpa1rment losses, recorded in other comprehenswe income at
December 31, 2012 and 2011 ‘

(2) Includes investments in corporate asset-backed securities with a fair value of $324 million and $199
million at December 31, 2012 and 2011 respectlvely
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~«:;Our’. foreign .investments primarily. consist of the investment portfolio supporting our‘ Australian
domiciled -subsidiary. This portfolio is comprised of Australian government and semi government
securities, representing 88% of the market value of our foreign investments with the remaining 11%
invested in corporate securities and 1% in cash equivalents The The Australian portfolio is rated AAA, by
one or more of the followmg major rating agenmes Moody 'S, Standard & Poor’s and Fitch Ratings.

The amortlzed cost and falr values of debt securities at Decembeér-31, 2012, by contractual maturlty,
are shown below. Expected maturities will differ from contractual maturities because borrowers may have
the right to call or prepay obligations with or without call or prepayment penalties. Because most auction
rate and mortgage-backed securities provide for periodic payments throughout thelr hves they are hsted
below in separate categories.

; ‘ . o Amortized Fair =
December 31,2012 ] C B Cost P Valae
' ) v » (In thousands) ‘
Due in one Year or 1ess «................ SRRVETORT e $ 1,097,193 $ 1,099,383
Due after one year through five years............... [ITTTTTTRTT 1,673,962 1,696,376
Due after five years through tenyears ............... [P 480,319 491,933
Due after ten YEars . ....ovoieuiiirniiniiieeiernerneerarienaenarenns 315,765 321,282

voi 3,567,239 3,608,974
Residential mortgagerbacked SECUTIHIES. v v v veeeeeeeiireerennnens 451352 450,909
Commercial mortgage-backed securities............cooiieiiiiena, 150,232 150,342
Auction rate securities (1)..... vl ieerrans 17,114 17,114
Total at December 31, 2012............ peaii e e, $ 4185937 $ 4227339

(1) At December 31, 2012, 100% of auction rate securities had a contractual maturity greater than 10 years.
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At December 31, 2012 and 2011, the investment portfolio had gross unrealized losses of $5.3 million
and $14.6 million, respectively. For those securities in an unrealized loss posmon the length of time the
securities were in such a position, as measured by their month-end fair values, is as follows: :

Less Than 12 Months . 12 Months or Greater R - Total

Fair Unrealized Fair Unrealized Fair Unrealized
December 31, 2012 . Value Losses Value Losses Value . Losses
: (In thousands) -

U.S. Treasury securities and -

obligations of U.S.

government corporations , v ‘

and agencies.............. $ 2409 $ 71 $ - 3 - $ 24094 $ 71
Obligations of U.S. states and

political subdivisions ...... 156,111 505 1,006 1 157,117 - 506
Corporate debt securities. ... . 310,440 2,737 3,353 2 313,793 2,739
Residential mortgage- backed

SECUNTtIeS oo vvvnevnnennnnsn 315,000 982 19,939 332 334,939 1,314
Commercial mortgage- backed ' ’ R

securities ............... .. 72,689 414 - - 72,689 . 414

Debt securities issued by
foreign sovereign
governmentS.............. 14,695 208 - - 14,695 208

Total investment portfolio.. $ 893,029 $§ 4,917 $ 24298 §$ 335  § 917,327 '$_‘_5‘,~2452

Less Than 12 Months 12 Months or Greater . . Total

Fair Unrealized Fair Unrealized Fair Unrealized
December 31, 2011 Value Losses Value Losses Value Losses
' (In thousands) ' : o

U.S. Treasury securities and

obligations of U.S.

government corporations

and agencies.............. $ 78,546 $ 36 § -3 - $ 78546 $ 36
Obligations of U.S. states and

political subdivisions....... 188,879 837 137,965 5,802 326,844 6,639
Corporate debt securities. .. .. 689,396 6,709 28,174 910 717,570 7,619
Residential mortgage-backed

SECUTTHIES v vvvvrrvnnnnennnn 120,405 285 - - 120,405 285
Debt securities issued by

foreign sovereign

governments.............. 484 6 - - 484 6
Equity securities ............ - - 33 1 33 1

Total investment portfolio.. $ 1,077,710 $ 7,873 §$ 166,172 § 6,713 $1243882 § 14,586

The unrealized losses in all categories of our investments at December 31, 2012 were primarily caused
by the difference in interest rates at December 31, 2012, compared to interest rates at the time of purchase.
At December 31, 2011, the securities in an unrealized loss position for 12 months or greater are primarily
auction rate securities (“ARS”) backed by student loans. See further discussion of these securities below.
The unrealized losses in all categories of our investments were primarily caused by the difference in
interest rates at December 31, 2011, compared to the interest rates at the time of purchase as well as the
liquidity discount rate applied in our auction rate securities discounted cash flow model.
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The fair value of our ARS backed by student loans was approximately $17 million and $170 million at
December 31, 2012 and 2011, respectively. The two ARS we hold are collateralized by portfolios of
student loans, both of which are ultimately 97% guaranteed by the United States Department of
Education. At December 31, 2012, our remaining ARS portfolio was 100% AAA/Aaa-rated by one or
more of the major ra‘tmg agencies.

Under the current guidance a debt security impairment is deemed other than temporary if we either
intend to sell the security, or it is more likely than not that we will be required to sell the securlty ‘before
recovery or we do not expect to collect cash flows sufficient to recover the amortized cost’ bas1§ of the
security. During 2012 we recognized OTTI losses in earnings of $2.3 million, related to impairments on
certain ARS, some of which were previously impaired in 2011. During 2011 we recognized OTTI losses
in earnings of $0.7 million. During 2010 we recognized OTTI losses in earnings of $9.6 million. In 2010,
our OTTI losses were primarily related to certain securities for whlch the expected cash flows are not
sufﬁcwnt to recover the amortized cost.

For the years ended December 31, 2012 and 2011 there were no credit losses recognized in earnings
for Wthh a portlon of an OTTI loss was recogmzed in accumulated other comprehenswe income (loss)

Net 1nvestment income is comprlsed of the followmg

2012 2011 2010

(In thousands)
Fixed maturities ....................... e $ 122,886 $ 202301 $ 236,734
Bquity SeCUrities. .. ... vueeneeieee e, 200 330 - - 315
Cashequivalents .............ooliiiieiiiiiiiiinnnn.... 333 - 496 1,526
Interest on Sherman note .............. iaeesenaasenanres - ' < 10,796
Other ........... e 782 926 __ 1,081
Investment income .............coeiiiiiiiiiiiiie... 124,201 204,053 250,452
Investment CXPEISES. 5 iiietvesenenieni e ~(2,561) - (2,783) (3,1”9‘9)“
Net 1nvestment mcome ................ eeeeteaeiiaeaas ~$ 121,640 $ 201,270 $ 247,253

91



— Notes (continued) —

The net realized investment gains (losses), including impairment losses, and change in net unrealized
appreciation (deprec1at10n) of investments are as follows: .

2012 2011 2010

_ (In thousands), .
Net realized investment gains (losses) on investments: IR
Fixed Maturities . ..o v enerneneieenrnesaraeseeaensnsnns .. $195652 8 142284 § 93,017
.Equity securities............ eenterer ey ceen 487 - 330 . 151
JOINt VENLUTES .. .unuenrrreeeennnnnnns - . - . . (466)
101175 (A v e (730) ~ 101 - 235
Total net realized investment gains............cocooevunn.n. $ 195409 § 142715 . $ 92937
Change in net unrealized appreciation (depreciation): : e
Fixed maturities . .. ooeeeeeneeneneriiiiiiniarennennanss $ (78,604) $ 31,576 $§ (71,304)
Equitysecurities....................................'..... 58 86 (4)

11317 S - -
Total change in net unrealized apprematlon (deprec1at10n) $ (78,546) $ 31,662 § (71 308)

The gross realized gains, gross realized losses and impairment losses are as follows:

2012 2011 2010
(In thousands)
Gross realized gaiNS «......coe.unnirirnereiiiiaariinnns § 213,827 § 158659 § 119,325
Grossrealized 10SSeS ....vviriiiveiie it i (16,108) (15,229)  -(16,278)
Impairment I0SSES .. ...vviivuiiiriiieernnneeeennens Ceveeens (2,310) (115 (9,644
Net realized gains on securities ............oovveeiinnn... 195,409 142,715 93,403
L0sS from JOINt VENIUTES . ... eeuureeeenneeeeiinnnnneeeanns ' - ] - ' (466)
Total net realized GAINS .....vvevininiiiiieriniiernnanennns $ 195409 $ 142,715 $§ 92937

We had $21.4 million and $22.3 million of investments on deposit with various states at December 31,
2012 and 2011, respectively, due to regulatory requirements of those state insurance departments.
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7. Fair Value Measurements

Fair value measurements for items measured at fair value included the following as of December 31,
2012 and 2011: ‘

Quoted Prices Significant
in Active Other Significant
n -Mai‘lge‘ts for Observable Unobservable
Identical Assets Inputs Inputs
Fair Value (Level 1) (Level 2) (Level 3)
e " (In thousands)
December 31, 2012
U.S. Treasury securities and obligations of
U.S. government corporations and ' '
AZENICIES . v v e eernneeernnaeernnnaeennns $ 866251 § 866,251 $ - % -
Obligations of U.S. states and political 5 R
SUDAIVISIONS + o vvvveeiiriiiniinieanans 812,394 - -809,264° 3,130
Corporate debt securities.................. 1,805,377 - 1,788,263 17,114
Residential mortgage-backed securities .... 450,909 w 450,909 T L
Commercial mortgage-backed securities ... 150,342 - 150342 e ST L
Debt securities issued by foreign sovereign = : S
EOVErNMENtS. .. .uvereeneennnnennnnnn. 142,066 142,066 - - - - R
Total debt SECUTTHES « + v vvvvvereereennnns " 4227339 1,008,317 3,198,778 20,244
Equity Securities ......oeeveeennnennnnnn.. 2,936 2,615 L 321
Total INVESHMENtS ..« «vevneneneennnnss $4230,275 $ 1,010932 § 3,198,778 $§ 20,565
Real estate acquired (1)......oceneeennn... $ - 3463 $ - 3 - $ 3,463

(1) Real estate acquired through claim settlement, which is held for sale, is reported in Other Assets on
the consohdated balance sheet.

Quoted Prices Significant

in Active i ..o Other Significant -
Markets for Observable - Unobservable
Identical Assets - - ... Inputs - Inputs .
Fair Value (Level 1) . (Level2) . (Level 3)
(In thousands) .
December 31, 2011
U.S. Treasury securities and obligations of
U.S. government corporations and
AZENCIES . v vt e e i eeeeereeanannannn, $ 597,037 $ 597,037 $ - 5 -
Obligations of U.S. states and political
SUDAIVISIONS +.vvveenenenenenenennnnn. 2,323,471 - 2,209,245 114,226
Corporate debt securities...........ov..... 2,032,851 1,455 1,971,168 60,228
Residential mortgage-backed securities ... . 445,417 - 445,417 -
Commercial mortgage-backed securities ... 264,934 - 264,934 -
Debt securities issued by foreign sovereign
BOVEIMMENS . o vvvvvnennennernneenanns. 157,190 147,976 9,214 -
Total debt securitieS ............oeenunn. 5,820,900 746,468 4,899,978 174,454
Equity securities ......ocveveeenenennnnns, 2,747 2,426 - 321
Total investments ..........ccoevenvnnnn. $5,823,647 $ 748,894 $ 4899978 $ 174,775
Real estate acquired (1)......covvenvnnn.., $ 1,621 $ - 8 - $ 1,621

(1) Real estate acquired through claim settlement, which is held for sale, is reported in Other Assets on
the consolidated balance sheet.
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There were no transfers of securities between Level 1 and Level 2 during 2012 or 2011.

For assets and liabilities measured at fair value using significant unobservable inputs (Level 3), a
reconciliation of the beginning and ending balances for the years ended December 31, 2012 and 2011 and
2010 is as follows:

Obligations of
U.S. States Corporate
-and Political Debt Equity Total Real Estate
Subdivisions Securities Securities  Investments Acquired
(In thousands)
Balance at December 31, 2011 ..... $ 114,226 $ 60228 § 321 $ 174,775 ' $ 1,621
Total realized/unrealized gains ,
(losses):
Included in earnings and reported as
realized investment gains (losses),
1= SN (8,669) (3,129)
Included in earnings and reported as
net impairment losses recognized
N earnings. ......vveeeennnnenns - (2,310) .
Included in earnings and reported as o
lossesincurred, net.............. - " - - - - (1,126)
Included in other comprehensive
income.......... O 5,630 733 - 6,363 -
Purchases........... e eeheereeaees ‘ 27 - - 27 11,991
Sales...ovevrirennnnnnnnennn.. (108,084) (38,408) - (146,492) - (9,023)

1,798 -

3100 . -

Transfers out of Level 3 ........... - - L ’ s )
Balance at December 31,2012 ..... $ 3,130 § 17,114 § 321 $ 20,565 $ 3,463

Amount of total losses included in
earnings for the year ended
December 31, 2012 attributable to
the change in unrealized losses on
assets still held at December 31,
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Balance at December 31, 2010

Total realized/unrealized gains
(losses):

Included in earnings and reported as
realized investment gains (losses),
net......oooeel et

Included in earnings and reported as
net impairment losses recognized
iNearnings. .....coeeveevenvenaess

Included in earnings and reported as
losses incurred, net........... ...

Included in other comprehensive
1101¢70)11 (S

.....

.............................

Transfers out of Level 3
Balance at Decemb‘e_; 31,2011

Amount of total losses included in
earnings for the year ended
December 31, 2011 attributable to
the change in unrealized losses on
assets still held at December 31,
2011 ..ot

.....

Obligations of
U.S. States Corporate
and Political Debt . - Equity Total Real Estate
-Subdivisions Securities :. = Securities Investments  Acquired
(In thousands)
$ 295,690 '$ 70,053 § 321 §. 366,064 $ © 6,220
°(7,883) 200 - (7,683) -
Y- (662) - (662) -
- - - - " (371)
6,894 637 - 7,531 SR
- - - - 5,279
(180,475) (10,000) - (190,475) (9,507)
$ - 114226 : $ 60228 § 321 § 174,775 § 1,621
$ - 8 - 8 - $ - 8 -

——— ! e—— e———— ——
A ——
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Obligations ©o
of U.S. States Corporate
. and Political - Debt - Equity Total Real Estate
- Subdivisions Securities - Securities  Investments Acquired
(In thousands)
Balance at December 31,2009 ..... $ 370,341 $ 129,338 § 321§ 500,000 $ 3,830
Total realized/unrealized gains - o
(losses):

Included in earnings and reported as

realized investment gains (losses),

net..........c... e - "(2,880)
Included in earnings and reported as

net impairment losses recognized

in earnings. . ... P : - (2,677)
Included in earnings and reported as '

losses incurred, net.............. - - - - (1,926)
Included in other comprehensive ,

1111070} 111 4,913 5,342 - 10,255

. (2,880) }

Q.677) B

- - - 15,606
Sales....coviiiiiiiiniiiiiinnn... (79,564) (59,070) - (138,634) (11,290)

Transfers out of Level 3 ........... - - - - .
Balance at December 31, 2010 ..... $ 295690 $ 70,053 $ 321 $ 366,064 $ 6,220

T ———— o ———— —e ———
—_— E—————————— —— ———— ]

Amount of total losses included in
earnings for the year ended
December 31, 2010 attributable to
the change in unrealized losses on
assets still held at December 31,

Additional fair value disclosures related to our investment portfolio are included in Note 6 —
“Investments.” Fair value disclosures related to our debt are included in Note 8 — “Debt.”

8. Debt

Senior Notes

At December 31, 2012 and 2011 we had outstanding $100.1 million and $171.0 million, respectively,
of 5.375% Senior Notes due in November 2015. During 2012 we repurchased $70.9 million in par value of
those Senior Notes. We recognized a gain on the repurchases of approximately $17.8 million, which is
included in other revenue on the Consolidated Statements of Operations for the year ended December 31,
2012. During 2011 we repurchased $129.0 million in par value of these same Senior Notes. We recognized
a gain on the repurchases of approximately $27.7 million, which is included in other revenue on the
Consolidated Statements of Operations for the year ended December 31, 2011. Covenants in the Senior
Notes include the requirement that there be no liens on the stock of the designated subsidiaries unless the
Senior Notes are equally and ratably secured; that there be no disposition of the stock of designated
subsidiaries unless all of the stock is disposed of for consideration equal to the fair market value of the
stock; and that we and the designated subsidiaries preserve our corporate existence, rights and franchises
unless we or any such subsidiary determines that such preservation is no longer necessary in the conduct
of its business and that the loss thereof is not disadvantageous to the Senior Notes. A designated subsidiary
is any of our consolidated subsidiaries which has shareholders’ equity of at least 15% of our consolidated
shareholders’ equity. We were in compliance with all covenants at December 31, 2012.
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If we fail to meet any of the covenants of the Senior Notes; there is a failure to pay when due at
maturity, or a default results in the acceleration of maturity of, any of our other debt in an aggregate
amount of $40 million or more; or we fail to make a payment of principal on the Senior Notes when due or
a payment of interest ‘on the Senior Notes within thirty ‘days after due and we are not successful in
obtaining an agreement from holders of a majority of the Senior Notes to change (or waive) the applicable
requirement or payment default; then the holders of 25% or more of our Senior Notes would have the right
to:accelerate the maturity of those notes. In addition, the trustee of the Senior Notes could, independent of
any action by holders of Senior Notes, accelerate the maturity of the Senior Notes. The amounts we owe
under the Senior Notes would also be accelerated upon certain bankruptcy or insolvency-related events
involving our holding -company, including certain events involving the appointment of :a. custodian,
receiver, liquidator, assignee, trustee or other similar official (collectively, an “Insolvency Official”) of our
holding company or any substantial part of its property or the consent of our holding company to such an
appointment.. The description above is not intended to be complete in all respects.- Moreover, the
description is qualified in its entirety by the terms of the notes, which are contained in the Indenture, dated
as of October 15, 2000, between us and U.S. Bank, National Association, as trustee, and in an Officer’s
Certificate dated as of October 4, 2005, which specifies the interest rate, maturity date-and other terms of
the Senior Notes.

,Intefest payments. on the Sehior Notes 'outstanding at the beginning of 2012/ W‘ére $7.4 million and
$14.9 million for the years ended December 31,2012 and 2011, respectively. For the year ended
December 31, 2011 we also had interest payments of $4.4 niillion related to: Senior Notes repaid in 2011.

Convertible Senior Notes : -~ . .~ - S

At December 31, 2012 and 2011 we had outstanding $345 million principal amount of 5%
Convertible Senior Notes due in 2017::Interest on the Convertible Senior Notes is payable semi-annually
in arrears on May. 1 and November 1 of ‘each year. The Convertible Senior Notes will mature-on May 1,
2017, unless eaflier converted by the holders or repurchased by us. Covenants in the Convertible Senior
Notes:include a requirement to notify holders in advance of certairi events and that we and the designated
subsidiaries (defined above) preserve our corporate existence;, rights and franchises unless we or any such
subsidiary. determines that such preservation is no longer necessary in the conduct of its business and that
the.loss thereof is not disadvantageous to the Convertible Senior Notes. - P ‘ SR

If we fail to meet any of the covenants of the Convertible Senior Notes; there is.a failure to pay when
due at maturity, or a default results in the acceleration of maturity of, any of our other debt in an aggregate
amount of $40 million or more; a final judgment for the payment of $40 million or more (excluding any
amounts covered by insurance) is rendered against us or any of our subsidiaries which judgment is not
discharged:or stayed within certain time limits; or we fail to' make a payment of principal .on the
Convertible Senior Notes when due or a payment of interest on.the Convertible Senior Notes within thirty
days after due and we are not successful in obtaining an agreement from holders of a majority of the
Convertible Senior Notes to change (or waive) the applicable requirement or payment default, then' the
holders of 25% or more of the Convertible Senior Notes would have the right to accelerate the maturity of
those notes. In addition, the trustee of the Convertible Senior Notes could, independent of any action by
holders, accelerate the maturity of the Convertible Senior Notes. The amounts we owe under the
Convertible Senior Notes would also be accelerated upon certain bankruptcy or insolvency-related events
involving our holding company or a Significant Subsidiary, including the failure to have dismissed or
stayed a petition seeking relief under bankruptcy or insolvency laws or the consént of our holding
company or a Significant Subsidiary to the appointment of an Insolvency Official for all or substantially
all of their respective property. “Significant Subsidiary” is defined in Regulation S-X under the Securities
Act of 1933 and is measured as of the most recently completed fiscal year. As of December 31, 2012,
MGIC and MGIC Reinsurance Corporation of Wisconsin were our Significant Subsidiaries.

97



— Notes (continued) —

The Convertible Senior Notes are convertible, at the holder’s option, at an initial conversion rate,
which is subject to adjustment, of 74.4186 shares per $1,000 principal amount at any time prior to-the
maturity date. This represents an initial conversion price of approximately $13.44 per share. These
Convertible Senior Notes will be equal in right of payment to our existing Senior Notes, discussed above,
and will be senior in right of payment to our existing Convertible Junior Debentures, discussed below.
Debt issuance costs are being amortized to interest expense over the contractual life of the Convertible
Senior Notes. The provisions of the Convertible Senior Notes are complex. The description above is not
intended to be complete in all respects. Moreover, that description is qualified in its entirety by the terms
of the notes, which are contained in the Supplemental Indenture, dated as of April 26, 2010, between us
and U.S. Bank National Association, as trustee, and the Indenture dated as of October 15, 2000, between
us and the trustee. : . :

Interest payments on the Convertible Senior Notes were $17.3 million in each of the years ended
December 31, 2012 and 2011. - . -

Convertible Junior Subordinated Debentures

At December 31, 2012 and 2011 we had outstanding $389.5 million principal amount of 9%
Convertible Junior Subordinated Debentures due in 2063 (the “debentures”). The debentures have an
effective interest rate of 19% that reflects our non-convertible debt borrowing rate at the time of issuance.
At December 31, 2012 and 2011 the amortized value of the principal amount of the debentures is reflected
as a liability on our consolidated balance sheet of $379.6 million and $344.4 million, respectively, with the
unamortized discount reflected in equity. The debentures rank junior to all of our existing and future senior
indebtedness.

Violations of the covenants under the Indenture governing the debentures, including covenants to
provide certain documents to the trustee, are not events of default under the Indenture and-would not allow
the acceleration ‘of amounts that we owe under the debentures. Similarly, events of default under, or
acceleration of, any of our other obligations, including those described above, would not allow the
acceleration of amounts that we owe under the debentures. However, if we fail to pay principal or interest
when due under the debentures, then the holders of 25% or more of the debentures would have the right to
accelerate the maturity of them. In addition, the trustee of the debentures could, independent of any action
by holders, accelerate the maturity of the debentures. The amounts we owe under the Convertible Junior
Subordinated Debentures would also be accelerated upon certain bankruptey or insolvency-related events
involving our holding company, including the appointment of a custodian of it or any substantial part of its
properties. : : ' s ‘

Interest on the debentures is payable semi-annually in arrears on April 1 and October 1 of each-year.
As long as no event of default with respect to the debentures has occurred and is continuing, we may defer
interest, under an optional deferral provision, for one or more consecutive interest periods up to ten years
without giving rise to an event of default. Deferred interest will accrue additional interest at the rate then
applicable to the debentures. During an optional deferral period we may not pay or declare dividends on
our common stock. i '

On September 11, 2012, we sent notice to the holders of record of our debentures that we were
deferring to October 1, 2022, the interest payment of $17.5 million that was scheduled to be paid on
October 1, 2012. During this 10-year deferral period the deferred interest will continue to accrue and
compound semi-annually to the extent permitted by applicable law at an annual rate of 9%.

When interest on the debentures is deferred, we are required, not later than a specified time, to use
reasonable commercial efforts to begin selling qualifying securities to persons who are not our affiliates.
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The specified time is one business day after we pay interest on the debentures that ' was not deferred, or if
carlier, the fifth anniversary of the scheduled:iinterest payment date on which the deferral started.
Qualifying securities are common stock, certain warrants and certain non-cumulative perpetual preferred
stock. The requirement to use such efforts. to sell such securmes is called the Altematlve Payment
Mechanism.

The net proceeds of Alternative Payment Mechanism sales are to be applied to the payment of
deferred interest, including the compound portion. We cannot pay deferred interest other than from the net
proceeds of Alternative Payment Mechanism sales, except at the final maturity of the debentures or at the
tenth anniversary of the start of the interest deferral. The Alternative Payment Mechanism does not require
us to sell common stock or warrants before the fifth anniversary of the interest payment date on which that
deferral started if the net proceeds (countingany net proceeds of those securities previously sold under the
Alternative Payment’ Mechanlsm) would exceed the 2% cap. The 2% cap is 2% of the average closing
prlce of our common stock times the number of our outstanding shares of common stock. The average
price is determined over a specified perlod ending before the issuance of the common stock or warrants
being sold, and the number of outstanding shares is determined as of the date of our most recent publicly
released financial statements.

We are not required to issue under the Alternative Payment Mechanism a total of more than 10 million
shares of common stock, including shares underlying qualifying warrants. In addition, we may not issue
under the Alternative Payment Mechanism qualifying preferred stock if the total net proceeds of all
issuances would exceed 25% of the aggregate principal amount of the debentures. ' . ,

The Alternative Payment Mechanism does not apply during any period between scheduled interest
payment dates if there is a “market disruption-event” that occurs over a specified portion of such period
Market disruption events include any material adverse change in domestic or 1nternat10nal economic or
financial conditions. : -

The provisions of the debentures are complex. The description above is not intended to be complete in
all respects. Moreover, that description is qualified in its entirety by the terms of the debentures, which are
contained in the Indenture, dated as of March 28, 2008, between us and U.S. Bank National Assocwtlon
as trustee.

We may redeem the debentures prior to April 6, 2013, in whole but not in part, only in the event of a
specified tax or rating agency event, as defined in the Indenture In any such event, the redemption price
will be equal to the greater of (1) 100% of the principal amount of the debentures being redeemed and (2)
the’ appllcable ‘make-whole amount, as defined in-the Indenture, in each case plus any accrued but unpaid
intefest. On or after April 6, 2013, we may redeem the debentures in whole or in part from time to time, at
out option, at a redemption price equal to 100% of the principal amount of the debentures being redeemed,
plus any accrued and unpaid interest, if the closing sale price of our common stock exceeds '130% of the
then prevailing conversion price of the debentures for at least 20 of the 30 trading days preceding notice of
the redemption. We will not be able to redeem the debentures, other than in the event of a spec1ﬁed tax
event or ratmg agency event, durmg an optlonal deferral period.

The debe'ntures' are'currently convertible, at the holder’s option, at an initial conversion rate, which is
subject to adjustment, of 74.0741 common shares per $1,000 principal amount of debentures at any time
prior to the maturity date. This represents an initial conversion price of approximately $13.50 per share. If
a holder elects to convert their debentures, deferred interest owed on the debentures being converted is
also converted into shares of our common stock. The conversion rate for any deferred interest is based on
the average price that our shares traded at during a S5-day period immediately prior to the election to
convert. In lieu of issuing shares of common stock upon conversion of the debentures occurring after April
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6, 2013, we may, at our option, make a cash payment to converting holders equal to the: value of all or
some of the shares of our common stock otherwise 1ssuable upon conversion.

. Interest payments on the debentures were $17.5 mllhon for the year ended December 31, 2012 and
$35.1 million for the year ended December 31, 2011.

All Debt -

: The par value and fair value of our debt at December 31 2012 and 201 1 appears in the table below.

: Slgmficant : :
Quoted Pricesin .. Other : Slgmﬁcant
Active Markets Observable } Unobservable
for Identical _' Inputs _ Inputs
Par Value  Total Fair Value _Assefs'(Levell) (Level 2) (Level 3)
- (In thousands) 3 .

December 31, 2012 .
Liabilities:
Senior Notes............ $ 100,118 $ 79,594 § 79,594 § - $ -
Convertible Senior ' ’ o

Notes ........... P 345,000 242,880 242,880 ' - -
Convertible Junior ‘ ‘

Subordinated ' :

Debentures ........... 389,522 173,096 - 173,096 -

Total Debt............ $ 834,640 $ 495,570 $ 322474 $ 17309 $ = -
December 31, 2011 .
Liabilities:
Senior Notes......... oo $ 171,000 § 116,708 § 116,708 . § . . - § .-
Convertible Senior = S : i

NOES « .o ennnnnnnns 345,000 _ 202,256 202,256 T - { -
Convertible Junior ' " '

Subordinated

Debentures ........... 389,522 189,648 - 189,648 -

Total Debt............ $ 905,522 $ 508,612 § 318964 $ 189,648 $ -

The fair value of our Senior Notes and Convertible Senior Notes was determined using publicly available
trade information and are considered Level 1 secuntles as described in Note 7.— “Fair Value Measurements
The fair value of .our debentures was. determmed using available pricing for these ‘debentures or similar
instruments and are considered Level 2 securities as descnbed n Note 7 — “Fair Value Measurements

The Senior Notes Convemble Semor Notes and Convert1ble Junior Debentures are obhgatlons of our
holding company, MGIC Investment Corporatlon and not of its subsidiaries. At December 31, 2012, we
had approximately $315 million in cash and investments at our holding company. The net unrealized gains
on our holding company investment portfolio were approximately $2 million at December 31, 2012. The
modified duration of the holding company investment portfolio, excluding cash and cash equlvalents was
2.2 years at December 31, 2012.

9. Loss Reserves _

As described in Note 3 — “Summary of Srgmﬁcant Accountmg Policies,” we estabhsh reserves to
recognize the estimated liability for losses and loss adjustment expenses related to defaults on insured
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mortgage loans. Loss reserves:are established by estimating the number of loans in our inventory of
delinquent loans that will result in a claim payment, which is referred to as the claim rate, and ﬁ.lrther
estlmatmg the amount of the claim payment wh1ch is referred fo as c1a1m severity. L

‘Estimation of losses is inherently Judgmental The conditions that affect the claim rate’ and “claim
severity include the current and future state of the domestic economy, 1nclud1ng unemployment and the
current and future strength of local housing markets. Current conditions inthe’ housmg and mortgage
industries make these assumptions more volatile than they would otherw1se be. The actual amount of the
claim payments may be substantially differént thah our loss reserve estimates. Our estimates could be
adversely affected by several factors, including a deterloratlon of reg10na1 or_national economic
conditions, including unemployment, leading to a reduction in borrowers’ income and thus their ability to
make mortgage payments, and a drop in housing values that could result in, among other things, greater
losses on loans that have pool insurance, and may affect borrower willingness to continue to make
mortgage payments when the value of the home is below the mortgage balance, and mitigation from
rescissions being materially less than assumed. Changes to our estimates could result in a material impact
to our results of operations and capital position, even in a stable economic environment.

The following table provides a reconcﬂlatlon of begmnmg and ending loss reserves for each of the
past three years: . e , P

2012 2011 2010

(In thousands)
Reserve at-beginning of year ..............c.vvieen. B $ 4,557,512 % 5,884,171 . $ 6,704,990..
Less reinsurance recoverable .....vvuen.s e o 154,607 275,290 ., - .. 332,227 .
Net reserve at beginning of year (1).......ccciiviieanann. .+ 4,402,905- . - 5,608,881 6,372,763 -
Adjustment to reserves.(2) .v....oiiiiiininnn. eeeieananas , > o s - - (92,000)
Adjusted beginning FeSEIVES u . u v vusviteeseeieanioseionss - 4,402,905 - 5,608,881 6,280,763
Losses 1ncurred S
Losses and LAE mcurred in respect of default not1ces

received in:

Current year ..... eee et eeaenans ceeeeeneee o 1,494,133 1,814,035 1,874,449

Prior years (3) e ‘ cee o 573,120 . (99,328) (266,908)

SUBLOLAl (4) 1 v vevevneneenanenenernenereennnnnennse s 2,067,253 1,714,707 1,607,541
Losses paid:
Losses and LAE paid in respect of default notices received

in:

1115 (< 11777 ) (R 134,509 121,383 60,897

Prior years (5) «voveevrnrniniiiiiieien i, 2,389,985 2,838,069 2,256,206

Reinsurance terminations (6) . ...covvuvnvnrnenenennn.. (6,331) (38,769) (37,680)

1101107721 K () T 2,518,163 2,920,683 2,279,423

Netreserve atend of year (8) .....cvvvvvveninnrnvnnnnnnnn 3,951,995 4,402,905 5,608,881
Plus reinsurance recoverables ..........cciiiviiiiiiiinn.. 104,848 154,607 275,290
Reserveatendofyear.........covviiiiininnnnnnninnnnn, $ 4,056,843 § 4,557,512 § 5,884,171

(1) At December 31, 2011, 2010 and 2009 the estimated reduction in loss reserves related to rescissions
approximated $0.7 billion, $1.3 billion and $2.1 billion, respectively.

101



—] Notes (continued) —

@

)

4)

®)
(©)

™
®

In periods prior to 2010 an estimate of premium to be refunded in conjunction with claim payments was
included in Loss Reserves. In 2010, we separately stated portions of this hablhty in: Other liabilities and
Premium deﬁc:ency reserve on the consolidated balance sheet.

A negative number for prior year losses incurred indicates a redundancy of prlor year loss reserves, and a
positive number for prior year losses incurred indicates a deficiency of prior year loss reserves. See table
below regardmg prior year loss development.

Our estimated rescissions were reduced by approximately $0.2 billion in 2012 due to our
probable settiement agreements (See Note 20 — “Litigation and Contingencies”), other rescissions had no
significant impact on our losses incurred in 2012. Rescissions mitigated our incurred losses by an estimated
$0.2 billion in 2010. Rescissions did not have a significant impact on incurred losses in 2011.

In 2012, includes $0.1 billion payment under the Freddie Mac settlement agreement (See Note 20 —
“Litigation and Contingencies”).

In-a termination, the reinsurance agreement is cancelled, with no future premium ceded and funds for any
incurred but unpaid losses transferred to us. The transferred funds result in an increase in our investment

“portfolio (including cash and cash equivalents) and ‘a decrease in net losses paid (reduction to' losses

incurred). In addition, there is an offsetting decrease in the reinsurance recoverable (increase in losses
incurred), and thus there is no net impact to losses incurred. (Sée Note 11 — “Reinsurance™)

Rescissions mitigated our paid losses by an estimated $0.3 billion, $0.6 billion and $1.0 billion in 2012,
2011 and 2010, respectively, which excludes amounts that may have been applied to a deductible. ‘

At December 31, 2012, 2011 and 2010 the estimated reduction in loss reserves related to- rescissions
approximated $0.2 billion, $0.7 billion and $1.3 billion, respectively.

The “Losses incurred” section of the table above shows losses incurred on default notices received in

the current year and in prior years. The amount of losses incurred relating to default notices received in
the current year represents the estimated amount to be ultimately paid on such default notices. The
amount of losses incurred relating to default notices received in prior years represents the actual claim rate
and severity associated with those defaults:notices resolved in the current year differing from the estimated
liability at the prior year-end, as well as a re-estimation of amounts to be ultimately paid on-defaults
remaining in inventory from the end of the prior year. This re-estimation of the estimated claim rate and
estimated severity is the result of our review of current trends in the default inventory, such as percentages
of defaults that have resulted in a claim, the amount of the claims, changes in the relatlve level of defaults
by geography and changes in average loan exposure.

Losses incurred on default notices received in the current year decreased in 2012 compared to 2011,

and in 2011 compared to 2010, primarilyj.due to a decrease in the number of new default notices received,
net of cures. These factors were somewhat offset by a smaller benefit from captive arrangements.
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The prror year development of the reserves in 2012, 201 1 and 2010 is reflected in the table below

“

22012 - - 2011 2010
SRS = ' (In mrlhons) C

Prior year loss devélopment:+*
Pool policy settlement (1) i eeeeuenneesaieiinnnnneeseeeannnaennns $ 267 $ - 8 -
Estimated. probable rescission settlements (1)......... e S S 100 e e
Increase (decrease) in estimated claim rate on primary defaults. .~.... - - 260 200 - (432)
Decrease in estimated severity on pr1mary defaults.................. = (70) ~(165) : -
Change in estimates related to pool reserves, LAE reserves and : o ]

reinsurance (2). ..o veceiveseneeneiis. e et e e - - 16 (134 ¢ - 165
Total prior year loss development. ... .o iverrerrereeeennunnnnnnns $ 5738 (99 $ (267)

(1) ‘See Note 20 - “Litigation and Contingencies” for a d1scuss10n of our: settlement with Freddie Mac and our
probable settlements regarding rescissions.

(2) Includes approximately ($114) million related.to LAE reserves-in 2011 and approxrmately $185 m1lhon
related to pool reserves in 2010. ;

The increase (decrease) in the claim rate was based on the resolution of approximately 55%, 57% and
55%in-2012,:2011 and 2010, respectively of the prior year defaunlt inventory, as well as a re-estimation of
amounts to:be ultimately paid on defaults remaining in-inventory from the end of the prior year-and
estimated incukred but not reported items from the end. of the:prior-year.. In addition, during-2012, lower
estimated rescission rates, as well as our experience on defaults that are 12 months or more delinquent
have increased our estimate of the claim rate. In 2010, our estimated claim rates decreased due to greater
cures experienced, a portion of which resulted from loan modifications. The'decrease in the- estimated
severity in 2012 and 2011 was based on the resolution of the prior year default inventory. The decrease in
estimated loss adjustment expense in 2011was based on recent historical trends in the costs associated with
resolving a claim. In 2010, the increase in estimated pool severity was based on the resolution of defaults
that occurred in prior periods with higher clarm amounts wh1ch in part ‘were applied to remammg
deductrbles on certain pool policies. -+ N ;

“:The “Losses paid” section of the table above shows the breakdown between claims paid on default
notices received in the current year, claims paid on default notices received in prior years and the decrease
in losses paid related to terminated reinsurance agreements as noted in footnote (6) of the table above. It
has historically taken, prior to the last few years, on average, approximately twelve. months -for a default
which is not cured to develop into a paid claim, therefore, most losses paid relate: to default notices
received in-prior years. Due to a combination of reasons that had slowed the rate at which claims are
received and paid, including foreclosure moratoriums and suspensions, servicing delays, court delays, loan
modifications, our fraud investigations and our claim rescissions and' denials for misrepresentation,’ it is
difficult to estimate-how long it may take for current and futire défaults that do not cure to develop into
paid claims. In 2012 and 2011, we experienced an increase in claims paid on default notices recerved in
the current year due to feWer cla1m 1nvest1gat1ons and an 1ncrease in short sales e

The habrlrty associated with' our estimate of | prem1ums to be refundéd on expected claim payments is
accrued for* -separately at December 31, 2012 and 2011 ‘and approxrmated $134 million and $114 miilion,
respectively. Separate components of this hablllty are 1ncluded in “Other 11ab111t1es” and “Premium
deﬁc1ency reserve” on our consohdated balance sheet (See Note 3 “Summary of Slgmﬁcant Accountmg
POllCleS - Revenue Recognmon”)

e
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A rollforward. of our primary default inventory: for the years ended December 31, 2012, 2011 and
2010 appears in the table below. The information concerning new notices and cures is compiled from
monthly reports received from loan servicers. The level of new notice and cure activity reported in a
particular month can be influenced by, among other things, the date on which a servicer generates its
report, the number of business days in a month and by transfers of servicing between loan servicers. .

2012 2001 . .- ... 20010
Default inventory at beginning of period ................ 175,639 .. . 214,724 | 250,440
NeW NOTICES. « o e vvvereetnnenenenrneneneeeanreannnen 133,232 169,305 205,069
CUTES + v oeeeeeeeerrniiaeseeeerennnnnnneeseennnnaess . (120,248) (149,643) - (183,017)
Paids (including those charged toa deductlble or . , S ,
(0721013 17 ) (45,741) .. .(51,138) . ... (43,826)
Rescissions and denials...........cooviiiiiiiiine, (3,037) (7,609) - ..(13,942)
Default inventory at end of period ...i.....cooiivnn.n.. 139,845 175,639 . 214,724

Pool insurance notice inventory decreased from 32,971 at December 31, 2011 to: 8,594 at December
31, 2012. During the third quarter of 2012, approximately 15,600 pool notices were removed. from the
pool notice inventory due to the exhaustion of the aggregate loss on a pool policy we have with Freddie
Mac. See Note 20 — “Litigation and Contingencies” for a discussion of ‘our settlement with Freddie Mac
regarding this pool pohcy The pool insurance notice inventory was 43, 329 at December 31, 2010.

The decrease in the primary default inventory experienced during 2012 and 2011 was generaIly across
all markets and all book years. However the percentage of loans in the inventory that have been in default
for 12 or more consecutive months has increased, as shown in the table below. Historrcaily as:a default
ages it becomes more likely to result in a claim. P

Aging of the Primary Default Inventory . g SRR : e

- .December 31,

: 2012 . . ) § 2010
Consecutive months in default - - ho S Rl ST : ,
3monthsorless................. 23,282 17% 31,456 18% 37,640 18%
4-11months......covveuvvnenn 34,688 25% 46,352 26% 58,701 27%
12 months or more ........... .es . 81,875 58% . 97,831 56% 118,383 55%
Total primary default 1nventory 139,845 100% 175,639 - .. 100% 214,724 100%
Primary claims received inventory’

included in ending default : v - o
inventory (1):....... eeieeenes 11 731 8% - 12,610 : ~T% : 20 898 ‘10%

(1) Our claims recerved mventory includes suspended réscissions. as discussed in Note 20 “L1t1gat10n and
Contingencies”. In connection with the Countrywide proceedings, we -have voluntarily suspended
rescissions of coverage related to loans that we believe could be included in a potential resolution. As of
December 31, 2012, coverage on approximately 2,150 loans, representing total potential claim payments of
approximately $160 million, that we had determined was rescindable were affected by our decision to
suspend such rescissions. Substantially all of these potential rescissions, relate to claims received beginning
in the first quarter of 2011 or later, As of December 31, 2012, coverage on approxrmately 250 loans,
representing total potential claim payments of approxrmately $17 million, were affected by our decision to
suspend rescissions for another customer for which we also consider settlement probable. In addmon as of
December 31, 2012, approximately 240 rescissions, representmg total potentlal claim payments of
approximately $16 million, were affected by our decision to suspend rescissions for customers other than
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those for which we consider settlement probable, as defined in ASC 450-20.

The length of time a loan is in the default inventory can differ fromthe number of payments :that the
borrower has not made or is considered delinquent. These differences: typically result from a-borrower
making monthly payments that do not result in the loan becoming fully current. The number of payments
thata borrower is delinquent is shown in the table below. :

Number of Payments Delinquent

.December 31;::

2012 2011 2010
3paymentsorless..........ivuen. 34,245 :.24% -+ 42,804 . 24% - - 51,003 . 24%
4-11payments.....ocovvuvuennn. 34,458 25% 47,864 27% 65,797 . 31%
12 payments ormore ............. 71,142 51% 84,971 49% 97,924 45%
Total primary default inventory.. .. 139,845 100% 175,639 100% 214,724 100%

Rescissions

Before paying a claim, we can review the loan file to determine whether we are required, under the
applicable insurance policy, to pay the claim or whether we are entitled to reduce the amount of the claim.
For example, all of our insurance policies provide that we can reduce or deny a claim if the servicer did
not comply with its obligation to mitigate our loss by performing reasonable loss mitigation efforts or
diligently pursuing a foreclosure or bankruptcy relief in a timely manner. We also do not cover losses
resultmg from property damage that has not been repaired.

In addmon subject to rescission caps in certain of our Wall Street bulk transactions, all of our insurance
policies allow us to rescind coverage under certain circumstances. Because we can review the loan
origination documents and information as part of our normal’ processing ‘when a claim is submltted to us,
rescissions occur on a loan by loan basis most often after we have received a clalm Prior to 2008, rescissions
of coverage on loans were not a material portion of our claims resolved during a year. However, begmmng in
2008, our rescissions of coverage on loans have materially mitigated our paid losses. In each of 2009 and
2010, rescissions mitigated our paid losses by approxrmately $1.2 billion; in 2011, rescissions mitigated our
pa1d losses by approximately $0.6 billion; and in 2012, rescissions mitigated our paid losses by
approximately $0.3 billion (in each case, the figure includes amounts that would have either resulted in a
claim payment or been charged to a deductible under a bulk or pool policy, and may have been charged to a
captive reinsurer). In recent quarters, less than 10% of claims received in a quarter have been resolved by
rescissions, down from the peak of approximately 28% in the first half of 2009.

Our loss reservmg methodology incorporates our estimates of future rescissions and reversals of
resc1ssrons Historically, the number of rescissions that we have reversed has been immaterial. A variance
between ultimate actual rescission and reversal rates and our estimates, as a result of the outcome of
claims 1nvest1gat10ns litigation, settlements or other factors, could materially affect our losses. We
estimate reseissions mitigated our incurred losses by approximately $2.5 billion in 2009 and $0.2 billion in
2010. In 2011, we estimate that rescissions had no significant impact on our losses incurred. All of these
figures include the benefit of claims not paid in the period as well as the impact of changes in our
estimated expected rescission act1v1ty on our loss reserves in the period. In the fourth quarter of 2012, we
estimate that our rescission benefit in loss reserves was reduced due to probable rescission settlement
agreements and that other rescissions had no significant impact on our losses incurred in 2012. For
information about two settlements that we believe are probable, as defined in ASC 450-20, see Note 20 —
“Litigation and Contingencies.” The ‘completion of those settlements, assuming they occur, may encourage
other lender-customers to seek remedies against us.
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We do not utilize an explicit rescission rate in our reserving methodology, but rather our reserving
methodology incorporates the effects rescission activity has had on our historical claim rate and claim
severities. ‘A variance between ultimate actual rescission rates and these estimates could materially affect
our losses incurred. Our estimation.process does not include a direct correlation between claim rates and
severities to projected rescission activity or other economic conditions such as changes in' unemployment
rates, interest rates or housing values. Our experience -is that analysis of that nature would not produce
reliable results, as the change in one condition cannot be isolated to determine its sole effect on our
ultimate paid losses as our ultimate paid losses are also influenced at the same time by other:economic
conditions. The estimation of the impact of rescissions on incurred losses must be considered together with
the various other factors impacting incurred losses and not in isolation.

The table below represents our estimate of the impact rescissions have had on reducing our loss
reserves, paid losses and losses incurred.

2012 2011 2010

(In billions)
Estimated rescission reduction - beginning reserve ................ $ 07 $ 13 S 2.1
Estimated rescission reduction - losses incurred (1).............. .. ) 02) o - 0.2
Rescission reduction - paid claims .............c.ocooiiiiiiii, 03 06 12
Amounts that may have been applied to a deduct1ble e - - (0.2)
Net rescission reduction - paid claims............. e 03 0.6 1.0
Estimated rescission reduction - ending reserve .........ovvuvess $ 02 $ 07 § 1.3

(1) As d1scussed in Note 20 — “Litigation and Contingencies” we have made substantial progress in reaching
 an agreement with Countrywide to seftle the dispute we have concerning rescissions. We have determined
that a settlement with Countrywide is probable and under this probable settlement agreement we estimate
that our rescission benefit in loss reserves was reduced by approximately $0.2 billion. This adjustment to
loss reserves was partially offset by an estimated benefit of approximately $0.1 billion under the terms of
the settlement agreements we consider probable, as defined in'ASC 450-20. As a result, in the fourth
quarter of 2012, we increased our loss reserve estlmates by approx1mately $0.1 billion to reflect potential
settlements we con51der probable

At December 31, 2012, our loss reserves continued to be impacted by expected rescission activity. We
expect that the reduction of our loss reserves due to rescissions will continue to decline.

If the insured disputes our right to rescind coverage, the outcome of the dispute ultimately would be
determined by ‘legal proceedings. Under our policies, legal proceedings disputing our right to rescind
coverage may be brought up to three years after the lender has obtained title to the property (typically
through a foreclosure) or the property was sold in'a sale that we approved, whichever is applicable,
although in a few jurisdictions there is a longer time to bring such an action. For the majority of our
rescissions since the beginning of 2009 that are not subject to a settlement agreement, this period in which
a dispute may be brought has not ended. Until a liability associated with a settlement agreement or
litigation becomes probable and can be reasonably estimated, we consider a rescission resolved for
financial reporting purposes even though legal proceedings have been initiated and are ongoing. Although
it is reasonably possible that, when the proceedmgs are completed, there will be a determination that we
were not entitled to rescind in all cases, we are sometimes unable to make a reasonable estitate or range
of estimates of the potential liability. Under ASC 450-20, an estimated loss from such proceedmgs is
accrued for only if we determine that the loss is probable and can be reasonably estimated. Therefore,
when establishing our loss reserves, we do not generally include additional loss reserves that would reflect
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an adverse outcome from ongoing legal proceedings. For more information about these legal proceedings,
see Note 20 — “Litigation and Contingencies.” ;

The liability associated with our estimate of premiums to be refunded on expected future rescissions is
accrued for separately. ‘At December31, 2012 and 2011 the estimate of this liability totaled $18 million
and $58 million, respectively. Separate components of this liability are included in “Other liabilities” and
“Premium deﬁcrency reserve” on‘our consolidated balance sheet. Changes in the- 11ab111ty affect premlums
wntten and earned ‘and change in premrum deficiency reserve. -

‘In Apr11 2011, Freddie Mac adv1sed its servicers that they must obtain its prior approval for rescission
séttlements and Fannie Mae advised its servicers that they are prohibited from entering into. such
settlements. In addition, in April 2011, Fannie Mae notified us that we must obtain its prior approval to
enter into certain settlements. Since those announcements, the GSEs have approved our settlement
agreement with one customer and have rejected settlement agreements that were structured differently. We
have reached and implemented settlement agreements that do not requrre GSE approval but they have not
been materlal in the aggregate .

As d1scussed in Note 20 — “Litigation dnd Contmgenmes we have made substantial progress in
reachmg an agreement with Countrywide concerning rescissions. In addition to the proceedmgs involving
Countrywide, we are involved: in legal proceedings with respect to rescissions that we do not consider to
be colléctively material in amount. We continue to discuss with other customers"their objections “to
material rescissions and have reached settlement terms with several of our significant customers. In
connection with'some of these settlément discussions, we have suspended rescissions related to loans'that
we ‘believe could be included in potential séttlements. As of December 31, 2012, approx1mately 240
rescissions, representing total potential claim payments of approximately $16 million, were affected by our
decision to suspend rescissions for customers other than the two customers for which we consider a
séttlement agreement probable, as defined in ASC 450-20. Although it is reasonably possible that," when
the discussions or legal proceedings with customers regarding rescissions are completed, there will be a
conclusion or determination that we were not entitled to resciid in all cases, we are unabfe to make ‘a
reasonable estimate or range of estimates of the potent1al 11ab111ty '

10 Premlum Deﬁcrency Reserve
Begmnmg in-2007, 'when we- stopped writing: Wall Street bulk: business, we began to separately
measure the performance of these transactions and’ estabhshed 4 premium deficiency reserve related to this

business. The premium deficiency reserve reflects the present value of expected future losses and expenses
that exceeded the present value of expected future premiums and already established loss reserves.

107



— Notes (continued) —

The components of the premium deficiency reserve at December 31, 2012 2011 and 2010: appear in
the table below. S

December 31,
2012 2011 2010
. : (In millions) - .

Present value of expected future premium ................. .. $ 445§ 494 § . 506
Present value of expected future paid losses and expenses.... (1,285) (1,455). . (1,760) .
Net present value of future cash flows................coeeut (840) (961) (1,254)
Established 10SSIeServes. . ..oovuiiieiiiviiiiiiienneienenrenn : 766 .. 826 1,075
Net deﬁc1ency ............................... eeeien e . 3 74 $ (135 $ 179
Discount rate utilized at December 31, ........ ceeens R 1.3% O 23% 0 25%

Each quarter, we re-estimate the premium deficiency reserve on the remaining Wall Street bulk
insurance in force. The premium deficiency reserve primarily changes from quarter to quarter as a result of
two factors. First, it changes as the actual premiums, losses and expenses that were prevrously estimated
are recognized: Each period such items are reflected in our financial statements as earned premium,, losses
incurred and expenses. The difference between the amount and timing of actual earned premiums, losses
incurred and expenses and our previous estimates used to establish the premium deficiency reserves has an
effect (either positive or negative) on that period’s results. Second, the premlum deficiency reserve
changes as our assumptions relating to the present value of expected future premiums, Josses and expenses
on the remaining Wall Street bulk insurance in force change. Changes to these assumpnons also -have an
effect on that period’s results.

The decrease in the premium deficiency reserve: for the years ended December 31 2012 2011 and
2010 was $61 mllllon $44 million and $14 million, respectively, as shown in- the charts below. The
decrease represents the net result of actual premiums, losses and expenses as well as a net change in
assumptions for these periods. The change in assumptlons for 2012 is primarily related to higher estimated
ultimate losses resulting principally from an increase in the number of projected claims that will ultimately
be paid. The change in assumptions for 2011 is primarily related to higher estimated. ultimate premiums
resulting principally from an increase in the projected persistency rate, somewhat offset by higher
estimated ultimate losses resulting principally from an increase in the number of projected claims that will
ultimately be paid. The change in assumptlons for. 2010 is primarily related to higher estimated ultimate
premiums, which is principally related to an increase in the projected persistency rate. :

The decrease in the premium deﬁcierlcy reserve for the years ended Decemberb3l, 2012, 2011 and
2010 appears in the table below.
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P ~Year ended December 31, :
2012 oo . 2011 - 2010
‘ - .. (In millions)

Premium Deficiency Reserve at beginning o T N -
ofperlod T %8135 . $ @179 % .(193)
Adjustment to premrum deﬁcrency reserve o . o » , . '.
(€ o - - 3D
Adjusted premium deficiency reserve at :
beginning of period .................. (135) (179) S o (230)

_Paid claims and loss adjustment ) ; PR v, .
 EXPENSES 1errrerrrrrraaaaeereeann. $ 29 . % 334 $ 426
Decrease in loss reserves....., ........ C60) T (249) \ (425)
Premium earned...................... ey (120 ' (128)
Effects of present valuing on future = ; o ‘
premlums losses and expenses ...... Wy () o (25)

Change in premrum deﬁc1ency reserve to
reflect actual prémium, losses and _ ‘
expenses recogmzed ...... eeeeens D , 116 » (43) (152

Change in'premium-defi¢iéncy reserve to
réflect change in assumptions relating to
future prémiums, losses, expenses and ‘ S ;
dlscount rate (2) ............. wledood “(55) . 87 - 203

Preml‘um Deﬁ01ency Reserve at end-of - cel R Y n
period......oiiiiiiiiiiii i § (74 $ (135 $ (179

(l) In perlods prior to 2010, an estimate of ] premlum to be refunded in conjunction with claim payments was

Jincluded in Loss Reserves. In 2010, we separately ‘stated this 11ab111ty in Premlum deficiency reserve on the

. consohdated balance sheet (See Note 3- “Summary of Slgmﬁcant Accountmg Pohcles - Revenue
Recogmtron”)

R
v S

2 A (negative) positive number for changes in assumptions relatmg to premiums, losses, expenses and
drscount rate mdlcates a (deﬁmency) redundancy of prior premlum deficiency reserves.

Each quarter we perform a premium deficiency analysrs on the’ portlon of our book of business not
covered by the premium deficiency described above. As of December 31, 2012, the analysis concluded
that there was no premium deﬁc1ency on such portion of our book of busmess For the reasons discussed
below, our analysis of any potent1al deﬁcwncy reserve is subject to inherent uncertainty ° and requlres
's1gn1ﬁcant judgment by management To the ‘extent, in a future period, ‘expected losses “are’ h1gher or
expected premiums are lower than the assumpt1ons we used in our analysis, we could be requlred to record
a premium deﬁc1ency reserve on thls portlon of our book of busmess in such perlod ’

The calculation of premium deficiency reserves requires the use of significant judgments and
estimates to determine the present value of future premium and present value of expected losses and
expenses on our business. The calculation of future premium depends on, among other things,
assumptions about persistency and repayment patterns on underlylng loans. The calculation of expected
losses and expenses depends on assumptions relating to severity of claims and ‘claim rates on current
defaults, and expected defaults in future perrods These assumptions also include an estimate of expected
rescission activity. Similar to our loss reserve estimates, our estimates for premium deficiency reserves
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could be adversely affected by séveral factors, including a deterioration of regional or economic conditions
leading to a reduction in borrowers’ income and thus their ability to make mortgage payments, and a drop
in housing values that could expose us to greater losses. Assumptions used in calculating the deficiency
reserves can also be affected by volatility in the current housing and mortgage lending industries. To the
extent premium patterns and actual loss experience differ from the assumptions used in calculating the
premium deficiency reserves, the differences between the actual results and our estlmates will affect future
period earnings and could be material.

11. Reinsurance

We cede a portion of our business to reinsurers and record assets for reinsurance recoverable on loss
reserves and prepaid reinsurance premiums. We cede primary business to reinsurance subsidiaries and
affiliates of certain mortgage lenders (“captlves”) The majority of ceded premiums relates to these
agreements. Historically, most of these reinsurance arrangements were aggregate excess of loss
reinsurance agreements, and the remainder have been quota share agreements. Under the aggregate excess
of loss agreements, we are responsible for the first aggregate layer of loss (typically 4% or 5%), the
captives are responsible for the second aggregate layer of loss (typically 5% or 10%) and we are
responsible for any remaining loss. The layers are typically expressed as a percentage of the original risk
on an annual book of business reinsured by the captive. The premium cessions on these agreements
typically range from 25% to 40% of the direct premium. Under a quota share arrangement premiums and
losses are shared on a pro-rata basis between us and the captives, with. the captive’s portion of both
premiums and losses typically ranging from 25% to 50%. Effective January 1, 2009, we po.longer cede
new business under excess of loss reinsurance treaties with captives. Loans reinsured on an excess of loss
basis through December 31, 2008 will run off pursuant to the terms of the particular captive arrangement.
New business remains eligible to be ceded under quota share reinsurance arrangements, limited to a
maximum 25% cede rate. During 2009 through 2012, many of our captive. arrangements have either been
terminated or placed into run-off. :

Under reinsurance agreements with captives, the captlves are requlred to maintain a separate trust
account, of which we are the sole beneficiary. Premiums ceded to a’ captlve are dep051ted into the
applicable trust account to support the captive’s layer of insured rlsk These amounts are held in the trust
account and are availablé to pay reinsured losses. The trust assets are primarily invested in money market
funds and government issued securities. The captive’s ultimate liability is limited to the assets in the trust
account. When specific time periods are met and the individual trust account balance has reached.a
required level, then the individual captive may make authorized w1thdrawals from its applicable, trust
account. In most cases, the captives are also allowed to withdraw funds from the trust account to pay
verifiable federal income taxes and operational expenses. Conversely, if the account balance. falls, below
certaln thresholds, the individual captive, may be required. to contribute funds to the _ trust
account However, in most cases, our sole remedy if a captive does not contribute such funds is to. put the
captive into run-off (in a run-off, no new. loans are reinsured by the captive but loans preyiously reinsured
continue to be covered, with premium and losses continuing to be ceded on those loans). In the event that
the captive’s mcurred but unpald losses exceed the funds in the trust account, and the captive does not
deposit adequate funds. to cure the shortfall, we may also be allowed, to termmate the captive agreement,
assume the captive’s obligations, transfer the assets in the relevant trust accounts to us, and retain all future
premium payments.

The reinsurance recoverable on loss reserves as s of December 31, 2012 and 2011 was approx1mately
$105 million and $155 million, respectlvely The reinsurance recoverable on. loss. reserves. related to
captive agreements was ‘approximately $104 million at December 31, 2012, which ‘was supported by $303
million of trust assets, whxle at December 31, 2011 the remsurance recoverable on loss reserves related to
captlves was $142 million whlch was supported by $359 million in trust assets. As of December 31 2012
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and 2011 there was an additional $25 million'and $27 million, respectively, of trust assets in captive
agreements where there was no related reinsurance’ recoverable on loss reserves. During 2012 and 2011,
$6 million and $39 million, respectively, of trust fund assets-were-transferred to us as-a result of captive
terminations. The transferred funds resulted:in an increase in our investment portfolio (including cash and
cash equivalents) and a decrease in our net losses paid (reduction in-lesses incurred). In addition, there is
an offsetting decrease in the reinsurance recoverable (increase in losses incurred), and thus there is no net
impact to losses incurred. o

Since 2005, we have entered into three separate aggregate excess of loss reinsurance agreements under
which we ceded approximately $130 million -of risk in force in the aggregate to three special purpose
reinsurance compan:ies In 2008, we terminated one of these excess of loss reinsurance agreements. One
agreement is in the final stages of termination, ‘with:no. ceded risk in force at December 31, 2012. The
remaining agreement had ceded risk in -force at December 31, 2012, of approximately $0.8 million. We
receive a ceding commission under certain reinsurance agreements. , 4

Generally, reinsurance recoverables onprimary loss reserves, paid.losses:and prepaid-reinsurance
premiums are supported by trust funds or letters of cred1t As such we have not established an allowance
against these recoverables. - : S

" The effec’c of thesé agreements on premiurs earned and losses incurred is as follows:

" 2012 2011 . 2010
o ‘ o L (In thousands)

Premiums earned: . ot ‘ e L it
DireCt.vveeeeeeennnnnns [ PUTOUTRRO cee.  $ 1065663 $§ 1,170,868. $ 1,236,949
Assumed . T e s 3,891 3,091
Ceded...................' .......................... (34,918) (50,924) (71,293)
Net premiums €arned. .....eeeeeeneeerenneeeraneeenns $ 1,033,170 $ 1,123,835. § 1,168,747

Losses incurred _ B
1031 (e A S SRR TR L8 2115974 § 1,775,122 ©$ 1,716,538
ASSUMEd ..l 6,912 5229 4,128
Ceded......c.iuvuivniniininiininiinns. DUTUU (55,633) (65,644) * (113,125)
Net 10SSES INCUITE o o v vvevvveirieirieerreerraernnnenn $ 2,067,253 $ 1,714,707 $ 1,607,541

See’ Note 20 — “Litigation and Contingencies” for a discussion of requests or subpoenas “for
information regarding captive mortgage reinsurance arrangements.

In the third quarter of 2011, our:-Australian. writing company terrmnated a reinsurance agreement
under. which it had. assumed business- from_ar,, third party. As a result of that termination, it returned
approximately $7 million in unearned premiumand it has no further obligations under this reinsurance
agreement. The terminatién of this reinsurance agreement had no s1gmﬁcant 1mpact on our remammg rrsk
in force in Austraha .

12. Investments m'Jomt""yVentures
Sherman

In August . 2008 we sold our entire mterest in Sherman Financial Group, LLC (‘Sherman”) to
Sherman Our interest ‘sold represented approximately 24.25% of Sherman’s equity. The sale price was
$124.5 million in cash and Sherman’s unsecured _promissory note in the principal amount of $85 mrlllon
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(the “Note”). The scheduled maturity of the Note was February 13, 2011 and it paid interest, monthly, at
the annual rate equal to three-month LIBOR plus 500 basis points. - Sherman repaid the Note in December
2010 for approximately $83.5 million. The carrying value of the Note at the time of repayment was
approximately :$84.0 million. The loss recognized on the repayment of $0.5:million is included in net
reahzed investment gains on the statement of’ operatlons for the year ended December 31, 2010.:

13. Benefit Plans

We have a non-contributory defined .benefit pension plan covering substantially all domestic
employees, as well as a supplemental executive retirement plan.: We also offer both medical and dental
benefits for retired domestic employees and their spouses under a postretirement benefit plan. ‘The
following tables provide the components of aggrega’te annual net periodic benefit cost, changes. in the
benefit obligation and the funded status of the!‘pension, supplemental executive retirement and other
postretirement benefit plans as recognized in the consolidated balance sheet:

Components of Net Periodic Benefit Cost for fiscal year ending

¥

Peﬁsion and Supplemental v Other Postretirement

Executive Retirement Plans Benefits
- 12/31/2012  12/31/2011  12/31/2010 12/31/2012 12/31/2011 . 12/31/2010
’ ’ ‘ (In thousands) ™’ ) '
1. Company Service Cost ...... $ 9,662 8917 § 8531 §$ 1,226 1,090 § 1,126
2. Interest Cost.......... eees 16,481 16,098 15,535 1,144 1,350 1,183
3. Expected Return on Assets ... (18,211) (17,373) (14,502) (3,162) (3,299)° (2,891)
4. Other Adjustments .......... 5 - - - - - -
Subtotal.............. SUUDUNII 7,932 7,642 9,564 (792) (859) (582)
5. Amortization of : s : : '
a. Net Transition S ;-
Obligation/(Asset) ....... - - - - - -
b. Net Prior Service e :
Cost/(Credit) ............ 665 661 650 (6,217) (6,217) (6,138)
c. Net Losses/(Gains)....... 5,829 4,010 5,924 797 632 .. 164
Total Amortization ...... eeeas - 6,494 4,671 6,574 (5,420) (5,585) (5,374)
6. Net Periodic Benefit Cost .... 14,426 L 12,313 16,138 (6,212) (6,445) (5,956)
7. Cost of settlements or e ' '
curtailments................ - - - - - -
8. ‘Total Expense for Year ...... $ 14,426 12,313 °'$ - 16,138 '§  (6,212) (6,445) $ (5,956)
Development of Funded Status
S S - :. Pension and Supplemental Other Postretirement
Exeecutive Retirement Plans .. Benefits :
. 12/31/2012 12/31/2011 12/31/2012  12/31/2011
: , - (Inthousands) . - '
Actuarial Value of Benefit Obligations ] .
1. MeasurementDate ..........cvuvviiennnnnnnn 12/31/2012  12/31/2011 12/31/2012  12/31/2011
2. Accumulated Benefit Obligation. .............. $§ 331,985 § 297,145 § 16,284 §  25,007.

Funded Status/Asset (Liability) on the
Consolidated Balance Sheet

1. Projected Benefit Obligation .................. $ (362,657) $§ (318,048) $ (16,284) $ (25,007)
2. Plan Assets at Fair Value ............ e . 340,335 305,748 49,391 42,578
3. Funded Status - Overfunded/Asset............. NA N/A $ 33,107 $ 17,571
4. Funded Status - Underfunded/Liability......... 8 T(22,322) $ (12,300) N/A - N/A
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Accumulated Other Comprehensive Income :
Pension and Supplemental Other Postretirement

Executive Retirement Plans .- Benefits :
S 1 T s 1203172012 12/31/2011 12/31/2012 12/31/2011
R TR (In thousands)
1. Net ActuanaI (Gain)/Loss........n.. ... § 106,661 § 95,298 §$ 1985 $ 14,109
2. Net Prior Service Cost/(Credlt) ....... e e 1LT75 2,278 (38,587) (41,072)
3. Net Transition Obligation/(Asset).......... - - Lt -
4. Totalat YearEnd .....c.covvvviiiiiiini, '$ 108436 § 97,576 § (36 602) $ (26, 964)

- Under Statement of Statutory Accountmg Principles (“SSAP”) No. 92 and No. 102 whlch became
effective January 1, 2013, the measurement of pension and other postretirement benefit liabilities will
begm to include non-vested employees. This measurement, referred to as the projected benefit obligation,
is the measurement currently used under GAAP, as disclosed in the tables above. The new SSAPs will
increase our statutory benefit obligations. We have evaluated the provisions of this guidance, and we do
not expect the new guidance to have a material impact on our statutory benefit obligations.

The changes in the projected benefit obligation are as follows: -

Change in Projected Benefit Obligation :
_ Pension and Supplemental Other Postretirement

_Executive Retirement Plans Benefits
© 12/31/2012 12/31/2011 12/31/2012 12/31/2011
‘ SR 3 ‘ _(In thousands) -
1. Benefit Obligation at Beginning of Year .. § 318,048 § 291,456 $ 25007 $ 26,200
2. Company Service Cost .................. 9,662 .- .. 8917 . 1,226 ) 1,090
3. Interest CoSt.ovrevnrneninrneneeeennnnns 16,481 16,098 1,144 ; 1,350
4. Plan Participants’ ' Contributions ......... - . - 356 . 261
5. Net Actuarial (Gain)/Loss due to -
Assumption Changes ........cocvvevennans 37,418 - 0.23,037 . (6,517) 397
6. Net Actuarial (Gain)/Loss due to Plan . i
EXperience .....oocuvvviiininiiineanenn. 634 .. (6,544) 497) (3,643)
7. Benefit Payments from Fund (1).......... (19,483) (14,692) (661) (560)
8. Benefit Payments Directly by Company T -(265) ~ (316) - (42) 87
9. Plan Amendments .........cocveeiuinenns 162 92 (3,732) -
10.Other Adjustment ......ccoveneinenanaens o ‘ - - ) - o
11.Benefit Obligation at End of Year ........ $ 362,657 $ 318,048 $ 16284 $ 25,007

(1) In 2012, includes lump sum:payments of $12.0 million from our pension plan to eligible participants, which
were former employees with vested benefits of $100 thousand or less. Additional former employees may elect
this option in 2013. In 2011, includes lump sum payments of $8.2 million from our pension plan to eligible
participants, which were former employees with vested benefits of $50 thousand or less. :

113



— Notes (continued) —

The changes in the fair value of the net assets avallable for plan benefits areas follows:.

Change in Plan Assets
" Pension and Supplemental Other Postretirement
Executive Retirement Plans Benefits
©12/31/2012 12/31/2011 12/31/2012 12/31/2011
(In thousands) -
1. Fair Value of Plan Assets at Beginning - o ’ ‘
of Year ... ... . i - $ 305,748 $§ 284,080 $ 42578 $ - 44362
2. Company Contributions .................... 15,265 20,316 -
3. Plan Parti'cipdnts’ Contributions .........:.. - - : 35611 261
4. Benefit Payments fromFund ....0.......... ’ (19,483)" (14,692)  © (661) - (560)
5.. Benefit Payments paid directly by Company ... : (265) © (316) C 42y (8T)
6. Actual Return on Assets :..... Cieeeereeeenas 39,070 16,360 7474 . o (1,224)
7. Other Adjustment ............c.iiveiiuens: ; - - (314) - (173)
8. Fair Value of Plan Assets at End of Year .... $ 340,335 § 305,748 $ 49,391 § 42,578

Change in Accumulated Other Comprehensive Income (AOCI)

Pension and Supplemental Other Postretirement
“‘Exécutive Retirement Plans Benefits
12/31/2012 12/31/2011 12/31/2012 12/31/2011
: t ; o (In thousands)
I. AOClinPrior Year ...........0ccoveiennn., $§ 97576 $ 84,649 $ (26,964) $ (33,827)
2. Increase/(Decrease) in AOCI K ‘ - ==
a. Recognized duting year - Prior Service R
(Cost)/Credit .........ovviiiiinninnnnn.. (665) (661) 6,217 6,217
b. Recognized during year - Net Actuarial T
(Losses)/Gains «.vvveeerennnnnvennnnnnnn. (5.829) (4,010) (797 - (632)
¢. Occurring during year - Prior Service o
) 162 92 (3,732) -
" d. Occurring during year - Nét Actuarial B
- Losses/(Gains) .......covvveeinvinannnn.. 17,192 17,507 (11,326) 1,278
3 AOCI in Current Year ...................... ~$ 108436 $ 97,576 $ (36,602) $ (26,964)

Amortizations Expected to be Recognized During Next Fiscal Year Ending

Pension and Supplemental Other Postretirement
Executive Retirement Plans ' Benefits'
© 12/31/2013 - -0 12/31/2013
A ‘(In‘thousands) -
1. Amortization of Net Transition ' : a co
Obligation/(ASSet) «ovvvvvernennirnennennenn... $ - $ -
2. Amortization of Prior Service Cost/(Credit) ..... 500 (6,649)
3. Amortization of Net Losses/(Gains) ............ 6,063 -

The projected benefit obligations, net periodic benefit costs and accumulated postretirement benefit
obligation for the plans were determined using the following weighted average assumptions.
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Actuarial Assumptions ' R VT x ‘
: . . . e ‘ Pensmn and Supplemental Other; Postretirement
Executive Retirement Plans . ._Benefits

12/31/2012 12/31/2011  12/31/2012  12/31/2011

Welghted Average Assumptrons Used to Determme Benefit Obhgatlons at y,gar end s
1. Discount Rate..... ettt . 425%  5.25% . 3.85% 4.75%

2. Rateof Compensatlon INCTEASE. . .\ v e vneeneennnns ’ 3.00% 3.00% B N’{A . NA
Weighted-Average Assumptions Used to Determine Net Periodic Benefit Cost for Year o

1. DiscOUNt RAte. .....eueuennininiriininreeenennnn, ' 5.25% 5.75% - 475% . 5.50%
2. Expected Long-term Return onPlan Assets........ » 600% 6.00% 1.50% - 1.50%
3. Rate of Compensatlon Increase. . .. e - 3.00% 3.00%  NA - NA

‘Assumed Health Care Cost Trend Rates at year end
1. - Health Care Cost Trend Rate ' Assumed for Next

R S PR - T N/A- N/A - 7.50% 8.00%
2. Rate to Which the Cost Trend Rate i$ Assumed to - R ood S
" Decline (Ultimate Trend Rate) ..... e rereredeees e ONIAL N/A 5:00% - :5.00%
3. : Year That the Rate Reaches the Ultimate Trend R - S
RaAtE vt viiineiieenreseaneeasenetonineionneanss o N/A N/A 2018 2018

In selectmg a dlscount rate, we performed a hypothetlcal cash ﬂow bond matching exercise; matchmg
our expected pension plan and postretirement medical plan cash*flows, respectively, against a_selected
portfolio of high quality corporate -bonds. The modeling was performed using a bond portfolio of
noncallable bonds with at least $50 million outstanding. The average yield:of these hypothetical bond
portfolios was used as the benchmark for determining the discount rate. In selecting the expected long-
term rate of return on assets, we considered:the average rate of earnings expected on the classes of funds
invested or to be invested to provide for the benefits of these plans. This included considering the trusts’
targeted asset allocation for the year and the expected returns likely to be earned over the next 20 years.

The weighted-average asset allocations of the plans are as follows:

<

Plan Assets ' ' Other Postretirement

o , Pension Plan Benefits _
L 12/31/2012 12/31/2011 1273172012 12/31/2011
Allocation of Assets at year end o ; .
1. Equity Securities ................... O 40% 38% 100% . 100%
2. Debt Securities.................. . 60% 62% X 0% . 0%
3. Other .......ooooiiiiinnnen. - 0% ' 0% 0% 0%
4. Total...oneueneieniniannnn. O 100% ~ 100% 100% . 100%

In accordance with fair value guidance, we apphed the following fair value hlerarchy in order to
measure fair value of our benefit plan assets:

Level 1 — Quoted prices for identical instruments in acfive markets that we have the ability to access.
Financial assets utilizing Level 1 inputs include equity securities, mutual funds, money market
funds and certain U.S. Treasury securities and obligations of U.S. govemment corporations and
agencies. : :

Level 2 — Quoted prices for similar instruments in active markets; quoted prices for identical -or similar
instruments in markets that are not active; and inputs; other than quoted prices, that are
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observable in the marketplace for the financial instrument. The observable inputs are used in
valuation models to calculate the fair value of the financial instruments. Financial assets
utilizing Level 2 inputs include certain municipal, corporate and foreign bonds.

Level 3 — Valuations derived from valuation techniques in which one or more significant inputs or value
drivers are unobservable. Level 3 inputs reflect our own assumptions about the assumptions a
market participant would use in pricing an asset or liability. There are no secun’ues that ut1hze
Level 3 inputs.

To determine the fair value of securities in Level 1 and Level 2 of the fair value hierarchy,
independent pricing sources have been utilized. One price is provided per security based on observable
market data. To ensure securities are appropriately classified in the fair value hierarchy, we review the
pricing techniques and methodologies of the independent pricing sources and believe that their policies
adequately consider market activity, either based on specific transactions for the issue valued or based on
modeling of securities with similar credit quality, duration, yield and structure that were recently traded. A
variety of inputs are utilized by the independent pricing sources including benchmark yields, reported
trades, non-binding broker/dealer quotes, issuer spreads, two sided markets, benchmark securities, bids,
offers and reference data including market research publications. Inputs may be weighted differently for
any security, and not all inputs are used for each security evaluation. Market indicators, industry and
economic events are also considered. This information is evaluated using a multidimensional pricing
model. In addition, on a quarterly basis, we perform quality controls over values received from the pricing
source (the “Trustee”) which include comparing values to other independent pricing sources. In addition,
we review annually the Trustee’s auditor’s report on internal controls in order to determine that their
controls around valuing securities are operating effectively. We have not made any adjustments to the
prices obtained from the 1ndependent sources.

The following table sets forth by level, within the fair value hlerarchy, the pens1on plan assets at-fair
value as of December 31, 2012.

Assets at Fair Value as of December 31, 2012

Pension Plan Level 1 Level 2 Level 3 Total

(In thousands) .
Domestic Mutual Funds ........coovuvvinenn... $ 45071 $ - $ - $ 45,071
International Mutual Funds ................... -39.479 - - 39,479
Common Stocks.......ovvvivinininiinineen.. 54,210 - ' - 54,210
Corporate Bonds ...........coovvvvinniennnn.. - 130,643 - 130,643
U.S. Government Securities ...........c...... 25,859 - - 25,859
Municipals......ooiiiniiiiiiii i, - 26,595 - 26,595
ForeignBonds ...................... S ' - 17,710 - 17,710
Foreign Stocks .....ovvvviiiiniinninnennnnn... 768 - - , 768
Total Assets at fairvalue ................... $ 165387 $ 174948 $ - $ 340,335

Our pension plan portfolio is designed to achieve the following objectives over each market cycle and
for at least 5 years:

Fixed income allocation

e Protect actuarial benefit payment stream through asset liability matching
e Reduce volatility of investment returns compared to actuarial benefit liability
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Equity allocation

e Protect long tailed liabilities through the use of equ1ty portfoho
¢ ‘Achieve competitive investment results

The primary: focus in developing asset. allocation ranges for the portfolio is the assessment of the
portfolio’s investment objectives and the level of risk that is acceptable to obtain those objectives. To
achieve these goals the minimum and maximum allocation ranges for fixed income securities and equity
securities are: =

Minimum - ‘Maximum

Fixed income......... e 40% , 100%
EBQUity oo e 0% - 60%
Cash equlvalents .......................... eees » 0% 10%

The following table sets forth by level within the fair Value hierarchy, the postretirement plan assets
at fair value as of December 31,2012.

Assets at Fair Value as of December 31, 2012

Postretirement Plan Level 1 Level 2 “Level 3 Total
k (In thousands) SE TR
Domestic Mutual Funds .................... $ 34720 §$ -3 - % 34720
International Mutual Funds ................. 14,671 - - © 14,671 ¢
Total Assets at fairvalue.................. $ 49391 § -3 - % 49391

Our postretirement plan portfolio is designed to achieve the following objeetives over each market
cycle and for at least 5 years:

e Total return should exceed growth in the Consumer Price Index
e ‘Achieve competltrve investment results ;

The pnmary focus in developmg asset allocatlon ranges for the portfoho is the assessment -of the
portfolio’s investment obJectrves and the level of risk that is acceptable to obtain those objectives. To
achieve. these goals the minimum and maximum allocatlon ranges for ﬁxed income: securmes and equ1ty
securities are: Lo ’ o s : : :

Minimum Maximum
Fixed income............. ettt e, 0% 10%
Equity ...:.. e P 90% 100%

Given the long term nature of this portfolio and the lack of any immediate need for significant cash
flow, it is anticipated that the equity investments w111 consist of growth stocks and will typlcally be at the
higher end of the allocation ranges above.

Invéstment in international oriented funds is limited to a maximum of 30% of the equity range. The
current international ‘allocation is invested it two mutual funds with 5% of the equity allocation in a fund
which has the objective of investments primarily in equlty securities of emergmg markets countries; and
25% of ‘the equlty allocation in a fund mvestmg in securities of companies based outside the United
States. It invests in‘companies prrmarlly based in Europe and the Pacific Basin, arid includes common and
preferred stocks, convertibles, ADRs, EDRs, bonds and cash. In addition to the foreign mutual funds,
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separately managed accounts have investments in equity securities of foreign corporations, and fixed
income securities issued by foreign entities.

The following tables show the estimated future contributions and estimated future benefit payr_ﬁents.

Pension and Supplemental - . . . Other Postretirement
_ Executive Retirement Plans - . . - .. Benefits - ..
12/31/2012 .- - o - - 12/31/2012 . .,
(In thousands) : e
Company Contributions
Company Contributions for the Year Ending:;. .
L.Current ...ovveveneenninnennennannnnns 8 15,265 $ G
2.Carrent+1.....oiviniiininiininnnn 1,278 , -
Pension and Supplemental Other Postretirement
[Executive Retirement Plans Benefits o
12/31/2012 12/31/2012 -
(In thousands)
Benefit Payments (Total) -
Actual Benefit Payments for the Year Ending:
LCuIrent .ovvviiiiieiininnniineneens $ 19,748 $. . 347,
Expected Benefit Payments for the X ear Endmg
2.Current+1 ..oieiiiiiiiiiiiiiiiien., 10,253 L 670
3.CUTent +2 .ot 12333 ‘ 764
4.Current+3 ...iiiiiiiiiiiiie e T 13,258 e ’ 782
5.Current+4 ..... eens e 14,0110 ST 831
6.Current+5 ... 15,357 932

7.Cutrent +6—10 ..ottt : : 97,759 . : 6,880

Health care sensitivities

For measurement purposes, an 8.0% health care trend rate: was used for benefits for retirees before
they reach age 65 for 2012. In 2013, the rate is assumed to be 7. 5%, decreasmg to 5. 0% by 2018 and
remaining at this level beyond : : : v

Assumed health care cost trend rates have a significant effect on the amounts reported for the health
care plan. A 1% change in the health care trend rate assumption would have the following effects on other
postretirement benefits:

1-Percentage 1-Percentage
Point Increase Point Decrease
(In thousands)
Effect on total service and 1nterest cost components s o 506 $ ~(401)
Effect on postretirement benefit obligation ..................... , 2,772 . (2,121)

We have a profit, sharing and 401(k) savings plan for employees. At the discretion of the. Board of
Directors, we may make a contribution of up to 5% of each. participant’s eligible compensatlon We
provide a matching 401(k) savings contribution on employees’ before-tax contributions at a rate of 80% of
the first $1,000 contributed and 40% of, the next $2,000 contributed. We recognized expenses related to
these plans of $3 1 million, $3.6 mllhon and $3.7 mllhon in 2012, 2011 and 2010, respectively.
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14. Income Taxes .« - ¢ <o o Lo i b,

Net deferred tax assets and liabilities as of December 31, 2012 and 2011 are as follows:

2012 2011
“(In thousands)
Total deferred tax assets ....... e PaeE e e ent e een 8 997 784 ,;$, : 683 645
Total deferred tax liabilities ......... e (44,350) (86, 490)
Net deferred tax asset before valuation: allowance ivaseeesai weeene .o 953,434 .597,155
Valuation allowance ...............oteee..n. S (96'5,98‘7‘)__2 " (608, 761).
Net deferred tax liability ....... T ST .8 (12 553) - (11, 606)_

The components of the net deferred tax l1ab111ty as of December 31, 2012 and 2011 are as follows

~2012 . 2011
(In thousands)

Convertible debENtUIES . ....vvvererniereiunneriniireiniirrineeeenns $ (3 A470) $ (15,785)
Net operating loss ....... S PR AP PRI . 866,700 - .. . 506,614
LSS TESEIVES vt evtenteneenneensaneeeneenesaseanssnsesnasassonsnns 55,615 60,478
Unrealized (appreciation) depreciation in investments .............. (14,448) (42,009)
Mortgage INVESHMENtS ... .vvieieieeiieeiieeaeenieetaannaernnsons 14,602 18,944
Deferred compensation ...........coeevviieiiiiiriiiiieraeaieainn, 13,288 17,447
Premium deficiency reserves ...........cvivieieniniiinieniiiininin. 25,823 - . 47,186
Loss due to “other than temporary” 1mpa1rments ................... 1,088 11,068 -
Other, net .......... P (5,764 - - (6,788)°
Net deferred tax asset before Valuat1on allowance .................. oo 953,434 0 597,155 .
Valuation allOWANCE ......vvereeernnrnreeeeeereronnnnnnneeeessss (965,987) (608 761)
Net deferred tax llablhty ...... P U fvee B et ees P ( 12 553) (l 1 606)

We review the need to adJust the deferred tax asset valuat1on allowance ona quarterly basis. We
analyze several factors, among which are the severity and frequency of operating losses, our capacity for
the carryback or carryforward of any losses, the expected occurrence of future income or loss and
available tax planning alternatives. Based on our analysis and the level of cumulative operating losses, we
have reduced our benefit from income tax through the recognition of a valuation allowance.

" Beginning with the first quarter of 2009, any benefit from incéme taxes, rélating to operating losses,
has been reduced or eliminated by the establishment of a valuation-allowance. During 2010, our deferred
tax valuation allowance was increased due to a decrease in the deferred tax liability related to $63.5
million of losses that were recorded in other comprehensive income. During 2011, our deferred tax ‘asset
valuation allowance was reduced due to an increase in the deferred tax liability related to $2.3 million of
income that was recorded in other cornprehénSive income. During 2012, our deferred tax valuation
allowance was increased due to a decrease in the deferred tax liability related to $80.1 million of losses
that were recorded in other comprehenswe income. In the event of future operatmg losses, it is l1ke1y that
the valuation, allowance will be adJusted by any taxes recorded to equity for changes in other
comprehenswe income. , C . . , ,

119



Notes (continued) —

The effect of the change in valuation allowance on the benefit from income taxes was as follows: -

2012 2011 - - 2010 .
(In thousands)
Benefit from INCOMEtAXES .vvvvvreeseeinnnnnenns. $ (330,740) $ (196,835) $ (145334)
Change in valuation allowance ...................... 329,175 198,428 149,669
(Bénefit ffom) provision for income taxes ...i........ $ (1,565) § 1,593 § 4,335

The increase in the valuation allowance that was included in‘other comprehensive income was $28.1
million, Zéro, and $22.2 million for the years ended December 31, 2012, 2011 and 2010, respectively. The
total valuation allowance as of December 31, 2012, December 31, 2011 and December 31, 2010 was
$966.0 million, $608.8 million and $410.3 million, respectively.

Giving full effect to the carryback of net operating losses for federal income tax purposes, we have
approximately $2,477 million of net operating loss carryforwards on a regular tax basis and $1,595 million
of net operating loss carryforwards for computing the alternative minimum tax as of December 31, 2012.
Any unutilized carryforwards are scheduled to expire at the end of tax years 2029 through 2032

The following summarizes the components of the (benefit from) provision for income taxes:

2012 ¢ 2011 : 2010
(In thousands)
CUITENE e eeeeeeeeeeee e e e e e eeseeases $  (4251) $ 598§ 1,618
Deferred ............ e e e 90 (945) (19)
Other .............. aaee Nt ereeieesi it treeaeraenas 2,596 1,940 2,736
(Benefit:from) provision for income taxes ............ $ - (1,565 $§ . 1,593  § 4,335

‘Wevreceived $7.0 million and $289.1 million. in federal income tax refunds in 2012 and 2010,
respectively. Proceeds received in 2010 were primarily from the carryback of 2009 losses

The reconciliation of the federal statutory income tax beneﬁt rate to the effective income tax (benefit)
rate is as follows oo ,

2012 - . 2011 2010 ..

Federal statutory income tax benefitrate .....,.i....... (35.00% (35.00% = -(35.00%
Valuation allowance.......... S PP D e . .354 . 41.0 41.6
Tax.exempt municipal bond interest..... i.........,. . (0.8). . (54 -(10.5)
Other, net ........ PR et 02 . 03) . 5.1
Effective income tax (beneﬁt) rate ......... Gt (0.2)% : 0.3% - 1.2%

The Internal Revenue Service (“IRS™) completed examinations of our federal income tax returns for
the years 2000 through 2007 and issued assessments for unpaid taxes, intérest and penalties related to our
treatment of the flow-through income and loss from an investment in a portfolio of residual interests of
Real Estate Mortgage Investment Conduits (“REMICs”). This portfolio has been managed and maintained
during years prior to, during and subsequent to the examination period. The IRS indicated that it did not
believe that, for various reasons, we had established sufficient tax basis in the REMIC residual interests to
deduct the losses from taxable income. The IRS assessment related to the REMIC issue is $190.7 million
in taxes and penalties. There would also be applicable interest which, when computed on the amount of the
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assessment, is substantial. Depending on the outcome of this matter, additional state income taxes along
with any applicable interest may become due when a final resolution is reached and could also be
substantial. « : : o o

We appealed these assessments within the IRS and, in 2007, we made a payment of $65.2 million to
the United States Department of the Treasury relatéd to this assessment. In August 2010, we reached a
tentative settlement agreement with the IRS which was not finalized..We currently expect to receive a
statutory notice of deficiency (commonly referred to as a “90+day letter”) for the disputed amounts after
the first quarter of 2013. We would then be required to litigate their validity in order to avoid payment to
the IRS of the entire amount assessed. Any- such litigation.could be lengthy and costly in terms of legal
fees and related expenses. We continue to believe that our previously recorded tax provisions and
liabilities are appropriate. However, we would need to make appropriate adjustments, which could be
material, to our tax provision and liabilities if our-view of the probability of success in this matter changes,
and the ultimate resolution of this matter could have a material negative impact on our effective tax rate,
results of operations, cash flows and statutory capital. In this regard, see Note 1 — “Nature of Business -
Capital.” x T A P ; :

In March 2012, we received a Revenue Agent’s Report from the IRS related to the examination of our
federal income tax returns for the years 2008 and 2009. In January 2013, we received a Revenue Agent’s
Report from the IRS related to the examination .of our federal income tax return for the year 2010. The
adjustments that are proposed by the IRS are temporaty in nature and will have no material effect on the
financial statements. : A s E

Under current guidance, when evaluating a tax position for recognition and measurement, an entity
shall presume that the tax position will be examined by the relevant taxing authority that has full
knowledge of all relevant information. The interpretation adopts.a benefit recognition model with a two-
step approach, a more-likely-than-not threshold for recognition and derecognition, and a measurement
attribute that is the greatest amount of benefit that is cumulatively greater than: 50% likely of being
realized. A reconciliation of the beginning and ending amount of unrecognized tax benefits is as follows:

. Unrecognized tax benefits

2012 _ T 2011 . . 2010
(In thousands)
Balance at beginning of year ............. % 110080 § 109282 $ - 91,117,
Additions based on tax positions related to the current : Ve :

L T P PRI - - -
Additions for tax positions of prior years ............. 511 - 798 . 118,165
Reductions for tax positions of prior years ........... (4,041) - -
Settlements ........coviinvennn e e enenienee o (2,000). - -
Balance at end of year...... FPPDUBIEO S SR A P .o % 104,550 - § 110,080 - § 109,282

The total amount of the unrecognized tax benefits, related to our aforementioned REMIC issue, that
would ‘affect our effective tax rate is $92.0 million. We recognize interest accrued and penalties related to
unrecognized tax benefits in income taxes. During 2012, we recognized $(1.4) million in interest. As of
December 31, 2012 and 2011, we had $25.3 million and $26.7 million -of accrued interest related to
uncertain tax positions, respectivély. The statute of limitations related to the consolidated federal income
tax return is closed for all years prior to 2000. : '
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15. Shareholders’ Equity

In April 2012, we amended our Articles of Incorporation to increase our authorized Common stock
from 460 million shares to 680 million shares.

We have a Shareholders Rights Agreement (the “Agreement”), which was amended in July 2012, that
seeks-to diminish the risk that our ability ‘to use our net operating losses (“NOLs”) to reduce potential
future federal income tax obligations may become substantially limited and to deter certain abusive
takeover practices. The benefit of the NOLs, would be substantially limited, and the timing of the usage:of
the NOLs could be substantially delayed, if we were to.éxperience an “ownership. change” as defined by
Section 382 of the Internal Revenue Code. C : C

- Under the Agreement each outstanding share of our Common Stock is accompanied by one Right. The
Distribution Date occurs on the earlier of ten-days after a public announcement that a person-has become
an Acquiring Person, or ten business days after-a person announces or begins a tender -offer in which
consummation of such offer would result in a person becoming an Acquiring Person. An Acquiring Person
is any person that becomes, by itself or together with its affiliates and associates, a beneficial owner of 5%
or more of the shares of our Common Stock then outstanding, but excludes, among othets, certain.exempt
and grandfathered persons as defined in the Agreement. The Rights are not exercisable until the
Distribution Date. Each Right will initially entitle shareholders. to buy one-half of one share of our
Common: Stock at a Purchase Price of $14 per full share (equivalent to $7.00 for each one-half share),
subject to adjustment. Each exercisable Right (subject to certain limitations) will entitle its holder to
purchase, at the Rights” then-current Purchase Price, a number of our shares of Common Stock (or if after
the Shares Acquisition Date, we are acquired ina business combination, common shares of the acquiror)
having a market value at the time equal to. twice the Purchase Price. The Rights will expire on August 1,
2015, or earlier as described in the Agreement. The Rights are redeemable at a price of $0.001 per Right at
any time prior to the time a person becomes an-Acquiring Person. Other than certain amendments, the
Board of Directors may amend the Rights in any respect without the consent of the holders of the Rights.

In April 2010 we cvompleted the pliblic offering and sale of 74,883,720 shares of our cofnmon stock at
a price of $10.75 per share. We received net proceeds of approximately $772.4 million, after deducting
underwriting discount and offering expenses. The shares of common stock sold were newly issued shares.

We have 35.9 million authorized shares reserved for conversion under our convertible debentures,
including deferred interest, and 25.7 million authorized shares reserved for conversion under our
convertible senior notes. (See Note 8 — “Debt”) B -

16. Dividend Restrictions

Our insurance subsidiaries are subject to statutory regulations as to maintenance of policyholders’
surplus and payment of dividends. The maximum amount of dividends that the insurance subsidiaries may
pay in any twelve-month period without regulatory approval by the Office of the Commissioner of
Insurance of the State of Wisconsin is the lesser of adjusted Statutory-net income or 10% of statutory
policyholders’ surplus as of the preceding calendar year end. Adjusted statutory net income is defined for
this purpose to be the greater of statutory net income, net of realized investment gains, for the calendar
year preceding the date of the dividend or statutory net income, net of realized investment gains, for the
three calendar years preceding the date of the dividend less dividends paid within the first two of the
preceding three calendar years. : po

The senior notes, convertible senior notes and convertible debentures, discussed in Note 8 — “Debt”,
are obligations of MGIC Investment Corporation, our holding company, and not of its subsidiaries. The
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payment of dividends from our insurance subsidiaries, which prior to raising capital in the public markets
in 2008 and<2010 had been the principal source of our holding company. cash inflow, is restricted by
insurance regulation. MGIC is the principal source of dividend-paying capacity. In 2009 through 2012,
MGIC has not paid any dividends to our holding company. In 2013, MGIC and our other insurance
subsidiaries cannot pay.any dividends .to-our:holding company without approval from the OCL In
connection with the approval of MIC as an eligible mortgage insurer, Freddie Mac and Fannie Mae have
1mposed d1V1dend restrlctlons on MGIC and MIC through December 31, 2013.

In the fourth quarter of 2008 we suspended the: payment of dividends to shareholders

17. Statutory Capltal . (, . o .

ACCOlll’ltlIlg Pr1n01ple

The accounting pr1n01ples used in determmmg statutory ﬁnanc1a1 amounts dlffer from GAAP
prrmarrly forthe followmg reasons: S . : d s

Under statutory accounting practices, 1nclud1ng practrces prescrlbed by the OCI, mortgage guaranty
insurance companies are required to maintain contingency loss reserves equal to 50% of premiums
earned. Such amounts cannot be withdrawn for a period of ten years except as permitted by
__insurance regulations. With regulatory approval a mortgage-giiaranty. insurance company may make
early withdrawals from the contingency reserve when incurred losses exceed 35% of net premiums
earned in a calendar year. Changes in contingency loss reserves impact the statutory statement of
operations. Contlngency loss reserves are not reflected as liabilities under GAAP and changes in
contingency loss reserves do not impact GAAP operations. A premium deficiency reserve that may
be recorded on a GAAP basis when present value of expected future losses and expenses exceeds
the present value of expected future premiums and already established loss reserves, may not be
recorded on a statutory basis if the present value of expected future premiums and already
_._established loss reserves and statutory contingency reserves, exceeds the present value of expected
_ future losses and expenses. On a GAAP basis, when calculating a premium deficiency reserve
" policies are grouped based on how they are acquired, serviced and measured. On a statutory basis, a
premium deficiency reserve is calculated on all policies in force.

Under statutory accounting practices, insurance policy acquisition costs are charged against
operations in the year incurred. Under GAAP, these costs are deferred and amortized as the related
premiums are earned commensurate with the expiration of risk.

Under statutory accounting practices, purchases of tax and loss bonds are accounted for as
- investments. -Under GAAP, purchases of tax and loss bonds are recorded as payments of current
i income taxes I A ; ' . i : : : :

- ... Under s-tatutoryﬁaCCOunting practices, changes in deferred tax assets and liabilities are recognized as

" . a'separate component of gains and losses in statutory surplus. Under GAAP, changes in deferred tax

-assets- and liabilitiesare recorded on the statement ‘of operatrons as a component of the (beneﬁt)
'provrs1on for income tax: : s

PR ‘Under statutory accountlng practlces fixed maturlty 1nvestments are generally Valued at amortlzed
cost. Under GAAP, those investments which' we do not have the ability and'intent to- hold to
maturity are considered to be available-for-sale and are recorded at fair value, with the unrealized

*gain or loss recognized, net of tax, as an increase or decrease to sharcholders’ equity. ‘
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- Under statutory accounting practices, certain assets, including certain deferred tax assets, designated
as non-admitted assets, are charged directly against statutory surplus Such assets are reflected on
the GAAP financial statements : . : -

SSAP No. 101 became effective January 1, 2012 and prescribed new standards for determining the
amount of deferred tax assets that can be recognized as admitted assets for determining statutory capital.
Under a permitted practice effective September 30, 2012 and until further notice, the OCT has approved
MGIC to report its net deferred tax asset as an admitted asset in an amount not to exceed 10% of surplus as
regards policyholders, notwithstanding any contrary provisions of SSAP No. 101. At December 31, 2012,
had MGIC calculated its net deferred tax assets based on the provisions of SSAP No. 101, no deferred tax
assets would have been admitted. Pursuant to the permitted practice, deferred tax assets of approximately
$63 million were included in statutory capital.

The statutory net income, surplus and the contingency reserve liability of the insurance subsidiaries
(excluding the non-insurance subsidiaries of our parent company), as well as the surplus contributions
made to MGIC and other insurance subsidiaries and dividends paid by MGIC to-us, are included below.
The surplus amounts included below are the combined surplus of our insurance operations as utilized in
our risk-to-capital calculations.

Net (Loss) Contingency

Year Ended December 31, . Income Surplus . . Reserve - .
(In t_housahds)
2012 e $ . (902,878) $ , 748592 $ ‘ 6430
2011 oo (436,277) : 1,657,349 . 4,104
2010 T TR PP TE 113,651 1,692,392 g} 5,480
Additions to the sui'plus
Additions to the surplus of other insurance : \
: of MGIC from parent - - subsidiaries from Dividends paid by MGIC
Year Ended December 31, company funds ‘parent company funds to the parent company
" (In thousands) - :
2012 0t $ 100,000 $ - $ -
2011 i 200,000 - -
2010 ....... A 200,000 ’ - -

Statutory Capital Requirements

The Office of the Commissioner of Insurance of Wisconsin is MGIC’s principal insurance
regulator. To assess a mortgage guaranty insurer’s capital adequacy, Wisconsin’s insurance regulations
require that a mortgage guaranty insurance company maintain “policyholders position” of not less than a
minimum computed under a formula (such minimum, the “MPP”). Policyholders position is the insurer’s
net worth or surplus, contingency reserve and a portion of the reserves for unearned premiums, with credit
given for authorized reinsurance. The minimum required by the formula depends on the insurance in force
and whether the loans insured are primary insurance or pool insurance and further depends on the LTV
ratio of the individual loans and their coverage percentage (and in the case of pool insurance, the amount
of any deductible). If a mortgage guaranty insurer does not meet MPP it may be prohibited from writing
new business until-its policyholders position meets the minimum.

Some states that regulate us have provisions that limit the risk-to-capital ratio of a-mortgage guaranty

insurance company to 25 to 1. This ratio is computed on a statutory basis for our insurance entities and is
our net risk in force divided by our policyholders’ position. Policyholders’ position consists primarily of
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statutory policyholders’ surplus, plus the statutory: contingency reserve. The statutory contingency reserve
is reported as a liability on the statutory balance sheet. A mortgage guaranty insurance company is
required to make arinual contributions to the contingency reserve of approximately 50% of net earned
premiums. These contributions must generally be maintained for a period of ten years. However, with
regulatory ,approval a mortgage guaranty insurance company may make early withdrawals from the
contingency reserve when incurred losses exceed 35% of net earned premium in a calendar year. If an
insurance company’s risk-to-capital ratio exceeds the limit applicable in a state, it may be. prohibited from
writing new business in that state until its risk-to-capital ratio falls below the limit. )

. At December 31, 2012, MGIC'’s risk-to-capital ratio was 44.7 to 1, exceeding the maximum-allowed
by many jurisdictions, and its policyholder position was $640 million below the required MPP of $1.2
billion. We expect MGIC’s risk-to-capital ratio to increase and to continue to exceed 25 to 1. At December
31, 2012, the risk-to-capital ratio of our combined insurance operations (which includes reinsurance
affiliates) was 47.8 to 1. A higher risk-to-capital ratio on a combined basis may indicate that, in‘order for
MGIC or MIC to continue to utilize reinsurance arrangements with its subsidiaries or subsidiaries of our
holding company, additional capital contributions to the reinsurance affiliates could. be needed. These
reinsurance arrangements permit MGIC and MIC to write insurance with a higher coverage percentage
than they. could on their own under certain state-specific requirements. See Note 1 — “Nature of Business —
Capital” for additional information regarding our statutory capital.

18. Share-Based Compensation Plans

We have certain share-based compensation plans. Under the fair value method, compensation cost is
measured at thie grant date based on the fair value of the award and is recognized over the service period
which generally corresponds to the vesting period. The fair value of awards classified as liabilities™ is
remeasured at each reporting period until the award is settled. Awards under our plans generally vest over
periods ranging from one to five years.

We have a stockincentive plan that was adopted in May 2011.-When the 2011 plan was adopted; no
further awards could be made under our previous.2002 plan: All share based compensation granted:in
2011 was granted under the 2002 plan prior to theladoption-of the 2011 plan. The purpose of:the 2011, plan
is to motivate and incent performance by, and to fetain the services of, key employees and-non-employee
directors through receipt of equity-based and other incentive awards under the plan. The maximum
number of shares of stock that can be awarded under the 2011 plan is 7:0 million: Awards-issued under the
plan that are subsequently forfeited will not count against the limit on the maximum number of shares that
may be issued under the plan. In addition, shares used for income tax withholding or used for payment of
the exercise price of an option will not be counted against such limit. The plan provides for the award of
stock opti(')ns, stock appreciation rights, restricted stock and restricted stock units, as well as cash incentive
awards. No awards may be granted after May 5, 2021 under the 2011 plan. The exercise price of options is
the closing price of the common stock on the New York Stock Exchange on the date of grant. The vesting
provisions of options, restricted stock and restricted stock units are determined at the time of grant. Shares
issued under the 2011 plan are treasury shares if available, otherwise they will be newly issued
shares. Treasury shares will continue to be issued for unit awards under the 2002 plan as they vest._ '

~ The compensation cost that has been charged against income for the share-based plans was $8.6
million, $12:1 million and $13.7 million for the years ended December 31, 2012, 2011 and 2010,
respectively. The related income tax benefit, before valuation allowance, recognized for the share-based
compensation plans was $3.0 million, $4.2 million and $1.5 million for the ‘years ended December 31,
2012, 2011 and 2010, respectively. See Note 14 — “Income Taxes” for:a discussion ‘of our valuation
allowance. -~ 7 T T o LR T -
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A summary of option.activity in the stock incentive plans during 2012 is as follows:

Weighted
Average Shares
Exercise =~ Subject
Price -~ to Option
Outstandmg, December 31 2011..‘....’.....?; ..... R $ - 6050 1,420,500 °
Granted ............oolceeeeeiiinnn., S S PP . S -
EXEICISed .. ovii it - -
Forfeited orexpired .............. P S P S BTN T $ L 63.78 (542,200)
Outstanding, December 31,2012................ el WL .0 8§ 5848 - 878,300

_ There uvere no options granted or exercised in :2"0('1.2 Zbll or 2010.

The followmg is a summary of stock optlons outstandmg, all of which are exercxsable at
December 31, 2012:"

’ Optlons Outstandmg and Exercisable

Weighted '

Remaining Average

Average: = ..  Exercise

Exercise Price Shares Life (years) Price
$43.70 ..o SRR PURIRTI 348500 . 01 $ 4370
$68.20 ...cruuininnnnnn. et fireeeeeeinees o 529800 - L1 7§ 6820
Total, .o isiinenemieennn. e e 878300 - 07 $ . 5848

The aggregate intrinsic value of options outstanding and options exercisable at December 31, 2012
was ‘zero.. The aggregate intrinsic value represents the'total pre-tax intrinsic value:based on our closing
stock price of $2.66 as of December 31, 2012 which would have been received by the option holders had
all optioni holders exercised their options: on that date.”Because our. closing' stock price -at December 31
2012 was below all exercise prices,.none of the outstandmg optlons had any mtrmsw value o

A summary of restncted stock or restrrcted stock unit act1v1ty during. 2012 is as follows g
i f i .

Welghted -Average “
Grant Date Fair . R
B . Market Value ~ Shares
Restricted stock outstandmg at December 31,2011 ...... ST s C 12880 12,945,762
Granted ............... e e ‘ 39T 1,810,445
Vested ....... s e, e I8 (1,470.965)
Forfeited ........vvvevnnnnnnnn. e e, ereceeendel ' 5824 (207,660)
Restricted stock outstanding at December 31,2012 ............. s 7.08 3,077,582

At December 31, 2012, the 3.1 million shares of restrrcted stock outstandmg cons1sted of 2.3 million
shares that are subject to performance conditions (“performance. shares’ ’) and 0.8 million shares that are
subject only to service conditions (“time. vested 'shares”). The welghted-average grant date fair value of
restricted stock granted during 2011 and 2010 was $8.94 and $6.82, respectively. The, fair value of
restricted stock granted is the closing price of the common stock on the New York Stock Exchange on the
date of grant. The total fair value of restricted stock vested during 2012, 2011 and 2010 was $6.9 million,
$14.9 million and $8.5 million, respectively.
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As of December 31; 2012, there'was $8:8.million of total unrecognized compensation cost related to
nonvested:share-based compensation agreements: granted under the plans. -Of this‘total, $7.5 million of
unrecognized compensation costs:relate to performance shares and $1.3 million relates to time. vested
shares. The unrecognized costs associated with: the performance shares may or may not be recognized in
future periods, depending upon whether or not the ‘performance conditions are met. The cost associated
with the time vested shares is expected to be recognized over a-weiglited-average period of 1.3 years.

During 2011, we granted 449,350 shares that will be settled as cash payments over the vesting period
under the 2002 stock incentive plan. The grant date: fair value of these restricted share units was $8.94 in
2011. During 2012, 147,968 shares of this grant: vested resulting: in-cash payments of: $0.6 million and
1,200 shares of this grant were forfeited.. During 2011;.5,400 shares of this grant were. forfeited. As of
December 31; 2012, there was $0.4 million of total unrecognized compensation cost related to the 294,782
nonvested shares' under ‘this ‘grant. The urreécognized compensation cost assoc1ated with this grant is
expected to be recogmzed overa penod of 1:1 years ' i

At December 31, 2012 52 mrlllon shares were ava11able for future grant under the 2011 stock
1ncent1ve plan. : : SO L S

19. fLeases : ' - . oo .. e st

" We lease certain’ ofﬁce space as- well as data processrng equrpment and autos under operatmg leases
that exp1re dunng the next six years Generally, rental payments are: ﬁxed » ST

Total rental expense under operatrng leases was- $4 8 mllhon $5 4 mrllron and $6 3 mrlhon in 2012
2011 and 2010 respectrvely : : -

L

At December 31 2012 minimum: future operatrng lease payments are as follows (1n thousands)

20180 i O N O T L LR T E LY RRR LS RS Nhevdeeieniie filevad da i : :

2014 .. ..... P S P N RS R U TR R UEUE D S 1931
2015 ...... evh e eeans P R M S [ R A el =497
4 0 < wesheainansaas N SRR A -SSP X 00 L S 03060
2017 and thereafler. .. ov ettt i e i i e e e ettt s 174

Total'(l)..........“....: ..... T R R ST I SOOI O P R P o 7,‘285

(1) Minimum payments have not been reduced by m1n1mum sublease rentals of $38 thousand due m the future
under noncancelable subleases

20. Litigation AndContmgencres B T

Consumers continue to bring lawsults against home mortgage lenders and settlement service
prov1ders ‘Mortgage insurers, including MGIC, have been involved in litigation alleging Vlolatrons of the
anti-referral fee provisions of the Real Estate Settlement Procedures Act, Which is commonly ‘ktiown' as
RESPA, and the notice provisions of the Fair Credit Reporting Act, which is"commonly known 4s FCRA.
MGIC’s settlement of class action litigation against it under RESPA became final in October 2003. MGIC
settled the named plaintiffs’ claims in litigation against it under FCRA in December 2004; following
denial of class certification in Junie 2004. Since December 2006, class action litigation has been brought
against a number of large lenders alleging that their captlve mortgage reinsurance arrangements violated
RESPA. Beginning in December 2011, MGIC, various mortgage lenders and various other mortgage
insurers have been named as’ defendants in twelve lawsuits, dlléged to be class actions, filed in various
U.S. District Courts. Three of those cases have previously be” dismissed. The complaints in all nine of
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the remaining cases allege .various causes. of action- related to the captive mortgage reinsurance
arrangements of the mortgage lenders, including that the defendants violated- RESPA by paying excessive
premiums to the lenders’ captive reinsurer in relation to the risk assumed by that captive. MGIC denies
any wrongdoing and intends to vigorously defend itself against the allegations in the lawsuits. There can
be no assurance that we will not be subject to further litigation under RESPA or - FCRA). or: that: the
outcome of any such litigation, including the lawsuits mentioned above, would not have a material adverse
effect on us.

Since June 2005, various state and federal regulators have also conducted investigations or requested
information regarding captive mortgage reinsurance arrangements, including (1) a request received. by
MGIC in;:June 2005 from the New York Department- of Financial Services for information regarding
captive mortgage reinsurance arrangements and- other types. of arrangements in which lenders receive
compensation; (2) the Minnesota Department of: Commerce (the “MN Department”), which regulates
insurance, began requesting information in February 2006, regarding captive mortgage reinsurance and
certain other matters in response to which MGIC has provided information on several occasions, including
as recently as May.2011; (3) various subpoenas received by MGIC beginning in March 2008 from the U.S.
Department of Housing and Urban Development (“HUD”), seeking information about captive mortgage
reinsurance similar to that requested by the MN Department, but not limited in scope to the state of
Minnesota; and (4) correspondence received by MGIC in January 2012 from the Consumer Financial
Protection Bureau (“CFPB”) indicating that HUD had transferred authority to the CFPB to investigate
captive réinsurance arrangements in the mortgage insurance industry and requesting, among . other things,
certain information regarding captive meortgage reinsurance transactions in which we participated. In June
2012, we received a Civil Investigative Demand (“CID”) from the CFPB requiring additional information
and documentation regarding captive mortgage reinsurance. We have met with, and-expect-te continue to
meet with, the CFPB to discuss the Civil Investigative Demand and how to resolve its investigation.
MGIC has also filed a petition to modify the CID which petition is currently pending. While MGIC
believes it would have strong defenses to any. claims the CFPB might bring against it as a result: of the
investigation, it continues to work with the CFPB to try to resolve the investigation and any concerns that
the CFPB may have about MGIC’s past and current captive reinsurance practices. If MGIC cannot resolve
the concerns of the CFPB, it is possible that the CFPB would assert various RESPA and possibly other
claims against it. Other insurance departments or other officials, including attorneys general, may also
seek information about or investigate captive mortgage reinsurance.

Various regulators, including the CFPB, state insurance commissioners and state attorneys .general
may“bring actions seeking various forms of relief, including civil penalties and injunctions against
violations of RESPA. The insurance law provisions of many states prohibit paying for the referral of
insurance business and provide various mechanisms to enforce this proh1b1t10n While we believe our
captive reinsurance arrangements are in conformity with applicable laws and regulatrons it is not possible
to predict the eventual scope, duration or outcome of any such reviews or 1nvest1gat10ns nor is it possible
to predrct their effect on us or the mortgage insurance industry.

We are subject to comprehenswe detailed regulatron by state insurance departments These
regulatlons are principally designed for the protection of our insured policyholders, rather than for the
benefit of investors. Although their scope varies, state 1nsurance laws generally grant broad supervisory
powers to agencies or officials to examine insurance companies and enforce rules or exercise discretion
affecting almost every s1gn1ﬁcant aspect of the insurance business. G1ven the recent significant losses
incurred by many insurers in the mortgage. and ﬁnancral ‘guaranty industries, our insurance subsidiaries
have been subject to heightened scrutmy by ingurance. regulators. State insurance regulatory authorities
could take actions, including changes in capital requirements or. termination of waivers of capital
requirements, that could have a matenal adverse effect on us. In January 2013, the CFPB issued rules to
implement laws requiring mortgage lenders to make abrhty-to-pay determ1nat1ons prior to extendrng
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credit. We are uncertain whether the CFPB will issue any other rules or regulations that affect:our business
apart from any action it may take as a result of its investigation of captive mortgage reinsurance. Such
rules and regulations could have a material adverse effectonus... = . - : R S

In October 2010, a purported class action lawsuit was filed against MGIC in the U.S. District Court
for the Western District of Pennsylvania by a loan applicant on whose behalf a now-settled action we
previously disclosed had been filed by the U.S. Department of Justice. In this lawsuit, the loan applicant
alleged that MGIC. discriminated against her and certain proposed class members on the basis of sex and
familial status when MGIC underwrote their loans for mortgage insurance. In May 2011, the District Court
granted MGIC’s motion to dismiss with respect to all claims except certain Fair Housing Act claims. On
November 29, 2012, the District Court granted final approval for a class action settlement of the lawsuit.
The settlement created a settlement class of 265 borrowers. Under the terms of the settlement, MGIC
deposited $500,000 into an escrow account to fund possible payments to affected borrowers. In addition,
MGIC paid the named plaintiff an “incentive fee” of $7,500 and paid class counsels’ fees of
$337,500. Any funds remaining in the escrow: account after payment of all claims approved under the
procedures established by the settlement will be returned to MGIC. . - : :

We understand several law firms have, among other things, issued press releases to the effect that they
are investigating us, including whether the fiduciaries of our 401(k) plan breached their fiduciary duties
regarding the plan’s investment in or holding of our common stock or whether we breached other legal or
fiduciary obligations to our shareholders. We intend to defend vigorously any. proceedings that may result
from these investigations. = - SR ‘ - x : e

With limited exceptions, our bylaws provide that our officers and 401(k) plan fiduciaries are entitled
to indemnification from us for claims against them.

We have made substantial progress in reaching an-agreement with Countrywide to settle the dispute
we have regarding rescissions. Since December 2009, we have been involved in legal proceedings with
Countrywide in which Countrywide alleged that MGIC denied valid mortgage insurance claims. (In these
financial statement footnotes, we refer to rescissions of insurance and denials of claims collectively as
“rescissions” and variations of that term.) In addition to the claim amounts it alleged MGIC had
improperly denied, Countrywide contended it was entitled.to other damages of almost $700.million.as well
as exemplary damages. We sought a determination in those proceedings that we were-entitled to rescind
coverage on the applicable loans. From January 1, 2008 through December 31,2012, rescissions of
coverage on Countrywide-related loans mitigated our paid losses:on the order of $445 million. This
amount is the amount we estimate we would have paid had the coverage not been rescinded. In addition, in
connection with mediation, we voluntarily suspended rescissions related to loans that we believed could be
covered by a settlement. As of December 31, 2012, coverage on approximately 2,150 loans; representing
total potential claim payments of approximately $160 million, that we had determined was rescindable was
affected by our decision to suspend such rescissions. While there can be no assurance that we will actually
enter into a settlement agreement with Countrywide, we have determined that a settlement with
Countrywide is probable. : ; ‘

We are also discussing a settlement with another customer. We have also determined that it is
probable we will reach a settlement of our dispute with this customer. As of December 31, 2012, coverage
on approximately 250:loans, representing total potential claim payments of approximately $17 million,
was affected by our decision to suspend rescissions for that customer. - . : :

We are now able to reasonably estimate the probable loss associated with each probable settlement

and, as required by ASC 450-20, we have recorded the estimated impact of the two probable settlements
referred to above in our financial statements for the quarter ending December 31, 2012. The aggregate
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impact to loss reserves for the probable settlement agreements was an increase of approximately $100
million. This impact was somewhat offset by impacts to our return premium accrual and premium
deficiency reserve. All of these impacts were reflected in the fourth. quarter 2012 financial results. If.we
are not able to reach settlement W1th Countrywide, we intend to defend MGIC agamst any related legal
proceedmgs vigorously. : :

The flow policies at issue with Countrywide are in the same form as the flow policies that we use with
all of our customers, and the bulk policies at issue vary from one another, but are generally similar to those
used in the majority of our Wall Street bulk transactions. From January 1, 2008 through December 31,
2012, we estimate that total rescissions mitigated our incurred losses by approximately $2.9 billion, which
included approximately $2.9 billion of mitigation on paid losses, excluding $0.6 billion that would have
been applied ‘to a deductible. At December 31, 2012, we estimate that our total loss reserves were
beneﬁted from antlclpated rescissions by approx1mately $0 2 billion. :

Before paying a claim, we review the loan and servicing files to determme the appropriateness of the
claim amount. All of our insurance policies provide that we can reduce or deny a claim if the servicer.did
not comply with its obligations under our insurance policy, including the requirement to mitigate our loss
by performing reasonable loss mitigation efforts or; for example, diligently pursuing a foreclosure or
bankruptcy relief in a timely manner. We call such reduction of claims submitted to us “curtailments.” In
2012, curtailments reduced our average claim paid by approximately 4%. In-addition, the claims submitted
to us sometimes include costs and expenses not covered by our insurance policies, such as mortgage
insurance premiums, hazard insurance premiums for periods after the claim date and losses resulting from
property damage that has not been repaired. These other adjustments reduced claim amounts by less than
the amount of curtailments. S

After we pay a claim, servicers and insureds sometimes object to our curtailments and other
adjustments. We review these -objections if they-are sent to us within 90 days after the claim was paid.
Historically, we have not had material disputes regarding our curtailments or other adjustments. As part of
our settlement discussions, Countrywide informed us that they object to approximately $40 million of
curtailment and other adjustments. In connection with any settlement agreement with Countrywide, we
expect we would enter into a separate agreement with them that would provide for a process to resolve this
dispute. However, we do not believe a loss is probable regarding this curtailment dispute and have not
accrued any reserves that would reflect an adverse outcome to this dispute. We intend to defend vigorously
our position regarding the correctness of these curtailments under our insurance policy. Although we have
not had other material objections to our curtailment and adjustment practices, there can be no assurances
that we will not face add1t10na1 challenges to such practlces :

MGIC and' Freddie Mac dlsagreed on the amount of the aggregate loss limit under certain pool
insurance policies (the “Disputed Policies”). On December 1, 2012, an Agreement of Settlement,
Compromise and Release (the “Settlement Agreement”) between MGIC, Freddie Mac and the FHFA
became effective, settling their dispute regarding the Disputed Policies. Under the Settlement Agreement,
MGIC is to pay Freddie Mac a total of $267.5 million in satisfaction of all obligations under the Disputed
Policies. Of the total, $100 million was paid in December 2012, as required by the Settlement Agreement,
and the remaining $167.5 million is to be paid:in 48 equal installments that began on January 2, 2013.

If MGIC fails to make payments as required by the Settlement Agreement, or if payments or
obligations to make payments are set aside, voided or otherwise rendered unenforceable (a “Default”),
then Freddie Mac may elect to: (a) to collect an additional settlement payment of $57.5 million (for a
Default occurring on or after December 1, 2015), $82.5 million (for a Default occurring on or after
December 1, 2014, but before December 1, 2015) or $132.5 million (for a Default occurring before
December 1, 2014), in addition to the remainder of the $267.5 million that:it has not received or retained
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due to the Default, (b) to keep all payments previously retained and reinitiate litigation regarding the
Disputed Policies, seeking damages of $540 million less the amounts previously retained, or (c) seek
specific performance of the Settlement Agreement

MGIC has also agreed to 1ndemn1fy Freddre Mac and FHFA from any claims made against e1ther of
them by MGIC and certain associated parties of MGIC (including regulators and credltors) that are
premlsed upon the' performance of the Settlement Agreement T

A non-insurance subs1d1ary of our holdlng company is a shareholder of the corporatlon that operates
the Mottgage Electronic Registration System (“MERS”). ‘Our subsidiary, as a shareholder of MERS, has
been named as a defendant (along with MERS and its other ‘shareholders) in nine. lawsuits asserting
various causes of action arising from allegedly improper recording and foreclosure activities by MERS.
Three of those lawsuits remain pending and the: other six lawsuits have been. dismissed without -an
appeal. The damages sought in the remaining cases are substantial. We deny. any wrongdoing and :intend
to v1gorously defend ourselves agamst the allegations in the lawsults

+ In addition to the ‘matters descrlbed above we are 1nvolved in other legal proceedlngs in the ordmary
course of business. In our opinion, based on the facts known at this time, the ultimate resolution :of these
ordinary course legal proceedings will not have a material-adverse effect on our financial position or
results of operations.

Through a non-insurance subsidiary, we utilize our underwriting skills to provide an outsourced
underwriting serv1ce .to our customers known as contract underwriting. As part of the conract
underwriting activities, that sub31d1ary is respons1ble for-the quality of the underwriting decisions in
accordance with the terms of the contract underwriting agreements with customers. That subsidiary may
be required to provide-certain remedies to its: customers if certain standards relating to the quality of our
underwriting work are not met, and we have an: established reserve for such future.obligations., These
obligations have been primarily funded by contributions from our holding company and, in part, from the
operations of the subsidiary. A generally positive economic .environment for residential real estate that
continued until approximately 2007 may have mitigated the effect of some of these costs in previous years:
Historically, a material portion of our new insurance written through the flow. channel has involved lgans
for which that-subsidiary provided contract underwriting services, including new insurance written
between 2006 and 2008. Claims for remedies may be made a number of years after the underwriting work
was performed. We believe the rescission of mortgage insurance coverage on loans for which the
subsidiary provided contract underwrltmg services may make.a claim for a contract underwrltmg remedy
more likely to occur. Beginning in the second half of 2009, our subsidiary experienced an increase in
claims for contract underwriting remedies, which has continued throughout 2012. The related contract
underwriting remedy expense was approximately $27 million, $23 million and $19 million for the years
ended:December 31, 2012, 2011 and 2010.

See Note 14 — “Income Taxes” for a description of federal income tax contingencies.
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21. Unaudited Quarterly Financial Data

Quarter . L k 2012
2012: First Second Third Fourth (b) Year
(In thousands, except share data)

Net premiums written............ $ 254986 $ 238,605 $ 263,505 $: 260,736 $ 1,017,832

Net premiums earned ........... 262,405 242,628 266,432 261,705 1,033,170
Investment income, net of S '
expenses ........ faasnsensaneas 37,408 32,178 30,394 21,660 . 121,640
Loss incurred, net ............... 337,088 551,408 490,121 688,636 2,067,253
Change in premium deficiency . v ,
TESETVES . evevnrneenensvarnnenn (14,183) (27,358) (9,144) (10,351) (61,036)
Underwriting and other operating . - o L
EXPENSES «evverrriniriininons 50,343 48,910 50,678+ . 51,516 o 201,447
Interest expense ................. 24,627 24,912 24,478 25,327 99,344
Net income(1oss) ......c.c....... (19,555) (273,891)  (246,942)  (386,691) (927,079)
Income (loss) per share (a): SO ’ : -
Basic .....coiiiiiiiiiia © +0.10) (1.36) (1.22) (1.91) (4.59)
Diluted .........coovvennen.n. (0.10) (1.36) (1.22) (1.91) " (4.59)
Quarter ’ B 2011
2011: o First Second __Third Fourth ~ _ Year

" (In thousands, except share data)

Net premiums written ..... e $ 274463 $ 270399 $ 255745 $ 263,773 $ 1,064,380

Net premiums eamned ........... 288,546 284,454 275,094 275,741 1,123,835
Investment income, net of - S o

EXPENSES +.vvivrrrrnnenecnanns 56,543 55,490 48,898 40,339 201,270
Lossincurred, net ............... 310,431 459,552 462,654 = 482,070 1,714,707
Change in premium deficiency : ’ o

reserves ......... P S (9,018) - (11,035) (12,388) (11,709)- (44,150)
Underwriting and other operating ‘ S

expenses ..... ievreieeinaas veoeo - 57,550 0 54,043 52,477 50,680 214,750
Interest expense ................. - 26,042 26,326 25,761 25,142 103,271
Net income (loss) ~.\........... B (33,661)  (151,732) " (165,205) . (135,294)  (485,892)
Income (loss) per share (a): S » L : . ‘

Basic ...oovniiiiiiiiiiie (017 - (0.75) (0.82) - (0.67) (2.42)

Diluted ........covvvenennen.n. 0.17) (0.75) (0.82) - (0.67) (2:42)

(a) Due to the use of weighted average shares outstanding when calculating earnings per share, the sum of
the quarterly per share data may not equal the per share data for the year.

(b) The results for the fourth quarter of 2012 include a loss of approximately $267 million related to our
settlement with Freddie Mac and approximately $100 million related to our probable rescission
settlement agreements. See Note 20 — “Litigation and Contingencies.”
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— Performance Graph

The graph below compares the cumulative total return on (a) our Common Stock, (b) a composite:peer
group index selected by us, (c) the Russell 2000 Financial Index and (d) the S&P 500. Our peer group
index consists of the peers against which we analyze our executive .compensation: Ambac Financial
Group, Assured Guaranty, Fidelity National Financial, First American Financial, Genworth Financial,

MBIA, Old Republic International and Radian Group.

We selected this peer group because it includes all of our direct competitors that are public and-whose
mortgage insurancé operations are a significant part of their overall business, financial guaranty insurers,
and other financial services companies focused on the residential real estate industry that are believed to

be potential competitors for executive talent.
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Shareholder Information

The Annual Meeting

The Annual Meeting of Shareholders of MGIC
Investment Corporation will convene at 9 a.m.
Central Time on April 25, 2013 in the Bradley
Pavilion of the Marcus Center for the Performing
Arts, 929 North Water Street, Milwaukee,
Wisconsin.

10-K Report
Copies of the Annual Report on Form 10-K for

the year ended December 31, 2012, filed with the
Securities and Exchange Commission, are
available without charge to shareholders on
request from:

Secretary

MGIC Investment Corporation

P. O. Box 488

Milwaukee, WI 53201

The Annual Report on Form 10-K referred to above
includes as exhibits certifications from the
Company’s Chief Executive Officer and Chief
Financial Officer under Section 302 of the
Sarbanes-Oxley Act. Following the 2012 Annual
Meeting of Shareholders, the Company’s Chief
Executive Officer submitted a Written Affirmation
to the New York Stock Exchange that he was not
aware of any violation by the Company of the
corporate governance listing standards of the
Exchange.

Transfer Agent and Registrar
Wells Fargo Bank Minnesota, N.A.
Shareowner Services
P. O. Box 64854
St. Paul, Minnesota 55164
(800) 468-9716

Corporate Headquarters
MGIC Plaza
250 East Kilbourn Avenue
Milwaukee, Wisconsin 53202

Mailing Address
P. O. Box 488

Milwaukee, Wisconsin 53201

Shareholder Services
(414) 347-6596

MGIC Stock

MGIC Investment Corporation Common Stock is
listed on the New York Stock Exchange under the
symbol MTG. At March 1, 2013, 202,303,017
shares were outstanding. The following table sets
forth for 2011 and 2012 by quarter the high and low
sales prices of the Common Stock on the New York
Stock Exchange.

2011 2012
Quarter High Low High Low
Ist $11.79 $7.74 $5.05 $3.59
2nd 9.64 541 5.09 222
3rd 6.82 1.59 3.08 0.84
4th 3.99 1.51 2.66 1.50

In October 2008, the Company’s Board suspended
payment of our dividend. Accordingly, no cash
dividends were paid in 2011 or 2012. The payment
of future dividends is subject to the discretion of
our Board and will depend on many factors,
including our operating results, financial condition
and capital position. See Note 8 - “Debt” to our
consolidated financial statements for dividend
restrictions that apply when we elect to defer
interest on our Convertible Junior Debentures.

The Company is a holding company and the
payment of dividends from its insurance
subsidiaries is restricted by insurance regulations.
For a discussion of these restrictions, see
“Management’s Discussion and Analysis —
Liquidity and Capital Resources” and Note 16 —
“Dividend  restrictions” to our consolidated
financial statements.

As of February 15, 2013, the number of
shareholders of record was 227. In addition, we
estimate that there are approximately 20,000
beneficial owners of shares held by brokers and
fiduciaries.
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