
Meeting Between Federal Reserve Board Staff 
and Representatives of Mortgage Insurance Companies of America (MICA) 

October 6, 2010 

Participants: William Treacy, Maureen Yap, Benjamin McDonough, Sebastian Astrada 
and Flora Ahn (Federal Reserve Board) 

Mike Derstein (MICA, Republic Mortgage Insurance Company), 
Anthony Guarino (MICA, Genworth Mortgage Insurance), Basil Petrou 
(MICA, Federal Financial Analytics) and Suzanne Hutchinson (MICA) 

Summary: Staff of the Federal Reserve Board met with representatives of MICA to discuss 
mortgage-backed securities and the Federal Reserve Board's responsibilities under Section 941 
of the Dodd-Frank Wall Street Reform and Consumer Protection Act. Representatives of MICA 
provided Federal Reserve Board staff with a presentation on the private mortgage insurance 
industry and their overall views on risk retention requirements. A copy of the handout provided 
by MICA at the meeting is attached below. The handout formed the basis for discussions at the 
meeting and summarizes the issues discussed. 
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Agenda 

Private MI Indusry Refresher Sustainable Low Downpayment Lending Critical to Recovery. Prudent underwriting-Qualified Residential Mortgagtes. . The case for Mortgage Insurance 

Within the Qualified Mortgage Definition. 

Recommendations for a Healthy Secondary Market 



Private Mortgage Insurance . Private Mortgage Insurance downtrend is Foreclosure Prevention. Toward Home Buyers. Homeowner acquires MI if Down Payment is < 20%. Upward toward Premium Paid for Coverage to Mortgage Services. From Mortgage Services toward Private Mortgage Insurance and downward is Claim Payment. From Mortgage Servicers is Claim Disbursed to Investors and from the Investors Freddie/Fannie, Portfolio Lenders. MI Facilitates Purchase of Homes with Less than 20% down. Pay in a 'First Loss" Position after Borrower Equity.. Shielding Banks and investors from Credit Losses. MI's independent Underwriting Standards Provide Credit Risk Discipline. Immediately Commits Private Capital Against Each Loan- "Skin in the game". Countercyclical Model.. Capital Builds via requirement to Hold 50% of All Premiums received in reserve. Interests Directly aligned with Borrowers and investors. pro actively works with borrower and servicer to prevent foreclosure. 



Line Chart Titled: Low Down Payment Lending Penetration. Prudent Low Down Payment Lending Critical to Recovery. Qualified Residential Mortgage Considers this important sector of housing market. Total MI and FHA in the following years were:1980:Private MI was 15% and FHA was 12%1981:Private MI was 12% and FHA was 17%1982:Private MI was 12% and FHA was 19% 1983:Private MI was 15% and FHA was 22%1984:Private MI was 7% and FHA was 33% 1985:Private MI was 10% and FHA was 17% 1986:Private MI was 9% and FHA was 13% 1987:Private MI was 8% and FHA was 16% 1988:Private MI was 8% and FHA was 11% 1989:Private MI was 9% and FHA was 10% 1990:Private MI was 9% and FHA was 12% 1991:Private MI was 7% and FHA was 9% 1992:Private MI was 6% and FHA was 12% 1993:Private MI was 8% and FHA was 13% 1994:Private MI was 15% and FHA was 12% 1995:Private MI was 17% and FHA was 8% 1996:Private MI was 18% and FHA was 8% 1997:Private MI was 14% and FHA was 7% 1998:Private MI was 13% and FHA was 6% 1999:Private MI was 14% and FHA was 9% 2000:Private MI was 15% and FHA was 9% 2001:Private MI was 12% and FHA was 6% 2002:Private MI was 10% and FHA was 5% 2003:Private MI was 9% and FHA was 4% 2004:Private MI was 7% and FHA was 3% 2005:Private MI was 6% and FHA was 3% 2006:Private MI was 6% and FHA was 4% 2007:Private MI was 12% and FHA was 3% 2008:Private MI was 18% and FHA was 13% 2009:Private MI was 21% and FHA was 4% 2010E:Private MI was 22% and FHA was 3% 



Risk Retention and Qualified Residential Mortgage. Dodd-Frank Wall Street Reform and Consumer Protection Act Creates New Obligation for Securitizers to retain interest in Securitized assets. Bill directs regulators to exempt qualified residential mortgages (QRM). Regulators Must define a QRM taking into consideration underwriting and product features that result in a lower risk of default such as: documented and verified financial resources, standards for: a) residual income after meeting all obligations: b)ratio of housing payment to income: c)ration of all installment payments to income. Standards and features that mitigate the payment shock of ARMs. Mortgage guaranty insurance (or other insurance or credit enhancement) obtained at the time of origination to the extent such insurance credit. enhancement reduces the risk of default. Prohibitions/restrictions on balloon payments, negative amortization, prepay penalties, interest only and other similar high risk features. Data clearly demonstrates: A qualified mortgage standard mitigates the risk of default. On low down payment loans, insured loans have a lower risk of default than comparable Piggyback (uninsured) Loans. 



Qualified Mortgage Study. A study of performance by vertical capital solutions using Corelogic servicing dataset 
reveals that "Qualified Mortgages" significantly outperformed "non qualified mortgages" based on the under 
writing standards below: Fully documented income and assets, total debt to income<= 41%. 7/1 ARM's and 
Greater 
or fixed rates. Loans with a CLTV>80 must carry MI, No Balloon, No interest only, no negative amortization: 
Term <= 360 months. Qualified 
Mortgages clearly have lower risk of default. % by Original Balance (90+ Days Delinquent and Default) 
2002:1.80% qualified, 4.68% nonqualified 
2003:1.42% qualified, 3.70% nonqualified 
2004:2.95 qualified, 8.45% nonqualified 
2005:5.05 qualified, 16.41% nonqualified 
2006:8:18% qualified, 24.65% nonqualified 
2007:7.07% qualified, 19.83% nonqualified 
2008:1.99% qualified, 5.64% nonqualified. 
Ration of nonqualified to qualified loans by original 
balance (90+ days delinquent and default) 
2002; 2.61 
2003: 2.60 
2004:2.28 
2005:3.25 
2006:3.02 
2007: 2.81 
2008: 2.34 
Average:2.0% 



Piggybacks Versus Insured Loan Study. MICA set out to compare default performance of Insured loans to comparable Piggyback loans to support the inclusion of a mortgage insurance requirement in the qualified residential mortgage definition. Used Core Logic Servicing Database of over 120 Million Loans. Extracted high CLTV Loans and divided them into two populations: Insured Loan: Loan with mortgage insurance (3.8 mm loans). Piggyback Loan = uninsured loan where 1st lien LTV= 80% and CLTV > 80% (1.1 mm loans). Examined Performance Data as of June 30, 2010 and segregated each population into 5040 segment combinations of: 5 origination years (2003-2007), 7 FICO score ranges, 4 combined Loan to Value (CLTV) ranges, 9 US Census Regions, 2 Loan Purpose Categories, 2 Documentation Levels. Delinquency, Cure and Non-Performing data normalized tot he distribution of the Piggyback population across all 5040 segments and compared performance. Findings: Insured Loans became Delinquent 47% less frequently, cured 54% more frequently and have performed 65% better than comparable piggyback Loans. 



Piggybacks Versus Insured Loans. Insured Loans have significantly lower incidence of delinquency than comparable piggyback loans. Delinquency Performance with every 90 day delinquency rate: # of loans that ever went 90 or more days delinquent/original number of loans. Delinquency Rates by origination year. Weighting segments by piggyback profile. Data Source: Core Logic. 2003:5.4% insured, 7.5% piggyback 2004: 8.8% insured, 14.2% piggyback 2005:16.0%insured, 25.6% piggyback 2006: 22.0% insured, 35.1% piggyback 2007:27.6% insured, 31,2% piggyback 2003-2007- 18.9%insured, 27.8piggybacked Ration of Piggybacked delinquency rates to insured % piggyback delinquency / % insured delinquency data source core logic 2003: 1.39 2004: 1.61 2005:1.60 2006:1.60 2007:1.13 2003-2007-1.47 



Piggybacks versus insured loans Cure performance: # Every 90 day delinquent loans that subsequently became current total number every 90 days delinquent. once delinquent, insured loans cure 54% more frequently than piggybacks. Cure rates on delinquent loans by origination year weighting segments by piggyback profile data source core logic. 2003:38.1% insured, 33.6% piggyback 2004:29.4% insured, 20.8% piggyback 2005:21.9%insured, 13.3% piggyback 2006:18.2% insured,11.8% piggyback 2007:16.7% insured,11.3% piggyback 2003-2007-19.7%insured,12.8%piggyback Weighted Rations of Insured Cure rates to piggybacks Insured Cure Rate %/ Piggyback cure rate data source core logic 2003: 1.13 2004: 1.41 2005:1.64 2006:1.55 2007:1.48 2003-2007-1.54 



Piggybacks Versus Insured Loans 
N O N - P E R F O R M I N G R A T E S

1 

N o n P e r f o r m i n g R a t e s B y O r i g i n a t i o n Y e a r 

( C u r r e n t l y 9 0 + D a y s D e l i n q u e n t & D e f a u l t s ) Non Performing rates by origination year (currently 90+days delinquent and defaults) data source core logic. 2003:3.3% insured,3.8% piggyback 2004:4.9% insured,8.2% piggyback 2005:8.3% insured,16.3% piggyback 2006:11.9% insured,20.5% piggyback 2007:11.9% insured,14.8% piggyback 2003-2007-9.4%insured,15.7% piggyback 

Oata Source: Corelogic 

R a t i o s O f P i g g y b a c k N o n - P e r f o r m i n g R a t e s T o I n s u r e d 

P i g g y b a c k N o n - P e r f o r m i n g / I n s u r e d N o n - P e r f o r m i n g R a t e Ratios of Piggybacks Non-Performing Rates to Insured data source core logic Piggyback non-performing/insured non-performing rate 2003: 1.24 2004: 1.64 2005:1.96 2006:1.80 2007:1.24 2003-2007-1.65 

Data Source: CoreLogic 

E n d R e s u l t . . . I n s u r e d L o w D o w n p a y m e n t L o a n s H a v e 

L o w e r R i s k o f D e f a u l t t h a n C o m p a r a b l e P i g g y b a c k L o a n s 

M n r . P o r f n r m i n n R a t e m ! n a n s H i i r m n t i v Q n o r m o r e riavs d e l i n a u e n t + l o a n s t h a t t e r m i n a t e d i n d e f a u l t ) / o r i g i n a l n u m b e r o f l o a n s 



Qualified Insured Loan Performance 
NON-PERFORMING RATES* 2003:3.8% insured,3.3 % piggyback,2.4 % insured-qualified 2004:8.2% insured, 4.9% piggyback, 4.3% insured-qualified 2005:16.3% insured,8.3 % piggyback,6.1 % insured-qualified 2006:20.5% insured, 11.9% piggyback, 6.5% insured-qualified 2007:14.8% insured, 11.9% piggyback, 5.9% insured-qualified 2003-2007:15.7% insured, 9.4% piggyback, 5.3% insured-qualified 

" Q u a l i f i e d " I n s u r e d L o a n s H a v e P e r f o r m e d Wel l T h r o u g h 
t h e D o w n t u r n 

Non-Performing Rate: (# Loans Currently 90 or more days delinquent + loans that terminated in default) / original number of loans 



The Case For Private Mortgage Insurance 

Q R M E x e m p t i o n is B a s e d o n Prudent Underwriting Practices Including 

Ml a s a Risk Mitigant o n L o w D o w n p a y m e n t M o r t g a g e s 

L o a n s With M o r t g a g e Insurance M e e t the B a r of L o w e r i n g Risk of 

Default a s Required U n d e r D o d d - F r a n k 

Current H o u s i n g Policy D e b a t e Centered A r o u n d Traditional Ml 

Strengths 

- Significant and Transparent Private Capital ... Skin In the Game on Every Loan 
- Countercyclical Reserving Methodology ... 50% Of All Premiums Earned Held to 

Pay Claims During Downturns 
- Coverage Provides Loss Mitigation and Capital Relief For Lenders and GSEs 
- Interests Directly Aligned With Borrowers and Investors ... Independent 

Underwriting and Intense Foreclosure Prevention 
- Available Capacity to Increase the Private Industry's Support of Housing 



Secondary Market for Prudential Mortgages 
T o s u p p o r t s u s t a i n a b l e l e n d i n g , i n c l u d i n g l o w d o w n 
p a y m e n t l e n d i n g , w h i l e p r o t e c t i n g t a x p a y e r s , n e w e n t i t i e s 
m u s t h a v e : 

- A r o l e f o r p r i v a t e s e c t o r c a p i t a l i n e v e r y s e c t o r o f t h e m o r t g a g e p r o c e s s -
p r i m a r y , s e c o n d a r y a n d s e c u r i t i z a t i o n 

- E x p l i c i t F e d e r a l g o v e r n m e n t s u p p o r t o f m o r t g a g e b a c k e d s e c u r i t i e s 

T o e n s u r e s a f e t y & s o u n d n e s s , t h e y m u s t h a v e 
c o m p r e h e n s i v e F e d e r a l r e g u l a t i o n w i t h r e q u i r e m e n t s t o : 

- S e t c o r p o r a t e g o v e r n a n c e s t a n d a r d s a t l e a s t a s h i g h a s t h o s e o f t h e 
f i n a n c i a l s e r v i c e s i n d u s t r y 

- L i m i t n u m b e r o f n e w e n t i t i e s a n d p r o h i b i t d e p o s i t o r y i n s t i t u t i o n a f f i l i a t i o n 
( o r h o l d i n g c o m p a n y o f o n e ) 

- L i m i t c r e d i t r i s k e x p o s u r e o n l o w d o w n p a y m e n t l o a n s b y r e q u i r i n g h i g h e r 
l e v e l s o f p r i v a t e m o r t g a g e g u a r a n t y c a p i t a l i n a f i r s t l o s s p o s i t i o n 

- L i m i t e d s i n g l e f a m i l y p o r t f o l i o o n l y a s n e e d e d t o m a i n t a i n a l i q u i d m a r k e t 



Secondary Market for Prudential Mortgages 
(Continued) 

T o e n s u r e p r u d e n t u n d e r w r i t i n g , r e g u l a t o r y s t r u c t u r e 
m u s t i n c l u d e : 

- T r a n s p a r e n t u n d e r w r i t i n g g u i d e l i n e s a n d n e w p r o g r a m s t h a t m u s t b e 
a p p r o v e d b y t h e r e g u l a t o r 

- R e q u i r e m e n t s t h a t f e e s c h a r g e d b y e n t i t i e s b e a p p r o v e d b y t h e 
r e g u l a t o r i n a m a n n e r s i m i l a r t o s t a t e i n s u r a n c e r e g u l a t o r a p p r o v a l o f 
p r e m i u m s 

- P r e s e r v a t i o n o f M o r t g a g e I n s u r e r ' s I n d e p e n d e n t U n d e r w r i t i n g 
S t a n d a r d s T o P r o v i d e C r e d i t R i s k D i s c i p l i n e 



A p p e n d i x 



Piggybacks Versus Insured Loans Differences in 

Distributions Across Key Metrics: Piggyback population relied heavily on 
IFCO.. less on documentation. Distribution by FICO Rangee: FICO Range: 620 or higher: 13% Insured, 2% Piggybacked.620-659-22% Insured, 8% Piggybacked. 660-699- 23% Insured, 23% Piggybacked. 700-719 11% Insured, 17% Piggybacked. 720-739, 8% Insured, 15% Piggybacked. 740-759, 7% insured, 13% Piggybacked. 760-950 12% Insured, 23% piggybacked. Distribution by Purpose/Documentation: Purchase:48%, Full 22% Refinance23%, Full 8% Purchase 19%, Low 50% Refinance 10%, Low 14% 



Premiums, Losses & Capital 
Loss Ratio (%) and Net Premiums Earned ($B) Industry Risk to Capital (X:1)Year: 1983 19.4, 1985:21.5 1987:22.4 1989:20.8 1991:22.2 1993:20.2 1995:20.3 1997:17.8 1999:13.5 2001:11.1 2003:9.9 2005:8.9 2007:13.5 2009:21.1 (which includes new entrant capital -Essent Guarantee) Industry Capital ($B): Year 1983:$1.71985:1.7 1987:2.0 1989:2.1 1991:2.2 1993:3.5 1995:5.1 1997:7.5 1999:10.8 2001:15.5 2003:15.4 2005: 6.8 2007:14.3 2009:9.9 Loss Ratio (%)Year:1980:19% 1981:22% 1982:60% 1983:79% 1984:66% 1985:120% 1986:132% 1987:192% 1988:120% 1989:115% 1990:60% 1991:50% 1992: 8% 1993:53% 1994:58% 1995:51% 1996:51% 1997:48% 1998:30% 1999:21%2000: 15% 2001:17%2002:17% 2003:25% 2004:30%2005:25% 2006: 35%2007:120% 2009:180% which includes new entrant capital -Essent Guarantee) Net Premiums Earned ($Billions of dollars) Year:1980:15 1981:17 1982:521983:181984:22 1985:271986:291987:281988:27 1989:261990:22 1991:28 1992:29 1993:341994:36 1995:551996:591997:621998:$1021999:$2002000:$2.9 2001:$3.0 2002:$3.82003:$3.42004:$3.6 2005:$3.4 2006:$3.72007: 

$3.92008:$4.8 2009:$4.4 Source: MICA Reports & Statutory Filings 

Mortgage Insurance is Priced For Long Term Cycles 

Countercyclical Model... Mis Build Capital In Good Times to Pay Claims 
During Economic Downturns 

Current Downturn Is The Most Severe Ever Experienced 

Model Working Exactly As Designed 


