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1 A The entire reinsurance arrangement? Yes. 1 a parameter, for example, 10 percent, representing
2 Q Okay. 2 the likelihood of that stressed event happening or
3 A Can I clarify one matter? 3 something worse than it, so the probability of
4 Q Yes, please. 4 that outcome.
5 A We would also segment it by book year. And | 5 Q Okay. But how would you determine the probability
6 think | said that, but | don't recall if | said 6 of that outcome? And, again, we're talking about
7 that or not. 7 this early version of the test.
8 Q Okay. And explain what that means. 8 A Yes. The early stress tests were determined based
9 A A book year would be -- the defined way in which a 9 on FASB 113's risk transfer guidance, which
10 reinsurance agreement would function is that it 10 suggested that there should be a reasonable
11 would cover all of the loans insured in a 11 probability of a significant loss. So we utilized
12 particular loan origination year. So, for 12 a 10 percent probability as the parameter for
13 example, the 2005 book year would be all loans 13 defining the stress tests that we used because we
14 insured by that primary insurer for that lender in 14 deemed 10 percent to be a reasonable probability.
15 the reinsurance agreement that were originated 15 Q Okay. And how did you determine what the outcome
16 during 2005. 16 was at that probability level?
17 Q Okay. And why did you look at just that book 17 A We measured the performance of loss events from
18 year? 18 prior insured books of business and determined a
19 A Because the reinsurance agreement is defined by -- 19 statistical distribution of outcomes that we
20 the parameters of the reinsurance agreement are 20 projected to occur for the prospective book year.
21 defined by the book year's performance. 21 And based on that distribution of outcomes and the
22 Q Inwhat way? 22 curve we fit to the distribution of outcomes, we
23 A All the loans in that book year are combined for 23 measured the point on that distribution for which
24 purposes of determining the attachment point and 24 10 percent of the outcomes were more severe and
25 limit for the reinsurance agreement. 25 90 percent were less severe, and that became the
62 64
1 Q Okay. Did the methodology that Milliman used to 1 stressed event.
2 conduct the risk transfer analysis change over 2 Q Okay. How -- how did you come up with the
3 time? 3 distribution of outcomes?
4 A Yes. 4 A By looking at the performance of previous books of
5 Q Okay. Let'swalk through those changes over the 5 insured business.
6 period from 1995 till now. Describe for me what 6 Q But what about that -- how did you go from that to
7 the methodology was then and then -- you know, 7 a distribution of outcomes presumably in the
8 making sure to include the things that will change 8 future? You were projecting future outcomes?
9 that -- we can pick all of those up as we go 9 A Yeah. We looked at the various books of business
10 along. 10 insured in prior years and looked at the variation
11 A In the earliest risk transfer analysis that we 11 of those loss outcomes around their central value
12 conducted, we focused on a deterministic stress 12 and utilized that to fit a curve that approximated
13 outcome and measured the performance of the 13 that histogram of annual outcomes.
14 contract under that particular deterministic 14 Q Okay. We'll come back -- I assume that this
15 stress outcome. 15 general methodology that you're describing of
16 Q Before you go on, would you please describe what 16 creating a distribution from prior information
17 is a deterministic stress outcome? 17 will be an element of your methodology going
18 A A deterministic stress outcome is a single 18 forward, not just -- this is not just unique to
19 scenario defined by a parameter that we would 19 the 1995 version of your test, | assume? You will
20 establish that measures how likely that stressed 20 have that in later versions?
21 outcome is to occur. 21 A That's correct.
22 Q Okay. And what is that parameter and how does it | 22 Q Okay. So let's save that conversation then for
23 work? 23 the later versions. Okay. So what else -- what
24 A The probability of that stressed outcome occurring 24 other relevant aspects are there of that early
25 or an outcome worse than that is defined as -- by 25 1995 analysis?
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1 A So the earliest analyses would determine a 1 of that early methodology?
2 stressed level, 10 percent chance of a worse 2 A So we would determine the present value loss ratio
3 outcome, 90 percent chance of a better outcome, 3 in the fashion I described earlier and determine
4 and it could measure under that deterministic 4 whether the loss in excess of the present value
5 stress event what would the losses and premium 5 premium was at least 10 percent of the present
6 look like for the reinsurer. And it would take 6 value premium or, in other words, that the present
7 those future losses and premiums projected under 7 value loss ratio was at least 110 percent at that
8 that stressed outcome and discount them to their 8 stressed deterministic scenario.
9 present value at policy inception and measure the 9 Q Okay. And then how did it change over time from
10 ratio of the losses over the premium to get a 10 there?
11 present value loss ratio. 11 A At some point in approximately 2005 or 2006, we
12 Q What constituted the prior book of business that 12 began looking at a wider view of stressed outcomes
13 you were looking at in terms of historical 13 as opposed to a single specific deterministic
14 performance? 14 outcome in order to capture additional detail and
15 A It would have included the policies insured in 15 granularity about the stress scenarios that the
16 various calendar years going back to approximately 16 reinsurance agreement was subjected to.
17 1980. 17 Q Okay. But the way that you came up with the
18 Q Okay. Inevery calendar year or just some but not 18 distribution of outcome stayed the same?
19 all calendar years from 1980 to '95? 19 A Yes, our methodology for determining the
20 A We would look at all years available. 20 distribution of outcomes was similar.
21 Q Okay. But some years were not available? 21 Q Okay. What was the effect of considering multiple
22 A Generally speaking, we had industry data going 22 stressed outcomes as opposed to just one?
23 back to 1980 or 1981, and we felt -- we believed 23 A It provided a more robust measurement of the
24 it was important to capture that full spectrum of 24 degree of risk transferred by considering not just
25 data, including the losses over a long time 25 a single stressed outcome but the full spectrum of
66 68
1 period, in order to cover the wider spectrum of 1 projected outcomes at multiple stress levels.
2 economic conditions that can occur, and so it 2 Q Okay. I'm going to come back to that, but your
3 would include the long-term history going back 3 analysis considered the outcomes at multiple
4 that far. 4 probability levels or stress levels?
5 Q And did you include all mortgage insurers over 5 A Correct.
6 that period of time or just some or -- 6 Q Starting in 2005 or 20067
7 A It would depend on the client. In the case of a 7 A Correct.
8 client for which that long-term history was not 8 Q Okay. Were there any other changes to the
9 available, we had an industry data source that 9 methodology over time?
10 included a rate filing by United Guaranty that did 10 A As the underwriting characteristics of the blocks
11 go back that far, and we would augment their data 11 of business deteriorated at about that same time,
12 with the United Guaranty rate filing. 12 2005, 2006, it became much more relevant to
13 Q Butif it was available, you'd use only the 13 assessing the risk characteristics of the book of
14 historical experience of that insurer? 14 business to tailor the risk characteristics for
15 A Aslong as it covered a wide enough spectrum of 15 each block of business as opposed to assuming that
16 years and economic conditions that we deemed it to 16 the broad class of loans insured by that insurer
17 be a reasonable basis upon which to build that 17 or reinsured by that primary -- reinsured by that
18 assumption. 18 reinsurer would look similar across multiple
19 Q Okay. What's the level of detail that's available 19 deals. And --
20 in the industry data that goes back to 19807 20 Q Okay. What do you mean by "block of business**?
21 A The frequency of loss and the severity of loss by 21 I'm sorry. If you're not done, please continue.
22 book year or policy year. 22 A No, I'm done. If we were looking at the business
23 Q Okay. Soit's not loan level? 23 originated by a particular lender and that -- and
24 A Correct. 24 measuring the risk characteristics of that
25 Q Okay. Okay. Are there any other characteristics | 25 business, in our earlier analyses we would have
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1 assumed that those risk characteristics would be 1 for a particular lender, yes.
2 similar for each of the primary insurers that that 2 Q Butyou still separated by loan-to-value ratio
3 lender reinsured since it was our understanding 3 even then?
4 that loans were, generally speaking, allocated in 4 A We looked at loan-to-value ratio as well, yes.
5 some random fashion amongst their various primary 5 Q Allright. How did you determine, | think you
6 insurers, and, therefore, we would group all of 6 said 2005 or 2006, that these disparities between
7 that lender's experience in our earliest analyses 7 mortgage insurers existed?
8 together to get additional data volume and 8 A When we looked at the loan-to-value
9 additional credibility and then assumed that each 9 characteristics and the credit score
10 primary insurer that that lender-owned reinsurance 10 characteristics and other underlying
11 company reinsured would look similar for a 11 characteristics for individual books of business,
12 particular book of business. 12 it appeared as though the dispersion of risk
13 However, in approximately 2004 or 2005, 13 characteristics was wide enough that we deemed it
14 it became evident that there were some differences 14 reasonable to measure it at a more granular level.
15 amongst those books of business and the 15 Q And was that not the case before 2005?
16 underwriting quality of the loans was 16 A In general, before 2005, the experience was
17 deteriorating, and it became relevant to tailor 17 reasonably similar across those blocks of
18 those risk assumptions to each individual book of 18 business, to the best of our knowledge.
19 business that that lender-owned reinsurer was 19 Q Do you know what happened in or around 2005 to
20 reinsuring. 20 cause this dispersion?
21 Q Were there any other blocks, as you described it, 21 A 1'would surmise that the largest contributing
22 that you took account of around this time? 22 factor is that underwriting quality in general was
23 A No. I would characterize our methodology as 23 deteriorating across the industry, and because of
24 evolving to look at each block of business 24 that, there was less consistent underwriting
25 individually and measure the risk characteristics 25 quality across different primary insurers and
70 72
1 of each as opposed to aggregating the business of 1 lenders as a result of that.
2 multiple primary insurers for one particular 2 Q Were there any other methodological changes over
3 lender-owned reinsurer. 3 time other than the ones you've described so far?
4 Q Okay. So ""block of business' just means each 4 A Not that I can recall.
5 mortgage -- primary mortgage insurer separately? 5 Q Were there changes to the way in which the results
6 A And each book year. 6 of risk transfer analyses were presented in
7 Q And each book year separately. 7 reports?
8 A Yes. 8 A Yes.
9 Q Things like loan characteristics, for example, 9 Q There were? Okay. Please describe those.
10 loan-to-value levels, I believe I noticed that 10 A Our earlier reports presented the results by
11 those were also taken into account. Was that 11 outlining the stress test with respect to risk
12 something that was always the case? 12 transfer that | described earlier, which included
13 A It was always taken into consideration, the 13 displaying the present value reinsure loss ratio
14 loan-to-value ratio was always taken into 14 at stressed outcomes, specifically the 10 percent
15 consideration; however, when we started to refine 15 probability level, and describing the risk
16 our methodology, we looked at each individual book 16 parameters around that framework of a reasonable
17 year for each individual primary insurer/reinsurer 17 probability of a significant loss, as taken from
18 combination and looked at them in isolation and 18 FASB 113.
19 measured the loan-to-value ratio's impact on risk 19 In approximately 2005, we restructured
20 at that granular level. 20 the presentation to both capture the wider
21 Q Allright. But you had always looked at the 21 distribution of stressed outcomes that I referred
22 loan-to-value ratio in isolation, it's just that 22 to earlier as opposed to looking at a single
23 you aggravated all of the mortgage insurers 23 deterministic stressed outcome and also
24 together before? 24 restructure the wording of the report to more
25 A We aggregated multiple primary insurers together 25 specifically refer to the 1997 letter from -- from
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1 HUD to Sandy Samuels that outlined the parameters 1 losses using distributions?
2 under which captive mortgage reinsurance would be 2 A Yes. We would project the persistency of the
3 permissible under RESPA law. 3 blocks of insured loans over time in order to
4 Q Were there any other changes to the presentation 4 forecast the premium for the reinsured business,
5 in the reports? 5 and that would also utilize a distribution of
6 A Those were the primary changes that I recall. 6 outcomes.
7 Q I 'want to go back real quick to this 7 Q And what distribution function did you use for
8 differentiation in risk characteristics between 8 that?
9 MI's -- by "MlI's," | mean mortgage insurance 9 A | believe we used a normal or log hormal
10 companies -- that began to appear in 2005. What 10 distribution for that, log normal primarily.
11 specifically were the risk characteristics that 11 Q And did that change over time?
12 they differed on? 12 A Very early we did not vary the persistency
13 A We would measure the risk characteristics along a 13 assumption as we did the loss assumption, but
14 number of dimensions, and I'll mention the most 14 beginning in approximately 2004 or 2005, we began
15 important ones. The most important ones would 15 to vary it, and when we did, we varied it in a
16 include credit score, FICA score, loan-to-value 16 similar fashion.
17 ratio, whether the loan was a fixed rate mortgage 17 Q Meaning what?
18 or an adjustable rate mortgage and the parameters 18 A Utilizing a log normal distribution, as |
19 thereon, whether the loan was for primary 19 described earlier.
20 owner-occupied residence or a second home or 20 Q Buthow did you vary it?
21 investor property, whether the loan instrument had 21 A By fitting the distribution of outcomes to a log
22 interest-only components or not. Those are 22 normal distribution and simulating the outcomes
23 the primary ones | recall off the top of my head. 23 around it, just as we fit the losses to a gamma
24 Q Okay. 24 distribution and simulated the outcomes around
25 A In addition to that, whether the income, assets 25 that.
74 76
1 and employment of the borrower were fully 1 Q Over time did the parameters that you used in any
2 documented was another fairly relevant one. 2 of those distributions that you've mentioned vary?
3 Q Was there a change in the probability distribution 3 A Yes.
4 of book years over time? 4 Q Okay. How so?
5 A Yes. As the mix of business changed over time, we 5 A The most acute example of that, that | can recall,
6 would adjust both our central estimate of loss and 6 is when the underwriting quality of the business
7 the distribution of loss around that accordingly. 7 was deteriorating, as | referred to earlier, the
8 Q Butdid you also change your distribution 8 loss assumptions underlying our analysis rose in a
9 function, or did that stay the same? 9 corresponding fashion.
10 A The functional form of the distribution stayed 10 Q Did -- didn't any of the other primaries vary over
11 consistent as a gamma distribution in most cases. 11 time?
12 Q What were the cases in which it was not consistent 12 A Yes. The persistency of business assumptions was
13 with that? 13 also revised over time and, generally speaking,
14 A I can recall a couple of instances of utilizing 14 the persistency of business was assumed to shorten
15 log normal distributions; however, the vast 15 over time as the experience of policy years 2000
16 majority of instances utilized a gamma 16 through 2004 experienced shorter than longer-term
17 distribution. 17 average lives.
18 Q And did you use any other types of distributions? 18 Q Okay. And you said that was over the period of
19 A For losses? 19 2000 to 2004?
20 Q Yes. 20 A Those were the years for which we were measuring
21 A Those were the primary two. If we used other 21 faster terminations or longer persistency and as a
22 distributions for losses, it was very rare, and | 22 result revised upward our termination rates in a
23 don't recall them off the top of my head as I sit 23 corresponding fashion.
24 here. 24 Q Did your -- did the parameters vary across either
25 Q Did you project any other outcomes other than 25 mortgage insurance companies or reinsurer?
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1 A --totherisk, yes. 1 Q And where is that?
2 Q Okay. Good. Can you point me to the passage or 2 A Thatis on Page 12. The last paragraph states,
3 the place in this document where the outcome of 3 Atrium incurs significant losses in many of the
4 the risk transfer test is stated? 4 scenarios. Furthermore, approximately 10 percent
5 A Yes. The outcome is stated in the Summary and 5 of the scenarios generated a loss outcome at or
6 Conclusions Section on Page 10. 6 above the stress scenario illustrated on
7 Q Okay. 7 Exhibit 1, which results in a 213 percent present
8 A And I would refer you to the bold type down below 8 value loss ratio.
9 in the middle section. The top is outlining the 9 Q Okay. And the stress scenario illustrated on
10 scope, what we're looking at. It's the 2005 book 10 Exhibit 1 is the 10 percent probability level?
11 year between United Guaranty and Atrium. And the 11 A Yes.
12 outcome is stated with respect to risk transfer in 12 Q Okay. So at the 10 percent probability level, the
13 bold the first section, A. Milliman is of the 13 present value loss ratio is 213 percent?
14 opinion that, from an actuarial and financial 14 A Yes.
15 point of view, this reinsurance agreement has a 15 Q Okay. And because 213 percent is more than
16 reasonable probability of a loss to the reinsurer, 16 110 percent, it passes the risk transfer test?
17 which likely satisfies the transfer of risk test 17 A Yes.
18 in the HUD letter. 18 Q Okay. So, similarly, are the results of the
19 Q And is there a place in this document where a 19 compensation test reflected in this document?
20 number or numbers are assigned to that conclusion? 20 A They are.
21 A Yes. The actual analysis itself is documented 21 Q And where are they?
22 starting on the next page, Page 11, transfer of 22 A The analysis or the conclusions?
23 risk analysis. And so we outline in the second 23 Q Let's start with the conclusions.
24 paragraph that we're looking at both a 10 percent 24 A The conclusions back on that Page 10, summary and
25 probability of a present value loss ratio of 110 25 conclusions, and so the bold section refers to the
98 100
1 or more, and the remaining section talks about 1 results of our -- our tests. And it says,
2 more particulars about how the tests came out and 2 Milliman is of the opinion, from an actuarial and
3 outlines the results of that test. 3 financial point of view, this reinsurance
4 Q Okay. Sothat middle paragraph on Page 11 4 agreement, now going to Section B, has a net ceded
5 describes what you termed the older version or the 5 premium which is reasonably related to the ceded
6 original version of the risk transfer test; is 6 risk, which likely satisfies the test in the HUD
7 that right? 7 letter that the compensation paid does not exceed
8 A Yes. 8 the value of the reinsurance.
9 Q Okay. 9 Q Okay. And is that conclusion reflected
10 A Although we -- we looked at this test as well in 10 numerically in this document?
11 our more recent opinions, but we focused more 11 A Itis. That section begins on Page 15.
12 attention on the expected reinsurer deficit ratio. 12 Q Okay. And what are the numbers that justify that
13 Q Okay. But this is the other test? 13 conclusion?
14 A Correct. 14 A The rate of return numbers are cited on the bottom
15 Q [I've forgotten now the exact name that you used. 15 of 15, which cites an internal rate of return of
16 A Deterministic stress scenario. 16 12 percent and a return on capital of 7 percent.
17 Q Right. 17 And then the loss ratio comparison is outlined
18 A Yeah. 18 on -- beginning on Page 17, continued on Page 18
19 Q So this is -- this report, this analysis, used the 19 and 19, where Page 18 compares both the nominal
20 deterministic stress scenario? 20 and present value loss ratios of primary insurer
21 A That's correct. 21 United Guaranty gross to that of Atrium's ceded
22 Q Okay. And this -- in this report you say what the 22 and to United Guaranty after the reinsurance, or
23 loss ratio is at the 10 percent probability level; 23 United Guaranty net.
24 is that right? 24 Q Okay. And what's the probability level at which
25 A Wedo. 25 these loss ratios are evaluated?
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1 determined the scale parameter. But the shape 1 on that review, looking at the existing
2 parameter was consistent across book years. 2 delinquency inventory and applying a frequency of
3 Q So we've been talking about the risk transfer test 3 loss to each delinquent loan and a severity of
4 here for a while, but at the beginning of the day, 4 loss to each delinquent loan to determine a
5 we talked about some other kinds of tests. Did 5 central estimate of unpaid claim liabilities for
6 those other kinds of tests involve projections 6 each loan.
7 through simulations of future premiums and losses? 7 Q Okay. And once you've done that, do you feed that
8 A Aot of our analyses do. Do you have any 8 into a distribution?
9 particular ones that you want me to speak to? 9 A We do, although when we simulate reserves, the
10 Q Any of the ones that you mentioned earlier. | 10 tails of the distribution are not as wide as they
11 think there were only four or so. But there was 11 are when we're simulating ultimate losses, because
12 the reserve analysis, the pricing analysis, the 12 delinquent loans have already defaulted and,
13 capital adequacy analysis. Those were, | think, 13 therefore, they have a higher frequency of loss
14 the main ones. 14 and smaller tails to the distribution.
15 A We can start with the reserve analysis. The 15 Q So what kind of distribution do you use?
16 reserving analysis is slightly different because 16 A We don't do as much simulation modeling on
17 when we're conducting an analysis of reserves, 17 reserves, but when we are simulating reserves,
18 we're projecting losses for past events, so we're 18 we've typically looked at normal and log normal
19 only concerned with forecasting losses for loans 19 distributions.
20 that are delinquent at any given point in time. 20 Q Okay. And what about the pricing analysis?
21 And so when doing that, we will focus only on the 21 A Pricing analyses use similar methodologies to the
22 delinquent loans in our forecast of IDNR, which 22 methodologies we've already discussed.
23 would represent loans that are already delinquent 23 Q Similar to the risk transfer methodology or
24 but just haven't been reported to the insurer or 24 reserving methodology?
25 the reinsurer, as the case may be. So when we're 25 A The risk transfer analysis.
190 192
1 projecting losses for loans that are delinquent, 1 Q Okay.
2 we look at different methodology for forecasting 2 A Asdo the capital adequacy analyses.
3 those losses. 3 Q Okay. Great. So going back to the risk transfer
4 Q Okay. And can you briefly describe the 4 analysis, why is it performed on a single book
5 methodology for that? 5 year?
6 A Yes. It's basically a frequency and severity 6 A Because risk transfer is evaluated prospectively
7 analysis. We're looking at the delinquent loans 7 for each deal, and, therefore, each book year has
8 and, based on the severity of the delinquency, how 8 its attachment point in limit, and we evaluate the
9 advanced that delinquency is. That has a 9 risk transfer for that contract. And after each
10 significant impact on the forecasted frequency of 10 book year is complete, the reinsurance can go into
11 loss of that delinquent loan becoming a claim as 11 runoff or it can be extended another book year
12 opposed to becoming a cure, which is what we call 12 with new loan volume, and then we might test that
13 a loan that's delinquent that ultimately makes up 13 next book year business prospectively as well, but
14 principal and interest payments to become current 14 each book stands on its own.
15 again. 15 Q When you perform a risk transfer analysis, one of
16 Q So does that kind of projection involve the same | 16 the things that your client gives you is the
17 type of simulation using the same type of 17 contract between the parties establishing the
18 distribution as is used in the risk transfer 18 reinsurance relationship?
19 analysis? 19 A Yes.
20 A No, itdoesn't. It involves looking at the 20 Q Okay. That contract provides for reinsurance over
21 relationship between delinquency categories and 21 many book years, does it not?
22 frequency of loss based on an experience base, and 22 A Yes. It facilitates a renewal clause whereby each
23 looking at the severities of loss that have -- 23 successive book year might be reinsured under the
24 that have been experienced for similar loans that 24 same terms or it can be put into runoff at any
25 have already been paid as claims, and then based 25 point in time by the reinsurer or the primary
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1 insurer. 1 are not within the scope of the risk transfer work
2 Q Itcan also be put into runoff in the middle of a 2 that we would do.
3 book year? 3 Q Buteven for prior book years, there are still --
4 A That's correct, but what that would do is 4 there's still runoff to be done in the future,
5 establish a shorter book year of less than 5 there's still premiums to be collected and losses
6 12 months. 6 to be incurred in the future; isn't that right?
7 Q Whose decision is it to conduct the analysis on 7 A Yes.
8 just a single book year? 8 Q And, in fact, you do project the performance of
9 A When Milliman analyzes risk transfer, we do so on 9 prior book years as part of the analysis of a
10 a prospective basis, because once a book is in 10 single book year?
11 runoff, the reinsurer can't cancel its 11 A We do.
12 reinsurance, and the primary insurer can't cancel 12 Q Yeah. Butyou've never conducted an analysis of
13 its insurance once that policy is issued, so we 13 whether all outstanding book years at a given
14 have analogously chosen to analyze each book year 14 point in time involve risk transfer?
15 on a standalone basis. 15 A No, we haven't.
16 Q Soit's Milliman's determination that the analysis 16 Q So you've never determined whether all outstanding
17 should be performed on a single book year? 17 book years in a -- in a reinsurance arrangement
18 A Yes. We believe it's reasonable to look at it on 18 would have at least a 10 percent probability of a
19 a single book year basis. 19 loss ratio of 110 percent or more?
20 Q Okay. But does your client tell you to -- that 20 A No, | don't see why we would.
21 they want your work product to be the analysis of 21 Q Okay. Why don‘t you see why you would do that?
22 just a single book year as opposed to the 22 A Because past book years were insured or reinsured
23 reinsurance arrangement as a whole? 23 in the past, and the reinsurer or insurer is on
24 A We are engaged by our client to look at risk 24 the hook for that risk. And it has already given
25 transfer, and when we do so, we do so for the 25 rise to insurable events, and, therefore, the
194 196
1 prospective book year. And it may be the case 1 experience is developing on it. And when we
2 that we were engaged to look at prior book years, 2 measure risk transfer, we're only measuring risk
3 or we may not have been engaged to do so, but we 3 transfer prospectively for insured events that the
4 would look at the prospective book year and model 4 reinsurer has some control over whether they're
5 the prior book years only insofar as they would 5 insuring new policies or not.
6 impact the risk transfer on the contract that the 6 Q Well, if we take the example of the report we just
7 reinsurer is essentially reinsuring now and, 7 looked at. That was issued in March of 2007.
8 therefore, can either, you know, terminate and go 8 It's an analysis of the 2005 book year, so the
9 into runoff or continue to reinsure another book 9 reinsurer has already incurred its full
10 the next year, at which point it may or may not 10 obligations under that book year. There's no
11 engage us to review another book year. 11 decision for it to be made anymore about whether
12 Q Have you ever been engaged to review whether an 12 to enter into that transaction; isn't that right?
13 entire reinsurance arrangement as a whole 13 A Yes.
14 transfers risk as opposed to just one book year? 14 Q Soaninsured event may have already occurred on
15 A Including prior book years? 15 that book year by the time your -- you give your
16 Q Yes. 16 report?
17 A We typically would not do that because that -- 17 A By the time the report was issued, as | indicated
18 those past contracts have already been written and 18 earlier, | believe we started work on that
19 the experience has developed, so they either 19 analysis much earlier than the final report date.
20 contain risk or don't contain risk. They're 20 Q But even then the book year has closed, all of the
21 either performing well or performing poorly. But 21 loans have been selected, insured, and selected
22 risk transfer is inherently a prospective 22 for reinsurance?
23 measurement of whether uncertainty has been 23 A That's correct. We would typically look at the
24 transferred, and those prior book years have 24 book year either right after the end of the year
25 already begun to perform, and so because of that 25 when they have the data with respect to all the
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This Reinsurance et {the "Agreement”y e dated as of Decomber |, 2008 and effective gg of

Febrgary 1, 2086 n% W UEffective Date™), by and between OMG Mortgs z:fe Emman ¢ Company, /

MOTEAZe SUaranty Insuranee Company g:xmzmd under the lawe of Wisconsin with its prineipal

place of tusiness at 32 Fourth Strest, i‘, Flour, San Frangisco, CA 93103 (e "U*z,pany ", and

STRIUM INSURANCE CORPORATION, an insurancs company ovgamzed under the laws of the
] §

14
X 1220 Avenue of the Amerniess, Sulte 788,

A
Riate of New York with its poneipal place of business a

New York, NY 10000 (the” Rvm&u er“_}.

E‘%{ i?\iﬂ\g BTH

fz; consideration of the muotual agreements contained heredn, the Company and the Reinsurer,
intending to be fegally bound, mutually agree (0 enter thig Agreement under the following terms uad

s‘:»‘.‘}f‘:{ii HOns:

ARTICLE L

DEFINITIONS

& usedin {ir Agreemment, {1} the fnllowing terms in quotation marks, when capitadized, shall have
the meartings set forth below (definitions are applicable to both the singular and the phural forms of
gach torm du,;aad wmothis Anicle) and (1) all scoounting teros involving preminm and loss
"f»‘-immizm}s shall have meaungs assigned (o thent inder stanutory aeonnnting | \z.mﬁipiaa appsdicable e
e Cornpany.

o,

141 "Accounting Pented” shall mean the calendar guarter, except that the Srst Accounting Penod
shail be the peded commeneing with the Effective Date and ending with the last day of the then
UITENE G cafensdar guarter, and the finsl Accounting Fertod shall be the peried conunenging with the

he ealendar goartsy that includes the Termination Date, and ending on such da ‘L

AT TAfae” of o party shall mean any pesson or entity which, divec §“0§ ndiveetly, controls or

¥ o
oifed by, or s under conanen Lommi Ath such party. For pusposgs of this definiton, the
wrol” duncluding, with eorrelative mes % he tevmg © -_.-;:tm?i(‘* ‘}«  aed "undey conumon

w;} with”} as ased with c«Q ot 10 any g\f?s‘on oF entily, means the possesaion, mwu‘}f ar
i;:xdsx thy, of the power o divect

torin Mooy

ww cause the direction of the mansgement and pobcies of such
person of entily, whether through {hg. w‘.-\{nemh:;’« of voting serurtiies, ov by contract, oy otherwise,

o Preminms” shall mean, forany 'iTm‘fn“‘r* Titiz
ernums received by the Company during the tenn of ¢

N
D258

CONPIDRRTIAL
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regate Risk” shall mean, for sach Underwriting Yean, the sum detenmi
s the Insured Risk ardsing under all Certificates wsued in sach Uniderwriting Year,

LS. "Capital Deposit” shail have the micaning set forth in Section 1203

106, "Centificae” shall mean theinitia w‘{’iﬁti‘i“f‘-;itc sx*“n a umw INOITEURR IMBUrancs COvEragy

\\\
to an ‘tf;iig m: LIMI? {as that term is (:::im::d n ordance with the teoms of @
p E B

,w
\.
s
%3
D
g
s
pos
7%
4
25
W
f"")

aueh insti iution, which has sold ‘;i.k,h

{if
foan \mﬁ i ;.:msei_y f"‘-QEE*} _;'mnmmia o ¢ m Affilae of 1 hg“’éi nser,

provided howeve s that such Cenificate is not sutiject (o any @i*w agresment {inchuding any poad
insprance agreenent) to which the Cemp z-mkf is & party. Por purposes of this Agreement, euch
Certificte shall be deemed 1o be ssoed in the hidenwriting \wt iy wehich the loan 1t evidences

coverage of s otiginated.

L7 "Claim® means 2 1o qwxi or demand for pavment of a Loss made by an Insured onder 8

LAY, "Clair Payment”™ shall mea*: w?“‘z cspect 10 a Rensured Loan, the amount actually paid by
Company based on g Clabm, including any comgprornise oy settloments thereon, wwd any By Gratia
Paviments, bt excluding any pevinent or amunt deseribed in Section 203 hereof,

106 “Commissioner” shall mesy the Insurancs Commdssioney of the State of Wisconsin

L "Company” shall have the mesning aot forth i the Preamtde,

L1 “Cosingency Reserves” shall mean, as of snydate, 'h\ portion of the m*ziimiezsm_z*szsa‘:r\feg
as caleulared o accordance with the applicabie paets of the NAIC Mortgage Guwanty Insursnce

Model Act, assumed by Retwsurey undey this Agreoment with respoct to the Reinsured Loang,
P12, "Coversd Bosiness” for the U car shall mean all Certificates isaved by the

Cox 1; any mi -*'s“%pm:t 1o Reinsured Loans snd with an indtial effective date dusing such

,.».

1130 "Cumal Net Lessex™ shall mean, ag of the end of any Accounting
Beriod, the gate amounts paad on Retpsured Loans by the Company after the Bffective Date of
this Aw““n mi separate

wive Underwriting Yeur |

ulated for eacly Underwniting Yeur based on Clabm

{ 1y detevnaned and cale
P Bxpenses incorred on ail Certificates issued in sach Undebwniting Year, less the
aie arnount of all

Salvage or Recovery act :z\:i.,v z‘cu*“r i*, the Company at the tme any
creunder s made and relating to Cert 3

i Underwriting Year,

DOCTRE 0035

CONPIDERTIAL PHE RRADEIE
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i Sfive 1 riting Year Net Lo 5 ;
1.14. "Cumulative Underwriting Year Net Loss Percentag

fividing the Cumulative Underwriting ‘f’ﬁa; Net Losses by th(’ total original Aﬂgregaie R;H ’urt‘m
same Underwriting Year.

1.15. "Default” shall have the same meaning in this Agreement as that term or an equivalent term
has in a Policy.

1.16. "Effective Date"” shall have the meaning specified in the first paragraph of this Agreement.
e} LBk Gratia-Payment” shall mean a paymentnot neeessartly required by a-Poliey but madeasa——

commercial accommodation by the Company to the Insured in accordance with customary mortgage
insurance settlement practices.

1.18. "Ex ~'pcmes‘" shall mean all allocated loss adjustment expenses paid by the Company to
unaffiliated third parties with respect to Claim Pa“mem& and all other reasonable out-of-pocket

expenses incurred by the Company in connection with the payment or the settlerment of Losses or

Claims, but excluding any payment or amount described in Section 2.03 hereof.

1.19. "GAAP" shall mean generally accepted accounting principles in effec

the United States of America.

t from fime to time in

1.20. "Gross Writtenn Premiums” shall mean, with respect to Reinsured Loans, gross written
premiums received by the Company, after the Effective Date of this Agreement, less cancellation and
return premiums.

~

1.21 “Imitiad Capital Deposit” shall have the meaning set forth in Section 12.03.

[

22, “Insured" shall have the same meaning in this Agreement as that term or an equivalent term
has in a Policy.

3. "Insured Risk” shall mean, with respect to each Certificate, the amount obtained by
multiplying the percentage of loss specified in such Certificate by the original principal amount of
1108

i

ed under such Certificate

1.24. "Loss Reserves” shall mean the portion of Loss (including losses incurred but not reported)
and Expense reserves attributable to Reinsured Loans ceded by Company to Reinsurer under this
Agreement. [oss Reserves shall be calculated by Company using commonly accepted actuarial
principles reasonably applied and shall be commensurate with the risk layer assumed by the
Reinsurer.

125 "NAIC” shall mean the Natuonal Association of Insurance Commissioners.

e T EITY RO ANET BT T COTDPR AAD L0
CONFIDENTI AL PHE PBRADFIELD CFPR 00260
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o

1.26. ”P(‘,)liz;}“’* Eh?” nean any mortgage guaranty insurance policy or master policy issued to an
: }

icates issued thereunder and endorsements attached thereto, that provides

¢B
=
=
£
P
o
%
o
=
o
el
f,"f

1.27. "Property” shall have the same meaning in this A greement as that term or an equivalent term
has in a Policy.

1.28.  "Reinsurance Claim” shall mean the amount payable by Reinsurer to Company in accordance
with the terms of this Agreement.

1.29— “Reinsurance-Premiums? shall-have-the meaning-specifiedin Section 4.00—— — —— — — —— v

1.30. "Reinsured Loan” shall mean a loan originated by an Insured and covered by a Certificaie
issued during an Underwriting Year by the Efumpan‘v under a Policy that meets the definition of
“Eligible Loan" as set forth in Schedule A.

i. "Reinsured L.oan Amount" shall mean the total original principal amount of the Reinsured

1.32. "Reinsurer” shall have the meaning set forth in the Preamble

1.33.  “Reinsurer Layer” shall mean, with respect to an Underwriting Year (or portion thereof, with
respect to the calculation of the Initial Capital Deposit or sub‘»?q ient Capital Deposits), the
maximum amount of Cumulative Underwriting Year th'f,mqes for which Reinsurer shall be liable
(Reinsurer’s Exit Percentage — Reinsurer’s Entry Percentage) x Aggregate Risk.

1.234.  "Reinsurer's Entry Percentage” shall mean the Cumulative Underwriting Year Net Loss
Percentage specified on Exhibit "A™

1.35. "Reinsurer's Exit Percentage” shall mean the Cumulative Underwriting Year Net Loss
Percentage specified on Exhibit "A",

1.36.  "Required Amount” shall have the meaning specified in Section 12.06 hereof.

&,
a

1.3 “Required Reserves” shall mean the sum of (a) Contingency Reserves, (b) Loss Reserves, and
(¢) Unearned Premium Reserves.

38, "Risk in Force" shall mean, at any time, the sum of Reinsurer Layers for ail Underwriting
1.39.  "Salvage or Recovery” shall mean all amounts recovered or received by the Company n

connection with any Property covered by a Certificate or as a result of the Company's exercise of any
subrogation rights set forth in a Policy, less all expenses incurred by the Company in obtaining such

CFPB-PHH-00091719



2014-CFPB-0002 Document 55-26  Filed 10/31/2014 Page 7 of 30

3

amounts, but shall not include amounis receverabls by Company under any other reingurance
agreement.

140 "Termination Date” shall mean the date ‘*r; which any “f@?’ﬁiii‘i?ﬁ-i}{}?} of either pany’s

participation under this Agreement, as provided in &rtcle IX is affect

141, “Termination Report” shall mwan the 19;\0*& required 1o be prepared in 'zs,m?dmw with
Section 208 and providing the caloulations v the ternunal accounting and setiloment described in
Section 807

e Frast-Acsount™ shatb have tho-wmeining sut-forthrin Sceton- 1284
143, “Trost Agreement™ shall huve the mosning set forth in Section {201

144, "Underwriting Year” shall msan {ﬁa} for 006, the peried commencing on the Bffective Date
and ending on d }m_cmh“r 1, 2006 and () forall ye '--“‘wbquaz ntio 2008, the p&:‘fis O CONUNENCing
on January Iat of such year and ending on Diecember 318t of such vear, o, i easlier, on the

Perminanon Date.

1AS, "Unearned Preminm Beserve” Giall meam as of any date, Ben surer’s v prosrata pottions of
unearned preminms relating to the Reinsured w detormyned by the Company in e.iL{‘Ofﬁe;ﬁZC»
with ststulory acoounting principles

COVERAGE

2481, Coverape. The Retusurer shall provide tor the Company excsss Tayer reinsurance and, in
connection therewith, as of the b e Daate, Reinsurer shall w\ie?nm?}- Company for net exeess

refative Bability, ag provided in Secz\{m 2.02 below, with respeet to Retnsored Loans an Covered
B winiess that may scerge o Company as 3 veaelt of any Cumulative Underwriting Yeur Met Losses
imourred during the term of this Agresment, subject 1o the exclusions set forth in Seetion 203 halow,
provided that the effective date onwhich the Centtficate anderlying the Claim orExpenae giving rise
1o the Cumulative Underwriting Year Met Loss was issoed {8 on or after ihs‘:. Effective Date of this
Agreswent and, In any event, () before th 5

e termmination of this Agreemen

: e forany Comulative Undsvariting Yeur
§ rwriling Y S h :\z‘i Loss Perpentage cm,.sfzds the Reinsurer's
3 % e liable for one huudred percent (100%) of
Comulative Underwriting Eumm sustained by the Company ontil the Company's
Cumudative wnmuwmm ‘Scaf wti ose Percentage oxvends the Reinsurer's Bxit Percantage. The
Reinsurer shsll not be Hable for any Cumulative Underwriting Year Net Losses i excess of the

.

CONFIDENDIAL PHH BRADFIELD CFPE QU263
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] This Agre cruent dues not cover, without limitation, and specifically excludes
*mm oo - hersunider: (1) busivess reinsured by the Compar } sther than Coversd anzm 3
bad faith, dishonesty, ponitive, exemplary or speeial damages or any other exira-comtractual i
axsested agamnat the h)mm;?y is officers, divectors, smpioyees m agmts, {31 overhesd and o
expenses of the Company and wn of officials and emplovess of ihe
Company, (4 any payments avksing from (1) the marketing, underwriting, issuance, cang e‘ia'wn or
administration of the Policies, the fyvestigation, defense, tial or handbing of sE aims or p ,
Larising ont of orrelating 8 miz»ﬁ Balictes and (i) auy- paventador class aetion- ic; £S5 LR — :
sudgments or {83 Hability of the Company, ansing by contract, operation of law, or {h crwvise, frorn :
its participation. or membership, whethey voluntary oy involuntary o an 0 sedvency Fund, .
Hasolveney Vincludes ay guaranty fond, tsadveney ferd, plan, pool, association, fund or other

R

"‘L*CS ar vi!;u! %\"‘T}?\J

wrrangemnent, howsoever denominate ﬁ\ established or govemed, w*mh pravides [or any assessmen
of or payment or assurption by the Company of a part or all of any claum, deb, chargh, fee arother
obligatior of an nsurey, of S BUCCESSOTS OF assigny, which has been declared by 8 compeient

tvent, or which s otherwise desmed unable o meet any oladm, debt, chg

anthority fo b ins

or ather abliganon m whole ¢ in part

A }v--dm!» ha Fortunesg and f)e,m(‘ﬂ’lifﬁf;s, Exc wpt as provided in Section 203 asbove, the
; AT 's (mﬂ L-dim;, r.‘"ii’ - mwx mai (\}E‘g;afmm ar fiab s?mexk E ail
T p{"i’fh 10 the sume

oF >r‘°‘mi,=om waivers, :ﬂni %i‘fuﬁfﬁf‘ﬁtm‘sﬁi‘ §1§3r’§w’ wayof ‘“mymzmw £X

¢ sawne modifications, alterations and cancellations as the raspective
o 8 d Jaiiid yof i;s: { onpany, the trae intent of tis f%.fsrff.er-lc':*:t betng that the Remsursy
L every case to which thia Avraemcnt applies, tollow the fortunes, settloments and linbilities

e Company with respect © Reinsured Loans.

&

ARTHOLE 1

CGENERAL FROVISIONS

(%]
Fansy
o
<
.

sinsurer or Hs designated representative may imspect, with reasonable

; di t’*zs aifices of the Uonmpany where such repords are Iocated, the p oolw or
; J‘ ( aImpany to the extent necessary to verify Reinsurance ¢ othe

Comnalative Underwriting Year Net Losses or Qumulative
ages, Such inspechion si“m take phave during normal business
i:}‘z_is Agreement i in effect w i“csr a8 long thereafier as i; e Comipany seeks
rthe Rei r;*‘&‘wf"}’};‘\mnt to f?}" fers ¢ ?f?n ; :

i1 33 gned oy

Y

\m\«n RA peurer shall bold and Reep al §\m§ ﬁ‘ium:mmz {mfidﬁfﬁ.zm\
- Reinsurer's officers, directora, employees, accountant

s

ad arnd ohitfained ¢

e g - & 3
Or aHUITmeVs W ha s:-ew.d tor know such

AL PHY RRAUFINLD UFES 04
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informatiog forthe {3‘-‘-"‘“{’{3 ses set forth herein, or as otherwise requived by uw. The Retnsurey's vights

SEASRTS

JRONE: SRR, S5 PR » JOUP S (RSN \.‘ DU I LS £oi .
under this Section shall survive leomination of this Agreement,

A02 Complanee with Avnlicable Laws and Reonlutions

1t be Construed in Accordanes with Existing Law, i’ﬁzsma intention of

i
ernent shall ""mm wi m all applicable State and Federad laws and
“1?\9 suidelines issued by apy government sponsored eniity, ds from tdme to
_____ i Notifizavon.of Dissrprevsl oo Changedndaow-Bach pasty tothis Agreement ahall

provaptly o =*f¢z}f‘v the other paty Q'i {1} any disapprovals ar recoramended changes regarding the

Agreement thad :ﬂn.muh by any ansurgnce repnlatony or ax suthoriies fo soch panty and (1) ?m}f
change {of whic ﬁ such party hee omes swared in law, regulation or rulings affectng the Agreement,

Hack party shall be allowed 1o muke s own defeuse of the Agreement with said suthodties, in
cogperation m{*} any defense made by the other party.

o

203 Retoff snd Recoupment.  Awny debte or oredity, matured o unmatoved, Houidated or
unliquidited, regardiess of when they arose or were incurred, tn favar of or againgt cither the
Company or the Relnsurer with respect 1o this Agreement arg é mied murtual debis orovedits, asthe
case may be, und shall be set off, and only the net balance shall be allowed or paid. This setoff
provisic (o the extent permitted by any applicable an}s}m}i mi 5}@ modifled or recomtrued dug to

the msolvency, Hauidation, rebabilitation, convervatorship, o receivership of either party.

)

3.04 identiality: The Company and the Rewsorer each agress to kesp thag &gzwm;m the
tervns hereof, and all documents and information e Hating hevete, or Tomished pursnant o or in
connection herewith, confidential, excem as may be requ zwl by law or by secouniing requnemens,

Netwithstanding the foregoing, nothing in this Section - (bi 8 hﬂi ;*s chibit the &o*npmv or the
Beinsarer from zfiak"{}.\il‘l&{ such confidential fnformation o () state or federal regulators, Fannie
Mus, Freddie Mac or rating agencies, (b the Company’s or the ?“‘ﬁwm "% parent oF i.i Hiated
a\m“a‘gadzcs whether s,imm or indivect, provided such pavent or alfilisted companies also agres to
E ?us,mi m; :orm.?g-‘ntiai {oythe ouiside legal, Roancial, sctuaeial oy acoounting advismrs

sther thind party consultants or vendors engaged by the Company:
g;s vided m.r mm co;am*tz nis o verrdors are thamselves subject to & writles

) 1 o that contained in this seolion, and {g) other parties, with
the prior written wvn?z;\i of {3}9 i m‘qmw o Reinsurer as the cuse may be, This Section 3.4 shall
survive toomination of this Agreement, but shall to any event expive and be of no Harther fo; © and
cffert on the date that this ;‘—Xg,:‘mrrrem is t‘m unated on @ vut-off basis with portfolie wansfer under

Section 806, orthe dd?i of automaiic tery :i;m of the tant U i}“f‘ii‘\‘f"l't:'ffi‘a‘iﬁ Year reinsured hereunder
under Section 9.09, w‘m: hes 1o wwever, the parties’ reapeotive
obhigatioas ander thas Seoti vinformation shall survive the

wminavion of this A gws:ms:m,

CONTIRENTIAL PHY BRA OOCEPE (0264
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BEINSUBANCE PREMIUMS

PREMIUM TANES

401 Reinsumnes Prombuns. In the manner provided in Articke VI below, the Company shall
pay the Reinanrer reinsurance preminms equal 1o the percentage of the Gross Written PFrembm set
fmiia on BExhibit A" antached heretwo (the "Reinswrance Fromiuns™), Al Bomnsurance Premmiums
shall be deposited by Company o the Trust Account.

S

402, Pregouum Taxes, Company shall by Uable for any apd all promdurs taxes imposed on

‘ofivies.covenne R eivsnred Loans Reinsuwrershall he lade for

£
inmn faxey roposed o any Reinsurance Premuums paid to Refnsorer hereundee,

ey
o

nd all prem

ARTICLE Y

CAPITAL AND RESERVESR

S840 Spatutory Cspital and Reserves. The Rensurer sii wh and mainiam @3 all such
capital and (b)Y all such reserves as oy be required under the insurancs laws and regulations fsi ‘.
domiciliary state with reapect to onearned preminms, loss veasrves, incurred but not reposted tog
SEREIVES, COMITZENCY TOSCIVEs g, fos

this Agreemaent {the “R&:mwcs }.

\\u

or foss adiustment expenses relating to sach isk unds

a‘; (

ARTRILE NV

POLICY CLARM SETTLEMENT

G010 Policy Claim Settlement. Al Caim Fayments, Expenses and allowimees in conssgusncea of
a Claim for benefiss m';ws:ru }*m all be evalusted, defepded, paid or settled by Companyy withowt
resive o o consultation s -y The Company sgress w seitie sach Claim undera policy
i accordance with the terms and conditions of ihﬁ Palwy as iram“grmyﬁ wmopood fasth by the
(‘fopma‘: - wovided, however, that the Co ny %%‘.ai} have the amm iy 1o grant reasomable
extensions of e 0 fide Clarms, towaive notive zoqz 1
ay Company desns reasenable, and 1o make Bx Graths

cal policy vinlations

ding Sabvage or Ren

6 92, \nm o R '»*"‘{3\*“;'\; Adl def\iqinns
; fo OF gomsulial

GR
;},i“'tf.’ msurEnoes Z}'}GHS?{}’ stan Cz.i‘i‘f(iéi‘

an with the Remstrss, 1 secords

N

CONE

NPI AL PHE HEADPIELD CFeR

(ﬂ
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ARTICLE VH

REINGURANCE CLAIM FROCEDURE

o

701 Filinga Roinsurance Claig. Company shall, in conjunction with the quarnterdy reponis tn be
provided purs_‘.uu ntto Section 8.01, file Reinswrance Claims with Betororer as yww{?s‘cﬁ for herein in
a form approved by the pardes to &E‘},zs Agre @mmﬁ Paymenty due fromn Remnsurer for Rewsuranes

Clareg o ¢ ided harsin
Claims shall be w s Company, as provided hersin,

THZ. Claim Filine Method and Timtne, &Y Reinsur
neciod set forth.an8s

ance Claims shall be fed within the time-
ction. 8.01 below. Retnsweance Claims fled after this time podad age. still

801 Deanerly Reports. Within forty-five (45) days
& l
\ :

3 hercunder bt szz&\xibf: vedun sd*}y the amouny, if any, & 'w‘m‘h such Reinsurance Clain i
T ziw *‘”‘n it woukd have besn 1 fled on 2 ey basis Steh Reinsurance Olaims shall be
submiitied in writing o the ? imsured at the address spectfied in Section 15.02 hereafl Reinsurer
shall pay all Re surance. Claims within the time period and in the method set forth In Asticle VI
below,

ARTWILE VI

ACCOUNTING ARD SETTLEMENT

after the end of cach Acoounting Period,
sm;,am e}\a Ismmii > Beinsurer vepons relating to the Covered Business by Underwriting Yea
ng Pened containing the following information:

N

urumanes in Forge. As of the ﬁmi. of such Accounting Perind, Risk in Foreg,
> 2 visk outstanding and gross unearned premiums therson, before any dediction for
TEITSUTANCE } ereunder, and A <‘~\;m*,<5§ Risk, all in susvonary Tashion,

by iums. The agg;cmsa foan balances for which either ap initisl pavinent of
eenewal premuun therefor was paid o Company during such Accounting Pey _mj the Oross W nz-.m;
Promiunm and uneamed promiung both in gross and in the portion thereef due Relnsurer, and

showing cancellation a “1<§ retun promiung, 8l in sunmary fashion

o} ?‘Se’*‘if\quwuﬁv Reserves/Property Acnubred. As of the end of such Acconnting Peried,
ihe mumber of mhm nl morigage loans -‘*pn*’mi to the Company porsuent to a Folioy and the
dd‘m}f‘t u‘ 3'%3’3{?%&. {n h wling HEINRY th &nm‘:: that Company hay esle i“si‘s}'zf:& J\im@m any

SIEALTAT 3 of the end of such Scvounting Penod, the i

d those sold) pursnant 16 a Polioy, s vostin ac«oirﬁ e
established, without any ‘aniuuxm

‘-

SONPTDERTI AL YHE BRADFLELD

PRGNSR ¥ g4
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e ampunt recovered by the Company ss Salvage or Recovery,
ing such Accounting Pertod, the T

Vage e‘c;gwmes <t

o fenwriting Yeurio which
elate, and any credit to be given, oy ¢ arnount te b e piid, to Reinsurer as a resnlt of
CIVETY
{2} Reinsurance (}az.n\ Caomulative Underwriting ‘;m Net Losses, Comulative

Underwriting Year Net Loag Percentage and the Beivsorance Claims, i any, doe to Company from
Retmurer.

‘”3 ? IBUTANG

0o i-’rea SIS juf, e Ry

(y o Trest Account Celenlatign: A& ciloulation of the amouwt then required o be
maintained o the Trust Acdount, inchud: ;zgthv Minimaom Capital and Reguired Ampung, together

with such financigl information a3 may be requived 1o demonsivate the husis for such calcutation.

{1} Calonlation of Batins, A caloulanion of the ratio of Comulative Underwriting Year
Net Losses (o Aggregate Gross Wiitten Promivms for sach Underwriting Year

et Additional ‘v‘aiom Of- Rn, haddiionad § in i“ oernation relating 1o the Company a8 may
be ‘”f‘ﬁ"\i{;“iéﬁﬁy reguested by the Refnswrer 10 u,k w the Reinsurer to meet all requirewnents of the
Tnsurance Commissioner of the State of New K, the NAIC, the Pedersl National Morntgage
Association, the Federal Home Loan \?Qﬁpﬂg Corporation oF any raling 8 AZETCY.

S0 Aonual Bepons, Within forty-fve (45) dayy after the end of each calendar year, Company
shall submit to Reinswrer areport for that culendar year hsting Policies, Gross Wrigen Piemmmz-,
Dnsurance 1n Poree, and Risk in Poree under thiy Agreement in the sggregate and by state for sl
states

5.03. Information frows Refneurer. Rewnsurer shall deliver to Cosnpaay, within sixty (60 davs afte
the end of sach fiscal quarter, and within minety (90) davs after the end of cach {mm year, {a) the
neome statement and balanee sheet of the Reinsurer forsnch fiscal qivuter or year, 88 approprise,
m respect o the quarter-end statement, prepared on & stututory basis and, with respect to the vesr-
end statement, prepaved both o @ slatutory basis and in accordance with GAAPR, which vear-end
staterent shall be andited by Remnsurers independent cerified public accountants, and (b} such
sdditional information relating to the ‘E einsurer as sy be reasonably requested by the Company in
aliow the Company o meet §‘s; SHMET, {i‘&'@\T‘ﬁC the Federal National
Mortgage Assoviation, the }'i.(:l(‘i‘ i Hone Loan Mortgage Corporation, O any raing sgency

= -b

equirenents of the Comuds

i <

[ Bany he b 3 set off (as provided m Section 307 abovetthat iz dus o g
party by the other party hercunder bhdg be paids ‘

1l

Do oERyd

SONPTDRENTLAL PR
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{a) i w Company, within thirty {

delpvered pursuant ¢ Ssotion .41 her ‘f‘, whig
Trust Acoount; of

following the vecsipt by Reinsurer of the repont
mment shall e made by withdrawa! from the

=

{h} if 1o Remsurer, then such remitianee shall be made by the Qompany 10 the Trust
Agcoumt,

&

A urer ot the Company is
whm*@ pm( et shall avoree dnte *ah at payment is overdae
atarate m:@;xmn pereent per armurg 1y excess of the "prime rate’ msﬁ‘m frorn tims to e and as

& g e
B SV PAY
it

________ pulddis h;@ m %;e‘g st Street Jossoal schich rade alinerest shallbe adiusied concnrently witheath .
: fprime rate”

ARTICLE IX

TERM AND TERMINATION

801 Term Thetorm of this Agrecment shall commence at L2081 aon, Eastern Stondasd Thne, on
the Bffccuve Date and shall remain v effect until terminate d in secordance with this Anicle TXL

$02, Unilstersl Termination upon -E\ nety Davs’ Notice,  Biber party may termingte this
Agreerment asof 11:38 pao. Exatern Time, at the end of an Accounting Period, by providing atleast
wizety {G0) days” price wiitten natios ﬁ;umi ia the other pany.

9.0% Termination for Patlwre to Make Tous sl Deposity, IF the Indtal Capital Deposit, any
E;‘»i?ﬁt’j(}';lﬁ?i’i Capital Deposit, or any sddinional deposit paysble by Beinsurer onder Section 1203 or

2.00 heveof 1e not paid within 30 days of when such amount becomes due and payable, Conpany
‘,31 notify Reinsurer in writing that soch payment s due }S‘d i cuch payment is not received within
ten {10} Bosiness Days afler roceigt of such noties *)}-’ Reinsurer, then {3} coverage under thig
Agreenent shall autematically termunate without the requirement of any waliing peniod or additional
natice by or W either party, (1) 8l Trust Assets sy ii be tr ms*emd 0 the Company and (i) the
Commpany shall reassume all Ralnliges therstofore ceded to Rely pi.v:;\:uam o this Agreement
o ebbigations of parties under this Agres nauished asofthe date
tevrunation, including, but uu.i sited to, the right of Retnsurer o reveive Rednsursnce Promivms.

&

28N et ekt
Allvights

{'L’.m'ru'san‘,«-' shall have the right, at itz option, o wemingie thig
r\vrzw‘z‘ szz o2 in the event that Beinsurer shall S o nasintain
£ OF country of da‘;-mz"‘_ia, or if any law oy
npany is doing business would render this
ert ﬁ i@ ‘\}mwn\» f“m Yt e:}ht&i';ri*: greinsurance oredit, ot sather shs?.
u.\mfg or the Federal Home Loan Mortgage Corporation suscisnes

fnsurer guidelines that prohihita the Company from :wari.m{saimg

altogether or on the eoms provided hereunder. Tompany

~ Ty

u{}»t lin&\\.u fodk

pany

EIRLD OFER 0038

[o:5]
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: m:m if so ordered by the

e Compay is E‘u enseid
T}jy t; e, ?r‘a; }\f“n\v ot is in material breach or fails to
warrsrties or pbhiigations set fonh herein s}'ii“sef than its

COIY
gfb}z {:mnk i) maé\{‘ the Init
bie mep@&;tﬁﬁ inite the Trust e% COU
section 503 and said breach
satd breach hag ooy deliversd o ?is:sms.tmr

subsequent Capital Deposity and amounta ¢
i ol case enmanation is aul;
y (30 days after written notics (o ¢

Q.08 Termination by Bonsurer. Retnaure nate s participaton in thix
any payvment 1o be made herewnder by the Compay z\::i:\:._m_n,;_;smi when due aud ssidp
begn made within thirty (307 dayy after writion notive (o pay hus been ssrved npon the (“rm;*a any, {3
thers is & material bresch by the Company with wsy sot b any of )
foth herein, and said bveach has
said breach has been deliversd o Company, or 3} the Comps }}'S gla
Standard & Poor's Corporation or Moody's Inveators Servive, Inc. 18 tevo

i
ST

Wl remese 1';?3‘13@3‘15 arobliga
9 <

L

not been cured withiy this r\» {3 days after writion notice o owe
yE-paving ratings from

1« od, suspended or reduced
tatton or the Federal Home
s statos as an insurer sligible (o insure

below jnvestment grade, o {d) stther Pederal National Muovtgags
Loun Mongage Corporation revekes or suspends the Company’

Joans to be sokd 1o either such agenoy.

906 Reinsweers Lmi"i CAdter Termunaton. Other thaw ss provided under ssetion 8.03, following
wermingtionn sdw this Article IX Remsurer maii contige to-be hable, subject to all a*iw‘r tervos and
onditiong of this Agreement, with respect o all Xeinsured Losws coversd by a Centificate hssusd
prior to the Termination Date ontil the natursl expi feoversge of

on, canceliation o tenmnination of cave
gach such Retusured Loan, @ which event Reinsarer shall conlinue o roceive the ag};ﬁ-hmﬁe
Relnsuranwe Promiums with respect thereto, unless Company and Bewnsurer agree that sueh
remination shall be on g cutoff tasis with portfolio tansfer, in which event Reinsurer shall net
continge to (a) be hable wath respect to the Reinsured Loana, or {b} recetve Reinsuranee Promiwms o
cther payments ov credits with sespect thereto except for those due p;is‘}r n‘z{, Termingtion Bate, I

the 'part*f%; s such termination shall be on a nineoff basis or 2 vut-off basiz
with portfolio transfer, such termmination shall be o

/v

7

ona run-off bass In i'i & everd tenmination of this

segolator, such tormdnation shall be in accordance with such
yotwithatanding, I such onder does not specify the msthod of
termnatin i RUCH Erminat o shall be on o mne-off basis uresy the {“&3‘(11{’& sgree oiherwise,

=

'z

e e E
£ f“:wfncn{

order, anyiid

807 Pavments on Termunation. In the event that this Agreem

wnt s tenminated pursnant w tus

Asucle IX and such torpunation is to be on a cuteoff bagis with portfolio ransfer pursuant to Section
8.08 gbove, & net aooounting and seitfement as to any balagnee due under s Agreoment shall be

ben by the C m*‘*\iﬂ\* jldiu\,i“»\:’!cg i) ihp }‘mfzsm‘ . Any net payraent regured under such
nunal eonouniing a rd \C’ti“ft crit will |

tors hall b paid by ihe Reinsurer oy the
Compa ver than tweaty (20 the Tenmination Re ot deseribed in
S"’.Cias)"} ‘ovsd\ St p‘ cyvisted, Bowever, such i\mai\ 20y period shall be tolled o the event tha
Rein y the amog nt ar content of h 2 Ret payments {31 eunti] such dispales areresolved
Nt {w HEnt e ‘ meni >}§ 1t congiat ofs

3y
PO

SONET RE

CPRE 00269
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{a the settiement for the {inal Accounting Period, as set forth in Sections 8.01 and 8.04
of this Agreement;

N

{b) the amount of Unearned Premium Reserves and Loss Reserves to be repaid by
Remsurer to Company (if any),

{(c) any interest due pursuant to Section 8.05 of this Agreement; and
(d} the cost Company will incur to establish the reassumed Contingency Reserves.

£

9.08. Termination meox T[ the termination of Reinsurer's participation under this Agreement is
I

cted on a cut-off basis with poitfolio transfer, as described in Section 9.06 hereot, then,

within ninety (90) Business Days after the Termination Date, the Company shall supply the
Reinsurer with a report Lhat shall show the terminal accounting and settlement described in Section
9.07 above (the "Termination Report"). Such Termunation Report shall contain the following
mformation:

{a} mformation for the final Accounting Period as specified in Smu{m 2.01 of this
Agreement,

(b) the calculation of final balance due, as specified in Section 8.04 of this Agreement;
(c) any interest due pursuant to Section 8.05 of this Agreement,

(d) the cost Company will incur to establish the reassumed Contingency Reserves.

(e) year-to-date information, up to and including the Termination Date, listing Policies in

force, Gross Written Premiums, Insurance in Force, and Risk in Force under this Agreement in the
ageregate and by state for all states.

v-mv»i

9.09  Automatic Termination. Anything to the contrary herein notwithstanding, the obligation

the Rcmfsumr to indemnify the Company in accordance with Article I, and the obligation of tl
Company to pay reinsurance premiums (o the Reinsurer in accordance with Article TV, shall cease as
of the last day of the year which 1s the ninth vear after the end of the Underwriting Year in which the
Covered Business for that Underwriting Year was underwritten, whereupon this Agreement shall be
terminated with respect to that Underwriting Year of Covered Business only. Any termination
pursuant to this Section 9,09 shall be on a cut-off basis, in accordance with the requirements for
calculations, payments and reports contemplated by this Article IX for termination on that basis.

ARTICLE X

INSOLVENCY

14 -

BRADFIELD CEFPER

5
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*4‘
TR AR

..,
Lok
o)
5
b
e
tex
24
o
it
%
>'L

the event of the msolvency of the Company, the Remsurer horsby
Surangs HeCONUng e;’f’eg tive hereander, the Remsurauce Cladm shall be
fo divectly and immediately upon demand o the Corapany, O 10 U5 conservator, meeaivey

greey that, as to all reing

Lguidator or staiutory successor on the basis c»f the 3;&%‘3 ity of the Company ander & Policy with
vegard 0 2 Beinsnred .§..'o:a.:3e without d;‘:zm 0n b he nsolvency of the Company or

beomise the congervator, reosiver, ftk Ji(“‘i?(‘s
all or aportion of any ¢ ?.ﬂm
msclveney of the Company.

of ahr* ‘I"un)i}m ¥ has \ai lod to pay

ne. isoagread that the conservator, recetvern Juidaton or stduiony. s
shall p‘iw o wiition notice 1o the Reinsorer of the pendency or subimisst
undecany Poliey with regard o a Reinsured Loane Droring the pandenny ot ".sms;t-}\,,.cizmv\'if*- R{;‘ “uz‘é‘-‘r
uw'" cb{’zo ate such claim and m*&z}v‘wﬁ, al is own expensy, in the progeeding where sugholaimg
' cated any i Feyme available 1o the Company ov s oo nsen i r, receyver, Hpaidainr or
wy suceessor, The exponse thes incwrrsd by the Rednsurer shall be chargeable, subiect to the
cat of the a:f}m’i:, azuingt the Company ag 8 part of the sxpense of nso m.m ¥, hquidation ov
; ton o the axtent of & propotionate share of the benefit whict
sodely g5 2 vesult of the defense undentsken by the Redosuren

+ acerues o the Company

103, No Waiver of Diefenses. Except as otherwise set foeth in this Agreement, nothing in this
Article X shall precinde the 3.'{&1*;1*18;:3:@:“ frovn asseriing any excuse o defewse o pa;«'ﬁmzi of &

Remnsarancs iwr aiher than the exeusey or defenses of ’mc insolveney-of the o
fatture of the Company's conservator, recetver, Houldator or statutory san

portion of any claim.

ny and the
wesaar (3 pay sl or g

ARTICLE X3

ARBITRATION

1100 Appomntmeat of Sobiteny. 1o the svent of any disputes or differences srising heveafier
betywsen the contracting parfes with reference o any te ’ms&c“mn under ov relating i any way o this
soni, g

i san :e: shall be decided by arltiration conducted in accardance with the Lf«;vm;zmt\:.:iai

LR

ihy
*nh rations Rules of the American Arbliration Asscciation as iéls?.?s} in effect, as same may be
modified heremn, Three arbitrators will decide uny dispute or difference. The ;srhitrai:g vrshiall be
feld o San Franviscn, Califorma, The arbitrators must be distenested officers oy retived officars of
MSUrans ‘.‘fomgiam 2§ e fhm the two parties 1o this Agreement oy their A

B0S OTE £

i sttrators with the thivd, the "Umptee)”
%, . at enther party should fad o choose an
ollowing g written I‘*\}ii stoby the other pany 1o Jdo so, the
snid arbdbrator i& ore enteving apon mbitration.  The two
ctas i mpu‘e Inthe event that the bwd arbiitrators shadd

o coniraching partie

Vi thre B spne
>

3

oF
5
&
tH
2

o
niot be able to sgree on the choee of the Un 1;3;&3 within thicty (20} days following the appointment of

S1% -

2Ny

SONE

0037L

CFPB-PHH-00091729



2014-CFPB-0002 Document 55-26  Filed 10/31/2014 - Page 17 of 30

--'z“"-mui\t shall nominate five condidates within tea (1)
ine four of the candidates sominated by the other
hosen | ‘*om the 1w reraaining eandidates by drawing 1ots. Should the chosen
€, ‘Z}»’;‘i‘}-u didate whose ot was not drawn shall be appainted. 'Th%'f
i 2 candidase }ssezs sgreed o serve,

£

o
5]
e
]
9]
%
0
@5

following the appomtment of the Usnpire, or within such
eth’er HEe artiirst sach parly must present iis case fo the

arbitrator LORSE dux stomary and standard practives in the mortgages guaranty
:;‘eimm:-mm busz 1868, Wu‘m; SixLy g\ém dauz f*\,v imariﬂim{tm Boarme, s degision shali be reached

fER

...................... hya e binding o the panies. Judgmet msybs
;,,nmmd o1 ﬁ‘i» dee.c RGN of t§ & xirh any oot hgving ;Jmeh\ tiem, Either pasty shall have the

sight to appead 1o the appropriste cout az ervors of faw i ih ision rendered by the

arbitrators,

3

.03, Bypeosey of Arbitration. Each party shall bear the expense of s own arbity ator {whethey
¢ is: {ed hy that party, or by the other g‘*anv purstiant to the procedures set out in Section 1101 and
4
.2,

R,

4
b

gutside attorneys’ fess, end shail jointly and eoually bear with the oi*}er paarty the other
ﬁ'xpm ses of the arln

tratiem, including the expenses of the Umpire.

{104, Applicable Law. The arbitrators shall apply the substantive law of Wisconsin {excluding
chotce-of-law principles) with rospectio the interpretayon and ?pn‘mﬁ‘ega of this Apgrgement, except
that s -\a‘u',a*“ migy be ;~1=mms§‘c-‘d withont following strict vales of evidence, and issnes of &ﬁm.a tinn

aw shall be governed by the Federal Arbiration Act.

vival of Article. This Asticle shall survive terminativn of this Agreement,

Oth ﬂi dration shall be acondition precedent D any
G nstitnie @ g such matter, except that either party may
seek from 8 c.s.vzm, Ny Sterim or PGV nay be necessary (o protect the rights or
property of that party pending the decision in atb ration ‘»“hhi»ﬁ%‘gihl the merits of the sis‘-p,.n & By
ceing to arhatration, the ;‘m teg ddo not intend to deprive any convt of 118 jurisdiction to 1asue a pre-
arbitral injusction, pre-arbitval astachmeny, or other crder in wid of arbitration provesdin
guforcement of any award, :

&8 o the

ped

ARTICLE X

12,01 Hyabls 'Eﬁs*; fer to sedy i > Remsurer onder thig
Agresment, ti‘;&'. A mpany and a qualif od States fxs‘ ancial insittion gecepiable
o the \.ii;}}f}m e "Trustee }sha‘.ﬁ ey iif“ftﬂ"‘(—}‘l‘ tive Date of this Agreoment, enterinto g
irust agreement it?‘- “Trust Agreement”™) i the form of Exhibit "BY attached heretn pi‘:\a ot o

1YY
ish @ trush acoount (he

§.he Reinsurer &

ruat A count™ for the benefly of the

QONETIEY
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Company with respect 1o the labilities or obli 3 atfons assymed by the Retasurer hereunder. Thig
Trast Agreement shall at all dmes andin all ve s be in siviet complianee with applizabls law,
tng, without limitation, NY Ins. Law § 65(}7’ dnd PTNYORR § 1365, sllas maybe ¢ mcme'i

from tme o ime

CERR

ceount assefs 1o he EWM in trust by the Trostee for the be m*m of i%h‘: Company a8

262, ?‘;:t‘p sepd Trost. Reinsurer agrees toodeposit, onor before the Effective Date, and maintain

: .\-
of the Relasy

gations to the Company undes thi

Rt

sameit. Such

x

e maintgned i the Trost, hwmi by the Reinsurer as long as the a’x“,.f:rnsm‘ﬁtras‘m'{mt:-;ﬁez

o rernaty Hable for any Reinswred Loan.

{a} Newt later thy Fdays aftor the expir ation of the first Acpounting Period hersunder,
Reinsurer shall make an initialvontnibation gthe “Enitial Qﬁg};ia ;\fw‘““ﬁtcf the Trust Acgountin an
aymneunt equal 1o ten pereent (10%) thues the Reinsurer Layer of {‘zr Reinsured Loans having an
effective date of poverage on or after the Effective Date and on or befors the hast day of the
Acconnting Pe “f,\o in which the Effective Date falls. The reatter, the quarteriy ve port § *‘10"& ui iw
Compeary o Ransurey ander Seotien 8.0 hereof shall staig the axmiiwhaﬁ cont *=‘:
Preposit’ }{h;ﬁa{m ﬁum wiitch shall be an amountegual 1o ten percent (10%)
of the Bamsured Loans having sy origination date during the Ac mummg P(‘?f‘ii‘{‘ 15 w}mh sum
1 sriu‘iv cpont relates. Notwithstanding the foregaing, no Capital Deposit shall by reguived with
respect to Relnsored Loans originated on or after the one vesr a-*n';zwmary of the Effective Date. In
~‘(§§.a§-k, o the Inttial Capdtal Deposit and Caphiad Deposits, the Reinsurer reay be requived to deposit
\ai{hiffﬁuii ameunts to the Trast Acopunt from time 1o Hime to mntain i o1 the Miniran Capitgl
fevel aa specified in section 12.06{s} below,

3

r

~

{5 Inthe event that (1) there exists g Delivieney (as that wom s defined
below), apd (13) Minimy mC vitad fe enual fo anwant of t}ze: Beguired Reserves, &

reasonably disputes the Loss Resspve component of the Reguired Reserves, and fz“‘ the Losy
Keserve exoceds $250,000, R*msaz, v shall notify the Company within ih;**\g \?se\da\«s of veg csp*; af
wotice that & Capital Deposit is due that it disputes all or a ponttan of the L

the Company shall recaloniate the Mintnan Capital : thie
sucl Loss Reserve and Retnsurer shall prosaptly, bud not later than five {3) m« afte rnme by 31**

A

pany, deposit the resulting Capita ;‘¥f\p\ 1{i any)inte the Trast Ace ount, Lﬂ ?-ninwmu gonid
s the Dé*fik Ashaii

th afforts, the parties cannot vesnlve their differences regarding the Lo
subsmit the matter (o one of the ndependent actuaries {or, i applicatde
i heretn (the “Actuary™), who shall within thisty (¥
aa reasonably practicable, isyue a decision on whether the Loss Beserve py
npany s s Y 18 within & reasonabie rangs s:»f foss regerve gatim ales ay
ceded 1o Retk i i*‘*‘ tf‘(‘tcs“; i of this Agreement 3\' & Actuary determi
Bsumate iz not withiy 8 rogeonable vange of loss reserve et “.ais?s, i shall iz‘a{:m(ﬁe "-n 38 d'@msz{m
what i vidwa 1o §7C @ ressonable range of 1oss reserve estimates, in which zass, for purposes of thig
sm.x.-:;;mt‘:;zi the Loss Reserve shall be the midepoint of sue

<

&

sdeterminagtion of the Doss

ﬂ{n -.
ik
e
3
o)
=3

3]
4
‘
P

o

CONFIDRRTIAL PHE [UADFIRLD CERB 90
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Regerve as provided above, the Company shall recaloulste the Mintnnun Capital Begut
the resulting fféipiiz%i Depostt is greater than 30, shall notify the Reinsurgr of the z: : 3
Deposit due, I Betvaorer fails to make such Capitad Deposts within fifteen (15} daya ﬁf TECeiH

such notes, this Agreement shall be tenminated i acvordance with section 3.2}

The costs of the dcty m\} shall be bome by (1) Reinsurer, if the Actnary deteomines the Company’s
Estimate s within ' 2 reasuy sable range of logy reserve sstimates, {na the Conpany, i the Actuary
determines that ii Company’s Estinate is not within a reasonable

provided that the upper i

oot 108 reserviestimales,
ined by the Aotuary is Jess

[
pa
FNY2)

ange of reasonabic loss reserve astimates deter

thar the Uompany's Estirnate, aud (311} z':f;uai}yy if the Actuary's deternunation ;& ot mz“sm“ Eem
partizs agree that the forsgomg cedureshall be the :;siv'ad <=\c§w‘

Oug RESETVE U g O { Calcplationg

1 iy, Retosurer sgrees that the asaets so deposited shall "'*nnsf oy \,i caa ‘Hi“};tw‘i
States le gal ww{:;’ﬂ andfor certificates of dep mit iamsd by & United States bzm}: DY BRVINES
fmstination sl payable fncurrenoy of the Untted States, obligations that are isvoed or gusvanteed by
the United States ov any ageney thereof, or any Stute ni‘ e Lhnited States or any other governmenial

G i zti;é‘ mited States (So long asosuch obligations of any State or mhar governmental unit avg

spoct to both principal and intevest, {rom taxes levied or required to be lovied by such
il aity, any movey market fund rated in the highest apw}za ssle category by Standard &
v Moodys, and corporate aobligatons rated "A7 mfh.;gns orhaving & giaqutyw\mﬂfiwi af

3’ imvn the Se muis:z: Yaluation Office of the Nattongd Assosiationof i;,aumn”e‘ Conunissioness,

provided that such Investmenis are issued Dy an lositution that 18 not the parent, subsidisry o

N,

tate of either the Company or Rejnsurer,

1205, Tile of Assets. Beinsursy, prior 1o depositing assets with the Trostes, shall exécnte all
assignments, sndorsements in blank, and tansfer legal title to the Trustee of al} shares, obligations ar
any other assets requiting assigniments, in exder that the C€$’fﬁ§3~:ﬁ)‘y’, o i"w*- Trustee upon divection of
the Conpany, may whengver necessary in accordance with the terms of this Agreement and the Trust
Agreement, nggotiaie any such asseis without consent or signatuee 'i‘ o the Reinsurey or any other
entity.

X080 Amount webe Malmsinest,

.{;-{'3 A sl times, the value of the assets in the Trnast Ascount shadl not be lese than the
greater of: () ten porcent (10%) of the Risk in Foree sssumed by the Reinsurer piasusnt o this

fxgr&amsm \1.‘ i} i R >'_;:;_z'r»”»" Reserves (the "Minimurn Capital™), 3 the Troet Account balanee iz

DRI

“apital, then upon receiptof the ‘egvm ;\mmlm by the Company purstsnt o
o forth the deficleney, the Ru;“ii wee shall p“amm‘,i\* depostt into the Trust
GRS 8 are nocessary 1 slain 2 balanoe dn the Trust Account spial to or greater
f'f'au b znv Msu*zwn. Capital. »
{hd Al Beansorance Pre m wiy pavable by ihe Company wnder 8 mi;«}sz 401 shalt be
deposaited by L.it-m;:?&n}f i the Trust Account

ek
fo )
i

ONED

PAY. PEE OBRADYT
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foy  Oow zmm ing onvor after ¢h

P

" the oo "s U‘*-de’rwri{i‘fzg"ie"“::m and on and after

she first day of any subseguent Un \mtmg 3%‘:3; {ibse value of the assets in the Trust Accommt
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o

mis Agreemnent, and the perfan“fr\‘"zr‘ﬁ by the Reinsurer of dy obligations under (his Agresrent, have
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Survival of Aviigde. This Avtiele XTIV shall survive teramination of this Agresment.

ARTICLE XV

\ﬂ‘i(i ? ANEQUS PROVISIONS
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if by overnight mail, on the next day. Any writien notice shall be by either certified or registered
mail, return receipt requested, or overmght delivery service (providing for delivery receipt) or
delivered by hand or telecopied to the number set forth below. All notice or communications with

the Reinsurer under this Agreement shall be addressed as follows:

Atrium Insurance Corporation
1230 Avenue of the Americas
Suite 766

ork, NY 10020

New Y
Attention: Mark Danahy

Fax No.: (856)917-6910__

PHH Mortgage Corporation
3000 Leadenhall Road

Mt Laurel, MJ 08054
Attention:

Fax No.:

All notices and communications with the Company under this Agreement shall be directed to:

CMG Mortgage Insurance Company
c/o PMI Mortgage Insurance Co.
3003 Cak Road

Walnut Creek, CA 94597-2098
Adtention: Risk Share Operations
Fax No.: (925)658-6191

With a copy to:
CMG Mortgage Insurance Company

22 Fourth Street, 13" Floor
San Francisco, CA 94103

Attn: Mark Berkowitz, Vice President, Underwriting and Operations

Fax MNo.. (415)981-4601

Changes n notice addresses or recipients may be made by the Reinsurer or the Company by
following the procedure specified in this section rather than the procedure for amendment of this

-

15.03. Severahility and Governing Law. If any term or provision of this Agreement shall be held

void, ille

~

al, or unenforceable, the validity of the remaining portions or provisions shall not be
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affented thereby ;?: ypreement shall be governed by the Inws of Wisconsin without giving effect
to pricipies of © cta of aw thereof,
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1507, Bromand Omissiong. Any inadvertent del
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mymf‘nm, or other pquitatde relief ax a romedy for any such breach. The parties alyo acknowledge
snd agree that any delay by the non-defanlting party in syercising any right, power ov privilege
horeunder shall not operaie 8s & waiver thereof, nor shall any single ov partial excrcise theres of

i

o

preciude sy other or farthey exercise thersof or the exercise of any right, power or privilege
hereundsr,

E‘z {}} CUITERLY. Ai‘ ‘;}amzﬁm" an@ guoumv* P\}: i1 be made in United States Dollars, and aff

15,10, Eantire Agreement. This Agreemient, with regpust 10 matters covered by {his Agreement,
mgether with the Trust Agreement, form the entive ;agmmmm i3§?§§¥ﬁi§§‘1 the partics, sud this
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: mf{h fnowriting, signed by d }\; suthemzed officers of the panies
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transact mortgage guaranty insurance in the State of New York. The Parties agree that each
of the terms and/or conditions required to be included in reinsurance agreements under New
York Insurance Law § 6507(d)(5) (as such section provides as of the Effective Date) in order
for the Company to receive financial credit for the reinsurance provided hercunder is hereby
deemed to be incorporated in to this Agreement.

15.12. Reinsurer hereby confirms, and Company acknowledges, that Reinsurer is not authorized to

IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be executed by their
duly authorized representatives.

ATTEST: .~ . CMGMORTGAGEINSURANCE COMPANY -

Title: %\}F ,) (‘p‘//lQ Wf;r’a- Title: ﬁ]?iéﬁ

ATTEST: ATRIUM INSURANCE CORPORATION
NI A
oy Jadicc) ke MM;M
é

Title: Bss/ ol fecraz‘mgy Title: ! f‘*t'fwffn

H
[
vl

1
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Notwithstanding anything to the contrary set forth herein, the Company will give Reinsurer not less than 45

days’ notice prior to any Eligible Loa
SECTION I11. Independent Actuaries

Reinsurer: Milliman, Consultants and Actuaries

Company: Pinnacle Actuaries

CONFIDENTIAL

reing excluded from this Agreement pursuant o this Part B,

CEPR 00280
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EXHIBIT A
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EXHIBITB

TRUST AGREEMENT

MABEAG W Reinsurance Agldoc
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REINSURANCE AGREEMENT
between
RADIAN GUARANTY INC.

and

ATRIUM INSURANCE CORPORATION

Dated: July 26, 2004

CONPIDENTTAL PHH DBRADFLELD CFPB 00157
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Message

From: Lyles, Ronald (MBS} [Ronald.Lyles@mortgagefamily.com]

Sent: 6/23/2010 5:18:21 PM

To: Bradfield, Richard J. (MBS) [Rich.Bradfield@mortgagefamily.com]; Rosenthal, Sam (MBS)
[Sam.Rosenthal@mortgagefamily.com]; Bogansky, Mike (MBS) [Mike.Bogansky@ mortgagefamily.com]; Erdmann,
John (MBS) [John.Erdmann@mortgagefamily.com]

Subject: Re: Genworth Commutation

Any chance of getting the Milliman analysis turned around to support this?
Ron Lyles
PHH Mortgage

From: Bradfield, Richard J. (MBS)

To: Rosenthal, Sam (MBS); Lyles, Ronald (MBS); Bogansky, Mike (MBS); Erdmann, John (MBS)
Sent: Wed Jun 23 12:59:44 2010

Subject: Re: Genworth Commutation

If they have a draft, they can send it over.

From: Rosenthal, Sam (MBS)

To: Lyles, Ronald (MBS); Bogansky, Mike (MBS); Bradfield, Richard J. (MBS); Erdmann, John (MBS)
Sent: Wed Jun 23 12:50:54 2010

Subject: RE: Genworth Commutation

I have just received a new offer from Genworth.

$42mm (this is up from $39mm)
Caveot ~ the deal must be CLOSED by 6/30/2010

e | have called and e-mailed Ken requesting that he accelerate his “dividending analysis” he is performing for us. |
requested delivery of this information either today or tomorrow. He has not yet responded to this request (just
occurred seconds ago).

¢ Thoughts? Should we begin the legal documentation just in case?

Sam

From: Rosenthal, Sam (MBS)

Sent: Tuesday, June 15, 2010 3:26 PM

To: Lyles, Ronald (MBS); Bogansky, Mike (MBS); Bradfield, Richard J. (MBS); Erdmann, John (MBS)
Subject: RE: Genworth Commutation

| spoke to Ken B. at Milliman. For $5,000 to $10,000 (depending on how much scenario analysis work we desire), Ken
can issue an opinion of value and dividend cash flow statement for us. It would take about 2 weeks to accomplish this.

| have attached 2 Exhibits to this e-mail. The pdf file is from Milliman. It contains their opinion as to the value of Atrium as

of 12/31/2009. The Excel file contains some summary information that | have extracted from this Exhibit, plus a Trust
Balance from Mike.

CFPB-PHH-00035724
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The Milliman data on page 49 contains information on the insurance premiums / losses (base case scenario) imbedded in

the Genworth Trust. Please note that these cash flows do NOT equal dividend opportunities — there are other capital
constraints that would have to be modeled to finish a perfect cash flow model (this is part of the $5000 cost!).

However, the valuation of Genworth file does provide a broad sense of where the Genworth net present value lies (2%
discount rate) —

e Low Value Estimate: $39.8mm

e Actuarial Estimate: $50.4mm

e High Value Estimate: $58.1mm

Thus, Genworth’s $39mm bid is just below the “Low” value estimate. However, this bid might have two things going for it:

1) A bird in the hand,...
2) Might be an effective method of raising capital

Are we ready to talk & meet?

Sam

From: Rosenthal, Sam (MBS)

Sent: Tuesday, June 15, 2010 10:00 AM

To: Lyles, Ronald (MBS); Bogansky, Mike (MBS); Bradfield, Richard J. (MBS); Erdmann, John (MBS)
Subject: RE: Genworth Commutation

I will reach out to Ken & get back to the team

From: Lyles, Ronald (MBS)

Sent: Tuesday, June 15, 2010 9:59 AM

To: Bogansky, Mike (MBS); Bradfield, Richard J. (MBS); Rosenthal, Sam (MBS); Erdmann, John (MBS)
Subject: RE: Genworth Commutation

Let’s see what Milliman would charge and what the turn around time would be.

From: Bogansky, Mike (MBS)

Sent: Tuesday, June 15, 2010 9:58 AM

To: Bradfield, Richard J. (MBS); Rosenthal, Sam (MBS); Lyles, Ronald (MBS); Erdmann, John (MBS)
Subject: RE: Genworth Commutation

We would probably want to engage Milliman to provide us with a capital analysis of expected dividends from this trust
(similar to when we did the last exercise). Otherwise, we need to develop our own model.

Michael Bogansky

Vice President- Financial Reporting and Policy
PHH Mortgage Corporation

phone: (856) 917-6714

From: Bradfield, Richard J. (MBS)

Sent: Tuesday, June 15, 2010 9:52 AM

To: Rosenthal, Sam (MBS); Bogansky, Mike (MBS); Lyles, Ronald (MBS); Erdmann, John (MBS)
Subject: RE: Genworth Commutation

CFPB-PHH-00035725
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Let's meet when Mike has the data together.

From: Rosenthal, Sam (MBS)

Sent: Tuesday, June 15, 2010 9:42 AM

To: Bradfield, Richard J. (MBS); Bogansky, Mike (MBS); Lyles, Ronald (MBS); Erdmann, John (MBS)

Subject: Genworth Commutation

| just spoke to Jean Bradley. Genworth has increased their offer for the commutation of the Genworth Atrium

Trust. Qriginally, they indicated a $40mm value before the $5mm distribution we just took. Their current bid is $39mm for
the Trust (post dividend); or up $4mm from their prior level.

While this might be slightly less than our opinion of value (I believe we were around $50mm pre dividend), it might be an
effective method to raise immediate capital for PHH.

Mike, do you have an expected dividend schedule for the Genworth Trust we can see? This might give us some cash
flow comparison perspective to this offer.

Would you like to meet to discuss this opportunity? Please let me know so | can set up a meeting if desired.

Sam

CFPB-PHH-00035726
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FN{€ United Guaranty

A

Member
Company
Of
American
International
Graup,

Inc.

United Guaranty Corporation
230 N. Elm Street
Greensboro, NC 27401
800.334.8966

336.412.0929 Fax

October 18, 2006

Mr. Sam Rosenthal, Vice President
PHH Mortgage

Mailstop SM2

3000 Leadenhall Road

Mt. Laurel, NJ 08054

Dear Sam:

This proposal describes the comprehensive mortgage insurance products and financial services that AIG United
Guaranty' provides — and can provide — as a partner with PHH Mortgage. For 15 years, we have worked closely
with PHH at every level to develop a thorough understanding of your business model and to respond to your
operating needs with the best in risk management tools.

There is no question about our commitment to meeting your business needs, and that will not change going
forward.

This proposal addresses your recent RFI as fully and succinctly as possible, and we stand ready to discuss in
further detail any points you wish to clarify. It is the intent of our response to maintain our current share
position through continued reliable products, services, and support, as well as through expanded solutions
involving program development, pricing alternatives, and structured products.

We believe that the comprehensive services presented here will lead to not only to retaining, but also to
expanding our current business partnership.

AIG United Guaranty’s unique structure includes a strong parent company whose brand and capital strength are
recognized throughout the world, as well as comprehensive services that support the broad mix that PHH
aftiliates offer. I look forward to working with you and your team to discuss the options described in this
proposal.

Sincerely,

Nick Nicholes
Vice President—National Accounts

" AIG United Guaranty is a marketing term for United Guaranty Corporation and its subsidiaries.
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EXECUTIVE SUMMARY

Corporate Strength and Company Overview
A member company of AIG International Group, Inc. (AIG) since 1981, AIG United Guaranty has assets of $3.1
billion and is backed by our parent’s total assets of $853 billion at the end of 2005.

AIG United Guaranty has four operating groups:
1. Domestic Residential Group: Domestic residential morigage insu
2. Domestic Consumer Group: Insurance on second mortgages, hom
education loans.
International Group: International mortgage insurance operations in 15 countries.
4. Domestic Services Group: Fraud recovery services by Investors Mortgage Asset Recovery Corporation

(IMARC).

me e ulty lines of credit, and private

S)O

Our executive management team is highly experienced, with backgrounds in both insurance and mortgage lending.
Biographics are included in the body of this response.

Products and Services

We have addressed each market segment requested in the RFI, and we have also provided information on several
recently developed products and programs available to PHH Mortgage. Appendix C provides a comprehensive
overview of products not discussed in the various sections of the RFI response.

Risk-Sharing and Credit Enhancement Alternatives

Together with PHH Mortgage, AIG United Guaranty created the first captive reinsurer for the mortgage industry —
PHH’s Atrium. Most recently, we have worked with PHH to develop coverage and bulk delivery for your “SURE”
products. We also are active in GSE pool, pool insurance coverages, and bulk coverages to facilitate the sale of Alt-
A, A-minus, subprime, ARMs, and FRMs.

Additional risk-sharing structures that are created and comply with laws and regulations will be
seriously considered. We continuously look for ways to create innovative risk-sharing structures and
will present those to PHH Mortgage as developments occur.

Policy Servicing

AIG United Guaranty provides fast and fair service, from loss mitigation (which we delegate to PHH) through claim
payment. We pay 25% of claims the same day they are received. Most are paid within three days. This response
addresses each policy-servicing topic required by the RFI. We have also included information about our fraud
recovery subsidiary, Investors Mortgage Recovery Asset Company, LLC (IMARC).

Economic and Market Analysis
Using our proprietary ACUScore® loan quality scoring system and our ACUFactor® market rating, AIG United

Cynvantg ran nenvida DITH Mavtoaon maaninafnl Tn_tn_ Aatn mavleat Aata an a enanlar hacic Rantinna mantinog nf
Uuauuu.y Lvall Pl UYIyL 11111 1vivi I.Ba.BL uu,a.uulouu Ul] wTualv 1iial nut uawa vil a 1\46U1a1 vaswy., nvuLiiv uu,\,uuﬁo UL

our risk management teams are another important component of profiling product and market risks. In addition,
the AIG R&D Corporate Information Center in AIG headquarters can provide supplemental secondary research

PHH Morlgage 1
Proposal for Mortgage Insurance Partnership Executive Summary
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when requested. Recent research by Standard & Poor’s is provided in Appendix E as an example of material we
can obtain for PHH through the Corporate Information Department. Primary research is available as well.

Other Capabilities and Ancillary Services

Technology Services

As stated above, AIG United Guaranty provides technology solutions to our clients. We often create custom
solutions, and we are ready to do so with PHH, which has already established an EDI arrangement with us. AIG
United Guaranty also is commitied to maintaining the highest security measures, as evidenced by our recent
security program certification by Cybertrust, the largest security-consulting firm in the United States.

This certification reflects AIG United Guaranty’s ongoing compliance with an extensive and continuous security
assurance process and validates the company’s risk reduction practices.

Training Services

Although PHH has not used our training support services in the past, we do offer comprehensive staffing, online
resources, and customized programs through our industry-recognized Mortgage Industry Training (MIT)
Department. We provide on-site seminars and workshops, as well as online training. Topics range from customer
service, to leadership, to mortgage lending essentials.

Borrower Education

Aleader in homeowner education, we currently certify 15,000 prospective homeowners each year through our
award-winning The Road to Home Ownership® home buyer education and counseling programs. To date, we
have provided education for more than 125,000 potential buyers. Additionally, our Emerging Markets Locator
allows a lender or originator to determine top markets (MSA) by ethnic group, gender, or other factors.

AIG United Guaranty works with lenders, community and housing action groups, and state and local finance
agencies to promote home ownership to underserved and emerging markets. Minorities are expected to account
for 64% of household growth over the next 20 years.

Contract Underwriting

Whether through traditional on-site or AIG United Guaranty offices, or through specially designed technology like
Premier Compliance,® we are a major provider of high-quality contract underwriting. We strive to provide a 24-
hour turnaround. By combining our DPI Underwriting® technology with BlitzDocs, we provide outstanding service
to brokers as well as correspondent lenders.

AIG United Guaranty has in the past provided contract underwriting services for special projects at PHH Mortgage.

PHH Morlgage 2
Proposal for Mortgage Insurance Partnership Executive Summary
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CORPORATE STRENGTH AND COMPANY OVERVIEW

Consolidated Financial Highlights as of December 31, 2005
AIG United Guaranty’s financial strength and capabilities uniquely qualify us to be a mortgage insurance partner to
lenders of PHH Mortgage’s size and stature.

We are proud of our steady growth in assets, capital, total insurance in force, and new insurance written. As our
total insurance in force (all lines combined) topped $116.4 billion in 2005, our financial commitment to
mortgage lending has also grown. Last year, total capital — consisting of total policyholders’ surplus and
contingency reserves — increased to $2.4 billion, and total assets reached $3.1 billion. AIG United Guaranty has the
financial strength to protect lenders, servicers, and investors against borrower default in any business cycle,
demonstrated in 2005, as we paid more than $146.4 million in claims. Ratings statements from Fitch and Moody’s

appear in Appendix A.

AIG United Guaranty’s Operating Groups

AIG United Guaranty began to diversify its revenue sources in 1998 with the addition of new international and

domestic business units, and in 2003, we organized our operations along customer base and business functions.

Each operating group functions under the leadership of a group executive, who oversees all operations for the

business units within the group, as defined below:

. The Domestic Residential Group provides insurance on products and services for originators of first
morigage loans.

« The Domestic Consumer Group consists of companies that insure lenders against losses on second
morigages, home equity lines of credit, and private education loans.

« The International Group now has operations and business development offices in 15 international
locations.

« The Domestic Services Group combines the services and functions that are important to AIG United
Guaranty’s lender customers, including mortgage fraud recovery services through Investors Morigage Asset
Recovery Company, LLC (IMARC).

Parent Company

AIG United Guaranty has been a member company of American International Group since 1981. AIG, world leaders
in insurance and {inancial services, is the leading international insurance organization with operations in more
than 130 countries and jurisdictions. With total assets of §853 billion at the end of 2005, AIG investments, which
include MBSs composed of PHH Mortgage’s residential products, total hundreds of millions of dollars each year.
In addition, credit enhancements and other financial products from AIG are available to PHH on a continuing
basis.

Management Team
AIG United Guaranty's senior and executive management team comprises experienced risk, operations, and
financial professionals who provide the broad expertise required to understand PHH’s long-term goals and provide

Innet nasngeavg to avao ctratagy A heinf avarviag af a11e managamant faam fallaare
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« Bill Nutt, President and Chief Executive Officer
President and CEO since 2001, Bill Nutt oversees United Guaranty Corporation’s four operating groups and
ensures that resources are made available to serve national accounts, international customers, and customers

PHH Mortgage 3
Proposal for Morigage Insurance Partnership Corporate Strength and Company Overview
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who make consumer loans. Nutt has overseen a number of enhancements at AIG United Guaranty, as the
company provides new ways to meet the needs of our largest customers.

Jason Bohrer, Executive Vice President and Group Executive, Domestic Residential Group

As EVP and Group Executive, Jason Bohrer is responsible for the growth and profitability of the DRG. His
direct reports include senior management of DRG sales and operations; national accounts, risk management
and credit policy; business operations, and marketing and product development. Bohrer’s 20 years of
experience in housing finance includes executive positions with a2 number of national lenders.

Alan Atkins, President and Group Executive, Domestic Consumer Group

For 24 years, Alan Atkins has been involved in the management of AIG United Guaranty’s credit insurance
companies, which insure second mortgages, home equity lines of credit, and private education loans. Well
versed in the opportunities and challenges of consumer lending, Atkins works closely with the consumer arms
of our largest lenders to support risk strategies related to home equity lending.

Cindy Kirkley, Senior Vice President and Group Executive, Domestic Services Group

Cindy Kirkley leads AIG United Guaranty’s Domestic Services Group, which includes Investors Mortgage Asset
Recovery Company, LLC, a provider of mortgage fraud recovery services. Prior to her current position, Kirkley
spent seven years as National Accounts Vice President with United Guaranty Residential Insurance Company.

Doug Rivenburgh, Senior Vice President and Group Executive, International Group

Doug Rivenburgh is responsible for developing and managing AIG United Guaranty’s international activities
worldwide. He worked in Hong Kong from November 1998 until 2004, and was instrumental in developing the
relationship with the [Tong Kong Mortgage Corporation. ITe now oversees operations and business
development in 15 international locations. Previously, Rivenburgh was in charge of structured products at AIG
United Guaranty.

Chris Clement, Senior Vice President—National Accounts

Chris Clement manages all aspects of AIG United Guaranty’s support for our national lenders and their market
strategies. ITe most recently was senior vice president—field operations for the east region of AIG United
Guaranty’s Domestic Residential Group. Clement joined the company in 1984.

Dan Walker, Senior Vice President—Structured Products

Dan Walker oversees all aspects of the DRG’s Structured Products team including captive reinsurance and
bulk transactions. Since joining AIG United Guaranty in 1987, he has overseen the development and
introduction of AIG United Guaranty’s proprietary mortgage scoring and econometric risk indices;
development and growth of the structured products group, including the successful start-up and federal
approval of the industry’s first captive reinsurance arrangements; product introduction; and industry analysis.

Kurt Smith, Senior Vice President—Risk Management

Kurt Smith. who ioined AIG United Guarantv in March 2002, oversees nortfolio analvtics. credit nolicy. and

101 OLIIL, WY JULLICU AUY DLRCU Jual atily 11 VIl Ll AUV4A, UYTISTLS PULuVLy Allaiyuus, LILui pulivy, aily

operational risk management for the Domestic Residential Group. Iis team of risk managers regularly
consults with mortgage lenders to review portfolio performance and loan program results. Previously, Smith
spent five years with Fannie Mae in the product development and credit policy division.

PHH Morlgage 4
Proposal for Mortgage Insurance Partnership Corporale Strength and Company Overview
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* Lisa Rambler, Senior Vice President—Marketing and Product Development
A recent addition to the DRG team, Lisa Rambler has more than 20 years of mortgage banking experience,
most recently as Senior Vice President of Product Development with a national lender.

« Nick Nicholes, Vice President-National Accounts
A 34-year veteran of the mortgage industry, Nick Nicholes has been with AIG United Guaranty since 1992. He
has been the National Accounts executive for PHH Mortgage for 15 vears, providing support and liaison
services for various initiatives including captive reinsurance, loan program approval, technology support, and
performance review and analysis.

PHH Morlgage 5
Proposal for Mortgage Insurance Partnership Corporale Strength and Company Overview
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PRODUCTS AND SERVICES

Product Development Opportunities

As we have for more than 15 years with PHH Mortgage, AIG United Guaranty will discuss your product needs to
reach an understanding of PHH objectives and expectations. Since 1991, we have co-developed several products
with PHH, and — with the exception of the reverse mortgage program described below — we have approved each
request for product approval.

Customer-driven design is a core strategy at AIG United Guaranty. Our group is led by Lisa Rambler, who brings
more than 20 years of experience as a lender. An industry leader in innovative product development — we were the
first to introduce coverage for 103% LTV mortgages and structured primary insurance with the GSEs — we make it
our business to understand yours. In addition, our Product Development Department has introduced specialty
fixed-rate and ARM products, mortgage quality scores and indices, customized marketing tools, and value-added
programs. We are currently analyzing several products — which we are willing to discuss with PHH — including an
automated sales price verification tool, involuntary unemployment insurance, insurance for lot loans, and a full-
scale reverse mortgage insurance product.

Specific Products — Discussion
« Option ARM programs
AIG United Guaranty insures option ARM programs, meeting the market need for these mortgage options.

o 10 Programs
AIG United Guaranty has approved 28 separate programs with 10 features for PHH and its private label clients
including Merrill Lynch, Northern Trust, and your Customer Finance division.

e Discounted lender-paid
To our knowledge, AIG United Guaranty’s LPMI rates {for PHH match (or are slightly better than) any rates filed
for the industry. A full term sheet and rate schedule appear in Appendix B.

« Affordable and emerging markets
All affordable housing products submitted to AIG United Guaranty by PHH have been approved. Over the past
vear, PHH has been our largest affordable housing customer, and recently, our VP—Emerging Markets, Tony
Lucente, met with Liz Rudolph and her staff at PHH to discuss various options available for your program
(please see information on the Emerging Markets Locator and our pre-purchase education DVD in Spanish
later in this section).

More than ever before, minorities, immigrants, and low-income borrowers represent a significant portion of
home buyers in America. In the next two decades, minorities are expected to account for 64 percent of
household growth, due in part (o the dramatic increase in Lalin American and Asian immigrants in the U.S.

vacnanga tn thaca changing damaoagranhing AL Hnitad Crravants ie halning imnvaun haonging annarhiniting
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for immigrant and other under-served populations as well as low- and moderate-income borrowers. Our goal
is to help lenders apply the best solution to building home ownership within every market.

PHH Mortgage 0
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To meet this goal, our Emerging Markets Department has four primary objectives:

«  Home-buyer education: AIG United Guaranty's award-winning 7he Road to Home Ownership” home-
buyer education and counseling program helps more borrowers qualify for a mortgage. The program is
available in English, Spanish, and Chinese, and in print, online, and DVD formats (more information about
this program is provided on page 22).

o Fair lending: AIG United Guaranty helps ensure that all borrowers have equal access to home ownership
opportunities.

«  Lender programs: Our Directors of Emerging Markets work with lenders to develop loan programs that
meet the needs of specific markets.

« Industry partnerships: We've created partnerships with community and housing action groups, state and
local housing finance agencies, and other organizations to promote home ownership among Americans in
all income ranges and geographic areas.

Emerging Markets Locator: AIG United Guaranty’s Emerging Markets Locator is a tool available to lenders of all
sizes seeking Lo expand their presence in emerging markels. This innovative analysis CD enables any lender or
originator to determine the top markets (MSAs) in terms of ethnic group, gender, employment, and other
criteria. The EML rapidly sorts and compares MSA-related data according to lender-determined criteria, and
provides detailed housing, employment, and demographic information for the markets you select.

e Subprime
AIG United Guaranty insures subprime loans, meeting the market need for these morigage options.

e Second lien and HELOC products
In 2002 PHH introduced AIG United Guaranty’s Domestic Consumer Group (o the Correspondent Channel of
Sovereign Bank. Since then, we've indirectly insured nearly 17,400 PHH loans totaling $640,263,054, and we
have had the pleasure of working with the Secondary Marketing and Servicing areas of PHH. We are dedicated
(0 understanding and helping PHH achieve all [uture growth strategies.

AIG United Guaranty's Domestic Consumer Group has protected lenders through a wide range of economic
cycles for more than 34 consecutive years. Providing credit insurance and risk management options that are
unique in our industry, AIG United Guaranty covers equity loans, HELOCs, purchase money seconds, home
improvement loans, and education loans. These products support credit risk and operational objectives to do
the following:

e Reduce credit losses on high-LTV assets.

e Avoid regulatory or statutory limitations on high-LTV assets

« Increase production by offering options to your customers with limited equity.

«  Offer new insured products, such as purchase money seconds or direct-to-consumer education
loans, to meet market demand.

e  Provide cross-sclling opportunitics by offering an equity line of credit with a first mortgage

nradnet
lll UuuLL.

¢ Reduce overhead expenses: no foreclosure is required for payment of a claim.

PHH Morlgage 7
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The Domestic Consumer Group is recognized throughout the industry for our exceptional service, and its
customer base includes national banks and mortgage lenders, community banks, credit unions, and Wall
Street investors that specialize in bulk transactions. AIG United Guaranty delivers customized pricing, delegated
underwriting authority, paperless origination, and servicing via Web-based functions.

+ Reverse mortgages
AIG United Guaranty has completed program design and programming for a reverse mortgage program. In
August 2000, AIG United Guaranty SVP—Marketing and Product Development Lisa Rambler provided details on
this program to Liz Rudolph, Rich Bradfield, and other PHH executives.

¢ Education loan default insurance

The private education loan business is projected to be a $40—845 billion industry by the 2009—2010 academic
vear, driven by the cost of tuition, growing enrollment, and the gap between federal loan limits and education
costs. AIG United Guaranty’s education loan default insurance helps lenders meet the growing market demand
for education loans by protecting your bottom line from losses due to borrower default. Each AIG United
Guaranty plan features delegated underwriting and multiple pricing options for insurance coverage that’s
effective with the initial disbursement and remains insured for the life of the loan. With the following
programs, we offer a variety of rate plans, coverage structures, and billing/payment schedules:

o Direct to Student Loan Program

e Consolidation Loan Program

e Parent/K-12 Loan Program

e School Channel Program

Product and Market Segments (October 2005-September 2006)
AIG United Guaranty has reviewed its portfolio of PHH Mortgage loans and compared it to our total portfolio. It is
clear that PHH is active in all major product segments.

Identified in the table below are a few market segments that significantly differ from the general portfolio. These
differences may be due to the timing of product introduction, as well as aggressiveness or caution in a given sector.

PHH Morlgage 8
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A ald Go ity
D aSEewmanes e BRI e Dedolsne
Refinance 11.7% 28.5%
Loan Size >$417K 2.6% 3.6%
Loan Type
Fixed 89.2% 71.6%
ARM (No neg am) 3.6% 16.3%
ARM (Neg am) 0% 6.4%
10 7.2% 5.7%
Special Programs
Affordable housing 14.4% 7.8%
A-minus 20.9% 9.3%
B 0.2% 3.3%
Limited doc 16.7% 23.3%
Stated Income 14.2% 19.2%
NI/NA 2.4% 2.6%

Other AIG United Guaranty Programs and Service Standards

Mortgage Insurance and Fulfillment

A full list of AIG United Guaranty's mortgage insurance products and services is included in Appendix C. In
addition to primary mortgage insurance, we offer insurance for second mortgages and HELOCs, education loan
default insurance, fraud recovery services (IMARC), 2 broad range of Web-based products for loan origination,
servicing, and data management, and capital markets support.

Proprietary Underwriting and Approved Technology Fulfillment Capabilities
AIG United Guaranty will work to understand PHH’s objectives in building efficiency and speed into all aspects of
your operations using technology such as paperless file sharing and underwriting,

Paperless Underwriting
AIG United Guaranty’s paperless underwriting system, DPI Underwriting,” captures the advantages of
digital loan files and automated work processes to give you the fastest possible underwriting decisions for
your borrowers. DPI offers easy, flexible solutions for lenders who currently use paper files and for those
whose loan packages are in digital form. Regardless of the delivery method selected, loans will be
immediately available for underwriting.
1. Send paper loan files directly to our Digital Imaging Center via overnight mail. Our digital imaging
specialists quickly scan the documents and store them in our on-line underwriter database.
2. Submit digital loan files via the Internet using our secure portal, United Guaranty's MI Guide.”
3. Fax the files to us. DPI Underwriting incorporates high-speed fax technology that automatically
converts your faxed documents to digital images.

BlitzDocs Connection
AIG United Guaranty is connected to the BlitzDocs system from Advectis, Inc., which gives brokers,
lenders, MI companies, and others involved in the loan process shared access to files via a secure Web

PHH Morlgage 9
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folder and eliminates the need to store paper files. With this connection, AIG United Guaranty can receive
bulk file submissions from lenders with large loan volumes.

Portable Scanning

AIG United Guaranty’s portable scanning option includes a scanner, laptop computer, or both for
dedicated use with AIG United Guaranty loan submissions. Customers use the equipment to scan the loan
files and upload the images via a secure connection on our Internet portal, United Guaranty’s MI Guide.”
The data files can also be uploaded, which shaves even more time off the underwriting process because
underwriters do not have to re-enter borrower data.

Approval Technology Fulfillment Capabilities

Our delegated compliance program, Premier Compliance”), enables approved brokers/lenders to reduce
the time it takes to underwrite loans for compliance. This cost- and time-saving program relies on
electronic transmission of loan data and provides direct submission to Fannie Mae and Freddie Mac’s
automated underwriting systems.

Service Standards

At AIG United Guaranty, our service strategy is to “think like the lender,” which obligates us to understand your
operational and service needs, implement systems to answer those needs, and retool when necessary as your
operations change. AIG United Guaranty frequently meets with lenders to implement “operational performance”
assessments, which involve discussing and understanding the lender’s own service standards, where we fit in, and
ways in which we may have to adjust our processes to enable the lender to meet established customer service
objectives.

At AIG United Guaranty, customer service and consistently high service levels are considered fundamental in our
customer relationships.

Underwriting Decision Delivery

o EDI/Delegated Immediate
Contract Underwriting Decision Delivery

e Morlgage insurance only 0 hours

e Mortgage insurance with compliance 1 business day

o Compliance only 2 business days
Premium Refunds

 Electronic cancellation 24 hours

e Manual cancellation 72 hours
Claims Submissions

e 25% of paid claims are processed and paid on the day received.
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RISK-SHARING AND CREDIT ENHANCEMENT ALTERNATIVES

November 9, 2006, marks the eleventh anniversary of the 1995 reinsurance agreement with Atrium, and
AIG United Guaranty is excited to explore new captive reinsurance opportunities with PIIII. Tables illustrating the
current captive portlolio appear in Appendix D.

Additional Reinsurance
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in contingency reserves for a total of $232.9 million in surplus as of December 31, 2005. Total premium income
for 2005 was $42 million. AIG United Guaranty is pleased to observe the results of a simple idea in 1993
accumulating into a significantly capitalized reinsurance entity for PHH.

Atrium appears to have surplus reinsurance capacity. Its capitalization and general insurance license with New
York presents opportunities that other captive reinsurers may not have.

AIG United Guaranty would consider working with Atrium to find solutions to any risk challenges in PHH's
portfolio. There may be some opportunities for Atrium Insurance (o reinsure third-party morigage guaranty
business to better utilize its capital and we would be willing to discuss these opportunities.

Thinking Long-Term

The success of Atrium also points to the true value of investing in long-term, well-managed partnerships. The net
retained value to AIG United Guaranty of the PHH business since 1993 has surely been of comparable magnitude as
that recorded on the books of Atrium.

Regulatory Changes Ahead

Both New York and Minnesola insurance regulators have aclive investigations into mor(gage guaranty reinsurance
arrangements. We cannot be sure if there will be any regulations coming out of these investigations, but there is a
distinct possibility of some regulation in 2007 or 2008. Atrium, with its solid capital base and New York licensing,
is uniquely positioned to adapt to regulatory changes. AIG United Guaranty believes we can work together to
capitalize on any developments that may unfavorably impact less rigorously licensed captive entities.

We are determined to be a full risk partner in this regard.

Quota Share
AIG United Guaranty offers a quota share captive reinsurance program. With this arrangement, the lender
shares in a portion of all the premiums and losses associated with the lender’s book of business. In contrast to an
excess of loss structure, the lender provides reinsurance coverage on the first dollar of losses, rather than after
losses exceed a certain level. Some key features of a quota share program:
o Premiums and losses are shared in the same proportion.
« Initial and ongoing capital is required to support the risks assumed by the captive.
o  Earnings in the first year can exceed excess reinsurance; however, compared to the current Atrium excess
of loss (XOL) agreement, the long-term carnings are likely to be less.
Risk transfer is more transparent and readily observed in the ceded losses than with mezzanine-layered
excess of loss agreements.
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Currently the maximum quota share percentage permitted by the GSEs in their eligibility guidelines for MI
companies is 50%. The limitations on higher quota share levels is also a function of rating agency and
independent financial auditor oversight of MI companies, and these often consider whether the captive reinsurer
can fulfill its quota share obligations through reasonable stress scenarios. Quota share can involve somewhat
higher capital than is required in some XOL agreements, due to the unlimited risk obligations implicit with quota
share.

Captive Capital

Initial capital for new books of business insured is usually required to meet risk transfer requirements for both
quota share and excess agreements. Independent auditing firms have taken the lead in requiring initial capital.
We believe it is important that both AIG United Guaranty and Atrium receive reinsurance accounting treatment for
all agreements. Initial capital is a function of the original risk written and varies based on whether the agreement
is quota share or excess and may vary with the loss expectations of Atrium’s specific reinsurance portfolio. In
general, a reinsurer such as Atrium, with over 10 years of ceded premiums, is generating more than enough
capital from older books that mature to fund new books of business.

Ongoing capital requirements are a percentage of the risk in force and decline as books age. After a few years,
the contingency reserve requirement generally exceeds the capital requirement. Atrium, being one of the first
captives, should also be realizing benefits from reductions in contingency reserves of the books reaching 10 years

of age.

AIG United Guaranty has a sophisticated pro-forma that can model the capital needs and run-oft of Atrium’s
existing portfolio and projected new business, and we can work together with PHH to address any developing
capital issues.

Tiered XOL Structure
The PHH request for information indicates a desire to redesign the XOL structure to reflect the wide range of risks
now originated by PHH. We have several ideas about how to design an effective structure.

The simplest would be to tier the PIIIT originations into perhaps five risk layers. These could be delineated by
FICO score or by Levels Claim Rate:

Segment (FICO delineated) Cede Attachment Limit
520-574 (subprime) C1 Al L1
575-619 (A-minus) C2 A2 L2
620—678 (low prime) C3 A3 13
680719 (mid prime) C4 Ad L4
720+ (high prime) G5 A5 L5
Weighted for 2007 Book Cw Aw Lw

The tiers wonld he weiohted hv caded risk amount into
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determined at the end of each book year. Each book year would have a unique cede, attachment, and limit based
on the mix of the layers in that book year.

CD
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The purpose of consolidating tiers into a single limit would be to reduce the chance that a thinly populated tier
would hit the attachment point due to a few claims. (Our statisticians sometimes call this the Poisson distribution
problem.) We would suggest that better risk management for both Atrium and AIG United Guaranty results in
aggregating the individual attachment points and limits into one. However, we are willing to keep the layers
separate if we can keep them well-populated.

Alt-A loans could be placed in the same buckets, but one bucket lower than their FICO score would otherwise
indicate.

Each layer should be priced to achieve risk transfer and pricing commensurate with the risk. That will assure
both Atrium and AIG United Guaranty that the aggregate attachment point and limit determined at the end of the
year would also achieve risk transfer and pricing commensurate with the risk, regardless of the actual (and often
unpredictable) mix of risks within the layers. All books would remain cross-collateralized by shared trust
accounts.

Segment-Specific XOL Structure

We are also open to structuring the program by product segment — Alt-A, A-minus and subprime, prime — where
each layer has independent stop losses, attachment points, and ceding rates, all established to achieve
appropriate pricing and risk transfer. The layers would be cross-collateralized via shared trust accounts, but
there would be segment-specific tracking, attachment points, limits, and ceding rates. These specific parameters
would not be aggregated as in the Tiered Excess Structure.

Commutation

Commutation of books of business before they reach peak claim years can reduce risk transfer below required
levels. The independent actuarial consulting firms that review captive agreements for risk transfer and pricing
commensurate with the risk assume no commutations for the duration of the captive reinsurance contract —
usually 10 years. Several MI companies, including AIG United Guaranty, settled a lawsuit several years ago by
agreeing to an injunction that prevents commutations within three years of origination. While that injunction has
expired, most MI companies continue to abide by its terms and it is AIG United Guaranty’s intent to do so.

The current reinsurance agreement with Atrium addresses commutation in Section 5.4. Essentially, it allows one
party to request commutation and if mutual agreement cannot be met, then commutation occurs by a good faith
actuarial estimate of applicable reinsurance claims and reinsurance premiums. We believe this allows Atrium
adequate flexibility to request commutations as business conditions dictate.

There are alternatives to commutation to free up cash from Atrium, such as substituting an LOC for trust fund
requirements. AIG United Guaranty is willing to explore those alternatives.

Captive Agreement Structure

Atrium neootiated the first 40% net excess cede in the MI industry. AIG United Guaranty is alwavs willine to work

T
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with Atrium and PIIII to look for ways to more effectively structure the portfolio and the agreements. We strongly
emphasize solutions that will stand the tests of time and regulatory scrutiny, and that do not risk the possibility of
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restatements or adverse accounting treatment after the fact. AIG United Guaranty has a well-trained team of
actuaries and captive professionals to help PHH develop an optimal captive program in all respects.

Other Structured Products and Options

AIG United Guaranty is the market leader in providing the required Supplemental Mortgage Insurance (SMI) for
the Federal Home Loan Bank (FHLB) Mortgage Partnership Finance (MPF) program. We support the
FHLB program because the provider of the SMI is chosen by the lender. We stand ready to provide a competitive
bid if PHH chooses to sell to the FHLB.

Captive Experience

Atrium and PHH have first-hand knowledge of AIG United Guaranty’s expertise and commitment to captives over
the years, so we will not over-emphasize this point. Our staft includes actuaries, financial analysts, and statisticians
with experience in analyzing and managing mortgage risk. Because of the critical importance of the captive
structure, we are committed to being accessible at all times to our lending partners.

AIG United Guaranty has helped lenders explore and set up captives domiciled in both the United States and
offshore. Following is a summary of our recent captive reinsurance activity:

e AIG United Guaranty currently participates in more than 80 captive arrangements in 7 different
domiciles.’

o These arrangements range in size from $25 million to several billion in annual new insurance
written.

e Reinsurance partners of AIG United Guaranty include most of the top 20 mortgage lenders in the
U.s.

Captive Management Services

Through our affiliate, AIG Insurance Management Services (AIMS), we offer customers a range of captive
management services. This enables us to provide turn-key captive formation and ongoing management services at
a very reasonable cost. AIMS currently manages 100 or more captive insurance companies of all types — including
more than 15 mortgage guaranty insurance captives — and some of the captive relationships arc at least 25 years
old. Licensing and managing a captive, as well as understanding the risk of different reinsurance structures,
requires significant expertise and management time on the part of the lender and the insurer. For these reasons,
we believe AIG United Guaranty offers 2 commanding advantage.

SMCs

AIG United Guaranty has considered a number of SMC opportunities in the past; however, we are not currently
engaged in SMC deals. Captive reinsurance structures have consistently been a risk-sharing structure of choice for
most of our largest customers. SMC deals appear to be best suited for smaller lenders seeking enhanced cash-flow
at the expense of long-term earnings.

* Vermont, New York, Texas, South Carolina, Hawaii, Cayman Islands, and Turks and Caicos Islands.
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Secondary Market Support

AIG United Guaranty’s Mortgage Capital Markets Group is dedicated to assisting customers with all capital markets
transactions. Our Directors of Capital Markets work closely with mortgage lenders to develop leads for
correspondent and wholesale lenders, new investors, and servicers. Since 1975, AIG United Guaranty’s Capital
Markets Directors have been maiching lenders and investors in whole loan and participation sales — all on a no-fee
basis. AIG United Guaranty will facilitate PHH loan sales through various structures by providing credit
enhancement for mortgage- and asset-backed securities, as requested.

Bulk and Pool Insurance

In 2005, AIG United Guaranty formed a group dedicated to providing bulk mortgage insurance to our
customers. There are numerous ways in which this area of AIG United Guaranty could provide value to PHH. We
have entered into bulk forward commitments for subprime business, and we have provided modified pool
coverage for Alt-A securities, credit enhancement for jumbo securities, and bids on seasoned pools of CRA loans. If
PHH has a need for bulk mortgage insurance — whether it involves a credit risk, saleability, or risk-based capital
concern — rest assured that AIG United Guaranty can provide the required coverage.
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POLICY SERVICING

Delegated Loss Mitigation

Although our Loss Mitigation Group includes workout specialists who work with borrowers and lenders to mitigate
losses on insured loans, we have delegated these functions to PHH since 1997 because of its demonstrated
superior performance in this area.
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related to delegated loss mitigation. (We wﬂl be happy to provide an electronic copy of this executed agreement
upon request.) We continue to believe this agreement provides valuable flexibility in PHH’s pursuit of quick and
cost-effective solutions for loan modifications and real estate sales.

Our [)elegg ion of Loss Mitigation agreement was sioned with PHH in 1997 and meets all of your requirements

Claims

AIG United Guaranty’s automated claims examination system performs many of the claims calculations. This helps
ensure uniform treatment of all claims received by AIG United Guaranty. The standardized system can rapidly
search AIG United Guaranty’s loan file database, expediting the claims process by eliminating time-consuming
manual calculations and review of the loan file.

AIG United Guaranty pays 25% of claims the same day they are received. This rapid processing ability is
among the fastest in the industry and could benefit both investors and servicers.

AIG United Guaranty offers EDI claims transmission acceptance for lenders can send claims electronically. EDI
allows claims to be transmitted and received faster, less expensively, and more accurately than traditional paper-
based submissions. Claims are transmitted to AIG United Guaranty’s Information Systems Department using the
ANSIX12 standard 260 Claims Transaction Set. The X12 format is the business standard for most U.S. EDI systems,
and is used to define and electronically “map” the documents currently used in paper form. This capability works
in conjunction with AIG United Guaranty’s same-day claims payment service, which allows certain claims (o be
processed and paid to lenders the same day they are filed.

Rescissions

AIG United Guaranty may find evidence in an investigation of potential first-party misrepresentation. This
information will be shared with the insured. This may result in a rescission of coverage and a return of premium.
This is an extremely rare occurrence. Since 2004, less than .5% ol claims filed have resulled in a rescission.

Contract Underwriting Issues

AIG United Guaranty has a staff of analysts devoted to reviewing contract underwriting issues. If there is a dispute
with a contract-underwritten loan, the analyst will review the case and work out an appropriate remedy, including
selling the loan on the scraich-and-dent market or providing additional mortgage insurance making the loan
saleable. Since 1997, PHH has had 30 such cases resolved through this group, resulting in payments of about
$32,000.
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Loan Servicing

AIG United Guaranty’s Customer Quality Center provides comprehensive policy maintenance and information for
morigage servicers. Through automated systems designed and implemented by the Customer Quality Center,
customers can access accounts for added speed in reconciling account information.

Lenders can call AIG United Guaranty’s Customer Quality Center from 8:30 AM to 8:00 PM EST Monday—Friday toll-
free at 888/U-CALL-UG (888/522-5584) for additional information not provided through an automated service.
From billing questions to loan modifications, our MI Servicing Specialists can answer your questions about any
insured loan.

Servicing Technology
o PC Unite” — This Internet-based servicing application is designed to provide online user connection with
AIG United Guaranty. This interactive electronic link allows servicers to submit individual and batch loan
updates, print certificates, process cancellations, conduct audits, and check loan status.

e  Claims Station” — This Web-based claims product eliminates the generation and completion of paper
forms. Cutting time even further, Claims Station e-forms are populated directly from our AS/400
mainframe.

o Cert Finder” — With this product, you or your correspondents can print the MI certificate for the loan
file directly to a local printer, eliminating the wait for a faxed copy.

o PostPay” — PostPay activation via the Internet allows you to activate the deferred premium option until
after the borrower’s first P & I payment is received.

o Active Commitments” — Users can activate, transfer, and print MI commitments with this product.

Fraud Recovery Services

AIG United Guaranty affiliate Investors Mortgage Asset Recovery Company, LLC, (IMARGC) works with our customers
to assist with fraud recovery at no cost to the lender. IMARC works with lenders, mortgage insurers, and investors
to recover losses that are especially difficult to handle or would not be financially feasible to pursue through typical
recovery methods. The staff includes attorneys, loss recovery specialists, and analysts who have extensive
experience in the mortgage industry. A summary of the services offered by IMARC follows.

« Contingency Service: Most lenders experience fraud-related losses but lack the budget to pursue them,
especially when the losses are not large enough to justify the expense of hiring an attorney to pursue the
recovery. IMARC solves this dilemma by pursuing losses on a contingency basis. Once a settlement is
reached, the customer shares a portion of the recovery with IMARC.

e Game Plan Service: If a fraud-related loss is large enough to consider using a traditional law firm,
IMARC can save lenders time and money with its “game plan.” With this service, IMARG reviews the case,
conducts the research, and produces a recovery file — allowing the attorney to focus completely on
litigation.

« Asset Searches: When deciding whether to pursue a loss, the lender needs to know if the responsible
party is able to pay. IMARC simplifies this decision by conducting asset searches and providing a
confidential report of the responsible party’s assets and holdings.
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ECONOMIC AND MARKET ANALYSIS

Although predicted to be down {rom the record volume of recent years, the American housing {inance induslry is
expected to have a solid production year in 2006. Still, the industry is experiencing threats that directly affect all who
are involved in the mortgage process. Because of anticipated slowdowns in home price appreciation, AIG United
Guaranty’s risk management team continuously analyzes changes and trends in our portfolio performance to
determine shifts in geographic and other risk in critical states. We consider understanding and anticipating loan
quality and geographic risk trends vital to our success as 2 mortgage insurance partner.

Risk Analysis with PHH Mortgage

Our ongoing analysis of risk relies on AIG United Guaranty’s proprietary loan quality scores, ACUScore” and the
ACUFactor” Market Rating. For PHH's analysis, we will provide quarterly reports on ACUScore and ACUFactor Market
Ratings on a national scale, allowing your experts to identify trends on a regional basis. AIG United Guaranty currently
visits on a semiannual basis with PHH Mortgage to review loan products and performance measurements specific to
its portfolio. We will continue this for PHH. The timing and frequency of this review can be tailored to your
preference,

Geographic risk is dropping slightly in some MSAs due to the current economic momentum, and in spite of price
adjustments in various areas, AIG United Guaranty seeing continued strength in others that are showing positive
ACUFactor ratings. In such “A” markets, AIG United Guaranty is confident with slightly more aggressive sales and
underwriting strategies.

AIG United Guaranty has worked with PHH’s risk managers — and will continue to do so — to identify housing
finance trends throughout the U.S., helping to optimize markets through targeted sales strategies and loan program
activity.

AIG R&D Corporate Information

In addition, the AIG R&D Corporate Information Center in AIG headquarters can provide supplemental secondary
research when requested. Recent research by Standard & Poor’s is provided in Appendix E as an example of
material we can access through Corporate Information. Primary research is available as well.
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OTHER CAPABILITIES AND ANCILLARY SERVICES
TECHNOLOGY SERVICES

Already a technology partner with PHH Mortgage through EDI programming, AIG United Guaranty is eager to work
with PHH to develop new customized solutions that best fit your needs — from automated underwriting/approval
technology to integrated use of the Internet — to reach your customers, build productivity, and cut costs.

Technology Overview

Our technology team offers the latest in EDI, Web-based, and paperless e-Business programs. Since 1988, AIG
United Guaranty has worked with the MBA, Fannie Mae, Freddie Mac, and others throughout the mortgage lending
industry to build the groundwork for electronic data interchange (EDI) and to incorporate emerging technology
into our business. Today, EDI allows AIG United Guaranty and its lender partners — including PHH — to share loan
information and MI certificates in a truly paperless environment. AIG United Guaranty’s technical advisors have
worked with PHH Mortgage to develop EDI for MI transactions and can expand and adapt current systems to meet
PHH standards.

Information Security

In light of the importance of information systems in today’s business, AIG United Guaranty takes information
security very seriously. As mandated by our parent company, AIG, and by internal security objectives, we adhere
to safe, effective, and consistent security measures that frequently exceed industry standards. We take deliberate
steps to ensure the protection, privacy, and integrity of our data, as well as that of the companies we serve.

In July 2006, AIG United Guaranty had its information security program certified by Cybertrust, the largest security
consulting firm in the United States.

This certification reflects AIG United Guaranty’s ongoing compliance with an extensive and continuous security
assurance process and validates the company’s risk reduction practices. Through its Enterprise Security Assurance
program, Cybertrust audits and certifies the security of companies’ controls, policies, procedures, firewalls, hiring
practices, and other risk factors.

The certification specifies that AIG United Guaranty follows internationally recognized best practices in regard to
six main risk categories: electronic threats and vulnerabilities, malicious code, privacy issues, human factors,
physical environment, and downtime issues.

As part of the ceriification, Cyberirust has also certified AIG United Guaranty to be compliant with 180 17799, an
internationally recognized information security standard that defines best practices for information security.
ISO 17799 contains 11 domains, covering areas such as security policy, compliance, asset classification and
control, and business continuity management.

We also monitor all use of computer and communication systems including Internet access and incoming and
outgoing e-mail. Password security is stringently enforced. Vendor nondisclosure agreements are required as
part of our ongoing commitment to confidentiality and integrity. We use the highest possible standards to
prevent network intrusion. A/l network interfaces are fire-walled, and the architecture consists of multi-
layered barriers to prevent outside intrusion. Intrusion prevention and detection are also multi-tiered and
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monitored by the most sophisticated and up-to-date methods available. We also work with industry security
specialists to audit systems and networks to ensure the highest possible system integrity.

Connection with Customers

Through our Internet portal, United Guaranty's MI Guide,” we offer several applications that facilitate connections
to brokers. Direct Submit,® Premier Compliance,® and Loan Status all have broker-facing interfaces that work for
both the broker and the lender (the lender can see pipeline, add controls, and so forth). MI Guide’s delegated
product features embedded loan origination software (LOS) systems from Byte, Contour, Calyx” POINT,” Genesis
2000, and others to reduce data entry requirements.

PHH's customers may also benefit from our informational applications, such as The Road to Home Ownership
and our online Tax Analysis course. We can privale-label (hese applications for PHH, and we can also creale a
customized version of RAPidLink, ® which allows users to complete loan submissions and receive an insurance
commitment over the Internet in less than 20 seconds.
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TRAINING RESOURCES

training to employees, we do offer comprehensive training support from our industry-recognized Mortgage
Industry Training (MIT) Department.

Although we realize PTIIT Mortgage relies on its own specialized training personnel to deliver mortgage industry

PHH Personnel

AIG United Guaranty’s Morigage Industry Training team offers one of the broadest selections of mortgage seminars,
sales and personnel training, and industry-oriented courses available. Topics range from customer service, to
leadership, to mortgage-lending specifics. Whether based on a seminar format, simulations, or exercises, these
programs approach employee training as a way to add value to organizations. Topics include Managing Change,
Loan Origination University, Fraud Prevention, The Power of People, and Appraisal Analysis.

Options for personnel training include the following;

o On-site seminars and workshops. AIG United Guaranty can work with a lender’s human resources or
training professionals to identify the right program options. Our staff will customize individual programs
to mecet all special needs and conduct training or contract with a professional trainer to complete the
assignment.

o Online training. AIG United Guaranty’s online seminars are a convenient way to gain mortgage industry
knowledge. Participants may view presentations, get answers (o questions, and discuss ideas with other
participants — all from their own computer. They can register online at online al
www.ugmortgagetraining.com, select a specific class (search by topic or location), and receive instant
confirmation. We send an e-mail two days prior (o the class with log-on instructions and materials.

PHH Customers
The same training programs available to PHH are available to your broker customers, for whom we can conduct
on-site workshops and seminars. AIG United Guaranty has provided broker-directed classes throughout the U.S.
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BORROWER EDUCATION

Pre-Purchase Counseling — Now Available on the Web and DVD

AIG United Guaranty’s comprehensive home-buyer education package is designed to help first-time borrowers
understand the home-buying process and keep their homes once the sale is closed. We developed The Road to
Home Ownership® to help lenders of all sizes meet their affordable housing goals as well as the educational
requirements set by Fannie Mae and Freddie Mac. Since introducing the program, we have provided home buyer
education for more than 125,000 potential buyers.

In August 20006, AIG United Guaranty added an interactive DVD in Spanish to its pre-purchase counseling program
for first-time Hispanic home buyers. The Hispanic DVD version of 7he Road to Home Ownership is AIG United
Guaranty’s latest addition to its series of Web-based and print pre-purchase training materials. Research shows that
Hispanic consumers rely on television media — rather than newspapers, magazines, or the Internet — for most of
the information they gather on financial, legal, and other important matters. With this in mind, we developed a
DVD that reflects to the way these first-time borrowers prefer to learn.

Collateral Publications

AIG United Guaranty can also provide brochures and flyers describing how mortgage insurance works and how to
cancel MI coverage in English and Spanish. Produced in collaboration with our industry trade organization, MICA,
these brochures are designed help consumers understand how MI can help borrowers with limited down
payments to purchase a home.
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CONTRACT UNDERWRITING

Contract Underwriting Services

AIG United Guaranty offers quality underwriting for conforming and nonconforming conventional mortgage loans,
according to the guidelines and parameters you specify. We are currently underwriting approximately 600
wholesale overflow loans per month in our offices.

Premier Compliance” — Delegated Compliance Underwriting

Our delegated compliance program, Premier Compliance, enables lenders to reduce the time it takes to
underwrite loans. Our delegation of underwriting authority to the mortgage lender helps save the time-consuming
step of a separate, full-file loan review of qualified loans. This means you have total control of the file throughout
the underwriting process and can establish priorities and turnaround times to meet production demand.

Under the original version of Premicr Compliance, loans that receive DU Approve/Eligible or LP Accept
recommendations are immediately ready for delegated approval and closing. And, since the lender maintains the
contractual representations and warranties that it receives under the traditional loan review process, any remedies
are paid to the lender, Last year, we expanded the Premier Compliance program to include jumbo loans
up to $650,000 and portfolio products.

Pricing
AIG United Guaranty offers competitive fees for contract underwriting services. The contract services agreement
with PHH Mortgage includes a three-year discovery period and features the following fee siructures (elfective May
1, 2003):

«  First mortgage compliance, underwriting only: $70 per file.

o First mortgage compliance with MI: $25 per file.

o Validation review, underwriting only: $60 per file.

« Validation review with MI: $25 per file.

e Our contract with PHH states a daily on-site rate of $375 per day per underwriter ($45 credit for

compliance loans with MI and $15 minimum per file per day charge).

Screening and Qualification Requirements

We test all prospective contract underwriters to determine their underwriting competency in addition to requiring
demonstrated history of underwriting experience. Each new underwriter is subject to initial audit of the first five
loans. Results are immediately sent to their AIG United Guaranty supervisor and Regional Vice President—
Operations and Risk Management. In addition to the initial audit, we conduct random audits of loans approved by
all AIG United Guaranty underwriters.

Service Levels

AIG United Guaranty’s objective for all contract-underwritten loans is a 24-hour turnaround — our customers are
assured this turnaround for loans with MI. Compliance-only loans receive a maximum 48-hour turnaround. AIG
United Guaranty currently averages six loans per day, per underwriter.

PHH Mortgage 23
Proposal for Mortgage Insurance Partnership Other Capabilities & Ancillary Services — Contract Underwriting
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Fitch Affirms & Removes AIG from Watch Negative
Press Release Source: Fitch Ratings

Fitch Affirms & Removes AIG from Watch Negative
Tuesday April 11, 2006

9:57 am ET Assigns 'AA' IDR

CHICAGO—(BUSINESS WIRE)--April 11, 2006--Fitch Ratings has affirmed and removed from Rating Watch Negative all
of its ratings on American International Group, Inc. (AIG) and subsidiaries. Fitch originally placed AIG on Rating Watch
Negative in March 2005. In addition, Fitch has assigned 'AA’ Issuer Default Ratings (IDRs) to AlG and several of its
downstream holding company subsidiaries. The Rating Outlook is Stable. (Complete list of rating actions detailed
below.)

Fitch's rating action reflects its belief that the majority of the uncertainties surrounding AIG over the last 12-to-14 months
have been resolved and that the company's financial profile and competitive positioning remain supportive of its current
ratings. Despite a year of unprecedented challenges including management changes, investigations, restatements,
reserve charges, regulatory settlements and catastrophe losses, AlG generated net income of over $10 billion and a
return on equity of 12.3% in 2005.

Fitch's rating action also reflects its heightened comfort with AIG's domestic commercial lines property/casualty
operation's reserve adequacy and run-rate underwriting profitability. Fitch's actions also incorporate its belief that AIG's
domestic commercial lines property/casualty companies' medium-term focus includes building and retaining capital to
more appropriate levels for the current ratings.

Fitch views the current capital levels of AlG's domestic commercial lines property/casualty unit, especially risk-based
capitalization, as materially below those of comparably-rated commercial line peers. Additionally, Fitch views this unit's
current capitalization as generally weaker than that of many of AlIG's other core insurance operations, but not to an
extent that requires Fitch to differentiate between the insurer financial strength ratings of this unit and those of AlG's
other core insurance operations. Fitch notes that it is currently developing a proprietary economic capital model that it
anticipates implementing throughout the second half of 2006. Going forward, the agency expects this model to play an
important role in its ratings analysis on AIG and in its ratings analysis in general. Fitch's analysis will continue to include
a review of output from insurers' internal capital models, if available, and regulatory solvency ratios.

Fitch retained the unusually narrow notching between AlG's insurer financial strength ratings and holding company
ratings upon implementing the agency's new notching and recovery rating methodology. The narrow notching reflects
the organization's very strong financial flexibility and significant cash flow from diverse regulated and non-regulated
subsidiaries. The narrow notching also reflects the results of Fitch's standard peer and comparative analysis, application
of which supports AlG's current ratings. Going forward, Fitch expects AlG to manage holding company leverage below
15%.

AlG's ratings were placed on Rating Watch Negative by Fitch after the company announced it would delay filing its 2004
10-K in order to complete a review of its accounting records and procedures. The review stemmed from regulatory
investigations and subsequent civil suit against AlG brought by the Securities and Exchange Commission (SEC) and the
Office of the New York Attorney General (NYAG).

AlG's ratings remained on Rating Watch Negative throughout 2005 as the company conducted its accounting review and
worked to resolve its regulatory issues. In May 2005, AIG announced that it had hired an independent third-party to
conduct a review of the adequacy of its general insurance reserves. Additionally, AIG's on-going accounting review
identified errors and changes in adjustments that ied to two restatements that coiiectiveiy reduced its previousiy reported
year-end 2004 shareholders equity by $2.2 billion.

In February 2008, AIG announced that it had entered into a $1.6 billion settlement ($1.2 billion after-tax) agreement with
the SEC, NYAG, United States Department of Justice and New York State Department of Insurance (NYDOI). AlG
concurrently announced that the completion of its reserve study would result in a fourth-quarter 2005 reserve increase of
$1.7 billion pretax ($1.1 billion after-tax).

Fitch viewed the financial effect of the settlement as a sizable but manageable figure for a company with AlG's earnings
profile and financiai fiexibiiity. However, the agency retained its Negative Rating Watch at that time iargely because of
concerns about the domestic commercial line property/casualty subsidiaries capitalization and reserve adequacy.

The following ratings have been affirmed and removed from Rating Watch Negative by Fitch: The Rating Outlook is now
Stable.

Appendix A-Fitch and Moody's Ratings Reports
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American International Group, Inc.
Senior debt 'AA' AlG International, Inc. Senior debt 'AA’. American General Corp. Senior debt 'AA",

American General Capital Il Preferred securities 'AA-'. American General Finance Corp. Senior debt 'A+'.
American General Institutional Capital A and B Capital securities 'AA-'.

HSB Capital Trust | Preferred securities 'AA". International Lease Finance Corp. Issuer Default Rating (IDR) 'A+'; Senior
debt 'A+' Preferred stock 'A'.

American General Finance, Inc. Issuer Default Rating (IDR) 'A+".

American General Finance Corp. Issuer Default Rating (IDR) 'A+'.
ASIF Program ASIF Il Program ASIF Il Program ASIF Global Financial Program — Program rating 'AA+'.

The following 'AA+' insurer financial strength ratings have also been affirmed and removed from Rating Watch Negative
The Rating Outlook is now Stable:

AlG Annuity Insurance Company

AlG Life Insurance Company

AlG SunAmerica Life Assurance Co.

American General Life and Accident Insurance Co. American General Life Insurance Company
American International Assurance Co. Ltd.

American International Life

Assurance Co. of NY

American Life Insurance Company

SunAmerica Life Insurance Co.

The United States Life Ins. Co in the City of NY

The Variable Annuity Life Insurance Company

United Guaranty Residential Insurance Co.

Ezer Mortgage Insurance Co. Ltd

American International Specialty Lines Insurance Co.

American International Underwriters Overseas Ltd.

Hartford Steam Boiler Inspection & Insurance Co.

National Unicon Inter-company Pool Members:

National Union Fire Insurance Co. of Pittsburgh

American Home Assurance Co. Commerce & Industry Insurance Co.
Birmingham Fire Insurance Company of PA

Insurance Company of the State of PA New Hampshire Insurance Co.
AlU Insurance Co. Lexington

Inter-company Pool Members:

Lexington Insurance Company Landmark Insurance Co. Ltd.
AlG Personal Lines Inter-company Pool Members:
American International Insurance Co.

New Hampshire Indemnity Company

AlG Hawaii Insurance Company Inc.

American International Insurance Co. of California
Minnesota insurance Company

American International Insurance Co. of New Jersey Insurer
financial strength 'AA+'.

The following commercial paper program ratings are also affirmed:

AIG Funding, Inc. Commercial paper 'F1+'.

AIG International Inc. Commercial paper 'F1+'".

International Lease Finance Corporation Commercial paper 'F1'.

American General Finance, Inc. Commercial paper 'F1'.

American Generai Finance Corporation Commercial paper 'F1'.

CommoLoCo Inc. Commercial paper 'F1'.

In conjunction with the implementation of Fitch's new global insurance notching methodclogy, the following issuer default

ratings (IDR) have been assigned with a Stable Rating Outlook:
American International Group, Inc. — Issuer Default Rating (IDR) 'AA".

Appendix A-Fiich and Moody's Ratings
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AIG International Inc. — Issuer Default Rating (IDR) 'AA'".
American General Corp. — Issuer Default Rating (IDR) 'AA'.

In conjunction with the implementation of Fitch's new global insurance notching, the following issuer ratings have been
withdrawn:

American International Group, Inc.
Long-term issuer 'AA".

Short-term issuer 'F1+' AlG International Inc.
Long-term issuer 'AA".

Short-term issuer 'F1+'

American General Corporation

Long-term issuer 'AA'".

ASIF Global Financing Program Long-term issuer 'AA+'.

ASIF | Program Long-term issuer 'AA+'".

ASIF Il Program Long-term issuer 'AA+'. ASIF Il Program Long-term issuer 'AA+'".

The following companies have been assigned 'AA+' insurer financial strength ratings with a Stable Rating Outlook:

AGC Life Insurance Company First
SunAmerica Life Insurance Company of New York
National Union Inter-company Pool Members: American International Pacific Insurance Company
American International South Insurance Co.
Granite State Insurance Company
lllinois National Insurance Company
Lexington Inter-company Pool Members:
Starr Excess Liability Insurance Company, Ltd. AIG Personal Lines Inter-company Pool Members:
AIG Centennial Insurance Company
AIG Premier Insurance Company
AIG Preferred Insurance Company
AIG Indemnity Insurance Company
AIG National Insurance Company
AIG Auto Insurance Company
American Pacific Insurance Company
Insurer financial strength 'AA+".

Fitch's rating definitions and the terms of use of such ratings are available on the agency's public site,

www fitchratings.com. Published ratings, criteria and methodologies are available from this site, at all times. Fitch's code
of conduct, confidentiality, conflicts of interest, affiliate firewall, compliance and other relevant policies and procedures
are also available from the 'Code of Conduct' section of this site.

Contact: Fitch Ratings Julie A. Burke, 312-368-3158 Mark E. Rouck, 312-368-2085 Peter Shimkus, 312-368-2063
Christopher Wolfe, 212-908-0771 Jim Moss, 312-368-3213 Thomas J. Abruzzo, 212-908-0793 Davie Rodriguez, 212-
908-0724 Kenneth Reed, 212-908-0540 (Media Relations)

Source: Fitch Ratings

Copyright © 2006 Yahoo! Inc. All rights reserved. Privacy Policy - Terms of Service - Copyright Policy - Ad Feedback
Copyright © 2006 Business Wire. All rights reserved. All the news releases provided by Business Wire are copyrighted.
Any forms of copying other than an individual user's personal reference without express written permission is prohibited.

Further distribution of these materials by posting, archiving in a public web site or database, or redistribution in a
computer network is strictly forbidden.
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Credit Opinion: United Guaranty Residential Insurance Co.

United Guaranty Residential Insurance Co.

Greensboro, North Carolina, United States

Ratings .
Category Moody's Rating
Outlook Stable
Insurance Financial Strength Aa2
Ult Parent: American International Group, Inc.

Outlook Stable
Issuer Rating Aa2
Senior Unsecured Aa2
ST Issuer Rating P-1
United Guaranty Mortgage Indemnity Company

Outlook Stable
Bkd Insurance Financial Strength Aa2
United Guaranty Residential Ins. Co of NC

Outlook Stable
Insurance Financial Strength Aa2
Contacts

Analyst Phone
Arlene Isaacs-Lowe/New York 1.212.553.1653

Ranjini Venkatesan/New York
Jack Dorer/New York

United Guaranty Residential Insurance Co.
3Q 2005 2004 2003 2002 2001 2000

Total Assets ($ Mil.) 1,920 1,887 2,164 1,938 1,759 1,509
Loss & LAE Reserves ($ Mil.) 176 226 251 266 255 233
Net Premium Eamed ($ Mil.) 224 351 341 358 378 361
Net Operating Income (NOI) ($ Mil.) 141 209 219 219 225 209
Net Risk In Force / Capital (x) 9.8 10.5 9.5 11 13.1 15.2
Loss & LAE Reserve % Net Risk in Force 11 1.4 1.5 1.5 1.4 1.3
L oss Ratio (%) 13.0 18.7 15.3 18.6 16.5 12.4
Expense Ratio (%) 28.2 28.2 30.8 28.6 241 23.9
Net Income % Average Capital 11.7 12.4 14.7 15.3 19.4 18.4

Credit Strengths

Appendix A-Fitch and Moody's Ratings Reports
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- Prudent risk management and underwriting

- As a strategic insurance subsidiary of a highly rated and diversified parent, earnings and diversification pressures are
less critical

Credit Challenges

- Margin pressure from captive reinsurance relationships, 80/10/10 structures and GSEs

- Aggressive competition may challenge risk management guidelines

- Continued vulnerability of parent company's franchise value to the impact of regulatory scrutiny
Rating Rationale

United Guaranty Residential Insurance Company (UGRIC) is the main mortgage guaranty insurance operating company
of United Guaranty Corporation, which is the holding company for American International Group's (AlG), (rated Aa2,
stable outlook), mortgage guaranty related businesses. UGRIC's Aa2 insurance financial strength rating primarily reflects
the financial strength of its mortgage guaranty insurance franchise. UGRIC maintains prudent underwriting standards,
good loan loss mitigation skills, consistently low loss experience, favorable earnings and is well capitalized. The mortgage
guaranty insurer has managed its growth well, with a high quality insured portfolio and limited exposure to riskier types of
coverages. UGRIC's menu of risk-sharing products, such as captive reinsurance, has helped to solidify its originator
relationships. However, leverage exercised by lenders and the GSEs is straining the industry's profitability. Captive
reinsurance arrangements have reduced profitability as premium cedes continue to grow and as more premiums become
subject to captive reinsurance. UGRIC is among those mortgage guaranty insurers hoping to rationalize captive
reinsurance arrangements with large lenders by evaluating relative risks and returns. However, the future impact of these
negotiations on stabilizing profitability is still uncertain.

Of the seven rated mortgage insurers, UGRIC ranks in the middle in terms of market share, but is among the most
profitable. Furthermore, even in the increasingly competitive mortgage guaranty insurance business, to date, the company
has avoided many of the new, riskier products being offered by competitors.

AlG's explicit capital support for UGRIC and oversight by AIG's senior management is indicative of its strategic
importance to the group and is a credit positive, but is not a key driver of UGRIC's rating. UGRIC's mortgage guaranty
insurance platform provides synergies for other insurance subsidiaries of the parent company, which mitigates some of
the pressures that its competitors face to diversify earnings. The stop-loss reinsurance agreement with National Union
Fire Insurance Company of Pittsburgh, PA (Aa2, stable outlook), a key AlIG affiliate, provides additional claims-paying
support in the event of high losses.

Rating Outlook

The outlook for UGRIC's Aa2 rating is stable. Important rating factors that contribute to this outcome include the insurer's
ability to maintain its underwriting standards and book quality while responding to competitive pressures in the M|
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materially impacted by possible further moderate adverse situations at AlG.

What Could Change the Rating - UP

Moody's views the mortgage guaranty insurance business as a Aa rated franchise. Ratings improvement could result from
a significant improvement in UGRIC's competitive position in the industry with no deterioration in its underwriting

Appendix A-Fitch and Moody's Ratings Reports
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explicit capital support could also cause upward rating momentum.
What Could Change the Rating - DOWN

A significant deterioration in the credit quality of AIG resulting in multi-notch downgrade of the holding company's rating, to
a level where UGRIC's financial flexibility could be constrained by the rating differential between UGRIC and AIG; or a
change in the strategic importance of this business line could pressure the rating. Additionally, significant deterioration in
underlying insurance quality, actual losses or entry by the insurer into new riskier mortgage insurance segments could
cause downward rating pressure. Moody's views these events to be unlikely.

© Copyright 2006, Moody's Investors Service, Inc. and/or its licensors including Moody's Assurance Company, Inc.
(together, "MOQDY'S"). All rights reserved.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE COPIED OR
OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR
STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPQSE, IN WHOLE OR IN PART, II\ ANY FORM OR MANNER OR BY ANY MEANS
WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT. All information contained herein is obtained by
MOODY'S from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as well as
other factors, however, such information is provided "as is" without warranty of any kind and MOODY'S, in particular, makes no
representation or warranty, express or implied, as to the accuracy, timeliness, completeness, merchantability or fitness for any
particular purpose of any such information. Under no circumstances shall MOODY'S have any liability to any person or entity for (a) any
loss or damage in whole or in part caused by, resulting from, or relating to, any error (negligent or otherwise) or other circumstance or
contingency within or outside the control of MOODY'S or any of its directors, officers, employees or agents in connection with the
procurement, collection, compilation, analysis, interpretation, communication, publication or delivery of any such information, or (b) anv
direct, indirect, special, consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even
if MOODY'S is advised in advance of the possibility of such damages, resulting from the use of or inability to use, any such information.
The credit ratings and financial reporting a "nalysis observations, if any, constituting part of the information contained hereirn are, and
must be construed solely as, statements of cpinion and not statements of fact or recommendations to purchase, sell or hold any

securities. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, CCMPLETENESS MERCHANTABILITY OR
FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY
MOODY'S IN ANY FORM OR MANNER WHATSOEVER. Each rating or other opinion must be weighed solely as one factor in any investment
decision made by or on behalf of any user of the information contained herein, and each such user must accordingly make its own study
and evaluation of each security and of each issuer and guarantor of, and each provider of credit support for, each security that it may
consider purchasing, holding or selling.

MOODY'S hereby discloses that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and
commercial paper) and preferred stock rated by MOODY'S have prior to assignment of any rating, agreed to pay to MOODY'S for
appraisal and rating services rendered by it fees ranging from $1,5'JO to $2,400,000. Moecdy's Corperation (MCO) and its wholly-owned
credit rating agency subsidiary, Moody's Investors Service (MIS), also maintain policies and procedures to address the independence of
MIS's ratings and rating processes. Information regarding certain affiliations that may exist between directors of MCQO and rated entities,
and between entities who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more than
5%, is posted annually on Moody's website at www.moodys.com under the heading "Shareholder Relations - Corporate Governance -
Director and Shareholder Affiliation Policy."”

Moody's Investors Service Pty Limited does not hold an Australian financial services licence under the Corporations Act. This credit rating
opinion has been prepared without taking into account any of your objectives, financial situation or needs. You should, before acting on
the opinion, consider the appropriateness of the opinion having regard to your own objectives, financial situation and needs.
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Ratings

Category

Outlook

Bkd Insurance Financial Strength

Ult Parent: American International Group, Inc.
Outlook

Issuer Rating

Senior Unsecured

ST Issuer Rating

Parent: United Guaranty Residential Insurance
Co.

Outlook

Insurance Financial Strength

Moody's Rating
Stable
Aa2

Stable
Aa2
Aa2

P-1

Stable
Aa2

Analyst

Arlene Isaacs-Lowe/New York
Ranijini Venkatesan/New York
Jack Dorer/New York

Phone
1.212.553.1653

Credit Strengths

-Unconditional guarantee of all obligations provided by parent, United Guaranty Residential Insurance Company

- Disciplined business standards of the United Guaranty mortgage insurance group (UGC)

- Financial strength of the ultimate parent, American International Group (AIG)

Credit Challenges

- Higher-risk product offerings relative to UGRIC's traditional products

Rating Rationale

United Guaranty Mortgage Indemnity Company (UGMIC) rated Aa2 with a stable rating outlook, is a wholly owned
subsidiary of United Guaranty Residential Insurance Company (UGRIC, rated Aa2, stable outlook) which provides a full
guaranty of all of UGMIC's obligations. UGMIC writes specialty mortgage guaranty insurance, such as insurance for low
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platforms and UGC's other international businesses. UGMIC's financial strength rating hinges on the rating of and full
guaranty provided by its parent, UGRIC.

Although UGMIC's portfolio consists of higher loan to value business with better credit quality than UGRIC, UGMIC serves
to round out the product offerings of United Guaranty's mortgage guaranty insurance business. Moody's believes that this
type of insurance product is riskier than UGRIC's traditional product; however it does carry higher premium rates.
Furthermore, business volumes have been moderate and risks are closely monitored and well-controlled. UGMIC's
international activities may be increasing as UGC looks at global growth opportunities for its mortgage guaranty insurance
businesses. Even so, we expect UGMIC's exposures to remain a limited portion of the overall mortgage risk insured within
the United Guaranty group.

UGMIC benefits from the broad experience of United Guaranty's management in underwriting mortgage risk. AlG's

explicit capital support for UGRIC is indicative of its strategic importance to the group and is a credit positive, but is not a
key driver of UGRIC's or UGMIC's rating. However, UGC's mortgage guaranty insurance platform provides synergies for
other insurance subsidiaries of AlG, which mitigates some of the pressures that its competitors face to diversify earnings.

Rating Outlook
UGMIC's rating outlook is stable, consistent with the rating outlook for UGRIC, which guarantees its obligations.
What Could Change the Rating - UP

Moody's views the mortgage guaranty insurance business as a Aa rated franchise. Rating improvement would be
dependant on improvement in ratings for AIG, which provides explicit capital support to UGMIC's parent, UGRIC, which in
turn provides a guaranty to UGMIC.

What Could Change the Rating - DOWN

Any changes to the guarantee provided by UGRIC would likely cause a downgrade. A downgrade of the rating of UGRIC
would also negatively affect the rating. In addition, material losses or adverse changes to the company's risk profile could
cause a rating downgrade.

© Copyright 2006, Moody's Investors Service, Inc. and/or its licensors including Moody's Assurance Company, Inc.
(together, "MOODY'S"). All rights reserved.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE COPIED OR
OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR
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WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT. All information contained herein is obtained by
MOODY'S from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as well &s
other factors, however, such information is provided "as is" without warranty of any kind and MOODY'S, in particular, makes no
representation or warranty, express or implied, as to the accuracy, timeliness, completeness, merchantability or fitness for any
particular purpose of any such information. Under no circumstances shall MOODY'S have any liability to any person or entity for (a) any
loss or damage in whole or in part caused by, resulting from, or relating to, any error (negligent or otherwise) or other circumstance or
contingency within or outside the control of MOODY'S or any of its directors, officers, employees or agents in connection with the
procurement, collection, compilation, analysis, interpretation, communication, publication or delivery of any such information, or (b) any
direct, indirect, special, consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even
if MOODY'S is advised in advance of the possibility of such damages, resulting from the use of or inability to use, any such information.
The credit ratings and financial reporting analysis observations, if any, constituting part of the information contained herein are, and
must be construed solely as, statements of cpinion and not statements of fact or recommendations to purchase, sell or hold any
securities. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR
FITNESS FOR ANY PARTICULAR PURPQOSE OF ANY SUCH RATING OR QTHER OPINION OR INFORMATION IS GIVEN OR MADE BY
MOODY'S IN ANY FORM OR MANNER WHATSOEVER. Each rating or other opinion must be weighed solely as one factor in any investment
decision made by or on behalf of any user of the information contained herein, and each such user must accordingly make its own study
and evaluation of each security and of each issuer and guarantor of, and each provider of credit support for, each security that it may
consider purchasing, holding or selling.
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United Guaranty Residential Ins. Co of NC

Greensboro, North Carolina, United States

Ratings .
Category Moody's Rating
Outlook Stable
Insurance Financial Strength Aa2
Ult Parent: American International Group, Inc.

Outlook Stable
Issuer Rating Aa2
Senior Unsecured Aa2
ST Issuer Rating P-1
Parent: United Guaranty Residential Insurance

Co.

Outlook Stable
Insurance Financial Strength Aa2
Analyst Phone

Arlene Isaacs-Lowe/New York
Ranijini Venkatesan/New York
Jack Dorer/New York

1.212.553.1653

United Guaranty Residential Ins. Co of NC

3Q 2005 2004 2003 2002 2001 2000
Total Assets ($ Mil.) 314 [1]289 188 150 133 103
Total Capital 229 [1]224 139 105 92 77
Loss & LAE Reserves ($ Mil.) 62 44 28 22 1 6
Net Premium Eamed ($ Mil.) 67 69 58 54 36 26
Losses Incurred ($ Mil.) 35 39 34 36 21 12
Net Operating Income (NOI) ($ Mil.) 38.0 [2121.2 21.9 18.2 20.7 11.6
Loss Ratio (%) 53.1 58.1 60.4 66.7 55.6 44.2
Expense Ratio (%) 141 15.9 16.1 16.7 19.4 25.2
Net Income % Average Capital 223 66.7 17.9 18.5 25.5 16.0

[1] Increased by $50 million due to the change in carrying value of the investment in UGRIC. [2] Reflects $100 million

extraordinary dividend received from UGRIC.

Opinion

Appendix A-Fitch and Moody's Ratings Reports

http://www.moodys.com/moodys/cust/research/MDCdocs/... ’namedEntity=Credit-+Opinioné&doc_1d=2002500000426828 (1 of 3)1/13/2006 10:49:43 AM
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Credit Strengths

- Proven, successful track record in the second mortgage guaranty insurance business
- Prudent risk management and underwriting practices

- Products mitigate some of the competitive pressures of 80-10-10 mortgages to UGRIC's primary mortgage guaranty
insurance business

- Strategic insurance subsidiary with explicit support from a highly rated and well-diversified parent
Credit Challenges

- No regulation-based demand driver (unlike traditional first lien mortgage guaranty insurance)

- Regulatory change could increase competition

- Potential vulnerability of parent company's ratings to the impact of any additional regulatory scrutiny
Rating Rationale

United Guaranty Residential Insurance Company of North Carolina (UGRIC of NC) is a wholly owned subsidiary of United
Guaranty Corporation, the holding company for American International Group's (AlG, rated Aa2, stable outlook) mortgage
guaranty related business. UGRIC of NC writes mortgage guaranty insurance for second liens and owns 25% of United
Guaranty Residential Insurance Company, the main first lien mortgage guaranty insurance operating subsidiary. UGRIC
of NC's Aa2 rating reflects the explicit capital support provided by AlG, the strategic importance AlG ascribes to the
mortgage guaranty insurance business, and Moody's expectation that such strategic importance will continue. The rating
is also supported by a stop-loss reinsurance agreement with National Union Fire Insurance Company of Pittsburgh, PA
(rated Aa2, stable outlook), a key AlIG insurance subsidiary, that provides additional claims-paying support. UGRIC of
NC's second lien products mitigate some of the competition in the primary mortgage guaranty insurance business from 80-
10-10 mortgage structures. Other credit positives include UGRIC of NC's prudent underwriting standards, favorable
earnings history, strong capitalization, and a successful and long track record in its second mortgage guaranty insurance
business.

Moody's believes the standalone rating for UGRIC of NC would be lower, but may still be in the Aa range. UGRIC of NC
maintains a disciplined and focused strategy in the second mortgage guaranty insurance business, targeting lending
institutions seeking capital relief or risk transference for their retained portfolio of second mortgages. The company has

hoaan airircracafiil im thiec cammean t anmAd haoa davalanad o atrana franchica with dansnm Angatamar ralatinnghing anmd Lmitad
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competition. UGRIC of NC has also selectively participated in secondary market transactions, which will continue to be an
opportunistic part of its business strategy. UGRIC of NC does not benefit from the regulatory demand imposed by the
government-sponsored enterprises, Fannie Mae and Freddie Mac, whose charters require primary mortgage guaranty
insurance for certain loans. Should the regulatory environment for lending institutions change, there could be material
changes (positive or negative) to demand dynamics and the competitive environment for second lien mortgage guaranty
insurance. In addition, while UGRIC of NC has passed through dividends from UGRIC to its parent, UGC, it has not paid
dividends out of its own earnings, using retained earnings to augment its capital base, a practice that Moody's expects will
continue. Furthermore, UGRIC of NC benefits from the shared organizational and operational infrastructure of the UGC
companies that provide for greater efficiency and scale.

Rating Outlook

The outlook for the Aa2 rating of UGRIC of NC is stable, reflecting the rating of the ultimate parent and provider of explicit
support, AIG. Moody's expects that the company will maintain its prudent underwriting standards and portfolio quality.

Appendix A-Fitch and Moody's Ratings Reports
http://www.moodys.com/moodys/cust/research/MDCdocs/... ’namedEntity=Credit+Opinioné&doc_1d=2002500000426828 (2 of 3)1/13/2006 10:49:43 AM
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What Could Change the Rating - UP

Moody's views the mortgage guaranty insurance business as a Aa rated franchise. Rating improvement would depend on
the improvement in ratings for AlG.

What Could Change the Rating - DOWN

Downgrade of the ratings of AlG or its key subsidiaries, which provides explicit capital support to UGRIC of NC, could
have the same effect on UGRIC of NC's financial strength rating. Negative rating actions could also result should there be
diminution of the support provided by AIG or a reduction in the reinsurance provided by National Union Fire Insurance
Company of Pittsburgh, PA. Shifts in its business straiegy or the competitive environment couid aiso affect the firm's
rating.

© Copyright 20086, Mobdy's Investors Service, Inc. and/or its licensors including Moody's Assurance Company, Inc.
(together, "MOODY'S"). All rights reserved.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE COPIED OR
OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR
STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPQOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS
WHATSOEVER, BY ANY PERSON WITHOUT MOQDY'S PRIOR WRITTEN CONSENT. All information contained herein is obtained by
MOODY'S from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as well as
other factors, however, such information is provided "as is" without warranty of any kind and MOODY'S, in particular, makes no
representation or warranty, express or implied, as to the accuracy, timeliness, completeness, merchantability or fitness for any
particular purpose of any such information. Under no circumstances shall MOODY'S have any liability to any person or entity for (a) any
loss or damage in whole or in part caused by, resulting from, or relating to, any error (negligent or otherwise) or other circumstance or
contingency within or outside the control of MOODY'S or any of its directors, officers, employees or agents in connection with the
procurement, collection, compilation, analysis, interpretation, communication, publication or delivery of any such information, or (b} any
direct, indirect, special, consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even
if MOODY'S is advised in advance of the possibility of such damages, resulting from the use of or inability to use, any such information.
The credit ratings and financial reporting analysis observations, if any, constituting part of the information contained herein are, and
must be construed solely as, statements of opinion and not statements of fact or recommendations to purchase, sell or hold any
securities. NO WARRANTY, EXPRESS OR IMPLIED, AS TC THE ACCURACY, TIMELINESS, CCMPLETENESS, MERCHANTABILITY OR
FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY
MOODY'S IN ANY FORM OR MANNER WHATSOEVER. Each rating or other opinion must be weighed solely as cne factor in any investment
decision made by or on behalf of any user of the information contained herein, and each such user must accordingly make its own study
and evaluation of each security and of each issuer and guarantor of, and each provider of credit support for, each security that it may
consider purchasing, holding or selling.

MOODY'S hereby discloses that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and
commercial paper) and preferred stock rated by MOODY'S have, prior to assignment of any rating, agreed to pay to MOODY'S for
appraisal and rating services rendered by it fees ranging from $1,500 to $2,400,000. Moody's Corporation (MCQO) and its whelly-owned
credit rating agency subsidiary, Moody's Investors Service (MIS), also maintain policies and procedures to address the independence of
MIS's ratings and rating processes. Information regarding certain affiliations that may exist between directors of MCO and rated entities,
and between entities who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more than
5%, is posted annually on Moody's website at www.moodys.com under the heading "Sharehoider Relations - Corporate Governance -
Director and Shareholder Affiliation Policy.”

Moody's Investors Service Pty Limited does not hold an Australian financial services licence under the Corporations Act. This credit rating
opinion has been prepared without taking into account any of your objectives, financial situation or needs. You should, before acting on
the opinion, consider the appropriateness of the opinion having regard to your own objectives, financial situation and needs,

Appendix A-Fitch and Moody's Ratings Reports
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APPENDIX B
LENDER-PAID MORTGAGE INSURANCE
PHH TERM SHEET AND RATES
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PHH A AND ALT-A RATES FOR LENDER-PAID MI
Expiration Date: November 17, 2000.°

Size of Commitment: To be determined.
Delivery Period: A delivery period to be determined mutually between United Guaranty and PHH.

Loans Covered and Underwriting Guidelines: All loans and loan products must conform to underwriting
guidelines, which are mutually agreed upon between United Guaranty Risk Management and PHH. United
Guaranty Risk Management will communicate these underwriting guidelines to M&T. Any departure from this
agreement must be communicated and negotiated between both parties.

Exclusions: (1) Loans that fall under The Homeownership and Equity Protection Act of 1994 (HOEPA), (2)
loans secured by a subordinate lien, (3) loans that are currently delinquent, (4) loans that have been more than
thirty days delinquent more than once in the last twelve months, (5) loans with original LTV above 100.0%, (6)
loans with FICO scores less than 620, (7) any loan that exceeds a limit of two loans per borrower, (8) loans for
properties that are not free of material damage and/or are not in good repair prior to any commitment, and (9)
loans on NY properties with actual or potential negative amortization.

Per Loan Coverage: As shown per LTV range on the respective A and Alt A Rate Charts.
Term of Cover: The term of the policy shall be life of loan coverage.
Premium Payment: Premiums are to be paid by PHH.

Premium Rates: Rates shown on the attached Rate Charts are nonrefundable annual premium rates, payable
monthly. Rates shown are not captive eligible.

Cancellations: The rates provided anticipate that all loans will remain insured for the term of the coverage or
until the loans are paid in full by the borrower. The insured may not cancel individual loans from coverage or
the premium calculation. If the insured cancels individual loans from coverage without a prepayment occurring,
then United Guaranty has the right to adjust the premium rate on the remaining loans to produce the same
dollars of premium, on a monthly basis, as the amount that would have been paid, had the improperly cancelled
loans remained insured. United Guaranty shall have the right to make this premium rate adjustment retroactive
from the date of cancellation until the date the improper cancellation is discovered. Failure of the insured to pay
the additional premium within 60 days of the date of notice of the premium rate adjustment will be considered a
failure to pay premium due under the policy and result in the cancellation of the coverage.

There will be no penalty on any loan where premium has been paid for the life of loan. This penalty shall not

i i i i itino that tha martoaos onaranty
apply to the loans purchased by an investor as long as that investor requires in writing that the mortgage guaranty

insurance provided under this plan be maintained for the life of the loan. United Guaranty agrees to coordinate
this process with any investor that may be involved to allow payment of premiums and reinstatement of coverage.

Due Diligence: United Guaranty shall be able to perform 2 posi-closing due diligence on a sample of insured
loans within a reasonable timeframe.

Subjectivities:
1. The terms of this sheet are subject to United Guaranty Corporate Risk Committee approval.
2. Rates are subject to regulatory approval by the appropriate Department of Insurance.

* This information is property of AIG United Guaranty, and the recipient agrees to treat the information as highly confidental and not to
disclose such information or otherwise reveal any of its contents or nature to any third party without the prior written consent of AIG
United Guaranty.
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Annual Premium Rates Payable Monthly

LTV

95.01% + 35% 041%]0.64%}0.64% ] 0.44% | 0.67% | 0.67% | 0.46% | 0.71% ] 0.71% | 0.53% | 0.83% ] 0.83% | 0.78% | 1.13% | 1.17% | 1.04% | 1.26% | 1.30%
9%5(;%; ;/o 30% 0.33% | 0.45% | 0.45% | 0.35% | 0.48% | 0.48% | 0.37% | 0.50% | 0.50% | 0.43% | 0.59% | 0.58% | 0.59% | 0.61% | 0.83% | 0.78% | 0.89% | 0.92%
8960:)/:‘% 25% 0.23% | 0.32% | 0.32% | 0.25% | 0.34% | 0.34% | 0.26% | 0.36% | 0.36% | 0.30% | 0.42% | 0.42% | 0.39% | 0.57% | 0.59% | 0.52% | 0.63% | 0.65%
&nge/loo-w 12% 0.16% { 0.20% | 0.20% | 0.17% | 0.21% | 0.21% | 0.18% | 0.22% | 0.22% | 0.21% | 0.25% | 0.25% | 0.16% | 0.23% | 0.24% | 0.32% | 0.33% | 0.37%

Rate Adjustments:

Investment Property 0.25% 0.25% 0.25% 0.25% 0.28% 0.38%
3-4 Unit Property 0.25% 0.25% 0.25% 0.25% 0.28% 0.38%
Manufactured Housing 0.20% 0.20% 0.20% 0.20% 0.20% 0.20%
SuperdJumbo 0.10% 0.10% 0.10% 0.10% 0.10% 0.10%
Second Home 0.10% 0.10% 0.10% 0.10% 0.10% 0.14%
Cash Out Refinance 0.10% 0.10% 0.10% 0.10% 0.10% 0.10%
Confidential Page 3 of 4
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Annual Premium Rates Payable Monthly

SIVA

LTV

Coveragé
95.01% + 35% 0.80% | 0.90% | 0.90% | 0.80% | 0.90% | 0.90% | 0.46% | 0.56% | 0.56% | 0.53% | 0.63% | 0.63% | 0.82% | 0.92% | 0.92% | 1.88% | 2.10% | 2.14% | 3.05% | 3.60% | 3.86%
9%5;/3% 30% 0.63% | 0.73% | 0.73% | 0.63% | 0.73% ] 0.73% | 0.37% | 0.47% | 0.47% | 0.43% | 0.53% | 0.53% ]} 0.63% | 0.73% | 0.73% | 1.52% | 1.62% | 1.66% | 2.22% | 2.68% | 2.90%
8950(;/2% 25% 0.49% | 0.59% | 0.59% | 0.49% | 0.59% | 0.59% | 0.26% | 0.36% | 0.36% | 0.30% | 0.40% | 0.40% | 0.43% | 0.53% | 0.53% | 1.16% | 1.25% | 1.29% | 1.54% | 1.87% | 2.00%
&SSZTO-W 12% 0.35% { 0.45% | 0.45% | 0.35% | 0.45% | 0.45% | 0.18% | 0.28% | 0.28% | 0.21% | 0.31% | 0.31% | 0.20% | 0.30% | 0.30% | 0.71% | 0.72% | 0.76% | 0.92% | 0.96% | 0.99%

SISA, NO RATIO

LTV

'Coverage
o7
9%50/;7 30% 0.76% 1} 0.88% | 0.88% | 0.78% | 0.88% ] 0.88% | 0.77% [ 0.87% | 0.87% | 0.89% | 0.99% ] 0.99% | 1.12% | 1.22% | 1.22%
« 0
oL -
89500A;°/ 25% 0.60% | 0.70% | 0.70% | 0.60% | 0.70% | 0.70% | 0.55% | 0.65% | 0.65% | 0.67% | 0.77% | 0.77% | 0.80% | 0.90% | 0.90%
a 0
% -
&8§£ow 12% 0.43% 1 0.53% | 0.53% | 0.43% | 0.53% | 0.53% | 0.39% | 0.49% | 0.49% | 0.41% ] 0.51% | 0.51% | 0.43% | 0.53% | 0.53%

NINA,NODOC
LTV e

95% -

90.01% 30% 0.86% | 0.96% | 0.96% { 0.86% | 0.96% | 0.96% | 0.98% | 1.08% | 1.08% | 1.13% | 1.23% | 1.23% | 1.37% | 1.47% | 1.47%
. (]

90% -

85.01% 25% 0.66% | 0.76% | 0.76% | 0.66% | 0.76% | 0.76% | 0.70% | 0.80% | 0.80% | 0.86% | 0.96% | 0.96% | 1.00% | 1.10% | 1.10%
. ‘o

68.11100-HHd-9d40
€0TE10-ddAD"TVHLNASOY-HHd
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85% -

& Below 12% 0.47% 1 0.57% ] 0.57% | 0.47% | 0.57% | 0.57% | 0.49% | 0.59% | 0.59% | 0.51% | 0.61% | 0.61% | 0.55% | 0.65% | 0.65%

Rate Adjustments:

Investment Property 0.38% 0.38% 0.38% 0.50% 0.50% 0.50% 0.50%
Manufactured Housing 0.20% 0.20% 0.20% 0.25% 0.25% 0.25% 0.25%
Superdumbo 0.10% 0.10% 0.10% 0.10% 0.10% 0.10% 0.10%
Second Home 0.14% 0.14% 0.14% 0.25% 0.25% 0.25% 0.25%
Cash Out Refinance 0.10% 0.10% 0.10% 0.25% 0.25% 0.25% 0.25%
3-4 Unit Property 0.25% 0.25% 0.25% 0.50% 0.50% 0.50% 0.50%
Confidential Page 4 of 4
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APPENDIX C AIG UNITED GUARANTY PRODUCTS AND SERVICES

Insurance Products — First Mortgages
AIG United Guaranty offers four types of mortgage insurance premium categories (based on payment options):
monthly premiums, annual premiums, single premiums, and lender-paid MI.

The following are offered by United Guaranty Residential Insurance Company and United Guaranty Mortgage
Indemnity Company, which are operating units under our Domestic Residential Group.

e Monthly premiums require only one or two months’ premium at closing.

o Annual premiums are collected up front by the lender and sent to AIG United Guaranty at loan closing,

« Single premiums are also paid at closing, either in one lump sum (paid by the borrower to the lender,
and then by the lender to AIG United Guaranty) or financed into the loan balance at closing.

o Lender-paid mortgage insurance allows the lender to pay the morigage insurance premium on a
monthly, annual, or single-premium basis, and charge the borrower a higher interest rate for the life of
the loan.

Insurance Products — Special Programs
AIG United Guaranty’s product development group is tasked with introducing new insurance products. A listing of
these programs follows.

Program Name Premium Plan

« United Guaranty’s Borrower Advantage®: Insures morigages up to All premium options
103% LTIV (not available in all states). Additional Borrower Advantage
products include Borrower Advantage Plus and Borrower Advantage
Interest-Only.

 RateXchange’: Insures morigages in which the borrower finances a All premium options
“buydown” into the mortgage loan, thereby lowering the mortgage interest
rate. This program also allows LTVs up to 103%.

o ReadiRates”: A feature of monthly and annual premiums that allows a Monthly, annual premiums
drop in the rate used to calculate the premium after ten years.

o FinanceAbles": AIG United Guaranty ’s term for its single-premium option. | Single premiums only

» LenderSelect’: Lender-paid mortgage insurance. Lender-paid only

« A-minus Rates: Rates for borrowers whose credit scores require higher Monthly premiums only
premiums due to higher risk of default.

Insurance Products—Second Mortgages and Home Equity Lines of Credit (HELOCs)
Our Credit Insurance Companies, which operate under our Domestic Consumer Group, offer insurance for second
mortgages (such as home improvement loans) and home equity lines of credit (HELOCs).

PHH Mortgage
Proposal for Mortgage Insurance Partnership Appendix C — AlG United Guaranty Producls and Services
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Private Education Loan Insurance
Private Education Loan Default Insurance. The private education loan business is projected to be a $40—$45
billion industry by the 2009-2010 academic year, driven by the cost of tuition, growing enrollment, and the gap
between federal loan limits and education costs. As vour business partner, we can help you meet the growing
market demand for education loans by protecting your bottom line from losses due to borrower default. Each AIG
United Guaranty plan features delegated underwriting and multiple pricing options for insurance coverage that’s
effective with the initial disbursement and remains insured for the life of the loan. With the following programs, we
offer a variety of rate plans, coverage structures, and billing/payment schedules:

o  Direct to Student Loan Program

o Consolidation Loan Program

o Parent/K-12 Loan Program

e School Channel Program

Non-Insurance Products and Services for Mortgage Lenders
All AIG United Guaranty operating groups provide essential non-insurance products and services to its customers,
free of charge. These include the following:

o Customer training through our Mortgage Industry Training department (includes training games and
partnerships with trade organizations).

o Caplive reinsurance services and management support.

o Paperless loan submission and underwriting.

o CRAand emerging markets programs.

e Pre-purchase counseling.

o Correspondent and broker referrals support.

«  Software/technology systems including EDI and Web-based origination, servicing, and data management
produclts.

o Loan Officer’s Guide.

o Economic events calendar.

o Loan scoring and risk indices: ACUScore” and ACUFactor” Market Rating.

o United Guaranty’s MI Guide” Internet portal.

o Web site at ugcorp.com including information and interactive support to lenders and consumers.

o Secondary markets support.

 Loan counseling to help homeowners retain homes through default “cure.”

Software for loan officers and underwriters.

Fee-
ee

Dves UL Vaves

Rased Services
n

AIG United Guaranty does charge for some services including the following:
e Contract underwriting and compliance review, delegated and non-delegated.
o Some training and seminars (attendance, materials fee).
o Emerging markets materials and counseling (The Road to Home Ownership) for FHA programs.

PHH Mortgage
Proposal for Mortgage Insurance Partnership Appendix C — AlG United Guaranty Producls and Services
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APPENDIX D: CURRENT CAPTIVE PORTFOLIO (ATRIUM)

T

The tables and charis below provide an overview of AIG United Guaraniy’s capiive reinsurance arrangemenis with
Mortgage Services (PHH).

Terms of Atrium Reinsurance Agreement (original agreement in effect beginning 10/1/1993)

Current Terms of Reinsurance Agreement (Effective from 1/1/2000)
e Excess of Loss
Gross Premium Cession: 45%
e Ceding Commission: 11.1%
e Net Premium Cession: 40%
« Reinsurance Attachment Point: 4%
e Reinsurance Limit: 14%
e Participation in the Layer: 100%

o Term of Book: 10 Years

Inception to Date Financial Highlights (as of 12/31/05)

Ceded Written Premiums: $ 223,890,855
Ceding Commission: (31,512,579)
Ceded Incurred Losses: (0)
Underwriting Gain: $ 192,378,276
2005 Financial Highlights (as of 12/31/05)
Ceded Written Premiums: $ 2,445,231
Ceding Commission: (271,421)
Ceded Incurred Losses: (0)
Underwriting Gain: $ 2,173,810

Original vs. In Force (as of 12/31/05
. Origipal . | In-Force  Original Insurance . Current Insurance.
| _loan Count | loanCount  InForce ($0000s)  InForce ($000s)
1994 10,229 8 1,265,497 744
1995 9,271 20 1,180,530 2,505
1996 13,702 464 1,838,244 43,026
1997 13,146 509 1,859,079 51,082
1998 34,239 2,626 4,690,248 270,132
1999 43,581 3,729 5,911,645 373,857
2000 40,850 2214 5,622,493 199,426
2001 32,259 4,662 4,444,007 491,637
2002 24,156 7,203 3,362,552 855,828
2003 12,931 7,526 1,849,507 994,622
2004 19,852 15,843 2,865,568 2,193,448
2005 9,348 8,850 1,432,882 1,330,837
Total 263,504 53,060 36,322,251 1,929,352
PHH Mortgage
Proposal for Mortgage Insurance Partnership Appendix: D — Current Captive Porifolio
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“““““ Gmss Loss L

= _ Reserves Attachment Point
1994 $1,993 746 $88,022 $2,021,768 14,817,562
1995 1,819,518 357,766 2,177,284 18,593,814
1996 1,863,139 303,364 2,166,503 30,379,928
1997 2,769,194 421,001 3,190,195 19,195,558
1998 5,138,730 1,869,186 7,034,916 47,969,347
1999 8613,614 3,636,373 12,249,987 59,922,144
2000 7,205,820 3,022,425 10,228,245 51,790,789
2001 4,971,018 3,037,266 8,008,284 43,680,743
2002 3,045,900 4,028,309 7,128,209 36,337,879
2003 1,146,204 5,275,337 6,421,541 20,210,582
2004 683,260 9,412,702 10,095,962 33,710,017
2005 0,074 2,109,576 2,115,650 16,895 432
Total 39,196,217 33,042,327 72,838,544 393,503,795

L Incurred Lossas % W Rlbk in Furw as %ol
' ____of Original Risk Attachmentl’mnt %
1994 0.89% 6.5% 0.1%
1995 0.76% 6.5% 0.2%
1996 0.46% 6.5% 2.5%
1997 0.66% 4.0% 2.8%
1998 0.59% 4.0% 5.9%
1999 0.82% 4.0% 6.4%
2000 0.79% 4.0% 3.7%
2001 0.73% 4.0% 11.8%
2002 (.78% 4.0% 26.4%
2003 1.27% 4.0% 55.2%
2004 1.20% 4.0% 76.9%
2005 0.50% 4.0% 95.5%

~ Calendar Year 2004  Calendar Year 2005
_ Atrium All UG Business :
41% 32% 30% 31%
41% 31% 31% 29%
41% 32% 31% 30%
47% 34% 34% 31%
45% 36% 35% 34%
30% 38% 35% 35%
7% 32% 30% 30%
41% 32% 30% 31%
41% 31% 31% 29%
41% 32% 31% 30%
PHH Mortgage
Proposal for Mortgage Insurance Partnership Appendix: D — Current Captive Porifolio
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APPENDIX E
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WILL HOUSING'S FALL MAKE THE ECONOMY TUMBLE?
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STANDARD

&POORS

RESEARCH
Economic Research:

Will Housing’s Fall Make The Economy Tumble?

Publication date: 12-Oct-2006
Credit Market Services: David Wyss, Chief Economist, New York (1) 212-438-4952,
david_wyss@standardandpoors.com

It had to happen sometime. And it now appears that the housing market topped out during the summer of
2006. Incoming data on housing sales and starts clearly show that fewer homes are being sold, and prices
are leveling out. Earlier this year, we were surprised because housing remained stronger than we had
expected. Then the drop during the summer was very sudden. So far, though, it appears that the
slowdown will be moderate, as we expected (see " U.S. House Prices: Even Pretty Bubbles Pop,"
published Sept. 12, 2005, on RatingsDirect, the real-time Web-based source for Standard & Poor's credit
ratings, research, and risk analysis) and as Federal Reserve Chairman Ben Bernanke has stated. The risk
of a sharp plunge remains, however, especially if mortgage rates move too high.

To this point, the current housing slowdown has followed the usual historical pattern. VWhen the market
cools off and sellers can't get the price they expect, their first reaction is to hold on to the house in
expectation that prices will rebound. Typically, the inventory of unsold homes rises in the first year of the
slowdown, while prices (at least as reported) remain firm. After a year, sellers capitulate, and either take
their homes off the market and abandon the desired trade-up or accept the lower price offered. On
average, it takes about two years for this phase to work out. Right now, the housing market is just over a
year into the cycle's down part.

The end of this boom presents two dangers to the economy: First, lower housing activity will be a drag on
growth. We expect housing starts to drop from 2.07 million last year to 1.88 million in 2006 and 1.64 million
in 2007. Second, the higher interest rates and lack of further appreciation will restrict homeowners' ability
to get capital from their homes through cash-out refinancing or home-equity loans, thus hurting spending
power. If the declines are gradual, the slowdown will be moderate, as the Fed wants.

A Softer Home Market

Housing sales and starts have dropped sharply in the past few months, even after removing the weather-
related bounces. More tellingly, the number of unsold homes on the market has surged, with the supply
reaching 7.5 months of sales in February, up from 4.0 months in early 2005. The 6.30 million existing
homes sold (annual rate) in August were down sharply from one year earlier (7.21 million), and the median
sale price has dropped 1.7% from a year earlier, to $225,000.

10/16/2006
CONFIDENTIAL
PHH-ROSENTHAL-CFPB-013211

CFPB-PHH-00141797



Page 2 of 5

2014-CFPB-0002 Document 55-30 Filed 10/31/2014 Page 52 of 55

Hnusmg Has Tupped Dut

—-—-L@ed:an ;m::e Home inventory
{ieft S-_cu: i?’ight -:cuEg
Median sales price )
. Fonth's supply
(D00s) ! o
2&0 a2
r 7.5
22g —— 7.0
‘u‘/
+ &5
280 W.ﬂ,. ‘I 5.0
[\/\/ // =
172 £
WW‘\/\/\M / w2
150 4.0
+ 2B
125 e 28
19828 20040 2001 2002 2003 2004 2005 2006
Souwrce; Hational Association of Realiors.
& Standard & Poor's 2006,

The picture for new homes is similar, but weather has been more of a factor here. Housing starts surged in
January to an annual rate of 2.3 million, but that reflected Mother Nature, not economics. Starts have since
retreated to 1.67 million in August, down 20% from a year earlier. New home sales dropped to 1.05 million
in August from 1.25 million 18 months earlier, while the inventory of unsold new homes rose to a 6.6
months' supply from 4.4 months in early 2005. Buyers are canceling contracts because of inability to sell
their current home. The median price of a new home fell to $237,000 from $240,100 last August, but that

may reflect changed mix of size and region more than pricing.

Home prices are finally rising less than household income, at least over the past six months. The price-
income ratio for the average existing single-family home has dropped to 3.31x average household income
from its height of 3.46x in third-quarter 2005. The ratio is still far above its historical average of 2.65, but it
has peaked. We expect the ratio to drop in the next few years, as home prices stabilize while incomes

continue to rise.
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Although we expect home prices to stabilize nationally, they'll drop in some metropolitan areas. Those at
risk are: regions with weak employment (e.g., Michigan); regions with very high ratios of home prices to
incomes (e.g., California, New York City); and regions with both high prices and high percentages of
income properties and second homes (e.g., South Florida). The market for second homes and investment
properties is always more cyclical than that for primary residences. If a family can't sell its primary
residence, it will usually just stay put and cancel the contract on the home it intended to buy. But if the
family can't get its price on an investment property or second home, particularly if it's distant from the

family's primary residence, the home may well be dumped for whatever price is offered.

The Most Overpriced Markets

Ratio of median home price to median income, 2005

($ 000s) Median House Price Median Household Income Price/lncome Ratio
San Diego-Carisbad-San Marcos, CA 604.3 43.3 14.0
Los Angeles-Long Beach-Santa Ana, CA 691.9 51.8 13.4
San Francisco-Oakland-Fremont, CA 715.7 56.3 12.7
San Jose-Sunnyvale-Santa Clara, CA 7445 65.4 1.4
Honolulu, HI 590.0 60.5 9.8
Miami-Fort Lauderdale-Miami Beach, FL 3711 43.1 8.6
New York-Northern New Jersey-Long Island, NY-NJ-PA 446.5 56.1 8.0
Riverside-San Bernardino-Ontario, CA 3742 50.8 74
Reno-Sparks, NV 349.9 49.0 71
Seattle-Tacoma-Bellevue, WA 316.8 44.5 71

Source: Census

The Outlook For Housing Activity

Housing remains affordable by historical standards, however, affordability, as measured by the National
Assoc. of Realtors' index, slumped to 106 in the second quarter of 2006, down sharply from 143 in third-

10/16/2006
CONFIDENTIAL
PHH-ROSENTHAL-CFPB-013213

CFPB-PHH-00141799



Page 4 of 5

2014-CFPB-0002 Document 55-30 Filed 10/31/2014 Page 54 of 55
quarter 2003 and the record 152 in the first quarter of 1972. The index is based on the ratio of median
income to the monthly payment needed (principal, interest, taxes, insurance) to support the median new
home. Low interest rates had raised affordability to the highest level since 1973, but higher home prices
and rising mortgage rates have pushed it back to average. The record low was 64 in the second quarter of
1981, when mortgage rates were in double digits. Current affordability should still support the record 69%
homeownership rate in the U.S.

Starts will be propped up by the need to rebuild about 350,000 homes lost in last year's hurricanes.
Rebuilding has proceeded more slowly than we had expected, however, because of the delays in
reconstructing the levee system around New Orleans. Still, this will be some support for housing starts this
year and next.

The net result will likely be a 25% drop in housing starts to 1.64 million in 2007 from the 23-year high of
2.07 million in 2005. In most economic cycles, housing starts drop under one million at the trough,
although 2001 was a major exception. The rise in mortgage rates is significant, but from a very low level,

which keeps affordability in a realistic range.

Chart 3

. Hausmg Starts Moderate A;sﬁinﬂgag& Rates Rise

Ztars

Single-Tamily - = = ~fjordgage rate
tright scale)

(RHLY (%}

2z + 10

1)

[ei]

451

1980 1882 1594 1836 158%8 2000 2002 2004 2006 2002

Source: Densus Bursaw and Freddis Mac, Projections: Standard & Poor's

& Ztandard & Poor's 2004,

The Impact On The Economy

The weaker housing market will hit the economy in two ways: First, falling construction activity will have a
direct negative impact. Second, higher mortgage rates and an end to strong price appreciation will restrict
Americans' abiiity to take cash out of their homes.

Residential construction activity is expected to fall only 3.7% (2000 chain-weighted dollars) this year, but
11.8% next year. The 2006 data are helped by the strong start to the year, the carryover of 2005 activity,
and the post-hurricane rebuilding. In 2007, these supports will disappear. The direct impact on the
economy is significant, since residential construction constituted 6.1% of GDP in 2005, and constituted 0.4
percentage point of last year's 3.2% real GDP growth. This year, the contribution will be negligible (less
than 0.1 percentage point), while next year it will be negative 0.7 percentage point. The housing sector will
thus cause a swing of more than a full percentage point in real GDP growth between 2005 and 2007—
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more than the total slowdown expected for real GDP (3.2% in 2005 to 2.1% in 2007).

The second impact is through the reduced ability of Americans to use their homes as giant ATM machines.
Homeowners have tapped nearly $700 billion in home equity in the past two years as cash-out refinancing
or home equity loans, or about 3.5% of disposable income. Based on Federal Reserve survey data, we
estimate that one-third of that was spent on home renovation, and is thus included in the impact of
residential construction discussed above. The second most prevalent use of this money was for education.
We expect that education funding not raised from home equity loans will instead be raised in student
loans. The other (nearly half) of refi or home equity proceed uses are likely to be for general consumption,
however, especially since we believe that debt reduction (the third-ranked use) is just a way to finance
consumer spending.

However, homeowners still have ample home equity to borrow against. The overall loan-to-value ratio in
the housing market remains moderate, rising to 46% in the second quarter of 2006 from 42% in 2000. The
ratio of mortgage debt to disposable income has risen to a record 98%, but that reflects the rise in home
ownership and prices, not an increase in leverage. Raising cash from homes will cost more than in the
recent past, and that should discourage borrowing. The weaker housing market and rising mortgage rates

will thus deter consumer borrowing and spending, but probably not as much as some people believe.

If It Goes Wrong

A slow deflation of the housing bubble is thus a drag on the economy, but it's not likely to cause a major
crisis or recession. However, a sudden jump in mortgage rates could trigger a sharper decline in home
prices and housing starts. Homes are currently about 20% overvalued nationally, compared with their
historical ratio to income. But they're about 30% overvalued in the Northeast and on the West Coast, and
only about 10% high in the rest of the country.

If the adjustment occurs suddenly, troubles will be much worse. A 20% drop in the national average home
price, combined with a 50% drop in home sales and starts, would take about 1.5 percentage points off
growth in 2007 and 2008. With GDP expected to increase by only 2.1% in 2007, such a scenario would
push the economy perilously close to recession. That could be avoided if the Fed moves quickly. But if
Bernanke & Co. are constrained, perhaps by a falling dollar or the need to finance the twin deficits, a
recession is very possible.

Analytic services provided by Standard & Poor's Ratings Services (Ratings Services) are the result of separate activities
designed to preserve the independence and objectivity of ratings opinions. The credit ratings and observations contained herein
are solely statements of opinion and not statements of fact or recommendations to purchase, hold, or sell any securities or make
any other investment decisions. Accordingly, any user of the information contained herein should not rely on any credit rating or
other opinion contained herein in making any investment decision. Ratings are based on information received by Ratings
Services. Other divisions of Standard & Poor's may have information that is not available to Ratings Services. Standard & Poor's
has established policies and procedures to maintain the confidentiality of non-public information received during the ratings
process.

Ratings Services receives compensation for its ratings. Such compensation is normally paid either by the issuers of such
securities or third parties participating in marketing the securities. While Standard & Poor's reserves the right to disseminate the
rating, it receives no payment for doing so, except for subscriptions to its publications. Additional information about our ratings
fees is available at www.standardandpoors.com/fusratingsfees.

Copyright © 1994-2006 Standard & Poor's, a division of The McGraw-Hill Companies.
All Rights Reserved. Privacy Notice

- the McGraw Hill compantes
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Cautionary Statement

Cautionary Statement: Statements in this presentation that are not historical facts or that relate
to future plans, events or performance are "forward-looking" statements within the meaning of
the Private Securities Litigation Reform Act of 1995. These forward-looking statements include
our discussion of The PMI Group, Inc.’s (PMI or the Company) deep-cede captive reinsurance
structures and the assumptions, rationales and conclusions of Milliman, Inc. described in this
presentation with respect to PMI’'s deep-cede captives and their financial impact on PMI.
When a forward-looking statement includes an underlying assumption, we caution that
assumptions are inherently uncertain. Assumed facts almost always vary from actual results
and the difference between assumed facts and actual results can be material. Forward-
looking statements are subject to a number of economic risks and uncertainties including, but
not limited to, changes in economic conditions, economic slowdowns, adverse changes in
consumer confidence, declining housing values, higher unemployment, deteriorating borrower
credit and changes in interest rates. Forward-looking statements are also subject to legislative
and regulatory developments, and regulatory investigations relating to the insurance industry,
including captive reinsurance arrangements. We cannot predict the scope, timing or outcome
of legislative or regulatory developments or investigations. Other risk and uncertainties are
discussed in the Company's filings with the Securities and Exchange Commission, including
our report on Form 10-K for the year ended December 31, 2004 and Form 10-Q for the
quarter ended March 31, 2005.
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Milliman Analysis Qualifications and Limitations

In performing this analysis, Milliman relied on loss data, PMI's standard reinsurance agreements, insured loan volume, and other information provided
and represented to us by PMI. Milliman has not audited, verified, or reviewed this data and other information for reasonableness and consistency. Such
a review is beyond the scope of Milliman’s assignment. If the underlying data or information is inaccurate or incomplete, the analysis may likewise be
inaccurate or incomplete.

Any study of future operating results involves estimates of future contingencies. While Milliman’s analysis represents our best professional judgment,
arrived at after careful analysis of the available information, it is important to note that a significant degree of variation from our projections is not only
possible, but is in fact probable. The sources of this variation are numerous: future national or regional economic conditions, mortgage prepayment
speeds, and legislative changes affecting the program are examples. Furthermore, Milliman assumed the average nationwide claim experience
provided by PMI is appropriate. This experience has substantial geographical and lender diversification. To the extent that a lender’s insured loan
volume, risk profile or claims experience differs significantly from our assumptions, the resuilts of our analysis may not be appropriate (In general, we
believe that risk and variability increases as a lender’s operations get more regionally concentrated than inherently diverse national experience, and high
variability makes it easier to satisfy the tests described herein.) Also, Milliman assumed that PMI’s current primary mortgage insurance rates are
reasonable relative to their risk, although we have not conducted an independent review of primary rates.

Milliman analyzes structures using standard actuarial methods. A Monte Carlo simulation generating forecast values consistent with the selected
probability distributions and random variable correlation was used to project the distributions of outcomes at various confidence levels. Milliman
selected this kind of simulation since it illustrates the variability inherent in our forecasts. A simulation model illustrates the projected impact of actual
results varying from projected results due to estimated variability inherent in the insurance process. This variability is referred to as process risk. The
simulation does not reflect the variation of actual results from projections due to parameter risk or specification risk. Parameter risk refers to the risk or
uncertainty associated with the selection of the parameters underlying the applicable projection model. Specification risk refers to the risk or uncertainty
surrounding the selection of the type of model used for the forecast. Milliman did not attempt to quantify the impact of parameter or specification risk.

Milliman expresses no opinion as to the accounting treatment of programs by PMI or others, as this is outside the scope of our expertise. Also, Milliman
is not opining on the capital adequacy or financial condition of PMI or any of its reinsurers. Furthermore, Milliman’s analysis should not be construed as
a legal review of any prospectus, contract, materials or agreements, as this is beyond Milliman’s area of expertise.

Iin evaluating whether the ceded premium is reasonable relative to the ceded risk, Milliman determines whether the ceded premium is within a range of
reasonable prices based on a simulation of projected financial results for the reinsurer. Milliman estimates the expected financial performance under the
contract based on the average penetration of losses into the reinsured layer under the projected scenarios and compares the underwriting performance
and returns to those of the primary mortgage insurers. As a neutral party providing our opinion, Milliman does not determine whether a particular
reinsurance structure is more advantageous for the ceding company or the reinsurer. Many factors affect a company’s decision to enter into particular
reinsurance contracts (e.g., risk appetite, capital, earnings volatility, and risk management considerations are several examples). it is PMI's ultimate
decision as to whether or not they enter into any particular reinsurance agreement.
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The PMI Group, Inc.

O International provider of credit enhancement products
that promote homeownership and facilitate mortgage
transactions in the capital markets.

Financial strength at March 31, 2005:
e Combined?! Insurance in Force $267 billion
e Combined? Risk in Force $140 billion

@ Consolidated financial results for the First Quarter of 2005:

e Total Revenues $274.8 million e Cash and Investments $3.6 billion
e Net Income $101.2 million e Total Assets $5.2 billion
e Diluted EPS $1.00 e Shareholders’ Equity $3.2 billion

O Headquartered in the San Francisco Bay Area with offices in Australia, New
Zealand, Hong Kong, Ireland, England and Italy.

* “Combined” includes results from U.S. Mortgage Insurance Operations, CMG and subsidiaries, PMI Australia and PMI Europe

4
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Executive Summary

PMI’s beliefs about captive reinsurance agreements:

e Captives align the interests of PMI and the lenders on origination quality, servicing and loss
mitigation.

e Captives create operational efficiencies, enabling PMI to lower its expense ratio.
e Captives serve as an important source of reinsurance to protect against market downturns.
e Captives are a source of capital due to the trust account structure within the agreements.

PMI contracted with consulting actuaries, Milliman, Inc. (Milliman) under the
supervision of the Chief Financial Officer, to conduct an independent actuarial study of
deep-cede captives to examine the following two issues:

e Whether deep-cede captives meet the requirements for risk transfer as defined below;
e Whether the premium ceded is reasonable in relation to the ceded risk;
e Whether the returns are reasonable on a risk adjusted basis.

Statement of Financial Accounting Standards No. 113 Accounting and Reporting for
Reinsurance of Short-Duration and Long-Duration Contracts (SFAS 113), outlines the
following condition that must be met for risk transfer:

e It must be reasonably possible that the reinsurer realize a significant loss (Para. 9B)

PMI believes that the widely recognized industry guidance of a 110% present value
loss ratio (at a 10% probability level) is the generally accepted test to meet the
transfer of risk criteria.
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Executive Summary

¢ Milliman reached several conclusions in the study:

e PMI’s deep cede reinsurance programs satisfy the transfer of risk requirement of SFAS 113
since the probability of significant loss to the reinsurer is more than remote.

e PMI’'s deep cede reinsurance structures offer ceded premium levels that are reasonable in
relation to ceded risk.

e PMI’s deep cede reinsurance structures offer reasonable risk adjusted returns and reduce
PMI’s volatility of returns.
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Executive Summary

¢ Milliman is one of the largest consulting and actuarial firms in the United States:

®

Milliman is a firm of consultants and actuaries serving the full spectrum of business,
governmental, and financial organizations.

Founded in 1947, the firm has 32 offices in the United States as well as offices in
Bermuda, Hong Kong, London, Madrid, México City, Milan, Sdo Paulo, Seoul, and
Tokyo.

Milliman is a founding member of Milliman Global, a global organization of consulting
and actuarial firms.

Within Milliman’s property and casualty division it maintains actuarial, mortgage,
financial guaranty, risk management, claims, rating agency, and economics consulting
practices.

Milliman’s dedicated Mortgage Practice is a member of the Mortgage Banker’s
Association, as well as the American Bankers Insurance Association, and has
participated in and presented at many of their events.

Milliman’s mortgage insurance clients include many of the nation's largest private
mortgage insurers and mortgage originators.
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Milliman’s Report

¢ Milliman’s Report is a detailed, technical analysis of certain PMI reinsurance programs.

¢ Milliman’s Report was prepared for the use of PMI, and not intended to benefit or create a
legal duty to any third party.

¢ Participants on this call should be advised by actuaries or other professionals to properly
interpret the results herein.

¢ Milliman is a firm of actuaries and consultants, and not accountants or auditors. Milliman’s
work, therefore, does not assure compliance with accounting standards, as only
accountants or auditors may do that.
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Analysis Outline

¢ Milliman was retained by PMI to independently evaluate the financial impact of two
deep-cede captive mortgage reinsurance structures:

PMI Deep Cede Excess of Loss (XOL) Contract - A reinsurance contract defined by a net
ceded premium equal to 38.2%, a reinsured layer beginning at 3.7% of original risk
insured and a maximum risk layer of 9.1% of the original risk insured.

4-10-40 XOL Contract - A typical deep cede reinsurance contract with a net ceded premium
equal to 40% of the primary mortgage insurance premium, a reinsured layer beginning at
4% of original risk insured and a maximum risk layer of 10% of the original risk insured.

The PMI Deep Cede XOL Structure will be the focus of this presentation; similar
results were obtained for the 4-10-40 structure.

¢ Milliman analyzed the captives under the following tests:

Transfer of Risk - Whether the defined captive mortgage reinsurance structures would
meet the transfer of risk requirements of SFAS 113.

Price Relative to Risk - Whether the specific captive mortgage reinsurance structures
would likely meet the test specified by HUD that the compensation paid to the captive
reinsurer must not exceed the value of such services.

Risk Adjusted Return -Whether the specific captive mortgage reinsurance structures
would offer reasonable rates of return after reinsurance relative to rates of return before
reinsurance.
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Example of a Captive Reinsurance Structure

¢ PMI's Captive Reinsurance Structures

PMI cedes to the captive reinsurer a percentage of the gross written premium to reinsure a
percentage of the original risk insured for a given book year of business.

In return for the premium, the captive reinsurer assumes a second-loss position (after PMI
pays losses up to a first-loss position) consisting of a specified percentage of the original risk
insured for each book year of business.

¢ Example of a PMI Deep Cede XOL Contract reinsurance structure

A sample portfolio of insured mortgage loans total $100 million with an average mortgage
insurance coverage rate of 25%. PMI, the primary mortgage insurer, would insure $25 million
in gross risk.

PMI will cede 38.2% of the gross written premium to the reinsurer to reinsure a percentage of
the original risk insured.

PMI would pay losses up to the first loss attachment layer of 3.7% of gross risk, or $925,000
(i.e. 3.7% x $25MM).

The reinsurer will pay losses in excess of $925,000 up to $3.2 million for a maximum exposure
of $2.275 million (i.e. 9.1% x $25MM).

All losses in excess of $3.2 million are the responsibility of PMI.

10
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Example of a Captive Reinsurance Structure

PMI Mortgage Insurance Co.
Total Losses Paid per $100 Million of New Insurance Written with 25% Average Coverage
38.2% Net Premium XOL Reinsurance Structure with 3.7% First Loss Attachment and 9.1% Aggregate Risk Assumption
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Description of Reinsurance Structure

¢ Important considerations of PMI’'s captive reinsurance agreements:

All captive trust accounts are regulated by Arizona and New York State insurance regulations,
as well as GSE guidelines.

OCC/OTS/Federal Reserve oversee the activities of captive reinsurance subsidiaries of banks
they regulate. PMI continues to comply with procedures specified in the now-expired
Baynham settlement.

The reinsurer supports the reinsurance with contributed capital and the ceded net premium is
deposited into a trust. The initial capital contribution required is 10% of the first year’s
reinsured risk (i.e., a risk to capital ratio of 10:1).

Trust accounts are established for multiple book years. Therefore, the reinsurer has the
ability to utilize capital and retained earnings from profitable book years to satisfy losses of
unprofitable book years (i.e., cross collateralization).

A trust account is established at an independent trustee bank with PMI as the named
beneficiary.

Trust account disbursements are subject to PMI’s formal written consent and are monitored
and administered by PMI.

Dividends to the reinsurer may be released only if capital exceeds the greater of 20% of
reinsured risk and 102% of required reserves.

Trust assets must be invested in eligible securities.

12
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Historical Performance Data

¢ Milliman collected 24 years of default and prepayment data from PMI and used the
data to develop a Monte-Carlo simulation resulting in 10,000 scenarios of a
mortgage insurer’s book of business.

e Milliman used the simulation model to quantify the impact of deep-cede captives on
loss ratios, internal rates of return, and returns on equity for both the captive and PMI.

e Milliman looked at both the expected results and volatility of the results before and
after the use of deep-cede captives.

¢ Using the supplied data and its analysis of the ultimate book year performance,
Milliman estimated probability distribution functions for each book year’s ultimate
loss and prepayment rates.

e The probability distribution function for loss rates (losses paid divided by original risk)
that Milliman selected is a lognormal distribution with a mean of approximately 5.6%
and a median of 4.1%.

> The resulting mean of 5.6% implies that, over time, deep-cede captives are
reinsuring a portion of expected losses as well as catastrophic losses.

> The resulting median of 4.1% suggests that over half of the scenarios in
the distribution may lead to a loss to the captive.

¢ Milliman estimated that loss rates and prepayment rates are negatively correlated.

e The longer on average the mortgage insurance policies remain on the books, the more
likely that the book will have higher cumulative ultimate loss rates.

13
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Description of Analysis

L 2

SFAS 113 states that a contract must meet the following two conditions to receive
short-duration reinsurance accounting treatment:

1. The reinsurer must assume significant insurance risk under the reinsured portions of
the underlying contract; and

2. It must be reasonably possible ("*more than remote”) that the reinsurer realize a
significant loss.

PMI believes that the widely recognized industry guidance of a 110% present
value loss ratio (at a 10% probability level) is the generally accepted test to meet
the transfer of risk criteria.

Milliman simulated pro-forma financial statements for the reinsurer for a single
book year under various performance scenarios. Next, they calculated the net

present value of the reinsurer’s cash flows under each of the defined contracts

and calculated a discounted loss ratio.

e The present value loss ratio is defined as the ratio of the present value of paid losses to
the present value of premiums received recognizing that both cash flows may be
discontinued if the reinsurer’s assets are depleted.

e The single book year analysis assumes no cross-collateralization between book years.

Milliman simulated pro-forma financial statements for over 10,000 scenarios and
derived the scenario for which 10% of the outcomes resulted in a higher loss ratio

e Milliman used this 10% probability scenario as the basis for the net present value
analysis shown on the following page.

e In the 10% probability scenarios, the losses satisfied by the reinsurer were less than
the losses submitted to the reinsurer since the contract is discontinued once the
reinsurer’s assets are depleted.

14
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¢ Under the PMI Deep Cede XOL Contract, for the 10% probability scenario, the

captive’s net present value loss ratio is 124%:

Using the most
conservative
assumption, by year
7 the reinsurer’s
assets have been
depleted.
Therefore, the
primary insurer
discontinues ceding
premiums to the
reinsurer.

1 $0 $0 $0 $1,196 $0 $1,196

2 0 0 0 2,192 0 2192

3 0 0 0 1,831 0 1831

4 2,568 2,568 0 1,434 0 1434

5 5,683 5,683 0 1,099 0 1099

6 4,766 3,236 1,530 835 0 835

7 2,927 0 2,927 635 635 0

8 2,018 0 2,018 488 488 0

9 1,120 0 1,120 378 378 0

10 785 0 785 295 295 0

11 547 0 547 231 231 0

12 416 0 416 0 0 0
Total $20,831 $11,488 $9,343 $10,614 $2,027 $8,588
Present Value $9,611 $7,744
Present Value Loss Ratio 124%
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Conclusions

¢ Milliman concluded that the reinsurance program satisfies the transfer of risk
requirements of SFAS 113 since the probability of a significant loss to the reinsurer
is more than remote under the PMI Deep Cede XOL Contract structure.

e Approximately 10% of the scenarios generated a loss outcome which resulted in a
124% present value loss ratio. This loss ratio assumes the contract is discontinued if
the reinsurer’s assets are depleted.

e Milliman believes that the 24% loss in excess of premiums under the reinsurance
structure demonstrates a substantial loss under a reasonably possible scenario.

> PMI believes a 110% present value loss ratio (at a 10% probability level) is the
generally accepted test to meet the transfer of risk criteria.

¢ Importantly, Milliman’s analysis also noted that the SFAS 113 analysis
conservatively focused on the performance of a single book year.

e In a multiple book year scenario (with additional capital from contingency reserves,
unassigned surplus and potential capital contributions from previous and subsequent
book years) it is more likely that all (or a greater portion) of the reinsured losses would
be satisfied under the stress scenario due to cross-collateralization.

e If all the captive’s losses are satisfied through cross-collateralization, Milliman concluded
that at the 10% probability level, the present value loss ratio is 180%.
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Description of Analysis

¢ Milliman also analyzed whether the captive mortgage reinsurance structure would
likely meet the test specified by Department of Housing and Urban Development

(HUD) that the compensation paid for the reinsurance does not exceed the value
of the reinsurance.

e The specific test is identified in the August 6, 1997 letter of the Department of Housing
and Urban Development ("HUD") with respect to compliance of captive mortgage
reinsurance arrangements with the Real Estate Settlement Procedures Act (HUD Test).

¢ Milliman formulated their opinion by analyzing whether:

e The average reinsurance underwriting results, as measured by loss ratios, are
reasonable in relation to those of primary mortgage insurers.

e The cumulative return on capital for the reinsurer is reasonable relative to returns on
capital for primary mortgage insurers.

e Any decrease in PMI’'s return as a result of the captive reinsurance is offset by a
corresponding decrease in volatility as measured by the Sharpe Ratio.
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Loss Ratio Analysis

¢ Milliman concluded that the reinsurance coverage provides the primary company
with significant reinsurance protection attaching at projected profitable levels for
the primary company and reducing volatility in the years with above-average

losses.

e The following table demonstrates the reinsurer’s more volatile performance by showing
the loss ratios at various probability levels for the PMI Deep Cede XOL Contract.
(Captive reinsurance projected loss ratios are in the column marked “ceded”).

PMI Mortgage Insurance Co.
Loss Ratio Comparison at Probability Levels

PMI Deep Cede XOL

This means there is a 80%

chance that the Reinsurer's loss
ratio is 95% or less. Therefore,
there is a 20% chance that the

Reinsurer's loss ratio will be

higher than 95%.

-

Probability Level Net Primary Insurer Ceded
50% 50% 7%
60% 51 26
70% 53 53
80% 54 95 =~
90% 57 180
95% 99 218

¢ The probability levels above represent the probability that a single book year has
a projected loss ratio at or below the indicated level.

e The table shows that the reinsurance provides significant protection to PMI and also
significantly reduces the volatility of the loss ratio.

18

CFPB-PHH-00042284



6. Analysis of Price RelathwertoDRisdt55-31 Filed 10/31/2014  Page 21 of 34

Loss Ratio Analysis

¢ Milliman further examined the volatility of loss ratios by segmenting the
simulation results by the number of outcomes by present value loss ratios as
shown in the graph below:

PMIMortgage Insurance Co.
PMI Deep Cede XOL Contract - Single Book
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/ \ | =PV Gross Loss Ratio ~& PV Net Loss Ratio
1,000 / \

800 /

600 /\

400
% of Loss Ratio Trials > 100%
Gross =8.42% Net=4.26%
200

LNt At 2t I 1t At S A s At M At M s A A R i i R f T
0 009 018 027 036 045 054 063 072 08> 09 099 108 117 126 135 144 153 162 177 1.8 189 198

1

Number of Qutcomes

1 . . Less Ratio
Out of 10,000 Simulated Scenarios

¢ Prior to reinsurance, PMI's present value loss ratio distribution was consistent with the
general lognormal distribution of ultimate loss rate performance. Subsequent to
reinsurance, a greater percentage of outcomes are grouped around the expected

mean loss ratio.
19
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Conclusions

¢ Milliman cited these results as evidence that the PMI Deep Cede XOL Contract
ceded premium levels are reasonable in relation to the ceded risk:

e The average reinsurance underwriting results, as measured by loss ratios, are
reasonable in relation to those of the primary mortgage insurance company.

e There is significant reinsurance protection attaching at profitable levels for PMI.

20
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Rate of Return Analysis

L 4

Continuing the price relative to risk analysis, the reinsurer’s return for the defined

reinsurance structure was compared to the primary company’s returns on two
basis:

1. The internal rate of return of dividends to the owner of the captive reinsurer, and
2. The cumulative average return on statutory capital of the captive reinsurer.

Milliman studied the return on capital for the active mortgage insurance industry

for the past twenty-seven years and concluded the average industry return is
15.8%.
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Reduction of Volatility of Returns

¢ As in the loss ratio volatility analysis, Milliman segmented the simulation results
by the number of outcomes by return-on-equity classes.

e The results of the Monte Carlo simulations are shown on the graph below.

e The distribution of returns after captive reinsurance are more tightly grouped, with
both upside and downside outcomes reduced, meaning that PMI’s volatility of return

has been reduced.

PMI Mortgage Insurance Co.
PMI Deep Cede XOL Contract - Single Book
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Reduction of Volatility of Returns

¢ Milliman quantified the volatility of returns in the following table:

PMI Mortgage Insurance Co.
Reinsurance Structures Analysis
Comparative Financial Results -- Return-on-Equity
PMI Deep Cede XOL Program

Gross Net
PMI PMI /l
Mean ROE is slightly
reduced
Mean 18.8% 16.1% ———5—
Standard Deviation 15.6% 11.1%
____.J Volatility i d d
Coefficient of Variation 0.83 0.69 1 cratiity s reduice

Median 24.6% 16.4% Outcomes with ROE
equal to or less than 0%

% Outcomes <= 0% ROE 9.9% 5'2%<|\| are reduced

¢ PMI’s return-on-equity (prior to any reinsurance impact) is 18.8%. Subsequent to reinsurance,
PMI’s return-on-equity is reduced slightly to 16.1%.

Although PMI’s resulting return-on-equity under the captive reinsurance contract is lower, the
benefits of the reinsurance are demonstrated in the transfer of risk under adverse scenarios and by
the overall reduction in volatility of PMI’s return-on-equity expectations.

The number of outcomes with return-on-equity less than 0% (a point at which cumulative net income
is less than or equal to 0% cumulative average capital) is reduced from 9.9% to 5.2%.
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Sharpe Ratio Analysis

¢ Milliman was able to compare the trade-off between the reduction in return on equity and the
reduction in volatility by calculating the Sharpe Ratio.

e The Sharpe Ratio is often used by portfolio managers to examine the trade-off between risk and
return. The higher the Sharpe Ratio, the more attractive the investment on a risk-adjusted basis, all
else held equal.

e The Sharpe Ratio is calculated by subtracting the risk-free rate of return from the expected return
and dividing the result by the standard deviation of the return.

e The risk-free rate of return was assumed to be 4% based on long-term Treasury securities.

PMI Mortgage Insurance Co.
Reinsurance Structures Analysis
Comparative Financial Results -- Return-on-Equity
PMI Deep Cede XOL Program

Gross Net

PMI PMI
Mean 18.8% 16.1%
Standard Deviation 15.6% 11.1%
Sharpe Ratio 0.95 1.09

¢ PMP’s Sharpe Ratio, and thus PMI’s risk-adjusted return, is improved with the use of the captive
structure.

e While the risk-adjusted return is better after captive reinsurance, absolute returns are reduced as
less capital is utilized.

e The increase in the Sharpe Ratio supports the assertion that the premium relative to the ceded risk
is appropriate. .
" AT |
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Conclusions

¢ Milliman concluded that net risk adjusted return on equity to PMI after deep-cede
reinsurance is reasonable compared to the risk adjusted return prior to
reinsurance.

e PMI’s mean return on equity with the Deep Cede XOL Contract is 16.1% and when
viewed in conjunction with the transfer of risk and the reduced volatility of returns,
offers a reasonable return when compared to the average return for the industry.

e PMI’s Sharpe Ratio is improved with the use of the captive reinsurance structure, which
supports the conclusion that reinsurance premiums are reasonable relative to the ceded
risk.

e PMI’s returns are enhanced in above average loss years.
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Summary of Conclusions

L 4

PMI’'s deep-cede captives satisfy the transfer of risk requirements of SFAS 113.

e Milliman concluded that the probability of a significant loss to the reinsurer is more
than remote under the PMI Deep Cede Structure.

PMI’'s deep-cede captives offer reasonable price relative to risk.

e Milliman concluded that ceded premium levels are reasonable in relation to the ceded
risk.

PMI’s risk-adjusted return is improved with deep-cede captive reinsurance.

e Milliman’s study shows how risk-adjusted return, as measured by the Sharpe Ratio,
improves with the use of captives.

Milliman’s study shows that the net risk adjusted return on equity to PMI after
deep-cede reinsurance remains reasonable to the risk adjusted return prior to
reinsurance.
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Appendix

27

CFPB-PHH-00042293



Appendix — Exhibit A2014-CFPB-0002 Document 55-31  Filed 10/31/2014 ~ Page 30 of 34

Captive Reinsurance Regulatory Requirements

¢ Captive reinsurance in the mortgage insurance industry is highly regulated:
e State Departments of Insurance:

» Arizona - Captive reinsurance agreements must meet certain statutory and regulatory
requirements for PMI to receive credit for reinsurance. This includes the requirement
for the captive insurer to hold contingency, loss and unearned premium reserves in
investment restricted trust accounts of which a mortgage insurer is the sole beneficiary.

> NY, CA - Impose their regulations on credit for reinsurance to both domestic and
foreign insurers.

> Reinsurer’s state of domicile — Financial statements, actuarial opinions on loss reserves
must be filed annually.

e HUD: HUD has, by letter, set certain standards that are used to evaluate whether captive
reinsurance programs may violate the Real Estate Settlement Procedures Act (RESPA).

e OCC/OTS/Federal Reserve: Oversee the activities of captive reinsurance subsidiaries of
banks they regulate.

e Captive Review: Each captive program structure is reviewed by an independent auditor
or consultant and the transfer of risk requirements in accordance with SFAS 113 are
verified before PMI enters into the program structure.

e Freddie Mac and Fannie Mae (GSEs): In an effort to control counterparty risk, GSEs
have issued MI Eligibility/Qualified Requirements. These requirements set strict standards
around captive reinsurance arrangements with lenders, including:

> Reinsurance agreements must be eligible for reinsurance accounting and must
constitute a risk transfer as defined by SFAS 113.

» The imposition of minimum and dividend capital levels (10:1 and 5:1, etc.).

> Requiring a minimum restricted asset balance not less than $35 million in aggregate for
all in force agreements in order for a captive reinsurer to assume a premium cede
greater than 25%.
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Contractual and Capital Requirements

¢ A Reinsurance Agreement and related Trust Agreement must be negotiated and
executed by all parties.

¢ Captive trust accounts are regulated by Arizona and New York State insurance
regulations, as well as GSE guidelines.

¢ Trust assets must be invested in eligible securities to ensure the security of the
trust assets, including:

e Conservative investment standards as defined by New York statute.
e Assets must be readily marketable and investment-grade securities.

¢ A trust account is established at an independent trustee bank with PMI as the
named beneficiary.

e Beneficiary EPMI) shall have right to withdraw trust assets at any time without notice
to Grantor (lender).

¢ The lender must fund the trust account with a minimum 10% of first year’s risk
ceded irrespective of any premiums ceded into the trust

e Failure to contribute initial capital or any portion thereof results in reinsurance
agreement termination.

e Reinsurer loses these deposits and any other trust balances if it fails to make any
subsequent required deposits.

¢ 100% of ceded premiums are deposited into the trust account

e At all times, the minimum trust balance must be the greater of 10% of reinsured risk
and 102% of required reserves.

e Failure to maintain minimum capital levels results in reinsurance agreement
termination.

e Terminations result in all trust assets being transferred to PMI, reassumption of all
ceded business and cancellation of rights and obligations under reinsurance
agreement.
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Key Assumptions

¢ Milliman’s analysis is based on these modeling assumptions as represented to
Milliman by PMI:

Single book of business with $1 billion in new insurance written.
A corporate effective tax rate of 35%.

An average rating agency required risk-to-capital ratio of 19.5 (dollars of risk in force)
to 1 (dollars of required rating agency capital) prior to reinsurance.

An average pre-tax investment yield of 5.0% to the primary insurer and 4.0% to the
reinsurer.

An expense ratio of 20% for PMI related to servicing lenders with excess-of-loss (XOL)
reinsurance contracts.

The mix of business by product type and loan-to-value ratio (shown in the following
table) was selected to represent PMI’'s average distribution of borrower-paid MI at the
time of the analysis.

PMI Mortgage Insurance Co.
Key Modeling Assumptions
Mix of Business Distribution
Product LTV Percent Coverage Premium
Fixed Rate: 97% 10.2% 35.0% 0.96%
95% 26.2% 30.0% 0.78%
90% 34.1% 25.0% 0.52%
85% 14.4% 12.0% 0.32%
Adjustable Rate: 97% 1.8% 35.0% 1.21%
95% 4.6% 30.0% 0.92%
90% 6.0% 25.0% 0.65%
85% 2.5% 12.0% 0.37%
Total / Average 100.0% 25.5% 0.64%
30
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Key Assumptions

Milliman made the following additional assumptions in the analysis of return on equity:

¢ An average risk-to-capital ratio of 19.5:1 for the primary mortgage insurer prior to
reinsurance.

eViewed in the context of an MI capital model, Milliman concluded that the 19.5:1 ratio
appeared to be conservative and reasonable when applied each year in a 10-year model.

eThe assumption is consistent with PMI’s long-term pricing assumptions and below the
statutory limit of 25:1.

¢ PMI receives capital credit for the trust account assets maintained on its behalf by its
captive reinsurance partners.

ePMI represented that two rating agencies recognize the trust assets in their capital models.

¢ The amount of funds held in trust by the captives (and thus credited to PMI in its net
capital calculations) could be estimated using a 7.5:1 risk-to-capital ratio.

elt is the mid-point between the reinsurers’ minimum (10:1) and dividend-eligible (5:1) risk-
to-capital requirements.

ePMI’s current deep-cede captive reinsurers have an average ratio of 5.4:1.

¢ All reinsured losses are satisfied through sufficient capital and cross-collateralization.
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ATRIUM REINSURANCE CORPORATION
STATUTORY BALANCE SHEET

As of
December 31,
2010
ADMITTED ASSETS
Cash and cash eqUIVALCTIES. ....................ooiiiiii oo $ 984,986
Restricted short-termm IIIVESTITIEIIES ... ..eeeovveiieiee ettt ee e e 11,680,748
Invested assets, NELd I tIUSt...........ooooviiii i 252,800,347
Premiums in course of COLECHON ...........o.ooiiiiiiiiiiiiiiiii e e 5,898,600
Interest duc and accrucd.............ooii e 1,075,177
Federal income taxes receivable from parent....................cccoooviiiiioiiie e 5,608,308
DEfErred tAX ASSCE ......c.viiiieieiie ettt _ 10,352,928
Total AdMELEed ASSEES ... e $ 288.401.094
LIABILITIES, CAPITAL AND SURPLUS
Loss and loss adjustment eXPense TESEIVES ............eevurtiiiieeririeetieeiiieeetie et etie et eeeeree e e s eeees $ 113,411,535
Statutory CONINZENCY TESCTVES ... ..uvveieetietieeiaieieieieetteeeteeesteeeteeeaeeseae e e et e estaeesae e e easeeesaeeasesnns 111,215,554
Ceding commisSions PAVADIE ...............oooiiiiiii e 586,599
UNEAINEA PIOIMIUIIIS. ...ttt ettt ettt et e et e etbeeate e eesae et e e s eeeaasesbeaaseaesanbae e beeanaesensaas 348,703
DU 10 AffIHATES .......viiei et 24,440
Other HabIlIties. ........c..ooiiiii e e _ 468.016
Total Habilities . 226.054.847
CAPITAL AND SURPLUS
Common stock, no par value; 1,000 shares authorized,
1SSUCA ANd OULSIANAING .....o.veiviiitiii ittt ettt et eenes 1,500,000
Additional paid-in CAPItal................coooiiiiii e 57,089,446
UnNASSIZNEA SUTPLUS .....c.viiiiiieiie ittt ettt et ettt etteese e e b ee e e aaaeeeneeas 3.756.801
Total capital and surplus ... 62.346.247
Total liabilities, capital and surplus...........................cooiiiiiii e $ 288.401.094

See accompanying Notes to Statutory Financial Statements.

CONFIDENTIAL

PHH BOGANSKY CFPB 010477
CFPB-PHH-00103649



2014-CFPB-0002 Document 55-32  Filed 10/31/2014  Page 6 of 21

ATRIUM REINSURANCE CORPORATION

STATUTORY STATEMENT OF OPERATIONS

UNDERWRITING INCOME
Premiums €A ..o
Total UNderWITHIE INCOTIIC ........oovieiiieiiiieetece ettt ettt eee ettt e ettt et e e tte et e etaeeeebeaneeans

UNDERWRITING EXPENSES
Loss and 10SS adjusStment €XPEIISES ........c..eirvioriiiieireieeieetieetieeteieie e et eseesseese e ereeeseeieenseeeseessens

Ceding commissions

PIEemitum tAX EXPEIISES . .. ..c..eeeuieitirieetieetieetieete ittt esteettesteesteeebeeateeseetbe et eneassees et snteenteenaeeeaeseeenees

Total UNAETWITHING ©XPEISES ....ccvieeviiieiiieetiieitieietie ettt et e ette et e et te et esaeeesee et tbeeaieenteeeeaseaneaans

Net underWwritin@ LSS ..o e e

General and administrative expenses
Net investment income

Loss before federal INCOME TAXES ...t

Federal income tax benefit

Net loss

See accompanying Notes to Statutory Financial Statements.

Year Ended
December 31,

2010

27.070.655

$ .

27.070.655

&l VIV

43,105,008
2,737,169
49,950
45.892.127

L LT

(18.821.472)

(467.758)
1.843.186

(17,446,044)
5.604.841

$  (11.841.203)
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ATRIUM REINSURANCE CORPORATION

STATUTORY STATEMENT OF CHANGES IN CAPITAL AND SURPLUS

Year Ended
December 31,
2010
CAPITAL AND SURPLUS, January 1, 20100 ..., $ 57,089.446
Nt L0 e e (11,841,203)
ISSUANCE Of COMIMON STOCK. .. ...uvviiiiiiiiiiic ettt et e ettt e e e e e etaereae e s 1,500,000
Decrease in Statutory CONtINGENCY FESETVES ..........vueeetiertieaeiieereieetieieteeetsensaeenisieesateeesseaaeseaeseeenns 20,094,950
Change in deferred tAX ASSCL............ooovii it 501,274
OHRCT ..o ettt 1,780
DiIvIdend t0 PATEIIL ........ooiiiiiieeiit et et e et e et (5.000.000)
Increase in capital and SUTPLUS ..ot 62.346.247
CAPITAL AND SURPLUS, December 31, 2010.............cccooiiiiiiiiiiiiiiie e $ 62346247

™ Represents capital transferred from PHH Corporation on January 1, 2010. See Note 1 — Summary of Significant

Accounting Policies for more information.

See accompanying Notes to Statutory Financial Statements.
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ATRIUM REINSURANCE CORPORATION

STATUTORY STATEMENT OF CASH FLOWS

Year Ended
December 31,
2010
CASH FLOWS FROM OPERATING ACTIVITIES
Premitms COIECLEA ... ...t e ettt e $ 28,156,348
LLOSSCS PAL ... et e e et (38,164,105)
Other underwriting €Xpenses PAI...........cco.oiiiiiiiiiiiiiie ettt ee e (2.862.743)
Cash used in underwriting activities (12.870,500)
Net inveStment income 1eCeiVed ... o 1,969,914
Other eXPenSES PAIA ...........ooiiiiiiiiiie e e (91.899)
Net cash used in operating ACtiVItIes ...................oooiiiiiiiiiii e (10.992.485)
CASH FLOWS FROM INVESTING ACTIVITIES
Cost of INVESIMENES ACAUITEA. ..........eeeiiieetit ettt e ettt ae et e et ce et e e eene (399,401,476)
Proceeds from sales, maturities and calls of inveStments.................cooooeeiiiiiiiiiiii e 145,552,535
Net cash used in investing activities......................oocooiiiiiii e (253.848.941)
CASH FLOWS FROM FINANCING ACTIVITIES
Issuances 0f COMMON STOCK .............cooiiiiiiiii oo e e 1,500,000
DivIdend 1O PATENT ..o e (5.000.000)
Net cash used in financing activities ... (3.500.000)
Net decrease in cash and cash equivalents and restricted short-term investments............................ (268.341.426)
Cash and cash equivalents and restricted short-term investments, beginning of year® ............ 281.007.160
Cash and cash equivalents and restricted short-term investments, end of year....................... $ 12,665,734

™ Represents cash transferred from PHH Corporation on January 1, 2010. See Note 1 — Summary of Significant

Accounting Policies for more information.

See accompanying Notes to Statutory Financial Statements.
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1. Summary of Significant Accounting Policies
OWNERSHIP AND BASIS OF PRESENTATION

Atrium Reinsurance Corporation (“the Company”) is a wholly-owned subsidiary of PHH Corporation (“Parent” or
“PHH”). The Company was incorporated under the laws of the State of Vermont and commenced operations on
November 24, 2009 as a single parent captive insurance company. The Company was established to assume the
ongoing run-off premium and liabilities of Atrium Insurance Corporation (“Atrium Ins”), a reinsurer organized
under the laws of New York and a wholly-owned subsidiary of PHH Corporation, through assumption and
novation agreements. The Company was capitalized and the risk was transferred from Atrium Ins Corporation on
January 1, 2010.

Through reinsurance assumption and novation agreements with United Guaranty Residential Insurance Company
(“UGRIC”) and Genworth Mortgage Insurance Corporation (“Genworth”), the Company provides reinsurance
coverage for excess of loss layers of mortgage insurance on mortgage loans originated by affiliates of PHH. At
the time risk was transferred from Atrium Ins both reinsurance agreements were inactive and in run-off.

The Company’s statutory financial statements are presented in accordance with accounting practices prescribed or
permitted by the Vermont Department of Banking, Insurance, Securities and Health Care Administration (the
“Department™). The preparation of financial statements in conformity with statutory accounting practices requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities at the
date of the financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Accounting practices prescribed or permitted by the Department, while common in the insurance industry, varies
in some respects from accounting principles generally accepted in the United States of America. The more
significant differences are as follows:

e Assets are reported under SAP at “admitted-asset” value and “nonadmitted” assets are excluded through
a charge against surplus, while under GAAP, “nonadmitted assets™ are reinstated to the balance sheet, net
of any valuation allowance;

e A predetermined percentage of net premiums earned must be reserved as a contingency reserve under
SAP; no such contingency reserve is required to be recorded under GAAP;

Comprehensive income is not presented in the statutory financial statements as required by GAAP;

o Ceding commissions are expensed as incurred under SAP, while under GAAP ceding commissions are
deferred and amortized over the life of the contracts;

e Changes in deferred income taxes, except for those relating to unrealized gains and losses on
investments, impact earnings under GAAP versus unassigned surplus under SAP. There are no specific
limitations on gross deferred tax assets under GAAP, whereas limitations are specified under SAP;

e The statement of cash flows does not provide for a reconciliation of indirect cash flows.

ADOPTION OF RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS
[OPEN TO INSERT]
PERMITTED STATUTORY ACCOUNTING PRACTICES

The Company, domiciled in the State of Vermont, prepares its statutory financial statements in accordance with
accounting practiccs prescribod or perniitted by the Departiment. Prescribed statutory accounting practices include
state laws, regulations and general administrative rules applicable to insurance enterprises domiciled in the State;
the National Association of Insurance Commissioners (“NAIC”) Annual Statement Instructions; the NAIC

Accounting Practices and Procedures Manual; the Securities Valuation Manual, NAIC official proceedings; and

-8-
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NOTES TO STATUTORY FINANCIAL STATEMENTS

the NAIC Examiners” Handbook. Permitted statutory accounting practices encompass all accounting practices
not so prescribed. The Company does not apply any permitted practices.

Casli AND CASII EQUIVALENTS

Marketable securities with original maturities of three months or less are included in cash equivalents and are
carried at cost.

RESTRICTED SHORT-TERM INVESTMENTS

Restricted short-term investments include money market funds and U.S. Treasury Bills held in trust with original
maturities of three months or less. Investments in short-term securities are carried at original cost, which
approximates fair value. Accrued interest is recorded using the straight line method. Investments in money
market funds are carried at original cost, which approximates fair value.

INVESTED ASSETS

Invested assets consist of U.S. treasury and agency obligations and corporate obhgatlons which have been
recorded at amom7ed cost under the Valuanon standards of the NAI(‘

\ { 1l " Il
‘ 0¢ Prermums or dlscounts are
amortlzed over the life of the 1nvestment usmg the scientific method. Investment income is recognized as earned.

Debt securities which experience declines in value that are considered to be other-than-temporary are written
down to fair valuc with a corrcsponding charge to rcalized loss which is recorded on the Statutory Statcment of
Operations. Once the security is written down, a new cost basis is established used to measure future impairments.

PREMIUMS EARNED AND RELATED COSTS

Premiums written are recognized as revenue on a pro-rata basis over the policy term, generally one year.
Unearned premiums are deferred and represent the portion of premiums assumed which are applicable to the
unexpired period of policies in force. Commissions, premium taxes and other policy acquisition costs are
expensed as incurred.

FAIR VALUE

SSAP 100 requires consideration of three broad valuation techniques (i) the market approach, (i) the income
approach, and (iii) the cost approach. SSAP 100 requires that entities determine the most appropriate valuation
technique to use, given what is being measured and the availability of sufficient inputs. SSAP 100 prioritizes the
inputs to fair valuation and allows for the use of unobservable inputs to the extent that observable are not
available. The Company has categorized assets and liabilities into a three-level hierarchy, based on the priority of
the inputs to the respective valuation technique. The fair value hierarchy gives the highest priority to quoted
prices in active markets for identical assets or liabilities (Level 1) and the lowest priority to unobservable inputs
(Level 3). The Company catcgorizes financial asscts and liabilitics recorded as follows:

o Level 1 — Unadjusted quoted prices accessible in active markets for identical assets or liabilities at the
measurement date. The types of assets and liabilities utilizing Level 1 inputs include common stocks listed
in active markets and listed as derivatives. Invested assets classified within this level include money
markets funds and common stock.

e Level 2 — Inputs other than quoted prices included with Level 1 that are observable for the asset or liability,
cither dircctly or indircctly, through corroboration with obscrvable market data (markct-corroboratced
inputs). Invested assets classified within this level include debt securities.

e Level 3 — Prices or valuation techniques that require inputs that are both unobservable and significant to the
overall fair value measurement. Inputs reflect management’s best estimate about the assumptions market
participants would use at the measurement date in pricing the asset or liability. Consideration is given to

-9-
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the risk inherent in both the method of valuation and valuation inputs. The Company does not hold any
Level 3 investments.

The cost of short-term investments and money market funds both approximate fair value. The fair value of U.S.
Trcasury Notcs, agency obligations and corporate obligations comprising invested asscts is determined using third
party pricing services. These services utilize a variety of inputs to determine fair value including actual trade
data, benchmark yield data, issuer spread data and other reference information.

Observable inputs reflect market data obtained from independent resources such as active markets or nationally
recognized pricing services. In the absence of sufficient observable inputs, unobservable inputs reflect
comparable securities or valuations received from various broker or dealer quotes.

PREMIUM DEFICIENCY RESERVE

A premium deficiency reserve is recognized when the anticipated losses, loss adjustment expenses, commissions
and other acquisitions costs, and other maintenance costs exceed the recorded unearned premium reserve and any
[uture installment premiums on existing policies. I a premium deficiency exists, a premium deficiency reserve is
recognized by recording an additional liability for the deficiency, with a corresponding charge which would be
recorded in the Statutory Statement of Operations. When evaluating whether to recognize a premium deficiency,
the Company considers each ceding mortgage insurer independently and aggregates book years of business for
each ceding mortgage insurer. The Company does not consider anticipated investment income when determining
if a premium deficiency exists. There is no premium deficiency reserve as of December 31, 2010.

LosS RESERVES

The liability for loss reserves is determined based upon an actuarial analysis of loans subject to mortgage
reinsurance that considers current and projected delinquency rates, home prices and the credit characteristics of
the underlying loans including credit score and loan-to-value ratios. This actnarial analysis is updated on a
quarterly basis and projects the future reinsurance losses over the term of the reinsurance contract as well as the
estimated incurred and incurred but not reported losses as of the end of each reporting period. In addition to the
actuarial analysis, the incurred and incurred but not reported losses provided by the primary mortgage insurance
companies for loans subject to reinsurance are evaluated to assess the estimate of the actuarial-based reserve. The
Company does not discount loss and loss adjustment expense reserves.

The estimate of loss reserves is subject to inherent uncertainty and requires significant judgment by the Company.
The actual amount of the claim payments may be substantially different than the Company’s loss reserve
estimates.

CONTINGENCY RESERVES

The Company has established a contingency reserve. This is a special statutory reserve designed to protect
policyholders against loss during a period of extreme economic contraction. Insurers must set aside fifty cents of
cach premium dollar carncd and maintain the contingency rescrve for a period of ten ycars, regardless of the
length of coverage of the particular policy for which premium was paid, except as permitted by applicable state
law in the states the Company does business. Upon approval by the Vermont Department, contingency reserves
may be released on a first-in, first-out basis to the extent losses incurred exceed 35% of earned premium.

FEDERAL INCOME TAXES

The Company is included in the consolidated federal income tax return of PHH. The tax charge or tax refund to
the Company under the tax sharing agreement represents an amount that would have been paid or received if it
had filed on a separate return basis with the Internal Revenue Service (FIRS”). The ultimate settlement of this
liability is dependent upon the ultimate settlement of PHH’s tax liability with the IRS. The Company has no
material income tax uncertainties with respect to positions taken or expected to be taken in income tax returns.

-10 -
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Deferred income taxes are recorded in accordance with Statement of Statutory Accounting Principles (“SSAP™)
No. 10R, Income Taxes (“SSAP 10R”). Changes in deferred tax assets and liabilities are recorded as a component
of unassigned surplus. The Company is not subject to the Risk-Based Capital rules described in SSAP No. 10R
and is unable to elect the expanded deferred tax asset admissibility under SSAP No. 10R, paragraph 10(e) and as
such, the manncr in which the Company has recognized the deferred tax asscts has not changed.

DIVIDENDS TO SHAREHOLDER

The Company is subject to the insurance statutes of the Department, which provide that the Company must obtain
approval from the Department in order to pay any dividends. Such dividends are accounted for as distributions of
unassigned surplus to the extent unassigned surplus exceeds zero at the time the dividend is declared. Dividends
declared in excess of unassigned surplus are treated as a reduction of paid-in capital.

SUBSEQUENT EVENTS

The Company evaluates subsequent events with respect to the Statutory Financial Statements through the
respective date of issuance which was June XX, 2011.

2. Restricted Short-Term Investments

At December 31, 2010, restricted short-term investments consisted of the following:

Original
Cost Fair Value
Investment
6 Month U.S. Treasury Bills............cccooooiiiiiiiiiii e $ 11,497,601 $ 11,497.601
Money Market Fund ...............ccoocoiiiiiiii e 183.147 183.147
Total restricted short-term investments .................................................. $ 11.680.748 $ 11.680.748

The money market fund invests in short term treasury securities that generally maintain a dollar weighted average
maturity of sixty days or less. All of the short-term investments are restricted.

3. Invested Assets

The carrying value, fair value and gross unrealized gains and losses on invested assets as of December 31, 2010
are as follows:

Amortized
Cost/Statement Unrealized Unrealized Fair
Value Gains Losses Value
U.S. Treasury Notes...........ccovvevvrenrinnne $ 75951253 $ 362216 $ (412,191) $ 75,901,278
Corporate Bonds....... 71,198,595 562,374 (160,580) 71,600,389
Agency Obligations*“ 105.650.499 1,001,702 (85,562) 106,566,639

Total Invested Assets $ 252800347 $ 1,926,292 $ (658.333) $ 254.068.306

M Represents bonds and notes issued by various agencies including, but not limited to, Fannie Mae, Freddie Mac and

Federal Home Loan Banks.
The carrying value and fair value of investments in corporate bonds at December 31, 2010 by contractual maturity

are shown below. Expected maturities may differ from contractual maturities because borrowers have the right to
call or prepay obligations with or without call or prepayment penaltics.

-11 -
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Amortized
Cost/Statement
Value Fair Value

Due Within ONe YEAr..........c..coveviiiiiieiiiciieeiee e $ 25,572,530 $ 25,578,296
Due after one year through five years 113,747,234 114,384,517
Due after five years through ten years 7,840,094 7,548,864
Due after ten years — —
Agency obligations 105.640.489 106.556.629

TOMAL...i e $ 252.800.347 $ 254,068,306

Proceeds from sales, maturities and calls of investments were $145.6 million. Gross realized gains and losses on
sales during 2010 were $173,279 and $60,862, respectively. There were no impairments on corporate bonds

during 2010.

The following schedule summarizes the available-for-sale investments with unrealized losses at December 31,

2010 by length of time in a continuous unrealized loss position.

Less than 12 Months 12 Months or Longer Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
U.Ss. Treasury Notes ............ $ 21,539,838 $ 412,191 $ —_ $ e $ 21,539,838 $ 412,191
Corporate Bonds................ 11,384,035 160,580 — — 11,384,035 160,580
Agency Obligations ............. 15,636,627 85.562 — — 15,636,627 85,562
Total Available-for-sale..... $ 48,560,500 $ 658333 $ — $ — $ 48,560,500 $ 658333

The Company does not believe any of the above unrealized losses represent other-than-temporary impairments.
Factors considered in evaluating the securities include intent to sell, whether the securities were backed by the
U.S. Government or its agencies, and credit quality concerns surrounding the recovery of the full principal

balance through scheduled repayments.

The principal components of net investment income f[or were as [ollows:

-12 -
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............. $ 1,994,630
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4, Fair Value

The following table summarizes fair value measurements by level at December 31, 2010 available-for-sale
securities measured at [air value on a recurring basis. All available-for-sale securities are carried at amortized
cost in accordance with statutory accounting principles. The fair value of available-for-sale securities and
amounts recorded on the Statutory Balance Sheet are shown below:

Level Level Level Total Amortized Cost/
One Two Three Fair Value Statement Value
Invested Assets:
U.S. Treasury Noles......................... $ — $ 75.901,278 $ — $ 75901278 $ 75951253
Agency Obligations........................ — 106,566,639 — 106,566,639 105,650,499
Corporate Bonds:
AAA rated — 50,817,398 — 50,817,398 50,661,460
AArated...... — 20,782,991 — 20,782,991 20,537,135
Arated.......cc.ooooviiiiee — — — — —
Total Corporate Bonds...................... — 71.600.389 — 71.600.389 71.198.595
Total Invested Assets....................... $ — 3 254068306 $ — $ 254,068 306 $ 252,800,347

S. Reinsurance Activity and Trust Accounts

The Company does not write any direct insurance, however is a reinsurer of a portion of the ultimate net losses on
mortgage insurance policies underwritten by third parties. The Company assumes premiums from two primary
mortgage insurance companies under reinsurance agreements which are inactive and in runoff. At December 31,
2010 premiums in course of collection were $5.9 million.

Under the terms of the reinsurance agreements, the Company is required to establish and maintain a trust account
for the benefit of cach ceding company. Trust accounts arc restricted and the amount of sccuritics held in trust is
contractually specified in the reinsurance agreements and is based on the original risk assumed under the contracts
and the incurred losses to date. All premiums, losses and loss adjustment expenses, as well as capital deposits,
pursuant (o the reinsurance agreements, are paid (0 and from the applicable (rust accounts. At December 31, 2010
a total of $264.5 million was held in the trust accounts.
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6. Loss and Loss Adjustment Expenses

The Company has exposure to losses through the reinsurance contracts based on mortgage loans pooled by year of
origination. As of December 31, 2010, the contractual reinsurance period for each pool is 10 years and the
weighted-average reinsurance period was 5 years. A summary of the activity in loss and loss adjustment expenses
is as follows:

Loss and loss adjustments expenses, January 1, 20T0W e $ 108,407,632
Incurred loss and loss adjustment expenses.

Provision for insured events of the current and prior Yars ...............cccccovveeeieeeeieiieiieiie e 43.105.008
Total incurred loss and loss adjustment EXPENSES .......coo.ueieriiiieriiiiiie et 43.105.008
Payments

Loss and loss adjustment expenses for insured events of the current and prior years ................... _

TOAl PAVITIETIES .........oviiiiiiiiiie ettt ettt ettt e et eenae e

Loss and loss adjustment expenses, December 31, 2010

............................................................... $ 113411535

@ Represents risk transferred from PHH Corporation on January 1, 2010. See Note 1 — Summary of Significant Accounting

Policies for more information.

The unpaid reinsurance losses outstanding as of December 31, 2010 were $7.5 million.

7. Income Taxes

The following is a reconciliation of the federal statutory income tax rate to the effective tax rate for the year ended
December 31, 2010:

Effective
Amount Tax Rate
Income tax — StAtULOTY TALE ...........coocveeviirereiiee et e, $  (6,106,116) PNy
LLOSS TESEIVES .eeeeveereeeeeeeeeeeeren 509,067 2.92
Unearned PremmuiiimS............oooveiiveeeeeiiieeeecieee e (1.792) _
Total statutory income tax expense $  (5.604.841)
The current tax recoverable due from PHH related to the 2010 tax year is $5.6 million.
The components of net deferred tax asset were as follows:
As of
December 31,
Capital Ordinary 2010
Deferred tax asset
Discounting of 0SS FESEIVES..........ccooovvveiiiieiiieeieieeeeeenn, $ — 5 10,328,519 §
Unearned Premuitms. ............ooovvveieiieeeeeieeeeeiie e — 24.409
Total deferred tax asset..........ccocevirvereeiiiriiiieececeee — 10,352,928 e
Total deferred tax liabilities ............ccoooveevieriiiiiiiiiieee — —
Net deferred tax aSSel........ocvvviiviierieniieieire e — 10.352.928 )
Nonadmitied deferred taX aSSEl.......oovevvverriveiiieiieeieeieeiians — —
Net deferred tax SSet............coooovviiiiiieeiiecriieeiee e $ — $ 10352928 $
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The Company has not recorded a valuation allowance against its gross deferred tax assets at December 31, 2010
as it is more likely than not it would be able to fully utilize all of its deferred tax asset.

All of the Company’s deferred taxes were ordinary. The Company’s net admitted adjusted deferred tax asset is as

follows:
December 31,

2010
. $ 10,352,928

Gross deferred tax asset

Valuation AllOWANCE. ..o et
$ 10352928

Adjusted gross deferred taX ASSEL...........oiuviiiiiiiie ittt

$  4,118303
6,234,625

Admitted adjusted deferred tax asset:
Federal income taxes recoverable in year
10% of adjusted surplus ®

Gross tax Liabilities ©..........cocoooiivieeeeee,
$ 10352928

Total admitted adjusted deferred asset

(a) ............................................................................

Gross deferred (ax HADILEES . ........ovriuieie ittt et $ —
Net admitted adjusted deferred tax @SSEL............viviiiiiiiiiiii e 10.352.928
g

Nonadmitted deferred tax assct

@ Admitted adjusted deferred tax asset amount to federal income taxes paid prior to 2010 that can be recovered through loss

carrybacks for existing temporary differences that reverse by December 31, 2011.
®)

goodwill.
© Admitted adjusted deferred tax asset amount to adjusted gross deferred tax assets, after the application of (a) and (b) that can

be offset against existing gross deferred tax liabilities.

-15-

Admitted adjusted deferred tax asset amount to the lesser of (i) the amount of adjusted gross deferred tax assets, after the
application of (a) expected to be realized in 2011; or (ii) ten percent of the Company’s statutory capital and surplus at
December 31, 2010 less net deferred tax assets, EDP equipment and operating system software and any net positive
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8. Commitments and Contingencies

From time to time, the Company is involved in litigation arising from the normal course of business. The
Company is not aware of any pending legal proceedings that it believes could have, individually or in the
aggregate. a material adverse elfect on its business, statutory (inancial position, results of operations or cash
flows.

9. Dividend Restrictions and Capital and Surplus

The Company is required by the Department to maintain $250,000 in cash or cash equivalents. At December 31,
2010, the Company was in compliance with the regulatory capital requirements. The Company is also subject to
the insurance statutes of the Department, which includes that any payment of a dividend requires approval from
the Department. During 2010, the Company was granted approval by the Department to pay a $5.0 million
dividend to PHH.

10. Reconciliation of Annual Report to the Vermont Department of Banking, Insurance, Sccurities and
Health Care Administration to the Statutory Financial Statements for 2010

There were no differences between the 2010 audited statutory financial statements and the Vermont Captive
Insurance Company Annual Report.

- 16 -
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Gross Investment
Holdings

Investment Categories

Amount

BOnds ..o

U.S. ATeasury SECUTItES .........covoviveieeeeeeie et $ 75,951,253
U.S. government agency and corporate obligations

(excluding mortgage-backed securities)..............cccovviieenrennn 71,198,595
Issued by U.S. government agencies................ccueeeveeeereeenneeennnn. 105,650,499
Issued by U.S. government-sponsored agencies...............c......... —
Foreign government (including Canada, excluding

mortgage-backed securities). ... —
Securities issued by states, territories and possessions

and political subdivisions inthe TS, ... —
State, territory and possession general obligations...................... —
Political subdivisions of states, territories and

possessions political subdivisions general obligations .............. —
Revenue and assessment obligalions..............c..ooooeveeiiieeiien. —
Industrial development and similar obligations .......................... —
Mortgage-backed securities (includes residential and

commecrcial MBS):
Pass-through Securities .................ooooeioiieie e —
Guaranteed by GNMA ...........cooiiiiiiiiiiieeccce e —
Issued by FNMA and FHLMC........cccoooiiiiiiiieiie e —
CMOs and REMICs —
Issued by FNMA and FHLMC...........cccoooiiiiii e —
Privatcly issucd and collateralized by MBS issucd or

guaranteed by GNMA, FNMA, FHLMC ............cccocviiviinene —
All other privately 1SSued ... —
Other debt and other fixed income securities

(excluding Short-term) .........ccoooiiiii e —
Unaffiliated domestic securities (includes credit tenant

loans rated by the SVO) ..o —
Unaffiliated foreign S€CUrities .............oooeeeeiiiiiiiieeie e —
Affiliated SECUITHES.......oouiiiiiie e —
Equity Interests........oooooviiiiiiiiiieiicee e —

Tnvestment in mutual funds ... —
Preferred StOCKS.......coooiiiiiie —

ALGHALE. ... —

Unattiliated —

Publicly traded equity securities (excluding preferred

SEOCKS). ..o —
AFTHALC. .o —
Unaffiliated ... —
Other eqUItY SECUTTHES ........vveiiiieeie e —
AfFlAted. ..o —
Unaffiliated ... —

-17-
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27%
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Admitted Assets as Reported
in the Annual Statement

Amount Percentage

$ 75951253 29%

71,198,595 27%
105,650,499 40%
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INVESTMENT RISK INTERROGATORIES

Gross Investment Admitted Assets as Reported
Holdings in the Annual Statement
Investment Categories Amount Percentage Amount Percentage
Other equity interests including tangible personal
property under lease...........ooooviiiiiiiie e — — — —
Affiliated....... — — — —
Unaffiliated — — — —
Mortgage 10ans .............oocoiiiiiii — — — —
Construction and land development ... — — — —
Agricultural ... — — — —
Single family residential properties. .............ocovvieiiiiiiiiiennenn — — — —
Multifamily residential properties...........cc.ocoeveeviiveceeiiiee e — — — —
Commercial 1oans ...........c.oooviiiiiiiii e — — — —
Real Eslate Investments
Property occupied by the company ............ccooceeveeiiiinniniinnine — — — —
Property held for production of income..........cocoeivioiiiinnn — — — —
Property held for sale.............ccooovvieiiiiiieiieece e — — — —
Collateral loans — — — —
POLCY LOANS ... — — — —
Receivables fOr SECUTIHIES ... ...oviviiiiieeiiiiie e — — — —
Cash and Short-term investments..................ccccoeereiiiieeiieieeeen, 12,665,734 4% 12,665,734 4%
Write-in for Invested ASSets........coovioiiriiiiiciee e — — — —
Total Invested Assets ... $ 265,466,081 100% § 265,466,081 100%

*Gross Investment Holdings as valued in compliance with NAIC Accounting Practices and Procedures Manual.

- 18-

CONFIDENTIAL
PHH BOGANSKY CFPB 010491

CFPB-PHH-00103663



11.

12.

13.

14.

15.

2014-CFPB-0002 Document 55-32  Filed 10/31/2014  Page 20 of 21

INVESTMENT RISK INTERROGATORIES

The Company’s total admitted assets reported in the statutory balance sheet are $288.4 million at December
31, 2010.

The 10 largest cxposurcs to a single issucr/borrowcer/investment, by investment category excluding: (i) U.S.
government, U.S. government agency securities and those U.S. Government money market funds listed in the
Appendix to the SVO Purposes and Procedures Manual as exempt, (ii) property occupied by the Company,
and (iii) policy loans at December 31, 2010 are as follows:

Percentage
Of Total
Amount Admitted Assets
Bond General Elcctric Capital Corp. .....o.oovvveevieiiiieeiieeieeicee e, $ 11,709,652 4.1%
Bond Citibank ... 10,145,126 3.5%
Bond Bank of New York Mellon............................. 5,497,193 1.9%
Bond Proctor & Gamble Co........ 4,397,890 1.5%
Bond JPMorgan Chase Bank....... 4,262,160 1.5%
Bond Wal-Mart STOTES ... 4,231,627 1.5%
Bond Goldman Sachs Group...........cccoeoviiiiiiirioiiiieceeec e, 4,118,000 1.4%
Bond Morgan Stanley 4,042,800 1.4%
Bond MassMutual Global Funding 3,613,225 1.3%
Bond New York Life Global Funding .................cccocooiviiiiiiiiie, 3,544,805 1.2%

The amounts and percentages of the Company’s total admitted assets held in bonds and preferred stocks by
NAIC rating are as follows: NAIC 1 - $252.8 million which represented 88% of total admitted assets.

The amounts and percentages of the Company’s total admitted assets held in foreign investments (regardless
of whether there is any foreign currency exposure) and unhedged foreign currency exposure (defined as the
statement value of investment denominated in foreign currencies which are not hedged by financial
instruments qualifying for hedge), including (i) foreign-currency-denominated investments of $0 supporting
insurance liabilities denominated in that same foreign currency of $0 and excluding (ii) Canadian investments
and currcncy cxposurc of $0 at Dccember 31, 2010 is as follows: Nonc, therefore detail not required for
interrogatories 5-10.

The amounts and percentages of the Company’s total admitied assets held in Canadian investments and
unhedged Canadian currency exposure, including Canadian-currency denominated investments of $0
supporting Canadian-denominated insurance liabilities of $0 at December 31, 2010 are as follows: None.

The aggregate amounts and percentages of the reporting entity’s total admitted assets held in investments
with contractual sales restrictions (defined as investments having restrictions that prevent investments from
being sold within 90 days at December 31, 2010) are as follows: None.

The amounts and percentages of admitted assets held in (he largest 10 equity interests (including investments
in the shares of mutual funds, preferred stocks, publicly traded equity securities, and other equity securities,
and excluding money market and bond mutual funds listed in the Appendix to SVO Practices and Procedures
Manual as exempt of Class 1) at December 31, 2010 are as follows: None.

Nonaffiliated, privately placed equities (included in other equity securities) and excluding securities eligible
for sale under (i) Securities Exchange Commission (SEC) Rule 144a or (ii) SEC Rule 144 without volume
restrictions at December 31, 2010 totaled $0, which represents 0% of total admitted assets.

The amounts and percentages of the Company’s total admitted assets held in general partnership interests
(included in other equity securities) at December 31, 2010 are as follows: None.
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INVESTMENT RISK INTERROGATORIES

The amounts and percentages of the Company’s total admitted assets held in mortgage loans at December 31,
2010 are as follows: None, therefore, detail not required for interrogatories 16 and 17.

The amounts and percentages of the Company’s total admitted assets held in ecach of the five largest
investments in onc parccl or group of contiguous parcels of rcal cstate, cxcluding property occupicd by the
Company at December 31, 2010 are as follows: None.

The amounts and percentages of the Company’s total admitted assets held in mezzanine real estate loans:
None.

The amounts and percentages of the Company’s total admitted assets subject to securities lending, repurchase
agreements, reverse repurchase agreements, dollar repurchase agreements and dollar reverse repurchase

agreements are as follows: None.

The amounts and percentages of warrants not attached to other financial instruments, options, caps, and floors
at December 31, 2010 are as follows: None.

The amounts and percentages of potential exposure for collars, swaps, and forwards at December 31, 2010
are as follows: None.

The amounts and percentages of potential exposure for futures contracts at December 31, 2010 are as follows:
None
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UNITED GUARANTY REINSURANCE AGREEMENT NO. 3-38

REINSURANCE AGREEMENT

This Reinsurance Agreement (the "Agreement") is made and entered into as of
November 9, 1995 by and between UNITED GUARANTY RESIDENTIAL INSURANCE
COMPANY ("Ceding Company") , a North Carolina corporation, and ATRIUM
INSURANCE CORPORATION ("Reinsurer"), a New York corporation. Ceding Company
and Reinsurer may also hereinafter be referred to collectively as the "Parties" or individually

as a "Party."

WITNESSETH:
In consideration of the mutual agreements herein contained, the Parties agree as
follows:

1. Definitions:

The following terms in quotation marks, when capitalized, shall have the meanings
in this Agreement as set forth below:

1.1 "Approved Originator" shall mean the entity or entities named on Schedule A
attached to this Agreement, as Schedule A may be amended from time to time in
accordance with Section 2.2.

1.2 "Business Day" shall mean any regularly scheduled work day for employees of
the U.S. Government.

1.3 "Ceding Company" shall have the meaning set forth in the Preamble.

1.4 "Claim Payment" shall mean, with respect to a Reinsured Loan, the amount
actually paid by Ceding Company to an Insured as required by the applicable Policy.

1.5 "Claims-Related Extra Contractual Obligation" shall mean, with respect to a
Reinsured Loan, any amount for which Ceding Company is liable as a result of a
judgement, settlement or arbitration, or otherwise, to an Insured or a third-party

United Gi Rei A 3-XX (Draft.013) November 9, 1995

CONFIDENTIAL-PHH-CFPB 004909
CFPB-PHH-00145125



I 2014-CFPB-0002 Document 55-34 Filed 10/31/2014  Page 3 of 20

claimant, where such liability has arisen because of:

(a) the failure of Ceding Company to pay a claim within Policy limits, or

bad faith or negligence (but not wilful and wanton misconduct) in
investigating or handling a claim or in rejecting an offer of settlement.

Any Claims-Related Extra Contractual Obligation shall be deemed to have been incurred on
the same date as the event giving rise to the claim to which such Claims-Related Extra
Contractual Obligation is related.

1.6 "Commissioner" shall mean the Commissioner of Insurance of North Carolina and the
commissioner of insurance of any other jurisdiction where Ceding Company is licensed to the
extent that any such other jurisdiction has, or asserts, jurisdiction over the transactions covered
by this Agreement. '

1.7 "Cumulative Paid Loss Ratio" shall mean that ratio, expressed as a percentage, obtained
by dividing

(b) Gross Written Premiums.

1.8 "Default" shall have the same meaning in this Agreement as that term or an equivalent
term has in a Policy.

1.9 "Gross Written Premiums" mean, with respect to Reinsured Loans, gross written
premiums received by Ceding Company, after the effective date of this Agreement, less
cancellation and return premiums (returned for whatever reason).

1.10 "Insured" shall have the same meaning in this Agreement as that term or an equivalent

dmmimn lame 2 A DAl As
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1.11 "Loss" shall have the same meaning in this Agreement as that term or an equivalent term
has in a Policy. In particular, a Loss shall be deemed to have occurred, or to have been
incurred, when a Default occurs, notwithstanding that the amount of the Loss is not then either
presently ascertainable or due and payable.

1.12 "Mortgage Guaranty Insurance" shall mean insurance against financial loss by reason
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of nonpayment of principal, interest and other sums agreed to be paid under the terms of any
note, bond or other evidence of indebtedness secured by a mortgage, deed of trust, or other
instrument constituting or equivalent to a first lien or charge on

(a) real estate, provided the improvement on such real estate is a residential building
or a condominium or manufactured or mobile housing deemed to be real estate or
buildings designed for occupancy by not more than four (4) families, or

(b) an ownership interest in, and a proprietary lease from, a corporation or partnership
formed for the purpose of the cooperative ownership or real estate.

1.13 "Party" and "Parties" shall have the meaning set forth in the Preamble.

1.14 "Policy" shall mean any Mortgage Guaranty Insurance policy or master policy, and any
certificates issued thereunder and endorsements attached thereto, that provides coverage for
an individual loan.

1.15 "Property" shall have the same meaning in this Agreement as that term or an equivalent
term has in a Policy.

1.16 "Quarterly Cycle" shall mean a three (3) month period ending on a March 31, June 30,
September 30 or December 31.

1.17 "Reinsurance Claim" shall mean the amount payable by Reinsurer to Ceding Company.
1.18 "Reinsurance Premiumé" shall mean ten percent (10%) of the Gross Written Premiums.

1.19 "Reinsured Loan" shall mean a loan originally insured under a Policy issued by Ceding
Company to an Approved Originator, provided that the effective date of coverage for such
loan is (a)(i) on or after the effective date of this Agreement or (ii) on or after October 1, 1993,
if there is an additional premium paid by the Insured to Ceding Company for coverage for

Flacts dnt £ thia A or + and 1th + (W haf tha
such loan after the effective date of this Agreement and, in either event, (b) before the

termination of this Agreement.
1.20 "Reinsurer" shall have the meaning set forth in the Preamble.

1.21 "Ultimate Net Losses" shall mean, with respect to the Reinsured Loans, the ultimate net
losses sustained by Ceding Company after the effective date of this Agreement, including, but
not limited to,
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(a) Claim Payments, and

(b) allocated loss adjustment expenses actually paid by Ceding Company to
unaffiliated third parties with respect to Claim Payments, and all reasonable out-of-
pocket expenses incurred by Ceding Company in connection with the settlement of
Losses or negotiations concerning a Loss, including those which are the result of
actions and/or disputes between the Insured and Ceding Company and sums paid in
settlement of or resistance to claims and suits and in satisfaction of judgments,
including prejudgment interest when added to a judgment, and

(c) any Claims-Related Extra Contractual Obligations
less

(d) any salvage or recovery, whether recovered or received prior or subsequent to
settlement under this Agreement, shall be applied as if recovered or received prior to
the settlement and shall be first deducted from the actual loss sustained to arrive at the
Ultimate Net Loss.
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its recoverable by Ceding Company under any
other reinsurance agreement and nothing in this Agreement shall be construed to mean losses
are not recoverable hereunder until the Ultimate Net Loss to Ceding Company has been
ascertained.

2. Applicability of Agreement:

2.1 Reinsurer shall indemnify Ceding Company for net excess cumulative liability, as
provided in Section 3 of this Agreement, with respect to Reinsured Loans, that may accrue to
Ceding Company as a result of any Loss incurred during the term of this Agreement.
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(a) to add an affiliate of Reinsurer that is not then listed on Schedule A, by
Reinsurer notifying Ceding Company that such affiliate is to be added to
Schedule A and Ceding Company shall, within a reasonable time thereafter,
execute an amended Schedule A to reflect the addition of any such affiliate and
such amendment shall be effective as of the date that Ceding Company receives
such notice from Reinsurer, unless Reinsurer specifies a later date when the
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amended Schedule A shall be effective. For purposes of this Agreement, an
affiliate of Reinsurer is any company or other entity that is shown or is required
to be shown on a holding company disclosure statement filed by, or with respect
to, Reinsurer, or ‘

(b) to add any other entity not then listed on Schedule A, by the mutual written
agreement of the Parties, and such amended Schedule A shall be effective as of
the date the Parties may mutually agree and set forth in the amended Schedule
A. ‘

3. Amount of Cover:

Reinsurer shall be liable for and shall reimburse Ceding Company for fifty percent (50%) of
all Losses paid by Ceding Company with respect to Reinsured Loans in excess of cumulative
Ultimate Net Losses that produce, at the end of a Quarterly Cycle, a Cumulative Paid Loss
Ratio of seventy-five percent (75%); however, in no event shall Reinsurer be liable for that
portion of any Losses that produce a Cumulative Paid Loss Ratio of one hundred twenty
percent (120%) or more. The Cumulative Paid Loss Ratio shall always be computed on an
inception-to-date basis, at the end of each Quarterly Cycle. If, with respect to the Cumulative
Paid Loss Ratio computed at the end of a Quarterly Cycle, Reinsurer has a credit balance with
respect to reimbursements previously paid hereunder (i.e., based on the latest computed
Cumulative Paid Loss Ratio, the inception to date reimbursement paid exceeds the amount
then due on an inception to date basis), Ceding Company shall return so much thereof as may
then be necessary based on the latest Cumulative Paid Loss Ratio.

4. Follow the Fortunes:

4.1 Reinsurer's liability shall attach simultaneously with that of Ceding Company and shall
be subject in all respects to the same risks, terms, conditions, interpretations, waivers, and to
the same modifications, alterations and cancellations as the respective insurance of Ceding
Company, the true intent of this Agreement being that Reinsurer shall, in every case to which
this Agreement applies, follow the fortunes of Ceding Company.

4.2 Nothing in this Agreement shall in any manner create any obligations or establish any
rights against Reinsurer in favor of any third parties or any persons not parties to this
~ Agreement.
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5. Effective Date. Term and Termination:

5.1 This Agreement shall be effective as of 12:01 a.m., Eastern Time, on the date first set
forth herein and shall remain in force continuously, subject to cancellation as set forth in this
Section 5.

5.2 Either Party may terminate its participation in this Agreement as of 11:59 p.m., Eastern
Time, at the end of a Quarterly Cycle, by providing at least ninety (90) days' prior written
notice thereof to the other Party by certified U.S. Mail with return receipt requested, or by
other delivery service wherein the sender receives a receipt noting the date of delivery.

5.3 Either Party may immediately terminate this Agreement in the event that the other should
at any time become insolvent, or suffer any impairment of capital, or go into or be placed in
liquidation or rehabilitation, or have a receiver or conservator appointed, or if any law or
regulation of any federal agency or any state in which Ceding Company is doing business
should render this Agreement illegal. Ceding Company may cease ceding additional risk
under this Agreement or terminate this Agreement if so ordered by the Commissioner. Ceding
Company shall have the right to terminate this Agreement if, at any time, financial statement
credit is disallowed, by any state in which Ceding Company is licensed, for the cession of risk

oan o s o A
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5.4 Either Party may terminate this Agreement at any time if:

(a) any payment to be made hereunder by the other Party is more than ten (10) days
overdue, and said payment has not been made within five (5) days after written notice
to pay has been served upon the Party not paying, or

(b) there is a material breach by the other Party with respect to any of its
representations, warranties or obligations set forth herein, and said breach has not been
cured within ten (10) days after written notice to cure said breach has been served upon
the Party committing said breach.

5.5 Notwithstanding any termination as provided for in this Agreement, Reinsurer shall
continue to be liable, subject to all other terms and conditions of this Agreement, with respect
to all Reinsured Loans until the natural expiration, cancellation or termination of coverage of
each Reinsured Loan, in which event Reinsurer shall continue to receive the applicable
Reinsurance Premiums with respect thereto, unless Ceding Company specifies that such
termination shall be on a clean-cut basis with portfolio transfer, in which event Reinsurer shall
not continue to receive Reinsurance Premiums with respect thereto. After termination,
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Reinsurer will, at the request of Ceding Company, furnish to Ceding Company statements, if
there are any, reflecting application of the NAIC Insurance Regulatory Information System
("IRIS") test to Reinsurer's quarterly and annual statements (which Reinsurer hereby agrees
to provide to Ceding Company upon request) and if four (4) or more values are outside of the
usual range established in the IRIS system, Ceding Company shall have the option of an
immediate settlement of all present and future obligations under this Agreement.

6. Reinsurance Premiums and Taxes:

6.1 Ceding Company shall pay Reinsurance Premiums to Reinsurer quarterly as set forth in
Section 10.

6.2 Ceding Company shall be liable for any and all premium taxes imposed on premiums
written with respect to Policies covering Reinsured Loans, and on any Reinsurance Premiums
paid to Reinsurer hereunder and Ceding Company shall reimburse Reinsurer for any such
taxes paid by Reinsurer.

7. Capital and Reserves:

The respective Parties shall establish and maintain all such capital and all such reserves as may
be required with respect to unearned premiums, contingency reserves, claims, Loss or loss
adjustment expenses relating to each risk.

8. Claim Settlement and Inspections:

8.1 All Losses, compromises of Losses and expenses and allowances in consequence of a
claim for benefits under a Policy shall be settled by Ceding Company. Ceding Company
agrees to settle each claim under a Policy in a manner which, in its good faith opinion, is in
accordance with the terms and conditions of the Policy as interpreted in good faith by Ceding
Company. Nevertheless, Ceding Company shall have the authority to grant reasonable
extensions of time for the filing of claims and to waive notice requirements by Insureds and
such other technical Policy violations as it deems reasonable and prudent to effectuate a good
faith application of the terms imposed by the Policy.

8.2 Reinsurer or its duly accredited representative shall have the right from time to time at any
time during the term and within a reasonable time after the termination of this Agreement to
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request and obtain information and copies of papers (including any printed, written, recorded,
taped, electronic, graphic, computerized printout or other tangible matter) and files in
connection with any Policy or Reinsured Loan and shall have the privilege to inspect all
books, records, agreements and papers in connection with any Policy or with respect to any
Reinsurance Claim, Gross Written Premium, Reinsurance Premium, Ultimate Net Losses, if
any, and salvage or recovery. Reinsurer or its duly accredited representative shall also be
entitled, from time to time, at any time during the term and within a reasonable time after the
termination of this Agreement to audit Ceding Company's said documents, books and papers
to determine the accuracy of any report required or Reinsurance Claim, Gross Written
Premium, Reinsurance Premium, Ultimate Net Losses, salvage, or recovery. Such inspections
and audits shall be conducted during usual business hours at Ceding Company's office where
such records are regularly maintained. If such audit shows that there is a deficiency in any
payments due hereunder, then the deficiency shall become immediately due and payable.

9. Reinsurance Claim Procedures:

9.1 Ceding Company shall file Reinsurance Claims with Reinsurer as provided for herein in
a form approved by the Parties. Payments due from Reinsurer for Reinsurance Claims shall
be made to Ceding Company. Ceding Company shall pay all expenses pertaining to reporting
to Reinsurer.

9.2 Except as provided by Section 8.1, no Reinsurance Claim shall be made by Ceding
Company or payable by Reinsurer unless and until all terms and conditions of the Policy with
respect to the Claim Payment which is the basis for such Reinsurance Claim have been
complied with and satisfied, and Ceding Company has paid the Insured all amounts due with
respect to such Loss.

9.3 All Reinsurance Claims shall be filed within the time period set forth in Section 10 hereof.
Such Reinsurance Claims shall be made by personal delivery to Reinsurer, or by deposit in the
U.S. Mail, postage prepaid, addressed to Reinsurer at its address set forth herein. Ceding
Company shall also furnish upon the request of Reinsurer, made within a reasonable period,
not to exceed one hundred eighty (180) days after the end of the Quarterly Cycle for which
such Reinsurance Claims were submitted, true and complete copies of all of its records and
information concerning such Reinsurance Claims, and Ultimate Net Losses, for verification
by Reinsurer. Ceding Company shall not unreasonably deny requests for copies of such
documentation for purposes of verification after the one hundred eighty (180) day period has
elapsed if Reinsurer demonstrates good cause for such request. Reinsurer shall pay all
Reinsurance Claims within the time period set forth in Section 10 hereof.

United Guaranty Reinsurance Agreement 3-XX (Draft,013) November 9, 1995 8

CONFIDENTIAL-PHH-CFPB 004916
CFPB-PHH-00145132



2014-CFPB-0002 Document 55-34 Filed 10/31/2014  Page 10 of 20

10. Reports and Remittances:

10.1 Quarterly Reports. Within forty-five (45) days after the end of each Quarterly Cycle,
Ceding Company shall submit to Reinsurer reports by type of insurance for such Quarterly
Cycle containing the following information:

(a) Insurance in Force. As ofthe end of such Quarterly Cycle, gross insurance in force
for all risk, including gross risk outstanding and gross unearned premiums thereon,
before any deduction for reinsurance hereunder, all in summary fashion.

(b) Premiums. The aggregate loan balances for which either an initial premium or
renewal premium therefor was paid to Ceding Company during such Quarterly Cycle,
the Policy number, the premiums written and unearned premiums both in gross and in
the net amount due Reinsurer, and showing cancellation and return premiums, all in
summary fashion.

(c) Property Acquired. As of the end of such Quarterly Cycle, the number of
Properties that it has acquired (but not sold) pursuant to a Policy, its cost in acquiring
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without any deduction for reinsurance.

(d) Reinsurance Claims. Ultimate Net Losses and the Reinsurance Claim, if any, due
from Reinsurer.

(e) Loss Reserves. Loss reserves established by the Ceding Company with respect to
the Reinsured Loans.

(f) Reinsurance Premiums. Reinsurance Premiums due from Ceding Company.

10.2 Annual Reports. Within forty-five (45) days after the end of each calendar year, Ceding
Company shall submit to Reinsurer a report for that calendar year listing Policies in force
under this Agreement in the aggregate, gross loan amount in force, gross risk outstanding,
insurance in force hereunder by state and risk outstanding hereunder by state.

10.3 Additional Information. Such quarterly and annual reports shall also contain such
additional information as may be required under this Agreement or as may be reasonably
requested from time to time by Reinsurer from Ceding Company or Ceding Company from
Reinsurer, and such reports shall in all events provide sufficient information to allow
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Reinsurer to meet the filing requirements of the NAIC Annual Convention Statement, the
Federal National Mortgage Association, the Federal Home Loan Mortgage Corporation, or any
other regulatory agency or rating entity or Ceding Company to meet all requirements of the
NAIC, the Federal National Mortgage Association, the Federal Home Loan Mortgage
Corporation, or any other regulatory agency or rating entity.

10.4 Remittances. The balance after offset due to a Party by the other Party hereunder shall
be paid |

(a) ifto Ceding Company, within fifteen (15) days following the receipt by Reinsurer
of a quarterly report delivered pursuant to Section 10.1 for such Quarterly Cycle; or

(b) if to Reinsurer, within forty-five (45) days after the end of a Quarterly Cycle and
as an accompaniment to the quarterly report delivered pursuant to Section 10.1 for such
Quarterly Cycle.

All Reinsurance Premiums and Reinsurance Claims due hereunder and all accountings
rendered and settlements made hereunder shall be in United States Dollars.

11. Representations:

11.1 Representations by Ceding Company. Ceding Company makes the following
representations and warranties:

(a) Itis duly authorized and qualified to carry on the business of Mortgage Guaranty
Insurance in each state where a Policy was issued and meets the requirements for
carrying on such business.

(b) It has taken all corporate action necessary to enable it to enter into and carry out
this Agreement.

(c) Itis qualified as a writer of Mortgage Guaranty Insurance on loans to be purchased
by the Federal Home Loan Mortgage Corporation or the Federal National Mortgage

Association.

(d) All reports required and all Reinsurance Claims submitted hereunder shall be
accurate and complete.
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(e) No Reinsurance Claim shall be submitted to Reinsurer except in connection with
a Loss on a Reinsured Loan reinsured under the Agreement.

(f) Each such warranty and representation is material to this Agreement and relied
upon by Reinsurer in entering into this Agreement. Each such representation and
warranty shall continue to be true during the term of this Agreement.

11.2 Representations by Reinsurer. Reinsurer makes the following representations and
warranties:

(a) It is duly authorized, and has the legal capacity, to accept and to write the
reinsurance contemplated by this Agreement.

(b) It has taken all corporate action necessary to enable it to enter into and carry out
this Agreement.

- (c) Each such warranty and representation is material to this Agreement and relied
upon by Ceding Company in entering into this Agreement. Each such representation
and warranty shall continue to be true during the term of this Agreement.

12. Insolvency of Ceding Company:

12.1 Any risk or obligation assumed by Reinsurer pursuant to this Agreement shall be payable
by Reinsurer on the basis of its liability under this Agreement without diminution because of
any insolvency of Ceding Company. In the event of insolvency and the appointment of a
conservator, liquidator or statutory successor of Ceding Company, all Reinsurance Claims
shall be payable to such conservator, liquidator or statutory successor in accordance with this
Agreement, with reasonable provision for verification, on the basis of Claims allowed against
Ceding Company by any court of competent jurisdiction or by any conservator, liquidator or
statutory successor of Ceding Company having authority to allow such claims, without
diminution because of such insolvency or because such conservator, liquidator or statutory
successor has failed to pay all or a portion of any such claim. Payments by Reinsurer as set
forth above shall be made directly to Ceding Company or to its conservator, liquidator or
statutory successor.

12.2 The conservator, liquidator or statutory successor of Ceding Company shall give written
notice of the filing of a claim against Ceding Company within a reasonable time after such
claim is filed, and Reinsurer may interpose, at its own expense, in the proceedings where such
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claim is, or may be adjudicated, any defense or defenses which it may deem available to
Ceding Company or its conservator, liquidator or statutory successor. The expense thus
incurred by Reinsurer shall be payable subject to court approval out of the estate of Ceding
Company as part of the expenses of conservation or liquidation to the extent of a proportionate
share of the benefit which may accrue to Ceding Company in conservation or liquidation,
solely as a result of the defense undertaken by Reinsurer.

12.3 Trust Agreement or Accreditation:

12.4 To support Reinsurer's obligations under this Agreement, and in conformity with law,
Reinsurer shall enter into a trust agreement (the "Trust Agreement") for the benefit of Ceding
Company, which Trust Agreements shall be in a form approved by the Commissioner. The
Trust Agreement shall be funded in an amount at least equal to all reserves (other than the
contingency reserve) associated with the risk ceded under this Agreement and all other sums
due, or which may be due, from Reinsurer under this Agreement. Ceding Company shall be
the sole judge of the amounts required, from time to time and at any time, to be deposited by
Reinsurer into the Trust Agreement, provided that Ceding Company shall not act unreasonably

Ar avhitearily 1n pralanlating Ar cotimating g h am
OF aronrariy in CaxClagung Of &siimating sucin amounts.

12.5 In order to assure that Ceding Company receives financial statement credit for the
reinsurance provided by this Agreement, the Trust Agreement must be adequately funded by
the "as of" date of each annual or quarterly financial statement to be filed by Ceding Company
with the appropriate regulatory authorities. Accordingly, Ceding Company shall estimate the
amounts required by the Trust Agreement on or before each "as of" date and shall notify
Reinsurer, not later than thirty (30) days before such "as of" date, of such amount and
Reinsurer shall make a deposit of such funds, not later than five (5) days before the "as of"
date, into the Trust Agreement. Ceding Company shall use its best efforts to make such
estimates as accurate as possible; however, to avoid the disallowance of any credit for the
reinsurance provided by this Agreement Reinsurer acknowledges and agrees that such

Cacts + hall lan A +h om
estimates shall be based on the maximum amount Ceding Company, in its sole judgment,

anticipates may be required. When the actual calculations are made for the amounts needed
pursuant to the Trust Agreement to allow Ceding Company financial statement credit for the
reinsurance provided by this Agreement, any excess amounts (determined in accordance with
the Trust Agreement) held pursuant to the Trust Agreement shall be returned to Reinsurer in
accordance with the Trust Agreement.

12.6 All assets deposited pursuant to the Trust Agreement shall be valued in accordance with
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the terms and conditions of the Trust Agreement.

12.7 Reinsurer, prior to depositing assets with the trustee under the Trust Agreement, shall
execute assignments, endorsements in blank, or transfer legal title to the trustee of all shares,
obligations or any other assets requiring assignments, in order that Ceding Company, or such
trustee upon the direction of Ceding Company, may whenever necessary negotiate any such
assets without consent or signature from Reinsurer or any other entity.

12.8 Ceding Company and Reinsurer stipulate and agree that the assets in the Trust
Agreement may be withdrawn by Ceding Company at any time, notwithstanding any other
provision in this Agreement, and shall be utilized and applied by Ceding Company, including,
without limitation, any liquidator, rehabilitator, receiver or conservator of Ceding Company,
without diminution because of insolvency on the part of Ceding Company or Reinsurer, to pay
amounts Ceding Company claims are due under this Agreement.

12.9 Subject to Section 5.3, the foregoing Trust Agreement shall not be required in the event
that Reinsurer becomes accredited as a reinsurer, in accordance with North Carolina General
Statutes §58-7-21(b)(2), authorized to reinsure mortgage guaranty insurance in North Carolina
or becomes licensed to write mortgage guaranty insurance in the State of North Carolina.

13._Jurisdiction and Agent for Service of Process:

13.1 In accordance with North Carolina General Statutes §58-7-21(b)(6), as it may be
amended from time to time:

(a) If Reinsurer fails to perform its obligations under the terms of this Agreement,
Reinsurer, at Ceding Company's request, shall submit to the jurisdiction of any court
of competent jurisdiction in any state of the United States, shall comply with all
requirements necessary to give the court jurisdiction, and shall abide by the final
decision of the court or of any appellate court if there is an appeal.

(b) Reinsurer designates the Commissioner as its true and lawful attorney upon whom

may be served any lawful process in any action, suit, or proceeding begun by or on
behalf of Ceding Company.

14. Arbitration:
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14.1 All disputes or differences arising out of the interpretation of this Agreement shall be
submitted to the decision of two arbitrators, one to be chosen by each Party, and in the event
of the arbitrators failing to agree, to the decision of an umpire to be chosen by the arbitrators.
The arbitrators and umpire shall be disinterested active or retired officials of fire or casualty
insurance or reinsurance companies, but may not be active or retired executive officials of
mortgage guaranty insurance companies. If either Party fails to appoint an arbitrator or umpire
within one month of a request in writing by either of them to do so, such arbitrator or umpire,
as the case may be, shall at the request of either party be appointed by a Judge of the Superior
Court of the North Carolina General Court of Justice or a Judge of the U. S. District Court for
the Middle District of North Carolina.

14.2 The arbitration proceeding shall take place in New York, New York. Each Party shall
submit its case to the arbitrators within one (1) month after receipt of notice of the selection
of the umpire unless the period is extended by the arbitrators or by agreement of the Parties.
The arbitrators and umpire are relieved from all judicial formality and may abstain from
following the strict rules of law. They shall settle any dispute under the Agreement according
to an equitable rather than a strictly legal interpretation of its terms.

14.3 Each party shall bear the expenses of his arbitrator and shall jointly and equally share

it 4L 41, 4+l £ 1l 1 A ~ft 1 1
ith the other the expenses of the umpire and of the arbitration.

&

14.4 This Article shall survive the termination of this Agreement.

15. General:

15.1 Errors and Omissions. Reinsurer shall not be relieved of liability by reason of an error
or accidental omission by Ceding Company in reporting any Claim, provided that such error
or omission is rectified promptly after discovery, and Reinsurer is not materially prejudiced
thereby. Reinsurer will not be liable for Reinsurance Claims resulting from dishonesty or
fraud on the part of Ceding Company's employees, agents or representatives.

15.2 Amendments. This Agreement may be amended only with the written consent of both
Parties; provided, however, that no amendment to this Agreement shall be effective until
approved by the Commissioner and further provided that the Parties hereby consent to any
amendment required or ordered by the Commissioner. If Reinsurer objects to any amendment
required or ordered by the Commissioner, then Reinsurer shall have the right to terminate this
Agreement, after the date the Commissioner requests or orders such amendment, upon thirty
(30) days' notice.
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15.3 Applicable Law. This Agreement, and future amendments hereto, shall be subje« |
construed in accordance with the substantive laws of the state of North Carolin: ‘
arbitration under this Agreement or any dispute concerning the right to arbitration s ‘
governed by the Federal Arbitration Act (9 U.S.C. Section 1 et seq.) and not by the law: |
state of North Carolina. \

15.4 Entire Agreement. This Agreement embodies the entire agreement and understa V
between the Parties and supersedes all prior agreements and understandings, oral or wr. ‘
relating to the subject matter hereof.

15.5 Notices and Reports. Except as otherwise specifically set forth herein, all notices
reports to be given by a party shall be in writing and shall be sufficiently given if sent |
prepaid U.S. Mail, and every such notice and report shall be conclusively deemed to have be |

given on the third (3rd) Business Day following the date of mailing thereof. The address |
the Parties for notices and reports are as follows: ‘

UNITED GUARANTY RESIDENTIAL INSURANCE COMPANY 1
230 North Elm Street, 7th Floor !
Greensboro, North Carolina 27401-2402 : !

or !
PO Box 21567 ’ !
Greensboro, NC 27420-1567

and, in either case,

Attn: Actuarial & Economic Research Department (for notices)
Accounting Department (for financial reporting)

ATRIUM INSURANCE CORPORATION
590 Fifth Avenue
New York, New York 10036

Either party may from time to time by notice as provided in this section designate a d1fferent
address to which such notices shall be sent.

15.6 Exercise of Rights. The failure or refusal by either Party to exercise any rights granted
hereunder shall not constitute a waiver of such rights or preclude the subsequent exercise
thereof, and no verbal communication shall be asserted as a waiver of any such rights
hereunder unless such communication shall be confirmed in writing, and signed by the Party
against whom such waiver is asserted, plainly expressing an intent to waive such rights.
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or Ceding Company, as the case may be, in any publicity releases by one Party |
other Party's written consent. ‘

15.8_Successors and Assigns. This Agreement shall inure to the benefit of, and sh: |
successors and assigns of the Parties. ‘

15.9 Counterparts. This Agreement may be executed in any number of counterpart !
which shall be deemed as original but all of which together shall constitute one and |

instrument. |

15.10 Titles. Titles used for Sections are for convenience of reference only and are i
of the terms and conditions of this Agreement.

15.11 Offset. Each Party hereto shall have, and may exercise at any time and from ti

time, the right to offset any undisputed balance or balances, whether on account of prer

or on account of losses or otherwise, due from such Party to the other (or, if more than

any other) Party hereto under this Agreement or under any other reinsurance agreer
heretofore or hereafter entered into by and between them, and may offset the same against
undisputed balance or balances due to the former from the latter under the same or any ot
reinsurance agreement between them, and the Party asserting the right of offset shall have a
may exercise such right whether the undisputed balance or balances due to such Party fro
the other are on account of premiums or on account of Losses or otherwise and regardless ¢
the capacity, whether as assuming insurer or a ceding insurer, in which each Party acted unde
the agreement or, if more than one, the different agreements involved, provided, however, that,
in the event of the insolvency of a Party hereto, offset shall only be allowed in accordance with
the provisions of Section 7427 of the Insurance Law of the State of New York, as it may be

amended from time to time,

15.12 Confidentiality. The Parties hereby acknowledge that certain information exchanged
by them pursuant to this Agreement is confidential, sensitive, or proprietary in nature. A Party
may designate such information as "Confidential" by written notice to the other Party at the
time of initial disclosure of such information. Each Party agrees that such "Confidential"
information shall be used solely for the purpose of ceding or assuming reinsurance under the
terms and conditions of this Agreement and shall be disclosed only to employees, agents, and
representatives of the Party as is necessary for the performance of that Party's obligations
under this Agreement. Such employees, agents, and representatives shall use reasonable
safeguards to maintain the confidentiality of such information and to prevent its disclosure to
any person not authorized to receive such information.

16

y Rei A 3-XX (Draft.013) November 9, 1995




2014-CFPB-0002  Document 55-34  Filed 10/31/2014  Page 18 of 20 ‘
av WITNESS WHEREOF, this Agreement has been duly executed in duplicat:

\\' counterparts by the Parties. ‘

UNITED GUARANTY RESIDENTIAL INSURANCE COMPANY !

o sl Vsl D \

Name: Daniel T. Walker, Vice President-Actuarial & Economic Research |

Attest: (/% W ‘

Name: H. E. Nicholes., Vice President-National Accounts . |
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«11x1UM INSURANCE CORPORATION |

| By: %fm’ B | |
Vo

Name: Anthony F. Muoio ‘

Title: President and CEO ‘ \

Aftest: &mim \/\) ijc S{« “V

Name: Gordon W. Priest Jr. |

Title: Assistant General Counsel and Assistant Secretary |
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