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Harrisburg, Pennsylvania
February 7, 2020

Honorable Joseph DiMemmo, CPA 
Deputy Insurance Commissioner 
Commonwealth of Pennsylvania
Insurance Department 
Harrisburg, Pennsylvania

Dear Sir:

In accordance with instructions contained in Examination Warrant Number 18-04694-
13748-R1, dated August 14, 2018, an examination was made of 

Essent Guaranty of PA, Inc., NAIC Code: 13748 

a Pennsylvania domiciled, multi-state mortgage insurance company hereinafter referred to as the 
“the Company”.  The examination was conducted at the Company’s home office, located at Two 
Radnor Corporate Center – 100 Matsonford Rd., 3rd Floor, Radnor, Pennsylvania 19087.

A report of this examination is hereby respectfully submitted. 

SCOPE OF EXAMINATION 

The Pennsylvania Insurance Department (“Department”) has performed an examination 
of the Company, which was last examined as of December 31, 2013.  This examination covered 
the five-year period from January 1, 2014 through December 31, 2018.   

Work programs employed in the performance of this examination were designed to 
comply with the standards promulgated by the Department and the National Association of 
Insurance Commissioners (“NAIC”) Financial Condition Examiners Handbook (“Handbook”). 

The Handbook requires that the Department plan and perform the examination to 
evaluate the financial condition, assess corporate governance, identify current and prospective 
risks of the Company, evaluate system controls and procedures used to mitigate those risks, and 
review subsequent events.  An examination also includes identifying and evaluating significant 
risks that could cause an insurer’s surplus to be materially misstated both currently and 
prospectively. 

All accounts and activities of the Company were considered in accordance with the risk-
focused examination process.  This may include assessing significant estimates made by 
management and evaluating management’s compliance with statutory accounting principles. 

The examination does not attest to the fair presentation of the financial statements 
included herein.  Statements were prepared by management and are therefore the responsibility 
of management.  If, during the course of the examination an adjustment is identified, the impact 
of such adjustment will be documented separately following the Company’s financial statements.

This examination report includes significant findings of fact, in accordance with 40 P.S. § 
323.5(a), and general information about the Company and its financial condition.  There may be 
other items identified during the examination that, due to their nature (e.g., subjective 
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conclusions, proprietary information, etc.), are not included within the examination report but 
separately communicated to other regulators and/or the Company.

For each year of the examination period, the certified public accounting firm of 
PricewaterhouseCoopers LLP (“CPA”) provided an unmodified audit opinion on the Company’s 
year-end financial statements based on statutory accounting principles.  Relevant work 
performed by the CPA, during its annual audit of the Company, was reviewed during the 
examination, and incorporated into the examination workpapers. 

The following affiliated company was examined at the same time during the above 
examination:  

Company NAIC Code  

Essent Guaranty, Inc. (“EGI”) 13634 

HISTORY 

The Company was incorporated on November 19, 2009, licensed by the Department as a 
casualty insurance company on March 15, 2010, and commenced business on March 15, 2010.  

Essent US Holdings, Inc. (“Essent Holdings”), a corporation organized under the laws of 
Delaware, is the Company’s direct parent.  As of December 31, 2018, Essent Holdings was a 
direct, wholly-owned subsidiary of Essent Irish Intermediate Holdings Limited, who in turn, was 
a direct, wholly-owned subsidiary of Essent Group Ltd. (“Essent Group”), a Bermuda-based 
holding company.  Essent Group was incorporated in Bermuda in July of 2008.  Essent Group 
was incorporated in Bermuda in July of 2008.  On September 16, 2013, Essent Group filed an 
initial public offering (“IPO”).  The closing of the IPO occurred on November 5, 2013.  Essent 
Group received net proceeds from the IPO of approximately $313.1 million, after deducting 
underwriting discounts and other estimated offering expenses.  The shares began trading on the 
New York Stock Exchange on October 31, 2013 under the symbol “ESNT”. 

The Company was formed to serve as a reinsurer for its affiliated insurance company, 
EGI.  The Company is only licensed to write mortgage insurance in Pennsylvania.  The 
reinsurance contract with EGI was effective on February 16, 2010. 

The Company is currently authorized to transact those classes of insurance described in 
40 P.S. § 382 (c)(7) Credit. 

MANAGEMENT AND CONTROL 

CAPITALIZATION 

As of the examination date, December 31, 2018, the Company’s total capital was 
$49,336,374, consisting of 2,500 capital shares of issued and outstanding common stock with a 
par value of $1,000 per share amounting to $2,500,000; $36,500,000 in gross paid-in and 
contributed surplus; and $10,336,374 in unassigned funds (surplus). 
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The Company’s minimum capital and surplus requirements for the types of business for 
which it is licensed, pursuant to 40 P.S. § 386, is $750,00 in capital and $375,000 in surplus.
The Company has met all governing requirements throughout the examination period. 

STOCKHOLDER

The Company is 100% owned by Essent Holdings.  The Company paid the following 
ordinary dividends during the period under examination:

Year Amount

2014 $200,000

2016 $3,750,000

2017 $5,000,000

All dividends were paid in cash to Essent Holdings.  Based on the information provided, 
the Department determined the ordinary dividends above comply with 40 P.S. § 991.1404(e) and 
does not object to the dividend transactions.
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INSURANCE HOLDING COMPANY SYSTEM 

During the period under examination, the Company met the requirements for filing an 
Insurance Holding Company System Registration Statement, in accordance with 40 P.S. §§ 
991.1404(a)(1) and 991.1404(a)(2), to register with the Department by March 31, of each year 
during the examination period. 

Essent Group is named as the ultimate controlling entity of its holding company system.  
Members of the holding company system include the following entities briefly described below: 

 

UCP = Ultimate Controlling Person
UIP = Upstream Indirect Parent 
IA = Insurance Affiliate 
UDP = Ultimate Direct Parent 
NIA = Non-Insurance Affiliate 
DS = Downstream Subsidiary 
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BOARD OF DIRECTORS 

Management of the Company is vested in its Board of Directors (“Board”), which was 
comprised of the following members as of the examination date, December 31, 2018:

Name and Address Principal Occupation

Mark A. Casale President and Chief Executive Officer
Radnor, PA Essent Guaranty, Inc. 

Jane P. Chwick Retired 
New York, NY  

Robert E. Glanville Senior Adviser 
Greenwich, CT REG Consulting LLC 

Angela L. Heise President, Leidos Civil
Oakton, VA Leidos Holdings, Inc.

Roy J. Kasmar President
Mulberry, Florida Kasmar Co. LLC 

Allan S. Levine Chairman and Chief Executive Officer
Ridgewood, NJ Global Atlantic Financial Group

Douglas J. Pauls Retired 
Johns Island, SC 

Directors are elected at the shareholder’s annual meeting and serve for a one-year term 
and until his or her successor shall be elected and shall qualify, or until his or her earlier death, 
resignation or removal.  The Company’s by-laws do not specify election of all the directors at the 
same time.  Vacancies are addressed as they occur. 

COMMITTEES 

As of the examination date, December 31, 2018, the following committees were 
appointed by the Board and serving in accordance with the Company’s by-laws: 

Audit Compensation 

Douglas J. Pauls (Chairman) Roy J. Kasmar (Chairman) 
Robert E. Glanville Allan S. Levine

Risk Nominating and Corporate Governance 

Robert E. Glanville (Chairman) Allan S. Levine (Chairman) 
Douglas J. Pauls Roy J. Kasmar

The Company is in compliance with the Board committee independent membership and 
required functions requirements of 40 P.S. §§ 991.1405(c)(3), (c)(4), and (c)(4.i). 
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OFFICERS 

As of the examination date, December 31, 2018, the following officers were appointed 
and serving in accordance with the Company’s by-laws:

Name Title

Mark A. Casale President / Chief Executive Officer
Lawrence E. McAlee, Jr. Senior Vice President / Chief Financial 
 Officer 
Mary L. Gibbons Senior Vice President / Chief Legal Officer / 
 Secretary 
William D. Kaiser Senior Vice President / Chief Operating 
 Officer 
Anthony D. Shore Vice President / Assistant Secretary 
Peter A. Simon Vice President / Treasurer

CORPORATE RECORDS 

MINUTES 

A compliance review of corporate minutes revealed the following:

 The Annual Meetings of the Company’s stockholder were held in compliance with its by-
laws. 

 The stockholder elects directors at such meetings in compliance with the by-laws. 

The stockholder ratified the prior year’s actions of the officers and directors.

Quorums were present at all directors’ meetings.

The Company’s investment transactions are approved quarterly by the Board.

All directors attend Board meetings regularly.

The Company’s Board minutes approve the reinsurance contracts.

ARTICLES OF INCORPORATION 

There were no changes or amendments to the Company’s Articles of Incorporation 
during the examination period. 

BY-LAWS  

There were two changes to the Company by-laws during the examination period, as 
follows:

 In 2014, an amendment was made regarding Board composition to read: 
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“The number of Directors shall be fixed from time to time by the Board of Directors but 
shall at all times be not less than seven (7).”

In 2018, an amendment was made regarding the addition of a new committee to read:

“The Board of Directors shall establish a Technology, Innovation and Operations 
Committee comprised solely of one (1) or more Directors.  Such Technology, Innovation 
and Operations Committee shall have the responsibility for assisting the Board in 
fulfilling its oversight responsibilities with respect to the overall role of technology in 
executing the business strategy of the Corporation.”

SERVICE AND OPERATING AGREEMENTS

The Company is party to various service and operating agreements, which includes 
intercompany and related-party agreements.  The following significant agreements were in place 
during the examination period: 

ADMINISTRATIVE SERVICES AGREEEMENT 

The Company is party to an amended and restated administrative services agreement, 
effective December 31, 2011, with Essent Holdings, the Company’s parent.  Affiliated 
companies EGI and CUW Solutions, LLC (“CUW”), are also parties to this agreement.  Services 
provided under the agreement include accounting and tax, legal, risk management, mortgage 
insurance underwriting and related services, human resources, and other administrative services 
necessary or incidental to perform services under the agreement.  Being that it is a related party 
agreement within the insurance holding company system, it complies with the requirements 
contained in 40 P.S. § 991.1405(a).  

TAX ALLOCATION AGREEMENT 

The Company has a written tax allocation agreement with its parent, Essent Holdings,
that is approved by the Company’s Board of Directors, and its sets forth the manner in which the 
total combined federal income tax is allocated to each entity that is a party to the consolidation.  
Pursuant to this agreement, the Company has the enforceable right to recoup federal income 
taxes paid in prior years in the event future net losses, which it may incur, or to recoup its net 
losses carried forward as an offset to future net income subject to federal income taxes.  Being 
that it is a related party agreement within an insurance holding company system, it complies with 
the requirements contained in 40 P.S. § 991.1405(a).

CAPITAL MAINTENANCE AGREEMENT 

The Company entered into a capital management agreement with its affiliate, EGI, 
effective February 17, 2010.  Under the agreement, EGI will cause the Company to have 
sufficient capital such that the Company’s total outstanding liability, net of reinsurance ceded, 
under its aggregate issued mortgage guaranty insurance and reinsurance contracts does not 
exceed 25 times the total of the Company’s capital, surplus and contingency reserve.  As 
consideration to EGI for any such transfer of funds, the Company will issue to EGI a surplus 
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note.  As of December 31, 2018, no amounts have been received and no amounts are outstanding 
related to this agreement.  The agreement complies with the related party insurance holding 
company agreement requirements contained in 40 P.S. § 991.1405(a). 

REINSURANCE 

CEDED 

The Company does not cede any of its business to another insurer. 

ASSUMED 

The Company entered into an assumption reinsurance agreement with EGI, effective 
March 16, 2010.  Under the terms of the agreement, EGI cedes to the Company that portion of 
risks that is in excess of 25% of the mortgage balance with respect to any loan insured by EGI, 
which is a requirement of certain jurisdictions that it writes business in.  This agreement 
contained appropriate insolvency and arbitration clauses and was found to properly transfer risk 
pursuant to Statements of Statutory Accounting Principles (“SSAP”) No. 62R. Being that it is a 
related party agreement within the insurance holding company system, it complied with 
requirements contained in 40 P.S. § 991.1405. 

During 2014, EGI and Essent Reinsurance, Ltd. (“Essent Re”), an affiliate, entered into a 
quota share reinsurance agreement.  Under the terms of the reinsurance agreement, Essent Re 
provides 25% quota share reinsurance coverage of EGI’s GSE-eligible new insurance written 
effective July 1, 2014.  The Company and EGI amended the reinsurance agreement discussed 
above for the purpose of setting forth that such agreement is net of the reinsurance agreement 
between EGI and Essent Re.  The amendment was effective July 1, 2014.  

Essent Re is recognized as an unauthorized reinsurer by the Department. The agreement 
meets risk transfer requirements pursuant to Statements of Statutory Accounting Principles
(“SSAP”) No. 62R 

Effective March 22, 2018, the Company and EGI amended the above referenced 
reinsurance agreement for the purpose of setting forth that ceded premiums payable under the 
reinsurance agreement are net of ceded premiums paid relating to other ceded reinsurance that 
inures to the benefit of EGI.  During 2018, the Company assumed from EGI premiums written 
and earned of $10,027,978 and $10,807,458, respectively, as compared to $11,996,109 and 
$13,480,414, respectively, during 2017. 

As a result of changes in state law requirements, EGI notified the Company of its intent 
to terminate the reinsurance agreement effective March 31, 2019.  
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TERRITORY AND PLAN OF OPERATION 

The Company is only licensed in Pennsylvania.  The Company’s only business is a 
reinsurance agreement with its affiliated insurance company, EGI, which is the issuing insurance 
company of mortgage guaranty insurance for the Essent Group.   

Business is underwritten on delegated, non-delegated, and contract bases.  “Delegated 
underwriting” refers to when the Company’s customers, banks, and loan servicers, perform the 
underwriting.  “Non-delegated underwriting” refers to underwriting performed by Company 
personnel.  “Contract underwriting” refers to underwriting performed by a third party to the 
insurance contract.  From a new insurance written (“NIW”) perspective, delegated, non-
delegated, and contract underwriting channels account for 65.2%, 31.9%, and 2.9% of the 
Company’s NIW, respective, as of December 31, 2018. 

 

Monthly and Annual premium products accounted for 90.8% of the Company’s NIW 
with Single premium products accounting for the remaining 9.2%. 

SIGNIFICANT OPERATING RATIOS AND TRENDS 

The underwriting ratios summarized below are shown on an earned/incurred basis, and 
encompass the five-year period covered by this examination. 
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The Company reported the following net underwriting, investment, and other gains or 
losses during the period under examination:

PENDING LITIGATION 

Based on a review of the responses to this examination’s legal representation letters, there 
were no material current, pending, or threatened litigation through the date of this examination 
report, February 7, 2020, that required disclosure in this report. 

FINANCIAL STATEMENTS 

The financial condition of the Company, as of December 31, 2018, and the results of its 
operations for the five-year period under examination, are reflected in the following statements*: 

Comparative Statement of Assets, Liabilities, Surplus and Other Funds; 
Comparative Statement of Income; 
Comparative Statement of Capital and Surplus; and
Comparative Statement of Cash Flow

*Note:  Some financials shown in this report may contain immaterial differences to those 
reported in the Company's filed Annual Statements due to rounding errors.   



Essent Guaranty of PA, Inc.

-11- 

Comparative Statement of Assets, Liabilities, Surplus and Other Funds 
As of December 31, 
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Comparative Statement of Income 
For the Year Ended December 31, 
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Comparative Statement of Capital and Surplus 
For the Year Ended December 31, 
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Comparative Statement of Cash Flow 
For the Year Ended December 31, 
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SUMMARY OF EXAMINATION CHANGES 

There were no examination changes to the preceding financial statements as filed with 
regulatory authorities over the review period.

NOTES TO FINANCIAL STATEMENTS

ASSETS 

INVESTMENTS 

As of December 31, 2018, the Company’s invested assets were distributed as follows:

The Company’s bond and short-term investment portfolio had the following quality and 
maturity profiles: 

As can be seen in the preceding exhibit, the Company maintains a high quality 
investment portfolio in bonds, which is composed of $70,570,657 in issuer obligations, 
distributed in the following categories; $21,546,605 of the U.S. Government; $3,615,091 of 
Other Governments; $2,347,709 of U.S. States, Territories and Possessions (Guaranteed); 
$2,095,421 of U.S. Political Subdivisions of States, Territories, and Possessions (Guaranteed); 
$9,339,740 of U.S. Special Revenue & Special Assessment Obligations, etc. (Non-Guaranteed); 
and $31,626,091 of Industrial and Miscellaneous, as well as $26,995,823, in total, of Residential 
& Commercial Mortgage-Backed Securities and Other Loan-Backed & Structured Securities 
distributed over the maturity durations and NAIC designations listed in the tables above. The 
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composition of its cash and invested assets is structured to limit the credit risk, because mortgage 
guaranty insurance itself is subject to significant credit risk.

The Company has a written investment policy as required by 40 P.S. § 653b(b).  The 
investment policy is reviewed and approved on an annual basis by the Board.  The Board of the 
Company delegates a Management Investment Committee, comprised of certain senior members 
of management, to ensure compliance with the investment policy.  The Company was following 
its investment policy at December 31, 2018. 

The Company’s investment policy requires that all available funds be invested in 
conformance with applicable state insurance laws, as well as any applicable investment 
guidelines promulgated by the NAIC, its member states and Fannie Mae or Freddie Mac. The 
Company will manage its total investments so at all times there are fixed income securities 
which are adequate in amount and duration to meet cash requirements of current operations as 
well as long term liabilities.  To the extent that there are funds available for investment beyond 
these requirements, the investment objective for such funds will be to maximize total return 
within a prudent level of risk, taking into account the potential impact on the volatility of 
reported earnings and reserves. 

Any third-party investment manager or other agent or advisor providing services in 
connection with the Company’s investment program shall accept and adhere to the investment 
policy.  The Company utilizes the services of Goldman Sachs Asset Management, L.P. and 
Wellington Management Company, LLP as its investment advisors. 

The Company has an Other Than Temporary Impairment (“OTTI”) policy in place.  
Based on testing performed by the examination team of the OTTI process, no impairments were 
recorded as of December 31, 2018.  

During the period under examination, the Company held assets under a custodial 
agreement with Northern Trust.  The agreement is in compliance with the provisions set forth in 
31 Pa. Code § 148a.3.

LIABILITIES 

LOSS AND LOSS ADJUSTMENT EXPENSE RESERVES 

The Company reported net reserves in the amount of $959,873 for losses and $14,748 for 
loss adjustment expenses (“LAE”) on the December 31, 2018 Annual Statement.   

James C. Votta, FCAS, MAAA, of Ernst & Young LLP, is the Company’s appointed 
actuary (“AA”) for 2018 and all five years of the examination.  For each year in the examination 
period, the AA provided a Statement of Actuarial Opinion (“Opinion”) stating that the loss and 
LAE reserve amounts made a reasonable provision on the adequacy of its Loss and LAE reserves 
as provided in the NAIC Annual Statement Instructions – Property and Casualty.

The Company’s Risk Department internally developed a loss reserve model that uses a 
frequency-severity approach to establish loss reserves for all in-force loans that have missed two 
or more payments.  It produces an estimate of the total dollar amount of claims that will 
ultimately be paid based on the duration of delinquency, i.e. number of missed payments, and 
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other characteristics.  A matrix of factors is created and the factors are applied to the risk amount 
(defined as the current principal balances times the coverage percentage) for each loan with two 
or more missed payments.  

In order for the examination team to gain and adequate comfort level with the Company’s 
Loss and LAE reserve estimates, the Department engaged the actuarial and examination services 
of Risk & Regulatory Consulting, LLC (“RRC”) of Farmington, Connecticut to perform a risk-
focused review of the Company’s loss and LAE reserves, the forecasting and reserving models, 
and pricing and underwriting activities in conjunction with this examination.  In the course of 
their work, RRC actuarial examiners relied upon the underlying financial and risk-focused 
procedures performed by the financial examiners, the Company’s Internal Audit Department, 
and the work of the Company’s CPA.

As the Company’s loss reserves only represented approximately 1.9% of surplus, they 
were not considered material as a percentage of surplus by the RRC actuaries.  The Company is 
still a relatively new mortgage guaranty insurer (“MI”), and it takes many years for MI reserves 
to mature.  Therefore, the Company’s loss reserves were not independently recalculated by the 
RRC actuaries.  The RRC actuaries focused their review on the construction, operation and stress 
testing of the forecasting and reserving models, as well as a review of the methods and 
assumptions employed by the Company’s AA. 

Based on the procedures performed and the results obtained, the examination team 
obtained sufficient documentation to support the conclusion that the Company’s carried Loss and 
LAE reserve amounts are reasonably stated as of December 31, 2018.  In addition, the 
forecasting and loss reserving models utilized by the Company appear to be well constructed and 
account for the key macroeconomic variables that affect all MIs.  

CONTINGENCY RESERVE 

A contingency reserve is established by mortgage insurers to protect policyholders 
against severe loss during periods of extreme economic contraction.  The formula requires there 
to be an annual addition to reserves equal to 50% of the mortgage insurer’s earned premium, and 
that the contingency reserve shall be maintained for a period of 10 years.  The net earned 
premium during 2018 was approximately $10.8 million for the Company, and the Company 
increased the contingency reserve by $5.4 million to $48.5 million as of December 31, 2018.  
The contingency reserve was calculated in accordance with SSAP No. 58, paragraph 22. 
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SUBSEQUENT EVENTS  

Board Membership 

On May 1, 2019, Allan Levine’s term as a member of the Board of Directors concluded,
and he was replaced by Lawrence McAlee, Senior Vice President and Chief Financial Officer.

Reinsurance Agreement Termination

In December 2018, the Company received a termination notice from EGI notifying the 
Company of its intent to terminate their quota share reinsurance agreement effective as of March 
31, 2019.  As a result, EGI has not ceded risk to the Company for new insurance written after 
March 31, 2019.  The quota share reinsurance agreement will continue in full force and effect 
with respect to all in-force ceded policies until their natural expiration.   

RECOMMENDATIONS 

PRIOR EXAMINATION 

There were no recommendations made as a result of the prior examination. 

CURRENT EXAMINATION 

No recommendations are being made as a result of the current examination. 
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CONCLUSION 

As a result of this examination, the financial condition of Essent Guaranty of PA, Inc., as 
of December 31, 2018, was determined to be as follows: 

Since the previous examination, made as of December 31, 2013, the Company’s assets 
increased by $49,645,819, its liabilities increased by $34,837,624, and its surplus increased by 
$14,808,195. 

This examination was conducted by James Carpino, CFE; Ed Toy; Alexander Pirie, CFE, 
CPA, CMA, CIA, CFE (Fraud); William Michael, CFE, CIA, CPCU, ARE; LeeAnne Creevy, 
CPA, CISA, CITP, MCM, CRMA; Dave Heppen, FCAS, MAAA; Barry Ash; Stephen Skenyon, 
CISA, CPA; Brian Menard, CISA, CFE, FLMI; and Alex Quasnitschka, CFE, with the latter in 
charge. 

Respectfully, 

Melissa L. Greiner 
Director  
Bureau of Financial Examinations
 
 

 
David R. Evans, CFE
Examination Manager 

Alex Quasnitschka, CFE 
Examiner-in-Charge 

The CFE designation has been conferred by an organization not affiliated with the federal or any state government.  However the CFE designation is the only designation recognized by the NAIC 

for the purposes of directing statutory Association examinations of insurance companies.


