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State of Wisconsin / OEEICE OF THE COMMISSIONER OF INSURANCE

125 South Webster Street ¢ P.O. Box 7873

Scott Walker, Governor Madison, Wisconsin 53707-7873
Theodore K. Nickel, Commissioner Phone: (608) 266-3585 o Fax: (608) 266-9935
September 27' 2012 E-Mail: ociinformation@wisconsin.gov

Wisconsin.gov Web Address: oci.wi.gov

Honorable Theodore K. Nickel
Commissioner of Insurance
State of Wisconsin
125 South Webster Street
Madison, Wisconsin 53703
Commissioner:
In accordance with your instructions, a compliance examination has been made of

the affairs and financial condition of:

NATIONAL MORTGAGE INSURANCE CORPORATION
Emeryville, California

and this report is respectfully submitted.

I. INTRODUCTION
This is the organizational examination of National Mortgage Insurance Corporation
(hereinafter also NMIC or the company), which covers the period from the company’s
incorporation on June 30, 2009, to June 30, 2012, and includes a review of such subsequent
2012 transactions as deemed necessary to complete the examination.
The examination was conducted using a risk-focused approach in accordance with

the NAIC Financial Condition Examiners’ Handbook, which sets forth guidance for planning and

performing an examination to evaluate the financial condition and identify prospective risks of an
insurer. This approach includes the obtaining of information about the company including
corporate governance, the identification and assessment of inherent risks within the company,
and the evaluation of system controls and procedures used by the company to mitigate those
risks. The examination also included an assessment of the principles used and significant

estimates made by management, as well as an evaluation of the overall financial statement



presentation and management’s compliance with statutory accounting principles, annual
statement instructions, and Wisconsin laws and regulations.

The examination consisted of a review of all major phases of the company's
operations and included the following areas:

History

Management and Control
Corporate Records

Conflict of Interest

Fidelity Bonds and Other Insurance
Employees' Welfare and Pension Plans
Territory and Plan of Operations
Affiliated Companies

Growth of Company

Reinsurance

Financial Statements

Accounts and Records

Data Processing

Emphasis was placed on the audit of those areas of the company's operations

accorded a high priority by the examiner-in-charge when planning the examination.



Il. HISTORY AND PLAN OF OPERATION

National Mortgage Insurance Corporation was incorporated in Wisconsin on June 30,
2009, under the name “Mortgage Assurance Corporation” and was granted its certificate of
authority in Wisconsin on October 23, 2009. The company was incorporated and licensed
without the usual requisite minimum capital and surplus in order to facilitate the lengthy review for
qualified insurer status with both the Federal National Mortgage Association (Fannie Mae) and
the Federal Home Loan Mortgage Corporation (Freddie Mac), as well as the due diligence and
capital-raising efforts of the original principals of the company. The company entered into the
Stipulation and Order in the Matter of Case No. 09-C32499, whereby the company agreed that it
would not issue insurance policies or otherwise engage in the acceptance of any form of
insurance risk until such time as it provided adequate documentation to Wisconsin’s Office of the
Commissioner of Insurance (OCI) of sufficient capital funding, a walkthrough review of its
completed information systems development, and that the foregoing facts were verified and
acknowledged by the OCI. At the time of the company’s inception, the two major principals in
control of the company were Philip S. Pelanek and John C. Thompson.

Philip S. Pelanek is the former Chairman, President, and Chief Executive Officer of
Verex Corporation, a position he held from 1988 to 1993. Verex Corporation’s principal
subsidiary, Verex Assurance, Inc. (now known as Genworth Residential Mortgage Assurance
Corporation), was at the time the second oldest and second largest mortgage guaranty insurer in
the United States. Mr. Pelanek took charge of the Verex organization after it suffered substantial
losses to its investment portfolio in the market decline of October 1987. Verex Corporation was
sold to GE Capital Mortgage Corporation on July 18, 1993.

John C. Thompson is the Chief Executive Officer and co-founder of Thompson Kane
& Company, LLC, a mortgage banking company formed in 2010. From 1993 to 2009,
Mr. Thompson was President and lead manager of the equity and fixed income portfolios at
Thompson Plumb Funds, Inc. Mr. Thompson is also the founder and Chief Executive Officer of

Vilas Capital Management, a financial services concentrated hedge fund management firm.



Control of the company and its affiliates by the original principals was exercised first
through MAC Financial Holding Corporation, a Delaware corporation, and later through MAC
Financial Ltd., a Bermuda corporation.

On November 30, 2011, NMI Holdings, Inc., agreed to acquire from MAC Financial
Ltd. all of the outstanding equity interest in MAC Financial Holding Corporation and its three
wholly-owned subsidiaries, National Mortgage Insurance Corporation (then known as Mortgage
Assurance Corporation), National Mortgage Reinsurance Inc One (then known as Mortgage
Assurance Reinsurance Inc One), and National Mortgage Reinsurance Inc Two (then known as
Mortgage Assurance Reinsurance Inc Two). The names of the insurance companies were
changed to those currently used on January 10, 2012, in anticipation of the acquisition by NMI
Holdings, Inc. The plan for this acquisition of control was approved by the OCI on February 20,
2012.

On April 24, 2012, in a transaction perfected on April 26, 2012, NMI Holdings, Inc.,
raised gross proceeds of $550,000,000 through the sale of 55,000,000 shares of common stock
at an issue price of $10 per share in a Rule 144A private placement transaction managed by FBR
Capital Markets & Co., a subsidiary of FBR & Co. On April 26, 2012, NMI Holdings, Inc., closed
on its acquisition of MAC Financial Holding Corporation from MAC Financial Ltd.

Under the terms of the private placement of common shares of NMI Holdings, Inc., if
National Mortgage Insurance Corporation does not receive approval as a qualified insurer from
either Fannie Mae or Freddie Mac by January 17, 2013, or during any subsequent three-month
extension period approved by a majority of the shareholders of NMI Holdings, Inc., the agreement
entered into with MAC Financial Ltd. on November 30, 2011, will be terminated and the equity
interest in MAC Financial Holding Corporation will be returned to MAC Financial Ltd.

At the time of this examination, the company was licensed only in Wisconsin,
Oklahoma, and South Dakota, but it is actively seeking licensure in the remaining 47 U.S. states
and the District of Columbia.

The company intends to offer primary mortgage guaranty insurance written on a flow

basis. Private mortgage insurance coverages are issued to mortgage lenders, including



mortgage bankers, savings institutions, commercial banks, mortgage brokers, credit unions, and
other lenders. Mortgage guaranty insurance is generally required by a lender to insure the
lender’s risk in originating a low-down-payment mortgage loan to a home buyer, and a lender
typically requires mortgage insurance when the mortgage loan exceeds 80% of the value of the
mortgaged real estate. In the event of borrower default, private mortgage insurance covers the
risk exposure of the insured lender in excess of 80% of the value of the underlying mortgaged
property. Private mortgage insurance also facilitates the sale of low-equity mortgage loans in the
secondary mortgage securities market, primarily to Fannie Mae and Freddie Mac.

Primary mortgage guaranty insurance can be placed on many loan and property
types but is generally written on first mortgage loans secured by owner-occupied one-to-four
family houses and condominiums. The company expects that single family homes will be
approximately 90% of its business with the remainder being condominiums, planned unit
developments with homeowners’ associations, and two-to-four family units. While primary
mortgage insurance is also written on first liens secured by nonowner-occupied houses, often
referred to as investor loans, and on vacation or second homes, the company expects that more
than 95% of the houses it insures would be owner-occupied.

Primary mortgage insurance may be written on a flow or bulk basis. The company
expects to originate flow business and has no current plans to participate in bulk business. The
company intends to offer primary coverage in the range of 6% to 35% of the mortgage principal,
with most coverage ranging from 20% to 30%. For loans sold to the Fannie Mae and the Freddie
Mac, the coverage percentage must comply with the requirements established by the particular
government-sponsored enterprise (GSE) to which the loan is delivered. For other loans, the
coverage percentages the company would offer would be selected based primarily on the loan-to-
value (LTV) of the loan, with higher LTVs generally having higher coverage percentages. The
company expects that approximately 15% of its business to be for LTVs up to 85%, with the
remainder for LTVs between 85% to 97%. The company does not intend to offer coverage for

LTVs in excess of 97% and only very limited amounts above 95%.



Mortgage insurance premiums are usually paid by the mortgage borrower to the
mortgage lender or servicer, which in turn remits the premium to the mortgage insurer. This form
of payment is referred to as “borrower paid.” In a “lender paid” payment structure the premium is
paid by the mortgage lender to the mortgage insurer. The mortgage lender then typically
recovers the premium through either an increase in the mortgage interest rate or through higher
origination fees. Most of the company’s new business written is anticipated to be borrower paid
mortgage insurance.

Initially, the company intends to offer two basic types of premium payment plans: a
single premium plan and a monthly premium plan. Under the single premium plan, the premium
would be paid in advance by adding the premium to the principal amount of the mortgage or by
paying in cash at the mortgage closing. The premium can either cover an initial fixed term with
annual renewals or the entire term of the mortgage. Under the monthly premium plan, the
borrower or lender pays a premium payment on a monthly basis for each month of insurance
coverage. The company anticipates that the monthly premium plan would represent the majority
of new business written.

The major products are expected to be marketed through approximately 60 to 70

properly licensed full-time marketing employees of the company.



Board of Directors

. MANAGEMENT AND CONTROL

The board of directors consists of seven members. All directors are elected annually

to serve a one-year term. Officers are elected at the board's annual meeting. Members of the

company's board of directors may also be members of other boards of directors in the holding

company group. The board members currently receive no compensation specific to their service

on the board.

Currently the board of directors consists of the following persons:

Name and Residence

Bradley M. Shuster
Piedmont, California

John “Jay” M. Sherwood
Orinda, California

Glen S. Corso
Alexandria, Virginia

James R. McCourt
Sun Prairie, Wisconsin

Patrick L. Mathis
Alamo, California

Stanley M. Pachura
Danville, California

Peter C. Pannes
San Anselmo, California

Principal Occupation

Chairman, President, and Chief
Executive Officer

NMI Holdings, Inc.

National Mortgage Insurance Corporation

Executive Vice President and
Chief Financial Officer
National Mortgage Insurance Corporation

Executive Vice President and General Counsel
National Mortgage Insurance Corporation

Executive Vice President — Insurance Operations
National Mortgage Insurance Corporation

Executive Vice President and Chief Risk Officer
National Mortgage Insurance Corporation

Chief Information Officer
National Mortgage Insurance Corporation

Executive Vice President and Head of Sales
National Mortgage Insurance Corporation

Term Expires

2013

2013

2013

2013

2013

2013

2013



Officers of the Company

The senior officers serving at the time of this examination are as follows:

Officer Office
Bradley M. Shuster Chairman, President and Chief Executive Officer
John “Jay” M. Sherwood Executive Vice President and Chief Financial Officer
James R. McCourt Executive Vice President — Insurance Operations
Glen S. Corso Executive Vice President, General Counsel, and Assistant Secretary
Patrick L. Mathis Executive Vice President and and Chief Risk Officer
Peter C. Pannes Executive Vice President and Head of Sales
Stanley M. Pachura Chief Information Officer
Christopher G. Brunetti Senior Vice President, Deputy General Counsel and Secretary
Claudia Merkle Senior Vice President — Customer Operations and Underwriting Fulfillment
Bridget E. Williams Senior Vice President — Field Sales

Joseph M. Francesconi Vice President and Controller
Committees of the Board

The company's bylaws allow for the formation of certain committees by the board of
directors. There were no committees appointed at the time of this examination. The company’s
ultimate controlling person, NMI Holdings, Inc., has established the following board committees:
¢ Audit Committee
¢ Risk Committee
¢ Nominating and Governance Committee

e Compensation Committee



IV. AFFILIATED COMPANIES
NMIC is a member of a holding company system under the ultimate control of NMI
Holdings, Inc. The organizational chart below depicts the relationships among the affiliates in the
group. A brief description of the company’s affiliates follows the organizational chart.

Holding Company Chart

NMI Holdings, Inc.
(a Delaware corporation)
Fed. ID # - 45-4914248

MAC Financial Holding Corporation
(a Delaware corporation)
Fed. ID # - 27-0521740

National Mortgage Insurance Corporation National Mortgage Reinsurance Inc One
(a Wisconsin-domiciled insurance company) (a Wisconsin-domiciled insurance company)
NAIC # - 13695 NAIC # - 13758
Fed. ID # - 27-0471418 Fed. ID # - 27-1439373

National Mortgage Reinsurance Inc Two

(a Wisconsin-domiciled insurance company)
NAIC # - 13759
Fed. ID # - 27-1439545

NMI Holdings, Inc.

NMI Holdings, Inc., is a privately held Delaware stock holding company organized on
May 19, 2011, the principal activities of which have been raising capital and acquiring the assets
and approvals necessary to provide mortgage guaranty insurance through indirectly wholly
owned Wisconsin-domiciled insurance subsidiaries. As of June 30, 2012, the financial
statements of the corporation, prepared in accordance with generally accepted accounting
principles, reported assets of $534,014,140, liabilities of $24,986,753, and shareholders’ equity of
$509,027,387. Operations for the period ended June 30, 2012, produced a net loss of

$(6,582,150).



MAC Financial Holding Corporation

MAC Financial Holding Corporation is an intermediate stock holding company
organized under the laws of Delaware on July 6, 2009. To date, it has functioned only as a
holding company for the common stock of the Wisconsin-domiciled insurers, National Mortgage
Insurance Corporation and National Mortgage Reinsurance Inc One, and has otherwise not
engaged in any business directly. As of June 30, 2012, the books and records of the corporation,
prepared on a statutory accounting basis, indicated assets of $223,000,891, no liabilities, and
shareholder’s equity of $223,000,891. Operations for 2012 produced a net loss of $(21,454).
National Mortgage Reinsurance Inc One

National Mortgage Reinsurance Inc One (hereinafter also NMI Re One) was
organized in Wisconsin on March 4, 2010, under the name Mortgage Assurance Reinsurance Inc
One, and it received its certificate of authority in Wisconsin on March 5, 2010. The name of the
corporation was changed to that presently used on January 10, 2012. It was organized to provide
reinsurance on all of NMIC’s mortgage guaranty coverage in excess of 25% of indebtedness per
insured loan in the following five states that do not permit a subsidiary to provide such
reinsurance: California, lllinois, New York, Ohio, and Texas. In the first few years of operation,
however, it is anticipated that the company will reinsure all of NMIC’s mortgage guaranty
coverage in excess of 25% of indebtedness per insured loan nationwide, because the volume of
reinsurance business will not be sufficient to justify segregation of risks between the company
and its affiliate, National Mortgage Reinsurance Inc Two. As of June 30, 2012, the financial
statements of NMI Re One reported assets of $10,000,000, liabilities of $0, and policyholders’
surplus of $10,000,000. Operations for the period ended June 30, 2012, produced a net income
of $0.
National Mortgage Reinsurance Inc Two

National Mortgage Reinsurance Inc Two (hereinafter also NMI Re Two) was
organized in Wisconsin on March 4, 2010, under the name Mortgage Assurance Reinsurance Inc
Two, and it received its certificate of authority in Wisconsin on March 5, 2010. The name of the

corporation was changed to that presently used on January 10, 2012. It was organized to provide
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reinsurance on all of NMIC’s mortgage guaranty coverage in excess of 25% of indebtedness per
insured loan in all states that permit a subsidiary to provide such reinsurance, which are all U.S.
states, territories, and possessions with the exception of California, Illinois, New York, Ohio, and
Texas. Itis anticipated that it will remain inactive for the first few years of NMIC’s operation,
because the expected volume of reinsurance business will not be sufficient to segregate risks
between NMI Re One and NMI Re Two. As of June 30, 2012, the financial statements of NMI Re
Two reported assets of $10,000,000, liabilities of $0, and policyholders’ surplus of $10,000,000.
Operations for the period ended June 30, 2012, produced a net income of $0.
Agreements with Affiliates

Currently, all day-to-day operations are conducted with staff provided by NMI
Holdings, Inc., under a co-employment agreement with Insperity, Inc. (a non-affiliated provider of
human resource services) in accordance with the business practices and internal controls NMI
Holdings, Inc., maintains with respect to its employees. It is anticipated that following
commencement of insurance operations, NMI Holdings, Inc., will cause the co-employment
agreement to be assigned to NMIC, at which time NMIC will be the employer under the co-
employment agreement with Insperity, Inc. NMIC's relationship to its affiliates is affected by
three written agreements. The reinsurance agreement is described in the reinsurance section of
this report. A brief summary of the other two agreements follows.
Cost Allocation Agreement

There is a Cost Allocation Agreement dated as of August 1, 2012, by and among NMI
Holdings, Inc., MAC Financial Holding Corporation, National Mortgage Insurance Corporation,
National Mortgage Reinsurance Inc One, and National Mortgage Reinsurance Inc Two. The
purpose is to allow the parties to the agreement to share internal and external resources, services
and facilities and facilitate the joint acquisition of goods and services from third parties, while
allocating the costs and expenses of such services, facilities and goods in a fair and equitable
manner. The agreement encompasses every form of facility and service that the parties may
require or request. To the extent that any party collects monies on behalf of an affiliate, the

monies shall be held for such affiliate in a fiduciary capacity and a separate account for such
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monies shall be maintained on the books and records of the collecting entity. Currently, NMI
Holdings, Inc., is the principal employer of personnel among the parties. Settlements are
required no later than 60 days after each calendar quarter.

The Cost Allocation Agreement may be terminated in whole or in part by mutual
written consent or by any party giving at least 30 days’ written notice to the others, provided that
each party has the right to elect to continue to receive and use data processing services and
facilities and related software for up to one year following the date of notice. The agreement is
subject to renegotiation every three years.

The agreement is governed under Wisconsin law.

Tax Sharing Agreement

There is a Tax Sharing Agreement dated as of August 1, 2012, by and among NMI
Holdings, Inc., MAC Financial Holding Corporation, National Mortgage Insurance Corporation,
National Mortgage Reinsurance Inc One, and National Mortgage Reinsurance Inc Two. Under
this agreement, each of the parties mutually agrees to file a consolidated federal income tax
return for 2012 and subsequent tax years, with NMI Holdings, Inc., as the direct tax payer. The
tax liability of each insurer that is party to the agreement is limited to the amount of liability it
would incur if it filed a separate tax return. All settlements under this agreement between NMI
Holdings, Inc., and any insurer that is party to the agreement shall be made within 30 days of the
filing of the applicable federal corporate income tax return with the Internal Revenue Service
(IRS), including subsequent amended filings and IRS adjustments, except when a refund is due
to an insurer, in which case payment shall be made to the insurer within 30 days after NMI
Holding, Inc.’s receipt of the applicable tax refund.

The Tax Sharing Agreement may be terminated in whole or in part by any party
giving at least 30 days’ written notice to the others. Upon termination, each party is obligated to
deliver to the terminating party all books and records that are, or are deemed by this agreement
to be, the property of such terminating party. The agreement is subject to renegotiation every
three years.

The agreement is governed under Wisconsin law.

12



V. REINSURANCE
The company's reinsurance program is described below. The company has one
reinsurance contract in force, an affiliated ceding contract with NMI Re One, but it has not yet
begun ceding business under the agreement. The contract contained proper insolvency
provisions.

Affiliated Ceding Contract

Type: Primary Excess Share Reinsurance Agreement
Reinsurer: National Mortgage Reinsurance Inc One
Scope: All mortgage guaranty insurance policies issued by NMIC that

provide coverage greater than 25% of indebtedness

Policy NMI Re One NMIC
Coverage and retention: Coverage Coverage Retention
26% 3.85% 96.15%
27% 7.41% 92.59%
28% 10.72% 89.28%
29% 13.80% 86.20%
30% 16.67% 83.33%
31% 19.36% 80.64%
32% 21.88% 78.12%
33% 24.25% 75.75%
34% 26.48% 73.52%
35% 28.58% 71.42%
36% 30.56% 69.44%
37% 32.44% 67.56%
38% 34.22% 65.78%
39% 35.90% 64.10%
40% 37.50% 62.50%
41% 39.03% 60.97%
42% 40.48% 59.52%
43% 41.86% 58.14%
44% 43.19% 56.81%
45% 44.45% 55.55%
46% 45.66% 54.34%
47% 46.81% 53.19%
48% 47.92% 52.08%
49% 48.98% 51.02%
50% 50.00% 50.00%
Premium: NMI Re One is to receive a percentage of the premium received

by NMIC for each subject policy equal to the percentage of
coverage assumed by NMI Re One

Ceding commissions: NMIC shall receive an 18% ceding commission

Effective date: August 1, 2012

13



Termination:

Either party may terminate this agreement as respects new
business by providing not less than 90 days’ advance written
notice to the other. Either party may terminate this agreement by
providing 30 days’ notice to the other in the event of an uncured
material breach. NMIC may terminate this agreement in the
event that NMI Re One should at any time become insolvent,
suffer a material impairment of capital, or suffer certain other
evidences of financial distress.

The liabilities of the parties will continue until the final expiration
of all policies reinsured hereunder, unless the parties mutually
agree to commutate. If the parties agree to commutate on a cut-
off basis, the commutation fee shall, at a minimum reflect the
following factors: (i) outstanding loss and loss adjustment
expense reserves and unearned premium reserves to be
reassumed; (ii) the present value of reinsurance premiums, less
ceding commissions, that the reinsurer will no longer receive
after cut-off, and (iii) the cost that NMIC would incur to
reestablish contingency reserves in respect of the reassumed
business.

14



VI. FINANCIAL DATA
The following financial statements reflect the financial condition of the company as
reported to the Commissioner of Insurance in the June 30, 2012, quarterly statement. Also
included in this section are schedules that reflect the growth of the company, NAIC Insurance
Regulatory Information System (IRIS) ratio results for the period under examination, and the
compulsory and security surplus calculation. Adjustments made as a result of the examination
are noted at the end of this section in the area captioned "Reconciliation of Surplus per

Examination."
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National Mortgage Insurance Corporation
Assets
As of June 30, 2012

Nonadmitted

Net Admitted

Assets Assets Assets

Stocks:

Common stocks $ 10,000,000 $ 0 $ 10,000,000
Cash and short-term

investments 200,000,000 200,000,000
Electronic data processing

equipment 3,000,891 3,000,891 0
Total Assets $213,000,891 $ 3,000,891 $210,000,000

Liabilities, Surplus, and Other Funds
As of June 30, 2012

Total liabilities $ 0

Common capital stock $ 2,530,000
Gross paid in and contributed surplus 216,118,760
Unassigned funds (surplus) (8,648,760)

Surplus as regards policyholders

Total Liabilities and Surplus

16

210,000,000

$210,000,000



National Mortgage Insurance Corporation

Summary of Operations

For the Period Ended June 30, 2012

Underwriting Income
Premiums earned

Deductions:
Losses incurred
Loss adjustment expenses incurred
Other underwriting expenses incurred

Total underwriting deductions

Net underwriting gain (loss)

Investment Income

Net investment income earned

Net investment gain (loss)

Net income (loss) before dividends to policyholders and
before federal and foreign income taxes

Dividends to policyholders

Net income (loss) after dividends to policyholders but
before federal and foreign income taxes

Federal and foreign income taxes incurred

Net Income (Loss)

17

$ 0
0
21,347

107

21,347

(21,347)

(207)

(21,454)
0

(21,454)
0

$(21,454)



National Mortgage Insurance Corporation

Cash Flow

For the Period Ended June 30, 2012

Premiums collected net of reinsurance

Net investment income

Total

Benefit- and loss-related payments

Commissions, expenses paid, and
aggregate write-ins for deductions

Dividends paid to policyholders

Federal and foreign income taxes paid
(recovered)

Total deductions

Net cash from operations

Cost of investments acquired (long-term
only):
Stocks
Total investments acquired
Net cash from investments

Cash from financing and miscellaneous
sources:
Capital and paid in surplus less
treasury stock
Other cash provided (applied)
Net cash from financing and
miscellaneous sources

Reconciliation:
Net change in cash, cash equivalents,
and short-term investments
Cash, cash equivalents, and short-term
investments:
Beginning of year

End of year

$10,000,000
10,000,000

210,000,000

4,626

18

(107)
(107)

21,347
(21,454)

(10,000,000)

210,004,626

199,983,172

16,828

$200,000,000



National Mortgage Insurance Corporation
Policyholder Position Calculation
As of June 30, 2012

Surplus as regards policyholders

Deferred risk premium maintained
in unearned premium reserve

Contingency reserve

Subsidiaries’ minimum policyholder
position

Total policyholders’ position
Net minimum policyholders’ position

Individual loans:
Loan-to-value more
than 75%
Loan-to-value 50 - 75%
Loan-to-value less than 50%
Total individual loans

Group loans:

Equity 20 - 50%, or equity
plus prior insurance
or deductible 25 — 55%

Equity more than 50%, or equity
plus prior insurance or a
deductible more than 55%

Total group loans

Minimum policyholders’ position

Excess of Total Policyholders’ Position
Over Minimum Policyholders’ Position

19

$210,000,000

0
0
0
$0
0
0
0
0
0
0

$210,000,000

$210,000,000



National Mortgage Insurance Corporation
Analysis of Surplus
For the Three Years Ending December 31 and the Six Months Ending June 30, 2012
The following schedule details items affecting surplus during the period under

examination as reported by the company in its filed annual statements:

6/30/2012 2011 2010 2009

Surplus, beginning of

year $ (1,449,562) $(1,124,532) $ 1,179,952 $ 0
Net income (21,454) (597,712) (2,395,496) (2,630,788)
Change in nonadmitted

assets (86,145) 77,409 (979,586) (2,012,569)
Capital changes: 10

Paid in 2,529,990
Surplus adjustments:

Paid in 209,029,591 195,273 1,070,598 5,823,298
Write-ins for gains and

(losses) in surplus:

Other (2,420)

Surplus, End of Year $210,000,000 $(1,449,562) $(1,124,532) $1,179,952

20



Financial Experience of National Mortgage Insurance Corporation

Surplus as
Admitted Regards Net

Year Assets Liabilities Policyholders Income
6/30/2012 $210,000,000 $ 0 $210,000,000 $ (21,454)

2011 17,205 1,466,767 (1,449,562) (597,712)

2010 162,059 1,286,591 (1,124,532) (2,395,496)

2009 3,157,799 1,977,848 1,179,952 (2,630,788)

Gross Net Loss
Premium Premium Premium and LAE Expense Combined

Year Written Written Earned Ratio Ratio Ratio
6/30/2012 $0 $0 $0 0.0% 0.0% 0.0%

2011 0 0 0 0.0 0.0 0.0

2010 0 0 0 0.0 0.0 0.0

2009 0 0 0 0.0 0.0 0.0

As previously noted, the company was incorporated and licensed without the usual
requisite minimum capital and surplus in order to facilitate the lengthy review for qualified insurer
status with both the Federal National Mortgage Association and the Federal Home Loan
Mortgage Corporation, as well as the due diligence and capital-raising efforts of the original
principals of the company. The company was capitalized on June 29, 2012. Financial results
prior to that date are reflective of the activity of a development phase company. Efforts to attract
capital were protracted, owing in no small part to the economic circumstances of recent years and
uncertainties surrounding the system of housing finance in the United States, but were ultimately

successful.
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Reconciliation of Surplus per Examination
The examination did not make any reclassification of or adjustment to the balances
reported by the company. The company’s surplus as regards policyholders as of June 30, 2012,

was $210,000,000.
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Vil. SUMMARY OF EXAMINATION RESULTS

Compliance with Prior Examination Report Recommendations

This is not applicable as this is the first examination of the company.
Summary of Current Examination Results

This section contains comments and elaboration on those areas where emphasis
was deemed necessary. Comment on the remaining areas of the company's operations is
contained in the examination work papers.
Confirmation of Company’s Ownership

The examination included inspection of a copy of the stock certificate evidencing the
ownership of the company. This stock certificate indicated that MAC Financial Holding Company
owned 63,250,000 common shares of National Mortgage Insurance Corporation having a par
value of $0.04 per share. The sole stockholder of National Mortgage Insurance Corporation is
MAC Financial Holding Company.
Cash and Short-term Investments $200,000,000

The above balance represents cash on deposit with a San Francisco, California,
branch of First Republic Bank. This deposit was verified by direct confirmation from the
depository. The deposit was made by NMI Holdings, Inc., on behalf of the company on June 29,
2012. All funds held by NMI Holdings, Inc., and each of its affiliates, including NMIC, are held in
100% Federal Deposit Insurance Corporation insured non-interest bearing deposit accounts
consistent with the entities’ need to preserve capital until receipt of GSE approval. Accordingly,
no interest was received for the period ended June 30, 2012.
Common Stock $10,000,000

The above balance represents the statutory book value of the company’s investment
in its wholly owned subsidiary, National Mortgage Reinsurance Inc Two. The capital and surplus
of NMI Re Two was verified by a concurrent examination by Wisconsin’s Office of the

Commissioner of Insurance.
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Fidelity Bond and Other Insurance
The company is afforded coverage under the terms of the following bonds or
contracts and it is meeting the minimum requirements for fidelity bond coverage as recommended

by the NAIC’s Financial Condition Examiners’ Handbook:

Type of Coverage Coverage Limits
Fidelity bond $ 1,000,000
Directors and officers liability

Deductible 200,000

Each claim 20,000,000

In aggregate 20,000,000
Employment practices liability 5,000,000

Business owners
Liability coverages:

Commercial liability 1,000,000
Aggregate limit 2,000,000
Medical payments (per person) 10,000
Automobile (combined single limit) $1,000,000
Umbrella liability 5,000,000
Excess liability 10,000,000

Information Systems Review

The examination included a thorough review of the National Mortgage Insurance
Corporation’s pre-production information systems general controls and detailed demonstrations
and walkthroughs of the company’s insurance management modules on:

Master policy administration;

Intake of new business and underwriting;
Policy servicing;

Premium billing;

Delinquency and claims;

Rate administration;

Validation and integrity.

The agenda items for the interviews of company information technology personnel
included:

IT strategic planning;

IT governance;

Leadership development and succession planning;
Organizational structure;

Risk management;

Development and maintenance of policies;
Budgeting;

Security;

E-Business;

Business continuity;
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e Acquisitions and integration;
e Architecture, development and implementation of major programs;
e External environment.

After reviews of NMIC's IT governance, operations, demonstrations of its IMS
(Insurance Management System) at its Emeryville, California, headquarters and of the CDW data
center in Madison, Wisconsin, the examination concluded that NMIC has sound key IT controls in
place and appeared to be ready for production.

Internal Audit Plans

As a development stage company, NMIC does not have a fully functioning internal
audit unit at this time. The company is in the process of recruiting a Vice President of Internal
Audit with a plan to have the position filled close to the time it is hoped that they may have
confirmation of their status as a qualified insurer with Fannie Mae and Freddie Mac. The Vice
President of Internal Audit will have a direct reporting line to the Chairman of the Audit Committee
of NMI Holdings, Inc. The Chairman of the Audit Committee and the Vice President of Internal
Audit will work together to draft the annual internal audit plan and such plan will be approved by
the Audit Committee and the full Board of Directors of NMI Holdings, Inc. The Vice President of
Internal Audit will report to Patrick L. Mathis, NMIC’s Executive Vice President and Chief Risk
Officer, on a day-to-day basis.

It is expected that the internal audit staff will be small during the first few months of
operation but will be augmented by experts in internal audit and enterprise risk management from
an outside firm. It is the company’s stated goal to develop an internal audit function that looks to
identify and mitigate key risks, rather than to serve as a “check the box” function. It is the
company’s view that the mixed internal and external structure is optimal. The external
consultants can promote best practices in the internal audit and enterprise risk management
fields and provide a degree of independence that a purely internally staffed internal audit function
cannot provide. The internal staff can be expected to provide knowledge and expertise about

company operations and personalities that a purely externally staffed function would not possess.
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Temporary Absorption of Expenses by Ultimate Controlling Person

All current expenses of the company are being absorbed by NMI Holdings, Inc., its
ultimate controlling person. NMI Holdings, Inc., has established its offices in Emeryuville,
California, which offices will also serve as the corporate headquarters for National Mortgage
Insurance Corporation. The management of the company thought it both prudent to maintain
scrupulous regard for California law in that the company will not conduct any business in
California while its application for a certificate of authority is pending before the California
Department of Insurance. If and when the California Department of Insurance issues a certificate
of authority to National Mortgage Insurance Corporation, all business attributable to the company
will be conducted through the company and all associated expense will be recorded by the
company.
Pending Litigation

There is currently pending in the Superior Court of the State of California, County of

Alameda, a lawsuit filed on August 8, 2012, styled Germaine L. Marks, as Receiver and Truitte D.

Todd, as Special Deputy Receiver, of PMI Mortgage Insurance Co., an Arizona insurance

company in rehabilitation as Plaintiffs v. NMI Holdings, Inc., a Delaware corporation; National

Mortgage Insurance Corporation, a Wisconsin insurance company; Peter C. Pannes, an

individual; James McCourt, an individual; Maria Scime, an individual; Does 1 — 10, as

Defendants. The Complaint alleges:

Breach of Fiduciary Duty;

Breach of Duty of Loyalty;

Aiding and Abetting Breach of Fiduciary Duty;
Aiding and Abetting Breach of Loyalty;
Misappropriation of Trade Secrets;
Conversion;

Breach of Proprietary Information Agreement;
Breach of Separation Agreement;

. Intentional Interference with Contractual Relations;
10. Unfair Competition; and

11. Conspiracy.

CoNooA~AWNE

In the view of the management of National Mortgage Insurance Corporation, the
lawsuit makes a number of unverified and unsubstantiated allegations regarding the use of PMI

proprietary data that they categorically deny. Based on their own preliminary investigation, the
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company’s management contends that all of the information that the suit claims is proprietary is in
fact available publicly or through widely-used subscription services. The company’s management
contends that the litigation is without merit and they intend to vigorously contest and defeat it in
court.
Rescinding of Stipulation and Order Limiting Operations

As previously noted, the company entered into a Stipulation and Order, whereby the
company agreed that it would not issue insurance policies or otherwise engage in the acceptance
of any form of insurance risk until such time as it provided adequate documentation to the OCI of
sufficient capital funding, a walkthrough review of its completed information systems
development, and that the foregoing facts were verified and acknowledged by the OCI. Based on
the findings of this examination, this Stipulation and Order was rescinded on September 26,
2012. The company has no orders or restrictions of any kind on its certificate of authority in

Wisconsin.
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VIIl. CONCLUSION

National Mortgage Insurance Corporation was incorporated in Wisconsin on June 30,
2009, under the name “Mortgage Assurance Corporation” and was granted its certificate of
authority in Wisconsin on October 23, 2009. The name was changed to that currently used on
January 10, 2012. The company was capitalized on June 29, 2012.

The company was organized to write primary mortgage guaranty insurance,
principally on first mortgage loans secured by owner-occupied one-to-four family houses and
condominiums. The company expects that single family homes will be approximately 90% of its
business with the remainder being condominiums, planned unit developments with homeowners’
associations, and two-to-four family units. While primary mortgage insurance is also written on
first liens secured by nonowner-occupied houses, often referred to as investor loans, and on
vacation or second homes, the company expects that more than 95% of the houses it insures
would be owner-occupied. The company does not currently intend to insure investor loans.

The sole shareholder of the company is MAC Financial Holding Corporation, which in
turn, is a wholly owned subsidiary of NMI Holdings, Inc.

Currently, NMI Holdings, Inc., is the principal employer within its holding company
system. It is anticipated that NMIC will become the principal employer within its holding company
system following commencement of insurance operations. The provision of services, facilities,
and joint purchasing among members of the holding company system is conducted according to
a Cost Allocation Agreement approved by OCI. After reviews of NMIC's IT governance,
operations, demonstrations of its IMS (Insurance Management System) at its Emeryville,
California, headquarters and of the CDW data center in Madison, Wisconsin, the examination
concluded that NMIC has sound key IT controls in place and appeared to be ready for production.

The company has no orders or restrictions of any kind on its certificate of authority in
Wisconsin. The stipulation and order that had been issued at the time of licensure in Wisconsin

was rescinded based on the findings of this examination.
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The examination did not make any reclassification of or adjustment to the balances
reported by the company. The company’s surplus as regards policyholders as of June 30, 2012,

was $210,000,000.
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IX. SUMMARY OF COMMENTS AND RECOMMENDATIONS

The current examination did not result in any recommendations
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