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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- 
13634-R1 dated August 14, 2018, an examination was made of

Essent Guaranty, Inc., NAIC Code: 13634 

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 of PA, Inc. (“EPI”) 13748 

HISTORY 

The Company was incorporated on November 14, 2008, licensed by the Department on 
July 6, 2009, and commenced business on July 9, 2009. 

Essent US Holdings, Inc. (“Essent Holdings”), a corporation organized under the laws of 
Delaware, is the Company’s direct parent.  The Company became part of the Essent Holdings 
holding company system on February 6, 2009.  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.  On September 
16, 2013, Essent Group filed for 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 the U.S. housing finance industry as a private 
mortgage insurer.  The Company is approved as a qualified mortgage insurer by the 
Government-Sponsored-Enterprises (“GSEs”) and is licensed to write mortgage insurance in all 
fifty states and the District of Columbia.  The Company issued its first policy in May of 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
$872,105,340, consisting of 2,500 capital shares of issued and outstanding common stock with a 
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par value of 1,000 per share amounting to $2,500,000; $702,810,000 in gross paid-in and 
contributed surplus; and $166,795,340 in unassigned funds (surplus).

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 $750,000 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.  On May 29, 2018, the Company paid 
an ordinary dividend in cash to its parent, Essent Holdings, in the amount of $40,000,000.  Based 
on the information provided, the Department determined that the ordinary dividend complies 
with 40 P.S. § 991.1404(e) and does not object to the dividend transaction.   
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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 
David B. Weinstock Vice President / Chief Accounting Officer 

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 AGREEMENT 

The Company is party to an amended and restated administrative services agreement, 
effective December 21, 2011, with Essent Holdings, the Company’s parent.  Affiliated 
companies EPI 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 the 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). 

LICENSE, MAINTENANCE AND SERVICE AGREEMENT 

The Company and Essent Reinsurance, Ltd. (“Essent Re”) entered into a license, 
maintenance and service agreement in March 2012 to license certain proprietary software and 
certain services and training related to software.  The agreement is automatically renewable 
unless cancelled.  Effective May 1, 2016, the agreement was amended to increase the annual fee 
from $145,000 to $150,000 a year.  The amendment and original agreement are in compliance 
with 31 Pa. Code § 25.21. 

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 it 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 of 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).
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CAPITAL MAINTENANCE AGREEMENT 

The Company entered into a capital maintenance agreement with its affiliate, EPI, 
effective February 17, 2010.  Under the agreement, the Company will cause EPI to have 
sufficient capital such that EPI’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 EPI’s total capital, surplus and contingency reserves.  As a consideration to the 
Company for any such transfer of funds, EPI will issue to the Company a surplus note.  As of 
December 31, 2018, no amounts have been paid and no amounts are outstanding related to the 
agreement.  The agreement complies with the related party insurance holding company 
agreement requirements contained in 40 P.S. § 991.1405(a).  

SUBLEASE AGREEMENT 

The Company and CUW entered into a sublease agreement in October 2012, under which 
CUW subleases certain office space at the Company’s office space in North Carolina.  In 
December 2013, the Company and CUW entered a sublease agreement under which CUW 
subleases certain office space at the Company’s office space in California. 

REINSURANCE 

CEDED 

The Company and Essent Re entered into a quota share reinsurance agreement.  Under 
the terms of the agreement, Essent Re provides 25.0% quota share reinsurance coverage of the 
Company’s GSE-eligible new insurance written effective July 1, 2014.  The agreement between 
the Company and Essent Re is intended to be primary with respect to risks ceded.  Effective 
March 22, 2018, the Company and Essent Re amended the agreement for the purpose of setting 
forth that any losses and ceded premiums payable under the agreement are net of losses covered 
and ceded premiums paid in connection with any other ceded reinsurance that inures to the 
benefit of the Company.  During 2018, the Company ceded $146.7 million to Essent Re.   

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. 

The Company and EPI entered into a quota share reinsurance agreement originally 
effective February 16, 2010.  Under the terms of the agreement, EPI assumes that portion of the 
risk that is in excess of 25% of the risk with respect to any loss insured by the Company, in 
accordance with 40 P.S. § 321.3.  EPI is licensed by the Department as required by 40 P.S. § 
321.2(a).  The agreement was amended, effective July 2014, for the purpose of setting forth that 
such agreement is net of the reinsurance agreement between the Company and Essent Re.  
Effective March 22, 2018, the Company and EPI amended the agreement for the purpose of 
setting forth that ceded premiums payable under the agreement are net of ceded premiums paid 
relating to other ceded reinsurance that inures to the benefit of the Company.   
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During 2018, the Company ceded $10.8 million to EPI.  As a result of changes in state 
law requirements, the Company notified EPI of its intent to terminate the agreement effective as 
of March 31, 2019.  The agreement meets risk transfer requirements pursuant to SSAP No. 62R. 

INSURANCE-LINKED NOTES 

One of the ways that mortgage insurers have elected to comply with Private Mortgage 
Insurer Eligibility Requirements (“PMIERs”) is by becoming a “manager” of risk through the 
use of traditional reinsurance markets and insurance-linked notes (“ILNs”).  ILNs are securities 
sold to investors that are tied to an insured loss of the issuer.  Like traditional reinsurance 
transactions, ILNs serve as a hedge against adverse losses that could plague the mortgage 
insurance industry in a period of severe economic downturn (i.e. a period where there is a 
simultaneous severe decline in the housing market and severe increase in the unemployment 
rate). 

On March 22, 2018, the Company obtained fully collateralized excess of loss reinsurance 
coverage on mortgage insurance policies written in 2017 with the total amount of reinsurance 
being $424.4 million.  The reinsurance is provided by Radnor Re 2018-Ltd. (“Radnor Re”), a 
newly formed Bermuda based special purpose reinsurer.  Radnor Re is not a subsidiary or 
affiliate of the Essent Group, and it is recognized as an unauthorized reinsurer by the 
Department.  During 2018, the Company ceded $10.2 million to Radnor Re. 

Radnor Re has funded its reinsurance obligations by issuing three classes of mortgage 
ILNs with 10-year legal maturities in an unregistered private offering.  The notes are non-
recourse to any assets of the Company or its affiliates.  The proceeds of the notes offering were 
deposited into a reinsurance trust account, which is the sole source of funds for the repayment of 
the notes.  Since the ILNs are fully collateralized, the Company receives full 100.0% capital 
credit for these transactions from the GSEs when determining whether their capital exceeds the 
minimum required assets under the PMIERs guidelines.  GSEs view these transactions as 
legitimate risk transfer, which is important in order for the GSEs to recognize the reduction in 
PMIERs required capital.  These transaction then effectively assist the Company in freeing up 
capital to meet its other potential financial needs.  The agreement meets risk transfer 
requirements pursuant to SSAP No. 62R. 

ASSUMED 

The Company does not assume any of its business from another insurer. 

TERRITORY AND PLAN OF OPERATION 

The Company is licensed in all fifty states and the District of Columbia.  Distribution is 
segmented by region and between national and regional lenders.  The Company operates 
production offices out of its home office in Radnor, PA as well as Winston-Salem, NC and 
Irvine, CA offices.

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 
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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 65.1%, 32.0%, and 2.9% of the 
Company’s NIW, respectively, as of December 31, 2018. 

Direct
and Assumed Ceded Net Written Percentage

Line of Business Premium Premium Premium of Total

December 31, 2018
Mortgage guaranty 668,853,454$     167,540,798$     501,312,656$     100.0%
Totals 668,853,454$     167,540,798$     501,312,656$     100.0%

Monthly and Annual premium products accounted for 84.7% of the Company’s NIW 
with Single premium products accounting for the remaining 15.3%.  

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.

Amount Percentage
Premiums earned 1,673,294,384        100.0 %

Losses incurred 55,771,171            3.3 %
Loss expenses incurred 1,192,986              0.1 %
Other underwriting expenses incurred 487,574,485           29.1 %
Net underwriting gain or (loss) 1,128,755,742        67.5 %
Totals 1,673,294,384        100.0 %

The Company reported the following net underwriting, investment, and other gains or 
losses during the period under examination: 

2018 2017 2016 2015 2014

Admitted assets 2,128,452,727$   1,756,601,293$   1,323,609,865$   1,072,557,895$   817,255,685$     
Liabilities 1,256,347,387$   995,595,454$     744,722,730$     550,385,400$     352,029,946$     
Surplus as regards policyholders 872,105,340$     761,005,839$     578,887,135$     522,172,495$     465,225,739$     
Gross premium written 668,853,454$     549,344,088$     432,648,454$     368,929,898$     276,777,922$     
Net premium written 501,312,656$     423,324,696$     340,553,638$     298,992,070$     239,562,023$     
Underwriting gain/(loss) 359,700,806$     267,672,123$     222,740,998$     171,669,654$     106,972,161$     
Investment gain/(loss) 45,779,904$       29,492,349$       22,287,606$       16,363,968$       10,282,529$       
Other gain/(loss) 1,055,138$         1,223,195$         1,543,118$         1,943,604$         2,433,110$         
Net income 379,118,711$     261,810,885$     215,951,089$     172,688,396$     118,203,791$     
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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.   
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Comparative Statement of Assets, Liabilities, Surplus and Other Funds 
As of December 31, 

 

2018 2017 2016 2015 2014
Bonds 1,927,921,677$   1,496,339,281$   1,208,210,097$   980,625,352$     745,835,698$     
Common stocks 258,900             279,100             338,500             292,400             123,200             
Real estate 1,814,540           826,037             251,100             239,400             0                       
Cash, cash equivalents, and short term investments 96,530,409         198,017,607       56,492,399         44,535,417         29,967,091         
Other invested assets 28,691,353         0                       0                       0                       0                       
Receivable for securities 11,925               1,246                 33,483               1,688                 2,002,356           
Subtotals, cash and invested assets 2,055,228,804    1,695,463,271    1,265,325,579    1,025,694,257    777,928,345       
Investment income due and accrued 13,417,671         9,425,183           7,459,739           6,188,717           4,896,562           
Premiums and agents' balances due 34,752,120         27,778,124         20,199,698         15,858,603         13,209,443         
Current federal and foreign income tax recoverable and interest thereon 0                       517,152             0                       0                       0                       
Net deferred tax asset 23,324,411         21,877,456         29,046,380         23,403,233         20,252,431         
Electronic data processing equipment and software 1,625,741           1,410,833           1,437,579           1,270,244           729,061             
Receivable from parent, subsidiaries and affiliates 37,500               30,795               37,764               12,083               65,812               
Aggregate write-ins for other than invested assets 66,480               98,479               103,126             130,758             174,031             
Total 2,128,452,727$   1,756,601,293$   1,323,609,865$   1,072,557,895$   817,255,685$     

Losses 37,488,089$       35,983,910$       22,449,486$       14,730,634$       7,317,627$         
Loss adjustment expenses 578,364             593,033             364,838             224,624             132,797             
Other expenses 36,745,242         32,916,321         27,825,496         22,983,595         16,203,049         
Taxes, licenses and fees 3,588,318           3,447,672           2,227,515           2,678,748           2,495,968           
Current federal and foreign income taxes 540,832             0                       3,519,598           3,092,176           0                       
Unearned premiums 224,089,445       198,512,084       170,930,434       161,918,501       134,601,858       
Ceded reinsurance premiums payable (net of ceding commissions) 30,297,740         26,358,261         17,239,434         12,816,420         8,153,041           
Remittances and items not allocated 1,021,463           587,285             66,864               170,486             89,007               
Payable to parent, subsidiaries and affiliates 3,388,965           3,496,925           4,270,554           1,715,644           3,816,054           
Payable for securities 2,040,648           14,999,329         14,999,400         14,996,313         0                       
Aggregate write-ins for liabilities 916,568,281       678,700,634       480,829,111       315,058,259       179,220,545       
Total liabilities 1,256,347,387    995,595,454       744,722,730       550,385,400       352,029,946       
Common capital stock 2,500,000           2,500,000           2,500,000           2,500,000           2,500,000           
Gross paid in and contributed surplus 702,810,000       687,810,000       562,810,000       562,810,000       542,810,000       
Unassigned funds (surplus) 166,795,340       70,695,839         13,577,135         (43,137,505)        (80,084,261)        
Surplus as regards policyholders 872,105,340       761,005,839       578,887,135       522,172,495       465,225,739       
Totals 2,128,452,727$   1,756,601,293$   1,323,609,865$   1,072,557,895$   817,255,685$     

 



Essent Guaranty, Inc.

-13- 

Comparative Statement of Income 
For the Year Ended December 31, 

 

Underwriting Income 2018 2017 2016 2015 2014
Premiums earned 475,735,295$     395,743,046$     331,541,705$     271,675,427$     198,598,911$     

Deductions:

   Losses incurred 8,317,466           20,332,771         12,083,997         9,635,857           5,401,080           

   Loss expenses incurred 281,405             414,525             236,180             156,643             104,233             
   Other underwriting expenses incurred 107,435,618       107,323,627       96,480,530         90,213,273         86,121,437         
Total underwriting deductions 116,034,489       128,070,923       108,800,707       100,005,773       91,626,750         

Net underwriting gain or (loss) 359,700,806       267,672,123       222,740,998       171,669,654       106,972,161       

Investment Income

Net investment income earned 44,672,791         28,206,961         21,243,651         15,444,917         9,811,977           

Net realized capital gains or (losses) 1,107,113           1,285,388           1,043,955           919,051             470,552             

Net investment gain or (loss) 45,779,904         29,492,349         22,287,606         16,363,968         10,282,529         
Other Income

Aggregate write-ins for miscellaneous income 1,055,138           1,223,195           1,543,118           1,943,604           2,433,110           
Total other income 1,055,138           1,223,195           1,543,118           1,943,604           2,433,110           
Net income before dividends to policyholders and

   before federal and foreign income taxes 406,535,848       298,387,667       246,571,722       189,977,226       119,687,800       
Federal and foreign income taxes incurred 27,417,137         36,576,782         30,620,633         17,288,830         1,484,009           

Net income 379,118,711$     261,810,885$     215,951,089$     172,688,396$     118,203,791$     
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Comparative Statement of Capital and Surplus 
For the Year Ended December 31, 

 

2018 2017 2016 2015 2014
Surplus as regards policyholders,

   December 31, previous year 761,005,839$     578,887,135$     522,172,495$     465,225,739$     346,406,346$     
Net income 379,118,711       261,810,885       215,951,089       172,688,396       118,203,791       
Net unrealized capital gains or (losses) (530,701)            (53,566)              110,496             (127,848)            (4,145)                
Change in net deferred income tax 1,842,527           (12,479,680)        4,073,158           993,509             (4,943,555)          
Change in nonadmitted assets (6,463,389)          5,712,588           2,350,749           (769,587)            9,862,757           
Surplus adjustments:
   Paid in 15,000,000         125,000,000       0                       20,000,000         95,000,000         
Dividends to stockholders (40,000,000)        0                       0                       0                       0                       
Aggregate write-ins for gains and losses in surplus (237,867,647)      (197,871,523)      (165,770,852)      (135,837,714)      (99,299,455)        
Change in surplus as regards policyholder for the year 111,099,501       182,118,704       56,714,640         56,946,756         118,819,393       

Surplus as regards policyholders,

   December 31, current year 872,105,340$     761,005,839$     578,887,135$     522,172,495$     465,225,739$     
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Comparative Statement of Cash Flow 
For the Year Ended December 31, 

2018 2017 2016 2015 2014
Cash from Operations

Premiums collected net of reinsurance 498,278,139$     424,865,150$     340,635,504$     301,006,289$     242,577,755$     
Net investment income 52,075,065         35,518,389         28,232,701         22,146,769         12,316,810         
Miscellaneous income 1,080,432           1,234,547           1,545,333           2,036,791           2,434,704           
Total income 551,433,636       461,618,086       370,413,538       325,189,849       257,329,269       
Benefit and loss related payments 6,813,287           6,798,347           4,365,145           2,222,850           801,793             

Commissions, expenses paid and aggregate write-ins for deductions 99,974,530         97,010,067         88,388,672         80,170,945         79,328,410         
Federal and foreign income taxes paid (recovered) 26,653,449         41,305,664         30,755,340         14,691,528         2,618,347           

Total deductions 133,441,266       145,114,078       123,509,157       97,085,323         82,748,550         

Net cash from operations 417,992,370       316,504,008       246,904,381       228,104,526       174,580,719       

Cash from Investments

Proceeds from investments sold, matured or repaid:
   Bonds 392,301,243       259,864,064       220,652,358       279,090,486       162,822,025       
   Stocks 20,200               59,400               0                       0                       0                       
   Real estate 1,783,527           1,499,239           879,274             0                       0                       
   Other invested assets 262,887             0                       0                       0                       0                       
   Net gain or (loss) on cash and short-term investments 0                       0                       0                       (5,090)                1,156                 
   Miscellaneous proceeds 0                       32,166               0                       16,996,981         0                       

Total investment proceeds 394,367,857       261,454,869       221,531,632       296,082,377       162,823,181       

Cost of investments acquired (long-term only):
   Bonds 834,351,222       555,226,415       454,724,098       520,521,854       614,692,450       
   Stocks 0                       0                       46,100               169,200             123,200             
   Real estate 2,772,030           2,074,176           890,974             239,400             0                       
   Other invested assets 30,609,974         0                       0                       0                       0                       
   Miscellaneous applications 12,969,360         0                       28,708               0                       2,000,159           

Total investments acquired 880,702,586       557,300,591       455,689,880       520,930,454       616,815,809       

Net cash from investments (486,334,729)      (295,845,722)      (234,158,248)      (224,848,077)      (453,992,628)      

Cash from Financing and Miscellaneous Services

Other cash provided (applied):
   Capital and paid in surplus, less treasury stock 15,000,000         125,000,000       0                       20,000,000         95,000,000         
   Dividends to stockholders (paid) 40,000,000         0                       0                       0                       0                       
   Other cash provided or (applied) (8,144,839)          (4,133,078)          (789,151)            (8,688,123)          (7,371,434)          

Net cash from financing and miscellaneous sources (33,144,839)        120,866,922       (789,151)            11,311,877         87,628,566         

Reconciliation of cash and short-term investments:

Net change in cash and short-term investments (101,487,198)      141,525,208       11,956,982         14,568,326         (191,783,343)      
Cash and short-term investments:
   Beginning of the year 198,017,607       56,492,399         44,535,417         29,967,091         221,750,434       

   End of the year 96,530,409$       198,017,607$     56,492,399$       44,535,417$       29,967,091$       
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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: 
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As can be seen in the preceding exhibit, the Company maintains a high quality 
investment portfolio in bonds, which is composed of $1,290,413,134 in issuer obligations, 
distributed in the following categories; $285,366,041 of the U.S. Government; $41,384,314 of 
Other Governments; $48,623,516 of U.S. States, Territories and Possessions (Guaranteed); 
$70,895,368 of U.S. Political Subdivisions of States, Territories and Possessions, (Guaranteed); 
$326,691,486 of U.S. Special Revenue & Special Assessment Obligations etc. (Non-
Guaranteed); and $517,452,410 of Industrial and Miscellaneous, as well as $632,693,461, 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 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 stockholding of 100.0% ownership interest in its downstream 
subsidiary, Essent Solutions, LLC.  This $263,036 ownership interest is fully non-admitted at 
December 31, 2018.  The Company has an addition stockholding with Federal Home Loan Bank 
of Pittsburgh with $258,900 ownership interest that is fully admitted.  

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 
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. 
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LIABILITIES 

LOSS AND LOSS ADJUSTMENT EXPENSE RESERVES 

The Company reported net reserves in the amount of $37,488,089 for losses and 
$578,364 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 
other characteristics.  A matrix of factors is created and the factors are applied to the risk amount 
(defined as the current principal balance times the coverage percentage) for each loan with two 
or more missed payments. 

In order for the examination team to gain an 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 4.2% of surplus, they 
were not considered material as a percentage to 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. 
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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 $475.7 million for the Company, and the Company 
increased the contingency reserve by $237.9 million to $916.6 million as of December 31, 2018.  
The contingency reserve was calculated in accordance with SSAP No. 58, paragraph 22.   

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.   

Insurance Linked Note Transactions 

PMIERS 2.0 was instituted in 2019 and includes revised financial requirements such as 
changes to the risk-based asset requirements, enhancements to the treatment of approved risk 
transfer transactions, and adjustments to risk transfer credit arising from counterparty risk 
associated with the reinsurance transactions.  

As part of its risk management strategy, the Company entered into two separate ILN 
transactions with Radnor Re in 2019.  Each of the Company’s ILN transactions reduce Minimum 
Required Assets under PMIERS.   

In February 2019, the Company obtained $473.2 million of excess of loss reinsurance 
coverage on mortgage insurance policies written in 2018 from Radnor Re 2019-1 Ltd.  Radnor 
Re 2019-1 Ltd. has funded it reinsurance obligations through the issuance of four classes of 
mortgage insurance-linked notes, with 10-year maturities, to eligible third party capital markets 
investors in an unregistered private offering.   

In June 2019, the Company obtained $333.98 million of excess of loss reinsurance 
coverage on mortgage insurance policies written in 2015 and 2016 from Radnor Re 2019-2 Ltd. 
Radnor Re 2019-2 Ltd. has funded its reinsurance obligations through the issuance of three 
classes of mortgage insurance-linked notes, with 10-year maturities, to eligible third party capital 
markets investors in an unregistered private offering.    

The Company entered into an additional agreement with Radnor Re in 2020, Radnor Re 
2020-1 Ltd, whereby the Company obtained $495.9 million on fully collateralized excess of loss 
reinsurance coverage on mortgage insurance policies from January through August 2019 from 
Radnor Re 2020-1 Ltd.  Radnor Re 2020-1 Ltd. has funded its reinsurance obligations through 
the issuance of six classes or mortgage insurance-linked notes, with 10-year legal maturities, to 
eligible third party capital markets investors in an unregistered private offering.  
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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, Inc., as of 
December 31, 2018, was determined to be as follows: 

Amount Percentage

Admitted assets 2,128,452,727        100.0 %

Liabilities 1,256,347,387        59.0 %
Surplus as regards policyholders 872,105,340           41.0 %
Total liabilities and surplus 2,128,452,727        100.0 %

Since the previous examination, made as of December 31, 2013, the Company’s assets 
increased by $1,581,664,793, its liabilities increased by $1,055,965,799, and its surplus 
increased by $525,698,994. 

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.  


