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Forward Looking Statements—Safe Harbor Provisions

All statements in this report that address events, developments or results that we expect or anticipate may occur in the
future are “forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933, Section 21E
of the Securities Exchange Act of 1934 and the United States (“U.S.”) Private Securities Litigation Reform Act of 1995.
In most cases, forward-looking statements may be identified by words such as “anticipate,” “may,” “will,” “could,” “should,”
“would,” “expect,” “intend,” “plan,” “goal,” “contemplate,” “believe,” “estimate,” “predict,” “project,” “potential,” “continue,’
or other variations on these words and other similar expressions. These statements, which may include, without
limitation, projections regarding our future performance and financial condition, are made on the basis of
management’s current views and assumptions with respect to future events. Any forward-looking statement is not a
guarantee of future performance and actual results could differ materially from those contained in the forward-looking
statement. These statements speak only as of the date they were made, and we undertake no obligation to publicly
update or revise any forward-looking statements, whether as a result of new information, future events or otherwise.
We operate in a changing environment. New risks emerge from time to time and it is not possible for us to predict all
risks that may affect us. The forward-looking statements, as well as our prospects as a whole, are subject to risks and
uncertainties that could cause actual results to differ materially from those set forth in the forward-looking statements
including:

changes in general economic and political conditions, including high unemployment rates and weakness in the
U.S. housing and mortgage credit markets, a significant downturn in the U.S. or global economies, a lack of
meaningful liquidity in the capital or credit markets, changes or volatility in interest rates or consumer
confidence and changes in credit spreads, each of which may be accelerated or intensified by, among other
things, legislative activity or inactivity, actual or threatened downgrades of U.S. government credit ratings, or
actual or threatened defaults on U.S. government obligations;

changes in the way customers, investors, regulators or legislators perceive the strength of private mortgage insurers or
financial guaranty providers, in particular in light of the fact that certain of our former competitors have ceased

writing new insurance business and have been placed under supervision or receivership by insurance regulators;
catastrophic events, municipal and sovereign bankruptcy filings or other economic changes in geographic regions
where our mortgage insurance exposure is more concentrated or where we have financial guaranty exposure;

our ability to maintain sufficient holding company liquidity to meet our short- and long-term liquidity needs;

a reduction in, or prolonged period of depressed levels of, home mortgage originations due to reduced liquidity in the
lending market, tighter underwriting standards, and general reduced housing demand in the U.S., which may be
exacerbated by regulations impacting home mortgage originations, including requirements established under the
Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act”);

our ability to maintain an adequate risk-to-capital position, minimum policyholder position and other surplus
requirements for Radian Guaranty Inc. (“Radian Guaranty™), our principal mortgage insurance subsidiary, and an
adequate minimum policyholder position and surplus for our insurance subsidiaries that provide reinsurance to Radian
Guaranty;

our ability to continue to effectively mitigate our mortgage insurance and financial guaranty losses;

a more rapid than expected decrease in the levels of mortgage insurance rescissions and claim denials, which have
reduced our paid losses and resulted in a significant reduction in our loss reserves, including a decrease in net
rescissions or denials resulting from an increase in the number of successful challenges to previously rescinded

policies or claim denials, or by the government-sponsored entities (“GSEs”) intervening in or otherwise limiting our loss
mitigation practices, including settlements of disputes regarding loss mitigation activities;

the negative impact that our loss mitigation activities may have on our relationships with our customers and potential
customers, including the potential loss of current or future business and the heightened risk of disputes and litigation;
the need, in the event that we are unsuccessful in defending our loss mitigation activities, to increase our loss reserves
for, and reassume risk on, rescinded or cancelled loans or denied claims, and to pay additional claims, including
amounts previously curtailed;

any disruption in the servicing of mortgages covered by our insurance policies, as well as poor servicer performance;
adverse changes in the severity or frequency of losses associated with certain products that we formerly offered (and
which remain in our insured portfolio) that are riskier than traditional mortgage insurance or financial guaranty
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a decrease in the persistency rates of our mortgage insurance policies, which has the effect of reducing our premium
income on our monthly premium policies and could decrease the profitability of our mortgage insurance business;
heightened competition for our mortgage insurance business from others such as the Federal Housing Administration,
the U.S. Department of Veterans Affairs and other private mortgage insurers, including in particular, those that have
been assigned higher ratings than we have, that may have access to greater amounts of capital than we do, that are less
dependent on capital support from their subsidiaries than we are or that are new entrants to the industry, and therefore,
are not burdened by legacy obligations;

changes in requirements to remain an eligible insurer to the GSEs (which are expected to be released by the end of
2013 and implemented following a transition period), which may include more onerous risk-to-capital ratio
requirements, higher capital requirements for loans insured prior to 2009 and a limitation on the amount of capital
credit available for our subsidiaries, including capital attributable to our financial guaranty business;

changes in the charters or business practices of, or rules or regulations applicable to, the GSEs;

changes to the current system of housing finance, including the possibility of a new system in which private mortgage
insurers are not required or their products are significantly limited in effect or scope;

the effect of the Dodd-Frank Act on the financial services industry in general, and on our mortgage insurance and
financial guaranty businesses in particular, including whether and to what extent loans with private mortgage
insurance may be considered “qualified residential mortgages” for purposes of the Dodd-Frank Act securitization
provisions;

the application of existing federal or state laws and regulations, or changes in these laws and regulations or the way
they are interpreted, including, without limitation: (i) the resolution of existing, or the possibility of additional,
lawsuits or investigations (including in particular investigations and litigation relating to captive reinsurance
arrangements under the Real Estate Settlement Practices Act of 1974); and (ii) legislative and regulatory changes (a)
impacting the demand for private mortgage insurance, (b) limiting or restricting the products we may offer or
increasing the amount of capital we are required to hold, (c) affecting the form in which we execute credit protection,
or (d) otherwise impacting our existing businesses;

the amount and timing of potential payments or adjustments associated with federal or other tax examinations,
tncluding adjustments proposed by the Internal Revenue Service resulting from the examination of our 2000 through
2007 tax years;

the possibility that we may fail to estimate accurately the likelihood, magnitude and timing of losses in connection
with establishing loss reserves for our mortgage insurance or financial guaranty businesses, or to estimate accurately
the fair value amounts of derivative instruments in determining gains and losses on these instruments;

volatility in our earnings caused by changes in the fair value of our assets and liabilities carried at fair value, including
our derivative instruments, substantially all of our investment portfolio and certain of our long-term incentive
compensation awards;

our ability to realize some or all of the tax benefits associated with our gross deferred tax assets, which will depend on
our ability to generate sufficient sustainable taxable income in future periods;

changes in accounting principles generally accepted in the United States of America or statutory accounting
principles, rules and guidance, or their interpretation; and

legal and other limitations on amounts we may receive from our subsidiaries as dividends or through our tax- and
expense-sharing arrangements with our subsidiaries.

For more information regarding these risks and uncertainties as well as certain additional risks that we face, you
should refer to the Risk Factors detailed in Item 1A of Part I of our Annual Report on Form 10-K for the year ended
December 31, 2012, Item 1A of Part II of our Quarterly Reports on Form 10-Q filed in 2013, including this Quarterly
Report on Form 10-Q, and subsequent reports and registration statements filed from time to time with the U.S.
Securities and Exchange Commission. We caution you not to place undue reliance on these forward-looking
statements, which are current only as of the date on which we filed this report. We do not intend to, and we disclaim
any duty or obligation to, update or revise any forward-looking statements made in this report to reflect new
information or future events or for any other reason.
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PART I—FINANCIAL INFORMATION
Item 1. Financial Statements. (Unaudited)

Radian Group Inc.
CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)

(In thousands, except share and per share amounts) ggll)gember 30,
ASSETS
Investments
Fixed-maturities held to maturity—at amortized cost (fair value $421 and $676) $428
Fixed-maturities available for sale—at fair value (amortized cost $97,819 and $39,48198,912
Equity securities available for sale—at fair value (cost $78,106 and $88,260) 121,868
Trading securities—at fair value 3,250,934
Short-term investments—at fair value 1,423,784
Other invested assets (including variable interest entity (“VIE”) assets of $79,749 and

129,394
$78,006)
Total investments 5,025,320
Cash 35,325
Restricted cash 22,991
Deferred policy acquisition costs 68,461
Accrued investment income 28,453
Accounts and notes receivable 85,047
Property and equipment, at cost (less accumulated depreciation of $100,900 and

9,126
$98,909)
Derivative assets (including VIE derivative assets of $1,577 and $1,585) 20,844
Deferred income taxes, net 17,902
Reinsurance recoverables 57,260
Other assets (including VIE other assets of $93,375 and $99,337) 387,844
Total assets $5,758,573
LIABILITIES AND STOCKHOLDERS’ EQUITY
Unearned premiums $751,587
Reserve for losses and loss adjustment expenses (“LAE”) 2,346,879
Reserve for premium deficiency (“PDR”) 1,983
Long-term debt 921,927
VIE debt—at fair value 104,218

Derivative liabilities (including VIE derivative liabilities of $68,040 and $70,467) 344,870

Accounts payable and accrued expenses (including VIE accounts payable of $285 and
392,589

$366)

Total liabilities 4,864,053

Commitments and Contingencies (Note 15)

Stockholders’ equity

Common stock: par value $.001 per share; 485,000,000 and 325,000,000 shares

authorized at September 30, 2013 and December 31, 2012, respectively;190,634,951

and 151,131,173 shares issued at September 30, 2013 and December 31, 2012, 191

respectively; 173,097,494 and 133,647,216 shares outstanding at September 30, 2013

and December 31, 2012, respectively

Treasury stock, at cost: 17,537,457 and 17,483,957 shares at September 30, 2013 and

December 31, 2012, respectively (892,307
Additional paid-in capital 2,346,591
Retained deficit (588,595
Accumulated other comprehensive income 29,140

December 31,
2012

$679
40,696
112,139
4,094,622
777,532

126,750

5,152,418
31,555
24,226
88,202
34,349
87,519

7,456
13,609

89,204
374,662
$5,903,200

$648,682
3,149,936
3,685
663,571
108,858
266,873

325,270
5,166,875

151

(892,094 )

1,967,414
(355,241 )
16,095
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Total stockholders’ equity 894,520 736,325
Total liabilities and stockholders’ equity $5,758,573 $5,903,200
See Notes to Unaudited Condensed Consolidated Financial Statements.
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Radian Group Inc.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)

(In thousands, except per share amounts)
Revenues:

Premiums written—insurance:

Direct

Assumed

Ceded

Net premiums written

(Increase) decrease in unearned premiums
Net premiums earned—insurance

Net investment income

Net (losses) gains on investments

Change in fair value of derivative instruments
Net gains (losses) on other financial instruments
Gain on sale of affiliate

Other income

Total revenues

Expenses:

Provision for losses

Change in PDR

Policy acquisition costs

Other operating expenses

Interest expense

Total expenses

Equity in net income (loss) of affiliates
Pretax (loss) income

Income tax provision (benefit)

Net (loss) income

Basic net (loss) income per share

Diluted net (loss) income per share

Weighted-average number of common shares outstanding—basic 171,830

Weighted-average number of common and common equivalent

shares outstanding—diluted
Dividends per share

Three Months Ended
September 30,
2013 2012
268,886 $232,086
(126 ) (918
(17,918 ) (21,891
250,842 209,277
(38,858 ) (18,314
211,984 190,963
26,732 25,635
(7,132 ) 84,659
10,778 (41,056
902 (740
1,314 1,328
244,578 260,789
157,174 176,352
(2,325 ) 966
7,958 12,927
70,974 50,429
19,570 12,520
253,351 253,194
(8,773 ) 7,595
3,909 (6,730
$(12,682 ) $14,325
$(0.07 ) $0.11
$(0.07 ) $0.11
132,521
171,830 134,033
$0.0025 $0.0025

See Notes to Unaudited Condensed Consolidated Financial Statements.

)

Nine Months Ended
September 30,

2013 2012
$784,180 $650,188
(10,729 ) (89,434 )
(64,195 ) (91,867 )
709,256 468,887
(91,560 ) 76,220
617,696 545,107
81,220 91,225
(142,891 ) 178,537
(70,357 ) (146,937 )
(3,585 ) (80,454 )
— 7,708
5,319 4,163
487,402 599,349
429,524 653,374
(1,703 ) 1,505
35,159 51,778
212,055 140,776
54,871 39,249
729,906 886,682

1 (13 )
(242,503 ) (287,346 )
(9,149 ) (13,180 )
$(233,354) $(274,166)
$(1.43 ) $(2.07 )
$(1.43 ) $(2.07 )
162,828 132,530
162,828 132,530
$0.0075 $0.0075

10
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Radian Group Inc.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS (UNAUDITED)

Three Months Ended Nine Months Ended

September 30, September 30,
(In thousands) 2013 2012 2013 2012
Net (loss) income $(12,682 ) $14,325 $(233,354) $(274,166)

Other comprehensive income (loss), net of tax (see Note 11):
Foreign currency translation adjustments:

Unrealized foreign currency translation adjustment, net of tax ~ — 1 — @ )
Less: Reclassification adjustment for net gains (losses) included

in net (loss) income, net of tax o o o o

Net foreign currency translation adjustment, net of tax — 1 — @ )
Unrealized gains (losses) on investments:

Unrealized holding gains (losses) arising during the period, net
of tax

Less: Reclassification adjustment for net gains (losses) included

4,978 (1,618 ) 13,924 14,177

. . 304 (1,189 ) 879 7,680

in net (loss) income, net of tax

Net unrealized gains (losses) on investments, net of tax 4,674 (429 ) 13,045 6,497
Other comprehensive income (loss) 4,674 (428 ) 13,045 6,490
Comprehensive (loss) income $(8,008 ) $13,897 $(220,309) $(267,676)

See Notes to Unaudited Condensed Consolidated Financial Statements.

11
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Radian Group Inc.
CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN COMMON STOCKHOLDERS’ EQUITY
(UNAUDITED)

.. Accumulated
Additional .
Common Treasury . Retained Other
(In thousands) Paid-in . .. . Total
Stock Stock . Earnings/(Deficifomprehensive
Capital
Income
BALANCE, JANUARY 1, 2012 $151 $(892,052)$1,966,565 $ 96,227 $ 11,400 $1,182,291
Net loss — — — (274,166 ) — (274,166 )
Net foreign currency translation
i - = — — (7 ) (7 )
justment, net of tax
Net unrealized gain on investments, o o . . 6,497 6.497
net of tax
Repur.chases of common stock under 2 )— . . @2 )
incentive plans
Issual?ce of common stock under o o 468 . . 468
benefit plans
Amortization of restricted stock — — 1,311 — — 1,311
Stock-based compensation expense =~ — — (98 )— — (98 )
Dividends declared — — (1,001 )— — (1,001 )

BALANCE, SEPTEMBER 30, 2012 $151 $(892,094)$1,967,245 $ (177,939 ) $ 17,890 $915,253

BALANCE, JANUARY 1, 2013 $151 $(892,094)$1,967,414 $ (355,241 ) $ 16,095 $736,325

Net loss — — — (233,354 ) — (233,354 )
Net unrealized gain on investments, o . o . 13,045 13,045
net of tax

Repurchases of common stock under

. ) — (713 )— — — (713 )
incentive plans

Issuapce of common stock - stock 39 . 299,371 . o 299.410
offering

Issual?ce of common stock under o . 643 . o 643

benefit plans

.Issuan.ce of common stock under | . 62 . o 63

incentive plans

Amortization of restricted stock — — 3,883 — — 3,883
Ilsg)uance of convertible debt (See Note_ . 77.026 . o 77.026
Stock-based compensation expense =~ — — (608 )— — (608 )
Dividends declared — (1,200 )— — (1,200 )

BALANCE, SEPTEMBER 30, 2013 $191 $(892,807)$2,346,591 $ (588,595 ) $ 29,140 $894,520

13
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See Notes to Unaudited Condensed Consolidated Financial Statements.

14
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Radian Group Inc.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

(In thousands)

Cash flows used in operating activities

Cash flows (used in) provided by investing activities:

Proceeds from sales of fixed-maturity investments available for sale
Proceeds from sales of equity securities available for sale

Proceeds from sales of trading securities

Proceeds from redemptions of fixed-maturity investments available for sale
Proceeds from redemptions of fixed-maturity investments held to maturity
Proceeds from redemptions of equity securities available for sale
Purchases of fixed-maturity investments available for sale
Purchases of trading securities

(Purchases)/sales and redemptions of short-term investments, net
Sales (purchases) of other invested assets, net

Proceeds from sale of investment in affiliate

(Purchases)/sales of property and equipment, net

Net cash (used in) provided by investing activities

Cash flows provided by (used in) financing activities:

Dividends paid

Proceeds/payments related to issuance or exchange of debt, net
Redemption of long-term debt

Issuance of common stock

Excess tax benefits from stock-based awards

Net cash provided by (used in) financing activities

Effect of exchange rate changes on cash

Increase (decrease) in cash

Cash, beginning of period

Cash, end of period

Supplemental disclosures of cash flow information:

Income taxes paid
Interest paid

See Notes to Unaudited Condensed Consolidated Financial Statements.

Nine Months Ended September

30,
2013
$(567,642 )

19,124
1,155,310
7,721

255

10,503

(80,758 )
(507,034 )
(646,098 )
15,311

(3,677 )
(29,343 )

(1,200 )
381,165
(79,372 )
299,410

752

600,755

3,770

31,555
$35,325

$2,414
$18,172

2012
$(441,769

54,456
31,235
5,008,003
4,459
1,505

(4,933,850
481,673
(73,684
14,700

118
588,615

(1,001

(153,261

(154,262
(11
(7,427
35,589
$28,162

$1,530
$24,531

)

)
)

15
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Radian Group Inc.
Notes to Unaudited Condensed Consolidated Financial Statements

1. Condensed Consolidated Financial Statements—Basis of Presentation and Business Overview

Our condensed consolidated financial statements include the accounts of Radian Group Inc. and its subsidiaries. We
refer to Radian Group Inc. together with its consolidated subsidiaries as “Radian,” “we,” “us” or “our,” unless the context
requires otherwise. We generally refer to Radian Group Inc. alone, without its consolidated subsidiaries, as “Radian
Group.”

Our condensed consolidated financial statements are prepared in accordance with accounting principles generally
accepted in the United States of America (“GAAP”) and include the accounts of all wholly-owned subsidiaries.
Companies in which we, or one of our subsidiaries, exercise significant influence (generally ownership interests
ranging from 20% to 50%), are accounted for in accordance with the equity method of accounting. VIEs for which we
are the primary beneficiary are consolidated, as described in Note 5. All intercompany accounts and transactions, and
intercompany profits and losses, have been eliminated. We have condensed or omitted certain information and
footnote disclosures normally included in consolidated financial statements prepared in accordance with GAAP
pursuant to the instructions set forth in Article 10 of Regulation S-X of the United States (“U.S.”) Securities and
Exchange Commission.

The financial information presented for interim periods is unaudited; however, such information reflects all
adjustments that are, in the opinion of management, necessary for the fair statement of the financial position, results of
operations, comprehensive income and cash flows for the interim periods presented. Such adjustments are of a normal
recurring nature. These interim financial statements should be read in conjunction with the audited financial
statements and notes thereto included in our Annual Report on Form 10-K for the year ended December 31, 2012 (the
“2012 Form 10-K”). The results of operations for interim periods are not necessarily indicative of results to be expected
for the full year or for any other period. The year-end condensed balance sheet data was derived from audited financial
statements, but does not include all disclosures required by GAAP.

The preparation of financial statements in conformity with GAAP requires us to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the dates of the
financial statements and the reported amounts of revenues and expenses during the reporting periods. While the
amounts included in our condensed consolidated financial statements include our best estimates and assumptions,
actual results may vary materially.

Basic net (loss) income per share is based on the weighted-average number of common shares outstanding, while
diluted net (loss) income per share is based on the weighted-average number of common shares outstanding and
common stock equivalents that would be issuable upon the exercise of stock options, other stock-based compensation
arrangements, and the dilutive effect of our convertible debt. As a result of our net loss for the three and nine months
ended September 30, 2013, 43,289,967 shares of our common stock equivalents issued under our stock-based
compensation arrangements and convertible debt were not included in the calculation of diluted net loss per share as
of such dates because they were anti-dilutive. For the three months ended September 30, 2012, 2,479,966 shares of
our common stock equivalents issued under our stock-based compensation arrangements were not included in the
calculation of diluted net income per share as of such date because they were anti-dilutive. As a result of our net loss
for the nine months ended September 30, 2012, 5,890,581 shares of our common stock equivalents issued under our
stock-based compensation arrangements were not included in the calculation of diluted net loss per share as of such
date because they were anti-dilutive.

In February 2013, the Financial Accounting Standards Board (“FASB”) issued an update to the accounting standard
regarding comprehensive income. This update requires an entity to present, either on the face of the financial
statements or as a separate disclosure, the changes in the accumulated balances for each component of other
comprehensive income included in that separate component of equity. In addition to the presentation of changes in
accumulated balances, an entity is required to present separately for each component of other comprehensive income,

16
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current period reclassifications out of accumulated other comprehensive income and other amounts of current period
other comprehensive income. We adopted this update effective January 1, 2013, and in Note 11, we present the
changes in the accumulated balances for each component of other comprehensive income as well as current period
reclassifications out of accumulated other comprehensive income and other amounts of current period other
comprehensive income.

10
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Radian Group Inc.
Notes to Unaudited Condensed Consolidated Financial Statements — (Continued)

In July 2013, the FASB issued an update to the accounting standard regarding income taxes. This update provides
guidance concerning the balance sheet presentation of an unrecognized tax benefit when a net operating loss
carryforward or a tax credit carryforward (the “Carryforwards”) is available. This accounting standard requires an entity
to net its liability related to unrecognized tax benefits against the related deferred tax assets for the Carryforwards. A
gross presentation will be required when the Carryforwards are not available under the tax law of the applicable
jurisdiction or when the Carryforwards would not be used by the entity to settle any additional income taxes resulting
from disallowance of the uncertain tax position. This update is effective for fiscal years and interim periods within
such years beginning after December 15, 2013. We are currently evaluating the impact this new guidance will have on
our consolidated financial statements and disclosures.

Business Overview

We are a credit enhancement company with a primary strategic focus on domestic, residential mortgage insurance on
first-lien loans (“first-liens”). We have two business segments—mortgage insurance and financial guaranty.

Mortgage Insurance

Our mortgage insurance segment provides credit-related insurance coverage, principally through private mortgage
insurance, and risk management services to mortgage lending institutions. We provide these products and services
mainly through our wholly-owned subsidiary, Radian Guaranty Inc. (“Radian Guaranty”). Private mortgage insurance
protects mortgage lenders from all or a portion of default-related losses on residential mortgage loans made to home
buyers who generally make down payments of less than 20% of the home’s purchase price. Private mortgage insurance
also facilitates the sale of these mortgage loans in the secondary mortgage market, most of which are sold to Freddie
Mac and Fannie Mae. We refer to Freddie Mac and Fannie Mae together as “Government Sponsored Enterprises” or
“GSEs.”

Our mortgage insurance segment offers primary mortgage insurance coverage on residential first-liens. At

September 30, 2013, primary insurance on first-liens comprised approximately 95.7% of our $41.0 billion total direct
risk in force (“RIF”). In the past, we also wrote pool insurance, which at September 30, 2013, comprised approximately
4.1% of our total direct RIF. Additionally, we offered other forms of credit enhancement on residential mortgage
assets. These products included mortgage insurance on second-lien mortgages, credit enhancement on net interest
margin securities (“NIMS”), and primary mortgage insurance on international mortgages (collectively, we refer to the
risk associated with these transactions as “non-traditional”’). We stopped writing non-traditional business in 2007, other
than a small amount of international mortgage insurance, which we discontinued writing in 2008. Our non-traditional
RIF was $115 million as of September 30, 2013, representing less than 1% of our total direct RIF.

Financial Guaranty

Our financial guaranty segment has provided direct insurance and reinsurance on credit-based risks through Radian
Asset Assurance Inc. (“Radian Asset Assurance”). Radian Asset Assurance is a wholly-owned subsidiary of Radian
Guaranty, which allows our financial guaranty business to serve as a source of capital for Radian Guaranty. We have
provided financial guaranty credit protection in several forms, including through the issuance of financial guaranty
policies, by insuring the obligations under one or more credit default swaps (“CDS”) and through the reinsurance of both
types of obligations. In 2008, we ceased writing or assuming new financial guaranty business and since then, we have
significantly reduced our financial guaranty operations. In addition, we have been proactive in reducing our financial
guaranty exposures through transactions such as commutations, terminations, reinsurance and other settlements in
order to mitigate uncertainty, maximize the ultimate capital available for our mortgage insurance business and
accelerate access to that capital.

Business Conditions
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As a seller of credit protection, our results are subject to macroeconomic conditions and specific events that impact the
origination environment and the credit performance of our underlying insured assets. The downturn in the housing and
related credit markets that began in 2007 had a significant negative impact on the operating environment and results of
operations for both of our business segments. This negative operating environment was characterized by a decrease in
mortgage originations, a broad decline in home prices, mortgage servicing and foreclosure delays, and ongoing
deterioration in the credit performance of mortgage and other assets originated prior to 2009, together with
macroeconomic factors such as high unemployment, limited economic growth and a lack of meaningful liquidity in
many sectors of the capital markets. Our results of operations continue to be negatively impacted by the mortgage
insurance we wrote during the poor underwriting years of 2005 through 2008 (we refer to this portion of our mortgage
insurance portfolio, together with business written prior to 2005, as our “legacy portfolio”).

11
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Radian Group Inc.
Notes to Unaudited Condensed Consolidated Financial Statements — (Continued)

In recent years, the operating environment for our businesses has shown signs of improvement. Although the U.S.
economy and housing market remain weak compared to historical standards, home prices have been appreciating on a
broad basis throughout the U.S., foreclosure activity has declined and the credit quality of recent mortgage market
originations continues to be significantly better than the credit quality of our legacy portfolio. In addition, there are
signs of a broader recovery in the U.S. economy, including importantly, a reduction in unemployment rates. As a
consequence of these and other factors in 2012, we experienced improvement in our results of operations, driven
primarily by a 22% decline in new primary mortgage insurance defaults. Our new primary mortgage insurance
defaults have continued to decline in 2013, including a 19% decline in the first nine months of 2013 compared to the
number of new primary defaults in the first nine months of 2012. Although uncertainty remains with respect to the
ultimate losses we may experience in our legacy portfolio, as we continue to write a significant volume of new
insurance on high-quality mortgages, our legacy portfolio has become a smaller percentage of our total portfolio, and
we expect this trend to continue. Our legacy portfolio represented approximately 43% of our total primary mortgage
insurance RIF at September 30, 2013 compared to approximately 55% at December 31, 2012.

Currently, our business strategy primarily is focused on: (1) growing our mortgage insurance business by writing
insurance on high-quality mortgages in the U.S.; (2) continuing to manage losses in our legacy mortgage insurance
and financial guaranty portfolios; (3) continuing to reduce our legacy mortgage insurance and financial guaranty
exposures; and (4) continuing to effectively manage our capital and liquidity positions.

Our businesses also are significantly impacted by, and our future success may be affected by, legislative and
regulatory developments impacting the housing finance industry. The GSEs are the primary beneficiaries of the
majority of our mortgage insurance policies and the Federal Housing Administration remains our primary competitor
outside of the private mortgage insurance industry. The GSEs’ current federal charters generally prohibit them from
purchasing any mortgage with a loan amount that exceeds 80% of a home’s value, unless that mortgage is insured by a
qualified insurer or the mortgage seller retains at least a 10% participation in the loan or agrees to repurchase the loan
in the event of a default. As a result, high loan-to-value (“LTV”’) mortgages purchased by the GSEs generally are
insured with private mortgage insurance. Changes in the charters or business practices of the GSEs, including the
pursuit of alternatives to private mortgage insurance as a condition to purchasing high LTV loans, could reduce the
number of mortgages they purchase that are insured by us and consequently diminish our franchise value.

Since 2011, there have been numerous legislative proposals and recommendations focused on reforming the U.S.
housing finance industry, including proposals that are intended to wind down the GSEs or to otherwise limit or restrict
the activities and businesses of the GSEs. As a result, the future structure of the residential housing finance system, as
well as the impact of any such changes on our business, remain uncertain. Although we believe that traditional private
mortgage insurance will continue to play an important role in any future housing finance structure, it is possible that
new federal legislation could reduce the level of private mortgage insurance coverage used by the GSEs as credit
enhancement, or even eliminate the requirement altogether, which would reduce our available market and could
adversely affect our mortgage insurance business and our franchise value. In addition, the mortgage origination
market and private mortgage insurers could be adversely impacted by regulatory requirements being developed under
the Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act”).

Capital Preservation and Liquidity Management Initiatives

Since 2008, we have engaged in a number of strategic actions and initiatives in response to the negative economic and
market conditions impacting our businesses. As a result of our strategic actions and an improving operating
environment, we believe we are positioned to return to long-term profitability.

Thus far in 2013, we have made further progress toward our objectives and in support of our business strategy,
including by taking the following actions:
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Radian Asset Assurance continued to proactively reduce its financial guaranty portfolio through a series of risk
commutations, transaction settlements and terminations, and continued to provide capital support to Radian Guaranty.
In January 2013, $6.7 million of statutory contingency reserves were released due to the commutation of the
remaining $822.2 million net par reinsured by Radian Asset Assurance from Financial Guaranty Insurance Company
" (the “FGIC Commutation”), including substantially all of our exposure to general obligation bonds issued by the City
of Detroit;
In February 2013, the New York State Department of Financial Services approved the release of an additional $61.1
-million of statutory contingency reserves resulting from the reduction in Radian Asset Assurance’s net par
outstanding;

12
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Radian Group Inc.
Notes to Unaudited Condensed Consolidated Financial Statements — (Continued)

During the first nine months of 2013, in our financial guaranty business, four of our CDS counterparties exercised
their termination rights with respect to nine collateralized debt obligations (“CDOs”) that we insured, and we agreed to
“the commutation of an additional CDO with another CDS counterparty (collectively, the “2013 CDO Terminations”),
which reduced our net par outstanding by $3.4 billion in the aggregate; and
-In July 2013, Radian Asset Assurance paid an ordinary dividend of $36 million to Radian Guaranty.
During the first nine months of 2013, Radian Group exchanged $195.5 million of its outstanding 5.375% Senior Notes
due June 2015 for a new series of 9.000% Senior Notes due June 2017 in order to improve its debt maturity profile.
See Note 10 for further information.
In March 2013, Radian Group issued $400 million principal amount of 2.250% convertible unsecured senior notes
due March 2019 (the “2019 Convertible Senior Notes”) and received net proceeds of approximately $389.8 million. See
Note 10 for further information.
In March 2013, Radian Group sold 39.1 million shares of common stock at a public offering price of $8.00 per share
and received net proceeds of approximately $299.4 million.
In August 2013, Radian Guaranty entered into a Master Transaction Agreement with Freddie Mac (the “Freddie Mac
Agreement”) related to a group of 25,760 first-lien mortgage loans guaranteed by Freddie Mac that were insured by
Radian Guaranty and were in default as of December 31, 2011. The Freddie Mac Agreement caps Radian Guaranty’s
fotal exposure on the entire population of loans subject to the agreement to $840 million. The maximum exposure of
$840 million is comprised of $625 million of claim payments (consisting of $370 million of claims paid on this
population of loans as of July 12, 2013 and $255 million paid at closing) and $215 million related to rescissions,
denials, claim curtailments and cancellations (‘“Loss Mitigation Activity”) on these loans. See Notes 6 and 8 for
additional information regarding this agreement.
At September 30, 2013, Radian Group had immediately available unrestricted cash and liquid investments of $822.1
million. Approximately $119.5 million (approximately $75.5 million of which relates to payments we expect to make
in the next 12 months) of future expected corporate expenses and interest payments have been accrued for and paid by
certain subsidiaries to Radian Group as of September 30, 2013, and therefore, the total unrestricted cash and liquid
investments held by Radian Group as of September 30, 2013 include these amounts. Net of these advances, our
available holding company liquidity is $702.6 million. We expect to use a portion of our available liquidity to support
Radian Guaranty’s capital position, including to continue to maintain Radian Guaranty’s risk-to-capital ratio at 20 to 1
or below. In 2013, we have made contributions of $230 million to Radian Guaranty, including $115 million in the
third quarter of 2013.
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2. Segment Reporting

Our mortgage insurance and financial guaranty segments are strategic business units that are managed separately. We
allocate corporate income and expenses to our mortgage insurance and financial guaranty segments based on either an
allocated percentage of time spent on each segment or internally allocated capital, which is based on the relative
GAAP equity of each segment. We allocate corporate cash and investments to our segments based on internally
allocated capital, which also is based on relative GAAP equity. The results for each segment for each reporting period
can cause significant volatility in internally allocated capital based on relative GAAP equity, which can impact the
allocations of income and expenses to our segments.

Beginning with the first quarter of 2013, management determined that the allocation of our consolidated provision for
taxes to the segments is no longer material to the evaluation of our business results. Therefore, financial information
for our business segments is disclosed on a pretax basis because senior management uses pretax results in the
allocation of resources and in assessing the performance of the segments.

Summarized financial information concerning our segments, as of and for the periods indicated, are as follows:

Three Months Ended Nine Months Ended

September 30, September 30,
(In thousands) 2013 2012 2013 2012
Mortgage Insurance
Net premiums written—insurance $250,799 $209,890 $719,244  $589,261
Net premiums earned—insurance $200,120 $178,685 $581,064 $522,899
Net investment income 14,868 14,758 45,236 50,377
Net (losses) gains on investments (4,380 ) 43,379 (91,003 ) 102,219
Change in fair value of derivative instruments — (1 ) — (32 )
Net losses on other financial instruments (168 ) (1,960 ) (1,971 ) (2,627 )
Other income 1,250 1,280 5,121 3,928
Total revenues 211,690 236,141 538,447 676,764
Provision for losses 152,012 171,805 420,378 614,612
Change in PDR (2,325 ) 966 (1,703 ) 1,505
Policy acquisition costs 5,839 10,126 24,072 26,662
Other operating expenses 59,590 40,250 176,665 107,787
Interest expense 4,447 1,910 10,820 5,355
Total expenses 219,563 225,057 630,232 755,921
Pretax (loss) income $(7,873 ) $11,084 $091,785 ) $(79,157 )
Cash and investments $2,790,050 $3,192,341
Deferred policy acquisition costs 29,158 39,148
Total assets 3,238,224 3,651,849
Unearned premiums 535,420 333,144
Reserve for losses and LAE 2,314,785 3,046,706
VIE debt 11,109 9,448
Derivative liabilities — —
New Insurance Written (“NIW”) (in millions) $13,720 $10,598 $38,003 $25,398
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(In thousands)

Financial Guaranty

Net premiums written—insurance

Net premiums earned—insurance

Net investment income

Net (losses) gains on investments

Change in fair value of derivative instruments
Net gains (losses) on other financial instruments
Gain on sale of affiliate

Other income

Total revenues

Provision for losses

Policy acquisition costs

Other operating expenses

Interest expense

Total expenses

Equity in net income (loss) of affiliates
Pretax loss

Cash and investments

Deferred policy acquisition costs
Total assets

Unearned premiums

Reserve for losses and LAE

VIE debt

Derivative liabilities

Nine Months Ended
September 30,

2013 2012
$(9,988 ) $(120,374)
$36,632 $22,208
35,984 40,848
(51,888 ) 76,318
(70,357 ) (146,905 )
(1,614 ) (77,827 )
— 7,708

198 235
(51,045 ) (77415 )
9,146 38,762
11,087 25,116
35,390 32,989
44,051 33,894
99,674 130,761

1 (13 )

A reconciliation of segment pretax (loss) income to consolidated net (loss) income is as follows:

(In thousands)

Mortgage Insurance pretax (loss) income
Financial Guaranty pretax loss

Income tax provision (benefit)
Consolidated net (loss) income

15

Three Months Ended
September 30,

2013 2012
$43 $(613
$11,864 $12,278
11,864 10,877
(2,752 ) 41,280
10,778 (41,055
1,070 1,220
64 48
32,888 24,648
5,162 4,547
2,119 2,801
11,384 10,179
15,123 10,610
33,788 28,137
$(900 ) $(3,489
$2,293,586 $2,099,454
39,303 52,123
2,520,349 2,389,508
216,167 281,311
32,094 72,891
93,109 100,203
344,870 267,323
Three Months Ended
September 30,

2013 2012
$(7,873 ) $11,084
(900 ) (3,489
3,909 (6,730
$(12,682 ) $14,325

) $(150,718) $(208,189)

Nine Months Ended

September 30,

2013 2012

$(91,785 ) $(79,157 )
) (150,718 ) (208,189 )
) (9,149 ) (13,180 )

$(233,354) $(274,166)

25



Edgar Filing: RADIAN GROUP INC - Form 10-Q

Radian Group Inc.
Notes to Unaudited Condensed Consolidated Financial Statements — (Continued)

3. Derivative Instruments

We provide a significant portion of our credit protection within our financial guaranty segment in the form of CDS. In
many of our CDS transactions, primarily our corporate CDOs, we generally are required to make payments to our
counterparty above a specified level of subordination, upon the occurrence of credit events related to the borrowings
or bankruptcy of obligors contained within pools of corporate obligations or, in the case of pools of mortgage or other
asset-backed obligations, upon the occurrence of credit events related to the specific obligations in the pool. When we
provide a CDS as credit protection on a specific obligation, we generally guarantee the full and timely payment of
principal and interest when due on such obligation. These derivatives have various maturity dates, but the majority of
the net par outstanding of our remaining insured CDS transactions, including all of our corporate CDOs, mature
within five years.

The following table sets forth our gross unrealized gains and gross unrealized losses on derivative assets and liabilities
as of the dates indicated. Certain contracts are in an asset position because the net present value of the contractual
premium we receive exceeds the net present value of our estimate of the expected future premiums that a financial
guarantor of similar credit quality to us would charge to provide the same credit protection, assuming a transfer of our
obligation to such financial guarantor as of the measurement date.

(In thousands) September 30, December 31,

2013 2012
Balance Sheets
Derivative assets:
Financial Guaranty credit derivative assets $7,311 $12,024
NIMS related and other 13,533 1,585
Total derivative assets 20,844 13,609
Derivative liabilities:
Financial Guaranty credit derivative liabilities 276,830 196,406
Financial Guaranty VIE derivative liabilities 68,040 70,467
Total derivative liabilities 344,870 266,873
Total derivative liabilities, net $324,026 $253,264

The notional value of our derivative contracts at September 30, 2013 and December 31, 2012 was $14.2 billion and

$19.2 billion, respectively.

The components of the gains (losses) included in the change in fair value of derivative instruments are as follows:
Three Months Ended Nine Months Ended

September 30, September 30,
(In thousands) 2013 2012 2013 2012
Statements of Operations
Net premiums earned—derivatives $4,170 $7,169 $14,019 $23,041
Financial Guaranty credit derivatives 9,198 (51,839 ) (86,233 ) (171,219 )
Financial Guaranty VIE derivatives (4,026 ) 3,616 513 1,253
NIMS related and other 1,436 2 ) 1,344 (12 )
Change in fair value of derivative instruments $10,778 $(41,056 ) $(70,357 ) $(146,937 )
16
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The valuation of derivative instruments may result in significant volatility from period to period in gains and losses as
reported on our condensed consolidated statements of operations. Generally, these gains and losses result, in part,
from changes in corporate credit or asset-backed spreads and changes in the market’s perception of the
creditworthiness of any: (i) underlying corporate entities; (ii) the credit performance of the assets underlying
asset-backed securities (“ABS”); or (iii) primary obligors of obligations for which we provide second-to-pay credit
protection. Additionally, when determining the fair value of our liabilities, we are required to incorporate into the fair
value of those liabilities an adjustment that reflects our own non-performance risk, and con