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June 18, 2026

The Honorable Michelle Bowman The Honorable Jonathan Gould

Vice Chair for Supervision Comptroller

Board of Governors of the Federal Reserve Office of the Comptroller of the Currency
System 400 7™ Street SW

20" Street & Constitution Avenue NW Washington, DC 20219

Washington, DC 20551

The Honorable Travis Hill

Chairman

Federal Deposit Insurance Corporation
550 17™ Street NW

Washington, DC 20429

Re: Regulatory Capital Rules: Regulatory Capital and Standardized Approach for Risk-
Weighted Assets

Federal Reserve System Docket No. R-1888, RIN 7100-AH21

FDIC RIN 3064-AG23

OCC Docket ID OCC-2026-0034, RIN 1557-AF49

Regulatory Capital Rule: Category I and II Banking Organizations, Banking
Organizations with Significant Trading Activity, and Optional Adoption for Other
Banking Organizations

Federal Reserve System Docket No. 1887, RIN 7100-AH20

FDIC RIN 3064-AF29

OCC Docket ID OCC-2026-0265, RIN 1557-AF52

Dear Vice Chair Bowman, Chairman Hill, and Comptroller Gould,

On behalf of our members,' U.S. Mortgage Insurers (USMI) appreciates the opportunity to
provide feedback on the Regulatory Capital Rules (NPRs)? jointly issued by the Federal Reserve,
Federal Deposit Insurance Corporation (FDIC), and Office of the Comptroller of the Currency
(OCC) (collectively the Agencies). USMI represents the nation’s leading private mortgage
insurance (MI) companies and our members are dedicated to a housing finance system backed by
private capital that enables access to affordable and sustainable mortgage finance while also
protecting lenders, Fannie Mae and Freddie Mac (collectively the GSEs), taxpayers, and

' USMI membership comprises the following private mortgage insurers: Enact Mortgage Insurance Corporation;
Essent Guaranty, Inc.; Mortgage Guaranty Insurance Corporation; National Mortgage Insurance Corporation; and
Radian Guaranty, Inc.

291 Fed. Reg. 15332 (March 27, 2026) and 91 Fed. Reg. 14952 (March 27, 2026).
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investors from mortgage credit risk. As long-term managers of single-family mortgage credit
risk, USMI’s member companies are in the market every day balancing access and affordability
for homebuyers with the safety and soundness of the housing finance system and broader
American economy. USMI strongly supports the Agencies’ efforts to modernize bank capital
rules to reflect the unique attributes of the American financial system and promote domestic
economic growth, while ensuring a strong and stable banking system. A key aspect of achieving
these objectives is the NPRs’ approach to more finely calibrating bank capital standards to be
more risk sensitive while maintaining simplicity and transparency, particularly for residential
mortgage exposures. Doing so would allow banks to more efficiently serve a broad spectrum of
homebuyers, including first-time buyers and working-class families, in pursuit of the American
Dream. Recognizing the loss severity reducing benefits of private MI in the calculation of a
mortgage’s loan-to-value (LTV) ratio is consistent with the goal of establishing a more risk
sensitive framework for residential mortgages. Private MI’s severity reducing benefits were
measured by third-party actuarial analysis from Milliman of more than 90 million loans over a
25-year period.®> This analysis informs USMI’s recommendation to include private MI in the
calculation of a mortgage’s exposure-based LTV ratio for the purpose of assigning a risk weight.

Executive Summary

The Agencies already recognize the value of private MI in ensuring safe and sound mortgage
underwriting. Under the Interagency Guidelines for Real Estate Lending,* a residential mortgage
loan with an LTV ratio of 90% or more requires appropriate credit enhancement — most
commonly private MI — to qualify as “prudently underwritten.” The NPRs do not consistently
reflect this same risk mitigation when assigning loan-level capital requirements. However, the
NPRs, importantly, solicit feedback on providing explicit recognition of private MI in calculating
the LTV-based risk weight of a prudently underwritten residential mortgage. Based on the
historical evidence, the answer is clear: the final rules should align that same safety and
soundness benefit of private MI already recognized in prudent underwriting when calculating
and assigning capital requirements for residential mortgage exposures.

USMI recommends that private MI coverage be incorporated into the calculation of risk weights
for residential mortgage exposures due to post-Global Financial Crisis (GFC) enhancements in
the private MI industry, the statistical evidence demonstrating the credit risk reduction afforded
by private MI, and the recognition of private MI as a significant credit risk mitigant by another
U.S. regulatory capital framework, the Federal Housing Finance Agency’s (FHFA) Enterprise

3 Milliman, “Calculating the historical benefit of private mortgage insurance: An empirical assessment of realized
GSE mortgage losses across LTV cohorts from 2000 through 2025” (May 2026)
https://www.milliman.com/en/insight/calculating-the-historical-benefit-of-private-mortgage-insurance.

4 See Interagency Guidelines for Real Estate Lending, 12 CFR part 34 subpart D app. A (OCC); Interagency
Guidelines for Real Estate Lending Policies, 12 CFR part 208 app. C (Federal Reserve); Interagency Guidelines for
Real Estate Lending Policies, 12 CFR part 365 subpart A app. A (FDIC).
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Regulatory Capital Framework (ERCF). More specifically, USMI recommends that, in addition
to maintaining private MI as a prudent underwriting criterion, the Agencies incorporate the
following changes into the final rule:

1. Recognize private MI coverage provided by an “eligible mortgage insurer” in the
calculation of a mortgage’s exposure-based LTV ratio for purposes of assigning an LTV-
based risk weight, with capital recognition calibrated to the depth of private MI coverage
and subject to a minimum risk weight of 35% for high LTV mortgages.

2. Define an “eligible mortgage insurer” as one with documentary evidence of its capacity
to meet its financial commitments for the projected life of the exposure (please reference
Appendix B for the proposed regulatory definition and text).

3. Apply a reasonable haircut to the reduction in private MI-adjusted exposure LTV that
does not exceed the 14.2% credit enhancement counterparty haircut applied to private MI
coverage under the FHFA’s ERCF.’

4. Modify the “eligible guarantor” definition to permit highly rated, well-capitalized private
MI companies to participate more fully in bank credit risk transfer (CRT) transactions,
bringing additional private capital into the U.S. banking system.

These targeted changes would better align capital with risk, support a more consistent regulatory
framework, and expand access to sustainable homeownership, particularly for first-time and
working-class homebuyers.

Background

Bank portfolio mortgage lending is an important part of a coordinated housing finance system.
On one end of the spectrum is fully government-backed mortgage lending with loans insured or
guaranteed by the Federal Housing Administration (FHA), U.S. Department of Veterans Affairs
(VA), U.S. Department of Agriculture Rural Housing Service (RHS), and Office of Public and
Indian Housing (PIH). Bank portfolio mortgage lending sits at the other end of the spectrum in
the purely private market. In the critical middle are conventional mortgage loans sold to the
GSEs, which leverage layers of prudently regulated private capital in front of a government
backstop. Each of these components works together to ensure that borrowers nationwide have
access to a variety of mortgage finance options.

Consistent with the Basel framework, targeted adjustments to address American-specific
considerations and better calibrate bank capital rules to actual risk are important to avoid creating
regulatory arbitrage across executions. Recognizing private MI in the calculation of a residential

> Credit enhancement haircut applied to private MI coverage on a 30-year performing or re-performing loan
provided by an “approved insurer” under the GSEs’ Private Mortgage Insurer Eligibility Requirements (PMIERs)
with a Counterparty Rating of 4 and “high mortgage concentration risk.” See 12 CFR 1240.33(e) Table 12.
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mortgage exposure’s LTV for risk weighting is supported by robust actuarial data and would
establish a more risk-sensitive framework that would allow low down payment homebuyers the
opportunity to secure mortgage loans from banks of all sizes, while protecting the banking
system from the higher risk of default associated with these loans.

Over the past nearly 70 years, private MI has enabled nearly 41 million homebuyers across the
country, including many first-time and working-class borrowers, to access affordable low down
payment home financing while protecting lenders and taxpayers.® Private MI has been the most
common execution for low down payment borrowers since 2018 and, in 2025 alone, more than
800,000 families purchased a home or refinanced a loan using private MI, accounting for more
than $311 billion in mortgage originations.® Nearly 65% of purchase loans with private MI were
for first-time homebuyers and approximately 35% of homebuyers using private MI had annual
incomes below $75,000, demonstrating that low down payment financing backed by private MI
robustly supports working families and first-time buyers.” Private MI helps working-class
Americans achieve homeownership and begin building generational wealth sooner. While many
of the costs associated with homeownership have increased in recent years, public data confirm
that private MI premium rates, as measured by the yield on portfolios of insurance in force (IIF),
declined by 25% between 2017 and 2025 — even while private mortgage insurers complied with
increased capital requirements.'°

USMI welcomes the Agencies’ thoughtful approach to modernizing U.S. bank capital
requirements and applauds the retention of private MI as a regulatory element of prudent
underwriting. USMI respectfully urges the Agencies to incorporate private MI in the calculation
of a residential mortgage exposure’s LTV ratio for purposes of assigning a risk weight, such that
the capital relief is commensurate with the depth of credit risk protection provided by an
“eligible mortgage insurer,” subject to a reasonable haircut that does not exceed 14.2%,!! and to
clarify that private MI companies qualify as “eligible guarantors” in bank credit risk transfer
transactions. Please see the attached Appendix A for detailed responses to select questions from
the NPRs and Appendix B for draft language to amend the relevant sections of the Code of
Federal Regulations (CFR) to effectuate a private MI-adjusted LTV exposure framework.

6 Private MI Company Data and GSE Aggregate Data.

7 Urban Institute analysis of eMBS data, “Mortgage Insurance Data at a Glance — 2025 (December 4, 2025) and
Housing Finance Monthly Chartbooks. Based on origination volume.

8 GSE Aggregate Data.

® GSE Aggregate Data and HMDA Data.

10 Private MI Company Earnings Releases, Financial Supplements, and 10-K/Qs.

1 Credit enhancement counterparty haircut applied to private MI coverage on a 30-year performing or re-performing
loan provided by an “approved insurer” under the GSEs’ Private Mortgage Insurer Eligibility Requirements
(PMIERSs) with a Counterparty Rating of 4 and “high mortgage concentration risk.” See 12 CFR 1240.33(e) Table
12.
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Closing

Private MI is an integral element of the American housing finance system and recognizing the
risk-mitigating benefits of private MI in assigning loan-level risk weights will allow banks to
more efficiently serve low down payment homebuyers. USMI and its member companies
appreciate the opportunity to provide feedback and recommendations on the Agencies’ NPRs
and we look forward to continued engagement to promote regulations that appropriately balance
access to affordable mortgage credit with safety and soundness in the U.S. housing finance and
banking systems. Please feel free to reach out to me directly at sappleton@usmi.org or 202-280-
1820 if you have any questions or should you need any further information.

Sincerely,

O ——

Seth D. Appleton
President, USMI
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APPENDIX A

Question 8 (Category III and 1V Bank NPR):? The agencies have considered various
alternatives relating to how private mortgage insurance should be recognized for residential
mortgages exposures beyond the proposed treatment of considering private mortgage insurance
when identifying which residential mortgage exposures meet the requirements to be considered
prudently underwritten and eligible to use the proposed LTV-based approach. What would be the
pros and cons of providing explicit recognition of private mortgage insurance in the calculation
of LTV ratios for purposes of determining the risk weights for residential exposures? What, if
any, increases in procyclicality and incentives for increased risk-taking by covered banking
organizations might such recognition create? What conditions could the agencies impose on
such recognition to mitigate concerns about the wrong-way risk of monoline credit insurance? In
recognition that private mortgage insurance may not provide protection under all relevant stress
events, what are the advantages and disadvantages of recognizing a portion (such as 50 percent)
of the value of the private mortgage insurance in determining the total outstanding amount of the
loan in the calculation of the LTV ratio? Please provide any data and analysis supporting
alternative approaches.

Question 21 (Category I and II Bank NPR):> What other approaches should the agencies
consider to recognize private mortgage insurance in the determination of the risk weight of
residential mortgage exposures? What would be the pros and cons of providing explicit
recognition of private mortgage insurance in the calculation of LTV ratio for purposes of
determining the risk weights for regulatory real estate exposures? What, if any, increases in
procyclicality and incentives for increased risk-taking by banking organizations might such
recognition create? What conditions could the agencies impose on such recognition to mitigate
concerns about the wrong-way risk of monoline credit insurance? In recognition that private
mortgage insurance may not provide protection under all relevant stress events, what are the
advantages and disadvantages of recognizing a portion (such as 50 percent) of the value of the
private mortgage insurance in determining the total outstanding amount of the in the calculation
of the LTV ratio? Please provide any data and analysis supporting alternative approaches.

I. Private MI Should Be Recognized in the Calculation of Exposure-Based LTV for
Risk-Weighting Based on the Depth of Coverage & High LTV Mortgages with
Private MI Coverage Should Be Subject to a Minimum Risk Weight of 35%
Private MI reduces net loss severity on high LTV mortgages to levels at or below the
60.01-80% cohort during period of economic stress and the reduction is directly
correlated to the depth of coverage

1291 Fed. Reg. 15340 (March 27, 2026).
1391 Fed. Reg. 14971 (March 27, 2026).
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Federal banking regulators have long recognized the value of private MI as evidenced by its
inclusion as a credit risk mitigant in the prudently underwritten criteria, and appropriately assign
a 100% risk weight to not prudently underwritten loans at or above 90% LTV. Third-party
analysis from Milliman and the Urban Institute'* demonstrate that private MI is highly effective
at reducing loss severity on high LTV loans, which have a heightened risk of default. The
FHFA’s ERCF recognizes the loss severity reducing impact of private MI for mortgages
acquired by the GSEs and provides loan-level capital relief to the GSEs based on a variety of
factors, including the depth of private MI coverage, loan term, and a credit enhancement
counterparty haircut, which is explained further below.!®

Historical Benefit of Private M1

The fundamental purpose of private MI is to absorb losses and reduce loss severity on high LTV
mortgages to levels at or below those observed on loans with higher down payments. To
quantify the benefit of private MI, Milliman analyzed GSE mortgage losses across LTV cohorts
from 2000 to 2025, encompassing over 90 million loans and $20.3 trillion in original unpaid
principal balance (UPB).!® Among Milliman’s findings were that: (1) private MI reduced net
realized loss severity on insured high LTV loans to below the gross loss severity observed in the
60.01%-80% LTV benchmark cohort; and (2) net severity outcomes within the >80% LTV
population decreased as the level of private MI coverage increased. The historical data is clear —
private MI delivers measurable, durable loss given default protection across economic cycles and
performs as designed in downturns.

Reduction of Net Realized Loss Severity

Milliman found that “MI reduced net realized loss severity on insured high-LTV loans to below
the gross loss severity observed in the 60.01%-80% LTV benchmark cohort,” including for crisis
vintage loans (2005-2009).!7 For example, the net loss severity for the crisis-vintage loan cohort
with an OLTV of 60.01%-80% was 52%, while the net loss severity for the crisis-vintage loan
cohort with an OLTV of 90.01%-100% and private MI coverage was 29% after the private MI
claim recoveries. Crisis-vintage loans reflect the highest stress and are informative for
considering loss behavior during severely adverse economic conditions.

14 Urban Institute, “Mortgage Insurance Data at a Glance — 2025 (December 4, 2025).

1512 CFR 1240.33(e). See Tables 7-12.

16 Milliman, “Calculating the historical benefit of private mortgage insurance: An empirical assessment of realized
GSE mortgage losses across LTV cohorts from 2000 through 2025” (May 2026)
https://www.milliman.com/en/insight/calculating-the-historical-benefit-of-private-mortgage-insurance.

17 Milliman, “Calculating the historical benefit of private mortgage insurance: An empirical assessment of realized
GSE mortgage losses across LTV cohorts from 2000 through 2025” (May 2026)
https://www.milliman.com/en/insight/calculating-the-historical-benefit-of-private-mortgage-insurance.
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HISTORICAL LOAN PERFORMANCE BY ORIGINAL LTV COHORT: CRISIS VINTAGE (2005-2009)

Original LTV %... <50 50-60 60-80 80-90 90-100
A. Credit event rate (% original UPB) 0.30% 0.98% 3.19% 8.15% 10.84%
B. Gross loss severity (% credit event UPB) 40% 45% 52% 57% 57%
C. Net loss severity (% credit event UPB) 40% 45% 52% 37% 29%
D. Loss reduction due to Ml = (1 —C/B) 0% 0% 0% 35% 50%

The tables included below capture the performance of GFC-era vintages (2005-2009) based on
OLTYV and depth of private MI coverage, both in terms of absolute data and relative to the 60.01-
80% cohort.'® This analysis underscores the industry’s claims payments and robust risk
protection that predate the post-GFC enhancements. In more benign credit environments, such
as in recent years, more claims have been fully satisfied without exhausting 100% of the
contractual MI coverage.

HISTORICAL LOAN PERFORMANCE BY ORIGINAL LTV COHORT AND MI COVERAGE COHORT: CRISIS VINTAGE (2005-2009)
Original LTV ratio by Ml coverage

Original LTV %... <50 50-60 60-80 80-100

MI coverage %... No coverage 0-12 12-25 25-30 >30
A. Credit event rate (% original UPB) 0.3% 1.0% 3.2% 6.6% 8.7%  1.1%  16.0%
B. Gross loss severity (% credit event UPB) 40% 45% 529%, 57% 56% 58% 61%
C. Net loss severity (% credit event UPB) 40% 45% 52% 46% 33% 29% 28%
D. Loss reduction due to Ml = (1 - C/B) 0% 0% 0% 19% 41% 50% 54%

HISTORICAL LOAN PERFORMANCE BY ORIGINAL LTV COHORT AND MI COVERAGE COHORT, RELATIVE TO 60-80 COHORT: CRISIS VINTAGE (2005-2009)
Original LTV ratio by MI coverage

Original LTV %... <50 50-60 60-80 80-100

Ml coverage %... No coverage 0-12 12-25 25-30 >30
Credit event rate (% UPB) 0.09 0.31 1.00 2.07 2.71 3.47 5.02
Gross loss severity (% credit event UPB) 0.77 0.86 1.00 1.08 1.07 111 117
Net loss severity (% credit event UPB) 0.77 0.86 1.00 0.88 0.63 0.55 0.54

Milliman’s findings are consistent with research from the Urban Institute that shows mortgages
guaranteed by the GSEs and originated between 1994 and 2024 with private MI coverage
experienced significantly lower loss severity than loans without private MI. Because private MI

'8 Milliman, “Calculating the historical benefit of private mortgage insurance: An empirical assessment of realized
GSE mortgage losses across LTV cohorts from 2000 through 2025” (May 2026)
https://www.milliman.com/en/insight/calculating-the-historical-benefit-of-private-mortgage-insurance.
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covers the first loss, Urban Institute found that the total loss severity for the 1994-2024
origination period of GSE loans without private MI was 47.9%, while the total loss severity for
GSE loans with private MI over the same period was 31.2%."°

Total Loans
Loss severity for loans Total severity for PMI Severity without Ml
Origination year without PMI loans recovery Ml recovery

1994-2004 40.3% 26.7% 48.1% 21.4%
2005-2008 52.5% 36.7% 60.5% 23.7%
2009-2010 37.2% 20.7% 41.5% 20.8%
2011-2018 30.2% 13.0% 32.6% 19.6%
2019-2020 9.1% 6.4% 13.7% 7.2%
2021-2024 52% 47% 12.0% 7.3%
Total 47.9% 31.2% 53.7% 22.5%

Reduction in GSE Loss Severity Because of PMI

M Loss severity absorbed by GSEs Loss severity absorbed by private mortgage insurers

70%
60%
50%
40%

30%

20%

1999-2004 2005-2008 2009-2010 2011-2018 2019-2020 2021-2024 Total

19 Urban Institute, “Mortgage Insurance Data at a Glance — 2025” (December 4, 2025).

1101 17t Street NW, Suite 700 | Washington, DC 20036 | www.USMl.org

9


http://www.usmi.org/

%t USMI

U.S. MORTGAGE INSURERS

Why Depth of Private MI Coverage Matters

Since the 1990s, the GSEs have utilized levels of LTV-based coverage depth that go beyond the
statutory minimum charter coverage depth to insure up to 35% of the value of a mortgage, plus
allowable interest and expenses, and increase based on the borrower’s LTV at origination.?’ This
standard coverage represents an actuarially-justified credit enhancement framework that is more
risk-sensitive, economically efficient, and better aligned with capital and pricing discipline. The
table below illustrates how standard coverage reduces the effective LTV of a loan with private
MI to well below 80%. USMI requests that the Agencies reduce a loan’s MI-Adjusted Exposure
LTV for the purpose of assigning a risk weight based on the depth of private MI coverage, after
accounting for a reasonable haircut.

Losses Covered by Private Ml Net

Original LTV Private Ml Effective LTV

Impact on LTV

(standard coverage)

85% 12.0% -10.2% 74.8%
90% 25.0% -22.5% 67.5%
95% 30.0% -28.5% 66.5%
97% 35.0% -34.0% 63.1%

ERCF Recognizes Private MI’s Risk Mitigation & Explicitly Provides for Capital Relief

FHFA, as the regulator and current conservator of the GSEs, oversees the ERCF that established
leverage and granular risk-based capital requirements for the GSEs and is the most
comprehensive framework for U.S. mortgage credit risk. The ERCF finalized work that began
with the enactment of the Housing and Economic Recovery Act of 2008 (HERA)?! and created
capital standards for the GSEs’ current $7.8 trillion in guaranteed mortgages.?? It has been
regularly updated and remains the most thorough and researched capital framework for uniquely
American mortgage capital reserving.

20 The GSEs currently allow for credit enhancement less than “standard coverage” for certain affordable housing
programs, including Fannie Mae’s HomeReady and HFA Preferred products and Freddie Mac’s Home Possible and
HFA Advantage products.

2 Section 1110 of HERA directed FHFA to establish risk-based capital requirements for the GSEs. See 12 USC
1611(a)(1).

22 GSE Earnings Releases, Financial Supplements, and 10-K/Qs. As of March 31, 2026.
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Under the ERCEF, capital requirements for single-family mortgage exposures are determined
using grids and risk multipliers. Loan-level capital for high LTV mortgages is calculated based
on the following elements: (1) a base risk weight; (2) risk multipliers based on property,
borrower, and loan characteristics; (3) a credit enhancement, most commonly private MI,
multiplier based on depth of coverage; and (4) a credit enhancement counterparty haircut based
on a determination of the counterparty’s capacity to perform its financial obligations, “approved
insurer” status, and mortgage concentration risk.>*> The counterparty haircut applied to the
capital credit for private MI is primarily driven by a “Counterparty Rating” that ranges from 1
(“counterparty has extremely strong capacity to perform its financial obligations in a severely
adverse stress”) to 8 (“counterparty is in default on a material contractual obligation (including
any obligation with respect to collateral requirements) or is under a resolution proceeding or
similar regulatory proceeding”).

The credit enhancement provided by an “approved insurer” with high mortgage concentration
risk and Counterparty Rating of 4 (“counterparty has adequate capacity to perform its financial
obligations in a severely adverse stress”) receives a 14.2% counterparty haircut on a 30-year,
single-family mortgage. This extensively researched framework provides important context for
single-family mortgage capital treatment of high LTV loans and is instructive and informative in
answering the Agencies’ questions on “partial recognition” of private MI coverage for the
purposes of calculating a mortgage’s LTV in order to assign a risk weight. It is important to note
that while the ERCF’s capital grids, multipliers, and haircuts have been static, private MI capital
requirements have increased since it was finalized in December 2020, such that the 14.2%
haircut should be viewed as a conservative approach.

Banks, along with credit unions, independent mortgage banks (IMBs), and other lenders,
currently use a variety of private MI products to serve low down payment borrowers and reduce
their exposure to credit risk on high LTV mortgages, including monthly borrower-paid mortgage
insurance (BPMI), single premium BPMI, and lender-paid mortgage insurance (LPMI). Private
MI is a powerful tool for banks to manage capital and risk, and U.S. bank capital regulations
should recognize and promote the prudent use of credit enhancement on high LTV mortgages.

In its response to the Agencies’ NPRs, Fifth Third Bancorp/Fifth Third Bank states that “Getting
this calibration correct is paramount — a framework that acknowledges PMI’s risk-mitigating role
for safety and soundness but ignores it for capital purposes leaves capital requirements
misaligned with the actual risk profile of insured mortgage exposures.”**

Independent analysis from multiple sources, existing recognition by U.S. prudential regulators,
and historical data substantiates that private MI is highly effective at its intended purpose of

2312 CFR 1240.33(e)(3)(1)(A).

24 Fifth Third Bancorp/Fifth Third Bank, NA comment letter “NPR — Regulatory Capital Rules: Regulatory Capital
ad Standardized Approach for Risk-Weighted Assets” (May 15, 2026). Available at
https://www.federalreserve.gov/apps/proposals/comments/FR-2026-0008-01-C163.
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reducing loss given default on insured loans and deserves recognition in the NPRs’ mortgage
credit risk weight buckets. Therefore, private MI coverage depth should be used to calculate the
MI-Adjusted Exposure LTV of a loan for the purposes of assigning an LTV-based risk weight.
Any haircut should not exceed the 14.2% haircut applied under the ERCF to an “approved
insurer” with high mortgage concentration risk and Counterparty Rating of 4.

Examples Using Standardized Approach Risk Weights (Each Base RW Lowered by 5% for
Category I & 11 2 Banks) & Minimum Risk Weight of 35% for High LTV Mortgages with
Private MI Coverage

50% 60% 80% 85% 90% 95% 97%
OLTV OLTV OLTV OLTV OLTV OLTV OLTV
Base Risk
‘C‘;"t‘f;:r(yl\ll":;l an | 2% 30% 35% 45% 45% 55% 55%
Banks)
iﬁ"g:vrg:;me n/a n/a n/a 12% 25% 30% 35%
Maximum
Recommended
Haircut Applied n/a n/a n/a -14.2% -14.2% -14.2% -14.2%
to MI Coverage
MI-Adjusted
fo’ipZZ‘s’i;enﬁngV 500% | 600% | 800% | 762% | 707% | 705% | 67.9%
Risk Weight
Final Risk
gilegghotr(yl?:; am | 25% 30% 35% 35% 35% 35% 35%
Banks)
II. Private Mortgage Insurers are Reliable Counterparties, Continuously Paid Claims
During and After the GFC & No Private Mortgage Insurer Received a Government
Bailout

The claim realization rate was 97% during the GF'C and historical performance supports
measured recognition of private MI for bank capital requirements, not punitive treatment

Private MI Serves as a Source of Stability & Paid $62 Billion in Claims Since the GFC

The nearly 70-year history of the private MI industry is a testament to its resiliency and
dedication to the U.S. housing finance system. Since 1957, the private MI industry has never
stopped writing new business, insuring loans, or paying claims. The industry has paid more than
$62 billion in claims since 2008 and, unlike many banks and large multi-line insurers, no private
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MI company received federal or state bailout funds.?> While three private MI companies
(Republic Mortgage Insurance Company (RMIC), PMI Mortgage Insurance Company (PMI),
and Triad Guaranty Insurance Corporation (Triad)) were orderly placed into receivership by their
state insurance regulators as a result of losses during the GFC and cannot write new business,
they continue to collect premiums, pay claims, and insure existing mortgages. In fact, RMIC has
fully exited rehabilitation and paid 100% of approved claims with interest. Each of these
companies paid an initial partial claim in cash and the remainder was structured as deferred
payment obligations (DPOs). The claim cash payments have increased over time and analysis
from Milliman found that “[a]cross the three receiverships, no GSE-approved MI policyholder
has experienced a permanent loss of contractual coverage; the unpaid portions remain as DPO
obligations of the respective estates.”?®

Further, Milliman’s analysis of 2000-2025 originations found that private MI claim realization
remained high during the GFC stress period (defined as the 2005-2009 vintages), specifically
stating that “for credit-event loans with MI in the analysis dataset, paid MI claims represented
97% of contractual coverage on crisis-vintage originations and 93% across all vintages
combined.”?” Claim realization rates for more recent vintages are strongly informed by the fact
that more claims have been fully satisfied without exhausting 100% of the contractual MI
coverage. Importantly, the presence of private MI coverage on high LTV mortgages results in
lower net loss severities relative to the 60.01-80% LTV band across all vintages.

MI CLAIM REALIZATION
Original LTV ratio by Ml coverage

LTV %... 80-100
conort Ml coverage %... Io‘:lrl\s 0-12 1225 25-30 >30
All vintages Ml claim (% MICov): All loans with MI 93% 86% 95% 91% 92%
All vintages Ml claim (% MICov): Loans with MI and Ml claim 104% 116% 106% 100% 101%
Crisis Ml claim (% MICov): All loans with M1 97% 92% 98% 97% 94%
Crisis Ml claim (% MICov): Loans with Ml and Ml claim 104% 111% 105% 103% 102%

25 GSE and Private MI Statutory Filings.

26 Milliman, “FHFA ERCF Treatment of Mortgage Insurance: Analysis of Counterparty Haircuts and Estimate of
MI Impact” (June 2026) https://www.milliman.com/en/insight/fhfa-ercf-treatment-mortgage-insurance-mi-impact.
RMIC is paying claims at 100%. Under the amended plan approved by the North Carolina Department of
Insurance, RMIC and its affiliate were authorized in 2014 to pay 100% of accrued DPOs and to settle all subsequent
valid claims entirely in cash. PMI is paying claims at 83% as of June 2025, an increase from the initial 50% rate.
The remaining 17% is deferred as a DPO pending future ability to pay. The receiver has periodically increased the
cash payment rate and issued corresponding true-up payments to policyholders that received prior partial payments.
Triad is paying claims at 75% under the Plan of Rehabilitation approved by the Circuit Court of Cook County,
linois in 2013. The remaining 25% is deferred as a DPO. Pre-Plan DPOs related to claims previously paid at 60%
received a partial redemption to equalize them with the 75% rate.

27 Milliman, “Calculating the historical benefit of private mortgage insurance: An empirical assessment of realized
GSE mortgage losses across LTV cohorts from 2000 through 2025” (May 2026)
https://www.milliman.com/en/insight/calculating-the-historical-benefit-of-private-mortgage-insurance.
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USMI acknowledges that payment timing is a critical element of effective credit risk transfer
(CRT), particularly during periods of systemic stress. As discussed in the next section, the
private MI industry has implemented a series of structural, contractual, and capital-related
enhancements since the GFC that materially improves both the certainty and timeliness of claim
payments. These enhancements include stronger capital and liquidity requirements under the
GSEs’ Private Mortgage Insurer Eligibility Requirements (PMIERs), updated Master Policy
provisions, increased use of CRT and reinsurance, and enhanced underwriting quality and
rescission relief frameworks. In combination, these changes significantly strengthen the
reliability and expected timing of claim payments under stress, aligning private MI performance
more closely with the needs of lenders and investors during economic downturns.

III.  Private Mortgage Insurers are Strong & Resilient Counterparties
The private MI industry is based on a time-tested, through-the-cycle business model and
post-GFC enhancements have produced counterparties that are subject to rigorous,
stress-tested capital requirements that are significantly stronger than pre-GFC and
mitigate wrong-way risk concerns

USMI recognizes the Agencies’ interest in understanding the potential for “wrong-way risk,”
whereby mortgage credit losses and private MI stress may be correlated during a severe

economic downturn.

Value of the Private MI Business Model

Dedicated Capital in all Economic Cycles: The private MI business model is unique and cycle-
tested, and the private MI industry has implemented numerous enhancements in the years
following the GFC. While the coverage that private MI companies provide is monoline in
nature, the industry’s capital base is sophisticated and diversified, due in part to the expanded
utilization of CRT. Founded in 1957, the modern private MI industry has evolved through
several economic and real estate cycles, all while remaining exclusively dedicated to the U.S.
single-family housing finance system. To write business in the U.S., a private MI company must
have a monoline structure and meet stringent regulatory requirements that recognize the unique
and cyclical nature of single-family residential mortgage credit risk. The private MI industry
benefits from strong prudential regulatory oversight by state commissioners of insurance, robust
capital and operational requirements imposed by the GSEs under the supervision of the FHFA,
and a unique loss reserving and contingency reserving framework that has stood the test of time
and played a critical role in the private MI industry’s strong claims paying track record.

The statutory and regulatory framework for monoline private MIs is comprehensive and cycle-
tested, ensuring that the industry can be a source of strength and resiliency across all housing

cycles and continuously serve borrowers and lenders throughout the country. Because private
MIs are exclusively dedicated to U.S. single-family mortgage credit risk, their capital,
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underwriting, and risk management policies are tightly associated with a single, well-understood
asset class. In contrast to diversified financial institutions that routinely, and sometimes
suddenly, shift their exposures across a variety of business lines and types of risk, private MIs
have developed extensive expertise in actively managing mortgage credit risk. The monoline
private MI model ultimately exists to ensure that the capital to pay claims exists during times of
economic stress when other industry participants may retreat from the mortgage market. This
specialization has proven effective as private MI companies have written policies, managed
credit risk, and paid claims for nearly 70 years.

Contingency Reserve Requirements: Private MI companies are subject to robust oversight by the
respective domiciliary regulators as well as the insurance departments in each jurisdiction (state,
territory, and federal district) in which they are licensed. State insurance statutes and regulations
require private MIs to be monoline insurance companies and to establish contingency reserves to
provide for the payment of future claims and other expenses. Private MIs must contribute 50%
of net earned premiums to a contingency reserve that cannot be withdrawn for a period of 10
years except as permitted by insurance regulations, and prior approval is required for any early
withdrawals from the contingency reserve in the event that a private MI’s loss ratio for a
calendar year exceeds 35%.

The chart below captures the private MI industry’s collective contingency reserves by year for
the 2017-2025 period.?®

Private MI Industry Contingency Reserves (SB)

12/31/2017 12/31/2018 12/31/2019 12/31/2020 12/31/2021 12/31/2022 12/31/2023 12/31/2024 12/31/2025

28 Private MI Company Earnings Releases, Financial Supplements, and 10-K/Qs.
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Loss Reserves: Private Mls, akin to other types of insurance companies, must establish loss
reserves to pay claims to the insured — a lender, GSE, or other investor — that have already
happened or are expected to occur. Loss reserves generally fall into two categories: (1) case
reserves that are tied to specific, known claims and are established on a loan-by-loan basis once a
delinquent mortgage is considered to likely be a claim event; and (2) incurred but not reported
(IBNR) reserves that estimate losses that are not yet visible or fully developed. Loss reserving is
a critical component of the private MI business model that provides early signals on credit
performance, enables disciplined capital and risk management, and translates delinquency
pipelines into expected or potential losses.

Unlike other forms of insurance or a “run on the bank™ event for depositories, mortgage defaults
are slow-moving and observable (on average, claims are presented 18-48 months after initial
delinquency), resulting in strong visibility into future losses and reducing the risk of sudden
losses that can destabilize financial institutions. Since loss reserves are established after credit
deterioration becomes visible and are impacted by cure rates, foreclosure timelines, and loan
characteristics, this process ensures that losses do not hit all at once and that claims are paid from
already-established funds that were gradually built over time.

The chart below captures the industry’s collective case loss reserves by quarter for the 2017-

2025 period.”
Private MI Industry Case Loss Reserves (SB)
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2 Private MI Company Earnings Releases, Financial Supplements, and 10-K/Qs. Excludes pool, incurred but not
reported (IBNR), and loss adjustment expense (LAE) reserves.
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Financial Strength Ratings: Each private MI company is a highly rated financial institution
according to financial strength ratings assessed and issued by the top nationally recognized
statistical rating organizations (NRSROs) and have been upgraded in recent years.° These
ratings evaluate a wide range of elements, including capital positions/adequacy, loss reserving
practices, underwriting discipline, use of CRT, quality and liquidity of portfolio assets, and
exposure to housing and macroeconomic cycles. Private MI companies’ financial strength
ratings underscore their robust capitalization, confidence that claims will be paid in the event of
loan defaults, and high-quality new business. Further, private MI companies’ S&P Risk-Based
Capital Adequacy levels are above AAA sufficiency.

Current Financial Strength Ratings of Active Private MI Companies (June 2026)

Private MI Company Moody’s S&P Fitch AM Best

Arch MI Company Al AA- A+

Enact MI Corporation A2 A- A A-
Essent Guaranty, Inc. A2 A- A
Mortgage Guaranty A2 A- A
linsurance Corporation

National MI Corporation A3 A- A

Radian Guaranty Inc. A3 A- A

Stable
Positive

Further, the NRSROs’ residential mortgage-backed securities (RMBS) methodologies —
Moody’s, S&P, Fitch, KBRA, and DBRS Morningstar — have been updated in recent years to
provide for improved treatment of private MI coverage on RMBS transactions’ underlying
collateral. These changes improved the ability to assess mortgage credit risk, enhanced the
global consistency of rating methodologies, and improved the transparency and use of rating
methodologies.

Post-GFC Private MI Industry Enhancements

Following the GFC, all mortgage market participants implemented enhancements to ensure the
housing finance system was better positioned to withstand market downturns and maintain
access to mortgage credit. In tandem with updated statutory and regulatory requirements
stemming from the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010
(Dodd-Frank),?! these industry enhancements dramatically strengthened the mortgage finance

30 Financial Strength Ratings for Flagship Private MI Subsidiary. As of 5/31/2026.
3112 USC 5301 et segq.
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system. After assessing past operational practices and experiences during the GFC, the private
MI industry took steps to strengthen its business model to better manage long-term mortgage
credit risk and serve low down payment borrowers.

INDUSTRY ENHANCEMENTS TO MAKE PRIVATE MI STRONGER

AND MORE RELIABLE
Exposure-based capital (Statutory) » Risk-based capital (updated PMIERs)
Relatively static pricing with rate cards > More granular, risk-based, and dynamic pricing
Manage risk through credit policy ’ Manage risk through credit policy and pricing
Focus on avoiding adverse credit selection > Proactive portfolio selection based on economic value
“Buy-and-Hold" risk-taking > Active risk management

PMIERs: To be “approved insurers” to write coverage for loans acquired by the GSEs, private
MIs must comply with stringent capital, financial, operational, and quality control standards
under the GSEs’ PMIERs.*? These standards were significantly revised in 2015 at the direction
of the FHFA and have been periodically updated to respond to market conditions and
macroeconomic developments. PMIERs ensures that private MIs possess the financial capacity,
including the necessary liquidity, to meet all insurance obligations, obtain additional capital if
needed, and remain adequately capitalized during all economic cycles.’® Further, the PMIERs
counterparty oversight framework subjects private MIs to stress tests using macroeconomic
assumptions that are consistent with the Federal Reserve’s “severely adverse scenario.”**

32 Fannie Mae and Freddie Mac’s Private Mortgage Insurer Eligibility Requirements (PMIERs) “establish the
requirements that a private mortgage insurance company must meet to be an approved insurer eligible to write
mortgage guaranty insurance selected by a mortgage enterprise, for mortgages acquired by [Fannie Mae / Freddie
Mac] pursuant to the [Fannie Mae / Freddie Mac] Single-Family Seller/Servicer Guide.” Available at
https://singlefamily.fanniemae.com/mortgage-insurers and https://sf.freddiemac.com/general/private-mortgage-
insurer-eligibility-requirements-pmiers.

33 PMIERs Section 701 (Sources and Diversification of Capital).

34 “The final 2026 severely adverse scenario is characterized by a hypothetical severe global recession triggered by
an abrupt decline in risk appetite that causes substantial declines in the prices of risky assets, declines in risk-free
interest rates and high levels of financial market volatility. Equity prices fall about 58% in the first three quarters of
the scenario while the U.S. Market Volatility Index (VIX) spikes and reaches a peak of 72% in the second quarter of
the scenario. Those conditions also lead to a widening in corporate bond spreads to a level of 5.7%. The ensuing
disruptions depress demand for goods and services from households and prompt businesses to dramatically reduce
employment and investment, conditions from which the economy and asset prices are slow to recover. The U.S.
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PMIERSs prescribes granular risk-based capital requirements based on the risk profile of
individual mortgages, subject to an aggregate capital floor of 5.6% of performing primary
adjusted risk in force (RIF). USMI’s member companies currently hold more than $9.4 billion
of Available Assets in excess of the minimum requirements, representing a 67% capital buffer
that underscores the industry’s financial strength.>> An insurer’s Available Assets under
PMIERs are “those that are readily available to pay claims, and include the most liquid
investments of an approved insurer.”*® Private MI companies’ investment portfolios comprise
highly liquid and rated assets that demonstrate a diverse capitalization.

The chart below captures the asset ratings for USMI’s member companies as of December 31,
2025.%7

Investment Portfolio by Ratings (Available-For-Sale Fixed-

Income Securities)

BB & Lower
BBB 1% AAA

16% 17%

AA

35% 31%

unemployment rate rises 5.5% from the scenario's jump-off point of 4.5% in the fourth quarter of 2025 to its peak of
10% in the third quarter of 2027. The sharp decline in economic activity leads to a collapse in real estate prices,
including a 30% decline in nominal house prices and a 39% decline in commercial real estate prices. The
international portion of the scenario features recessions in three countries or country blocs and a sharp slowdown in
developing Asia, and declines in inflation, with all countries or country blocs experiencing deflation. The value of
the U.S. dollar appreciates against all countries and country blocs' currencies, except for the Japanese yen.” See
https://www.federalreserve.gov/publications/2026-stress-test-scenarios.htm.

35 USMI Member Company Earning Releases, Financial Supplements, and 10-K/Qs. As of March 31, 2026.

36 PMIERSs Section 703 (Available and Minimum Required Assets).

37 Private MI Company Earnings Releases, Financial Supplements, and 10-K/Qs. As of December 31, 2025.
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Private MI CRT (MI-CRT): Private MI is one of the most stable and reliable sources of private
capital in the U.S. housing finance system. The industry assumes mortgage credit risk through
all market cycles and, in recent years, has implemented innovative tools and structures to help
better insulate the housing finance system from the cyclical nature of the mortgage market,
including the ability to forward contract CRT coverage on future business. In doing so, private
MIs have enhanced their ability to be stable, long-term managers of risk and diversified the
industry’s capital base. The industry now uses a combination of capital markets-based and
traditional reinsurance executions to reduce volatility and exposure of mortgage credit risk
within the mortgage finance system, including to the GSEs and therefore taxpayers.

In addition to the continued use of traditional reinsurance with highly-rated counterparties, MI-
CRT structures have developed and grown in the housing market since the GFC, fundamentally
transforming the private MI business model from “Buy-and-Hold” into “Buy-and-Actively
Manage.” MI-CRT demonstrates that private MI companies are sophisticated experts in pricing
and actively managing mortgage credit risk, which further cements the stability private MI
provides in the mortgage finance system. Since 2015, private MI companies have transferred
$92.4 billion in risk to the global reinsurance and capital markets across 145 transactions with a
diverse investor pool. In the reinsurance market, private MIs have executed 85 quota share
(QSR) and excess of loss (XOL) transactions ceding $69.1 billion of risk.>® The industry
expanded its risk management and transfer tools in 2015 with the introduction of mortgage
insurance-linked notes (MILNSs). Since then, private MIs have issued 60 deals, transferring
$23.3 billion of risk.*

Private Mls underwrite and actively manage mortgage credit risk, ensuring quality control on
risk within the financial system and for end-investors. Through CRT, private Mls are able to
access global financial markets to distribute risk, while not diluting their role in underwriting
mortgage credit risk or serving as entity-based capital. The private MI industry has
demonstrated a commitment to effective capital management through both reinsurance and
programmatic MILN issuances, which have enabled private MIs to become the strongest and
most stable counterparties to the GSEs and investors and to play a greater role in supporting the
U.S. housing finance system.

New Master Policy: The private MI industry’s Master Policy governs claims paying policies and
procedures to ensure reliable and predictable payment to the GSEs, lenders, or other investors.
The Master Policy has undergone significant changes since the GFC to increase clarity of terms
and streamline the payment of claims, first in 2014 and again in 2019 when USMI members
developed a common Master Policy which became effective on March 1, 2020.

38 Private MI Company Earnings Releases, Financial Supplements, and 10-K/Qs. As of 3/31/2026.
3 Private MI Company Earnings Releases, Financial Supplements, and 10-K/Qs. As of 3/31/2026.
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Rescission Relief Principles: Rescission relief refers to provisions in the Master Policy that, once
satisfied, limit a private MI company’s ability to rescind coverage, even if there are defects in the
mortgage that would have made it uninsurable had the defects been known.*® Rescission Relief
Principles were first published in 2013 and updated in December 2017 to align with updates to
the GSEs’ Representations and Warranties framework. Under the rescission relief provisions, a
private MI company will not cancel a policy after 36 timely mortgage payments have been made,
unless there is credible evidence of an intentional and knowing material misrepresentation. In
addition, the private MI companies have an option to provide rescission relief after only 12
timely payments if a full file review is conducted.

Underwriting: In addition to the Dodd-Frank mortgage product restrictions and the Ability-to-
Repay/Qualified Mortgage (ATR/QM) Rule, PMIERS’ loan quality requirements*!' have resulted
in stronger controls to ensure quality loan manufacturing and more consistent detection of fraud
and data inconsistencies.

Pricing Engines & Enhanced Risk-Based Pricing: Private MIs have migrated from static rate
cards to granular risk-based dynamic pricing engines that analyze many more borrower and
credit risk factors, including credit score, debt-to-income (DTI) ratio, occupancy, property type,
geography, and co-borrower characteristics. This allows private MIs to more precisely evaluate,
price, and manage single-family mortgage credit risk by creating better alignment between
premiums and the actual risk of a specific borrower/loan.

Each of these enhancements work together to ensure that private MI remains a dedicated source
of private capital in the housing finance system and is available during all cycles in all
geographic regions to insure new loans, pay claims, and continue as going concerns.

IV.  Private Mortgage Insurers Should Be Permitted to be Eligible Guarantors via Small
Modifications to the Regulatory Definition
U.S. bank capital rules should permit highly rated, well-capitalized private MI companies
to be eligible guarantors to bring additional private capital into the U.S. banking system
and participate in appropriate bank risk transfers

Question 22 (Category I and Il Bank NPR)** and Question 51 (Category IIl and IV Bank NPR):*
The agencies seek comment on the requirement that the entity has issued and outstanding an

40 Fannie Mae PMIERs Exhibit G: GSE Rescission Relief Principles available at
https://singlefamily.fanniemae.com/media/16331/display and Freddie Mac PMIERs Exhibit G: GSE Rescission
Relief Principles available at
https://sf.freddiemac.com/docs/pdf/exhibits/pmiers_exhibit g gse rescission_relief principles.pdf.

41 PMIERs Sections 500-506.

4291 Fed. Reg. 15345 (March 27, 2026).

491 Fed. Reg. 14989 (March 27, 2026).
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unsecured debt security without credit enhancement that is investment grade to meet the
definition of an eligible guarantor. What, if any, alternatives to this requirement should the
agencies consider to help ensure that eligible guarantors can be expected to perform on
guarantees, and what would the pros and cons of those alternatives be?

Private MI companies deploy private capital to support the U.S. housing market. They are
experts in evaluating and managing long-term credit risk and their participation as Eligible
Guarantors would allow for potentially billions of dollars of additional private capital to support
domestic banks. To facilitate the participation of private MI companies in bank risk transfer
transactions, small modifications to the definition of eligible guarantor should be made. The
following proposed changes (underlined) to the existing regulations** would accomplish this:

(1) That at the time the guarantee is issued or anytime thereafter, has (or, if the entity
is investment grade, is controlled by an entity that has) issued and outstanding an
unsecured debt security without credit enhancement that is investment grade;

(i1))  Whose creditworthiness is not so positively correlated with the credit risk of the
exposures for which it has provided guarantees as to materially undermine the
value of the credit protection; and

(ii1))  That is not an insurance company engaged predominately in the business of
providing credit protection (such as a monoline bond insurer or re-insurer) unless
it has mitigated the associated risk.

For subpart (i), the above proposed modifications would provide consistency and alignment with
common features of the U.S. financial markets. However, it is worth acknowledging that direct
writing private MI companies are not entirely without access to debt capital markets. State
insurance laws permit regulated insurance companies to issue surplus notes — subordinated debt
instruments that, under statutory accounting principles applicable to insurance companies, are
treated as surplus rather than as liabilities for regulatory capital purposes. Surplus notes are
subject to prior approval by the domiciliary state insurance regulator, which must authorize both
the issuance and any payments of interest or principal. Because payments on surplus notes are
subject to regulatory approval and are subordinate to all policyholder claims, surplus notes
occupy a unique position in the capital structure of an insurance company, they function
economically as hybrid capital instruments, sharing characteristics of both debt and equity from
the perspective of the issuing company’s capital adequacy.

One USMI member company has already utilized surplus notes as a capital instrument,
demonstrating that direct writing private MI companies can and do access debt capital markets in
a form consistent with their regulatory framework and that investment grade surplus note
issuance is a practical and available option for well-capitalized direct writing companies. An

412 CFR 3.2 (OCC); 12 CFR 217.2 (Federal Reserve); and 12 CFR 324.2 (FDIC).
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investment grade rating on a surplus note issued by a direct writing private MI company is, if
anything, a more conservative indicator of financial soundness than an investment grade rating
on senior unsecured holding company debt, because surplus note holders are subordinated to all
policyholders and their payments are subject to regulatory approval — meaning that an
investment grade assessment on surplus notes reflects a high degree of confidence in the issuer’s
ability to service subordinated obligations ahead of regulatory intervention.

The Agencies should acknowledge that investment grade surplus notes issued by a direct writing
company satisfy the purpose of subpart (i) at least as well as investment grade unsecured holding
company debt. Where a direct writing company has issued and has outstanding an investment
grade surplus note, that issuance should be treated as satisfying the unsecured debt requirement
of subpart (i) on its own terms, without resorting to the controlling company control analysis
introduced by the proposed revision, because the surplus note is itself an unsecured debt
obligation of the direct writing entity, issued with regulatory approval, rated by major credit
rating agencies, and outstanding in the public markets.

For subparts (i1) and (iii), USMI recommends the clarifying changes proposed above and to
allow private MI companies to submit documentary evidence to satisfy the requirements of these
two subparts, including providing the results of a Dodd-Frank Act Stress Test (DFAST) and
Capital Analysis and Review (CCAR), to refute the positive correlation and wrong-way risk
assumption. The results would be confidential, shared under a non-disclosure agreement, and
observable only by the relevant bank and the Agencies to provide for counterparty evaluation
and “eligible guarantor” determination. The results would be provided in conjunction with a
specific bank risk transfer transaction and annually thereafter in accordance with the Interagency
Supervisory Guide on Counterparty Credit Risk Management so long as the bank’s exposure to
the counterparty persists. Under this framework, single-party exposure limits and other
requirements of Supervisory Guidance would continue to apply.
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APPENDIX B

Draft CFR Language for Private MI-Adjusted Exposure LTV Framework
Placement Guidance

The following proposed regulatory text would effectuate USMI’s recommendations that the
Agencies consider private MI, subject to a reasonable haircut, when calculating the LTV ratio for
purposes of assigning risk weights. Upon adoption, these provisions would be codified as
follows, within Subpart D (Risk-Weighted Assets: Standardized Approach) of the Agencies’
capital adequacy regulations, inserted immediately following the denominator provision of the
LTV calculation at paragraph (c)(2) established by the Standardized Approach NPR:

OCC:12 CFR §§ 3.31(c)(3)—(c)(6), within 12 CFR Part 3 (Capital Adequacy Standards),
Subpart D

Federal Reserve: 12 CFR §§ 217.31(¢c)(3)—(c)(6), within 12 CFR Part 217 (Capital
Adequacy for Bank Holding Companies, Savings and Loan Holding Companies, and State
Member Banks), Subpart D

FDIC: 12 CFR §§ 324.31(c)(3)—(c)(6), within 12 CFR Part 324 (Capital Adequacy), Subpart
D

Note that 12 CFR §  .31(c) does not exist in the currently codified regulation. Paragraph (c) is
being created by the Standardized Approach NPR. Section numbers set forth below are
illustrative and it is our expectation that the Agencies would assign final numbers consistent with
the codification structure of the final rule.

Existing Proposed Language (Standardized Approach NPR §  .31(c¢)

(c) Loan-to-value ratio. For purposes of determining the applicable risk weight for a residential
mortgage exposure under Table 1 to this section, a covered banking organization shall calculate
the loan-to-value ratio of the exposure as follows:

(1) Numerator. The numerator of the loan-to-value ratio is the unpaid principal balance
of the residential mortgage exposure at origination.

(2) Denominator. The denominator of the loan-to-value ratio is the lesser of: (1) the
appraised value of the property at origination, as determined by a licensed appraiser in
accordance with applicable appraisal requirements; or (ii) the acquisition price of the
property, where the residential mortgage exposure is for the purchase of the property.
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(3) Private mortgage insurance. For purposes of calculating the loan-to-value ratio
under this paragraph (c), a covered banking organization shall not reduce the unpaid
principal balance of the residential mortgage exposure to reflect any private mortgage
insurance coverage on the exposure.

Proposed Amendment to § _ .31(c)(3) Through (c)(6)
(3) Private mortgage insurance.

(i) General rule. Except as provided in paragraph (c)(3)(ii) of this section, a
covered banking organization shall not reduce the unpaid principal balance of a
residential mortgage exposure to reflect any private mortgage insurance coverage
for purposes of calculating the loan-to-value ratio under this paragraph (c).

(i1)) MI-Adjusted Exposure LTV. A covered banking organization may apply the
MI-Adjusted Exposure LTV to determine a loan’s applicable risk weight under
this paragraph (c), provided the coverage is primary mortgage insurance that: (A)
is issued by an eligible mortgage insurer as defined in paragraph (c)(4) of this
section; (B) is structurally and contractually attached to the loan and is not a
freestanding contract; (C) travels with the exposure if transferred or sold; and (D)
does not result in a risk weight below 35 percent for a loan with an Original Loan-
to-Value ratio above 80 percent. The MI-Adjusted Exposure LTV is calculated as
the loan Original Loan-to-Value ratio multiplied by one minus the product of the
coverage percentage and one minus the counterparty haircut defined in (c)(5) of
this section. (e.g., 90% * (1 - (25% * (1 — 14.2%))) = 70.7% MI-Adjusted
Exposure LTV.) The MI-Adjusted Exposure LTV ratio shall not be less than zero.

(c)(4) Eligible mortgage insurer. A covered banking organization shall determine that
an entity qualifies as an eligible mortgage insurer through the following evaluation:

(1) Base counterparty creditworthiness evaluation. The covered banking
organization shall assess the entity’s counterparty creditworthiness, both initially
and on an ongoing basis, consistent with the evaluation principles of Federal
Reserve SR Letter 99-3 (Jan. 26, 1999), Attachment I, which identify capital
strength, leverage, on and off-balance sheet risk factors and contingencies,
liquidity, operating results, and the ability to manage the risks inherent in the
counterparty’s line of business as the criteria for evaluating counterparty
creditworthiness.

(i1) Investment-grade determination. Based on the assessment conducted under
paragraph (c)(4)(i), the covered banking organization shall determine that the
insurer has adequate capacity to meet its financial commitments under the
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coverage for the projected life of the exposure and that full and timely repayment
of its obligations is expected consistent with the investment-grade standard of 12
CFR §§ 3.2, 217.2, and 324.2. This determination shall not be based solely on
ratings assigned by Nationally Recognized Statistical Rating Organizations,
consistent with Section 939A of the Dodd-Frank Act; however, a covered banking
organization may use one or more NRSRO financial strength ratings assigned to
the writing company as one input among others in making this determination.

(ii1) Monoline mortgage guaranty insurer criteria. An entity satisfies the eligible
mortgage insurer criteria of this paragraph (c)(4) if it meets the requirements of
paragraphs (c)(4)(i) and (c)(4)(i1) and additionally satisfies each of the following:

(A) is organized and operates exclusively as a monoline mortgage
guaranty insurance company, without engaging in any other line of
insurance or financial services, and is licensed as a mortgage guaranty
insurer in its domiciliary state and subject to examination by its
domiciliary state insurance regulator;

(B) maintains a risk-to-capital ratio, calculated as net risk in force divided
by the sum of capital, surplus, and contingency reserves, that does not
exceed 17.9-to-1;

(C) maintains readily available assets of not less than $400 million in
excess of the minimum capital required by applicable state insurance law;

(D) has demonstrated, through an annual stress test conducted under
methodologies equivalent to or more severe than the Federal Reserve’s
DFAST/CCAR severely adverse scenario, including a scenario
incorporating home price declines and unemployment rate increases at
least equal in severity to those experienced from 2007 through 2012 (a
“Great Financial Crisis Replay Scenario”), that it maintains sufficient
capital to meet policyholder obligations and remain a going concern;

(E) 1s approved to insure residential mortgage loans acquired by the
Federal National Mortgage Association or the Federal Home Loan
Mortgage Corporation pursuant to their respective Private Mortgage
Insurer Eligibility Requirements and is in compliance with the financial
requirements thereof, as confirmed by the most recent PMIERSs sufficiency
certification published by the Federal Housing Finance Agency; and

(F) 1s not subject to any outstanding regulatory order, directive, or
corrective action requiring remediation of a capital deficiency, suspension
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of new business writings, or placement in supervision or receivership by
any state insurance regulatory authority.

(c)(5) Counterparty haircut. The applicable counterparty haircut:

(1) is 14.2 percent, where the eligible mortgage insurer satisfies the criteria of an
eligible mortgage insurer set forth in paragraph (c)(4) of this section at the time
coverage is issued,

or

(i1) no reduction is available, and the unadjusted ratio under paragraphs (c)(1) and
(c)(2) of this section applies, where the eligible mortgage insurer does not satisty
the criteria set forth in paragraph (c)(4) of this section.

(c)(6) Documentation and monitoring. A covered banking organization applying the
MI-Adjusted LTV ratio under paragraph (c)(3)(ii) of this section shall:

(1) retain mortgage insurance certificates and master policy documentation for the
life of each exposure;

(i1) verify each eligible mortgage insurer’s continued eligibility not less than
annually; and

(111) recalculate the applicable risk weight using the unadjusted LTV ratio under
paragraphs (c)(1) and (c)(2) within 90 days of becoming aware that an eligible
mortgage insurer has ceased to be in compliance with the applicable eligibility
requirements.
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