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Overview

� What is Mortgage 
Insurance (MI)?

� MI Loss Reserving
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What Is Mortgage Insurance?

What is Mortgage Insurance?

Source:  www.usmi.org
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What is Mortgage Insurance? (cont.)

� Government v Private

Source:  Urban Institute

What is Mortgage Insurance? (cont.)

Source:  National Mortgage News
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What is Mortgage Insurance? (cont.)

What is Mortgage Insurance? (cont.)

� Coverage

Source:  MGIC
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What is Mortgage Insurance? (cont.)

� Premium

� Premium plan, mortgage program, loan term, loan to value, 
coverage, loan amount, borrower credit score, risk adjustments

� BPMI Premium = Rate /12 * Original Loan Amount

What is Mortgage Insurance? (cont.)

� Claim Settlement

� Two basic options

� Payment=Calculated Loss * Coverage, or

� Payment=Calculated Loss – Net Proceeds

� Calculated Loss=unpaid balance + unpaid interest + expenses

� Cancellation



9/4/2018

6

MI Loss Reserving

MI Loss Reserving

� Loss reserve – expected loss for only delinquent loans

� MI loss reserves do not reflect expected losses on 
currently insured loans which are performing

Source:  Fed Reserve Bank of St Louis
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MI Loss Reserving (cont.)

Source:  2017 Schedule P’s and Radian’s 2017 Investor Presentation

MI Loss Reserving (cont.)

� Not ideally suited to traditional reserving methods
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MI Loss Reserving (cont.)

� Case Loss Reserve Approach

� Freq/Sev E(L)=Pr(Claim|Delinquent)*E(Loss|Claim)

� Aggregate development methods(?)

� IBNR Loss Reserve Approach

� Freq/Sev

� IBNR/Case

� LAE Reserve Approach

� Similar to case loss

� LAE/Loss

MI Loss Reserving (cont.)

� Reserving Risk Factors

� Number of missed payments (Delinquency Status)

� Current Loan to Value (CLTV)

� Economic conditions (HPA, unemp., int. rates, natural disasters)

� Borrower ability to pay

� State laws
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MI Loss Reserving (cont.)

� Model parameterization

� Frequency

� Incremental roll rate

� Ultimate claim resolution

� Severity

� Data

� PMI

� External data

� Underwriting data

� Economic data

� Don’t forget PDR


