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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

elect eight directors

approve our Amended and Restated Rights

Notice Agreement

conduct an advisory vote to approve our

executive compensation and

Annual ratify for 2013 the appointment of

PricewaterhouseCoopers LLP as our

ilVleeting independent registered public accounting firm

and
We will also report on our business

Proxy
Your vote is important Even if you plan to

Statement 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

separate report and is not part of this proxy

statement

2012 Sincerely

to Curt Culver

Shareholders
Officer



IMPORTANT VOTING INFORMATION

If you hold your shares in street name meaning your shares are held in stock brokerage account or

by bank or other nominee you will have received 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 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 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 SECalso has

website www.sec.gov/sPotlight/PrOXYmatters.ShtmD 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/PrOxYiflfO 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 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 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 900 a.m to vote on the following matters

Election of the eight directors named in the proxy statement each for one-year term

Approval of our Amended and Restated Rights Agreement

An advisory vote to approve our executive compensation

Ratification of the appointment of PricewaterhouseCoopers LLP as our independent

registered public accounting firm for 2013 and

Any other matters that properly come before the meeting

Only shareholders of record at the close of business March 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 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

Proxy Statement

Our Board of Directors is soliciting proxies
for the Annual Meeting of Shareholders to be held at

900 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 Company 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 Shareholders for the year ended December 31 2012 which

follows the proxy statement in this booklet is separate report and is not part of this proxy statement If

you have any questions about attending our Annual Meeting you can call our Investor Relations personnel

at 414 347-6480

ABOUT THE MEETING AND PROXY MATE IALS

What is the purpose of the Annual Meeting

At our Annual Meeting shareholders will act on the matters outlined .jfl our notice of meeting

preceding the Table of Contents including the election of the eight directors named in the proxy

stÆtemeætapproval 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 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 202303017 shares of Common Stock were outstanding and entitled to vote

What is proxy

proxy is another person you legally designate to vote your shares If you designate someone as your

proxy in written document that document is also called proxy or proxy card

How do vote my shares

If you are shareholder of record meaning your shares are registered directly in your name with

Wells Fargo Bank Minnesota N.A our stock transfer agent you may vote your shares in one of three

ways

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 following 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 stock brokerage account or

by bank or other nominee your broker or ndmiæee has enclosed or provided 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

If you hold shares as 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

By Telephone If you live in the United States or Canada you may submit 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 proxy over the Internet by followmg the instructions on the proxy
card

By Mail You may submit proxy by completing signing and dating your proxy card and mailing

it in the accompanying pre-addressed envelope

The 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 befor.e 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 change my vote after return myproxy card

Yes If you are 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 new proxy with later date or by
voting in person at the meeting If your shares are held in street name by 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

quorum is
necessary to hold the meeting and will exist if majority of the 202303017 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 quorum but will not be counted as votes for or against that matter Broker non-votes
which occur when broker or other nominee does not vote on 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

What are the Boards recommendations

OtirBoàrd of Directors recommends vote FOR all of the nominees for director Item FOR

approval of our Amended and Restated Rights Agreement Item FOR approval of our executive

compensation Item and FOR ratification of the appointment of PricewaterhouseCoopers LLP as our

independent registered public accounting firm for 2013 Item

If you sign and return proxy card or voting instruction form without specifying how you want your

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 years Annual Meeting

What are the deadhnes for submission of shareholder proposals for the next Annual Meeting

Shareholders ntay submit proposals on matters appropriate for shareholder action at future Annual

Meetings by following the SECs rules Proposals intended for inclusion in next years proxy materials

must be received by our Secretary no later than November 25 2013

Under our Amended and Restated Bylaws Bylaws 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 corliorate 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

must be received by the Secretary no lÆtºr than February 2014 and no earlier than January 142014 For

director nominations the 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 wh it should be approved identify any material interest of the

shareholder in the matter and include other information required by our Bylaws

Who pays to prepare mail and solicit the proxies9

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 fee of $13000 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 alt directors and executive officers as 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 Election of Directors

Name

Old Republic International Corporation

307North Michigan Avenue

Chicago IL 60601 13529537
Dimensional Fund Advisors LP2

Palisades West Building One

6300 Bee Cave Road

Austin TX 78746 12435111
The Vanguard Group Inc.3

100 Vanguard Boulevard

MalvernPA 19355 10601724
BlackRock Inc.4

40 East 52nd Street

New York NY 10022 10420867
Curt Culver5

1156583
Michael Lauer5

704307
Patrick Sinks5

536168
Jeffrey Lane5 393139
Lawrence Pierzchalski5 288636
All directors and executive officers as group 16 persons5X6 3567160

Lessthanl%

Old Republic International Corporation which reported ownership as of January 29 2013 on behalf

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

12435111 shares and the sole power to vote or direct the vote of 12308074 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 10335855 shares and shared

dispositive power for 265869 shares It further reported that it had sole voting power for 271953
shares and shared voting power for no shares

BlackRock Inc reported ownership as of December 31 20.12 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 80000 Mr Lauer 27000 Mr Sinks

40000 Mr Lane 27000 Mr Pierzchalski 27000 and all executive officers as group
201000 Also includes shares held in our Profit Sharing and Savings Plan by the executive officers

Mr Culver 12696 Mr Lauer 53275 Mr Sinks 11733 and all executive officers as

group 77704 Excludes shares underlying restricted stock units RSUs that cannot be settled in

Common Stock within 60 days of the record date Mr Culver 768318 Mr Lauer 253084 Mr
Sinks 466450 Mr Lane 253084 Mr Pierzchalski 253084 and all executive officers as

group 2091354 Also includes shares for which voting and investment power are shared as

follows Mr Lauer 612512 and all directors and executive officers as group 629961

Shares

Beneficially

Owned Percent of Class

6.7%

6.2%

5.2%

5.2%

1.1%



Includes an aggregate of 85763 shares underlying RSUs held by our non-management .dirctors

which could be settled in shares of Common Stock within 60 days of the record date Also includes an

aggregate
of 14733 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

586792 share unitsheld by our non-management directors that cannot be settled in shares of Common

Stock

ITEM 1- ELECTION OF DIRECTORS

Our Board of Directors was previously divided into three classes with directors in each class serving

for term of three years
and one class of directors elected at each Annual Meeting We are currently

transitioning to declassified Board and that transition will be completed at the 2013 Annual Meeting

when the remaining term of all directors will be one year

Item 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 Abbott Curt Culver

Thomas Hagerty Timothy Holt Michael Lehman William McIntosh Leslie Muma and

Mark 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 Boardwill be reduced

Shareholder Vote Required

Our Articles of Incorporation contain 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 majority vote at the meeting to be elected

director majority vote means that when there is 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 Sour Articles of Incorporation withheld vote is effectively vote against nominee Broker

non-votes will be disregarded in the calculation of majority vote Any incumbent director who does

not receive majority vote but whose term as director nevertheless would continue under Wisconsin

law until his successor is elected is required to send our Board resignation
The effectiveness of any

such resignation is contingent upon Board acceptance The Board will accept or reject resignation in its

discretion after receiving
recommendation made by our Management Development Nominating and

Governance Committee and will promptly publicly disclose its decision regarding the directors

resignation including the reasons for rejecting the resignation if applicable

Information About Our Directors

The Board believes that the Board as whole should possess
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 Boards

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 Boards 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 substantial majority of independent directors.

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 Boards policy that director may not
stand for election if he is age 74 or more The Management Development Nominating and Governance
Committee seeks variety of

occupational and personal backgrounds on the Board in order to obtain

range of viewpoints and perspectives and enable the Board to have access to diverse body of talent and
expertise relevant to our activities The Committees and the Boards evaluation of the Boards
composition enables the Board to consider the skills and experience it seeks in the Board as whole and
in individual directors as our needs evolve and changeover time and to assess the effectiveness of the
Boards 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 balanced and effective board

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 variety of factors These include each directors 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 2013
and for each director includes discussion about the skills and qualifications that the Board has
determined

support the director continued service on the Board

NOMINEES FOR DIRECTOR
For One-Year Term Ending 2014

Shares

Beneficially

Owned

James Abbott 73 Director since 1989 has been

Chairman and principal of American Security Mortgage

Corp mortgage banking firm since June 1999 He served as

President and Chief Executive Officer of First Union Mortgage

Corporation 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

member of the corporate management committee of major
bank holding company for 15 years 74342



Shares

Beneficially

Owned1

Curt Culver 60 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 fron 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 pos1tIon with MGIC for more than five years before

then He is also director of Wisconsin Electric Power

Company and Wisconsin Energy Corporation Mr Culver

brings to the Board extensive knowledge of our business and

operations long-term perspective on our strategy and the

ability to lead the Company and the Board as the Company

faces ongoing challenges 1156583

Thomas Hagerty 50 Director since 2001 has been

managing diiector with Thomas Lee Partners L.P and its

predecessor
Thomas Lee Company THL private

investment firm since 1992 and has been with the firm since

1988 Mr Hagerty previously was in the Mergers and

Acquisitions Dep2rtment of Morgan Stanley Co

Incorporated He is also 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 83759



Timothy Holt 60 Director since 2012 was an executive

committee member and Senior Vice President and Chief

Investment Officer of Aetna Inc diversified health care

benefits company when he retired in 2008 after 10
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

management positions with Aetna including Chief Financial

Officer of Aetna Retirement Services and Vice President
Finance and Treasurer of Aetna Mr Holt served as consultant

to Aetna during 2008 and 2009 and currently provides

investment consulting services to other insurance companies
Since 2008 Mr Holt has served as Director of Virtus

Investment Partners Inc Mr Holt has been designated as

Chartered Financial Analyst from the CFA Institute 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 number
of areas relevant to our business including insurance and

senior executive experience gained at major public insurance

company

Michael Lehman 62 Director since 2001 has been the

Chief Financial Officer at Arista Networks cloud networking

firm since September 2012 He was previously the Chief

Financial Officer of Palo Alto Networks 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 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 large multinational public company skills

in addressing the range of financial issues facing large

company with complex operations senior executive and

operational experience and leadership skills

Shares

Beneficially

Owned1

36364

48234



Shares

William McIntosh 73 Director since 1996 was an

executive committee member and managing director at

Salomon Brothers mc an investment banking firm when he

retired in 1995 after 35 years of service In additinn during the

past five years Mr McIntosh served as director of

Northwestern Mutual Series Fund Inc 27 funds through

2009 Mr McIntosh brings to the Board extensive experience

inthe 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 Muma 68 Director since 1995 is retiredandwas

Chief Executive Officer of Fiserv Inc financial industry

automation products and services firm from 1999 until

December 2005 He was also director of Fiserv Inc through

2005 Before serving as Fiservs Chief Executive Officer he

was its President for many years Mr Muma brings to the

Board experience in the financial services industry acquired

through career serving as chief executive officer and

president at financial industry automation products
and

services firm as well as management and operations

experience and leadership skills

Mark Zandi 53 Director since 2010 is Chief Economist

of Moodys Analytics Inc where he directs economic

research Moodys Analytics is leading provider of economic

research data and analytical tools It is subsidiary of Moodys

Corporation that is separately managed from Moodys Investor

Services the rating agency subsidiary of Moodys Corporation

Dr Zandi is trusted adviser to policymakers and an influential

source of economic analysis for businesses journalists and the

public and he frequently testifies before Congress on economic

matters Dr Zandi with his economics and residential real

estate industry expertise brings to the Board 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

Beneficially

Owned

9293
2X3

216211
235

36364



DIRECTORS CONTINUING IN OFFICE
Term Ending 2014

Shares

Beneficially

OwnedW

Kenneth Jastrow II 65 Director since 1994 has since

December 2007 been the non-executive Chairman of the

Board of Forestar Group Inc Forestar which is engaged
in various real estate and natural resource businesses From

January 2000 until December 2007 Mr Jastrow served as

Chairman and Chief Executive Officer of Temple-Inland Inc

TI paper and forest products company which during Mr
Jastrows tenure also had interests in real estate and financial

services Mr Jastrow currently serves as our Lead Director

He is also director of KB Home and Genesis Energy LLC
the general partner of Genesis Energy LP publicly-traded

master limited
partnership In addition during the past five

years Mr Jastrow served as 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 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 non-executive chairman and on public

company boards 99198 2X3

Daniel Kearney 73 Director since 1999 has been

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 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 principal of Aldrich Eastman Waitch Inc

pension fund advisor from 1988 to 1989 and managing
director at Salomon Brothers mc an investment banking firm
from 1977 to 1988 He is non-executive Chairman of the

Board of MBIA Inc and director of Fiserv Inc Mr
Keamey brings to the Board investment expertise skill in

assessing and managing investment and credit risk broad
based experience in number of areas relevant to our business

including insurance and financial services and senior

executive experience gained at major public insurance

company 213091

10



Shares

Beneficially

Owned1

Donald Nicolaisen 68 Director since 2006 was the

Chief Accountant of the United States Securities and

Exchange Commission from September2003 to November

2005 when he retired from full time employment Prior to

joining
the SEC he was Senior Partner at.

PricewaterbouseCoolerS LLP an accounting firm that he

joined in 1967. He...isalso director of Vrizon

Commuflications Inc Morgan Stanley and Zurich Insurance

Group Mr Nicolaisen brings to the Board financial and

accounting expertise acquired from his 36 years of service

with major public accounting firm and his tenure as Chief

Accountant at the SEC as well as an understanding of the

range of issues facing large financial services companies

gained through his service on the boards of public companies

operating in the insurance and financial services industries 157170

Ownership information is as of March 12 2013 Unless otherwisØnoted all directors have sole voting

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

Includes 2000 shares held under our 1993 Restncted Stock Plan for Non-Employee Directors The

directors have sole voting power and no investment power over these shares

Includes shares underlying RSUs as follows Mr Abbott 3050 Mr Hagerty 3050 Mr Jastrow

3050 Mr Kearney 3050 Mr Lehman 3050 Mr McIntosh 3050 Mr Muma 3050

and Mr Nicolaisen 1700 Such units were issued pursuant to our RSU award program See

Compensation of Directors Former RSU Award Program and could be settled in shares of

Common Stock within 60 days of the record date

Also includes the following RSUs which are held under the Deposit Share Program for Non-

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 1491 Mr Hagerty 17105 Mr Jastrow 19769 Mr Keamey

5733 Mr Muma 4098 and Mr Nicolaisen 14517 Directors have neither voting nor

investment power over the shares underlymg any of these umts

Includes 6733 shares that Mr Jastrow held under the Deposit Share Program for Non-Employee

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 nether voting nor investment power as follows Mr Abbott 36364 Mr

Hagerty 55423 Mr Holt 36364 Mr Jastrow 66500 Mr KŁarney 126825 Mr

Lehman 37745 Mr McIntosh 36364 Mr Muma 64072 Mr Nicolaisçn 90771 and

Dr Zandi 36364 Under the SECs 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
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Includes 80000 shares which Mr Culver had the vested right to acquire as of March 2013 under
options granted to Mr Culver and 12696 shares held in our Profit Sharing and Savings Plan Excludes
768318 shares underlying RSUs awarded under our 2002 Stock Incentive Plan and 2011 Omnibus
Incentive Plan over which he has neither voting nor investment power

Includes 9132 shares owned by trust of which Mr Muma is trustee and beneficiary and as to
which Mr Muma disclaims beneficial wnership except to the extent of his interest in the trust

YOUR BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS VOTE FOR EACH
OF THE EIGHT NOMINEES SIGNED PROXY CARDS AND VOTING INSTRUCTION FORMS
WILL BE VOTED FOR THE NOMINEES UNLESS 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 framework for our
governance The Guidelines cover the Boards 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 Boards Lead Director since the position was created in

October 2009 See Board Leadership for information about the Lead Directors
responsibilities and

authority The Corporate Governance Guidelines provide that 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 director who retires from his principal
employment or joins new employer shall offer to resign from the Board and director who is an officer
of MGIC and leaves MGIC must resign from the Board

We have Code of Business Conduct emphasizing our commitment to conducting our business 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 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 director is not

independent if the director has any specified disqualifying relati6nship 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
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director tobe independent under the Guidelines thedirector may not have any material relationship with

us For purposes of determining whether 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 exept for Mr Culver our CEO rare

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 Tb determine that therew.ere no material relationships the Board applied

categorical standards that it had adopted All independent directors met these standards Under these

standards director is not independent if payments under transactions between us and 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 companys 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 director is not independent if during our

last three fisca.i years
the director

..

was an executive officer of charity to which we made contributions or

was an executive officer or member of law firm or investment banking firm providing services

to us or

received any direct mpenation froth us other than as director or if during such period

member of the director immediate family received compensation from us

In 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

principal was the original insured and our provision of contract underwriting services to 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 considered payments we made to Moodys Analytics of which Dr Zandi is an executive officer for

research and subscription services for Moody Economy com and related publications
and payments to

Moodys 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 Moodys Analytics

and Moodys Investor Services

Board Leadership

Currently Mr Culver serves as Chairman of the Board and Chief Executive Officer The Board

believes that we and our shareholders are best served at this time by this leadership structure in which

single leader serves as Chairman and CEO and the Board has 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 hairman

and CEO chairs Board meetings where the Board discusses strategic and business issues The Board

believes that this approach makes sense because the CEO is the indivjdual 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 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 combined

Chairman and CEO is appropriate for us at this time because of Mr Culvers 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 critical aspect of
effective corporate governance the Board has established the position of LeadDirector. 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 Directors responsibilities and authority
include

presiding at all meetings of the Board at which the Chairman and CEO is not present

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

serving as conduit between the Chairman and CEO and the non-management directors to the
extent requested by the non-management directOrs

serving as conduit for the Boards 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 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 Boards 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

Communicating with the Board

Shareholders and other interested persons can communicate with the members of the Board the non
management members of the Board as group or the Lead Director by sending written communication
to our Secretary addressed to MGIC Investment Corporation Secretary P.O Box 488 Milwaukee WI
53201 The Secretary will pass along any such commumcation other than solicitation for product or

service to the Lead Director

Board Attendance

The Board of Directors held 11 meetings during 2012 Each director attended at least 75% cf 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 Board meeting and as result directors are expected to

attend the Annual Meeting Ten of our directors attended the 2012 Annual Meeting of Shareholders

Committees

The Board has five committees Audit Management Development Nominating and Governance Risk
Management Securities Investment and Executive Information

regarding these committees 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 /Imtg mgic corn
under the Investor Information Corporate Governance links Wntten copies of these charters are
available to any shareholder who submits written request to our Secretary The functions of the
Executive Committee are established under our Bylaws and are described below
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Audit Committee

The members of the Audit Committee are Messrs Lehman Chairman Abbott Holt Kearney and

McIntosh The Boards 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 determined that Messrs Holt and Lehman are audit

committee financial experts as defined in SEC rules The Committee met 17 times during 2012

Audit CommitteeReport

The Audit Committee assists the oversight by the Board of Directors of the integrity of MGIC

Investment Corporations financial statements the effectiveness of its system of internal controls the

qualifications independence and performance of its independent accountants the performance qf 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 Corporations 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 discussed with PwC their independence from MGIC Investment Corporation and its

management

In reliance on the reviews and discussions referred to above the Audit Committee recommended to

the Board of Directors that MGIC Investment Corporations audited financial statements be included in its

Annual Report on Form 10-K for the year ended Decembr 31 2012 which has been filed with the SEC
These are the same financial statements that appear in MGIC Investment Corporations Annual Report to

Shareholders

Members of the Audit Committee

Michael Lehman Chairman

James Abbott

Timothy Holt

Daniel Keamey
William McIntosh

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 tithesduring 2012 The

Committee is responsible for overseeing our executive compensation program including approving

corporate goalsrelating to compensation for our CEO determining our CEOs 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 subcommittees it has not done so

The Committee receives briefings on information that includes detailed 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 years 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 SECs rules The

Committee supports the Boards role in overseeing the risks facing the Company as described in more

detail below under Board Oversight of Risk

The Committee has retained Frederic Cook Co FWC 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 consultants 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 FWCs
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

Boards 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 director candidate for consideration by the Management

Development Nominating and Governance Committee by submitting background information about the

candidate description of his or her qualifications and the candidates consent to being recommended as

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 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 managements 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 Boards role in

overseeing the risks facing the Company as described in more detail below under Board Oversight of

Risk

Securities Investment Committee

The members of the Securities Investment Committee are Messrs Kearney Chairman Holt

McIntosh and Muma The Committee met seven times in 2012 The Committee oversees management of

our investment portfolio and the investment portfolios of our employeebenefit 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 Boards role in overseeing the risks facing theCompany as

described in more detail below under Board Oversight of Risk

Executive Committee

The Executive Committee provides an alternative to convening meeting of the entire Board should

matter arise between Board meetings that requires Board authorization The members of the Committee

are Messrs Culver Chairman Jastrow and Muma The Committee 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 underthe Wisconsin Business CorporationLaw are reserved to the Board itself.

Board Oversight of Risk

Our senior management is charged with identifing 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 committees responsibilities for overseeing how

management addresses the risks including the risk management systems and processes that management

uses for this purpose Overseeing risk is an ongoing process Accordingly the Board periodically

considers risk throughout the year and also with respect to specific proposed actions

The Board implements its risk oversight function both as whole and through delegation to various

committees These committees meet regularly and report back to the full Board The following four

committees play significant roles in carrying out the risk oversight function

The Management Development Nominating and Governance Committee The Management

Development Nominating and Governance Committee evaluates the risks and rewards associated

with our compensation philosophy and programs

The Risk Management Committee The Risky Management Committee oversees risks related to

our mortgage insurance business

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 nsks are also reviewed by the

Management Development Nominating and Governance Committee the Risk Management and

the Secunties Investment Committees

We believe that our leadership structure discussed in Board Leadership above supports the risk

oversight function of the Board We have combined Chairman of the Board and CEO who keeps the

Board informed about the nsks facing us In addition independent directors chair the vanous committees

involved with nsk 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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CEOand receives no additional compensation for service as director and he is not eligible to participate

in any of the following programs or plans

Annual and Meeting Fees In 2012 our non-management directors were paid an annual retainer of

$100000 our Lead Director was paid an additional annual retainer of $25000 and the Chairpersons of the

Audit Committee and other Board committees received additional annual fees of $20000 and $10000

respectively Non-Chairperson directors who were members of the Audit Committee in 2012 received an

additional $5000 annual fee In addition after the fifth Board meeting attended or the fifth Committee

meeting attended for particular committee during 2012 our non-management directors also received

$3000 for each Board meeting attended and $2000 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 attending 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 directors death disability

termination of service as director or to another date specified by the director 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 closestpreceding January

and July 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 director deferred fees

into share units dividend equivalents in the form of additional share units are credited to the directors

account as of the date of payment of cash dividends on our Common Stock we have not paid dividends

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 director leaves the Board are forfeited except in the case of the directors 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 directors 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

$100000 which vested on February 12013

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

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 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 directors option RSUs 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 pprposes 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 director

chose 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 director leaves the Board are

forfeited except in the case of the directors death or certain events specified in the agreement relating to

the awards The Management Development Nominating and Governance Committee may waive the

forfeiture All shares of restricted stock and RSUs vest on the directors death and will immediately

become vested upon change in control RSUs that have vested are settled in Common Stock when the
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director is no longer Board member The director .receives cash payment equivalent to the dividend

corresponding to the number of shares underlying the directors RSUs outstanding on the record date for

Common Stock dividends

Former RSU Award Program We eliminated 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 anniversaly of the award date or

upon the earlierdeath of the director RSUs that have vested will be settled in Common Stock when the

director is no longer Board member The director receives cash payment equivalent to the dividend

corresponding to the number of shàrŁs underlying the directors 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 one-time basis 2000 shares of Common Stock under our 1993 Restricted Stock Plan for

Non-EmployeeDirectors The .shares are restricted from transfer untilthe director ceaes to be 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 administrator

Equity Ownership Guidelines The Management Development Nominating and Governance

Committee has adopted- equity ownership guidelines for directors under which each member of the Board

is expected to own 25000 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 in compliance with the guidelines

Other We also pay premiums for directors and officers liability insurance under which the directors

are insureds

2012 Director Compensation

The following table shows the compensation paid to each of our non-management directors in 2012

Mr Culver our CEO is also director but receives no compensation for service as adfrector

The amounts shown in this column represent the grant date fair value of the annual share unit award

granted to non-management directors in 2012 under our Deferred Compensation 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 including restricted stock RSUs and

share units granted under our Deferred Compensation Plan outstanding and owned by our non-

Name

James Abbott

Thomas Hagerty

Timothy Holt

KennethM Jastrow II

Daniel Kearney

Michael Lehman

William McIntosh

Leslie Muma
Donald Nicolaisen

Mark Zandi

Fees Earned or

Paid in Cash

147000

112000

143000

53Q2
159000

159000

151000

122000

130000

117000

Stock Awards

$i
100000

100000

100000

100000

100
100000

100000

100000

100000

100000

Total$

247000

212000

243000

253000

259000

259000

251000

222000

230000

217000
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management directors was as follows Mr Abbott 31857 Mr Hagerty 64531 Mr Holt

253 16 Mr Jastrow 87004 Mr Kearney 124561 Mr Lehman 29748 Mr McIntosh

30366 Mr Muma 62173 Mr Nicolaisen 70625 and Dr Zandi 25316 At December 31

2012 the aggregate number of shares owned directly or in trusts by our non-management directors

was as follows Mr Abbott 31437 Mr Hagerty 8181 Mr.Jastrow 1146 Mr Keamey

77483 Mr Lehman 7439 Mr McIntosh 51523 Mr Muma 142991 and Mr Nicolaisen

50182 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 63294 Mr Hagerty 72212 Mr
Holt 25316 Mr Jastrow 88150 Mr Kearney 202044 Mr Lehman 37187 Mr
McIntosh 81889 Mr Muma 205164 Mr Nicolaiscn 120807 and Dr Zandi 25316

Includes $25000 retainer paid for services as Lead Director

ITEM APPROVAL OF OUR AMENDED AND RESTATED RIGHTS AGREEMENT

At the Annual Meeting we will ask our shareholders to approve the Amended and Restated Rights

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 Apyendix 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 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 rights

agreement dated July 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

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 Companys 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 significant amount of NOLs and that these NOLs could be

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 Companys income in 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 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

iithe 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 material amount of NOLs expiring unused and that could result in

significant impairment to any NOL assets the Company may have at that time

Although any NOL carryforwards that are not used as result of Section 382 limitation would

remain available to offset income in future yearsagain subject to the Section 382 limitation until the

NOL carryforwards expire any ownership change could significantly defer the utilization of the NOL
carryforwards and cause some of the NQL canyforwards 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 cou1d be offset by such NOL carryforwards were an ownership

change to occur during the term of the RightsAgreement but we believe such limitation would be

material

It is not possible to fully determine or estimate the level .of NOLs that are now or in 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 ayailable carrybacks of NOLs into prior years is

approximately $2.5 billion

Section 382 Ownership Calculations

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 5-percent shareholder an owner shift to the lowest

percentage of stock owned by each such 5-percent shareholder at any timç during the testing period which

is generally three-year rolling period ending on the day of the potential ownership change The amount

of the increase in the percentage of Company stock owne4 by each 5-percent shareholder whçse stock

ownership percentage has increased is added and an ownership.cbange occurs if the aggregate increase in

percentage ownership by all such 5-percent shareholders exceeds 50 percent

For example if single investor acquired 50 percent of our stock in three-year period an

ownership change would occur Similarly if ten persons none of whom previously owned our stock

each acquired slightly over percent of our stock within athreeyear period so that such
persons owned

in the aggregate more than 50 percent an ownership change would occur

In determining whether an ownership change has occurred the rules of Section 382 are very

complex and complete discussion of them is beyond the scope of this summary discussion Some of the

factors that must be considered in making Section 32 ownership change calculation include the

following

All holders who each own directly or indirectly less than percent of company common
stock are generally but not always treated as single 5-percent shareholder Transactions in

the public markets among shareholders who are not 5-percent shareholders are generally but

not always ignored in the calculation of the owne shift

There are several other rules regarding the aggregation and segregation of shareholders who

otherwise do not qualif as 5-percent shareholders including rule that treats person who

owns directly or indirectly less than percent of our stock as 5-percent shareholder under

pertain circumstances and rule that treats persons acting in concert in certain ways as

single shareholder
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Acquisitions by person that cause that person to become 5-percent shareholder generally

result in percentage or more point change in ownership regardless of the size of the final

purchase that caused the percent threshold to be exceeded

Certain constructive ownership rules which generally attribute ownership of stock owned by

estates trusts corporations partnerships or other entities to the ultimate indirect individual

owner of the stock or to related individuals are applied in determining the level of stock

ownership of particular shareholder Special rules can result in the treatment of options

including warrants or other similar interests as having been exercised if such treatment

would result in an ownership change

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

redemption or buyback of shares could cause holder of less than percent to become 5-

percent shareholder resulting in percentage or more point change in ownership

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 Against Abusive Takeover Practices

in addition to protecting our NOLs the Rights Agreement is intended to defend against abusive or

otherwise undesirable takeover tactics such as

acquiring stock for the purpose of forcing sale of the Company at price that is more than

the average cost of the investor position but less than fair
price to shareholders

taking control through open-market purchases without giving the shareholders control

premium for their shares or the protections of the federal tender offer rules

attempting to acquire the Company at time when the Companys common stock is

undervalued and at price that is less than the stocks intrinsic value and

attempting through partial tender offer to acquire majority interest 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 expensive for the acquiror by significantly diluting the

acquirors stock interest in the Company and in some circumstances significantly increasing
the

Companys market capitalization

Reasons the Board of Directors Recommends ApprovaI

The Board of Directors believes that the Rights Agreement is in the best interests of the Companys

shareholders because it

Diminishes the risk that the Compahys 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

NOLs may expire unused
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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 negotiate fair premium for shareholders that is consistent

with the intrinsic value of the Company and to block any transaction by an ac4uiror who is

unwilling to pay fair price

Does not prevent the making of unsolicited offers or the acquisition of the Company at full

and fair price since the existence- of -the Rights Agreement does not eliminate the Boards

responsibility to consider acquisition propdsals in manner consistent with the directors

fiduciary duties to shareholders

Description of Rights Agreement

On July 22 1999 pursuant to previous rights agreement the Board declared dividend of one

common share purchase right 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 On July 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 Companys 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 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 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 or by notations in book entry

accounts 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 Agreementexpires

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 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 10 days after the public

announcement or the Board concluding that 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 10 business days or such later date as the Board shall determine following the

commencement of tender offer- or exchange offer that would result in ierson or group beconling an

Acquiring Person

An Acquiring Person will not include

the Company its sUbsidiariesand certain benefit plans of the Company and its subsidiaries

ii any of certain grandfathered persons Grandfathered Persons that would have otherwise

been Acquiring Persons as of the close of business on July 2009

iii an Exempt Person which is any person who delivers to the Company letter that as

determined by the Company in its sole discretion is substahtially in the form as specifiedin the Rights

Agreement or is an affiliate or associate of another person who delivers such letter to the Company
and whose beneficial ownership of 5.0% or more of the outstanding Common Shares would not as

determined either prior to the person becoming the beneficial owner of 5.0% or more of the
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Common Shares or if the Company determines that such Person by itself or together with its

affiliates and associates had inadvertently become beneficial owner of 5.0% or more of the

Common Shares then after the time such person becomes the beneficial owne.r 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

amendçd 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 in .respect of the

aforementioned letter that such person or its affiliate or associate delivered representation or

warranty of such person or its affiliate or associate in such letter was not true and correct when made

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 affihi4te or associate ceasesto comply with coyenant contained in such

letter or 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 beneficial owner of 5.0% or more of the Common Shares then outstanding or has

inadvertently failed to continue to qualify as Grandfathered Personor 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 if the Person delivers the required

representation letter and requests 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

request with no divestiture being required if the Person is determined to be an Exempt Person or

if the Person does not both deliver the required representation letter andl request determination

that it is an Exempt Person then thetime 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

or 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 contijRie to qualify as Grandfathered Person or an .Exempt Person the

Common Shares that caused such person to so fail to qualify as Grandfathered Person or an Exempt

Person as the case may be and

any.person who .becomes beneficial owner of 5.0% or more of the Common Shares thn

outstanding or has failed to continue to qualify as Grandfathered Person or an Exempt .Person as

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 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 beneficially 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 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 npt be

exercised
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Flzp In If person or group becomes an Acquiring Person all holders of Rights except the Acquiring

Person may for $14.00 purchase Common Shares with market value of $28.00 based on the market

priºe 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 August 2015 the Final Expiration Date iithe 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 the beginning of taxable year of the Company to which the Board determines

that no Tax Benefits may be carried forward

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 $0.00 per Right The redemption price will be adjusted if we have stock split or stock dividends

of our Common Shares

Exchange After 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 Right other than Rights held by the

Acquiring 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 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

Common Share unless concurrently therewith such holder purchases an additional fraction of 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 Price 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 in the event of stOck dividend on or 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 aprice or securities convertible into Common Shares with

conversion price less than the then current market price of the Common Shares or iiiupon 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 rights or warrants

other than those referred to above

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 interests of the holders of the Rights

The foregoing summary description of the Rights Agreement and the Rights does nOt purport to be

complete and is qualified in its entirety. by reference to the Rights Agreement which is attached as

Appendix
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Certain Considerations Relating 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 audited 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 Risk of Ownership Ghange 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

Potential Effects on Shareholder Liquidity The Rights Agreement is intetided to deter persons or

groups of persons from acquiring beneficial ownership of shares of our stock in excess of the specified

limitatiofls shareholders ability to dispose 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 acquire

Potential Impact on Value The Rights Agreement could negatively impact the value of our stock by

deterring persons or groups of persons from acquiring shares of our stock including in acquisitions for

which some shareholders might receive premiumabove market value

Anti-Takeover Effect The Rights Agreement has an anti-takeover effect because it will deter

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 merger tender

offerproxy contest or accumulations of substantialblocks of shares

Shareholder Vote Required

Approval of the Amended and Restated Rights Agreement requires the affirmative vote of 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 VOTE FOR APPROVAL OF THE

AMENDED AND RESTATED RIGHTS AGREEMENT SIGNED PROXY CARDS AND VOTING
iNSTRUCTION FORMS WILL BE VOTED FOR APPROVAL UNLESS 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 non-binding advisory shareholder vote on the frequency of

future advisory shareholder votes on the compensation of our named executive officers Our shareholders

expressed preference that advisory shareholder votes On the compensation of our named executive

officers .b held on an annual basis and as previously disclosed the Company adopted 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 compensation tables and any related material

contained in this proxy statement

We. strongly believe you should approve our compensation for the reasons cited in the Executive

Summary.that appears at the beginning of the Compensation Discussion and Analysis

While this vote is advisory and is not binding the Board and the Management Development

Nominating and Governance Committee will review and consider the voting results when making future

decisions regarding compensation of named executive officers

After this vote under the Company.s policy the next advisory vote to approve the compensation of

our named executive offiders is scheduled to occur at our 2014 Annual Meeting

Shareholder Vote Required

Approval of the compensation of our named executive officers requires the affirmative vote of

majority of the votes cast on this matter Abstentions and broker non-votes will not be counted as votes

cast.. .. ..

YOURBOARD OF .DIRECTORS UNANIMOUSLY RECOMMENDS VOTE FOR THE
APPROVAL OF THE COMPENSATION OFOURNAMED EXECUTIVE OFFICERS SIGNED
PROXY CARDS AND VOTING INSTRUCTION FORMS WILL BE VOTED FOR THE
APPROVAL OF THE EXECUTIVE COMPENSATION/UNLESS SHAREHOLDER GIVES

OTHER INSTRUCTIONS ON THE PROXYCARD OR VOTING INSTRUCTION FORM

COMPENSATION DISCUSSION AND ANALYSIS

This compensation discussion add analysis CDA 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 CDA The Management

Development Nominating and Governance Committee oversees our executive compensation program In

this CDA 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

infonnation 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 CDA We follow

the Executive Summary with discussion of how the Committees executive compensation decisions align

with our compensation objectives and then provide more detailed discussion of the elements of our

executive compensation program and our compensation policies and
processes
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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 different business economic and competitive environmelit

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 approximately 98% of our

incurred losses were from mortgage insurance written in 2008 and before

Restricted stock is large portion of our pay Hence our NEOs along with other shareholders 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 CEOs 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 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 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 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 high quality book of business as we did 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 seasoning

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 and prior years
that have generated the losses that continue

to affect adversely our financial performance while the more recent books are performing very well

Incurred Loss Ratio

After Years After Years After Years After Year

2005 134 1% 2006 2447% 2007 1892% 2008 1222%

2010 5.7% 2011 3.1% 2012 1.2%2009 13.1%
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The improvement in the quality of our recent books is result of tightening Our underwriting

standards and move to risk-based pricing As result lower-qualitybusiness 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 mortgage insurer run by the

federal government The table below compares the quality of our recent books of business to the quality of

the FHAs recent books Qf business You can see the improvement in our performance is not simply case

of rising tide lifts all boats but of decision by us to restrict business with unacceptable risk

Percentage of Loans Delinquent by Book Year

2009 2010 2011

MGIC 1.7% 0.6% 0.3%

FHA 75% 35% 10%

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 material amount of market share to two

competitors that priced single premium policies below level we expect will result in an acceptable return

on capital While our overall revenues suffered as 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 higher net earned premium.yield on the 2011 and 2012 books compared to one of those

competitors is shown in the table below The other .competitor 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 27.3 bps

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 were 22% higher

Net Premiums Written and Expense Ratio

2009 2010 2011 2012

Net Premiums Written millions $1243 $1102 $1064 $1018
GAAP Underwriting Expense Ratio Ins Opns Only 15 1% 16 3% 16 0% 15 2%

And as shown by the following table we run more efficient operation than our competitors who

disclose this information in that our expense ratio is generally much lower than theirs

Expense Ratio

2009 2010 2011 2012

MGIC 15.1% 16.3% 16.0% 15.2%

Radian 23.2% 24.0% 24.7% 26.6%

Genworth 25.0% 27.0% 28.0% 27.0%

PMI 209% 21 6% nla n/a

Republic Mortgage Ins Co 12.6% 14.4% n/a ri/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 continue 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 writing new business in 2011 because of their failure to

maintain such approvals

Our compensation is reasonable when measured by reference to peer group consisting of our

direct competitors and others related to our industry

Peer group selection is critical component of compensation analysis The peer group we use consists

of our direct competitors and others related to our industry Our peer group which is discussed more fully

under the caption Benchmarking which appears under Other Aspects of Our Executive Compensation

Program below is appropriate because

Two of the eight companies were direct competitors or parent companies whose results were

significantly impacted by the results of direct competitors and another was the parent company of

former direct competitor that stopped writing new business in 2011

Three of the other companies are financial guaranty insurers having significant exposure to

residential mortgage credit risk

Four of the companies also named us as peer and

We are reasonably similar in size to the companies in our peer group FWC calculated that our

ayerage revenues for 2009-2011 were at the 43rd percentile of the average revenues of these

companies

Our CEOs 2012 total direct compensation salary bonus and equity awards was at the 35th

percentile ofthe most recently available total direct compensation of the CEOs of these companies and

was $2.7 million below the median total direct compensation ofCEOs in this group

Our CEOs 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 CEOs 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 Company 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

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 2008-20 12
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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 grant date fair value totaling $8.7 million

In addition during the last five years options with grant date fair value of $10.3 million that

were held by our CEO expired unexercised due to stock price declines

Moreover our CEO voluntarily decided to make his financial alignment with shareholders even

greater During the five-years ended 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 2007-20 12 purchases amount to 23% of the aggregate cash compensation shown for him in the SCT

over the same period

When the loss in value of the CEOs 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 offering earlier this month he invested another $250000 of his own
funds in Cothany stock

Summaiy 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

substitute for the information presented -in the Summary Compensation Table that is required by the

Securities and Exchange Commission That table is presented.below- in the section titled Compensation
and Related Tables Summary Compensation Table

Modified Summary Compensation Table CEO 000s

Change

in Total

Stock Pension Other Modified Total

Salary Bonus Awards Value Comp SCT SCT Difference

2012... 911 475 846 347 2588 $4016 1428
2011 ... 884 734 1249 271 3147 5589 2442
2010 ... 865 1300 2568 426 5165 4380 785

Pension The change in pension value represents significant portion 34% of our CEOs 2012

compensation repoftd in the SCT We believe pay for performance assessment should primarily

evaluate 2012 pay against 2012 performanÆe However approximately 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 decrease from 2011 to 2012 in the discount rate used to determine the present

value of benefits and our CEO being one year
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 single period and the value of

equity grants at 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 result the analysis of pay

for performance alignment For example based on the high and low closing pricesof our stock for the 12

months ended March 12 2013 the SCT value of the CEOs 2012 equity grant would have ranged from

approximately $270000 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 stocks high volatility makes our CEQs 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 lower component of compensation

II 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

Our executive compensation program is based on the following objectives

We want strong alignment between compensation and long-term shareholder intrests by paying

substantial portion of total direct compensation in restricted stock

We want strong alignment between compensation and long-term shareholder interests by linking

compensation to Company and executive performance

We want total direct compensation to reflect market practices in the sense that our total direct

compensation opportunity is at the market median of group of
peers over several year time

horizon

We limit perquisites çerks

We pay retirement benefits using 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

We want strong alignment between compensation and long-term shareholder interests by paying

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 grant date value of approximately 47%

of his total direct compensation for 2012 and the restricted stock awarded in January 2011 had grant
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date value of approximately 65% of the CEOs 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 decrease in stock price from year-to-year the number of shares awarded remained

the same

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 result of forfeitures and price declines The table below captures

that information by providing our CEOs realizable pay amount for 2012 and 2011 We define

realizable pay as the sum of the following components

SCT value for all components of executive compensation with .the exception of equity

awards

The value at December 31 2012 of the outstanding equity awards granted in each year

adjusted for expected performance achievement and

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 result of forfeitures of equity grants and

changes in stock prices as shown below Our CEOs 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

2012 2011

SCTPay 4Q16266 5589358

Realizable Pay 3586292 3619493

Total Loss in Pay 429974 1969865

Vested Units Decrease in Value as of Vesting Date 470559
Expected Forfeitures Based Upon Performance Goals 29056 215722
Decrease in Value of Outstanding Awards by Year-End 2012 400918 1283584
Total Loss in Pay 429974 1969865

Percentage of SCT Pay 11% 35%

We want strong alignment between compensation and long-term shareholder interests by linking

compensation to Company and executive performance

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 arid 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 Companys

complexity increasing competition and persistent economic uncertainty warranted taking reasonable steps

to recognize and retain seasoned long-tenured officer corps Neither the Committee nor the Board

assigned 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 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 several year time horizon For 2010 through 2012 our CEOs.total direct compensation was

ranked in the following percentile within our peer group For 2012 our CEOs total direct compensation

is ranked against the most recently available total direct compensation of the CEOs of the companies in

our peer group

CEO Total Direct Compensation Ranking Within Peer Group

2010 2011 2012

Our CEOs Percentile Ranking Within Peer Group 52nd 46th 35th

Further information about the peer group we use is under Benchmarking in this CDA

We limit perquisites perks

Our perks remained minimal in 2012 and are discussed under Our 2012 Executive Compensation

Perquisites below

We pay retirement benefits using 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

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 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 Committees decisions regarding the compensation we paid to

our named executive officers for 2012

Our industry is undergoing 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 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 wor1dwide

insurer and reinsurer with mortgage insurance operations in Europe announced that it was purchasing

competitor Our success depends in part on the skills working relationships and continued services of our

management team and other key peisonnel 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 cou ld adversely affect the conduct of our business If we

were to lose our key personnel we would be required 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 suitable

replacement for the departing individuals or that 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 performance

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 officer in 2011 to close out his Profit-Sharing and Savings1 Plan stock account

The total compensation disclosed in the SCT includes amOunts for restricted stockva1uedat point 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 inthe value of

our Common Stock Almost $5.8 million of our CEOs 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 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 CDA 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 2012 Lost Value

Curt CUFver 199799 3440995 5755804

Michael Lauer 3103923 161335 1942588

Patrick Srnks 5748005 2150623 3597382

Lawrence Pierzchalski 3103923 1161335 1942588

Jeffrey Lane 3944923 1427335 2517588

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 a..d expired The equity relating to these forfeitures and expirations had in earlier years

either been reported in the SCT or in another proxy statement compensation 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 Option Expirations

January 2008January 2013

Equity Options Total

Curt Culver 8688830 10314 560 19003390

Michael Lauer 2932607 3442200 6374807

Patrick Sinks 5030256 866288 5896544

Lawrence Pierzchalski 2932607 3442200 6374807

Jeffrey Lane 2932607 2166938 5099545

III Our 2012 Executive Compensation Program

Longer-Term Restricted Stock

Our executive compensation program is designed to make grants of restricted stock the largest portion

of the total direct compensation opportunity of our NEOs We emphasize this component of our executive

compcnsation 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 restricted stock .at

the grant date value represented on average approximately 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 list of goals fpr 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

MGICs Loss Ratio incurred losses divided by earned premiums for MGICs primary new
insurance written for that year

MGIC 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 industry and

the Expense Ratio measures how efficiently we use our resources

The three performance goals are equally weighted for vesting purposes The actual performance level

corresponding to each performance goal determines Threshold Target and Maximum vesting 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 65% 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 during the prior year For each performance goal the amount that

vests each
year is as follows

if the Companys performance does not meet or equal the Threshold performance level then no

equity will vest with respect to that performance goal

if the Companys performance meets the Target performance level then two-twenty-sevenths of

the total grant will vest with respect to that performance goal

if the Companys performance equals or exceeds the Maximum performance level then one-ninth

of the total grant will vest with respect to that performance goal and

if the Companys 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 interpolated on linear basis 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 year does not meet the Threshold

performance level for any of the performance goals to 50% of the number of shares awarded if

36



perforrnanóe 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 beginning in January 2011 the Committee increased the number of performance-

based restricted stock units granted and adjusted the vesting schedule fromthe prior year grants in order to

address the conclusion of December 2010 benchmarking study by the Committees compensation

consultant see Other Aspects of Our Executive Compensation Program Benchmarking below that the

Companys 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 the Target performance level the number of shares

actually received by the NEOs upon vesting willbe 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

notwithstanding substantial decrease in the Companys stock price 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 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 anticipate paying dividends for the foreseeable future

For2012 the Loss Ratio which for this purpose does not include component that is included in our

incurred loss ratio discussed above for MGICs primary new insurance written for that year was 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 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 restricted stock awards granted in 2010

vested

CR Grants of Other Restricted Stock Since 2006 our longer-term restricted stock program for the NEOs

also has included other restricted stock that ifan 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 MGICs 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 shareholders and to permit the awards to qualify for

the perfotrnance-based compensation exception underSection 162m of the Internal Revenue Code See

Other Aspects of Our Executive Compensation Program Tax Deductibility Limit in this CDA 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 th 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 dividends paid on our common

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 MGICs 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 result the portions of the restricted stock that

37



were granted in 2010 through 20.12 subject to the combined ratio performance goal and that were

scheduled to vest in February 2013 did vest

For purposes of calculating the Loss Ratio for both LME Grants and CR Grants the incurred losses do

not include the effect of losses incurred on notices of default that have not yet been reported to us

commonly known as IBNR

Prior Years Grants of Restricted Stock Certain longer-term restricted stock awards granted before

2008 were scheduled to vest in installments over five-year period based on the Companys earnings per

share EPS Vesting for these awards was determined in January based on BPS for the prior year

Because our EPS was negative in 2007 through 201 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 Returnon Equity ROE goal of 1% The 2006 and 2007 awards of other restricted stock had

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 accountof 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
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 substantiailyexceed

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 NEO5 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 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 bonus plan of this type which we refer to as 162m
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 CDA The

performance goal for our 162m bonus plan adopted by the Committee for 2012 was thesame 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 MGICs 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 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

capital position effective dealings with federal and state regulatory agencies and the profitability of our

mix of new business No specific targets or weightings were established for .any of these bonus criteria for

2012

The sum of the Expense Ratio and the Loss Ratio for MGICs primary new insurance written for 2012

was 16.3% and as 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 whole and 17% for the CEO
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The following table illustrates thatthe exercise of discretion with respect to the CEOs bonus for the

past five years has resulted in its fluctuation with performance

Actual Bonus as of Maximum Boflus Potential

2012 2011 2010 2009 2008

17% 28% 50% 0% 0%

The factors considered in the decision to pay bonuses for 2012 performance are discussed 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 compensation and long-term

shareholder interests by linking compensation to Company and executive performance

Base.Salary

Base salaries provide NEOs with 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 companies discussed below under Benchmarking In addition to

reviewing market competitiveness in considering any change to Mr Culvers compensation including his

salary the Committee takes into account its subjective evaluation of Mr Culvers performance based in

part on CEO evaluation survey completed by each non-management director The subjects covered by

the evaluation include financial results leadership $rategic planning succession planning extemal

relationships and communications and relations with the Board Base salary changes for our other NEOs

are recommended to the Committee by Mr Culver Historically these recommendations have been the

product of his subjective evaluation of each executive officers performance including his perception of

their contributions to the Company The Committee approves changes in salaries for these officers after

taking into account Mr Culvers recommendations and the Committees independent judgment regarding

the officer gained through the Committees and the Boards regular contact with each of them

Effective in late March 2012 each of the NEOs received 3% salary increase based on their base

salary prior to the increase Effective in late Maich 2013 each NEO is receiving 3% salary increase

based on their base salary prior to the increase

Pension Plan

Our executive compensation program includes .a qualified pension plan and supplemental executive

retirement plan We believe retirement plans of this type are an important element of competitive

compensation program These plans compute retirement benefits 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 We also offer broad-based 401k plan to which we make contributions in

cash

Perquisites

As with prior years the perks we provided for 2012 to our NEOs were small part of the officers

total compensation ranging between approximately $700 and $4400 These perks included club dues and

expenses the cost of an annual or bi-annual riie4ical examiuation and covered parking space at our

headquarters We believe our perks are very modest and consistent with ur desire to avoid an entitlement

mentality

IV Other Aspects of Our Executive Compensation Program

Benchmarking

To provide 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 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 Consulting 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 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 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 Gioup 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 CEOs total direct

compensation was 5% below the median of the peer group including PMI and 2% above the median

of the peer group excluding PMI It also showed the CEOs SCT total çompensationwas only slightly

approximately 3% above the peer group median including PMI and 16 3% above 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 major restructuring following the mortgage crisis Three of our competitors

have ceased wnting new business two in 2011 and the parent company of another received substantial

amount of government assistance As noted above PMI was removed from our peer group in 2012 PMI was

smaller than us and as 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 ntrants In 2010 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 worldwide insurer and

reinsurer with mortgage insurance operations in Europe annOunced that it was purchasing competitor As

result and giving effect to such purchase as if it was creating 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 2Q13 in order to assist the Committee in

considering various alternatives to the existing peer group Although our industry is in 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

appropriate for evaluating our executive compensation because

Two of the eight companies were direct cOmpetitors or parent companies whos results were

significantly impacted by the results of direct competitors and anothrr was the parent company of

former direct competitor that stopped writing new business in 2011

Three of the other companies are financial guaranty insurers having significant exposure to

residential mortgage credit risk

All of the companies have significant insurance businesses not lending businesses and therefore

size comparisons are possible

Four of the companies have also named us peer

Our revenues for 2009-2011 were at the 43rd percentile excluding PMI

Adding general insurance or other financial services companies beyond the surety and financial

guaranty niches is not expected to provide meaningful information to the Committee in evaluating

executive compensation pay and performance and

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

Consideradon of 2012 Shareholder Advisory Vole on Executive Compensation

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 meeting voted to approve our

executive compensation In making the January 2013 compensation decisions which were the approval of

bonuses for 2012 performance approval of base salary increases to be effective in 2013 and the grant of

restricted stock awards the Committee viewed this vote as general approval of the objectives of our

executive compensation program described in this CDA those objectives remained unchanged from

what had been presented to shareholders and an affirmation that our program should be continued

Tax LJeductthility Limit

Under Section 162m of the Internal Revenue Code certain compensation in excess of $1 million paid

during year to any of the executive officers named in the SCT other than the CFO for that
year is not

deductible 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 162m 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

thaf compensation intended by the Committee to satisf the requirements for deductibility under Section

162m will be deductible In addition the Committee has discretionary authority to administer our

compensation programs in the future in manner that does not satisfy the requirements of Section 162m of

the Internal Revenue Code order to achieve result that the Committee determines to be appropriate
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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 regardiiig non-

qualified deferred compensation and the change-in-control provisions of Section 280G of the hitemal

Revenue Code

Stock Ownership by Officers

Beginning with awards of restricted stock made in January 2007 portion of restricted stock awarded

to our NEOs and other officers subject to Form 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 afterercise The number of

shares that must not be sold is the lower of 25% of the shares that vested or ii 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 merger and for certain other dispositions

We also have stock ownership guidelines for executive officers For our CEO the tock ownership

guideline is 100000 shares and for the other NEOs the guideline is 50000 shares Stock considered

owned consists of shares owned outright by the executive including shares in the executives account in

our 401k 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 million shares and the other NEOs exceeded the guidelines by between 237000 shares

and 628000 shares depending on the individual Our stock ownership guidelines previously based 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 party to Key Executive Employment and Severance Agreement with us

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

cash termination payment in one or two lump sums only after both change in control and specified

employment termination double trigger agreement We adopted this approach rather than providing

for such payment only after change in control single trigger agreement or change in control and

voluntary employment termination by the executive 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 unyested stock

options become fully vested at the date of change in control Once vested holder of an award is

entitled to retain it even if he voluntarily leaves employment although 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 principal 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 result of the failure of

the KEESAs to comply with Section 409A

The period for which our KEESAs provide employment protection ends on the earlier of the third

anniversary of the date of change in control or the date on which the executive attained his or her normal

rçtirement date In 2010 we created 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 pian 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 KEESA butrecognized that our employees may retire with full

pension at age 62 provided theyhave been 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 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

adoption of this plan

For additional information about our KEESAs see Compensation and Related Tables Potential

Payments UponTermination or Change-in-Control Change in Control Agreements below

No Stock Option Repricing

Our 2002 Stock Incentive Plan which governs equity awards grailted 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 lower exercise price in exchange for Outstanding options having higher exerciseprice unless

such re-pncing is approved by shareholders

Clawback Policy

Under the clawbackpolicy approved by the COmmittee the Company vill seek to recover certain

incentive compensation to the extent the Committee deems appropriate from any executive officer and

the chief accounting officer if subsequent financial restatement shows that such compensation should

not have been paid The clawback policy applies to restricted stock that vests upon the achievementcf

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 exeôutive officers must repay the difference between

the amount of after-tax income that was originally recognized from restrictedstock thatvested based on

achievement of 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

Hedging Policy

Under the hedging policy approved by our Board of Directors our directors NEOs and other officers

subject to Form reporting such as our chief accounting officer and chief information officer may not

enter into hedging transactions designed to hedge or offset decrease in the value of the Companys equity

securities For these purposes the Companys equity securities include but are not limited to vested and

unvested restricted stock units whether cash- or stock-settled and company stock held directly or

indirectly

Independent Compensation Consultant

Aside from its role as the Committees 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 CDA incentive plan designs director pay benchniarking study results as discusSed

above and whether the payment of bonusesfor 2012 Would be reasonable Fees incurred for services

performed by FWC in 2012 Were $114632

Other Aspects Of Our Compensation 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 Ownership by Officers above and the

clawback policy described above

The Committee has not adjusted executive officers future compensation based upon amounts realized

or forfeited pursuant to previous equity awards

The Committees 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 OurVice President-Human

Resources and our General Counsel also participate in the Committees 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 with our General Counsel on

related legal and tax compliance matters

Appendix

This portion of the CDA is the. Appendix that provides additional information about the discussion

in the Executive Summary that is not provided elsewhere in the CDA 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 CDA 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 customary measure of the quality of an insurers business It is losses

incurred divided by earned premiums for MGICs primary new insurance written in both cases over the

period of the ratio
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 Developments Annual Report to Congress Fiscal Year 201.2 Financial Status FHA
Mutual Mortgage Insurance Fund dated November 16 2012 The FHAs 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 premium for book of business divided by the

new insurance written amount for that book of business

Expense Ratio The expense ratio is the combined insurance operations underwriting expenses divided

by the net premiums written

The information about the expense rntios of our peers was obtained from earnings press releases and

Securities and Exchange Commission filings The information represents US mortgage insurance

segment information only Methods of calculating these ratios may differ among companies PMI and

Republic Mortgage Insurance Co ceased writing new mortgage insurance in 2011 therefore we have not

included their expense ratios for 20 i1 or 2012.

Other Additional information about the approvals from Fannie Mae Freddie 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 basis in Item 1A of our Annual Report on Form 10-K for the

year
ended December31 2012

The two companies that have stopped writing new business are PMI Mortgage Insurance and Republic

Mortgage Insurance

Our compensation is reasonable when measured by reference to peer group consisting of our

direct competitors and others related to our induhy

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

earlier were available

When the Committee made its last compensation decisions regarding 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 Appendix are the output of the Percentile formula in Microsofts Excel software

2009-2011 Average Total Direct

Revenues Compensation

millions

Ambac Financial Group 1543.4 1300.0

Assured Guaranty 1344.8 8616.0

Fidelity National Financial 5258.1 8423.6

First American Financial 3924.7 4019.5

Genworth Financial Inc 9808.0 66151

MBIA Inc 441.2 500.0

Old Republic Intl Corp 4183.8 1410.8

Radian Group Inc 1209.7 8522.4

MGIC 1559.5 2642.2

MGIC Percentile Ranking 43% 35%

2012 data for MGIC 2011 data for all other companies
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The Committees compensation consultant FWC see Benchmarking above simulated
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 2012 Because we .are within the GICS Thrifts and MortgageFinance Companies sub

classification the particular peer group that resulted from FWC simulation is primarily from this sub

classiflcatii The 22 companies in the peer group include 14 community banks and regional banks

Our compensation practices should not be benchmarked against peer group primarily selected by

Standard Poors Global Industry Classification Standard GICS in combination with balance sheet

test The Committee with the advice of its independent consultant determined GJCS-related peer group
is not appropriate for us because

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 group of community banks Our business is very different from community banking
which involves gathering consumer deposits through local retail branch network and investing

those funds to profit from an interest rate spread

Even if our GICS code were used for our business revenues are better metric for selection of

peer group than balance sheet assets Unlike community bank whose revenues are largely

function of assets on its balance sheet our revenues are largely 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 group of peers predominantly community banks which

would result from selecting peers primarily from companies with our GICS code and similar

amount of balance sheet assets

Our CEO compensation is aligned with returns to our shareholders

The last five
years throughout the CDA 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 using the compensation figures for 2008 in

that proxy statement

The performance goals for the restricted stock granted before 2008 that was forfeited in 2008-2012

were based on earnings per share and return on equity

We have not granted 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 includes options that expired in

January2013

During 2008-20 12 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 Govemance Committee

assists the oversight by the Board of Directors of MGIC Investment Corporations 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 CEOs annual compensation and approving

compensation for MGIC InvestmentCorporations other senior executives

The Committee reviewed and discussed with 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 Corporations

proxy statement for its 2013 Anhual Meeting of Shareholders and its Annual Report on Form 10-K for the

year ending December 31 2012

Members of the Management Development Nominating and Governance Committee

Kenneth Jastrow Ii Chairman

Thomas Hagerty

Leslie Muma
Donald Nicolaisen
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COMPENSATION AND RELATED TABLES

Change in

Pension Value

Stock

Salary Bonus Awards

2012 910539 475000 1256670

2011 884231 734300 2994449

2010 865000 1300000 1663200

and

Nonqualified

Deferred

Compensation

Earnings

1365107

967428

545645

Total

Compensation

4016266

5589358

4380345

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

Curt Culver

Michael Lauer

Patrick Sinks

Lawrence Pierzchalski

Jeffrey Lane

2012

1368675

461929

855424

461929

461929

2011

3097710

1045479

1936073

1045479

1045479

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 summary of our annual bonus program Other tables that

follow provide more detail about the specific types of compensation

Name and Principal Position

Curt Culver

Chairman and Chief

Executive Officer

Michael Lauer

Executive Vice President

and Chief Financial Officer

Patrick Sinks

President and Chief

Operating Officer

Lawrence Pierzchalski

Executive Vice

President Risk Management

Jeffrey Lane

Executive Vice President

and General Counsel

2012 480846

2011 466839

2010 453231

2012 583154

2011 558508

2010 516692

2012 469939

2011 456308

2010 443000

2012 729962

2011 710385

2010 653846

225000

357500

550000

200000

357500

585200

175000

302500

501800

200000

357500

550000

All Other

Compensation

8950

8950

6500

8950

8950

6500

8950

8950

6500

8950

8950

6500

8950

8950

19770

424127

1010629

561330

785420

1871535

1039500

424127

1010629

561330

424127

1010629

1402330

314666

235238

83577

618373

414061

213577

670932

470613

271888

449723

415914

311723

1453589

2079156

1654638

2195897

3210554

2361469

1748948

2249000

1784518

1812762

2503378

2937669
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The Company does not maintain nonqualified deferred compensation plan for its employees

The amounts shown in this colunm 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 Fistal Year-End below for summary ofthese plans The change shown in this column

is the difference between 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 officers employment with us ended on the last day

of that year shown and the same calculation done as if the officers employmenthad ended one yeÆr

earlier For all years shown the change between years represents the net result of 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

change in actuarial assumptions used to calculate the benefit primarily 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 distributions that the named

executive officers received from our Supplemental Executive Retirement Plan dunng 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 For

each named executive officer the change for 201 2011 and 2010 consists of

2012 2011 2010

Change in Change Due Change in Change Due Change in Change Due

Actuarial to Other Actuarial to Other Actuarial to Other

Name Assumptions Factors Assumptions Factors Assumptions Factors

CurtCulver 702165 662942 310398 657030 141243 404402

Michael Lauer 226765 87901 106335 128903 52343 31234

Patrick Sinks 353499 264874 144013 270048 61530 152047

Lawrence Pierzchalski 357260 313672 156596 314017 71724 200164

JeffreyLane 261831 187892 114036 301878 51911 259812

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 additional information regarding the

assumptions made in arriving at these amounts

Annual Bonus

The following is description of our annual bonus program This discussion supplements the

discussion included in the section titled Compensation Discussion and Analysis above

Our bonus program provides that annual bonuses so long as we met performance target described in

Compensation Discussion and Analysis Our 2012 Executive Compensation Annual Bonus above

are determined in the discretion of the Management Development Nominating and Governance

Committee taking account of

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 Committees subjective analysis of the business environment in which we operated during the

year

the Committees subjective evaluation of individual officer performance

49



the subjective recommendations of the CEO except in regard to his own bonus and

such other matters as the Committee deems relevant

The maximum bonuses under this bonus framework cannot exceed three times the basesalary of the

CEO and 225 times thebase salaries of our other named executive officers

2012 Grants Of Plan-Based Awards

The following table shows thegrants of plan-based awards to our named executive officers in 2012

Name

Estimated Future Payouts

Under Equity Incentive Plan

Grant Awards

Type of Award Date Target Maximum

Curt Culver Other2

Performance Based3

Michael Lauer Other2

Performance Based3

Patnck Srnks Other2

Performance Based3

Lawrence Pierzchalski Other2

Performance Based3

Jeffrey Lane Other2

Performance Basºd3

1/30/12

1/30/12

1/30/12

1/30/12

1/30/12

1/30/12

1/30/12

1/30/12

1/30/12

1/30/12

Grant Date

Fair Value of

Stock and

Option

Awards

$1

24850
1007820

83985

340142

155531

629889

83985

340142

83985

340142

63000

255144

21262

86112

39375

159466

21262

86112

21262

86112

63000

283500

21262

95682

39375

177188

21262

95682

21262

95682

All of the figures in this colunm 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 Thre have been no stock

options granted since 2004

CM Grants as described in Compensation Discussion and Analysis Our 2012 Executive

Compensation Longer-Term Restricted Equity Other Restricted Equity above including

information about the performance goals applicable to these awards

LME Grants as described in Compensation Discussion and Analysis Our 2012 Executive

Compensation Longer-Term Restricted Equity above including information about the

performance goals applicable to these awards Pursuant to rules adopted by the SEC the amounts set

fOrth in the Target column are based upon the asthption 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 executive officers equity awards outstanding on December 31
2012

There have been no stock options granted since 2004 All stock option awards are fully vested

Based on the closing price of the Common Stock on the New York Stock Exchange at 2012 year-end

which was $2.66

These stock options expired in January 2013 without bemg exercised

Consists of 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 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 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 EŁcutive Compensation Longer-Term

Restricted Equity Other Restricted Equity for inforrnätioæ 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 2012 The 2012 awards are reported in thô

table titled 2012 Grants of Plan-Based 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

greater percentage of the 2011 awards were granted in the form of performance-based awards

increasedfrom approximately 75% to approximately 82% excluding one-time grant to Mr Lane
The number of units of performance-based restricted equity included in This colunm is representative

amount based on 2011 performance

Number of

Securities

iJnderlying

Unexercised

Options

Exercisable

Name

Curt Culver

Michael Lauer

Patrick Sinks

Lawrence Pierzchalski...

Jeffrey Lane

Equity Incentive

Equity Incentive Plan Awards
Plan Awards Market or Payout

Number of Value of Unearned

Unearned Shares Shares Units or

Option Units or Other Other Rights That

Expiration Rights That Have Have Not Vested

flate Not Vested $2

Option

Exercise

Price

43.70

68.20

43.70

68.20

.43.70

68.20

43.70

68.20

43.70

68.20

80000
80000

27000
27000

8000
40000

27000
27000

0800
27000

1/22/13

1728/14

1/22/13

1/28/14

1/22/13

1/28/14

1/22/13

1/28/14

1/22/13

1/28/14

563907 1499993

190321 506254

.352445 937504

.i90321 506254

19032P 506254
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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

Name

Curt Culver

Michael Lauer

Patrick Sinks

Lawrence Pierzchalski

Jeffrey Lane

Number of

Shares

Acquired

on Vesting

257784

87002

161114

87002

112002

Value Realized

on Vesting

$1
1159115

391201

724442

391201

502951

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 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

Plan Narne
__________

Qualified Pension Plan

Supplemental Executive Retirement 30.2

Plan

Qualified Pension Plan

Supplemental Executive Retirement

Plan

2236185

787645 3465

Jeffrey Lane Qualified Pension Plan

Supplemental Executive Retirement

Plan

16.3 2610032
16.3 420328 8527

See below for summary of these plans

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

Number of

Years

Credited

Service

30.2

Present Value

of Accumulated

Benefit $2
2572411

4307039

Payments

During

Last

Fiscal

Year

6439

Name

Curt Culver

Michael Lauer

Patrick Sinks

Lawrence Pierzchalski

Qualified Pension Plan

Supplemental Executive Retirement

Plan

Qualified Penion Plan

Supplemental Executive Retirement

Plan

23.8

23.8

34.4

34.4

30.7

30.7

2133023

389165

2528171

853711

6897

3301
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received and continuing for his life expectancy determined at the end of 2012 and by assuming that

the officers 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 underthese plans

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 $34000 credited to Mr Lane as part
of his initial employment This

amount represents $443697 of the present value of Mr Lanes 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 the officers 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 employees

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 1998 will generally be equal to 2% of the

employees 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 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 tOtober 31 1985 under the terms of 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 Retirement benefits vest on the basis of graduated

schedule over 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

2005 are payable in 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 $277770 Mr
Lauer $200000 Mr Sinks $200000 Mr Pierzchalski $200000 and Mr Lane $200000 and the

lump-sum payment for supplemental executive retfrement benefits earned on or after January 2005

would have been Mr Culver $3457728 Mr Lauer $802838 Mr Sinks $490797 Mr
Pierzchalski $908339 and Mr Lane $417787As 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 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 $254160 Mr Lauer $200000

Mr Sinks $129000 Mr Pierzchalski $178000 and Mr Lane $200000 and the lump-sumpayment

for supplemental executive retirement benefits earned on or after January 2005 would have been Mr
Culver $3256777 Mr Lauer $802838 Mr Sinks $352748 Mr Pierzchalski $838965 and Mr
Lane $417787 The discount rate and post-retirement mortality assumptions used to calculate the lump-

sum payments differ from the factors used in our financial statements
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Potential Payments Upon Termination or Change-in-Control

The following table summarizes the estimated value of payments to each of the named executive

officers assuming the triggering event or events indicatedoccurred on December31 2012

Equity and

Stock

Options

that will

Vest on an

Cash Accelerated

Total PaymentS Basis $1

1647814

1647814

1647814

Change in controF with

qualifying termination 3323280

Change in control without

qualifying termination3 556142

Retirement 245071

Death 556142

Other benefits include three years Of healthand 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 party to KEESA that may provide for payments after change in control qualifying

termination is termination within three years but no later than the date the executive reaches the age

Name Termination Scenario

Value of Value of

Restricted Restricted

Equity and

Stock

Options

Eligible for

Continued

Vesting

______________
$1

Curt Culver Change in control with

qualifying termination3

Change in control without

qualifying termination3

Death

Michael Laüer

7859780 606l819

Value of

Other

Benefits

$2

150147

106527

1647814

1647814

266061 556142

556142

245071

556142

Patrick Sinks Change in controlwith

qualifying termination3 4388665 32193 i0 1029891 139464

Change in control without

qualifying termination3 1029891 1029891

Death 029 891 029 891

Lawrence Pierzchalski ... Change in control with

qualifying termination3 3255522 2599137 556142 100243

Change in control without

qualifying termination3 556142 556142

Death 556142 556142

Jeffrey Lane Change in control with

qualifying termination3 3905066 3205840 556142 143084

Change in control without

qualifyingtermination3 556142 556142

Retirement 245071 245071

Death 556142 556142

The value attributed to restricted stock that accelerates or is eligible for continued vesting is calculated

using the closing price on the New York Stock Exchangeon December 31 20.12 which is higher

valuation than that specified by IRS regulations for tax purposes The value of options would be the

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

exercise price However as of December 31 2012 the exercise price of all options the

market price As result all amounts in these columns represent value attributable solely to restricted

equity
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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 disability or by tile executive for good

reason

Amounts payable in one or two lump sums depending on limits 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 required by applicable tax rules

and regulations is payable six months thereafter

As of December 31 2012 neither Mr Lauer nor Mr Lane was eligible to receive 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 supplemental benefit plan applicable to

persons
who had attained their normal retirement age

Mr Lanes cash payment under his supplemental KEESA was capped by reducing such payment by
$812563 to an amount that will not triggerpayment of federal excise taxes onsuch payment

Change in Control Agreements

Key Executive Employment and Severance Agreement Eaºh of our named executive officers is party

to Key Executive Employment and Severance Agreement with us KEESA If change in control

occurs and the executives 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 andMr 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 executiveterminates his employment for good reason the executive

is entitled to receive termination payment of twice the sum of his annual base salary his maximum

bonus award and an amount for pension accruals and profit haring and matching contributions 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 limits on amounts that may be paid within six months

under applicable tax rules and regulations The first lump sum is payable within 0business daysafter the

termination date and the second lump sum if required by applicable tax rules and regulations is payable

six months thereafter

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 period of twelve months after termination for which 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 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 KEESA if the executive were intentionally to 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 executives position or working conditions

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

salary no less than the base salary in effect prior to the change in control and to bonus opportunity of no

less than 75% of the maximum bonus opportunity in effect prior to the change in control The executive is

55



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 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 new employer outplacement services and up to total of $10000 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 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 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 Corporation Key Executive Employment and Severance Agreements

which provides benefits to compensate for th 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 KEESA but recognized

that our employees may retire with full pension at age 62 provided they have been 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 result unlike our

KEESAs this plan does not include an excise tax gross-up provision Our KEESAs were not amended in

connection with the.adoption of this plan

Post-Termination Vesting of Certain Restricted Equity Awards

In general our restricted equity awards are forfeited upon termination of employment other than as

result of the award recipients death in which case the entire award vests In general if employment

termination occurs after age 62 for recipient who has been employed by us for at least seven years

awards granted at least one year prior to the date of the employmenttermination will continue to vest if the

recipient enters into 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 written severance policy for terminations of employment unrelated to

change in control we have historically negotiated severance arrangements with officers whose

employment we terminate without cause The amount that we havepaid has varied based upon the

officers tenure and position
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OTHER MATTERS

Related Person Transactions

Among other things our Code of Business Conduct prohibits us from entering into transactions in

which our Senior Financial Officers executive officers or their respective immediate family members

have material financial interest either directly or through company with which the officer has

relationship unless all of the following conditions are satisfied

the terms of the contract or transaction are fair and equitable at arms length and are not

detrimental to our interests

the existence and nature of the interests of the officer are fully disclosed to and approved by the

Audit Committee and

the interested Officer has not participated on our behalf in the consideration negotiation or

approval of the contract or transactiort

In addition the Code requires Audit Committee approval of all transactions with any director or

member of the directors 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 partner of that law firm and his wife is cUrrently

partner in that law firm In 2012 Foley Lardner was paid $1400612 by us and our consolidated

subsidiaries for legal services and in the first two months of 2013 it was paid an additional $83643

Section 16a Beneficial Ownership Reporting Compliance

Section 16a 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 exeutive officers we believe that all Section 16a
forms were timely filed by our directors and executive officers in 2012 except for the inadvertent failure

to file one report covering the disposition by James KarpowiØz Senior Vice President of our

Mortgage Guaranty Insurance Corporation subsidiary of approximately 840 shares valued at less than

$1500 from his MGIC Profit-Sharing and Savings Plan account on October 15 2012 Form 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 mor than 50 other Section 16a filings on behalf of our

executive officers and directors 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 representative of PwC is expected to attend the Annual Meeting and will be given an

opportunity to make statement and respond to appropriate questions

In PwCs engagement letter we expect that we and PwC will
agree not to demand trial by jury in

any action proceeding or counterclaim arising out of or relating to Pwçs 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 requirement that we

arbitrate any disputes with PwC nor any limitation on our right to damages from PwC

Audit andOther Fees

For the
years ended December 31 2012 and 2011 PwC billed us fees for services of the following

types

2012 2011

Audit Fees 1920631 $1914228

Audit-Related Fees 33329 10610

Tax Fees 31010 30245

All Other Fees 3760 3760

Total Fees 1988730 1958843

Audit Fees include PwC review of our qi.arterly financial statements and audit of our year-end

financial statements and internal controls over financial reporting Audit-Related Fees for 2011 and 2Q12

include fees related to an external peer review of the actuarial calculations done with respect to our

Australian operations Audit-Related Fees for 2012 also include fees in connection with financial

examination by the insurance regulator of our domiciliary state Tax Fees include 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 independence provide that independence may be impaired if

the auditor performs services without the pre-approval of the Audit Committee The Committees policy

regarding pre-approval of audit and allowable non.udit services to be provided by .the independent

auditor includes list of services that are pre-approved as they become necessary and the Committees

approving of 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 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 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 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 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

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 separate copy of this proxy statement and the Annual Report to

Shareholders to shareholder at shared address to which single copy of the document was delivered

shareholder who wishes to receive separate copy of the proxy statement and Annual Report to

Shareholders now or in the future should submit request to MGIC by telephone at 414 347-6480 or by

submitting 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 single copy of such materials

in the future will need to contact their broker bank or other nominee to request that only single copy be

mailed to all shareholders at the shared address in the future
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AMENDED AND RESTATEDRIGHTS AGREEMENT

THIS AMENDED AND RESTATED RIGHTS AGREEMENT Agreement is dated as of

July 25 2012 between MGIC INVESTMENT CORPORATION Wisconsin corporation the

Company and WELLS FARGO BANK NATIONAL ASSOCIATION ational banking

association the Rights Agent

WHEREAS the Board of Directors of the Company authorized Rights Agreement dated as of

July 22 1999 the Original Rights Agreement declared dividend of one common share purchase right

Right for each Common Share as hereinafter defined outstanding upon the close of business on

August 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 42013 representing the right to purchase one-tenth

of one Common Share upon the terms and subject to the conditions set forth in the Original 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 2009 as

subsequently amended the 2009 Rights Agreement and

WHEREAS if the Company experiences an ownership change as defined in Section 382 of

the Internal Revenue Code of 1986 as amended the Code then its ability to use its Tax Benefits as
hereinafter defined for U.S federal income tax purposes could be substantially limited and

WHEREAS the Company views its Tax Benefits as valuable assets of the Company which are

likely to inure to the benefit of the Company and its shareholders and the Company believes that is in the

best interest of.the Company and its shareholders that the Company provide for the protection of the

Companys 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 Rights Agent hereby amend and restate the 2009 Rights Agreement to provide

as follows

Section Certain Definitions For purposes of this Agreement the following terms have

the meanings indicated

2009 Amendment Effective Time means the close of business on July 2009

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 per Common Share that affect the number of Common Shares deliverable on conversion

of the 2017 Notes shall be considered .adjustments under the immediately preceding sentence

2017 Notes means the Companys 5% Convertible Senior Notes due 2017

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

2020 Notes means the Companys 2% Convertible Senior Notes due 2020
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2063 Debenture Adjustment Events means each of 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 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 immediately preceding clause iii

2063 Debentures means the Companys 9% Convertible Junior Subordinated

Debentures due 2063

Acquiring Person means any Person that is or has become by itself or together with its

Affiliates and Associates Beneficial Owner of 5.0% or more of the Common Shares then outstanding

but shall not include

any Related Person

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

Person that had qualified as 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 as an

Exempt Person for the exception in subsection iv of this Section 1h as Grandfathered

Person pursuant to subsection uii of this Section or in the case of any Person who was

Grandfathered Person pursuant to subsection ui of this Section as Grandfathered Person

pursuant to subsection uii of this Section which shall be applied to such Person as if the

Percentage Stock Ownership of such Person at the 2009 Amendment Effective Time had been less

than 5.0%

iii 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 Beneficial Owner of 5.0% or more of the Common Shares then outstanding or has

inadvertently failed to continue to qualify as 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 if the Person delivers

representation letter pursuant to clause of Section 1q and requests determination of the

Company pursuant to clause ii of Section 1q then the time if any upon which the Company

informs the Person of its adverse determination with respect to such request with no divestiture

being required if the Person is determined to be an Exempt Person or if the Person does not both

deliver representation letter pursuant to clause of Section .1q and request determination of the

Company pursuant to clause ii of Section 1q 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 or without exercising or retaining any power including voting power
with

respect to such Common Shares or other securities the beneficial ownership of which by

Person also results in such Person beneficially owning Common Shares sufficient Common Shares

or other securities the beneficial ownership of which by Person also results in such Person

beneficially owning Common Shares so that such Persons 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

Grandfathered Person or Exempt Person Common Shares or other securities the beneficial ownership

of which by Person also results in such Person beneficially owning Common Shares in an amount

sufficient to reduce such Persons beneficial ownership of Common Shares by the number of

Common Shares that caused such Person to so fail to qualify as Grandfathered Person or Exempt
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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

Beneficial Owner of 5.0% or more of the Common Shares then outstanding or fails to continue to

qualify as 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

together with its Affiliates and Associates subsequently becoming Beneficial Owner of 5.0% or

more of the Common Shares then outstanding or failing to continue to qualify as Grandfathered

Person or Exempt Person and

any Person that has by itself or together with its Affiliates and Associates become

Beneficial Owner of 5.0% or more of the Common Shares then outstanding or has failed to continue

to qualify as Grandfathered Person or Exempt Person as result of one or more transactions that are

determined to be Exempt Transactions unless and until such time as such Person or transactions no

longer satisfy the terms or conditions if any that the Board prescribed in its determination under

subsection of this Section with respect to such transactions provided that if the Percentage

Stock Ownership of any Person that had qualified for the exemption under this subsection ceases

to be at least 50% 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 as an Exempt Person Ii for the exception in subsection iv of this

Section 1h III as Grandfathered Person pursuant to subsection uii of this Section or IV
for an additionalexception under this subsectionv

If officers of the Company determine on behalf of the Company that Person has at or after the 2009

Amendment Effective Time by itself or together with its Affiliates and Associates inadvertently become

Beneficial Owner of 5.0% or more of the Common Shares or has inadvertently failed to continue to

qualify as Grandfathered Person or Exempt Person pursuant to subsection iv of this Section then

such officers shall promptly notify the Board of such determination Notwithstanding the foregoing

failure to promptly rnakesuch notification shall not impact the effectiveness of such determination

Affiliateand 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 1i 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 owned by such first Person or by Person or group of Persons to which the

Common Shares owned by such first Personare attributed pursuant to Treasury Regulation Section 1.382-

2Th or ii owned by the same entity as defined in the second sentence of Treasury Regulation

Section 1.382- 3a1 as is deemed to own the Common Shares owned by such first Person provided

however that Person shall not be deemed to be an Affiliate or Associate of another Person solely

because either or both Persons are or were directors or officers of the Company

Person shall be deemed Beneficial Owner of and shall be deemed to beneficially

own any securities

which such Person or any of such Persons Affiliates or Associates beneficially

owns directly or indirectly

ii which such Person or any of such Persons 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 Person shall not be deemed Beneficial
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Owner of or to beneficially own securities tendered pursuant to tender or exchange offer made by

or on behalf of such Person or any of such PersOns Affiliates or Associates until such tendered

securities are accepted for purchaseor exchange

iii which such Person or any of such Persons Affiliates or Associates directly or

indirectly has or shares the right to vote or dispose of or has beneficial ownership as defined under

Rule 3d-3 of the General Rules and Regulations under the Exchange Act of including pursuant to

any agreement arrangement or understanding whether or not in writing or

iv with respect to which any other Person is Beneficial Owner if the Person

referred to in the introductory clause of this Section 1j or any of such Persons Affiliates or

Associates has any agreement arrangement or understanding whether or not in writing with such

other Person or any of such other Persons Affiliates or Associates .with respect to acquiring

holding voting or disposing of any securities of the Company provided however that the preceding

provisions of this Section 1j shall not be applied to cause Person to be deemed Beneficial

Owner of or to beneficially own any security solely because such Personhas theright to vote

such security pursuant to an agreement arrangement or understanding whether or not in writing

which arises solely from revocable proxy given to such Person in
response

to public proxy or

consent solicitation made pursuant to and in accordance with the applicable rules and regulations

under the Exchange Act and is not also .then repOrtable on Schedule 3D under the Exchange Act

or any comparable or successor repOrt or if such beneficial ownership arises solely as result of

such Persons status as clearing agency as defined in Section 3a23 of the ExchangeAct

provided further that nothing in this Section 1j shall cause Person engaged in business as an

underwriter of securities or member of selling group to be BeneficialOwner of or to beneficially

own any securities acquired through such Persons 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 becominga Beneficial Owner of any

additional Common Shares until the Person accepts such transfer provided further that Person shall

not be deemed to be Beneficial Owner of or to beneficially own any Cothmon Shares that

would be issuable upon conversion of 2063 Debentures as result of deferred interest including

compounded interest accrued with respect to 2063 Debentures that arebeneficially owned and not

yet converted by such Person For the avoidance of doubt it is understood that the exception in this

Section 1j in the final proviso of the immediately preceding sentence does not apply to Common

Shares ttributab1e 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 1j Person shall be deemed 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 owned by such first Person or by Person or group of

Persons to which the securities owned by such first Person are attributed pursuant to Treasury

Regulation Section .382-2Th or owned by the Same entity as defined in the second sentence

of Treasury Regulation Section .382-3a1i 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 Saturday Sunday or day on which

banking institutions in the State of Wisconsin are authorized or obligated by lawor executive order to

close
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close of business on any given date shall mean 500 P.M Milwaukee Wisconsin time

on such date provided however that if such date is not Business Day it shall mean 00

Milwaukee Wisconsin time on the next succeeding Business Day

Common Shares means the shares of common stock par value .$ 1.00 of the Company

Distribution Date has the meaning set forth in Section 3a hereof

Exchange Act has the meaning set forth in subsection of this Section

Exempt Person means any Person who delivers to the Company letter that as

determined by the Company in its sole discretion is substantially in the form attached hereto as Exhibit

or is an Affiliate or Associate of another Person who delivers to.the Company letter described in

clause iA and ii whose.beneficia1 ownership of 5.0% or more of the outstanding Common Shares

would not as determined either prior .to the time such Person becomes the Beneficial Owner of 5.0%

or more o.f the Common Shares.tben outstanding or if the Company determines pursuant to Section

ihiv that such Person by its1f or together with its Affiliates .and Associates had inadvertently become

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 tbeCommon 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 letter .describedin has receivedwritten notice of such determination by

the Company under this clause iithat such Person shall cease to be an Exempt Person

from and after the .earlier.of such time if any as in respect of the letter thatsuch Person Or its Affiliate

or Associate delivered pursuant to clause ia representation or warranty of such PersOn or its Affiliate

or Associate in such letter was not true and correct when made 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 covenant contained in such letter or II such Person becomes the

Beneficial Owner of 10% or more of the .CommonShares then outstanding other than by virtue of any

increase that is result of .an acquisition of Common Shares by the Company andior 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

duringtbe 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 thia 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

1h such Person shall be deemed to have become as of the time the .Person ceased to qualify as an

Exempt Person Beneficial Owner of the Common Shares that such Person and such Persons Affiliates

and Associates then beneficially own For .the avoidance of doubt it is understood that the qualifications

and exceptions in this Section 1q with respect to 2063 Debenture Adjustment Events 2017 Note

Adjustment Events and.202O Note Adjustment Events do not apply to Common Shares attributable to

2063 Debenture Adjustment Events 2017 .Note Adjustments Events or 2020 Note Adjustment Events that

are delivered and beneficiallyowned on conversion of 2063 Debentures 2017 Notes or 2020 Notes.

Exempt Transaction means any transaction 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 an Exempt Transaction under this Agreement

Expiration Date means the earliest of Final Expiration Date ii the time at which

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

the beginning of taxable year of the Company to which the BoarŁ deterthines that no Tax Benefits

may be carried forward

Final Expiration Date means the close of business on August 2015

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 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

Grandfathered Person from and after such time if any as the Persons Percentage Stock Ownership

shall be increased from such Persons lowest Percentage Stock Ownership at or after the 2009

Amendment Effective Time other than any increase pursuant to or as result of an acquisition of

Common Shares by the Company and/or such Person becoming the Beneficial .Owner of

additional Common Shares due solely to such Person beneficially owning 2063 Debentures

immediately prior to the 2009 Amendment Effective Time and 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 Adjustment Events and

ii any Person .who at the 2009 Amendment Effective Time is not Beneficial

Owner of 5.0% Or more of the Common Shares outstanding at the 2009 Amendment EffectiveTime

and if the definition of Acquiring Person did not include an exclusion for any Grandfathered

Person wouldqualify as an Acquiring Person after the 2009 Amendment Effective Time as result of

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 Grandfathered Person from and after such time if

any as the Persons Percentage Stock Ownership shall be increased from such Persons lowest

Percentage Stock Ownership on or after the date of the first occurrence of any event described in

clause or II other than any increase pursuant to or as result of an acquisition of Common

Shares by the Company and/or 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 Grandfathered Person ceases to so qualify then for purposes of

Section 1h such Person and such Persons Affiliates and Associates shall be deemed to have become as

of the time the Person ceased to qualify as Grandfathered Person Beneficial Owner of the Common

Shares that such Person and such Persons Affiliates and Associates then beneficially own For the

avoidance of doubt it is understood that the qualifications and exceptions in subsections ui and iiof

this Section .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 Person means the percentage calculated by dividing

the number of Common Shares as to which the Person together with its Affiliates and Associates is

Beneficial Owner divided by iithe number of Common Shares then outstanding
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Person means any individual firm corporation partnership trust associatiOn limited

liability company limited liability partnership governmental entity or other entity or any group of any

one or more of the foregoing making coordinated acquisition of shares or otherwise treated as an entity

within the meaning of Treasury Regulation Section 1..382-3ati and shall include any successor by

merger or otherwise of any such entity

Redemption Date has the meaning set forth in subsection of this Section

Related Person means the Company any Subsidiary of the Company in 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 employee benefit plan or compensation arrangement

Securities Act means the Securities Act of 1933 as amended

aa Shares Acquisition Date means the first date of public announcement which for

purposes of this definition shall include without limitation report filed or amended pursuant to Section

13d under the Exchange Act but not report filed or amended pursuant to Rule 13f-l of the General

Rules and Regulations under the Exchange Act by the Company or Person or an Affiliate of the Person

that the Person has become an Acquiring Person or ii if earlier the first date the Board concludes that

Person has become an Acquiring Person

bb Subsidiary of any Person means any other Person of which securities or other

ownership interests having ordinary voting power in the absence of contingencies to elect majority of

the board of directors or other Persons performing similar functions are at the time directly or indirectly

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 net unrealized built-in loss within the meaning of Section

382 of the Code of the Company or any of its Subsidiaries

dd Treasury Regulation means final proposed or temporary regulation ofthe U.S

Department of Treasury promulgated under the Code

Section Appointment of Rights Agent The Company hereby appoints the Rights Agent

to act as agent for the Company and the holders of the Rights who in accordance with Section 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

Section Issue of Right Certificates

Until the earlier of the tenth day after the Shares Acquisition Date or ii the tenth

Business Day or such later date as may be determined by action of the Companys Board of Directors

prior to such time as any Person becomes an Acquiring Person after the date that tender or exchange

offer .is first published or sent or given within the meaning of Rule 14d-2a 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 Dates the Rights will be evidenced subject to the provisions of

Section 3b hereof by the certificates for Common Shares registered 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 system by notatiOns in the respective book entry accounts
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for the Common Stock and the right to receive Right Certificates will be transferable only in

connection with the transfer of Common Shares provided however that if tender or exchange offer is

terminated prior to the occurrence of Distribution Date then no Distribution Date shall occut as 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 Right Certificate in substantially the form of Exhibit

hereto Right Certificate evidencing one Right for each Common Share of the Company sO held As

of the Distribution Datethe Rights will be evidenced solely by such Right Certificates

The Company has prepared Summary of Rights to Purchase Common Shares attached

as Exhibit hereto the Summary of Rights 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 copy of the Summary of

Rights attached thereto shall also constitute the transfer of the Rights associated with the Common Shares

represented thereby

Certificates for Common Shares that become outstanding including without limitation

certificates for reacquired Common Shares referred to in the last sentence of this paragraph 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 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 required by the Original

Rights Agreement or the 2009 Rights Agreement as applicable

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 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 copy of the Rights Agreement

without charge after receipt of 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 void

With respect to such certificates containing the foregoing legend until the Distribution Date the Rights

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 aºcount

statement with respect thereto issued prior to the earliest of the Distribution Date the Redemption Date or

the Final Expiration Date 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 which are no longer outstanding

Section Form of Riaht Certificates The Right Certificates and the formS of election to

purchase Common Shares and of assignment to be printed on the reverse thereof shall be substantially the

same as Exhibit 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 Common Shares as shall be set forth therein at the purchase price per Common

Share set forth therein but the amount 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 Countersignature and Registration

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 Companys seal or 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 -coui1tersigned 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 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

Following the Distribution Date the Rights Agent will keep or cause to be kept at its

principal office books for registration and transfer ofthe 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 Right

Certificates

Notwithstanding any other provisions hereof the Company and the Rights Agent may
amend this Rights Agreement to provide -for uncertificated Rights in addition to or in place of Rights

evidenced by Right Certificates --

Section Transfer Split Up Combination and Exchan2e of Rwht Certificates

Mutilated Destroyed Lost or Stolen Right Certificates

Subject to the provisions of Section 14 hereof at any time after the close of business 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 become void pursuant to

Section 1aii hereof or that have been redeemed or exchanged pursuant to Section 23 or Section 24

hereof may be transferred -split up combined or exchanged for another Right Certificate -or- Right

Certificates entitling the registered holder to purchase 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 Right Certificate

or Right Certificates as the case may be as so requested The Companymay require payment of sum
suffiàient to cover any tax or governmental charge that may be imposed in connection with any transfer

split up combination or exchange of Right Certificates

Upon receipt by the Company and the Rights Agent of evidence reasonably satisfactory

to them of the loss theft destruction or mutilation of Right Certificate atid in case of loss theft or

destruction of indemnity or security reasonably satisfactory to them and at the Companys 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 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 Exercise of Ri2hts Purchase Price Expiration Date of Rights

Each Right shall be exercisable to purchase one-tenth of one Common Share of the

Company subject to 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
paymen.t 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 Common Share greater than one-half of

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

price in proportion to the Purchase Price an additional fraction of 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

The Purchase Price for each full Common Share pursuant to the exercise of 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 with paragraph below

Upon receipt of Right Certificate 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 hereof as set forth below the Rights Agent

shall thereupon promptly 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 iiwhen 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 1aiii hereof shall be made by certified check cashiers 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 followingthe occurrence of Section 11aii Event as hereinafter defined may be

made wholly or in part by delivery of certificate or certificates with appropriate stock powers executed

in blank attached thereto evidencing number of Common Shares equal to the then Purchase Price

divided by the closing price as determined pursuant to Section 11d hereof per Common Share on the
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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 11a 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

In case the registered holder of any Right Certificate shall exercise less than all the Rights

evidenced thereby 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 holders 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 registered holder of Right Certificate

upon the occurrence of any purported transfer assignment or exercise as set forth in this Section unless

such registered holder shall have 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 iiprovided 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

Section 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

theCompany 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

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.

Section Reservation and Availability of Common Shares

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 numbef of Common Shares that will be sufficient to permit the exercise in full of all

outstanding Rights in accordance with Section

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

The Company covenants and agrees that it will take all such action as may be necessary

to ensure that all 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 exceptS as otherwise provided by any corporation law

applicable to the Company

The Company further covenants and agrees that it will pay when. due and payable any

and all federal and state tran.sfer 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 toa Person other than or the issuance Or delivery of certificates forthe

Common Shares in 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 Companys
reasonable satisfaction that no such tax is due

If the Company determines that registration under the Securities Act is required the

Company shall use commercially reasonable efforts to file as soon as practicable after the Distribution

Date registration statement under the Securities Act with respect to the securities issuable upon exercise

of the.Rights iito cause such registration statement to become effective assoon as practicable after such

filing and iii to cause such registration statement to remain effective with prospectus at all times

meeting the requirements of the Securities Act until the earlier of the date as of which the Rights are

no longer exercisable for such securities and the Expiration Date The Company shall also take such

action as may be appropriate to ensure compliance with the securities or blue ky laws of the various states

in connection with the exercisability of the Rights The Company may temporarily suspend for 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 qualif the nghts the exercise thereof or the issuance of secunties

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 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 registration statement in
respect of such securities has not been

declared effective

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 tä 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 suchRights 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 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

Section 1L Adjustment of Purchase Price Number of Shares or Number of Rights 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

In the event the Company shall at any time after the date of this Agreement
declare dividend on the Common Shares payable in Common Shares subdivide the outstanding
Common Shares combine the outstanding Common Shares into smaller nutuber of Common
Shares or issue any shares of its capital stock in reclassification of the Common Shares

including any such reclassification in connection with share exchange consolidation or merger in

which the Company is the continuing or surviving corporation except as otherwise provided in this

.Section 11a 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 time

when the Common Shares transfer books of the Company were open such holder would have owned

A-12



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 the

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

Company issuableupon exercise of one Right If an event occurs which would require an adjustment

under bothSection tai and Section iiaii the adjustment provided for in this Section 1ai
shall be in addition to and shall be made prior to any adjustment required pursuant to Section

liaii.

Subject to the following paragraph and Section 24 of this Agreement in the

event any Person shall become an Acquiring Person Section 1aii Event each holdet of

Right shall thereafter have right to receive upon exercise thereof at price equal toten times the

then current Purchase Price per full Common Share multiplied by the number of Common Shares for

which Right is exercisable immediately prior to the first occurrence of Section 1aii Event in

accordance with the terms of this Agreement such number of Common Shares as shall equal the result

obtained by multiplying ten times the then current Purchase Price per full Common Share by the

number of Common Shares for which Right is .exercisableimmediately prior to the first occurrence

of Section 11aii Event and dividing that product byy 50% of the then current per
share market

price of the Common Shares determined pursuantto Section i1don the date the Person became an

Acquiring Person such nutriber of shares the Adjustment Shares

From and after Section 11 aii Event any Rights that are or were beneficially owned

by such Acquiring Person or any Associate or Affiliate of such Acquiring Person shall be void and

any holder of such Rights shallthereafter have no right to exercise such Rights under any provision of

this Agreement No Right Certificate shall be issued pursuant to Section or that represents Rights

beneficially owned hy an Acquiring Person whose Rights would be void pursuant to the preceding

sentence or any Associate or Affiliate thereof naRight Certificate shall beissued at any time upon the

transfer ofany Rights to an Acquiring Person whose Rights would be void pursuant to theprecedin

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 void putsuant to the 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 result of its

failure to make any determinations with respect to an AcquiringPerson or itsAffihiates Associates or

transfereeshereunder

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 Companyshall determine the excess of the value ofthe Adjustment

Shares issuable upon the exercise of Right the Current Value over the Purchase Price payable

with respect to such Right such excess the Spread and Bwith respect to each Right subject to

the second paragraph of Section 1aii make adequate provision to substitute for the Adjustment

Shares upon payment of the applicable Purchase Price cash reduction in the Purchase Price

Common Shares or other equity securities of the Company including without limitation shares

or units of shares of preferred stockif 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 sixth paragraph under the caption Amendment of Articles

of Incorporation to Authorize Preferred Stock in the Companys Proxy Statement for its 1998 Annual

Meeting of Shareholders such shares of preferred stock ereinafterreferred to as common stock

equivalents debt securities of the Company other assets or any combination of the

foregoing having anaggregatevalue equalto the Current Value where such aggregate value has been

determined by the Board based upOnthe advice ofa nationally recognized investment banking firm

selected by the Board provided however if the Company shall not have made adequate provision to

substitute for the AdjustmentShares pursuant to clauseB above within thirty 30 days following the
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occurrence of Section 11 aiiEvent the Section 1.1 aiiTrigger Date then the Company shall

be obligated to deliver upon the surrender for exercise of aRight 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 aiiTrigger

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 some action need be taken pursuant to the first and/or second sentences of

this Section 1aiii the Company shall provide subject to the last paragraph of Section 1aii
hereof that such action shall apply uniformly to all outstanding Rights and 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 public announcement stating that the exercisability ofthe Rights has been temporarily

suspended as well as public announcement at such time as the suspension is no longer in effect For

purposes of this Section 11 aiii the value of the Common Shares shall be the current per share

market price as determined pursuant to Section 11d hereof of the Common Shares on the Section

11 aii Trigger Date and the value of any common stock equivalent shall be deemed to have the

same value as the Common Shares on such date

In case the Company shall fix record date for the issuance of rights options or warrants

to all holders of Common Shares entitling them for period expiring within 45calendar days after such

record date to subscribe for or purchase Common Shares or securities.convertibleinto Common Shares

at price per Common Share or having conversion price per share if security convertible into

Common Shares less than the then current per share market price of the Common Shares as defined in

Section 11d 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 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 market plice 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 consideration part or all of which

shall be in 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 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 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

In case the Company shall fixa record date for the making of distribution to all holders

of the Common Shares including any such distribution made in connection with share exchange

consolidation or merger in which the Company is the continuing or surviving corporation of evidences of

indebtedness or assets other than regular quarterly cash dividend it is understood that without creating

any implication that an increase of more than such amount would cause 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 dividend not to be

regular quarterly cash dividend or dividend payable in Common Shares. or subscription rights or
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warrants excluding thse referred to in Section 11b 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 fraction the numerator of which shall be the then current per share market price of the Common

Shares as defined in Section 11d 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

record date is fixed aridin th event that suºh distribution is not so made the Purchase Price shall again

be adjusted to be the Purchase Price which would then be in effect if such record datehad not been fixed

For the purpose of any. computation hereunder the current per share market price of the

Common Shares on any date shall be deemed be the average of the daily closing prices per Common

Share for the 30 consecutive Trading Days as such term is hereinafter defined immediatelyprior to sUch

date provided however that in the event that the current per share market price of the Common Shares is

determined during period following .the announcement by the issuer of such Common Shares of

.dividend or distribution oiv such Common Shares payable in CommOn Shares or.securities convertible into

CommOnShares or ii any subdivision combinati.Onor reclassification of Common Shares and prior to

the expiration of 30 Trading Days after the ex-dividend date fdr sUch dividend or distribution or the

record date for such subdivision combination or reclassification then and in each such case the current

per share market price shall be appropriately adjusted to reflect the current market prie per
Common

Share The closing price for each day shall be the last sale price regular way reported at or prior to 400

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 400 P.M. Eastern time in either case as reported in the

principal cOnsolidated transaction reporting system with resp ect fo securities listed or admitted to trading

on the Ne York Stock Exchange or if the Common Shares are not listed or 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 securitie 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 400 P.M Eastern time or if not so quoted

the average of the highbid and low asked prices in the over-the-counter market as reported at or prior to

400P.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 professional marketmaker making market inthe Common Shares selected by the Board

The tern Trading Day shall mean day on which the principal nationalsecurities exchange on which

the Common Shares are listed or admitted trading is open for the transaction of business or if the

Common Shares are not listed or admitted totrading.on any national Securities exchange Business Day

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 however that .any

adjustments which by reason of this.Sectibn 11e 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 share as the case may be Notwithstanding the first

sentence of this Section 11e any adjustment required by this Section 11 shall be made no later than the

earlier of three years from the date of the transaction .which requires such adjustment or ii the

Expiration Date

If as result of an adjustment made pursUant to Section 1a 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 receivabieupon exercise of any Right shall

be subject to adjustment from time to time in manner andon terms as nearly equivalent as practicable to

A- 15



the provisions with respect to the Common Shares contained in this Section 11 and the provisions of

Sections 10 and 14 with respect to the Common Shares shall apply on like terms to any such other

shares

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 Conmion Shares purchasable from time to time hereunder upon exercise of theRights all subject to

further adjustment as provided herein

Unless the Company shall have exercised its election as provided in Section 11i upon

each adjustment of the Purchase Price as result of the calculations made in Section 11b and each

Right outstanding immediately prior to the making of such adjustment shall thereafter evidence the right to

purchase at the adjusted Purchase Price that number of Common Shares calculated to the nearest ten-

thousandth of Common Share obtained by multiplying the number of Common Shares covered

by Right immediately prior to this adjustment by 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 immediately after such adjustment ofthe Purchase Price

The Company may elect on or after the date of any adjustment of the Purchase Price to

adjust the number of Rights in substitution for any adjnstment in the number of Common Shares

purchasable upon the exercise of Right Each ofthe Rights outstanding after such adjustment of the

number of Rights shall be exercisable for the nUmber of Common Shares for which 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 adjustmentof the Purchase Prie by

the Purchase Price in effect immediately after adjustment of the Purchase Price The Company shall make

public announcement of its electionto adjust the number of Rights indicating the record date far 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 tothis Section 11i 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 result of such adjustment or at the option of the

Company shall cause to be distributed to such holders 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

irrespective of any adjustment Or change in the Purchase Price orthe number of Common
Shares issuable upon the exercise of the Rights the Right Certificates theretofore and thereafter issued

may continue to express the Purchae Puce and the number ofCommon Shares which were expressed in

the initial Right Certificates issued hereunder

Bethre taking any action that would cause an adjustment reducing the Purchase Price

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 ii shall require that an adjustment in the Purchase Price

be made effective as of record date for aspecified event the Company may 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 due bill or other appropriate instrument

evidencing such holders right to receive suck additional shares uponthe occurrence of the event requiring

such adjustment

rn Anything in this Section ii to the contrary notwithstanding 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 he advisable in order

that any cotisolidation or subdivision of the Common Shares issuance wholly for cash of any Common

Shares at-less than the current rmarket 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 11b
hereafter made -by-

-the -Company to hOlders of its Comm--on Shates shall not be taxable to such

shareholders

The Company covenants and
agrees that after the Distribution Date it will not except as

permitted by Section 23 Section 24-or Section 27 hereoftake or permit- any Subsidiary to take any

action if at the time- such action is taken -it is reasonably foreseable that such action will diminish

substantially or otherwise eliminate the benefits intended to be afforded -by the -Rights

--

Section 1L Certificate of Adjusted Purchase Price or Number of Shares Whenever an

adjustment -iS made as provided in Section 11 hereof the -Company shall promptly prepare certificate

-setting forth -such adjustment and ar brief statement of the facts accounting for such adjustment- file

with -the Rights Agent and with each transfer agent -for the Common S-hares copy of such certificate and

if such adjustment occurs at anytime after the Distribution Date mail -or if deemed appropriate by the

Board make available at no charge brief summary thereof to each holder of Right Certificate -in

accordance with Section 25 hereof
--

---

--

Section 13 --

--

Section 14 Fractional Ri2hts and Fractioiial Shares

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 whole Right For

the purposes of this Section 14a the current market value of 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 consolidated 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 otradmitted 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 c-f the closing bid and asked

prices asfurnished by aprofessional market maker- making market in the -Rights selected by the Board If

on -any such date-no such- market maker is making- market in the --Rights the fair value of the Ri-ghts on

such -date as -determined in good faith by the Board shall be used
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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 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

Common Share greater than one-half of Common Share shall be governed by Section 7a 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 14b the current market value of Common Share shall be the closing price of Common
Share as determined pursuant to the second sentence of Section 11d hereof for the Trading Day

immediately prior to the date of such exercise

The holder of Right by the acceptance of the Right expressly waives such holders right

to receive any fractional Rights or any fractional shares upon exercise of 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 DistributionDate the registered holders 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 holders own behalf and for such

holders 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 holders 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 Ri2ht Holders Every holder of Right by accepting the same
consents and agrees with the Company and the Rights Agent and with every other holder of Right that

prior to the Distribution Date the Rights will be transferable only in connection with the

transfer of the Common Shares

after the Distribution Date the Right Certificates are transferable only on the registry

books of the Rights Agent if surrendered at the principal office of the Rights Agent duly endorsed or

accompanied by proper instrument of transfer

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 Rights 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 Right or other Person as 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 court or competent jurisdiction or by 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

Section 17 Right Certificate Holder Not Deemed 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 whichmay 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 shareholderof 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

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 indemnif 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

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 ofthis Agreement in reliance

upon any Right Certificate or cçrtificate 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 other 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

Section 19 Merger or Consolidation or Chance of Name of Rights Agent

Any Person into which the Rights Agent or any successor Rights Agent may be merged

or with which it may effect 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 Agentshallbe aparty

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 heretoprovided that

such Person would be eligible for appointment as successoE 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 countersigii 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

In case 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 Rights 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 htsAent The Rights Agent undertakes the duties and obligations

imposedby this Agreement upon the following terms and conditions by all of which the Company and the

holders of Right Certificates by their acceptance thereof shall be bound

The Rights Agent may consult with legal counsel who may be legal counsel for 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

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 cDnc1usivelyprQved and established by certificate

signed by the Chainnan 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 Rights 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

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 verif the same but all such statements and.recitals are and shall be deemed to have been made

by the Company oniy

The Rights Agent shall not be under any responsibility in respect of the validity 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 thereof nor shall it be responsible 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 exercisability of the Rights including the Rights becoming void pursuant to Section 11 aii
hereof or any adjustment in the terms of the Rights including the manner method or amount thereof

provided for in Section 11 23 or 24 or.the ascertaining Qf 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 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 authorized and

issued fully paid and nonassessable

The Company agrees that it will perform execute acknowledge and deliver or cause to

be performed exe.cuted acknowledged and delivered all such further and other .acts instruments and

assurances as may reasonably be required by the Rights Agent for the carrying out or performing by the

Rights Agent of the provisions of this Agreement

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 or.iristructions 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 instructions of any such officer or for any delay in acting while iwaiting for those instructions

The Rights Agent and any shareholder director officer or employee of the Rights 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 Rights Agent from

acting in any other capacity for the Company or for any other Person

The Rights Agent may execute and exercise any ofthe rights or powers hereby vested in

it or perform any duty hereunder either itself or by or through itsattorneys 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 misconduct

provided reasonable carewas exercised in the selection and continued employment thereof

Section 21 Chan2eof Ri2hts A2ent The Rights 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

rsignation 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-classmail If the Rights Agent and the

transfer agent of the Common Shares are the same Person the appointment of 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 prior to the Distribution Date no notice of resignation

or removal need be given to holders of the Rights and resignation noticefrom and removal notice

to the Rights Agent shall be given upon such number of days notice as is specified in the agreement

governing the Rights Agents 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 shallappoint sucessor tO

the Rights Agent If the Company shall fail to make such appointrnent.within 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 inoapacitated Rights Agent or by the holder of Right Certifica.who shall with such

notice ubmit.such holders Right Certificate .forTinspection by the Company then the registered holder

of any Right Certificate may apply to any court-of competent jurisdiQtionfor the appointment of new

Rights Agent Any successor.Rights Agent whether appointed by the Company or by such court shall

be .a legal business entity organizedand doing business under the laws of the Urited States or of the

State of New York or the.State of Wisconsin or of any other state of the UntedStates so long as such

entity is authorized to do business as banking institution in the State .of New York or the State of

Wisconsin in good standing having an offie or agency in the State of Wisconsin or the State of New

York which is authorized under such laws to exerØise
corporate trust stock transfer or shareholder

services powers and is subject to supervision or examination by federal orstate authority.and which has at

the time of its appointment as Rights Agent combined capital and surplus of at least $50 million or

an Affiliate of legal business entity described in clause 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 anyproperty 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 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 Ri2ht 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 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 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 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 material adverse tax consequence to the Company or to the Person to

whom or which such Right Certificate otherwise would be issued and iino 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

The Rights may be redeemed by action of the Board pursuant to subsection of this

Section 23 and shall not be redeemed in any other manner

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 redemption price of

$0.00 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 b.y 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

Immediately upon the effectiveness of the action of the Board ordering the redemption of

the Rights pursuant to subsection 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 Redernption 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 the Company shall mail 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 ii 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

The Board may at its option 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 laii 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 suchexchange 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 onsuch 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

trust agreement in such form and with such terms as the Board shall approve the Trust Agreement If

the Board sa 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 24c issuable pursuant to the exchange and aiy 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 compliance with the relevant terms and provisions of the Trust

Agreement

Immediately upon the action of the Board ordering the exchange of any Rights pursuant

to subsection 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 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 ofany such exchange provided

however that the failure to give or any defect ii such notice shalt not affect the validity of such

exchange The Company promptly shall mail 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 aiihereof held by each holder

of Rights

In any exchange pursuant to this Section 24 the Company at its option may substitute

common stock equivalents as such term is defined in Section 11 aiii hereof for some or all of the

Common Shares exchangeable for Rights

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 equivalents for issuance upon

exchange of the Rights

Section 25 Notice of Certain Events

In case the Company shall propose after the Distribution Date 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 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 reclassification involving only the subdivision of outstanding Common

Shares iv to effect any consolidation or merger into or with other than merger of 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 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 subdivision combination or

consolidation of the Common 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 Right Certificate in accordance with Section .26 hereof notice of such proposed actioti

whiôh shall specif the record datefor the purposes of such stock dividend or distribution of rights or

warrants .or the date on which such reclassifiºation 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 such date is to be fixed and such notice shall be so given in the case of any

action covered by clause orii above at least 10 days prior to the record date for determining holders of

Common Shares 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 participation therein by the holders of the

Common Shares whichever shall be the.earlier. ...

In case Section 11 aii Event shall occur then the Company shall as soon as

practicable thereafter give to each holder of Right Certificate in accordance with Section 26 hereof

notice of the occurrence of such event which notice shall include brief summary of the Section 11 aii
Event and the ôonsequences thereof to holders of Rights

Section 26 Notices

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 jf

sent by overnight delivery service or registered or certified mail postage prepaid addressed until another

addressis filed in writing with the Rights Agent as follows

MGIC Investment Corporation

250 East Kilboum Avenue

Milwaukee Wisconsin 53202

Attention Secretary

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
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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 sentence 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 to cure any ambiguity iito correct 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 mannerwhich the Company

may deem necessary or desirable and whiôh 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 Agreementmaynot be supplemented or amended

to lengthen pursuant to clause iii of this sentence A- time period relating to when the Rights may be

redeemed at such time as the Rights are not then redeemable or any other time period unless such

lengthening is for -the purpose of protecting enhancing or clarifing the rights of and/or the benefits to

the holders of Rights Upon the delivery of 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 Rights shall be deemed coincident with the interests of the

holders of Common Shares.-

Section 28 Successors All the covenants and provisions of this Agreement by or for the

benefit of the Company or the Rights Agent shall bind and inure to the benefit of their respective

successors and assigns hereunder

Section 29 Benefits of this Areernent Nothing in this 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 Distributiofi 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 court of competent jurisdiction or other authority to be invalid void or unenforceable the

remainder if 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 covenant or

restriction with legal valid and enforceable term provision covenant or restriction

Section 31 Governing Law This Agreement and each Right Certificate issued hereunder

shall be deemed to be 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 Descriptive fleadins 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 statutory or regulatory

provision includes reference to any successor provision thereof

Section 34 Determinations 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 exercise all rights and powers specifically granted to the Board

including 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

be final conclusive and binding on the Company the Rights Agent the holders of the Rights and all other

parties and iinot subject the Board of the Company to any liability to the holders of the Rights

Section 35 Book-Entry 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 confirmation 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 Acquiring Person and Grandfathered Person included in the

2009 Rights Agreement does not affect the validity Or effectiveness of any exception. from the

definition of Acquiring Person or qualification as Grandfathered Person applicable to any Person

prior to such amendment

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 writtei

MGIC INVESTMENT CORPORATION
Attest

/s/ Marianne Baeurle

Marianne Baeurle

Administrative Assistant

/5/ Peggy Sime

Peggy Sime

Vice President

By Is Jeffrey Lane

Name Jeffrey Lane

Title Executive Vice President General

Counsel Secretary

WELLS FARGO BANKNATIONAL
ASSOCIATION

By Is Jennifer Leno

Name JenniferLeno

Title Vice President

By
Name
Title

Attest

By
Name
Title
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EXHIBIT

IForm of Right Certificatel

Certificate No R- Rights

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

AGREEMENT

Right eificate

MGIC INVESTMENT CORPORATION

This certifies that or registered assigns is the registered owner of the number of

Rights set forth above each of which entitles the owner thereof subject to the terms provisions and

conditions of the Amended and Restated Rights Agreement dated as of July 25 2012 as amended on

March 2013 and as such agreement may be amended the Rights Agreement between MGIC
Investment Corporation Wisconsin corporation the Company and Wells Fargo Bank National

Association 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 500 P.M
Milwaukee Wisconsin time on August 15 2015 subject to extension or earlier expiration of the Rights

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 Sharçs

of the Company at purchase price of $14.00 per Common Share the Purchase Price equivalent to

$1.40 for each one-tenth of 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 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 happening

of certain events

This Right Certificate is subject to all of the terms provisions and ºonditions of the Rights

Agreement which terms provisions and conditions are hereby incorporated herein by reference and made

part hereof and to which Rights Agreement reference is hereby made for 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 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 may be

redeemed by the Company at redemption price of $0.00 per Right or iimay 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 Persons acquisition of 50% or more of the outstanding Common

A-27



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 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 Common Share greater than one-half of Common Share unless concurrently therewith such

holder purchases an additional fraction of 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 provided 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 anything contained in the Rights Agreement or herein be

construed to confer upon the holder hereof as such any of the rights of 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 the Rights Agreement or to receive dividends or

subscription rights or otherwise until the Right or Rights evidenced by this Right Certificate shall have

been exercised as provided in the Rights Agreement

This Right Certificate shall not be valid or obligatory for any purpose until it shall have been

countersigned by the Rights Agent

WITNESS the facsimile signature of the proper officers of the Company and its corporate seal Dated

as of

MGIC INVESTMENT CORPORATION
Attest

________________________________ By ______________________________
Title

_________________________________________________

Countersigned

WELLS FARGO BANKNATIONAL
ASSOCIATION

By _____________________________
Authorized Signature
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of Reverse Sideof Right Certificate

FORM OF ASSIGNMENT

To be executed by the registered holder if sch

holder desires totransfer theRight CertifiŒate

FOR VALUE RECEiVED hereby sells assigns and transfers unto Please print name and

address of transferee this Right Certificate together with au right title and interest therein and does

hereby irrevocably constitute and appoint Attorney to transfer the ithin Right Certificate on the books of

the within-named Company with full power of substitution

Dated

Signature

Signature Medallion Guaranteed

The undersigned hereby certifies that the Rights evidenced by this Right Certificate are not

beneficially owned by an Acquiring Person or an Affiliate or Associate thereof as defined in the Rights

Agreement

Signature

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 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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of Reverse Side of Right Certificate continued

Signature Medallion Guaranteed

Signatures must be guaranteed by a- member firm of registered national securities exchange

member of the Financial Industry Regulatory Authority or commercial bank or trust company having an

office or correspondent in the United States

The undersigned hereby certifies that the Rights evidenced by -this Right -Cettificate are not

beneficially owned by an Acquiring Person or an Affiliate or Associate 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 Rights Agreement and such Assignment or Election to

Purchase will not be honored
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EXHIBIT

MGIC INVESTMENT CORPORATION

SUMMARY OF RIGHTS TO PURCHASE
COMMON SHARES

On July 22 1999 the Board Qf Directors our Board of MGIC Investment Corporation the

Company entered into rights agreement and declared dividend of one common share purchase right

Right for each outstanding share of common stock $1 00 par value the Common Shares of the

Company The dividend was payable on August 1999 to the shareholders of record on that date the

Record Date Our Board extended the tern of and otherwise amended and restated that rights

agreement on July 2009 and July 25 2012 and further amended it on March 2013 in an effort to

protect shareholder value by attempting to diminish the risk that the Company ability to use its net

operating losses NOLs to reduce potential future federal income tax obligations may become

substantially limited and by deterring certain abusive takeover practices

We provide the following summary description 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 2013 Please note however that this description

is only 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

Registration Statement on Form 8-A dated on or about March 2013 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 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 10 days after the public

announcement or the Board concluding that 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 10 business days or such later date as the Board shall determine following the

commencement of tender offer or exchange offer that would result in 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 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 person or group becomes an Acquiring Person all holders of Rights except the Acquiring

Person may for $14.00 purchase Common Shares with 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 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.OO1 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 $0.00 per Right The redemption price will be adjusted if we have stock split or stock dividends

of our Common Shares

Exchange After 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 Right other than Rights held by the Acquiring 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

stock dividend stock split or reclassification of the Common Shares No adjustments to the Exercise

Price of less thai 1% will be made

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

the holders of the Rights After person or group becomes an Acquiring Person our Board may not

amend the Rights Agreement in way that adversely affects holders of the Rights
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EXHIBIT

FORM OF REPRESENTATION AND REQUEST LETTER

This letter is delivered to the Company pursuant to Section qi 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 Wisconsin
corporation the Company and the Rights

Agent named therein Capitalized terms used but not defined in this letter and the term beneficial

ownership shall have the meanings given tl4em under the Agreement

By delivery of this- letter Investor requests that the Company determine pursuant to

Section qii 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 representations warranties and covenants of Investor .contained in this letter are

being provided or made solely in connection with Investors request that the Company make the

Determination thereby effectuating the exemption the Exemption provided in Section 1q of the

Agreement

For purposes of this letter the following terms shall have the meanings indicated

The Applicable Period means the period beginning with nd including the date of this letter

and ending at the earlier of the time if any following the Determination at which the Exemption

is no longer in effect or the time at which the Agreement is no longer effective

specified Person has Economic Ownership of shares if such shares are treated for

purposes of Section 382 of the Code and the Treasury Regulations thereunder as being owned by the

specified Person or by Person or group of Persons to which the shares owned by the specified

Person are attributed pursuant to Treasury Regulation Section .382-2Th

Fund means an investment account that is not itself Person and that is managed or

advised by Investor or by an Affiliate or Associate of Investor and any Affiliate or Associate of

Investor that is an investment fund

Investor Group refers collectively to Investor and its Affiliates and Associates including

___________________ other than the Funds
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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 collectively are as

follows

____________

Aggregate Aggregate Aggregate

Number of Principal Principal Principal

Common Amount of 2063 Amount of 2017 Amount of

Shares Debentures Notes 2020 Notes

Funds

Investor Group

and Funds

collectively

Disclose in footnote the dates of ac4uisition of all 2063 Debentures 2017 Notes and 2020

Notes as applicable held and the aggregate principal amount acquired on each such date
II

Investor represents and warrants that the following statements are true and correct at the date of

this letter and that the statements in subparagraphs and below will also be true and correct

at all times during the Applicable Period

Neither the Investor Group nor any single Fund has Economic Ownership of more than

90%1 of the total outstanding Common Shares

With respect to any Common Shares owned by the Investor Group no member of the

Investor Group is acting as member of group that both 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 1.3 82-3a1

With respect to any Common Shares owned by Fund such Fund is not acting as member

of group that is treated as an entity under the second sentence of Treasury Regulation

Section .382-3a1i

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 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 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 Investors knowledge any

Person other than member of the Investor Group or 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 condition to the Exemption becoming effective and

remaining in effect

In its sole discretion the Company may accept higher percentage not greater than 4.99%

Sincerely

of Investor

By
Name
Title
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Financial Summary

2010 2011 2012

Net loss millions 363 485 927

Diluted loss per share 2M6 2.42 4.59

Shareholders Equity

1669 Snillionsj

1.197

197

New Primary Insurance Written

bi.Wtrnsj
24.1

14.2

12.3

2012 2.010 2.012

Direct PrLimzryInsurance in Force

billions

i91.3

1729

Direct Primary Risk in Force
490 billions

415
417

-_ .q
2010 2011 2012 2010 2011 2012

Investment Portfolio

Including Cash and Cash Equivalents
millions

8.762

Revenue
millions

.2.010 2011 2012 2010 2011 2012



Fellow Shareholders

2012 was year in which we experienced disappointing financial results but

accomplished numerous operational goals which improved our position for

future eamings 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 500000 per year from

2008 through 2010 grew to 1.1 million in 2011 and 1.2 million in 2012 This is

key statistic for MGIC as new household formations often give rise to first time

home buyers who typically lack the funds to afford 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 four month supply of houses down from high of 12 months in 2010

National mortgage delinquency rates fell to 7.1% in the fourth quarter of 2012 from high of 10.1% two

years ago And home prices rose up 7.3% in 2012 which helped decrease the number of underwater

mortgages 6.6 million at December 31 2012 down from 10.5 million year ago All of these factors

bode well for MGIC

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 2013 In fact MGIC insurance is now

less expensive alternative to FHA at all FICO scores above 680 We estimate the private Ml industrys

market share at approximately 10% in the 4th quarter of 2012 up from approximately 6% year ago
Within our industry MGICs 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 70% increase from

2011

The new business written since mid-2008 now accounts for approximately 33% of our risk in force

and we expect the business from the most troubled
years 2005 through mid-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 golden age of credit quality that 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 expected 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% year over year The primary

delinquent inventory declined by 20% in 2012 and paid claims declined by 11% During 2012 we

approved mortgage modifications under the US Treasurys HARP program enabling 59000 borrowers

representing $11.2 billion of insurance in force to lower their monthly payment obligation and improve

their ability to continue making their mortgage payments Since the inception of the program

approximately 11% of our primary insurance in force nearly 100000 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

foreclosure and MGIC avoid claim payment



Fellow Shareholders

In the fourth quarter of 2012 we booked the financial impact the Freddie Mac dispute 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

am delighted one is now behind us and while there can never be any guaranty the other is well on its way

to resolution

Finally while not 2012 event would be remiss if 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 MGICs competitiveness to take advantage of the expanding opportunities in our

industry MGICs long-established market presence combined with its strong national sales and

underwriting organizations make us formidable presence fOr our competition particularly in the more

profitable monthly premium segment of the market The additional capitalwill also improve our holding

company liquidity

So in summary our company is in an excellent positiou to participate in the improving housing

market And unlike new entrants to our business we are an established company with tenured sales and

underwriting organization Returns on the monthly premium business ar 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 better future

Thank you for your support

Respectfully

Curt Culver

Chairman and Chief Executive Officer

The factors discussed under Risk Factors following the Managements 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

Statements in the letter that include words such as may could expect believe or will or

words of similar import are forward looking statements



Loss before tax and joint

ventures

Benefit from provision for income

taxes

Income from joint ventures net of

tax1
Net loss

Weighted average common shares

outstanding 201892 201019 176406 124209 113962

Diluted loss per share

Dividends per share

4.59 2.42 2.06 10.65 4.61

0.075

MGIC INVESTMENT Co1uoItTIoN SUBsIDIALUEs YEARS ENDED DECEMBER 312012201120102009 ra 2008

Five-Year Summary of Financial Information

Year Ended December 31
2012 2011 2010 2009 2008

In thousands except per share dataSummary of Operations

Revenues

Net premiums written 1017832 1064380 1101795 1243027

Net premiums earned 1033170 $1123835 $1168747 1302341

Investment income net 121640 201270 247253 304678
Realized investment gains

losses net including net

impairment losses 195409

Other revenue 28145

Total revenues 1378364

Losses and expenses

Losses incurred net 2067253

Change in premium deficiency

142715

36459

1504279

92937

11588

1520525

1466047

$1393180

308517

12486
32315

1721526

51934

49573

1708526

1714707 1607541

reserve

Underwriting and other expenses

Reinsurance fee

Interest expense

Total losses and expenses

61036
201447

99344

2307008

3379444 3071501

44150
214750

103271

1988578

51347
225142

98589

1879925

261150
239612

26407

89266

3473579

756505
271314

1781

81074

2669165

1565

928644 484299 359400 1765053 947639

1593 4335 442776 397798

24486

927079 485892 363735 $1322277 525355

Balance sheet data

Total investments 4230275 5823647 7458282 7254465 7045536

Cash and cash equivalents 1027625 995799 1304154 1185739 1097334

Total assets 5574324 7216230 9333642 9404419 9146734
Loss reserves 4056843 4557512 5884171 6704990 4775552
Premium deficiency reserve 73781 134817 178967 193186 454336

Short- and long-termdebt 99910 170515 376329 377098 698446

Convertible senior notes 345000 345000 345000

Convertible junior debentures 379609 344422 315626 291785 272465

Shareholders equity 196940 1196815 1669055 1302581 2434233
Book value

per
share 0.97 5.95 8.33 10.41 19.46



Five-Year Summary of Financial .Information.cont

Year Ended December 31

2012 2011 2010 2009 2008

New primary insurance written

millions

New primary risk written

millions

New pool risk written

millions

Insurance in force at year-end

millions

Direct primary insurance

Direct primary risk

Direct pool risk

With aggregate loss limits

Without aggregate loss limits.

Primary loans in default ratios

Policies in force

Loans in default

Percentage of loans in default

Percentage of loans in default

bulk

Insurance operating ratios

GAAP
Loss ratio

Underwriting expense ratio

Combined ratio

Risk-to-capital ratio statutory

Mortgage Guaranty Insurance

Corporation

MGIC Indemnity Corporation

Combined insurance companies.

For many years ending in 2008 we had significant investment in less than majority owned joint

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 as percentage of the sum of incurred losses and loss adjustment

expenses to net premiums earned The expense ratio is the ratio expressed as percentage of the

combined insurance operations underwriting expenses to net premiums written

24125 14234 12257 19942 48230

5949 3525 2944 4149 11669

145

162082 172873 19125fl 212182 226955

41735 44462 48979 54343 58981

439 674 1154 1478 1752

89 1177 1532 1951 2521

1006346 1090086 1228315 1360456 472757

139845 175639 214724 250440 182188

13.90% 16.11% 17.48% 1841% 12.37%

32.10% .33% 37.36% 40.87% 32.64%

200.1% 152.6% 137.5% 259.5% 220.4%

15.2% 16.0% 16.3% 15.1% 14.2%

215.3% 168.6% 153.8% 274.6% 234.6%

44.71 20.31 19.81 19.41 12.91

1.21

47.81 22.21 23.21 22.11 14.71



Managements Discussion and Analysis of

Financial Condition and Results of Operations

We have reproduced below the Managements Discussion and Analysis of Financial Condition and

Results of Operations and Risk FactOrs that appeared in our Annual Report on Form 0-K for the year
ended December 31 2012 which was filed with the SEC on March 2013 Except for various cross-

references we have not changed what
appears below from what was in our Form 10-K As result the

Managements Discussion and Analysis 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 Managements Discussion and Analysis and appear immediately after

it

Overview

Through our subsidiaries Mortgage Guaranty Insurance Corporation MGIC and MGIC Indemnity

Corporation MIC we are the largest pnvate 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 Our Products and ServicesSales and Marketing and Competition 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 Corporations consolidated operations In

the discussion below we classify in accordance with industry practice as full documentation loans

approved by GSE and other automated underwnting systems under doc waiver programs that do not

require venfication of borrower income For additional information about such loans see footnote to

the composition of primary default inventory table under Results of Consolidated OperationsLosses
Losses Incurred below The discussion of our business in this document generally does not apply to our
Australian operations 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 significant losses below and

OverviewAustralia 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 ii ake 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

thafl 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 capital position or based upon their projections

of future detenoration in our capital position This challenge is discussed under Capital below



_____ Managements Discussion and Analysis of _____

Financial Condition and Results of Operations continue4

Whether private mortgage insurance will remain significant credit enhancement alternative for

low down payment single fi%mily mortgages definition of qualified residential mortgages

QRM that significantly impacts tbe volume of low down payment mortgages available to be

insured or 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

calculatinga loans 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 III capital accord or other changes to our customers

capital requirements may discourage the use of mortgage insurance below

Capital

Insurance regulators

The insurance laws of 16 jurisdictions including Wisconsin our domiciliary state require mortgage

insurer to maintain .a minimum amount of statutory capital relative to the risk in force or 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 20.11 and .2012. While

formulations of minimum capital vary among jurisdictions the most common formulation allows for

maximum risk-to-capital ratio of 25 to

At December 31 2012 MGICs risk-to-capital ratio was 44.7 to exceeding the maximum allowed

by many jurisdictions We expect MGICs 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

Although MGIC does not meet the Capital Requirements 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 OCT Order containing the waiver of Capital Re4uirements the

OCT Order provides that MGIC can write new business as long as it maintains regulatory capital that

the OCT determines is reasonably in excess of level that would constitute financially hazardous

condition See Note Nature of Business Capital to our consolidated financial statements for

description of the OCI Order and other state waivers of capital requirements

MGICs 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

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

MGICs 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

-As part
of our longstanding plan to write new business in MIC direct-subsidiary of MGIC MGIC

has made capital contributinns 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
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write new business This projection is based on the 181 risk-to-capital limitation prescribed by Freddie

Macs 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 MICs 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 Macs prescribed risk-to-capital limit or waiver of Freddie Macs risk-to-capital limitation may
be required See Note Nature of Business Capital to our consolidated financial statements for

discussion of our approvals from the GSEs to utilize 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 canflot 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 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 proposed risk retention rule that includes

definition of QRM The proposed definition of QRM contains many underwriting requirements including

maximum loan-to-value ratio LTV of 80% on home purchase transaction prohibition on seller

contributions toward borrowers down payment or closing costs and certain limits on borrowers 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 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 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

writtenin 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 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 expiredon August 2011 At this time we do not know

when 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 CFPB issued the final QM rule on January 10 2013
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Depending on among other things the final definition of QRM and its requirements for LTV
seller contributions and debt-to-income ratio to what extent if any the presence of mortgage

insurance would allow for higher LTV in the definition Of QRM and whether lenders choose

mortgage 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 hothe moitgage originations declines the amount of

insurance that we write could decline which would reduce our revenues and The implementation of the

Base III capital accord or other changes to ourcustomers.iapital requirements may discourage the use

of mortgage insurance below

As noted above on January 10 2013 the CFPB issued the final rule defining QM in order to

implement laws requiring lenders to consider borrowers ability to repay home loan before extending

tredit The QM rule which becomes effective in January 2014 prohibits loanswith certain features such

as negative amortization points and fees in excess of 3% of theloan amount and terms exceeding 30

years from being considered QMs The rule also estabiishesgenera1 underwriting criteria for QMs
including that borrower have total debt-to-income ratio of less than or equal to 43% The rule provides

temporary category of QMs that have more flexible underwriting requirements so long as they satisfy the

general product feature requirements of QM5 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 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 limitatkn 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 meeting the QM definition The QMrule is scheduled to become

effective in January 2014

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 govemment 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 material adverse effect on us in addition these factors may increase the likelihood that the

charters of the GSEs are changed by new federaL legistion 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 combination of federal housing policy

changes to wind down the GSEs shrink the governments footprint in housing finance and help bring

private capital back to th mortgage market In 2012 Members of Congress introduced several bills

intended to scale back theGSs however no legislation was enacted As 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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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 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

HAMPs eligibility criteria relate to the borrowers 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 borrower has made all of the payments during HAMPs three

month trial modification period for the loan to be reported to us as 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 9300 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 44400 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 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 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

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 loan modification even where there is 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
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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 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 portion of borrowers 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 lender has obtained

our prior approval if borrowers mortgage doan balance is reduced outside the bankruptcy context

including in association with aloan modification and if the borrower re-defaults after such reduction then

under the terms of our policy.the
amount we would he 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 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 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 nations largest mortgage servicers agreed to

implement new servicing and foreclosure practices as part of 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 loan and we cannot predict

whether any future moratoriumor lengthened timeframes would do so Therefore unless loan is cured

during
moratorium ordelay at the completion of foreclosure additionalinterest 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 lifferent subject to the terms of our mortgage insurance policies The various

moratoriums and extended timeframes may temporarily delay our receipt of claims and may increase the

length of time loan remains in our delinquent loan inventory

We do not know what effect improprieties that may have occurred in 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 foreclosure is condition precedent to the filing of 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 direct impact on our claims processes or
rescissions

Factors Affecting Our Results

Our results of operations are affected by

Premiums written and earned

Premiums written and earned in year are influenced by

New insurance written which increases insurance in force and is the
aggregate principal

amount of the mortgages that are insured during 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 lenders 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

Premiums are generated by the insurance that is in force during all or portion of the period
change in the average insurance in force in the current period compared to an earlier period is 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 period will

generally have 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 function of cash generated from or used in

operations such aS net premiums received investment earnings net claim payments and expenses less

cash provided by or used for non-operating activities such as debt or stock issuances or repurchases or

dividend payments Realized gains and losses are function of the difference between the amount received

on the sale of security .and the securitys amortized cost as well as any other than temporary

impairments recognized in earnings The amount received on the sale of fixed inconte securities is affected

by the coupon rate of the security compared tthe yieldof 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 result of delinquencies on insured loans As explained under Critical Accounting Policies below

except in the case of 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 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

Theproduct mix of them force book withioans having higher risk characteristics generally

resulting in higher delinquencies and claims

The size of loans insured with higher average loan amounts tending to increase losses

incurred

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 moitgage balance

The rate at which we rescind policies Our estimated loss reserves reflect mitigation from

rescissions of policies and denials of claims We collectivelyrefer to such rescissions and

denials as rescissions and variations of this term

The distribution of claims over the life of book Historically the first two years
after loans

are originated are 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

weak economy or housing price declines can lead to claims from older books increasing

continuing at stable levels or experiencing loweriate of decline See further information

under Mortgage Insurance Earnings and Cash Flow Cycle below
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Changes in premiumdeficiency 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 quarteras 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 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 reserve has an

effect either positive or negative on that periods 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 assumptions also have an

effect on that periods results

Underwriting and other expenses

The majority of our operating expenses are fixed with some variability due to contract underwriting

volume Contract underwriting generates fee income included 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

Debt to our consolidated financial statements and under Liquidity and Capital Resources below At

December 31 2012 the convertible debentures are reflected as 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 book is the group of loans insured in particular calendar year In general the

majority of any underwriting profit premium revenue minus losses that 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 book generally result in modest

underwriting profit or underwriting losses This pattern of results typically occurs because relatively few

of the claims that 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 .$1 50 million and our

risk in force in Australia was approximately $0.7 billion In Australia mortgage insurance is single

premiumproduct that covers the entire loan balance As 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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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 decrease in premiums ceded to captives and decrease in return premium due to

lower amount of rescissions

Investment income

Investment income in 2012 was lower when compared to 2011 due- to decrease in our average

invested assets as .we continue to meet our claim obligations as well as decreases in our average

investment yield

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 investment

portfolio were $46.8 million at December31 2012

Other revenue

Other revenue for 2012 decreased compared to 2011 primarily due to 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 incurred for 2012 increased compared to 2011 primarily due to $267.5 million settlement

related to the Freddie Mac pool policy approximately $100 million for probable rescission settlement

agreements and larger increase in the claim rate as result of lower cure rate trends partially offset by

decrease in estimated severity The primary default inventory decreased by 35794 delinquencies in 2012

compared to decrease of 39085 in 2011 See Note 20 Litigation and Contingencies to our

consolidated financial statements for discussion of our settlement with Freddie 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 million

from $135 millionas of December 31 2011 to $74 million as of December 31 2012 The decrease in the

premium deficiency reserve represents the net resull of actual premiums losses and expenses as well as

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 dije 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 valuation allowance

Results of Consolidated Operations

New insurance written

The amount of our primary new insurance writtenduring the years ended December 31 2012 2011

and 2010 was as follows

2012 2011 2010

Total Primary NIW In billions 24.1 14.2 12.3

Refinance volume as of primary NIW 36% 29% 32%

The increase in new insurance written in 2012 compared to 2011 was partially due to larger

origination volume as well as modest increase in the private mortgage insurance industrys 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 insured loans versus loans

insured by the pnvate sector The increase in new insurance written in 2011 compared to 2010 was

partially due to modest increase in the pnvate mortgage insurance industry market share

As discussed in Note 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 policies one of these competitors also uses 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 pncing and underwriting guidelines as warranted

The FHA substantially increased its market share beginning in 2008 and begmrnng in 2011 that

market share began to gradually decline We believe that the FHAs market share increased in part

because private mortgage insurers tightened their underwriting guidelines which led to increased

utilization of the FHAs 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 FHAs

competitive position against private mortgage insurers We believe that the FHAs 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 FHAs 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 FHAs annual premiums and the

total profitability thai 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

written 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 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 large percentage of the exceptions were made for loans with debt

to-income ratios slightly above our guidelines or financial reserves slightly below our guidelines While

the debt-to-income ratio contained in our guidelines exceeds the general requirements of tle QM
definition it is within the underwriting guidelines of the GSEs The rule containing

the QM definition

provides temporary category of QMs that have more flexible underwriting requirements so long as they

satisf the general product feature requirements of QMs and so long as they meet the underwriting

requirements 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 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 eligible

for insurance that were not eligible 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 Competition 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/underwritinglindex.html

During the second quarter of 2012 we began writing portion of our new insurance under an

endorsement to our master policy the Gold Cert Endorsement If borrower makes payments for three

years our Gold Cert Endorsement limits our ability to rescind coverage except under certain

circumstances including 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 rights to rescind coverage under the Gold Cert Endorsement will materially

reduce rescissions on such loans Currently less than 3% of our msurance 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 jurisdictions We expect that eventually 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 during the years ended

December31 2012 2011 and 2010 were as follows

2012 2011 2010

In billions

NIW 241 142 123

Cancellations 34 32 33

Change in primary insurance in force 10.8 18.4 20.9

Direct primary insurance in force as of

December 31 162.1 172.9 191.3

Direct primary risk in force as of December31 41 44 49

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 th change in the direction of

interest rates although they generally lag change in direction Cancellations also include rescissions and

policies cancelled due to claim payment Since 2009 cancellations due to rescssions and claim payments

have comprised significant amount of our cancellations

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 persistency rates reflect the more restrictive credit policies of lenders

which make it more difficult for homeowners to refinance loans as well as declines in housing values

During the 990s our year-end persistency ranged from high of 87 4% at December 31 1990 to low of

68 1% at December 31 1998 Since 2000 our year-end persistency ranged from high of 84 7% at

December 31 2009 to 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 wntten through the bulk channel will be insignificant Wall Street bulk transactions as of

December 31 2012 included approximately 70000 loans with insurance in force of approximately $10

billion and risk in force of approximately $3 billion which is approximately 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 approximately 5% of our bulk risk in force contain

aggregate loss limits on the insured portfolio If claim payments associated with 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 commitments for pool insurance and expect that the volume of any

future pooi business will be insignificant
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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 pooi policies without aggregate loss limits at December 31 2012 compared to $1.9

billion $0.7 billion on pooi policies with aggregate loss limits and $1.2 billiOn on pool polic.ies.without

aggregate loss limits at December 31 2011 If claim payments associated with specific pooi reach the

aggregate loss limit the remaining insurance in force within the pooi would be cancelled and any

remaining defaults under the pooi are removed from our default inventory

See Note 20 Litigation and Contingencies for- discussions regarding our settlement of the pooi

insurance dispute with Freddie Mac

Net premiums written and earned

Net premiums written and earned during 2012 decreased hen 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 decrease in premiums ceded to captives and decrease in return premium due to

lower amount of rescissions

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 declihein -2013 because our expected new

insurance written levels are not expected to exceed our cancellation activity We expect our premium

yields net premiums written or earned expressed- on an- annual basis divided by the average insurance in

force for 2013 to decline- slightly from the level- experienced during 2012 --

Risk sharing arrangements

For the year ended December 31 2012 approximately 4% of our flow new insurance written 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 approximate 4% in

2013

Effective January 1- 2009 we -are no longer ceding new businss under -excess of loss reinsurance

treaties with lender captive reinsurers Loans reinsure-d thtoügh 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 limitedo 25% ce-de rate Beginning in

2009 many of our captive arrangernentshave either been- terminated or placed into nm-off See-Note 11

Reinsurance to our consolidated financial statements for description of these risk sharing 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 captive arrangements reduced our losses iiIcurred by approximately $56 -million

compared- to $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 in20l and 2012

and many of the active captives have reached or will reach- in201 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 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 decrease in our average

invested assets as we continue to meet our claim obligations as well as 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 portfolios average pre-tax investment yield was 1.7% at December 31
2012 and 2.8% at December 31 2011

We continue to expect 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 decrease in the average

investment yield The decrease in the average investment yield was caused both by decreases in prevailing

interest rates and decrease in the average maturity of our investments The portfolios average pre-tax

investment yield was 3.1% at December 31 2010

Realized gains 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 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 million at

December 31 2012

We had net realized investment gains on the sale of fixed income investments of $102.6 millionoffset

by $9.6 million .in OTTI losses fl 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 longer available We also sold securities todecrease 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 bond and specific issuer

auction rate securities

Other revenue

Other revenue for 2012 decreased when compared to 2011 due primarily to decrease in gains

recognized on debt repurchases slightly offset by an increase in contract underwriting fees We
recognized $17.8 million of gainsin 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 recognized on the repurchase of

$129.0 million in par value of our 5375% Senior Notes in 2011

Other revenue for 2011 increased when compared to 2010 due to $27.7 million 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 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

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 claim payment which is referred to as the

claim rate and further estimating the amount of the claim payment which is refcrred to as claim severity

Historically
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 conditi6ns 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 further deterioration of regional or national economic

conditions including unemployment leading to redUction in borrowers income and thus their ability to

make mortgage payments and 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 settlement agreements discussed in Note 20 Litigation and

Contingencies to our consolidated financial statements Changes to our estimates could result in

material impact to our results of operations even in stable economic environment

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 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

Our estimates could also be positively affected by efforts to assistcurrent 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 $2067 million comprised of $1494 million of current year loss

development and $573 million of unfavorable prior years loss developments In 2011 net losses incurred

were $1 15 million comprised of $1814 million of current year loss development offset by $99 million

of favorable prior years loss development In 2010 net losses incurred were $1608 million comprised of

which $1875 million of current year loss development offset by $267 million of favorable prior years

loss development

See Note Loss Reserves to our consolidated financial statements and under Critical Accounting

Policies below for 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

2012 2011 2010

Total loans delinquent 139 845 175639 214724
Percentage of loans delinquent default rate 13 90% 16 11% 17 4g%

Prime loans delinquent 90270 112403 134787
Percentage of prime loans delinquent default rate 10.44% 12.20% 13.11%

A-minus loans delinquent 20884 25989 31566
Percent of A-minus loans delinquent default rate 32 92% 35 10% 36 69%

Subprime credit loans delinquent 7668 9326 11132
Percentage of subpnme credit loans delinquent default rate 40 78% 43 60% 45 66%

Reduced documentation loans delinquent 21023 27921 37239
Percentage of reduced documentation loans delinquent

default rate 35.23% 37.96% 41.66%

General Notes The FICO credit score for loan with multiple. borrowers is the lowest of the
borrowers decision FICO scores borrowers 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 our 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 9054 defaults with risk
of $456 million as of December 3120.12

At December 31 2012 2011 and 2010 25282 30250 and 36066 loans in default respectively
related to Wall Street bulk transactions

We define prime loans as those having FICO credit scores of 620 or greater A-minus loans as those

having FICO credit scores of 575-6 19 and subprime credit loans as those having FICO credit scores
of less than 575 all as reported to us at the time commitment to insure is issued Most A-minus and

subprirne 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

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 Basedin 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

22



December 31

Managements Discussion and Analysis of

Financial Condition and Results of Operations continued

The primary and pool loss reserves at December 31 2012 2011 and 2010 appear in the table below

Gross Reserves

2012 2011 2010

Primary

Direct loss reserves in millions 3744 4249 5146

Ending default inventory
139845 175639 214724

Average direct reserve perdefault 26771 24193 23966

Primary claims received inventory included in ending

defaultinventory 11731 12610 20898

Pool

Direct loss reserves in millions

With aggregate loss limits 120 278 700

Without aggregate loss limits 20 21 30

Reserves related to Freddie Mac settlement 167

Total pooi direct loss reserves 307 299 730

Ending default inventory

With aggregate loss limits 7243 31483 41786

Without aggregate loss limits 1351 1488 1543

Total pool ending default inventory 8594 32971 43329

Pool claims received inventory included in ending default

inventory
304 1398 2510

Other gross reserves in millions 10

Since number of our pooi policies include aggregate loss limits and/or deductibles we do not

disclose an average direct reserve per default for our pooi business

See Note 20 Litigation and Contingencies to our consolidated financial statements for discussion

of our settlement with Freddie Mac regarding pool policy
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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

Re2ion
______________

Great Lakes

Mid-Atlantic

New England

North Central

Northeast

Pacific

Plains

South Central

Southeast
___________ ___________

Total

Primary Loss Reserves

In millions

Region

Great Lakes

Mid-Atlantic

New England

North Central

Northeast

Pacific

Plains

South Central

Southeast

Total before IBNR and LAE

IBNR and LAE

Total

2012

295

178

144

445

371

599

69

301

1089

3491

253

3744

2011

348

205

149

454

325

750

84

413

1198

3926

323

4249

2010

426

231

174

495

374

886

107

555

1395

4643

503

5146

Regions contain the states as follows

Great Lakes 1N 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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2012 2011 2010

16538 22158 27663

6948 8058 9660

6160 6913 7702

16367 20860 24192

17553 18385 19056

13235 18381 25438

4126 5462 7045

15418 21035 28984

43500 54387 64984

139845 175639 214724
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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

Flow

Bulk

Total primary reserves

2012 2011 2010

2586 2820 3329

905 1106 1314

3491 3926 4643

The average claim paid as shown in the table below can vary materially from period to period based

upon variety of factors on both national and state basis including the geographic mix average loan

amount and average coverage percentage of loans for which claims are paid

The primary average claim paid for the top states based on 2012 paid claims for the years ended

December 31 2012 2011 and 2010 appears
in the table below

Primary average claim paid

Florida

California

Illinois

Arizona

Michigan

All other states

2012

57181

87305

47615

54758

33706

43590

2011

59216

85205

49654

55503

35092

45005

2010

61290

88761

51073

57925

35675

44330

All states 48722 49887 50173

The primary average loan size of our insurance in force at December 31 2012 2011 and 2010
appears

in the table below

Primary average loan size

Total insurance in force

PrimeFICO 620

A-Minus FICO 575-619

Subprime FICO 575
Reduced doc Ali FICOs

2012

161060

162450

128850

119630

188210

2011

158590

158870

130700

121130

194060

2010

155700

155050

130360

117410

198000

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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The primary average loan size of our insurance in force at December 31 2012 2011 and 2010 for the

top states based on 2012 paid claims appears in the table below

Primary average loan size

2012

171884

281288

154158

181912

125733

155508

2011

174439

284034

154084

182705

123709

152372

2010

174203

283459

151479

184508

121282

148991

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

Prime FICO 620

A-Minus FICO 575-619

Subprime FICO 575
Reduced doe All FICOs1
Pool

Other

Direct losses paid

Reinsurance

Net losses paid

LAE

Net losses and LAE paid before terminations

Reinsurance terminations

Net losses and LAE paid

2012

1558

235

65

372

334

2569

90
2479

45

2524

2518

2011

1772

283

70

429

480

3040

140
2900

60

2960

39
2921

2010

1400

265

77

451

177

2373

126
2247

71

2318

38
2280

In this report we c1assifi 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

2012 includes $100 million paid under the terms of the settlement with Freddie Mac as discussed

under Note 20 Litigation and Contingencies to our consolidated financial statements

Primary claims paid for the top 15 states based on .2012 paid claims and all other states for the years

ended December 31 2012 2011 and 2010 appears in the table below

Florida

California

Illinois

Arizona

Michigan

All other states
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Paid Claims by state In millions

2012 2011 2010

340

288

101 91

203 156

138 130

130 97

134 95

76 68

108 87

74 41

65 56

46 36

40 38

66 57

51 50

662 563

2554 2193

367 87

___________
2921 2280

We believc paid claims on quarterly basis peaked in the second quarter of 2011 and that the overall

level of total paid claims will continue to decline assuming 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 short sale would likely result in the claim being received

and paid sooner than would occur through foreclosure the amount of the claim payment could be less

We do not know what the level of participation in these programs will be In 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 Loss Reserves to our consolidated financial statements

317 303

309 357
Florida

California

Illinois

Arizona

Michigan

Georgia

Nevada

Ohio

Texas

Washington

Minnesota

Wisconsin

North Carolina

Virginia

Maryland

All other states

Other Pool LAE Reinsurance

Net losses and LAE paid

144

122

110

99

88

70

69

64

59

50

48

48

47

586

2230

288

2518
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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 22024 27533 32788
California 6201 9542 14070
Illinois 9313 11420 12548
Arizona 2161 3809 6781
Michigan 4808 7269 10278
Georgia 5100 6744 9117
Nevada 2053 3001 4729
Ohio 6647 8357 9850
Texas 6924 8961 11602
Washington 3053 3467 3888
Minnesota 1937 2778 3672
Wisconsin 3086 3945 4519
North Carolina 3956 4929 5641
Virginia 2100 2647 3627
Maryland 3486 3869 4264
All other states 56996 67368 77350

139845 175639 214724

The primary default
inventory at December 31 2012 2011 and 2010 separated between our flow and

bulk business appears in the table below

2012 2011 2010

Flow 107497 134101 162621
Bulk 32348 41538 52103

139845 175639 214724

The flow default inventory by policy year at December 31 2012 2011 and 2010
appears in the table

below

Flow default inventory by policy year

Policy year 2012 2011 2010
2002 andprior 9157 12006 14914
2003 5731 7403 9069
2004

8142 10116 12077
2005 12582 15594 18789
2006 18257 23078 28284
2007

40357 50664 62855
2008 11914 14247 16059
2009 901 800 546
2010 264 168 28
2011 148 25

2012 44

107497 134101 162621
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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 pattem on our flow business However the pattem 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 book during which the highest claim frequency occurs

Deteriorating economic conditions can result in increasingclaims following 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 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 calculation 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

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

Underwriting 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 combined ratios for our combined insurance

operations for the years ended December 31 2012 2011 and 2010

2012 2011 2010

Loss ratio 200.1% 152.6% 137.5%

Underwriting expense ratio 15.2% 16.0% 16.3%

Combined ratio 215.3% 168.6% 153.8%

The loss ratio is the ratio expressed as 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 decrease in premiums earned The underwriting expense ratio is the ratio expressed as percentage

of underwriting expenses to net premiums written The decrease in the underwriting expense ratio in 2012

compared to 2011 was due to decrease in underwriting and other expenses of the combined insurance

operations partially offset by decrease in premiums written The combined ratio is the sum of the loss

ratio and the underwriting expense ratio
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The increase in the loss ratio in 2011 compared to 2010 was due to an increase in losses incurred as

well as decrease in premiums earned The decrease in the underwriting expense ratio in 2011 compared

to 2010 was due to decrease in underwriting and other expenses of the combined insurance operations

partially offset by 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 theeffective 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 valuation allowance

See Note 14 Income Taxes to our consolidated financial statements for 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 composition of ratings at December 31

2012 2011 and 2010 are shown in the table below

Investment Portfolio Ratings

December 31

2012 2011 2010

AAA 52% 37% 43%

AA 15% 26% 29%

22% 27% 23%

BBB 11% 10% 5%

Investment grade 100% 100% 00%

Below investment grade

Total 100% 100% 100%
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The ratings above are provided by one or more of the following major rating agencies Moodys
Standard Poors 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 variety of factors including the issuers sector

scale profitability debt cover ratings and the tenor of the investment At December 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 312012 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 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 downward shift in the yield curve the fair

value would increase See Note 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% Convertible Junior Subordinated Debentures

due in 2063 outstanding which at December 31 2012 are reflected as 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 Debt to our consolidated financial statements for additional disclosure on our debt

See Note 14 Income Taxes to our consolidated financial statements for description of our federal

income tax contingencies

Our principal exposure to loss is our obligation to pay claims under MGICs mortgage guaranty

insurance policies At December 31 2012 MGICs 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 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 our holding company and in part from the operations of the subsidiary 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 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 Claims for

remedies may be made 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 claim for 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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we have paid in recent years and to fund these payments through capital contributions to MGIC and its

affiliates from our holding companys cash and investments

Liquidity and Capital Resources

Overview

Our sources of funds consist primarily of

our investment portfolio which is discussed in Financial Condition above and interest income

on the portfolio

net premiums that we will receive from our existing insurance in force as well as policies that we

write in the future and

amounts that we expect to recover from captives whichis discussed in Results of Consolidated

Operations Risk sharing arrangements above

Our obligations consist primarily of

claim payments underMGICs mortgage guaranty insurance policies

$100 million of 5.375% Senior Notes due in November 2015

$345 million of Convertible Senior Notes dueiæ May 2017

$390 million of Convertible Junior Debentures due in April 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 which 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 significant portion of our investment

portfolio securities are held by our instirance subsidiaries As long as thetrends discussed above continue

we expect to experience sigmficant 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

Operating activities 1568600 1883851 875430

Investing activities 1653533 1754217 111904

Financing activities 53107 178721 1105749

Increase decrease in cash and cash equivalents. 31826 308355 118415

Cash used in operating activities for 2012 was lower compared to 2011 primarily due to decrease in

losses paid partially offset by 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 decrease in premiums

collected

Cash provided by investing activities for 2012 was lower compared to 2011 but at considerably high

level for both periods as we elected to realize gams 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 actiyities for 2012 was lower compared to 2011 as we made less debt

repurchases in 2012 than 2011 In 012.we repurchased $70.9 million in par value of our 5.375% Senior

Notes due in November 2015 at cost of $53 million compared to repurchases of $129 million in par

value of our 375% Senior Notes in 2011 at cost of $101 million In 2011 we also repaid

approximately $77 million in par value of senior notes that came due Cash used in financing activities

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 Company Capital Resources

The senior notes convertible senior notes and convertible debentures are obligations of MGIC

Investment Corporation and not of its subsidianes The payment of dividends from our insurance

subsidiaries which pnor 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 holdmg

company Through 2013 MGIC cannot pay any dividends to our holding company without approval from

the OCI 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 2012our holding companys debt obligations were $835 million in parvalue
consisting of

$100 million in par value of Senior Notes due in November 2015 with an annual interest cost of
$5 million

$345 million in
par value of Convertible Senior Notes due in 2017 ith an annual interest cost of

$17 million and

$390 million in par value of Couvertible Junior Debentures due in 2063 with an annual interest

cost of $35 million

See Note 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 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 Officers Certificate dated as of
October 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 Supplemental Indenture dated as of Apnl 26 2010 between us and Bank National Association
as trustee which is included as an exhibit to our 8-K filed with the SEC on Apnl 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 Bank National Association filed as an exhibit to our Form 10-Q
filed with the SEC on May 12 2008

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 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 375% Senior Notes due in November 2015 at cost of $101 million We
recogmzed $27 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 titne

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 pnvately negotiated acquisitions or other

transactions The amounts involved may be matenal

Risk-to-Capital

We compute our risk-to-capital ratio on 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

34



_____ Maiiagements Discussion and Analysis of
_____

Financial Condition and Results of Operations continued

increases as result of statutory net income and decreases as result of statutory net loss and dividends

paid plus the statutory contingency reserve The statutory contingency reserve is reported as liability on

the statutory balance sheet 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 period of ten years However with regulatory approval mortgage insurance company

may make early withdrawals from the contingency reserve when incurred losses exceed 35% of net earned

premium in calendar year

The premium deficiency reserve discussed in Note 10 Premium Deficiency Reserve to our

consolidated financial statements is not recorded as liability on the statutory balance sheet and is not

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 statutory basis On

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

MGICs separate company risk-to-capita calculation4peths in the table below

December 31

2012 2011

In millions except ratio

Risk in force net 30802 31769

Statutory policyholders surplus 689 1569

Statutory contingency reserve

Statutory policyholders position 689 1569

Risk-to-capital 44.71 20.31

Risk in force net as shown in the table above is net of reinsurance and exposure on policies

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

December 31

2012 2011

In millions except ratio

Risk in force net 36113 36805

Statutory policyholders surplus 749 1657

Statutory contingency reserve

Statutory policyholders position 755 1661

Risk-to-capital 47.81 22.21

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

greater percentage decrease in capital and greater increase in the risk-to-capital ratio

For additional information regarding regulatory capital see Note Nature of Business Capital to

our consolidated financial statements as well as our risk factor titled Capital requirements 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 Moodys

Investors Service with negative outlook Standard Poors Rating Services insurer financial strength

rating of MGIC is B- with negative outlook For further information about the importance of MGICs

ratings see our risk factor titled We may not continue to meet the GSEs mortgage insurer eligibility

requirements below

The financial strength of MIC subsidiary of MGIC is rated Ba3 by Moodys Investors Service with

negative outlook Standard Poors Rating Services insurer financial strength rating of MIC is B- with

negative outlook For further information about the importance of MICs 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 obligations of the type

described in the table below are as follows

Payments due by period

Contractual Obligations In miffions Less than More than

Total year 1-3 years 3-5 years years

Long-term debt obligations 2717 58 216 441 2002

Operating lease obligations

Tax obligations
18 18

Purchase obligations

Pension SERP and other post-retirement

benefit plans 174 11 27 31 105

Other long-term liabilities 4057 2104 1601 352

Total 6975 2178 1847 843 2107

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 million

in convertible debentures due in April 2063 including related interest as discussed in Note Debt to

our consolidated financial statements below and under Liquidity and Capital Resources above The

interest payment on our convertible debentures that was scheduled to be paid on October 2012 but

which we elected to defer as discussed in Note Debt to our consolidated financial statements is

included in the More than years colunm in the table above Our operating lease obligations 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 discussion 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 consolidated financial statements The timing of the future claim payments

associated with the established loss reserves was determined primarily based on two key assumptions the

length of time it takes for notice of default to develop into received claim and the length of time it takes

for received claim to be ultimately paid The future claim payment periods are estimated based on

historical experience and could emerge sigmficantly different than this estimate Due to the uncertainty

regarding how certain factors such as foreclosure moratoriums servicing and court delays failures by

servicers to follow proper procedures in foreclosure proceedings 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 Currefit conditions in the housing and mortgage industries

make all of the assumptions discussed in this paragraph more volatile than they would otherwise be See

Note 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 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 or in the table

above
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Critical Accounting Policies

We believe that the accounting policies described below involved significant judgments andestimates

used in the preparation of our consolidated financial statements

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 default is defined as an insured loan with

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 using 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 penod 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 millionrespectively

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 policy is rescinded we do not

expect that it will result in claim payment and thus the rescission generally reduces the historical claim

rate used in establishing reserves In addition if loan cures its delinquency including successful loan

modifications that result in cure being reported to us the cure reduces the historical claim rate used

establishing reserves Our methodology to determine the estimate of claim rates and claim amounts are

based on our review of recent trends in the default inventory To establish reserves we utilize
reserving

model that continually incorporates histoncal data on the rate at which defaults resulted in claim or the

claim rate This historical data includes the effects of rescissions which are included as cures within the

model The model also incorporates an estimate for the amount of the claim we will pay or severity The

severity is estimated using the historical percentage Qf our claim paid 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

result the process to determine reserves does not include quant1tatve 1anges
of outcomes that are

reasonably likely to occur

The claim rates and claim amounts are likely to be affected by external events including actual

economic conditions such as changes in unemployment rate interest rate or housing value Our estimation

process
does not include correlation between claim rates and cliim amounts to projected economic

conditions such as changes in unemployment rate interest rate or housing 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 conductbusiness 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 claim

results often lag changes in economic conditions by at least nine to twelve months

In considering the potential sensitivity of the factors underlying our best estimate of loss reserves it is

possible that even relatively small change in estimated claim rate or relatively small percentage change

in estimated claim amount could have significant impact on reserves and correspondingly on results of

operations For example $1000 change in the .average severity reserve factor combined with 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 end of

prior years prior year

In thousands

2012 573120 4557512

2011 99328 5884171

2010 266908 6704990

2009 466765 4775552

2008 387104 2642479

positive number for prior year
indicates deficiency of loss reserves and negative number for

prior year indicates redundancy of loss reserves

See Note Loss Reserves to our consolidated financial statements for discussion of recent loss

development

Estimation of losses is inherently judgmental The conditions that affect the claim rate and claim

severity include the current and future state of the economy including unemployment 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 c1aim paymeiixs may be substantially different

than our loss reserve estimates Our estimates could be adversely affected by several factors including

further deterioration of regional or national economic conditions including unemployment leading to

reduction in borrowers income and thus their ability to make mortgage payments and further drop in

housing values that could result in among other things greater losses on loans that have pool insurance

and may affectborrower willingness to continue to make mortgage payments when the yalueof the hQme

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.NQte 20 Litigation and Contingencies to our consolidated

financial statements Changes to our estimates could- result in material impact to our results of

operations even-in stable economic enviionrnent
--

Our estimates could also be positively affected by government efforts to assist current borrowers in

refinancing to new loans assistingdelinquent -borrowers and lenders in reducing their mortgage payments

and forestalling foreclosures
-- --

--
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Loss reserves in the most recent years contain 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 seventies 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 substantial percentage of the claims received in those two quarters to reach

resolution

As of December 31 2012

Ever to Date Rescission Rates on PrirnaryClaims Received based on count

Quarter in Which the ETD Rescission ETD Claims Resolution

Claim was Received Rate Percentage

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%

Q2 2012 4.6% 93.9%

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 quarteshown In

certain cases we rescind coverage before claim is received Such rescissions which have not been

material are not included in thestatistics in this table

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 claim is made after we have

given the insured an opportunity 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 immaterial but could increase matrially if we enter into material

resolution agreements

Note As discussed in Note 20 Litigation and Contingencies to our consolidated financial statements

we have made substantial progress in reaching an agreement 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 potential resdlution

As of December 31 2012 coverage on apprOximately 2150 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 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 ôontinue to expect that our rescissions will continue to decline

We anticipate that the ever-to-date rescission rate on the more recent quarters will increase as the

ever-to-dateresoiution percentage moves cibser to 100%

For more information regarding rescissions rescission settlements and related legal proceedings see

Note Loss Reserves and Note 20 Litigation and Contingencies to our consolidated financial

statements

Premium deficiency reserve

After our reserves are established we perform premium deficiency calculations using beet 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 premiumrelies 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 affectÆd 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 subj.ect to inherent uncertainty and requires

judgment by management.- Jhe actual amount of claim payments and premium collections may vary

significantly from the premium deficiency reserve estimates Similar to- our loss reserve estimates our

estimates for premium deficiency reserves could be adversely affected by several factors including

deterioration of.regionâl or economic conditions leadiiig to reduction in borrowers income and thus their

abilitr to make mortgage payments and 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 stable economic

environment Adjustments to premium deficiency reserves estimates are reflected in the financial

statements in the years in which 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 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 managements best estimate of premium deficiency reserves

it is possible that even relatively small change in estimated claim rate or relatively small percentage

change in estimated claim amount could have significant impact on the premium deficiency reserve and

correspondingly on our results of operations For example $1000 change in the- average severity

combined with 1% change in the average claim rate could change the Wall Street bulk premium

deficiency reserve amount by approximately $62 million Additionally 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 discount rate will be significant enough as

to result in material changes in the calculation

Revenue recognition

When policy term ends the primary mortgage insurance written by us is renewable at the insureds

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 payments 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 monthly pro rata basis Premiums written on monthly policies are earned as the monthly

coverage is provided When 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 policy is rescinded all previously collected premium is returned

to the lender and when 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 variable used in calculating the rate

of amortization of deferred policy acquisition costs discussed below

Fee income of our non-insurance subsidiaries is earned and recognized as the services are proyided

and the customer is obligated to pay

Deferred insurance policy acquisition 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 sand

reported as deferred insurance policy acquisition costs Deferred insurance policy acquisition costs arising

from each book of business are charged against revenue in the same proportion that the underwritmg 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 reviewedquarterly 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 comparable period of time At

December 31 2012 the persistency rate of our primary mortgage insurance was 798% 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 December3 2012 10% change in persistency

would not have material effect on the amortization of deferred insurance policy acquisition costs in the

subsequent year

If premium deficiency exists we reduce the related defeied insurance policy acquisition costs by

the amount of the deficiency or to zero through charge to current period earnings If the deficiency is

more than the deferred insurance policy acquisition costs balance we then establish premium deficiency

reserve equal to the excess by means of charge to current period earnings
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Fair Value Measurements

For the years
ended December 31 2012 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 Quoted prices for identical instruments in active markets that we have the ability to access

Financial assets utilizing Level inputs primarily include certain U.S Treasury securities and obligations

of U.S government cqrporations and agencies and Australian government and semi government securities

Level 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 inputs primarily

include certain municipal and corporate bonds

Level Valuations derived from valuation techniques in which one or more significant inputs or

value drivers are unobservable Level inputs reflect our own assumptions about the assumptions

market participant would use in pricing an asset or liability Financial assets utilizing Level inputs

include certain state and auction rate backed by student loans securities Non-financial assets which

utilize Level inputs include real estate acquired through claim settlement

To determine the fair value of securities available-for-sale in Level and Level 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 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 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 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 are as follows

Securities available-for-sale classified in Level are not readily marketable and are valued using

internally developed models based on the present value of expected cash flows Our Level

securities primarily consist of auction rate securities as observable inputs or value drivers are

unavailable due to events described in Note Investments to our consolidated financial

statements Due to limited market information we utilized 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 spread for liquidity risk

Real estate aôquired through claim settlement is fair valued at the lower of our acquisition cost or

percentage of appraised value The percentage applied to appraised value is basedupon 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

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 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 geographic area

Under the current guidance 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 OTTI losses in earnings of$2.3 million $0.7 million

and $9.6 million respectively

44



Risk Factors

Forward Looking Statements and Risk Factors

As used below we our and us refer to MGIC Investment Corporations 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 mortgage

insurer to maintain minimum amount of statutory capital relative to the risk in force or 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 allows for

maximum risk-to-capital ratio of 25 to 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 greater percentage decrease in capital and greater increase in the risk-to-

capital ratio Wisconsin does not regulate capital by using risk-to-capital measure but instead requires

minimum policyholder position MPP The policyholder position of mortgage insurer is its net

worth or surplus contingency reserve and aportion of the reserves for unearned premiums

At December 31 2012 MGIC risk-to-capital ratio was 44.7 to exceeding the maximum allowed

by many jurisdictions and its policyholder position was $640 million below the required MPP of $1.2

billion We expect MGICs 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 higher risk-to-capital ratio on 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 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
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 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 permitted

practice deferred tax assets of $63 million were included in statutory capital

Although MGIC does not meet the Capital Requirements of Wisconsin the OCT has waived them

until December 31 2013 In place of the Capital Requirements the OCT Order containing the waiver of

Capital Requirements the OCT Order provides that MGIC can write new business as long as it

maintains regulatory capital that the OCT determines is reasonably in excess of level that would

constitute financially hazardous condition The OCT Order requires MGTC Investment Corporation

through the earlier of December 31 2013 and the termination of the OCT 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 OCT 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 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 MGTC As of December 31 2012 Liquid Assets were

approximately $4.8 billion Although we do not expect that MGTCs Liquid Assets will fail 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 MGICs claim payments

and other uses of cash continue to exceed cash generated from operations You should read the rest of

these risk factors for additional information about factors that could negatively affect MGICs Liquid
Assets

The OCT in its sole discretion may modify terminate or extend its waiver of Capital Requirements

although any modification or extension of the Kepwell Provision requires our written consent Tf 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 Gapital 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 MGTC 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 necessary waiver to allow it to once again write new business Furthermore if

the OCT revokes or fails to renew MGICs waiver MICs ability to write new business would be severely

limited because approval by Fannie Mae and Freddie Mac the GSE5 of MIC discussed below is

conditioned upon the continued effectiveness of the OCT 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 result MGIC and MTC are collectively writing business on 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 OCT modifies or terminates its waiver or
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if it fails to grant 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 MGICs statutory apital and compliance with Capital

Requirements

MGIC 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 insuranóe in force on

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

MGICs 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 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 You

should read the rest of these risk factors for additional information about factors that could negatively

affect MGICs claims paying resources

As part of our longstanding plan to write new business in MIC 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 MICs 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 currentlywriting business We project

MIC can write 100% of our new insurance for at least five
years

if MGIC is unable to write new business

This projection is based on the 181 risk-to-capital limitation prescribed by Freddie Macs 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 MICs USE 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 Macs prescribed risk-to-

capital limitation or 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 USEs and the OCI to write business in all of the jurisdictions that have not waived their

Capital Requirements for MGIC

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 MGICs failure to meet Capital Requirements and to

obtain waiver of them MIC is also approved to write mortgage insurance for 60 days in jurisdictions that

do not have Capital Requirements if 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 Commissionthe SEC on November

30 2012 Such conditions include the continued effectiveness of the OCT Order and the continued

applicability of the Keepwell Provision of the OCT Order

Under letter from Freddie Mac that was amended and restated as of November 30 2012 Freddie

Mac approved MTC to write business oniy in those jurisdictions other than Wisconsin where either

MGIC is unable to write business because it does not meet the Capital Requirements and does not obtain

waivers of them or MGTC received notice that it may not write business because of that jurisdictions

view of MGICs financial condition This approval of.MTC which may be withdrawn at any time expires

December 31 2013 or earlier if financial examination by the OCT determines that there is reasonable

probability that MGIC will be unable to honor clalm obligations at any time in the five
years

after the

examination or if MGTC 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 MTC not exceed risk-to-capital ratio of 181 at December 31 2012 MTCs risk-to-capital ratio was

1.2 to MGTC and MTC comply with all terms and conditions of the OCT Order the OCT Order remain

effective we contribute $100 million to MGTC on or before December 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 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

OCT issue the order described in the next paragraph which it did and MTC provide MGTC access to the

capital of MTC in an amount necessary for MGTC to maintain sufficient liquidity to satisfy its obligations

under insurance policies issued by MGIC

On November 29 2012 the OCT issued an order effective until December 31 2013 establishing

procedure for MTC to pay dividend to MGTC if either of the following two events occurs an OCT

examination determines that there is reasonable probability that MGTC will be unable to honor its policy

obligations at any time during the five years after the examination or MGIC fails to honor its policy

obligations that it in good faith believes are valid If one of these events occurs the OCT is to conduct

review to be completed within 60 days after the triggering event to determine the maximum single

dividend MTC could prudently pay to MGTC for the benefit of MGTCs policyholders taking account of

the interests of MTCs policyholders and the general public and certain standards for dividends imposed by

Wisconsin law Upon the completion of the review the OCT will authorize and MIC will pay such

dividend within 30 days

We cannot assure you that the GSEs will approve or continue to approve MTC to write new business

in all jurisdictions in which MGTC is unable to do so If one GSE does not approve MTC in all jurisdictions

in which MGTC is unable to write new business MTC 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 MTC Furthermore if we are unable to write business on nationwide

basis utilizing combination of MGTC and MTC lenders may be unwilling to procure insurance from us

anywhere In addition new insurance written can be influenced by lenders 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 amountof insurance we write could be adversely affected the definition of Qualfled Residential

Mortgage results in reduction of the number of/ow down payment loans available to be insured or if

lenders and investors select alternatives to private mortgage insurance

The financial reform legislation that was passed in July 2010 the Dodd-Frank Act or Dodd
Frank requires 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 proposed risk retention rule that includes

definition of QRM The proposed definition of QRM contains many underwriting requirements including

maximum loan-to-value ratio LTV of 80% on home purchase transaction prohibition on seller

contributions toward borrowers down payment or closingcosts andcertain limits on borrowers 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 March2011 proposed rules

The regulators also requested public comments regarding an alternative QRM definition the

underwriting requirements of which would allow loans with 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 coninients include information that may be used to assess whether mortgage

insurance reduces the risk of default We submitted 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 in August 2011 At this time we do not know when 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

Depending on among other things the final definition of QRM and its requirements 1or LTV
seller contributions and debt-to-income ratio to what extent if any the presence of mortgage

insurance would allow for higher LTV in the definition of QRM and whether lenders choose

mortgage insurance for non-QRIVI loans the amount of new insurance that we write may be materially

adversely affected For pther factors that could decrease the demand for mortgage insurance see If the

volume of low down payment hom mortgage originations declines the amount of insurance that we write

could decline .whiph would reduce pur revenues and The implementation of the Basel III capital

accord or other changes to our customers .captal requirements may discourage the use of mortgage

insurance

As noted above on January 10 2013 the CFPB issued the final rule defining QM in order to

implement laws requiring lenders to consider borrowers ability to repay 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 borrower have total debt-to-income

ratio of less than or equal to 43% The rule provides 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 Servicecollectively 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 meeting the QM definition 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 Administration

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 conjtinction with reduced levels Of private mortgage insurance coverage

or accepting credit risk without credit enhancement and

lenders originating mortgages using piggyback structures to avoid private mortgage insurance

such as first mortgage with an 80% loan-to-value ratio and second mortgage with 10% 15%

or 20% loan-to-value ratio referred to as 80-10-10 80-15-5 or 80-20 loans respectively rather

than first mortgage with 90% 95% or 100% loan-to-value ratio that has private mortgage

insurance

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 FHAs market share increased in part

because private mortgage insurers tightened their underwriting guidelines which led to increased

utilization of the FHAs 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 borrowers In addition federal legislation and

programsprovided the FHA with greater flexibility in establishing new products and increased the FHAs

competitive position against private mortgage insurers We believe that the FHA current premium

pricing when compared to our current credit-tieredpremium pricing and cOnidring the effects of GSE

pricing changes has allowed us to be more competttlve with the FHA than in the recent past
for loans

with high FICO credit scores We cànæot predict hOweer the FHAs share of new insurance written in

the future due to among other factors different loan eiigibilitterm between the FHA and the GSEs

future increases in guarantee fees charged by the GSEs changes to the FHAs annual premiums and the

total profitability that may be realized by mortgage lenders from securitizing loans through Ginnie Mae

when compared to secuntizrng loans through Fannie Mae or Freddie Mac
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Changes in the business practices of the GSEs federal legislation that changes their charters or

restructuring of the GSEs could reduce our revenues or increase our losses

Substantially all of our insurance written is forioans sold to Fannie Mae and Freddie Mac The

business practices ofthe GSEs affect the entire reiat.ionshi between themienders and mortgage insurers

and include

the level of private mortgage insurance coverage subject to the limitations of the GSEs charters

which may be changed by federal legislation when private mortgage insurance is used as the

required credit enhancement on low down payment mbrtjage

the amount of loan level delWery fees which result in higher costs to borrowers that the GSEs

assess on loans that require mortgage insurance

whether the GSEs influence the mortgage lenders selection of the mortgage insurer providing

toverage and if so any transactions that are related to that selection

the underwriting standards that determine what loans are eligible for purchase by the GSEs which

can affect the quality of the risk iisured by the mortgage insurer and the availability of mortgage

loans

the terms on which mortgage insurance coverage can be canceled before reaching the cancellation

thresholds established by law

the programs established by the GSEs intended to avoid or mitigate loss on insured mortgages and

the circumstances in which mortgage servicers must implement such programs

the terms that the GSEs require to be included in mortgage insurance policies for loans that they

purchase and

the extent to which the GSEs intervene in mortgage insurers rescission practices or rescission

settlement practices with lenders For additional information see 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

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 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

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 combination of federal housing policy

changes to wind down the GSEs shrink the governments 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 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 OSEs have different loan purchase programs that allow different levels of mortgage insurance

coverage Under the charter coverage program ow certain loans lenders .thay choose 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 lower price for such loans In 2011 and 2012

nearly all of our volume was on loans with GSEstandard covei age We charge 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 GSEsjnortgage 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 maintam the highest level of eligibility including

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 Moodys is B2 with

negative outlook and from Standard Poors is .B- with negative outlook MGIC is currently .operating

with each GSE as an eligible insurer under remediation plan We believe that the GSEs view remediation

plans as continuing process of interaction with mortgage insurer and MGIC will continue to operate

under 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 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 MICs financial strength rating from

Moodys js Ba3 with negative outlook and from Standard Poors is B- with .a negative outlook

Therefore MIC also does not meet the financial 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 significantly

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 profitability

For the
years

ended December 31 2012 2011 2010 2009 2O08 and 2007 we had net loss of $0.9

billion $0 billion $0 billion $1 billion $0 billion and $1 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 wntten 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 profitability on an annual basis we cannot

assure you when or if this will occur Conditions that could delay our return to profitability include high

unemployment rates low cure rates low housing 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 increase our net losses in the future The net losses we have

experienced have eroded and any future net losses will erode our shareholders equity and could result in

equity 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 arrangementsor rescission rates decrease faster than we are

projecting

Prior to 2008 rescissions of coverage on loans were not material portion of our claims resolved

during year However beginning in 2008 our rescissions of coverage on loans have materially mitigated

our paid losses In each of 2009 and 201Q 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 claim payment or been charged to deductible under bulk

or pool policy and may have been charged to captive reinsurer In recent quarters less than 10% of

claims received in quarter havebeenreso1ved by rescissions down from the peak of approximately 28%
inthefirsthalfof2009..

Our loss reserving methodology incorporates our estimates of future rescissions and reversals of

rescissions Historically the number of rescissions that we have reversed has been immaterial variance

between ultimate actual rescission and reversal rates and our estimates as result of the outcome of

claims investigations litigation settlements or other factors could materially affect our losses See

Because loss reserve estimates are subject to uncertainties and are based on assumptions that are curretitly

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 In20 11 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 in20 12 For more infonnation about the

rescission benefit in loss reserves see Note 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 assuming they occur 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 foreclosure or the property was sold in sale that we approved whichever is applicable

although in few jurisdictions there is longer time to bringsuch an action For then majority of our

rescissions since the beginning of 2009 that are not subject to settlement agrecmentthis period in which

dispute may be brought has not ended.Until liability associated with settlement agreement or

litigation becomes probable and can be reasonably estimated we consider 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 determination that we

were not entitled to rescind in all cases we are sometimes unable to make reasonable estimate or range

of estimates of the potential liability Under ASC 45020 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 proceedings

In April 2011 Freddie Mac advised its servicers that they mUst obtain 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
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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 ofthese settlement discussions we

have suspended rescissions related to loans that we believe couldbe included inpotential 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 settlement agreement probable as defined in ASC 45 0-20

Although it is reasonably possible that when the discussions or legal proceedings with customers

regarding rescissions are completed there will be conclusion or determination that we were not entitled

to rescind in all cases we are unable to make reasonable estimate or range of estimates of the potential

liability

We are involved in legal proceedings and are subject to the risk of additional legal proceedings in the

future

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 FCR.A

MGICs settlement of class action litigation against it under RESPA became final in October 2003 MGIC

settled the named piaintiffs 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 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 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 .tothe 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 havea 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 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 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 3various 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

UD 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 Civil

Investigative Demand CID from the CFPB requiring additional information and documentation

regarding captive mortgage reinsurance We have met with and expect to continue t5 meet with the CFPB

to discuss the CID and how to resolve its investigation MGIC has also filed 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 result of the investigation it continues to work with the CFPB to try to

resolve the investigation and any concerns that the CFPB may haye about MGICspast 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 abtut 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 nd provide various mechanisms to enforce this prohibition While we believe our

captive reinsurance arrangementsare in conformity with applicable laws and regulations it is not possible

to predict the eventual scope duration or outcome of any such reviuws or investigations nor is it possible

to predict their effect on us or the mortgage insurance industry

We are subject to comprehensive detailed regulation by state insurance departments These

regulations are principally designed for the protection of our insured policyholders 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 insutance companiesand 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 material adverse effect on us As noted above in January 2013 the CFPB

issued rules to implement laws requiring mortgage lenders to make ability-to-pay determinations prior to

extending credit We are uncertain whether the CFPB will issue any other rules or regulations that affect

our business apart from any action it may take as result of its .investigation of captive mortgage

reinsiirance Such rules and regulations could have material adverse effect on us

In October 2010 purported class action lawsuit was filed against MGIC in the U.S District Court

for the Western District of Pennsylvania by loan applicant on whose behalf now-settled action we

previously disclosed had been filed by the U.S Department of Justice In thislawsuit the loan applicant

alleged that MGIC discriminated against her and certainproposed class rnmbers on the basis .of sex and

familial status when MGIC underwrote their loansformortgage insurance In May 2011 the District Court

granted MGICs 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 classaction settlement of the lawsuit

The settlement created settlement class of 265 borrowers Under the terms of the settlement MGIC

deposited $500000 into an escrow account to fund possible payments to affected borrowers In additiort

MGIC paid the named plaintiff an incentive fee of $7500 and paid class counsels fees of $337500

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 401k plan breached their fiduciary.duties
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regarding the plans 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

With limited exceptions our bylaws provide that our officers and 401k 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 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 determination in those proceedings that we were entitled to rescind coverage on the

applicable loans From January 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 coverageI not been rescinde4 In addition in connection

with mediation we were holding with Countrywide weo1untarily suspended rescissions related to loans

that we believed could be coveredby settlement As of December 31 2012 coverage on approximately

2150 loans representing total potQntial claim payments of approximately $160 millionthat we had

determined was rescindable was affected by our decision to suspend suoh rescissions While therecan be

no assurance that we will actually enter into settlement agreement with CountEwide we have

determined that settlement is probable

We are also discussing settlement with another customer We have also determined that it is

probable we will reach settlement of our dispute with this customer As of December 312012 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 45 0-20 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 Wail Street bulk transactions settlement with Countrywide may encourage

other customers to pursue remedies against us From January 2008 through December 31 20 we

estimate that total rescissions mitigatedour incurred.dosses 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 deductible At December31 2012 we estimate that our total loss reserves were benefited

from anticipated rescissions by approximately $0.2 billion

Before paying claim we review the loan and servicing files to determine the appropriateness of the

claim amount All of our insurance policies provide that we can reduce or deny 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 foreclosure or

bankruptcy relief in timely manner We call suchreduction 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

propertydamage that has not been repaired These other adjustments reduced claim amounts by less than

the amount of curtailments

After we pay 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 separate agreement with them that would provide for process to resolve this

dispute However we do not believe loss is probable regarding this curtailment dispute and have not

accrued any reserves that wOuld reflect an adverse outcome to this dispute We intend to defend vigorously

our position regarding the correctness of these curtailments under our insurance policy Although we have

not had other material objections to our curtailment and adjustment practices there can be no assurances

that we will not face additional challenges to such practices

non-insurance subsidiary of our holding company is shareholder of the corporation that operates

the Mortgage Electronic Registration System MERS Our subsidiary as shareholder of MERS has

been named as 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 lawsuits 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 material adverse effect on our financial position or

results of operations

Resolution of our dispute with the Internal Revenue Service could adversely affrct 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 portfolio of residual interests of

Real Estate Mortgage Investment Conduits REMIC5 This portfolio has been managedand 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

assessment is substantial Depending on the outcome of this matter additional state income taxes along

with any applicable interest may become due when final resolution is reached and could also be

substantial

We appealed these assessments within the IRS and in 2007 we made payment of $65.2 million to

the United States Department of the Treasury related to this assessment In August 2010 we reached

tentative settlement agreement with the IRS which was not finalized We currently expect to receive

statutory notice of deficiency commonly referred to as 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

57



Risk Factors continued

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 material negative impact on our effective tax rate

results of operations cash flows and statutory capital In this regard see Capital requirements may

prevent us from continuing to write new insurance on an uninterrupted basis

Because we establish loss reserves only upon loan default rather than based on estimates of our

ultimate losses on risk in force losses may havea 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 tous 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 premium deficiency exists As result

future losses may have material impact on future results as such losses emerge

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 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 doso Therefore when establishing our loss reserves unless we have determined that 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 deterioration of regional or national economic conditions including

unemployment leading to reduction in borrowers income and thus their ability to make mortgage

payments 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

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 we are unable to retain

qualified personnel

Our industry is undergoing fundamental shift following the mortgage crisis long-standing

competitors have gone out of business andtwo newly capitalized privately-held start-ups that are not
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encumbered with 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 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 suitable replacement for the departing individuals or that replacement could be hired on terms

that are favorable to us We currently have not entered into anyemployrnent 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 or atfract replacements should key personnel depart

Loan modification and other similar prOgrams may not continue to provide material benefits to us and

our losses on loans that re-default can be higher than what we would have paid had the loan not been

modzjieL

Beginning in the fourth quarter of 2008 the federal government including through the Federal

Deposit InsuranØe 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 resultedin approximately $3.2 billion $1 billion and $1.2 billion respectively

of estimated claim payments As noted below we cannot predict with 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 Becausemodifications

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

Oæinformation 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

HAMPs eligibility criteria relate to the borrowers 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 borrower has made all of the payments during HAMPs three

monthtrial modification period for the loan to be reportedto us as 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 9300 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 December31 2012

approximately 44400 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 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 modification

with HAMPaccounting 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 will continue to only modestly mitigate our losses

in 2013

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 doans 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 loan modification even where there is new lender rather than new insurance written To

incent lenders to allow more current borrowers to refinance their loans in October 201 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 is still in

force

The effect on us of loan modifications depends on how many modifieddoans 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 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 portion of borrowers 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 addingback the reduction Unless lender has obtained

our prior approval if borrowers mortgage loan balance is reduced outside the bankruptcy context

including in association with 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 modification New notices of delinquency increase our incurred losses

If the volume of low down payment home mortgage originations declines Ehe amount of insurance that

we write could decline which would reduce our revenues

The factors that affect the volume of low down payment mortgage originations include

restrictions on mortgage credit due to more stringent underwriting standards liquidity issues and

risk-retention requirements associated with non-QRM loans affecting lenders

the level of home mortgage interest rates and the deductibility of mortgage interest for income tax

purposes

the health of the domestic economy as well as conditions in regional and local economies

housing affordability
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population trends including the rate of household formation

the rate of home price appreciation which in times of heavy refinancing can affect whether

refinance loans have loan-to-value ratios that require private mortgage insurance and

government housing policy encouraging loans to first-time homebuyers

As noted above in Januaiy 2013 the CFPB issued rules to implement laws requiring mortgage

lenders to make ability-to-pay determinations prior to extending credit We are uncertain whether this

Bureau will issue any other rules or regulations that affect our business or the volume of low down

payment home mortgage originations Such rules and regulations could have material adverse effect on

our financial position or results of operations

decline in the volume of low down payment hbme mortgage originations could decrease demand for

mortgage insurance decrease our new insurance written and reduce Our revenues For other factors that

could decrease the demand for mortgage insurance see --The amount of insurance we write could be

adversely affected if the definition of Qualified Residential Mortgage results in reduction of the number

of low down payment loans available to be insuredor if lenders and investors select altematives to private

mortgage insurance and The implementation of the Basel III capital accord or other changes to our

customers capital requirements may discourage the use of mortgage insurance

Competition or chaAges in our relationships with our customers could reduce our revenues or increase

our losses

As noted above the FHA substantially increased its market share beginning in 2008 and beginning in

2011 that market share began to gradually dec1ine It is difficult to predict the FHA 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 FHAs 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 FreddiØMac

In recent years the level of competition within the private 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 one lender was the original insured

although revenue from such loans was significantly less than 10% of our revenues during eachof those

periods Our private mortgage insurance competitors include

Genworth Mortgage Insurance Corporation

United Guaranty Residential Insurance Company

Radian Guaranty Inc

CMG Mortgage Insurance Company whose owners have agreed to sell it to worldwide insurer

auid reinsurer and

Essent Guaranty Inc

Until 2010 the mortgage insurance industry had not had new entrants in many pears In 2010 Essent

Guaranty Inc began writing new mortgage insurance Esent has publicly reported that one of our
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customers JPMorgan Chase is one of its investors During 2012 another new company NMVHoldings

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 webelieve that NMI Holdings expects to launch

its business in the second quarter of 2013 In addition in February 2013 worldwide insurer and reinsurer

with mortgage insurance operations in Europe announced that it was purchasing CMG Mortgage Insurance

Company The perceived increase jn 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

decrease in the FHAs share of the mortgage insurance market may encourage additional new entrants

.PMI Mortgage Insurance Company and Republic Mortgage Insurance Company ceased writing

business in 2011 Based on public .dAsclosures 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 premiums than we do on single premium policies one .of these

competitors also use.s risk weighted pricing model that typically results in lower premiums than we

charge on certain loans and severai.of these competitors have streamlined theirpnderwriting to be closely

aligned with that of the GSEs We continuously monitor the competitwe landscape and make adjustments

to our pricing and underwriting guidelines as warranted ..

Our relationships with our customers could be adversely affected by variety of factors including

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 loans that affect thecustomer

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 result of its

dissatisfaction with our rescission practices shQrtly after Countrywide ceased doing business with us See

We areinvolved in legal proceedings and are subject to the risk of additional legal proceedings inthe

future fort-more information iiicluding about the peobable settlement of that litigation

We believe many lenders assess mortgage insurers financial strength rating and risk-to-capital ratio

as important elements of the process through which they select mortgage insurers As result of MGICs
and MICs less than investment grade financial strength ratings and MGICs risk-to-capital ratio level

beingabove the maximum allowed by some jurisdictions M.GIC and MIC may be competitively

disadvantaged with these lenders MGICs financial strength rating from Moodys is B2 with negative

outlook and from Standard Poors is B- with negative outlook .MICs financial strength .rating from

Moodys is Ba3 with negative outlook and from Standard Poors is B-with negative outlook It is

possible that MGICs fmancial strength ratings could decline from these levels MGICs risk-to-capital

ratio exceeds 251 and the applicable minimum capital requirement of certain states We currently.expect

to continue to report risk-to-capital ratio in excess of 25 Our risk-to-capital ratio will depend pnmarily

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 loises increasing

Losses result from events that reduce borrowers ability to continue to make mortgage payments

such as unemployment and whether the home of borrower who defauits on his mortgage can be sold for

an amount that will cover unpaid principal and interest and the expenses of the sale In general favorable
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economic cpnditions 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 loss from mortgage default deterioration in economic conditions including an increase

in unemployment generally increases the-likelihood thatborrowers 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 deterioration in economic

couditions 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 purpose.sor ether factors The residential mortgage market in .the United

States has for some time experienced variety ofpoor or worsening economic conditions including

material nationwide decline in housing values with declines continuing into early 2012 in 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 with respect to tax policies mortgage finance programs and policies and housing finance reform

The mix of business we write also affects the likelihoodof losses occurring

Even when housing values are stable or rising .mortgages with certain characteristics have higher

probabilities 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 indluding limited borrower documentation or higher total debt-to-income ratios as

well as loans having combinations of higher risk factors As of December 312012 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 20 and 8.5% had limited underwriting including limited borrower documentation

each attribute as determined at the time of loan origination Amaterial portion of these loans were written

in 2005 2fl07 or the first quarter of 2008 In accordance with industry practic 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 to the table titled Default Statistics for the MGIC Book in Item of our Annual Report on

Form 10-K for the
year

ended December 31 2012

From time to time in response to market conditions we change the types ofloans thatwe insureand

the guidelines under which we insure them In addition we make exceptions to our underwriting

guidelines on loan-by-loan basis and for certain customer programs Together the number of loans for

which exceptions were made accounted for fewetthan5% of-the loans we insured in 2011 and fewer than

2% of the loans we insured in 2012 large percentage of the exceptions were made for loans with debt-

to-income ratios slightly above our guidelines or financial reserves slightly below our guidelines While

the debt-to-income ratio contained in our guidelines exceeds the general requirements of the Qualified

MortgageQM definition it is within the underwijting guidelines of the GSEs The rule containing the

QM definition provides temporary category of QMs that have more flexible underwriting requirements

so long as .they satisf the general product feature requirements of QMs and so long as they meet the

underwriting 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 Residential

Mortgage results in reduction of the number of lowdown payment loansavailable 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 orrincrease our losses in the fitSt quarter of 2012 we made

changes to streamline our underwriting guidelines and 1owered our premium rates on loans with credit

scores of 760 or higher Our underwriting guidilines are available on our website at

http//www.mgic.com/underwriting/index.html

During the second quarter of 2012 we began writing 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 our quarterly report on Form l0-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 newinsttrance written in December 2012 as written

under this endorsement We expect that eventually significant portion of oUr new insurance writteit will

have rescission terms equivalent to those in this endorsement

As of December 31 2012 approximately 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 ARMs In thecurrent 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 amortizationfeatures 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 quality

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 insurance written beginning 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

result any inadequacy could mpterially affect our financial condition and results ofoperations

We set premiums at the time policy is issued based on our expectations regarding likely 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 cancer the mortgage insurance coverage

or adjust renewal premiums during the life of mortgage insurance policy As 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 tocompensate us for the risk and costsassociated 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 operations or financialcondition

In January 2008 we announced that we had decided to stop writing the portion of our bulk business

that iisures 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 insuredthrough the remainder of our bulk
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Risk Factors continued

channel As of December 31 2007 we established 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 fora number of years There can be no assuranqe that an additional premium deficiency 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 ofservicers foreclosure procedures will have on

us

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 referto as moratoriums In October 2010 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 nations largest mortgage servicers agreed to

implement new servicing and foreclosure practices as part of 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 loan and we cannot predict

whether any future moratorium or lengthened-timeframes would do -so Therefore unless loan is cured

during moratorium or delay at the completion of 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 --diffrent subject to the terms our --mortgage insurance policies The various

moratoriums and extended-timeframes may temporarily delay our receipt of claims and may increase the

length of time loan remains in our delinquent loan inventory

We do nt -know what effect improprieties that- may have occurred in particular foreclosure -have -on

the validity of that foieciosure once it-was completed and the property transferred to the lender Under our

policy in general completion of foreclosure is condition precedent to the filing of 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 direct impact 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 requiringservicing 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 disruption in the servicing of delinquent loans Future housing market

conditions could lead to additional increases in delinquencies Managing 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 mortgage 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

result the length of time insurance remains in force which is also geneEally referred to as persistency is

significant determinant of our revenues The factors affecting the length of time our insurance remains in

force indhjde

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

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 990s our year-end persistency ranged from high of 87.4% at

December 31 1990 to low of 68.1% at December 31 1998 Since 2000 our year-end persistency ranged

from high of 84.7% at December 31 2009 to 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 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 nforeor less than

the terminated policies associated with the refinanced mortgages

Your ownership in our company may be diluted by additional capital that weraise or ftheholders of

our outstanding convertible debt convert that debt into shares ofour common stock

As noted above under Capital requirements may prevent us from continuing 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 additioti the

market price of our common stock could decline as result of sales of large number of shares or similar

securities in the market or the perception that such sales could occur

66



Risk Factors continued

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 holders option at an

initial conversion rate which is subject to adjustment of 74.0741 common shares per $1000 principal

amount of debentures This represents an initial conversiomprice of approximately $13.50 per share We

have elected to defer the payment of approximately $17.5 million of interest on these debenturesthat was

scheduled to be paid on October 2012 We expect to defer additional interest in the future If holder

elects to convert its debentures the interest that has been deferred on the debentures being converted is

also converted into shares of our common stock The conversion rate for such deferred interest .is based on

the average price that our shares traded at during 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 holders option atan initial

conversion rate which is subject to adjustment of 744 186 shares per $1000 principal amount at any time

prior to the maturity date This represents an initial conversion price of approximately $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 listing of our common stock on the New York Stock Exchange or NYSE is subject to

compliance with NYSEs 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 effecting

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 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 result it could

become significantly more difficult for our shareholders to sell their shares of our common stock at prices

comparable to those in.effect prior to dlisting or at all

Our debt obligations materially exceed our holding company cash and investments

At December 31 2012 we had approximately $315 million in cash and investments at our holding

company and our holding companys debt obligations were $8.35 million in par value consisting of $100

million of Senior Notes due in November 201 $345 million 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 2012 Any deferred interest compounds at the stated rate of 9%

The Senior Notes Convertible Senior Notes and Convertible 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 thepublic markets in2008 and 2010 had ben 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 OCI 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 Managements Discussion and AnalysisFinancial Condition above for information

about capital that may be required by our non-insurance subsidiaries See Note Debt to our

consolidated financial statements for additional information about the holding companys 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 personal information on consumers that we maintain is improperly

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 mortgage insurance

In 1988 the Basel Committee on Banking Supervision the Basel Committee developed the Basel

Capital Accord Basel which set out international benchmarks for assessing banks capital adequacy

requirements In June 2005 the Basel Committee issued an update to Basel as revised in November

2005 Basel II Base II was implemented by many banks in the United States and many countries in

2009 and 2010

In December 2010 the Basel Committee released the nearly final version of Basel III 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 range of risk weightings for residential mortgages held for

investment by certain banking organizations with the specific weighting dependent upon among other

things loans LTV Unlike previous Base rules the proposed Basel III rules do not consider mortgage

insurance when calculating loans 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 lower risk weighting than Fannie Mae and Freddie Mac MBS Therefore with respect to

capital requirements FHA-insured loans will continue to have 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 III 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 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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Managements Report on internalControl Over Financial RePorting

Our management is responsible for establishing and maintaining adequate internal control over

financial reporting as defined in Exchange Act Rule 3a- 15f 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 way 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 pplicies or procedures may deteriorat

Our management with the participation of our principal executive officer and principal financial

officer has evaluated the effectiveness of our internal control over finaacial reporting using the framework

in Internal Control Integrated Frqmework issued by the Committee of Sponsoring Organizations of the

Treadway Commission Based on such evaluationour management concluded that our internal control

over financial reporting was effective as of December31 2Oi2

PricewaterhouseCoopers LLP an independent registered public accounting fm has audited the

consolidated financial statements and effectiveness pf internal control over financial reporting as of

December 312Ol2 as stated in their report which appears herein
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of

MGIC Investment Corporation

In our opinion the accompanying consolidated balance sheets and the related consolidated statements of

operations comprehensive incOme shareholders quity 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 ended December 31 2012 in conformity with accounting principles generally accepted

in the United States of America Also in our opinion the Company maintained in all material respects

effective intemal control over financial reporting as of December 31 2012 based on criteria established in

Internal Control Integrated Framework issued by the Committee of Sponsoring Organizations of the

Treadway Commission COSO The Companys management is responsible for these financial

statements for maintaining effective intemal control over financial reporting and for its assessment of the

effectiveness of internal control over financial reporting included in Managements Report on Internal

Control over Financial Reporting Our responsibility is to express opinions on these financial statements

and on the Companys 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 perform the audits 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 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 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

reasonable basis for our opinions

companys internal control over financial reporting is process designed to provide reasonable

assurance regarding the reliability of financial reporting and the preparation of financial statements for

external purposes in accordance with generally accepted accounting principles companys internal

control over financial reporting includes those policies and procedures that pertain to the maintenance

of records that in reasonable detail accurately and fairly reflect the transactions and dispositions of the

assets of the company 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 companys assets that could have

material effect on the financial statements

Because of its inherent limitations internal control over financial reporting may not prevent or detect

misstatements Also projections of any evaluation of effectiveness to future periods are subject to the risk

that controls may become inadequate because of changes in conditions or that the degree of compliance

with the policies or procedures may deteriorate

PricewaterhouseCoopers LLP

Cd
Milwaukee Wisconsin

March 2013
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MGIC INVESTMENTCORPORAflON AND SUBSIDIARIES

December 31 2012.aud2011

Consolidated Balance Sheets

2012 2011

In thousands

ASSETS

Investment portfolio notes and

Securities available-for-sale at fair value

Fixed matunties amortized cost 2012 $4185937 2011

$57O0894 4227339 5820900

Equity secunties 2936 2747

Total investment portfolio 4230275 5823647

Cash and cash equivalents l027625 995799

Accrued investmrIt income 27243 55666

Reinsurance recoverable on loss reserves note 11 104848 154607

Reinsurance recoverable on paid losses 15605 19891

Premiums receivable 67828 71073

Home office and equipment net 27190 28145

Deferred insurance policy acquisitiOn costs 11245 7505

Other assets 62465 59897

Total assets 5574324 7216230

LIABILITIES AND SHAREHOLDERS EQUITY

Liabilities

Loss reserves notes and 11 4056843 45575i2

Premium deficiency reserve note 1O 737S1 134817

Unearned premiums note 11 138840 15486

Senior notes note 99910 170515

Convertible senior notes note 345000 345000

Convertible junior debentures note 379609 344422

Other liabilities 283401 312283

Total 1iabilitjs 5377384 6019415

Contingencies note 20

Shareholders equity note 15
Common stock one dollarpar value shares authorized 680000 shares

issued 2012 and 2011 -205047 outstanding 2012 202032 2011

201172 205047 205047

Paid-incapital 1135296 1135821

Treasury stock shares at cost 2012 3015 2011 3875 104959 162542
Accumulated other comprehensive loss income net tax note 48163 30124

Retained deficit .. 990281 11635
Total shareholders equity 196940 1196815

Total liabilitiØsand shareholders equity. 5574324 7216230

See accornpanyihg notes to consolidated financial statements
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MGIC INVESTMENT CORPORATION AND SUBSIDIARIES

Years EndedDecember 31 2012 201 and 2010

Consolidated Statements of Operations

Revenues

Premiums written

Direct

Assumed note 11
Ceded note 11

Net premiums written

Decrease in unearned premiums

Net premiums earned note 11

Investment income net of expenses note

Realized investment gains net note

Total other-than-temporary impairment losses

Portion of losses recognized in other comprehensive

income loss before taxes note

Net impairment losses recognized in earnings

Other revenue

Total revenues

Losses and expenses

Losses incurred net notes and 11

Change in premium deficiency reserve note 10
Amortization of deferred policy acquisition costs

Other underwriting and operating expenses net

Interest expense note

Total losses and expenses

Loss before tax

Benefit from provision for income taxes note 14

Net loss

Loss per share note

Basic

Diluted

Weighted average common shares outstanding basic

note

1049549 1j19182 $1169081

2425 4898 3090

34142 49904 70376
1017832 1064380 1101795

15338 59455 66952

1033170 1123835 1168747

Weighted average common shares outstanding diluted

note
____________

Dividends per share

See accompanying notes to consolidated financial statements

2012 2011 2010

In thousands except per share data

121640

197719

201270 247253

143 430 102581

2310 715 644

2310 715 9644

28145 36459 11588

1378364 1504279 1520525

2067253

61036
7452

193995

99344

2307008

928644
1565

1714707 1607541

44150 51347
6880 7062

207870 218080

103271 98589

1988578 1879925

484299 359400
1593 4335

927079 485892 363735

4.59 2.42 2.06

459 242 206

201892 201019 176406

201892 201019 176406

-$ -$
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MGIC INVESTMENT CORPORATION AND SUBSIDIARIES

Years Ended December 312012 2011 and 2010

Consolidated Statements of Comprehensive Income

2012 2011 2010

In thousands

Net Loss 927079 485892 363735

Other comprehensive income loss net of tax note

Unrealized holding losses gains for the period

included in accumulated other comprehensive

income loss 12646 68822 7534

Less net gains losses reclassified out of

accumulated other comprehensive income loss

into earnings for the period 66013 47765 6154

Change in unrealized investment gains and losses

note 78659 21057 69074

Amortization related to benefit plans note 13 1221 12862 6390

Foreign currency translation adjustment 1593 207 10665

Other comprehensive loss income net of tax 78287 7988 52019

Totalcomprehensive loss 1005366 477904 415754

See accompanying notes to consolidated financial statements
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MGIC INVESTMENT CORPORATION AND SUBSIDIARIES

Years Ended December 312010 2011 and 2012

Consolidated Statements of SharehOlders Equitr

Accumulated

other

comprehensive

income loss Retained

Common stock Paid-in capital Treasury stock note earnings/deficit

In thousands

Balance December 31 2009 130163 443294 269738 74155 924707
Net loss 363735
Change in unrealized investment

gains and losses net 69074
Common stock shares issued

note 15 74884 697492

Reissuance of treasury stock net 14425 47106 35410
Equity compensation 12581

Defined benefit plan adjustments

net 6390

Unrealized foreign currency

translation adjustment net 10665

BalanceDecember3l2010 205047 1138942 222632 22136 525562
Net loss 485892
Change in unrealized investment

gains and losses net 21057

Reissuance of treasury stock net.. 14577 60090 51305
Equity compensation 11456

Defined benefit plan adjustments

net 12862
Unrealized foreign currency

translation adjustment net 207

Balance December 31 2011 205047 1135821 162542 30124 11635
Net loss 927079

Change in unrealized investment

gains and losses net note 78659
Reissuance of treasury stock net

note 15 8749 57583 51567
Equity compensation note 18... 8224

Defined benefit plan adjustments net

note 13 1221
Unrealized foreign currency

translation adjustment net 1593

Balance December31 2012 205047 1135296 104959 48163 990281

See accompanying notes to consolidated financial statements
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MGLC INVESTMENT CORPORATION AND SUBSIDIARIES

Years Ended December 31 2012201 and 2010

Consolidated Statements of Cash Flow

Cash flows from operating activities

Net loss

Adjustments to reconcile net loss to net cash used in

operating activities

Depreciation and other amortization

Deferred tax benefit

Realized investment gains net

Net investment impairment losses

Gain on repurchase senior notes

Other

Change in certain assets and liabilities

Accrued investment income

Reinsurance recoverable on loss reserves

Reinsurance recoverable on paid losses

Premiums receivable

Deferredinsurance policy acquisition cOsts..

Real estate

Loss reserves

Premium deficiency reserve

Unearned premiums

Return premium

Income taxes payable current

Net cash used in operating activities

Cash flows from investing activities

Investment purchases

Equity securities

Fixed maturities

Proceeds from sale of

Equity securities

Fixed maturities

Proceeds from maturity of fixed maturities

Repayment of note receivable from joint ventures..

Net decrease increase in payable for securities

Net cash provided by used in investing activities

Cash flows from financing activities

Repayment of long-term debt

Net proceeds from convertible senior notes

Common stock shares issued

Net cash used in provided by financing activities

Net increase decrease in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

2012 2011 2010

In thousands

927079 485892 363735

100135 84828 60882

34 738 75
197719 143430 102581

2310 715 9644

17775 27688
21026 14218 13646

28423

49759

4286

3245

3740
1842

500669
61036
16026
11700

1888

1568600

14639

120683

14269

8494

777
4599

1326659
44150
60291
28300
1489

188385

9523

56937

24863
10572

740

2390
820819
14219
65581
90500

293681

875430

126 156
5025204 4393471 5225794

504

5216934 4742213 4287312

146 1955 1407325 740959

83500

20 2228 2275

1653533 1754217 111904

53107

53107
31826

995799

1027625

178721 1000
334373

772376

178721 1105749

308355 118415

1304154 1185739

995799 1304154

See accompanying notes to consolidated financial statements

75



MGIC INVESTMENT CORPORATION AND SUBSIDIARIES

December 31 20122011 and 2010

Notes to Consolidated Financial Statements

Nature of Business

MGIC Investment Corporation is holding company which through Mortgage Guaranty Insurance

Corporation MGIC MGIC Indemnity Corporation MIC and several other subsidiaries 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 Pool insurance generally

covers the excess of the loss on defaulted mortgage loan which exceeds the claim payment under the

primary coverage if primary insurance is required on that mortgage loan as well as the total loss on

defaulted mortgage loan which did not require primary insurance Pool insurance may have stated

aggregate loss limit for pool of loans and may also have deductible under which 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 billion $0 billion on pool policies with aggregate loss limits and $0 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 Wiscànsin our domiciliary state require mortgage

insurer to maintain minimum amount of statutory capital relative to the risk in force or 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 allows for

maximum risk-to-capital ratio of 25 to nsk-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 greater percentage decrease in capital and greater increase in the risk-to

capital ratio Wisconsin does not regulate capital by using risk-to-capital measure but instead requires

minimum policyholder position MPP The policyholder position of mortgage insurer is its net

worth or surplus contingency reserve and portion of the reserves for unearned premiums
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At December 31 2012 MGTCs risk-to-capital ratio was 443 to exceeding the maximum allowed

by many jtirisdictions and its policyholder position was $640 million below the required MPP of $1.2

billion We expect MGICs 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 higher risk-to-capital ratio on combined basis may indicate that

in order for MGTC or MIC to continue to utilize reiisurance 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 MTC tdwrite insurance with higher coverage

percentage than they could on their own under certain state-specific requirements

Statement of Statutory Accounting Principles No 101 SSAPNo 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 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 MGTC 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 MGTC calculated its net deferred tax assets based on thr

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

Although MGIC does not meet the Capital Requirements of Wisconsin the OCT has waived thetu

until December 31 2013 Tn place of the Capital Requirements the OCT Order containing the Waiver of

Capital Requirements the OCT Order provides that MGTC can write new business as long as it

maintains regulatory capital that the OCT determines is reasonably in excess of level that would

constitute financially hazardous condition The OCT Order requires MGIC Tnvestment Corporation

through the earlier of December 31 2013 and the termination of the OCT Order the Covered Period to

make cash equity contributions to MGTC as may be necessary so that its Liquid Assets are at least $1

billion this portion of the OCT 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 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 MGTC As of December 31 2012 Liquid Assets were

approximately $4.8 billion Although we do not expect that MGTCs 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 MGTCs claim payments

and other uses of cash continue to exceed cash generated from operations Factors that could negatively

impact MGICs Liquid Assets are discussed throughout the financial statenient footnotes

The OCI in its sole discretion may modifj terminate or extend its waiver of Capital Requirements

although any modification or extension of the Keepwell Provision requires our written consent Tf the OCT

modifies or terminates its waiver or if it fails to renew its waiver upon expiration depending on the

circumstances MGTC could be prevented from writing new business in all jurisdictions if MGTC does not

comply with the Capital Requirements We cannot assure you that MGTC 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 If MGTC were prevented from writing new

business in all jurisdictions our insurance operations in MGIC wOuld be in run-off meaning no new ioan

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 MGTC either met the Capital Requirements or

obtained necessary waiver to allow it to once again writenew business Furthermore if the OCT revokes or

fails to renew MGTCs waiver MTCs ability to write new business would be severelylimited because the

GSEs approval of MIC discussed below is conditioned upon the continued effectiveness of the OCT Order
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MGIC applied for waivers in the other jurisdictions with Capital Requirements and at thistime has

active waivets from seven of them MIC is wnting new business in the junsdictions where MGIC does not

have active Waivers As result MGIC and I\IC are collectively writing business on nationwide basis

Insurance departments in their sole discretion may modif terminate 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 waiver or renew its waiver after expiration depending on the circumstances MGIC
could be prevented from writing new business in that parlicular 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 wnte new insurance in that junsdiction As discussed below under certain conditions this

business would be written in MIC. Factors that coulnegatively impact MGIC statutory capital and

compliance with Capital Requirements are discussed throughout the financial statement footnotes

MGJCs failure to meetthe Capital Requirements to insure new business does not necessarily mean
that MGIC does not have sufficient.resources tipay claims on its insurance liabilities While we believe

that MGIC has sufficient claims paying resowces to meet its claim obligations on its insurance in force on

timely basis we cannot assure you that the.events that led to MGIC failing to meet Capital Requirements

would not also fresult in it not having sufficient claims paying resources Furthermore our estimates of

MGICs 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 makethe assumptions about when

anticipated claims will be received housing values and unemployment rates highly volatile in the sense

that there is 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 wilibe

rescinded and the outcome of any legal proceedings or settlement discussions related to rescissions

Factors that could negatively affect MGICs claims paying resources are discussed throughout the

financial statement footnotes

As part of our longstanding plan to write new businessin MIC direct subsidiary of MGIC MGIC
has made capital contributions to MIC As of December31 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 junsdictions where we did not have active waivers of Capital Requirements for

MGIC In the second half of 20l2 MICs new insurance writtenwas $2.4 billion which includes business

from certain jurisdictions for which new insurance is again being wntten 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 wnte new business This projection is based on the 18 nsk-to-capital limitation prescnbed by

Freddie Macsapproval of MIC discussed below and assumesthe mixand level of newinsurance written

in the future would be the same as we wrote in 2012 It also assumes MIC eligibility would extend

throughout this period We are currently wnting new mortgage insurance in MIC in Florida Idaho

Missouri New Jersey New York North Carolina Ohio and Puerto Rico Approximately 19% of new

insurance wntten in 2011 and 2012 was from junsdictions in which MIC is currently wnting business If

we had to wnte substantially more of our business in MIC and our levels of new insurance wntten were to

increase materially MIC may require additional capital to stay below Freddie Macs prescribed risk-to

capital limit or waiver of Freddie Macs risk-to-capital limitation may be required MIC is licensed to

wnte business in all junsdictions and subject to the conditions and restnctions discussed below has

received the necessary approvals from theGSEsand the OCLto write business in all of.the jurisdictions

that have not waived their Capital Requirements for MGIC.
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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 dueto MGICs failure th meet Capital Requirements and to

obtain Waiver of them.IM1C is a1so approved to write mortgage insurance for 60 days injurisdictions that

do not have Capital Reqtiirements if jurisdiction notifies MGIC that due to its financiaT condition it may

noloner write new business The agreement provides that Fannie Mae may in its discretion exten4 such

approval to no later than December 312013 The agreement with Fannie Mae containScertain conditions

and restrictions to its continued effectiveness including the continued effectiveness of the OCT Order and

the continued applicability of the Keepwell Provision of the OCT Order

Under letter from Freddie Mac that was amended and restated as of November 30 2012 Freddie

Mac approved MIC to write busines only in those jurisdictions other than Wiscbnsin whereeitffŁr

MGIC is unable to write business because it does not meet the.Capital Requirements and does not obtain

waivers of them or MGIC received notice that it may not write business because of that jurisdictions

view of MGTCs financial condition This approval of MTC which may be withdrawn at any tithe expires

December 31 2013 or earlier if financial examination by the OCI determines that there is reasonable

probability that MGIC will be unable to honor claim obligations at any time in thefive years after the

examination or if MGTC fails to honor claim payments The approval from Freddie Mac contains certain

conditions and restrictions to its continued effeetieness including requirements that MTC not exceed

risk-to-capital ratio of 181 at December 31 2012 MICs risk-to-capital ratio was 1.2 tO and

MTC comply with all terms and conditions of the OCI Order the OCT Order remain effective we

contribue $100 million to MGIC on or beforeDecember 2012 which we did MGIC enter into and

compl wIth the payment terms of the settlement agreement with Frddie Mac and the FHFA dated

December 2012 for more information about the settlement agreement see Note 20 Litigation and

Contingencies the OCT issue the order described in the next paragraph which it did and MTC provide

MGIC access to the capital of MTC in an amount necessary
for MGIC to maintain sufficient liquidity to

satisfy its obligations underinsurance policies issued by MGIC

On November 29 2012 the OCT issued an order effective until December 31 2013 establishing

procedure for MTC to pay dividend to MGTC if either of the following two events occurs1 an OCT

examination determines that there is reasonable probability that MGIC will be unable to honor its policy

obligations at any time during the five years after the examination or MGTC fails to honor its policy

obligations that it in goOd faith believes ar valid Tfone ofthese events occurs the OCI is to conduct

reviewto be cOmpleted within 60 days after the triggering event to determine the maximum single

divideiidMTC could prudently pay to MGTC forthe benefitof MGICs policyholders taking account of

the intereSts of MTCs policyholders and the general public and certain standards for dividends imposed by

Wisconsinlaw Upon the completion of the review the OCT will authorize and MTC will pay such

dividend within 30 days

We cannot assure you that the GSEs will approve or continue to approve MTC to write business in all

jurisdictions in which MGTC is unable to do so Tf one GSE does not approve MTC in alljurisdictions in

which MGTC is unable to write new business MIC may be able to write insurance on loansthat will be

soldt0 the other GSE or retained by private investors However because lenders ma not know which

GSE will purchase their loans until mortgage insurance has been procured lenders may be unwilling to

procute mortgage insurance from MTC Furthermore if we are unable to write business On nationwide

basis utilizing combination of MGTC and MIC lenders may be unwiliing to procure insurance from us

anywhere In addition new insurance written can be influenced bya ledrs assessment of the financial

strength of our insurance operations

See additional disclosure regarding statutory capital in Note 17 Statutory Capital
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Basis of Presentation

The accompanying financiJ 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 eliminate

Summary of Significant Accounting Policies

Fair Value Measurements

In accordance with fair value guidance we applied the following fair value hierarchy in order to

measure fair value for assets and liabilities

Level Quoted prices for identical instruments in ctive markets that we can access Financial assets

utilizing Level inputs primarily include certain U.S Treasury securities and obligations of

U.S government corporations and agencies and Australian government and semi government

securities

Level 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 inputs primarily include certain municipal and corporate bOnds

Level Valuations derived from valuation techniques in which one or more significant inputs or value

drivers are unobservable Level inps reflect our own assumptions about the assumptions

market participant would use in pricing an asset or liability Financial assets utilizing Level

inputs include certain state and auction rate backed by student loans securities Non-financial

assets which utilize Level inputs include real estate acquired through claim settlement

To determine the fair value of securities available-for-sale in Level and Level 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 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

multidimensional pncrng 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 value

assigned to each security In addition on 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 are as follows

Securities available-for-sale classified in Level are not readily marketable and are valued using

internally developed models based on the present value of expectedcash flows Our Level securities

primarily consist of auction rate securities for which observable inputs or value drivers are unavailable

due to events described in Note Investments Due to limited market information we utilized

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 securities as of

December 31 2012 is based on the following key assumptions

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 spread for liquidity risk

The spread for liquidity risk at December 31 2012 increased significantly from September 30 2012

due to our decision to consider offers from outside the auction process on our remaining two auction

rate securities These secondary market transactions have historically had higher discount to par than

transactions associated with the issuers or trustees

Real estate acquired through claim settlement is fair valued at the lower of our acquisition cost or

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

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 See Note

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 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 geographic area
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Under the current guidance 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 reŒover 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 straight-line basis for the home office equipment and data

processing hardware over estimated lives of 45 and years respectively For income tax purposes we

use accelerated depreciation methods

Home office and equipment is shown net of accumulated depreciation of $5 1.3 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 premium deficiency exists we reduce the related DAC by the amount of the

deficiency or to zero through charge to current period earnings If the deficiency is more than the related

DAC balance we then establish premium deficiency reserve equal to the excess by means of 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 default insured mortgage loans We define default as an insured loan with 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 Accounting Standards

Codification ASC 944 regardmg accounting and reporting by insurance entities specifically excludes

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 Loss reserves are established by estimating the number of loans in our inventory of delinquent
loans

that will result in 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 claimamounts 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 Loss Reserves

Premium Deficiency Reserve

After our loss reserves are initially established we perform premium deficiency 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 ofthepremiurn

deficiency reserve was based upon our pre-tax investment yield at year-end Products are grouped for

premium deficiency purposes based on similarities in the way the products are acquired serviced and

measured for profitability

Calculations of premium deficiency reserves require 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 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

deficiency reserves the differences between the actual results and our estimate will affect future period

earnings See Note 10 Premium Deficiency Reserve

Revenue Recognition

We write policies which are guaranteed renewable contracts at the insureds option on single annual

or monthly premium basis We have no ability to reUnderwrite or repnce these contracts Premiums

written on 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

monthly pro rata basis Premiums written on monthly policies are earned as coverage is provided When

policy is cancelled all premiumthat 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 policy is rescinded all previoUsly collected premium is returned to the lender and when 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 for all periods affects premiums written and earned Policy cancellations also

lower the persistency rate which is variable used in calculating the rate of amortization of deferred

insurance policy acquisition costs

Fee income of our non-insurance subsidiaries is earned and recognized as the services are provided

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 deferred tax asset valuation allowance on quarterly basis We analyze several factors among
which are the severity and frequency ofoperating 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 valuation allowance

We provide for uncertain tax positions and the related interest and penalties based on our assessment

of whether tax benefit is more likely than not to be sustained under any examination by taxing

authorities

Benefit Plans

We have non-contributory defined benefit pension plan covering substantially all employees as well

as 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 required 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 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

Reinsurance

Loss reserves and unearned premiums are reported before taking credit for amounts 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 foreign currency are translated at the year-end exchange rates

Operating results are translated at average rates ofexchange 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 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

84



Notes continue4

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 avrage 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 certain stock awards stock

options and the dilutive effect of our convertible debt In accordance with accounting guidance if we
report net loss from continuing operations then our diluted EPS is computed in the same manndr as the

basic EPS In addition if any common stock equivalents are anti-dilutive they are always excluded from
the calculation The following is reconciliation of the weighted average number of shares for the years
ended December 31 2012 2011 and 2010 common stock equivalents of 61 million 55 million and
47.4 millionrespectively werenot included because they were anti-dilutive

Years Ended December 31
2012 2011 2010

In thousands except per share data

201892 201019 176406

927079 485892 363
459 242 206

201892 201019 176406

201892 201019 176406

927079 485892 363735
4.59 242 2.06

Basic loss
per share

Average common shares outstanding

Net loss

Basic loss per share

Diluted loss per share

Weighted-average shares Basic

Common stock equivalents

Weighted-average shares Diluted

Netloss

Diluted loss
per share
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Other Comprehensive Incoine

Our other comprehensive income for the years
ended December 31 2012 2011 and 2010 was as

follows

Other comprehensive income loss

Change unrealized gains
and losses on

investments

Amortization related to benefit pjans

Unrealized foreign currency translation

adjustment

Other comprehensive income loss

Other comprehensive income loss

Change in unrealized gains and losses on

investments

Amortization related to benefit plans

Unrealized foreign currency
translation

adjustment

Other comprehensive income loss

Other comprehensive income loss

Change in unrealized gains and losses on

investments

Amortization related to benefit plans

Unrealized foreign currency translation

adjustment

Other comprehensive income loss

2012

Valuation

Before tax Tax effect allowance Net of tax

In thousands

78546 27510 27623 78659

1221 428 428 1221

2452 859
77315 27079 28051

________

See Note 14 Income Taxes for discussion of the valuation allowance

Our total accumulated other comprehensive income was as follows

86

1593

78287

2011

Valuation

Before tax Tax effect allowance Net of tax

In thousands

31662 10605 21057

19789 6927 12862

318 111 207
11555 3567 7988

2010

Valuation

Before tax Tax effect allowance

In thousands

Net of tax

71308
6390

15615

49303

27220

2236

5479
19505

24986 69074
2236 6390

529
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December 31

2012 2011

In thousands

Unrealized gains losses on investments 41541 120087

Defined benefitplans 71804 70582
Foreign currency translation adjustment 32747 30294

Accumulated other comprehensive income before tax 2484 79799

Tax effect 50647 49675
Total accumulated other comprehensive loss income 48163 30124

Tax effect does not approximate 35% due to amounts of tax benefits not provided in various

periods due to our tax valuation allowance

Cash and Cash Equivalents

We consider money market fuhds and investments with original maturities of three months or less to

be cash equivalents

Subsequent Events

We have considered subsequent events through the date of this filing

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 income and other comprehensive income in either 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 requirements

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 million of such costs Acquisition costs are not deferred on

statutory accounting basis therefore this new guidance has no impact on our statutory capital

Related Party Transactions
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There were no related party transactions during 2012 2011 or 2010

Investments

The amortized cost gross unrealized gains and iosses and fair value of the investment portfolio at

December 31 2012 and 2011 are shown below

December 31 2012

U.S Treasury securities and obligations of U.S

government corporations and agencies 863282

Obligations of U.S states and political

subdivisions 795935

Corporate debt securities 1792646

Residential mortgage-backed securities 451352

Commercial mortgage-backed securities 150232

Debt securities issued by foreign sovereign

governments

Total debt securities

Equity securities

Total investment portfolio

3040 71 866251

Gross Gross

Unrealized Unrealized

Gains Losses

In thousands

There were no other-than-temporary impairment losses recorded in other comprehensive income at

December 31 2012 and 2011

Includes investments in corporate asset-backed securities with fair value of $324 million and $199

million at December 31 2012 and 2011 respectively

Gross Gross

Amortized Unrealized Unrealized

Cost Gains Losses

In thousands

Fair

Value

16965

15470

871

524

506
2739
1314

414

812394

1805377

450909

150342

132490

4185937

2797

4188734

9784 208 142066

46654 5252 4227339

139 2936

46793 5252 4230275

Amortized

Cost

Fair

Value

December 31 2011

U.S Treasury securities and obligations of U.S

government corporations and agencies 592108 4965 36 597037

Obligations of U.S states and political

subdivisions 2255192 74918 6639 2323471

Corporate debt securities 2007 720 32 750 7619 2032851

Residential mortgage-backed securities 441589 4113 285 445417

Commercial mortgage-backed securities 257530 7404 264934

Debt securities issued by foreign sovereign

governments 146755 10441 157190

Total debt securities 5700894 134591 14585 5820900

Equity securities 2666 82 2747

Total investment portfolio 5703560 134673 14586 5823647
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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 following major rating agencies Moodys Standard Poors and Fitch Ratings

The amortidost and fair values of debt securities at December 31 2012 by contractual maturity

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 their lives they are listed

below in separate categories

December31 2012 ___________ ___________

Due in one year or less

Due after one year through five
years

Due after five years through ten years

Due after ten years ___________ ___________

Residential mortgagebacked securities

Commercial mortgage-backed securities

Auction rate securities
_____________ _____________

Total at December 31 2012 4185937 4227339

At December 31 2012 100% of auction rate securities had contractual maturity greater
than 10 years

89

Amortized Fair

Cost Value

In thousands

1097193 1099383

1673962 1696376

480319 491933

315765 321282

3567239 3608974

451352

150232

17114

450909

150342
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Notes continued

December 31 2012

U.S Treasury securities and

obligations of U.S

government corporations

and agencies

Obligations of U.S states and

political subdivisions

Corporate debt securities

Residential mortgage- backed

securities

Commercial mortgage- backed

securities

Debt securities issued by

foreign sovereign

governments

Total investment portfolio.

December 31 2011

U.S Treasury securities and

obligations of U.S

government corporations

and agencies

Obligations of U.S states and

political subdivisions

Corporate debt securities

Residential mortgage-backed

securities

Debt securities issued by

foreign sovereign

governments

Equity securities

Total investment portfolio.

24298 335

12 Months or Greater

Fair Unrealized

Value Losses

In thousands

120405

484

33

$1243882 14586

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

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 position the length of time the

securities were in such position as measured by their month-end fair values is as follows

Less Than 12 Months 12 Months or Greater Total

Fair Unrealized Fair Unrealized

___________ ___________
Value Losses Value Losses

In thousands

Fair

Value

Unrealized

Losses

24094 71

156111

310440

315000

505

2737

24094

1006

3353

982 19939

72689 414

14695

893029

208

4917

Less Than 12 Months

71

157117 506

313793 2739

332 334939 1314

72689 414

14695 208

917327 5252

Total

Fair Unrealized

Value Losses

78546 36

6639

7619

285

Fair Unrealized

Value Losses

78546 36

188879

689396

837 137965

6709 28174

5802 326844
910 717570

120405 285

484

$1077710 7873

33

166172 6713
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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 majorrating agencies

Under the current guidance 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 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 which the expected cash flows are not

sufficient to recover the amortized cost

For the years ended December 31 2012 and 2011 there were no credit losses recognized in earnings

for which portion of an OTTI loss was recognized in accumulated other comprehensive income loss

Net investment income is comprised of the following

2012 2011 2010

In thousands

Fixed maturities

Equity securities

Cash equivalents

Interest on Sherman note

Other
_________ _________ _________

Investment income

Investment expenses __________

Net investment income 121640
__________ __________

122886 202301 236734

200 330 315

333 496 1526

10796

782 926 1081

124201

2561
204053 250452

2783 3199

201270 247253
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The net realized investment gains losses including impairment losses and change in net unrealized

appreciation depreciation of investments are follows

2012 2011 2010

In thousands

Net realized investment gains losses on investments

Fixed maturities 195652 142284 93017

Equity secunties 487 330 151

Joint ventures 466
Other 730 101 235

Total net realized investment gains
195 409 142715 92937

Change in net unrealized appreciation depreciation

Fixed maturities 78604 31576 71304

Equity securities 58 86

Other ________ _________

Total change in net unrealized appreciation depreciation 78546 31662 71308

The gross realized gains gross
realized losses and impairment losses are as follows

2012 2011 2010

In thousands

Gross realized gaiiis 213827 158659 119325

Gross realized losses 16108 15229 16278

Impairment losses 2310 715 9644

Net realized gains on securities 195409 142715 93403

Loss from joint ventures 466

Total net realized gains 195409 142715 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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Fair Value Measurements

Notes continue4

Fair value measurements for items measured at fair value included the following as of December 31
2012 and 2011

December 31 2012

U.S Treasury securities and obligations of

U.S government corporations and

agencies

Obligations of U.S states and political

subdivisions

Corporate debt securities

Residential mortgage-backed securities

Commercial mortgage-backed securities

Debt securities issued by foreign sovereign

governments

Total debt securities

Equity securities

Total investments

Real estate acquired

December 31 2011

U.S Treasury securities and obligations of

U.S government corporations and

agencies

Obligations of U.S states and political

subdivisions

Corporate debt securities

Residential mortgage-backed securities

Commercial mortgage-backed securities

Debt securities issued by foreign sovereign

governments

Total debt securities

Equity securities

Total investments

Real estate acquired

Significant

Unobservable

Inputs

Level

809264 3130

1788263 17114

450909

150342

Quoted Prices Significant

in Active Other

Markets for Observable

Identical Assets Inputs

Fair Value Level Level

In thousands

Real estate acquired through claim settlement which is held for sale

the consolidated balance sheet

is reported in Other Assets on

Quoted Prices Significant

in Active Other

Markets for Observable

Identical Assets Inputs

Fair Value Level Level

In thousands

866251866251

812394

1805377

450909

150342

142066

4227339

2936

4230275

3463

142066

1008317

2615

1010932

3198778 20244
321

3198778 20565

3463

Real estate acquired through claim settlement which is held for sale is reported in Other Assets on

the consolidated balance sheet

597037

2209245

1455 1971168

445417

264934

597037

2323471

2032851

445417

264934

157190

5820900

2747

5823647

1621

Significant

Unobservable

Inputs

Level

114226

60228

174454

321

174775

1621

147976

746468

2426

748894

9214

4899978

4899978
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There were no transfers of securities between Level and Level during 2012 or 2011

For assets and liabilities measured at fair value using significant unobservable inputs Level

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

and Political

Subdivisions

Corporate

Debt

Securities

8669 3129 11798

2310

Equity Total Real Estate

Securities Investments Acquired

In thousands

Balance at December 31 2011 114226 60228 321 174775 1621

Total realized/unrealized gains

losses
Included in earnings and reported as

realized investment gains losses

net

Included in earnings and reported as

net impairment losses recognized

in earnings

Included in earnings and reported as

losses incurred net

Included in other comprehensive

income

Purchases

Sales

Transfers into Level

Transfers out of Level

Balance at December31 2012 3130 17114 321 20565 3463

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

2012

2310

5630
27

108084

733

38408

1126

6363
27

146492

11991

9023
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Obligations of

U.S States Corporate

and Political Debt Equity

Subdivisions Securities Secunties
____________ ____________

In thousands

Balance at December 31 2010 .. 295690 70053 321 366064 622Y

Total realized/unrealized gains

losses
Included in earnings and reported as

realized investment gains losses

net 7883 200

Included in earnings and reported as

net impairment losses recognized

in earnings 662
Included in earnings and reported as

losses incurred net

Included in other comprehensive

income 6894 637

Purchases

Sales 180475 10000

Transfers into Level

Transfers out of Level

Balance at December 31 2011 .. 114226 60228
_________ ___________ __________

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 -$ -$ -$

Total Real Estate

Investments Acquired

7683

662

371

7531

5279

190475 9507

321 174775 1621
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Obligations

of U.S States Corporate

and Political Debt Equity Total Real Estate

Subdivisions Securities Securities Investments Acquired

In thousands

Balance at December 31 2009 370341 129338 321 500000 3830
Total realized/unrealized gains

losses
Included in earnings and reported as

realized investment gains losses
net 2880 2880

Included in earnings and reported as

net impairment losses recognized

in earnings 2677 2677
Included in earnings and reported as

losses incurred net 1926
Included in other comprehensive

income 4913 5342 10255
Purchases

15606
Sales 79564 59070 138634 11290
Transfers into Level

Transfers out of Level

Balance at December 31 2010 295690 70053 321 366064 6220

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
2010

Additional fair value disclosures related to our investment portfolio are included in Note

Investments Fair value disclosures related to our debt are included in Note Debt

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 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

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 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 failure to pay when due at

maturity or 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 payment of principal on the Senior NOtes when due or

payment of interest on the Senior Notes within thirty days after due and we are not successful in

obtaining an agreement from holders ofa 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 ofthosenotes 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 bankruptc or insolvency-related events

involving our holding company including cetain events involving the appointment of 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..Indeætur dated

as of October 15 2000 between us and U.S Bank National Association as trustee and in an Officers

Certificate dated as of October 2005 which specifies the interest rate maturity date and other terms of

the Senior Notes

Interest payments on the Senior Notes outstanding at the beginning of.2012 ºre $7.4 millionand

$14.9 million for the years ended December 31 2012 and 201 respectively For the
year ended

December 31 2011 we also had interest payments of $4.4rnillion related to Senior Notes repaid in 20F1

Convertible Senior N.otes

At December 31 2012 and 2011 we had outstanding $345 million principal amount of 5%
Convertible Senior Notes due in 2O17iInterest On the ConvertibleSenior Notes is payable semiaunually

in arrears on May and November of each year The Convertible Senior Notes will mature on May
2017 unless eaflier converted by the holders or repurchased by us Covenants in the Convertible Senior

Notes include requirement to notif holders in advance of certain events andthat 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

If we fail to meet any of the covenants of the Convertible Senior .Nots there is failure to pay when
due at maturity or default results in the acceleration of maturity of any ofour other debt in an aggregate

amount of $40 million or more 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 payment of principal on the

Convertible Senior Notes when due or payment of interest onthe Convertible Senior Notes within thirty

days after due and we are not successful in obtaining an agreement from holders of 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 ConvertibleSenior 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 Significant Subsidiary including the failure to have dismissed or

stayed petition seeking relief under bankruptcy or insolvency laws or the consent of our holding

company or 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 ReinsuranceCorporation of Wisconsin were our Significant Subsidiaries
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The Convertible Senior Notes are convertible at the holders option at an initial conversion rate

which is subject to adjustment of 74.4186 shares per $1000 principal amount at any time prior to the

maturity date This represents an initial conversion price of approximately $1344 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 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 bankruptcy or insolvency-related events

involving our holding company including the appointment of custodian of it or any substantial part of its

properties

Interest on the debentures is payable semi-annually in arrears on April and October 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

On September 11 2012 we sent notice to the holders of record of our debentures that we were

deferring to October 2022 -the interest payment of $17.5 million that was scheduled to be paid on

October 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 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

earlier 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 securities is called the Alternative 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 counting any net proceeds of those securities previously sold under the

Alternative Payment Medhanism would exceed the 2% cap The 2% cap is 2% of the average closing

price of our common stock times the number of our outstanding shares of common stock The average

pnce is determined over specified period 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 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 market disruption event that occurs over specified portion of such period

Market disruption events include any material adverse change in domestic or international 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 debentUfes which are

contained in the Indenture dated as of March 28 2008 between us and Bank National Association

as trustee

We may redeem the debentures prior to April 2013 in whole but not in part only in the event of

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 100% of the principal amount of the debentures being redeemed and

the applicable make-whole amount as defined in the Indenture in each case plus any accrued but unpaid

interest On or after April 2013 we may redeem the debentures in whole or in part from time to time at

our option at redemption pnce 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 ether than in the event of specified tax

event or rating agency event during an optional deferral period

The debentures are currently convertible at the holders option at an initial conversion rate which is

subject tc adjustment of74.074 common shares per $1000 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

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 5-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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2013 we may at our option make cash payment to converting holders equal to the value of all or

some of the shares of our common stock otherwise issuable upon conversion

Interest payments on the debentures were $17.5 million 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 2011 appears in the table below

Significant

Quoted Prices in Other Significant

Active Markets Observable Unobservable

for Identical Inputs Inputs

Par Value Total Fair Value Asse1s Level Level Level

In thousands

December 31 2011

Liabilities

Senior Notes 171000

Convertible Senior

Notes 345000
Convertible Junior

Subordinated

Debentures

Total Debt

389522

905522

The fair value of our Senior Notes and Convertible Senior Notes was determined using publicly available

trade information and are considered Level securities .as described in Note Fair Valuç Measurements

The fair value of our debentures was determined using available pricing for these debentures or sjmiiar

mstruments and are considered Level securities as descnbed in Note Fair Value Measurements

The Senior Notes Convertible Senior Notes and Convertible Junior Debentures are obligations of our

holding company MGIC Investment Corporation 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 equivalents was

2.2 years at December 31 2012

Loss Reserves

As described in Note Summary of Significant Accounting Policies we establish reserves to

recognize the estimated liability for losses and loss adjustment expenses related to defaults on insured

December 31 2012

Liabilities

Senior Notes

Convertible Senior

Notes

Convertible Junior

Subordinated

Debentures

Total Debt

100118

345000

389522

834640

79594 79594

242880 242880

173096 173096

495 570 322474 173096

116708 116708

202256 202256

189648 189648

508612 318964 189648
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mortgage loans Loss reserveg are established by estimating the number of loans in our inventory of

delinquent loans that will result in 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

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 deterioration of regional or national economic

conditions including unemployment leading to reduction in borrowers income and thus their ability to

make mortgage payments and 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 and capital position even in stable economic environment

The following table provides reconciliation of beginning and ending loss reserves for each of the

past three years

2012 2011 2010

In thousands

5884171 6704990

___________
275290 332227

5608881 6372763

92000

4402905 5608881 6280763

Losses incurred

Losses and LAE incurred in respect of default notices

received in

Current year 1494133
Prior years3 573120 ___________ ___________

Subtotal 2067253
___________ ___________

Losses paid

Losses and LAE paid in respect of default notices received

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

Reserve at beginning of year 557 512

Less reinsurance recoverable 154607

Net reserve at beginning of year 4402905

Adjustment to reserves

Adjusted beginning reserves

in

Current
year

Prior years

Reinsurance terminations

Subtotal

Net reserve at end of year

Plus reinsurance recoverables

Reserve at end of year

1814035

99328

1714707

121383

2838069

38769

2920683

4402905

154607

4557512

1874449

266908

1607541

60897

2256206

37680

2279423

5608881

275290

5884171

134509

2389985

6331
2518163

3951995

104848

4056843
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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 liability in Other liabilities and

Premium deficiency reserve on the consolidated balance sheet

negative number for prior year losses incurred indicates redundancy of prior year
loss reserves and

positive number for prior year losses incurred indicates deficiency of prior year loss reserves See table

below regarding prior year loss development

Our estimated rescissions were reduced by approximately $0 billion in 2012 due to our

probable settlement 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 billion in 2010 Rescissions did not have significant impact on incurred losses in 2011

In 2012 includes $0 billion payment under the Freddie Mac settlement agreement See Note 20

Litigation andContingencies

In 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 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 See 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 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 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 claim the amount of the claims changes in the relative 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 primarilydue to decrease in the number of new default notices received

net of cures These factors were somewhat offset by smaller benefit from captive arrangements
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The prior year development of the reserves in 2012 2011 and 2010 is reflected in the table below

2012 2011 2010

In millions

Prior year loss devlopment

Pool policy settlement 1.. 267

Estimated probable rescission settlements 100

Increase decrease in estimated claim rate on primary defaults 260 200 432
Decrease in estimated severity on primary defaults 70 165

Change in estimates related to pooi reserves LAE reserves and

reinsurance 16 134 165

Total prior year loss dev1opment 573 99 267

See Note 20 Litigation and Contingencies for discussion of our settlement with Freddie Mac and our

probable settlements regarding rescissions

Includes approximately $114 million related to LAE reserves in 2011 and approximately $185 million

related to pool reserves in 2010

The increase decrease in the claim rate was based on the resolution of approximately 55% 57% and

55% in201-2 2011 and 2010 respectively of the prior year default inventory as well as re-estimation of

amounts to be ultimately paid on defaults remaining in inventory from the end of the prior year and

estimated incured but not reported items from the end of the prior Sear In addition during .201.2 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 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 201 iwas based on recent historical trends in the costs associated with

resolving claim In 2010 the increase in estimated pool severity was based on the resolution of defaults

that occurred in prior periods with higher claim amounts which in part.were applied to remaining

deductibles on certain pool policies

The Losses paid section of the t.àble 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 of the table above It

has historically taken prior to the last few years on average approximately twelve months for default

which is not cured to develop into paid claim therefore most losses paid relate to default notiôes

received in prior years Due to 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

modifleations our fraud investigations and our claim rescissions and denials for misrepresentation it is

fficult to estimate how lông it may take for current and future defaults that do not cure to develop into

paid claims In 2012 and 2011 we experienced an increase in claims paid on default notices received in

the current year due to fewer claim investigations and an increase in short sales

The liability associated with our estimate of premiums to be refunded on expected claim payments is

accrued for separately at December 31 2012 and 2011 and approximated $134 million and $114 million

respectively Separate components of this liability are included in Other liabilities and Premium

deficiency reserve on our consolidated balance sheet See Note Summary of Significant Accounting

Policies Revenue Recognition
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roilforward 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

particular month can be influenced by among other things the date on which servicer generates its

report the number of business days in month and by transfers of servicing between loan servicers

2012 2011 2010

Default inventory at beginning of period

New Notices

Cures

Paids including those charged to deductible or

captive

Rescissions and denials
____________ ___________ ____________

Default inventory at end of period

Pool insurance notice inventory decreased from 32971 at December 3.1 2011 to 8594 at December

31 2012 During the third quarter of 2012 approximately 15600 pooi notices were removed from the

pool notice inventory due to the exhaustion of the aggregate loss on pool policy we have with Freddie

Mac See Note 20 Litigation and Contingencies for discussion of our settlement with Freddie Mac

regarding this pool policy The pool insurance notice inventory was 43329 at December 31 2010

The decrease in the primary default inventory experienced during 2012and 2011 was generallyacross

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 Historically as default

ages
it becomes more likely to result in claim

Aging of the Primary Default Inventory

December 31

2O12 2011 2010

Consecutive months in default

months or less

11 months

12 months or more

Total primary default inventory

23282 17% 31456 18% 37640 18%

34688 25% 46352 26% 58701 27%

81875 58% 97831 56% 118383 55%

139845 100% 175639 100% 214724 100%

Primary claims received inventory

included in ending default

inventory1 .1.1731 8% 12610 7% 2089 .10%

Our claims received inventory includes suspended rescissions as discussed in Note 20 Litigation 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 potential resolution As of

December 31 2012 coverage on approiimately 2150 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 10 claims received beginning

in the first quarter of 2011 or later As of December 31 2012 coverage on approximately 250 loans

representing total potential claim payments of approximately $17 million were affected by our decision to

suspend rescissions for another customer for which we also consider settlement probable In addition as of

December 31 2012 approximately 240 rescissiohs representing total potential claim payments of

approximately $16 million were affected by our decision to suspend rescissiôns for customers other than

175639 214724 250440

133232 169305 205069

120248 149643 183017

45741 51 138 43826

3037 7609 13942
139845 .175639 214724
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those for which we consider settlement probable as defined in ASC 450-20

The leiigth of time loan is in the default inventory can differ from the number of payments that the

borrower has not made or is considered delinquent These differences typically result from borrower

making monthly payments that do not result in the loan becoming fully current The number of payments

that borrower is delinquent is shown in the table below

Number of Payments Delinquent

December 31
2012 2011 2010

payments or less 34245 24% 42804 24% 51003 24%
11 payments 34458 25% 47864 27% 65797 31%

12 payments or more 71142 51% 84971 49% 97924 45%

Total primary default inventory 139845 100% 175639 100% 214724 100%

Rescissions

Before paying 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 claim if the servicer did

not comply with its obligation to mitigate our loss by performing reasonable loss mitigation efforts or

diligently pursuing foreclosure or bankruptcy relief in timely manner We also do not cover losses

resulting from property damage that has not been repaired

In addition 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

ongination documents and information as part of our normal processing when claim is submitted to us

rescissions occur on loan by loan basis most often after we have received claim Pnor to 2008 rescissions

of coverage on loans were not material portion of our claims resolved dunng 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 billion in 2011 rescissions mitigated our

paid losses by approximately $0 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

claim payment or been charged to deductible under bulk or pool policy and may have been charged to

captive reinsurer In recent quarters less than 10% of claims received in quarter have been resolved by

rescissions down from the peak of approximately 28% in the first half of 2009

Our loss reserving methodology incorporates our estimates of future rescissions and reversals of

rescissions Historically the number of rescissions that we have reversed has been immaterial vanance

between ultimate actual rescission and reversal rates and our estimates as result of the outcome of

claims investigations litigation settlements or other factors could materially affect our losses We
estimate rescissions mitigated our incurred losses by approximately $2 billion in 2009 and $0 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 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

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

seventies variance between ultimate actual rescission rates and these estimates could materiaily affect

our losses incurred Our estimationprocess does not include direct correlation between claim rates and

seventies to projected rescission activity or other economic ccmditions 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 0.7 1.3 2.1

Estimated rescission reduction losses incurred

Rescission reduction paid claims

Amounts that may have been applied to deductible 0.2

Net rescission reduction paid claims

Estimated rescission reduction ending reserve 0.2 0.7 1.3

As discussed in Note 20 Litigation and Contingencies we have made substantial progress in reaching

an agreement with Countrywide to settle the dispute we have concerning rescissions We have determined

that 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 billion This adjustment to

loss reserves was partially offset by an estimated benefit of approximately $0 billion under the terms of

the settlement agreements we consider probable as defined in ASC 450 20 As result in the fourth

quarter of 2012 we increased our loss reserve estimates by approximately $0 billion to reflect potential

settlements we consider 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 foreclosure or the property was sold in sale that we approved whichever is applicable

although in few jurisdictions there is longer time to bring such an action For the majority of our

rescissions since the begrnrnng of 2009 that are not subject to settlement agreement this period in which

dispute may be brought has not ended Until liability associated with settlement agreement or

litigation becomes probable and can be reasonably estimated we consider 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 determination that we

were not entitled to rescind in all cases we are sometimes unable to make 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
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an adverse outcome from ongoing legal proceºdings 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 deficiency reseree on our consolidated balance sheet Changes in the liability affect premiums

written and earned and change in premium deficiency reserve

In April 2011 Freddie Mac advised its servicers that they must obtain its pnor 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

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

discussed NOte 20 Litigation and Contingencies we have made substantial progress in

reaching an agreement with Countrywide concerning rescissions In addition to the proceedings involving

Countrywidewe are invOlved in legal proceedings with respect to rescissions that we do not consider to

be cbllectively material in airiOunt We continue to disCuss with other customers thØir objections to

material rescissiOns and have reached settlement terms with several of our sigiiifiCant 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 of December 31 2012 appOximately 240

rescissions representing total potential claim payments of approximately $16 millionwere affected by our

decision to suspend rescissions for customers other than the two customers for which we consider

settlement agreement probable as defined in ASC 450-20 Although it is reasonably possible that when

the discussions or leÆlproceedings with customers regarding rescissions are completed there will be

conclusion or determination that we were not entitled to rescind in all cases we are unable to make

reasonable estimate or range of estimates of the potential liability

10 Premium Deficiency Reserve

Beginning in 2007 when we stopped writing Wall Street bulk business we began to separately

measure the pettbrmance of these transactions andestablishØda 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

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 1285 1455 1760
Net present value of future cash flows 840 961 1254
Established lossreserves 766 826 1075

Net deficiency 74 135 1.79

Discount rate utilized at December 31 3% 3% 5%

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 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 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 periods 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 Change.s to these assumptions also have an

effect on that periods results

The decrease in the premium deficiency reserve for the years ended December 31 2012 2011 and

201.0 was $61 million $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 net change in

assumptions for these periods The change in assumptions 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 estimatedultimate 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 assumptions for 2010 is primarily related to higher estimated ultimate

premiums which is principally related to an increase in the projected persistency ratç

The decrease in the premium deficiency reserve for the years ended December 31 2012 2011 and

2010 appears in the table below
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Year ended December 31
2012 2011 2010

In millions

Prernium.Dçficiency Reserve at beginning

of pçriod 135 179 193
Adjustment to premium deficiency reserve

37
Adjusted premium deficiency reserve at

beginning of period 135 179 230

Paid claims and loss adjustment

expenses 279 334 426

Decrease in loss reserves 60 249 425
Premium earned 102 120 128
Effects of present valuing on future

premiums losses and expenses 25

Change in premium deficiency reserve to

reflect actual premium losses and

expenses recognized 116 43 152

Change in premium deficiency reserve to

reflect change in assumptions relating to

future premiums losses expenses and

discount rate 55 87 203

Premium Deficiency Reserve at end of

period 74 135 179

In periods prior to 201 an estimate of premium to be refunded in conjunction with claim payments was

included in Ldss Reserves In 2010 we separately stated this liability in Premium deficiency reserve on the

consolidated balance sheet See Note Summary of Significant Accounting Policies Revenue

Recognition

negative positive number for changes in assumptions relating to premiums losses expenses and

discount rate indicates deficiency redundancy of prior premium deficiency reserves

Each quarter we perform premium deficiency analysis on the portion 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 deficiency on such portion of our book of business For the reasons discussed

below our analysis of any potential deficiency reserve is subject to inherent uncertainty and requires

significant judgment by management To the extent in future period expected losses are higher or

expected premiums are lower than the assumptions we used in our analysis we could be required to record

premiumdeficiency reserve on this portion of our book of business in such perod

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 underlying 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 periods 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 sveral factors including deterioration of regional or economic conditions

leading to reduction in borrowers income and thus their ability to make mortgage payments and 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 premrnm patterns and actual loss experience
differ from the assumptions used in calculating the

premium deficiency reserves the differences between the actual results and our estimates will affect future

period earnings and could be material

11 Reinsurance

We cede 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 captives The majority of ceded premrnms 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 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 quota share arrangement premiums and

losses are shared on pro-rata basis between us and the captives with the captives pprtion of both

premiums and losses typically ranging from 25% to 50% Effective January 2009 we 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

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 captives are required to maintain separate trust

account of which we are the sole beneficiary Premiums ceded to captive are deposited into the

applicable trust account to support the captives layer of insured risk These amounts are held in the trust

account and are available to pay reinsured losses The trust assets are primarily invested in money market

funds and government issued securities The captives 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 withdrawals from its applicablç 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

certain thresholds the individual captive may be required to contribute funds the trust

account However in most cases our sole remedy if captive does not contribute such funds is to put the

captive into run-off in run-off no new loans are reinsured by the captive but loans previously reinsured

continue to be covered with premium and losses continuing to be ceded on those loans In the event that

the captives incurred but unpaid 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 terminate the captive agreement

assume the captives obligations transfer the assets in the relevant trust accounts to us and retain all future

premium payments

The reinsurance recoverable on loss reserves as of December 31 2012 and 2011 was approximately

$105 million and $155 million respectively 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 while at December 31 2011 the reinsurance recoverable on loss reserves related to

captives was $142 million which 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 thist assets in captive

agreements where there was no related reinsurance recoverable on loss reserves During 2012 and 2011

million and $39 million respectively of trust fund assetswere transferred to us as result of captive

terminations The transferred funds resulted an increase in our investment portfolio including cash and

cash equivalents and decrease in our net losses paid reduction inrlosses 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

Siiice 2005 we have enteredinto 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 companies In 2008 we terminated one of these excess of loss reinsurance agreements One

agreement is in the final stages of termination with no ceded nsk in force at December 31 2012 The

remaining agreement bad ceded risk in force at December 31 2012 of approximately $0 million We

receive ceding commission under certain reinsurance agreements

Generally reinsurance recoverables on primary loss reserves paid .dosses.and prepªid reinsurance

premiums are supported by trust funds or letters of credit As such we have not established an allowance

against these recoverables

The effect of these agreements on premiums earned and losses incurred is as follows

2012 2011 2010

In thousands

Premiums earned

Direct 1065663 1170868 1236949

Assumed 425 3891 091

Ceded 34918 50924 71293

Netpremiums earned 1033170 1123835 1168747

Losses incurred

Direct 115974 1775122 1716538

Assumed 69.1.2 5229 4128

Ceded 55633 65644 113125

Net losses incurred 2067253 1714707 1607541

See Note 20 Litigation and Contingencies fr discussion of requests or subpoenas for

information regarding captive mortgage reinsurance arrangements

In the third quarter of 201 our Australian Writing company terminated reinsurance agreement

under which it had assumed busmess from third party As result of that termination it returned

approximately $7 million in uneanied premium aæd..it has no further obligations under this reinsurance

agreement The termination of this reinsurance agreement had no sigmficant impact on our remaining risk

in force in Australia

12 Investments in Joint Ventures

Sherman

In August 2008 we sold our entire interest in Sherman Financial Group LLC Sherman to

Sherman Our interest sold represented approximately 24 25% of Shermans equity The saje price was

$124 million in cash and Sherman unsecured promissory note in the principal amount of $85 million
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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 Decembei

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

realized investment gains on the statement of operations for the year ended December 31 2010....

13 Benefit Plans

We have non-contributory defined ..beneflt pension plan covering substantially all domestic

employees as well as supplemental executive retirement plan We also offer both medical and dental

benefits for retired domestic employees and their spouses under postretirement benefit plan The

following tables provide the components of aggregate 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

Company Service Cost

Interest Cost

Expected Return on Assets

Other Adjustments
________ _________ _________ _________

Subtotal

Amortization of
Net Transition

ObligationlAsset

Net Prior Service

CostlCredit

Net Losses/Gains
_________

Total Amortization

Net Periodic Benefit Cost

Cost of settlements or

curtailments

Total Expense for Year

Pension and Supplemental Other Postretirement

Executive Retirement Plans Benefits

12/31/2012 12/31/2911 12/31/2012 .12/31/2011

In thousands

Actuarial Value of Benefit Obligations

Measurement Date

Accumulated Benefit Obligation

Funded Status/Asset Liability on the

Consolidated Balance Sheet

Projected Benefit Obligation 362657 318048 16284 25007
Plan Assets at Fair Value 340335 305 748 49391 42578

Funded Status Overfunded/Asset N/A N/A 33 107 17 571

Funded Status Underfunded/Liability 22322 12300 N/A N/A

Components of Net Periodic Benefit Cost for fiscal year ending

Pension and Supplemental Other Postretirement

Executive Retirement Plans Benefits

12/31/2012 12/31/2011 12/31/201.0 12/31/2012 12/31/2011 12/31/2010

In thousands

9662

16481

18211

7932

8917 8531

16098 15535

17373 14502

7642 9564

1226 1090 1126

1144 1350 1183

3162 3299 2891

792 859 582

665 661

5829 4010

6494 4671

14426 12313

650

5924

6574

16138

6217
797

5420
6212

Development of Funded Status

6217
632

5585
6445

14426 12313 16138

6138
764

5374
5956

6212 6445 5956

12/31/2012 12/31/2011 12/31/2012 12/31/2011

331985 297145 16284 25007
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1985 14109

38587 41072

Accumulated Other Comprehensive Income

Pension and Supplemental Other Postretirement

Executive Retirement Plans Benefits

12/31/2012 12/31/2011 12/31/2012 12/31/2011

In thousands

Net Actuanal Gain/Loss 106 661 95298

Net Prior ServiceCostJCredit 1775 2278

Net Transition Obligaticin/Asset

Total at Year End 108436 97576 36602 26964

Under Statement of Statutory Accountmg Principles SSAP No 92 and No 102 which became

effective January 2013 the measurement of pension and other postretirement benefit liabilities will

begin 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 material impact on our statutory benefit obligations

The changes in the projected benefit obligation are as follows

12/31/2011 12/31/2012 12/31/2011

In thousands

318048 291456 25007 26200

9662 8917 1226 1090

16481 16098 1144 1350

356
a.

261

37418 23037 397

10 Other Adjustment

1.Benefit Obligation at End of Year 362657 318048 16284 25007

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 2013 In 2011 includes lump sum payments of $8 million from our pension plan to eligible

participants which were former employees with vested benefits of $50 thousand or less

Pension and Supplemental

Executive Retirement Plans

12/31/2012

Other Postretirement

Benefits

Change in Projected Benefit Obligation

Benefit Obligation at Beginning of Year

Company Service Cost

Interest Cost

Plan Participants Contributions

Net Actuarial Gain/Loss due to

Assumption Changes

Net ActuarialGain/Loss due to Plan

Experience

Benefit Payments from Fund

Benefit Payments Directly by Company..

Plan Amendments

634

19483
265

162

6544
14692

316
92

6517

497
661
42

3732

3643
560
87
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The changes in the fair value of the net assets available for plan benefits are as follows

Change in Plan Assets

Fair Value of Plan Assets at Beginning

ofYear

Company Contributions

Plan Participants Contributions

Benefit Payments from Fund

Benefit Payments paid directly by Company
Actual Return on Assets

Other Adjustment

Fair Value of Plan Assets at End of Year

Pension and Supplemental Other Postretirement

Executive Retirement Plans Benefits

12/31/2012 12/31/2011 12/31/2012 12/31/2011

In thousands

305748 284080

15265 20316

42578 44362

356 261

19483y 14692 661 560
265 316 42 87

39070 16360 7474 1224
314 173

340335 305748 49391 42578

Pension and Supplemental Other Postretirement

ExØcutive Retirement Plans Benefits

12/31/2012 12/31/2011 12/31/2012 12/31/2011

In thousands

97576 84649 26964 33827

The projected benefit obligations net periodic benefit costs and accumulated postretirement benefit

obligation for the plans were determined using the following weighted average assumptions

Change in Accumulated Other Comprehensive Income AOCI

AOCI in Prior Year

Increase/DecreasØ in AOCI

Recognized during year Prior Service

Cost/Credit 665 661 6217 6217
Recognized during year Net Actuarial

Losses/Gains 5829 4010 797 632
Occurring during year Prior Service

Cost 162 92 3732
Occurring during year Net Actuarial

Losses/Gains 17192 17507 11326 1278

AOCI in Current Year 108436 97576 36602 26964

Amortizations Expected to be Recognized During Next Fiscal Year Ending

Pension and Supplemental Other Postretirement

Executive Retirement Plans Benefits

12/31/2013 12/31/2013

In thousands

Amortization of Net Transition

ObligationlAsset

Amortization of Prior Service Cost/Credit 500 6649
Amortization of Net Losses/Gains 6063
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Weighted Average Assumptions Used to Determine Benefit Obligations at year end

Discount Rate 25% 25%

Rate of Compensation Increase 3.00% 3.00%

Weighted-Average Assumptions Used to Determine Net Periodic Benefit Cost for Year

Discount Rate 5.25% 5.75%

Expected Long-term Return on Plan Assets 00% 00%

Rate of Compensation Increase 00% 00%

Assumed Health Care Cost Trend Rates at year end

Health Care Cost Trend Rate Assumed for Next

Year N/A

Rate to Which the Cost Trend Rate is Assumed to

Decline Ultimate Trend Rate N/A

Year That the Rate Reaches the Ultimate Trend

Rate N/A

In selecting discount rate we performed hypothetical cash flow bond matching exercise matching

our expected pension plan and postretirement medical plan cash flows respectively against selected

portfolio of high quality corporate bonds The modeling was performed using 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

Pension Plan Benefits

12/31/2012 12/31/2011 12/31/2012 12/31/2011

38% 100% 100%

62% 0% 0%

__________
0% 0% 0%

100% 100% 100%

In accordance with fair value guidance we applied the following fair value hierarchy in order to

measure fair value ofour benefit plan assets

Allocation of Assets at year end

Equity Securities

Debt Securities

Other

Total

Level Quoted prices for identical instruments in active markets that we have the ability to access

Financial assets utilizing Level inputs include equity securities mutual funds money market

funds and certain U.S Treasury securities and obligations of U.S government corporations and

agencies

Level Quoted prices for similar instruments in active mafkets quoted prices for identical or similar

instruments in markets that are not active and inputs other than quoted prices that are

Actuarial Assumptions

Pension and Sapplemental

Executive Retirement Plans

12/31/2012 12/31/2011

Other lostretirement

Benefits

12/31/2012 12/31/2011

3.85%

N/A

4.75%

7.50%

N/A

4.75%

N/A

5.50%

7.50%

N/A

N/A 7.50% 8.00%

N/A 5.00% 5.00%

N/A 2018 2018

40%

60%

0%

100%
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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 inputs include certain municipal corporate and foreign bonds

Level Valuations derived from valuation techniques in which one or more significant inputs or value

drivers are unobservable Level inputs reflect our own assumptions about the assumptions

market participant would use in pricing an asset or liability There are no securities that utilize

Level inputs

To determine the fair value of securities in Level and Level of the fair value hierarchy

independent pricing sources have been utilized One pnce 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

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 multidimensional pricing

model In addition on 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 Trustees auditors 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 independent sources

The following table sets forth by level within the fair value hierarchy the pension plan assets at fair

value as of December 31 2012

Assets at Fair Value as of December 31 2012

Pension Plan Level Level Level Total

In thousands

Domestic Mutual Funds 45071 45071

International Mutual Funds 39479 39479

Common Stocks 54210 54210

Corporate Bonds 130643 130643
U.S Government Securities 25859 25859

Municipals 26595 26595

Foreign Bonds 17710 17710

Foreign Stocks 768 768

Total Assets at fair value 165387 174948 340335

Our pension plan portfolio is designed to achieve the following objectives over each market cycle and

for at least years

Fixed income allocation

Protect actuarial benefit payment stream through asset liability matching

Reduce volatility of investment returns compared to actuarial benefit liability
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Equity allocation

Protect long tailed liabilities through the use of equity portfolio

Achieve competitive investment results

The primary focus in developing asset allocation ranges for the portfolio is the assessment of the

portfolios 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 40% 100%

Equity 0% 60%

Cash equivalents 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 Level Level Total

In thousands

Domestic Mutual Funds 34720 34720

International Mutual Funds 14671 14671

Total Assets at fair value 49391 49391

Our postretirement plan portfolio is designed to achieve the following objectives over each market

cycle and for at least years

Total return should exceed growth in the Consumer Price Index

Achieve competitive investment results

The primary focus in developing asset allocation ranges for the portfolio is the assessment of the

portfolios 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

securitiesare

Minimum Maximum

Fixed income 0% 10%

Equity 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 will consist of growth stocks and will typically be at the

higher end of the allocation ranges above

Investment ininternational oriented funds is limited to maximum of 30% of the equity range The

current international allocation is invested in two mutual funds with 5% of the equity allocation in fund

which has the objective of investments primarily in equity securities of emerging markets countries and

25% of the equity allocation in fund investing in securities of companies based outside the United

States It invests ineompanies primarily based in EUtope and the Pacific Basin and 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 payments

Company Contributions

Company Contributions for the Year Ending

Current

Current

Pension and Supplemental

Executive Retirement Plans

12/31/2012

15265

1278

In thousands

Other Postretirement

Benefits

12/31/2012

Pension and Supplemental

Executive Retirement Plans

12/31/2012

Other Postretirement

Benefits

12/31/2012

In thousands

Benefit Payments Total
Actual Benefit Payments for the Year Ending

Current

Expected Benefit Payments for the Year Ending

2.Current1

3.Current2

4.Current3

5.Current4

6.Current5

7.Current610

19748

10253

12333

13258

14011

15357

97759

$_ 347

670

764
782

81

932

6880

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% decreasing to 5.0% by 2018 and

remaining at this level beyond

Assumed health care cost trend rates have significant effect on the amounts reported for the health

care plan 1% change in the health care trend rate assumption would have the following effects on other

postretirement benefits

Effect on total service and interest cost components

Effect on postretirement benefit obligation

1-Percentage 1-Percentage

Point Increase Point Decrease

In thousands

506 401
2772 2121

We have profit sharing and 401k savings plan for employees At the discretionof the Board of

Directors we may make contribution of up to 5% of each participants eligible compensation We
provide matching 401k savings contribution on employees before-tax contributions at rate of 80% of

the first $1000 contributed and 40% of the next $2000 coqtributed We recognized expenses related to

these plans of $3 million $3 million and $3 million in 2012 2011 and 2010 respectively
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14 Income Taxes

Net deferred tax assets and liabilities as of December 31 2012 and 2011 are as follows

2012 2011

In thousands

Total deferred tax assets 997784 683645

Total deferred tax liabilities 44350 86490

Net deferred tax asset before valuationallowance 953434. .597155

Valuation allowance .965987 08761.
Net deferred tax liability 12553 11606

The components of the net deferred tax liability as of December 31 2012 and 2011 are as follows

3470 15785
866700 506614

55615 60478

14448 42009
14602 18944

13288 17447

25823 47186

1088 11068

5764 6788
953434 597155

965987 608761
12553 11606

We review the need to adjust the deferred tax asset valuation allowance on 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 incCme 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 valuation allowance

Beginning with the first quarter of 2009 any benefit from incOme taxes relating to operating losses

has been reduced or eliminated by the establishment of valuation allowance During 2010 our deferred

tax valuation allowance was increased due to 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 the deferred tax liability related to $2 million of

income that was recorded in other cbmprehºnsive income During 2012 our deferred tax valuation

allowance was increased due to decrease in
the deferred tax liabjlity related $80 million of losses

that were recorded in other comprehensive income In the event of future operating losses it is likely that

the valuation allowance will be adjusted by any taxes recorded to equity .for changes in other

comprehensiveincome .. ..

Notes continued

2012 .2011

In thousands

Convertible debentures

Net operating loss

Loss reserves

Unrealized appreciation depreciation in investments

Mortgage investments

Deferred compensation

Premium deficiency reserves

Loss due to other than temporary impairments

Other net

Net deferred ta asset before valuation allowance

Valuation allowance

Net deferred tax liability
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The effect of the change in valuation allowance on the benefit from income taxes was as follows

Current 4251 598

Deferred 90 945
Other 2596 1940

___________

Benefitfrom provision for income taxes 1565 1593
__________

We received $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 effectiye income tax benefit

rate isas follows

2012 2011 2010

Federal statutory income tax benefit rate 35.0% 35.0%
Valuation allowance 35.4 41.0

Tax exempt municipal bond interest 0.8 5.4
Other.net 0.2 0.3 _________
Effective income tax benefit rate 0.2% 0.3%

The Internal Revenue Service IRS cdmpleted examinations of dur 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 iærvestment in portfolio of residual ihtØrests 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

Benefit from incometaxes

Change in valuation allowance

Benefit from provision for income taxes

2012 2011 2010

In thousands

330740
329175

1565

196835
198428

1593

145334
149669

4335

The increase in the valuation allowance that was included in other comprehensive income was $28.1

millionzero 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 $2477 million of net operating loss carryforwards on regular tax basis and $1595 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

1618

19
2736

4335

41.6

10.5
5.1

1.2%
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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 final resolution is reached and could also be

substantial

We appealed these assessments within the IRS and in 2007 we made payment of $65.2 million to

the United States Department of the Treasury related to this assessment In August 201 we reached

tentative settlement agreement with the IRS which was not finalized.We curentiy expect to receive

statutory notice of deficiency commonly referred to as 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 ourview ofthe probability of success in this matter changes

and the ultimate resolution of this matter ebuld have 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

In March 2012 we received Revenue Agents 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 Revenue Agents

Report from the IRS related to the examination of our federal income tax return for the year 2010 The

adjustments that are proposed by the IRS are temporary in nature and will have no material effect on the

financial statements

Under current guidance when evaluating 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 benefit recognition model with.a two-

step approach more-likely-than-not threshold for recognition aiid derecognition and measurement

attribute that is the greatest amount of benefit that is cumulativel greater than 50% likely of being

realized reconciliation of the beginning and ending amount of unrecognized tax benefits is as follows

Unrecognized tax benefits

2012 2011 2010

In thousands

Balance at beginning of year 110080 109282 91117

Additions based on tax positions related to the current

year

Additions for tax positions of prior years
511 .798 1.8165

Reductions for tax positions of prior years 4041
Settlements 2000
Balance at end of year .104550 110080

____________________ __________ 109282

The total amount of the unrecognized tax benefits relàted to our aforementioned REMIC issue that

would affect our effective tax rate is $92 million We recogrnze
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 millioli and $26.7 million of accrued interest related to

uncertain tax positions respectively 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 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 experience an ownership change as defined by
Section 382of the Internal Revenue Code

Under the Agreement each outstanding.share of our Common Stock is accompanied.by one Right The
Distribution Date occurs on the earlier of tendays after public announcement that person has become
an Acquiring Person or ten business days after person announces or begins tender offer in which
consummation of such offer would result in person becoming an Acquiring Person An Acquiring Person
is any person that becomes by itself or together with its affiliates and associates beneficial owner of 5%
or more of the shares of.our Common Stockthen outstanding butexciudes among others 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 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 number of our shares of Common Stock or if after

the Shares Acquisition Date we are acquired in business combination common shares of the .acquiror

having market value at the time equal to twice the Purchase Price The Rights will expire on August
2015 or earlier as described in the Agreement The Rights are redeemable at price of $0.00 per Right at

any time prior to the time person becornes 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 completed the public offering and sale of 74883720 shares of our common stock at

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 Debt

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 subsidianes 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 adjusted .statutory...pet 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 tiyidend less dividends paid within the first two of the

preceding three calendar years

The senior notes convertible senior notes and convertible debentures discussed in Note 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 priorto 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 OCT In

connection with the approval of MIC as an eligible thortgage insurer Freddie Mac and Fannie Mae have

imposed dividend restrictions onMGIC and MIC through December 31 2013

In the fourth quarter of 2008 we suspended thepayment of dividends to shareholders

17 StatutoryCapital

Accounting Principles

The accounting principles used in determining statutory financial amounts differ from GAAP
primarily forthe following reasons

Under statutory accounting practices including practices prescribed 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 period of ten years except as permitted by

insurance regulations With regulatory approval mortgage güaranty.insurance company may make

early withdrawals from the contingency reserve when incurred losses exceed 35% of net premiums

earned in calendar year Changes in contingency loss reserves impact the statutory statement of

operations Contingency loss reserves are not reflected as liabilities under GAAP and changes in

contingency loss reserves do not impact GAAP operations premium deficiency reserve that may

be recorded on 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 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 GAAP basis when calculating premium deficiency reserve

policies are grouped based on how they are acquired serviced and measured On statutory basis

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 ôurrent

.incometaxes.

Under statutoryaccounting practices changes in deferred tax assets and liabilities are recognized as

separate component of gains and losses in statutory surplus Under GAAP changes in deferred tax

assets and liabilities are recorded .on the statement of operations as component of the benefit

ptovisiOnforincometax

Under statutory accounting practices fixed maturity investments are generally valued at amortized

cost Under GAAP those investments which we do not have the ability and intent 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 shareholders 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 2012 and prescribed new standards for determining the

amount of deferred tax assets that can be recognized asadmitted assets for determining statutory capital

Under 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 thousands

2012 902878 748592 6430

2011 436277 1657349 4104

2010 113651 1692392 5480

Additions to the surplus

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 100000

2011 200000

2010 200000

Statutory Capital Reiuirements

The Office of the Commissioner of Insurance of Wisconsin is MGICs principal insurance

regulator To assess mortgage guaranty insurers capital adequacy Wisconsins insurance regulations

require that mortgage guaranty insurance company maintain policyholders position of not less than

minimum computed under formula such minimum the MPP Policyholders position is the insurers

net worth or surplus contingency reserve and 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 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 mortgage guaranty

insurance company to 25 to This ratio is computed on 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 liability on the statutory balance sheet mortgage guaranty 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 period of ten years However with

regulatory approval mortgage guaranty insurance company may make early withdrawals from the

contingency reserve when incurred losses exceed 35% of net earned premium in calendar year If an

insurance companys risk-to-capital ratio exceeds the limit applicable in state it may be prohibited from

writing new business in that statç until its risk-to-capital ratio falls below the limit

At December 2012 MGICs risk-to-capital ratio was 44.7 to exceeding the rnairnum allowed

by many jurisdictions and its policyholder position was $640 million below the required MPP of $1

billion We expect MGICsrisk-to-capital ratio to increase and to continue to exceed 25 to At December

31 2012 the risk-to-capital ratio of our combined insurance operations which includes reinsurance

affiliates was 47.8 to higher risk-to-capital ratio on cOmbined basis may indicate that in order for

MGIC or MIC to continue to utilize rensurance arrangements with its subsidiaries or subsidiaries of our

holding company additional capital contributions to the reinsurance affiliates could be needed Fhese

reinsurance arrangements permit MGIC and MIC to write insurance with higher coverage percentage

than they could on their own under certain state-specific requirements See Note 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 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

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 stock incentive plan that was adopted in May 20.11 When the 2011 plan was adopted no

further awards could be made under our previous 2002 plan All share based compensation granted in

20.11 was granted under the 2002 plan prior to the.ado.ption of the 2011 plan.The purpose oithe 20.1 plan

is to motivate and incent performance by and to retain the services of key employees ..andnon-ernployee

directors through receipt of equity-based and other incentive awards under the plan The maximum

number of shares of stock that can be awardedunder the201 i.plan is 70 .millioni Awardsissuedunder 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 options stock appreciation rights restricted stock and restricted stock units as well as cash incentive

awards No awards may be granted after May 2021 under the .2011 plan The exercise price of opton 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 ar determined at the time of grant Shares

issued under the 2011 plan are treasury shares if available otherwise they will be newly issued

shares Trcasury 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 $12J million and $13.7 million for the years
ended December 31 012 2011 and 2010

respectively The related income tax benefit before valuation allowance recognized for the share-based

compensation plans was $3 million $4 million and $1 million for the years ended December 31

2012 2011 and 2010 respectively See Note 14 Income Taxes for discussion of our valuation

allowance
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summary of optionactivity in the stock incentive plans during 2012 is as follows

Outstanding December 31 2011 60.50 1420500
Granted

Exercised

Forfeited or expired 63.78 542200
Outstanding December 31 2012 58 48 878300

There were no options granted or exercised in 2012 2011 or 2010

The following is summary of stock options outstanding all of which are exercisable at

December 31 2012

Options Outstanding and Exercisable

Weighted

Remaining Average

Average Exercise

_________________________________________________________
Shares Life years Price

01 4370

________ 11 6820

________
0.7 58.48

The aggregate intrinsic value of options outstanding and options exercisable at December 31 2012

was zero The aggregate intrinsic value
represents thetotal pre-tax intrinsic value based on our closing

stock price of $2.66 as of December31 2012 which vould have been received by the option holders had
all option holders exercised their options on that date Because our closing stock price at Deember 31
2012was below all exercise prices none of the outstanding options had any intrinsic value

summary of restricted stock or restricted stock unit activityduring2012 is as follows

Weighted Average

Grant Date Fair

Market Value Shares

Restricted stock outstanding at December 31 2011

Granted

Vested

Forfeited

Restricted stock outstanding at December 31 2012
___________

At December 31 2012 the million shares of restricted stock outstanding consisted of 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 weighted-average grant date fair yalue 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 onthe

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 millionrespectively
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Average

Exercise

Price

Shares

Subject

to Option

Exercise Price

$43 70 348500
$68 20 529800

Total 878300

12.88

3.97

7.62

58.24

7.08

2945762

1810445

1470965
207660

3077582
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As of December 31 2012 there was $8 million of total unrecognized compensation cost related to

nonvestedsharebased compnsation 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 weighted-average period of 1.3 years

During 2011 we granted 449350 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 $94 in

2011 During 2012 147968 shares of this grant vested resulting in cash payments of $0.6 million and

1200 shares of this grant were forfeited During 2011 .5400 shares of this grant were forfeited As of

December 31 2012 there was $0.4 million total unrecognized compensation cost related to the 294782

nonvested shares under this grant The unrecognized compensation cost associated with this grant is

expected to be recognized over period of 1.1 years

At December 31 2012 .5.2 million shares were available for future grant under the 2011 stock

incentive plan

19 Leases

We lease certain office space as well as data processing equipment and autos under operating leases

that expire during the next six years Generally rental payments are fixed

Total rental expense under operating leases was $4.8 million $5.4 million and $6.3 million in 2012

2011 and 2010 respectively

At December 31 2012 minimum future operating lease payments are as follows in thousands

2013 4377
2014 .1931

2015 497

2016 306

2017 and thereafter 174

Total 7285

Minimum payments have not been reduced by minimum sublease rentals of $38 thousand due in the future

under noæcancelable subleÆses

20 Litigation And Càfltingencies

Consumers continue to bring lawsuits against home mortgage lenders and settlement service

pr6viders 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 Credif Reporting Act which is commonly known as FCRA
MGICs settlement of class action litigation gainst 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 number of large lenders alleging that their captive mortgage reinsurance arrangements violated

RESPA Beginning in December 2011 MGIC various mortgager lenders and various other mortgage

insurers have been named as defendants in twelve Iawsuit ileged to be class actions filed in various

U.S District Courts Three of those cases have prØviousl Ieeii 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 yiolated RESPA by paying excessive

premiums to thelenders captive reinsurer in relation to the risk assumed by that captive MGI 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 material adverse

effect on us

Since June 2005 various state and federal regulators have also conducted investigationsör requested

information regarding captive mortgage reinsuranee arrangements including 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 ofarrangements in which lenders receive

compensation 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 May2011 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 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 reinsuranc.e 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 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 Civil Investigative Demand and how to resolve its investigation

MGIC has also filed 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 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 MGICs 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

maybring 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 vanous mechanisms to enforce this prohibition While we believe our

captive reinsurance arrangements are in conformity with applicable laws and regulations it is not possible

to predict the eventual scope duration or outcome of any such reviews or inestigations nor is it possible

to predict their effect on us or the mortgage insurance industry

We are subject to comprehensive detailed regulation by state insurance departments These

regulations are principally designed for the protection of our insured policyholders 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 mortgageand 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 material adverse effect on us In January 2013 the CFPB issued rules to

implement laws requiring mortgage lenders to make ability-to-pay determinations prior to extending

128



Notes continued

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 result of its investigation of captive mortgage .reinsurance Such

rules and regulations could have material adverse effect on us.

In October 2010 purported class action lawsuit was filed against MGIC in the U.S District Court

for the Western District of Pennsylvania by loan applicant on whose behalf 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 MGICs 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 class action settlement of the lawsuit

The settlement created settlement class of 265 borrowers Under the terms of the settlement MGIC

deposited $500000 into an escrow account to fund possible payments to affected borrowers In addition

MGIC paid the named plaintiff an incentive fee of $7500 and paid class counsels fees of

$337500 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 401k plan breached their fiduciary duties

regarding the plans 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

With limited exceptions our bylaws provide that our officers and 401k 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 entitledto other damages of almost $700.million.as well

as exemplary damages We sought determination in those proceedings that we were entitled to rescind

coverage on the applicable loans From January 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 paidhad 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 settlement As .of December 31 2012 coverage on approximately 2150 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 settlement agreement with Countrywide we have determined that settlement with

Countrywide is probable

We are also discussing settlement with another customer We have also determined that it is

probable we will reach 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 ILwe
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 weuse 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 2008 thiough December 31
20 12 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 deductible At December 31 2012 we estimate that our total loss reserves were

benefited from anticipated rescissions by approximately $02 billion

Before paying claim we review the loan and servicing files to determine the appropriateness of the

claim amount All of our insurance policies provide that we can reduce or deny 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 foreclosure or

bankruptcy relief in timely manner We call such reduction of claims submitted to us curtailments In

2012 curtailments reduced our average claim paid by approximately 4% Inaddition the claims submitted

to us sometimes include costs and expenses not covered by our insurance policies such as mortgage
insurance premiums hazard insurance premiums for periods after the claim date and losses resulting from

property damage that has not been repaired These other adjustments reduced claim amounts by less than

the amount of curtailments

After we pay 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 separate agreement with them that would provide for process to resolve this

dispute However we do not believe loss is probable regarding this curtailment dispute and have not

accrued any reserves that would reflect an adverse outcome to this dispute We intend to defend vigorously

our position regarding the correctness of these curtailments under our insurance policy Although we have

not had other material objections to our curtailment and adjustment practices there can be no assurances

that we will not face additional challenges to such practices

MGIC and Freddie Mac disagreed on the amount of the aggregate loss limit under certain pool

insurance policies the Disputed Policies On December 2012 an Agreement of Settlement

Compromise and Release the Settlement Agreement between MGIO Freddie Mac and the FHFA
became effective settling their dispute regarding the Disputed Policies Under the Settlement Agreement
MGIC is to pay Freddie Mac 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 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 Default
then Freddie Mac may elect to to collect an additional settlement payment of $57.5 million for

Default occurring on or after December 2015 $82.5 million for Default occurring on or after

December 2014 but before December 2015 or $132.5 million for Default occurring before

December 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 to keep all payments previously retained and reinitiate litigation regarding the

Disputed Policies seeking damages of $540 million less the amounts previously retained or seek

specific performance of the Settlement Agieement....

MGIC has also agreed to indemnify Freddie Mac and FHFA from any claims made against either of

them by MGIC and certain associated parties of MGIC including regulators and creditors that are

premised upon the performance of the Settlement Agreement

non-insurance subsidiary of our holding company is shareholder of the corporation that operates

the Mortgage Electronic Registration System MERS Our subsidiary as shareholder of MERS has

been named as 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 vigorously defend ourselves against the allegations in the lawsuits

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 matrial adverse effect on our financial position or

results of operations

Thiough non-insurance subsidiary we utilize our underwriting skills to provide an outsourced

underwriting service to our customers known as contract underwriting As part of the contract

underwriting activities 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 its customers if certain standards relating to the quality of our

underwriting worlc 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 generally positive economic environment for residential real estate that

continued until approximately 2Q07 may have mitigated theeffect of some of these costs in previous years

Historically 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 Claims for remedies may be made 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 claim for contract underwriting 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

endedDecember3l20122Olland2OlO

See Note 14 Income Taxes for description of federalincome tax contingencies
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21 Unaudited Quarterly Financial Data

Net premiums written

Net premiums earned

Investment income net of

expenses

Loss incurred net

Change in premium deficiency

reserves

Underwriting and other operating

expenses

Interest expense

Net income loss
Income loss per

share

Basic

Diluted

254986

262405

Net premiums written

Net premiums earned

Investment income net of

expenses

Loss incurred net

Change in premiumdeficiency

reserves

Underwriting and other operating

expenses

Interest expense

Net income loss

Income loss per share

Basic

Diluted

Quarter

First Second Third Fourth

In thousands except share data

Due to the use of weighted average shares Outstanding when calculating earnings per share the sum of

the quarterly per share data may not equal the per share data for the year

The results for the fourth quarter of 2012 include 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

2012

Quarter 2012

First Second Third Fourth Year

In thousands except share data

238605 263505 260736 1017832

242628 266432 261705 1033170

37408

337088

32178

551408

30394

490121

21660

688636

121640

2067253

14183 27358 9144 10351 61036

50343 48910 50678 51516 201447

24627 24912 24478 25327 99344

19555 273891 246942 386691 927079

0.10 1.36 1.22 1.91 4.59

0.10 1.36 1.22 1.91 4.59

2011

2011

Year

274463 270399 255745 263773 1064380

288546 284454 275094 275741 1123835

56543 55490 48898 40339 201270

310431 459552 462654 482070 1714707

9018 11035 12388 11709 44150

57550 54043 52477 50680 214750

26042 26326 25761 25142 103271

33661 151732 165205 135294 485892

0.17 0.75 0.82 0.67 2.42

0.17 0.75 0.82 0.67
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Performance Graph

The graph below compares the cumulative total return on our Common Stock composite peer

group index selected by us the Russell 2000 Financial Index and the SP 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 insurance operations are 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

Russell 2000 Financial Index

SP 500

Peer Index ABKFQ AGO FNF FAF GNW
MBI 0111 RDN

MGIC

2008 2009 2010 2011 2012

72 69 81 76 88

63 80 92 94 109

33 46 57 41 59
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Shareholder Information

The Annual Meeting

The Annual Meeting of Shareholders of MGIC
Investment Corporation will convene at 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

Box 488

Milwaukee WI 53201

The Annual Report on Form 10-K referred to above

includes as exhibits certifications from the

Companys Chief Executive Officer and Chief

Financial Officer under Section 302 of the

Sarbanes-Oxley Act Following the 2012 Annual

Meeting of Shareholders the Companys Chief

Executive Officer submitted 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

Box 64854

St Paul Minnesota 55164

800 468-9716

Corporate Headquarters

MGIC Plaza

250 East Kilboum Avenue

Milwaukee Wisconsin 53202

Mailing Address

O.Box488

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 2013 202303017
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

High Low High Low

1st $11.79 7.74 $5.05 3.59

2nd 9.64 5.41 5.09 2.22

3rd 6.82 1.59 3.08 0.84

4th 3.99 1.51 2.66 1.50

In October 2008 the Companys 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 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 holding company and the

payment of dividends from its insurance

subsidiaries is restricted by insurance regulations

For discussion of these restrictions see

Managements 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 20000
beneficial owners of shares held by brokers and

fiduciaries

Quarter
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