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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Piggybacks Versus Insured Loans

NON-PERFORMING RATES*

Non Performmg Rates By Or:gmatlon Year L . ;Ratlos of Plggyback Non- Performmg Rates To Insured
(Currentiy 90+ Days Dehnquent& Defaults) 5 . o o Plggyback Non Performmg / insured Non- ?erformmg Rate '
25% 2.00 1.96
20.5%
20% =
1.50 -
15%
1.00 -
10%
5% 0.50 }
|
0% - . ‘ }
0.00 - : | (
2003 2004 2005 2006 2007  2003-2007
. 2003 2004 2005 2003-2007
Data Seurce: Corelogic Blinsured = Piggyback Data Source: Corelogic

End Result ... Insured Low Downpayment Loans Have
Lower Risk of Default than Comparable Piggyback Loans

* Non-Performing Rate: (# Loans Currently 90 or more days delinquent + loans that terminated in default ) / original number of loans
3



Qualified Insured Loan Performance

NON-PERFORMING RATES*

25%

20.5%
20%

15%

10%

5%

0%

2003 2004 2005 2006 2007 2003-2007

B Piggyback Insured # Insured-Qualified
Data Source: CorelLogic

“Qualified” Insured Loans Have Performed Well Through
the Downturn

* Non-Performing Rate: (# Loans Currently 90 or more days delinquent + loans that terminated in default ) / original number of loans
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The Case For Private Mortgage Insurance

QRM Exemption is Based on Prudent Underwriting Practices Including
MI as a Risk Mitigant on Low Downpayment Mortgages

Loans With Mortgage Insurance Meet the Bar of Lowering Risk of
Default as Required Under Dodd-Frank

Current Housing Policy Debate Centered Around 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

11



Secondary Market for Prudential Mortgages

To support sustainable lending, including low down
payment lending, while protecting taxpayers, new entities

must have:
- A role for private sector capital in every sector of the mortgage process —
primary, secondary and securitization

- Explicit Federal government support of mortgage backed securities -

To ensure safety & soundness, they must have

comprehensive Federal regulation with requirements to:
- Set corporate governance standards at least as high as those of the
financial services industry

- Limit number of new entities and prohibit depository institution affiliation
(or holding company of one)

- Limit credit risk exposure on low downpayment loans by requiring higher
levels of private mortgage guaranty capital in a first loss position

- Limited single family portfolio only as needed to maintain a liquid market

12



Secondary Market for Prudential Mortgages

(Continued)

To ensure prudent underwriting, regulatory structure

must include:

- Transparent underwriting guidelines and new programs that must be
approved by the regulator

- Requirements that fees charged by entities be approved by the
regulator in a manner similar to state insurance regulator approval of
premiums

- Preservation of Mortgage Insurer’s Independent Underwriting
Standards To Provide Credit Risk Discipline

13



Appendix

14



uoljejuawngoq
Uo SS9 " 0|4 uo AjineaH paijay uoneindod yoegAbbid

$eGASEd B
MO1/aseyaing

paImsui &
TINd/e0uBUYyRY

MO1/3ouRLIRY TiN4/eseyding

%0

%07

%0T

%0¢

%0V

%09

%03

PeghdBigm  paunsu) i
0s6 65L 6tL 61 669 659
-08L 174 -0ZL -00L -099 - 029 079>

%0

%S

%01

%ST

%0T

%ST

- uopejusuwindoq / asodind Aquonnquisia

~ 98uey oDld Aquonnquisia

soLja Aoy SS0Udy suonnqLisig U] sesuasayiqg

SUBOT paJlnsu| snsSJIdA s)oeqAbbid




Premiums, Losses & Capital

gz Loss Ratio (%) == Net Premiums Earned ($B) 218%

Industry Risk to Capital (X:1) 194 215 224 208 222 20.2 20.3 17.8 13.5 11.1 2.9 . 135 21.00

industry Capital ($B) $1.7 $1.7 $20 $2.1 $2.2 $3.5 $5.1 $7.5 §$10.8 5155 $154 $16.8/ $143 $9.9°
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

Tincludes new entrant capital (Essent Guarantee)



