REHABILITATION

UNDERWRITING AND INVESTMENT EXHIBIT

PART 3 - EXPENSES

ANNUAL STATEMENT FOR THE YEAR 2012 OF THE TRIAD GUARANTY ASSURANCE CORPORATION,, IN

Loss Ad}ustment Other Un%ierwriting Inves?ment ¢
Expenses Expenses Expenses Total
1. Claim adjustment services:
1.1 Direct
1.2 Reinsurance assumed
1.3 Reinsurance ceded
1.4 Net claim adjustment services (1.1 + 1.2 - 1.3)
2. Commission and brokerage:
2.1 Direct, excluding contingent
2.2 Reinsurance assumed, excluding contingent 309,452 309,452
2.3 Reinsurance ceded, excluding contingent
2.4 Contingent-direct
2.5 Contingent-reinsurance assumed
2.6 Contingent-reinsurance ceded
2.7 Policy and membership fees
2.8 Net commission and brokerage (2.1 +2.2-23+24+25-26+2.7) 309,452 309,452
3. Allowances to manager and agents
4. Advertising
5. Boards, bureaus and associations 2 2
6. Surveys and underwriting reports
7. Audit of assureds' records
8. Salary and related items:
8.1 Salaries 101,432 101,432
8.2 Payroll taxes 4,389 4,389
9. Employee relations and welfare 10,968 10,968
10. Insurance 461 461
11. Directors' fees
12. Travel and travel items 641 641
13. Rent and rent items 11,154 11,154
14. Equipment 179 179
15. Cost or depreciation of EDP equipment and software 16,553 16,553
16. Printing and stationery 1,704 1,704
17. Postage, telephone and telegraph, exchange and express 1,014 1,014
18. Legal and auditing 55,492 18,055 73,547
19. Totals (Lines 3 to 18) 203,990 18,055 222,044
20. Taxes, licenses and fees:
20.1 State and local insurance taxes deducting guaranty association
credits of $ 200 200
20.2 Insurance department licenses and fees 10,140 10,140
20.3 Gross guaranty association nents
20.4 All other (excluding federal and foreign income and real estate) ...
20.5 Total taxes, licenses and fees (20.1 + 20.2 + 20.3 + 20.4) 10,340 10,340
21. Real estate expenses
22. Real estate taxes
23. Reimbursements by uninsured plans
24. Aggregate write-ins for miscellaneous expenses 32,879 32,879
25. Total expenses incurred 556,661 | ..o 18,055 (@) oo 574,715
26. Less unpaid expenses-current year 64,881 64,881
27. Add unpaid expenses-prior year 50,409 50,409
28. Amounts receivable relating to uninsured plans, prior year
29. Amounts receivable relating to uninsured plans, currentyear |
30. TOTAL EXPENSES PAID (Lines 25 - 26 + 27 - 28 + 29) 542,188 18,055 560,243
DETAILS OF WRITE-INS
2401. Miscellaneous Consulting Fees 1,377 1,377
2402. Miscellaneous Expense 5 5
2403. Bank Fees 11,604 11,604
2498. Summary of remaining write-ins for Line 24 from overflow page 19,893 19,893
2499. Totals (Lines 2401 through 2403 plus 2498) (Line 24 above) 32,879 32,879

(a) Includes management fees of $

to affiliates and $

,,,,,,,,,,,,,,,,,,,,,,,,,, 18,055 to non-affiliates.
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ANNUAL STATEMENT FOR THE YEAR 2012 OF THE TRIAD GUARANTY ASSURANCE CORPORATION,, IN

REHABILITATION

EXHIBIT OF NET INVESTMENT INCOME

2
Collected Earned
During Year During Year
1. U.S. Government bonds (@)
1.1 Bonds exempt from U.S. tax (a) 420,750 373,094
1.2 Other bonds (unaffiliated) (a) 357,030 327,905
1.3 Bonds of affiliates (a)
2.1 Preferred stocks (unaffiliated) (b)
2.11 Preferred stocks of affiliates (b)
2.2 Common stocks (unaffiliated)
2.21 Common stocks of affiliates
3. Mortgage loans (c)
4. Real estate d)
5. Contract loans
6.  Cash, cash equivalents and short-term investments (e) 1,386 1,323
7. Derivative instruments )
8. Other invested assets
9. Aggregate write-ins for investment income
10.  Total gross investment income 779,166 702,322
11. Investment expenses (@) 18,055
12. Investment taxes, licenses and fees, excluding federal income taxes (9)
13. Interest expense (h)
14. Depreciation on real estate and other invested t (i)
15. Aggregate write-ins for deductions from investment income
16.  Total deductions (Lines 11 through 15) 18,055
17. Net investment income (Line 10 minus Line 16) 684,267
DETAILS OF WRITE-INS
0901.
0902.
0903.
0998. Summary of remaining write-ins for Line 9 from overflow page
0999. Totals (Lines 0901 through 0903) plus 0998 (Line 9 above)
1501.
1502.
1503.
1598. Summary of remaining write-ins for Line 15 from overflow page
1599. Totals (Lines 1501 through 1503) plus 1598 (Line 15 above)

(a) Includes $ 60,536 accrual of discount less $
(b)Includes $ accrual of discount less $
(c) Includes $ _.accrual of discount less $
(d)Includes$ for company’s occupancy of its own buildings; and excludes $ ..
(e)Includes $ 504 accrual of discount less $ __.amortization of premium and less $
(f) Includes $ accrual of discount less $ __.amortization of premium.

(@) Includes$ investment expenses and $

segregated and Separate Accounts.

(h) Includes $ interest on surplus notes and $
(i) Includes $ depreciation on real estate and $

_...amortization of premium and less $

_. interest on capital notes.

5,661 amortization of premium and less $ ...

_amortization of premium and less $
interest on encumbrances.
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, paid for accrued

. depreciation on other invested assets.

1,835 paid for accrued

,,,,, paid for accrued
,,,,, paid for accrued

interest on purchases.
dividends on purchases.
interest on purchases.

interest on purchases.

investment taxes, licenses and fees, excluding federal income taxes, attributable to

EXHIBIT OF CAPITAL GAINS (LOSSES)

4 5
Realized Change in
Gain (Loss) Other Total Realized Capital Change in Unrealized Foreign
On Sales or Realized Gain (Loss) Unrealized Capital Exchange Capital
Maturity Adjustments (Columns 1 +2) Gain (Loss) Gain (Loss)
1. U.S. Government bonds
1.1 Bonds exempt from U.S. tax 475,195 475,195
1.2 Other bonds (unaffiliated) (348) (348)
1.3 Bonds of affiliates
2.1 Preferred stocks (unaffiliated)
211 preferred stocks of affiliates
2.2 Common stocks (unaffiliated)
221 Common stocks of affiliates
3. Mortgage loans
4. Real estat
5. Contract loans
6. Cash, cash equivalents and short-term investments
7. Derivative instruments
8. Other invested assets
9. Aggregate write-ins for capital gains (losses)
0. Total capital gains (losses) 475,195 (348) 474,847
DETAILS OF WRITE-INS
0901.
0902.
0903.
0998. Summary of remaining write-ins for Line 9 from
overflow page
0999. Totals (Lines 0901 through 0903) plus 0998 (Line 9
above)
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ANNUAL STATEMENT FOR THE YEAR 2012 OF THE TRIAD GUARANTY ASSURANCE CORPORATION,, IN
REHABILITATION

EXHIBIT OF NONADMITTED ASSETS

Current Year Total
Nonadmitted Assets

Prior Year Total
Nonadmitted Assets

3
Change in Total
Nonadmitted Assets
(Col. 2-Col. 1)

1. Bonds (Schedule D)

2. Stocks (Schedule D):
2.1 Preferred stocks

2.2 Common stocks

3. Mortgage loans on real estate (Schedule B):

3.1 First liens

3.2 Other than first liens

4. Real estate (Schedule A):
4.1 Properties occupied by the company

4.2 Properties held for the production of income

4.3 Properties held for sale

5. Cash (Schedule E-Part 1), cash equivalents (Schedule E-Part 2) and
short-term investments (Schedule DA)

- Contract loans

6
7. Derivatives (Schedule DB)
8. Other invested assets (Schedule BA)

9. Receivables for securities

10. Securities lending reinvested collateral assets (Schedule DL)

11. Aggregate write-ins for invested t
12. Subtotals, cash and invested assets (Lines 1 to 11)

13. Title plants (for Title insurers only)

14. Investment income due and accrued

15. Premiums and considerations:
15.1 Uncollected premiums and agents’ balances in the course of
collection

15.2 Deferred premiums, agents’ balances and installment

and not yet due

15.3 Accrued retrospective premiums..
16. Reinsurance:
16.1 Amounts recoverable from reinsurers

16.2 Funds held by or deposited with reinsured companies

16.3 Other amounts receivable under reinsurance contracts

17. Amounts receivable relating to uninsured plans

18.1 Current federal and foreign income tax recoverable and interest thereon

18.2 Net deferred tax asset

19. Guaranty funds receivable or on deposit

20. Electronic data processing equipment and software

21. Furniture and equipment, including health care delivery assets

22. Net adjustment in assets and liabilities due to foreign exchange rates

23. Receivables from parent, subsidiaries and affiliates

24. Health care and other amounts receivable

25. Aggregate write-ins for other than invested t

26. Total assets excluding Separate Accounts, Segregated Accounts and
Protected Cell Accounts (Lines 12 to 25)

27. From Separate Accounts, Segregated Accounts and Protected Cell Accounts
28. Total (Lines 26 and 27)

DETAILS OF WRITE-INS
1101.

1102.

1103.

1198. Summary of remaining write-ins for Line 11 from overflow page

1199. Totals (Lines 1101 through 1103 plus 1198) (Line 11 above)

2501.

2502.

2503.

2598. Summary of remaining write-ins for Line 25 from overflow page

2599. Totals (Lines 2501 through 2503 plus 2598) (Line 25 above)
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TRIAD GUARANTY ASSURANCE CORPORATION, IN REHABILITATION

NOTES TO FINANCIAL STATEMENTS

These items are based on illustrations taken from the NAIC Annual Statement Instructions
1. Summary of Significant Accounting Policies

a. Accounting Practices
The accompanying financial statements of Triad Guaranty Assurance Corporation, In Rehabilitation (“the Company”) have been prepared in conformity with accounting practices prescribed
or permitted by the National Association of Insurance Commissioners (NAIC) and the State of Illinois.

On December 11, 2012, Andrew Boron, Director of Insurance (“Director”) of the State of Illinois entered a Court Order in Cook County lllinois to place Triad Guaranty Insurance Corporation
and its subsidiary, Triad Guaranty Assurance Corporation (“the Company”) in rehabilitation, and the Director was affirmed as Receiver. By lllinois law, the Director may appoint a Special
Deputy Receiver to administer the receivership. By power of attorney, Paul A. Miller is the Special Deputy Receiver to the Director of Insurance, and the Office of the Special Deputy
Receiver handles the day-to-day administration of the liquidation proceedings under the direction of the Special Deputy, subject to the ultimate authority of the Director and to court
supervision. Among other things, the Rehabilitator's statutory authority includes authority to:

Collect, receive and take exclusive custody and control of TGIC's and the Company’s assets, its contractual and other legal rights and interest, and its books and records;
Conserve, hold and manage the Company’s assets for the benefits of its creditors;

Bring litigation to protect or recover assets;

File a plan of Rehabilitation with the Court for approval; and

Pay all administrative expenses incurred during the course of rehabilitation from the assets of TGIC and the Company.

aghwnpE

b. Use of Estimates
The preparation of financial statements in conformity with Statutory Accounting Principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities. It also requires disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenue and expenses during the
period. Actual results could differ from those estimates.

c. Accounting Policies
Premiums are earned over the terms of the related reinsurance contracts. Unearned premium reserves are established to cover the unexpired portion of premiums written. Such reserves
are based on reports received from ceding companies for reinsurance.

Expenses incurred in connection with reinsuring insurance business are charged to operations as incurred.

In addition, the company uses the following accounting policies:
(1)  The Company has no short-term investments.
(2)  Bonds not backed by other loans are carried at amortized cost using the interest method.
(38)  The Company has no common stocks.
4) The Company has no preferred stocks.
(5)  The Company owns no Mortgage Loans.
(6) Loan-backed securities are stated at amortized cost or the lower of amortized cost or fair market value. The Company uses the prospective method to value all securities, including
loan-backed and asset backed securities.
(7)  The Company has no subsidiaries.
(8)  The Company has no ownership in joint ventures.
(9)  The Company has no derivatives.
(10) Anticipated investment income is not utilized as a factor in premium deficiency calculations.
(11) Unpaid losses and loss adjustment expenses include an amount determined from frequency and severity factors applied to each delinquent loan that the Company refers to as case
reserves, and an amount, based on past experience, for losses incurred but not reported. Such liabilities are necessarily based on assumptions and estimates, and the ultimate liability may
be in excess of or less than the amount provided. Management periodically reviews and refines its assumptions and estimates with any adjustments reflected in the period adjustments are
made.
(12) The Company has not modified its capitalization policy from the prior period.
(13) The Company has no pharmaceutical rebate receivables.

2. Accounting Changes and Corrections of Errors
The Company provides reserves for losses on a quota share basis with its parent, Triad Guaranty Insurance Corporation, In Rehabilitation. Effective July 1, 2011, the Company and its parent
elected to change the basis for establishing reserves, and began providing reserves on loans in default two months or more, loans in foreclosure, and real estate owned. Previously, reserves were
established on loans in default four months or more, loans in foreclosure, and real estate owned.
In accordance with SSAP No. 3, paragraph 3, a change in the method of calculating the reserve for losses is treated as a change in accounting principle. The Company adopted this change on a
prospective basis; accordingly, the prior year financial statements have not been restated. The Company recorded the cumulative effect of the change by restating the reserves as of the first day of
2011 as if the Company had previously utilized the new method. The impact of adoption increased reserves and decreased surplus by $364,201 as of January 1, 2011.

3. Business Combinations and Goodwill

The Company has not entered into any business combinations and has no goodwill.

4. Discontinued Operations
The Company has no discontinued operations.

5. Investments

A. The Company does not have any mortgage loan investments.

B. The Company does not have any restructured debt investments.
C. The Company does not have any reverse mortgage investments.
D. Loan-Backed Securities

(1) The Company uses a proprietary model for loss assumptions and widely accepted models for prepayment assumptions in valuing mortgage-back asset-backed securities with
inputs from major third party data providers. The models combine the effects of interest rates, volatility, and pre-payment speeds based on various scenario (Monte Carlo) simulations with
resulting effective analytics (spreads, duration, convexity) and cash-flows on a monthly basis. Model assumptions are specific to asset class and collateral types and are regularly evaluated
and adjusted where appropriate.

(2) An OTTI is recognized on any security whose market value is less than its amortized cost because the Company may not have the ability to hold the security for a period of time
sufficient to recover the amortized cost basis.

(3)  The Company does not have investments where an OTTI was recognized to the discounted cash flows because the company does not expect to recover the amortized cost basis of
the investment.

(4)  The Company does not have investments held showing Unrealized Losses - Greater and Less than 1 year.

(5)  There are a number of factors that are considered in determining if there is not an other-than-temporary-impairment on an investment, including but not limited to, debt burden, credit
ratings, sector, liquidity, financial flexibility, company management, expected earnings and cash flow stream, and economic prospects associated with the investment.

E. The Company does not have any Repurchase Agreements and/or Securities Lending Transactions
F. The Company does not have investments in real estate.

G. The Company does not have investments in low-income housing tax credits.

6. Joint Ventures, Partnerships and Limited Liability Companies

The Company does not have any investments in joint ventures, partnerships or limited liability companies
7. Investment Income

No amount of due and accrued investment income was excluded from surplus.
8. Derivative Instruments

The Company does not hold or issue any derivative financial instruments
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TRIAD GUARANTY ASSURANCE CORPORATION, IN REHABILITATION

Income Taxes

A.

The components of the net deferred tax asset/(liability) at December 31 are as follows:

(a)
(b)
(c)

(d)
(e)

®
(@

(a)
(b)
(©

(d)
(e)

®
@

(a)
(b)
©

(d)
(e)

®
(@

Gross Deferred Tax Assets

Statutory Valuation Allowance Adjustments

Adjusted Gross Deferred Tax Assets

(1la-1b)

Deferred Tax Assets Nonadmitted

Subtotal Net Admitted Deferred Tax Asset

(1c-1d)

Deferred Tax Liabilities

Net Admitted Deferred Tax Asset/(Net Deferred Tax Liability)
(le - 1f)

Gross Deferred Tax Assets

Statutory Valuation Allowance Adjustments

Adjusted Gross Deferred Tax Assets

(la- 1b)

Deferred Tax Assets Nonadmitted

Subtotal Net Admitted Deferred Tax Asset

(1c-1d)

Deferred Tax Liabilities

Net Admitted Deferred Tax Asset/(Net Deferred Tax Liability)
(le - 1f)

Gross Deferred Tax Assets

Statutory Valuation Allowance Adjustments

Adjusted Gross Deferred Tax Assets

(la- 1b)

Deferred Tax Assets Nonadmitted

Subtotal Net Admitted Deferred Tax Asset

(1c-1d)

Deferred Tax Liabilities

Net Admitted Deferred Tax Asset/(Net Deferred Tax Liability)
(le - 1f)

Admission Calculation Components SSAP No. 101

@
(b)

©
(d)

(@
(b)

(c)
(d)

(b)

©
(d)

Federal Income Taxes Paid In Prior Years Recoverable Through Loss
Carrybacks.

Adjusted Gross Deferred Tax Assets Expected To Be Realized (Excluding The
Amount Of Deferred Tax Assets From 2(a) above) After Application of the
Threshold Limitation. (The Lesser of 2(b)1 and 2(b)2 Below)

1. Adjusted Gross Deferred Tax Assets Expected to be Realized Following
the Balance Sheet Date.
2. Adjusted Gross Deferred Tax Assets Allowed per Limitation Threshold.

Adjusted Gross Deferred Tax Assets (Excluding The Amount Of Deferred Tax
Assets From 2(a) and 2(b) above) Offset by Gross Deferred Tax Liabilities.
Deferred Tax Assets Admitted as the result of application of SSAP No. 101.
Total (2(a) + 2(b) + 2(c))

Federal Income Taxes Paid In Prior Years Recoverable Through Loss
Carrybacks.

Adjusted Gross Deferred Tax Assets Expected To Be Realized (Excluding The
Amount Of Deferred Tax Assets From 2(a) above) After Application of the
Threshold Limitation. (The Lesser of 2(b)1 and 2(b)2 Below)

1. Adjusted Gross Deferred Tax Assets Expected to be Realized Following
the Balance Sheet Date.
2. Adjusted Gross Deferred Tax Assets Allowed per Limitation Threshold.

Adjusted Gross Deferred Tax Assets (Excluding The Amount Of Deferred Tax
Assets From 2(a) and 2(b) above) Offset by Gross Deferred Tax Liabilities.
Deferred Tax Assets Admitted as the result of application of SSAP No. 101.
Total (2(a) + 2(b) + 2(c))

Federal Income Taxes Paid In Prior Years Recoverable Through Loss
Carrybacks.

Adjusted Gross Deferred Tax Assets Expected To Be Realized (Excluding The
Amount Of Deferred Tax Assets From 2(a) above) After Application of the
Threshold Limitation. (The Lesser of 2(b)1 and 2(b)2 Below)

1. Adjusted Gross Deferred Tax Assets Expected to be Realized Following
the Balance Sheet Date.
2. Adjusted Gross Deferred Tax Assets Allowed per Limitation Threshold.

Adjusted Gross Deferred Tax Assets (Excluding The Amount Of Deferred Tax
Assets From 2(a) and 2(b) above) Offset by Gross Deferred Tax Liabilities.
Deferred Tax Assets Admitted as the result of application of SSAP No. 101.
Total (2(a) + 2(b) + 2(c))

12/31/2012
@ @) 3
(Col 1+2)
Ordinary Capital Total
S 1,848,587 $..ociiiriiiinn 139,896 $.....cocccieinne 1,988,483
o 1,848,587 $.ccovviiiiiins 139,806 $...ooiiiiiiininn 1,988,483
B 0 .0 8. ...0
$ $.. 0
$..
$..
B 0 B 0 B 0
12/31/2011
4 ®) (6)
(Col 4+5)
Ordinary Capital Total
$. 01,292,446  $. .205,365 $.. ..1,497,811
$. .1,292,446  $. .205,365 $.. ..1,497,811
$. $. $.
$. $. $..
B 0 B 0 B 0
B [ RN 0 B 0
B 0 B 0 B 0
Change
) (8 9
(Col 1-4) (Col 2-5) (Col 7+8)
Ordinary Capital Total
P e 556,141 $.coeereirerrernnnns (65,469)  $urvrereererernnns 490,672
$ s 556,141 $..ccoviiinne (65,469) $...oooiiiinn 490,672
$. $. .0 8. ...0
$. $. $.. .0
$. $... $..
$. $.. $..
B 0 $ e 0 B 0
12/31/2012
@ @) 3
(Col 1+2)
Ordinary Capital Total

o B $ 0
B B o
XXX XXX

$.. $ 0

o 0 o 0 S 0
12/31/2011
4) (®) (6)
(Col 4+5)
Ordinary Capital Total

B s B $ 0
B B
XXX XXX
$... $ 0
B 0 S 0 S 0
Change
@) ®) )
(Col 1-4) (Col 2-5) (Col 7+8)
Ordinary Capital Total

................................. 0 S0
................................. 0
XXX
0 $ 0
................................. 0 S0




TRIAD GUARANTY ASSURANCE CORPORATION, IN REHABILITATION

9. Income Taxes (Continued)

3. 2012 [ 2011 |
(a) Ratio Percentage Used To Determine Recovery Period And Threshold ..., 0.000 i 0.000
Limitation Amount.
(b) Amount Of Adjusted Capital And Surplus Used To Determine Recovery Period $. ....7,881,259.000 $. .8,370,920.000
And Threshold Limitation In 2(b)2 Above.
4. 12/31/2012
@ @ (©))
(Col 1+2)
Ordinary Capital Total
Percent Percent Percent
Impact of Tax-Planning Strategies
(a) Adjusted Gross DTAS i e e 0.0
(% of Total Adjusted Gross DTAs)
(b) Net Admitted Adjusted Gross DTAS e e eeerese e anes 0.0
(% of Total Net Admitted Adjusted Gross DTAs)
12/31/2011
@ ©) O
(Col 4+5)
Ordinary Capital Total
Percent Percent Percent
(@)  Adjusted Gross DTAs 0.0 e 0.0 0.0
(% of Total Adjusted Gross DTAs)
(b) Net Admitted Adjusted Gross DTAs 0.0 e 0.0 s 0.0
(% of Total Net Admitted Adjusted Gross DTAs)
Change
@ ®) (9
(Col 1-4) (Col 2-5) (Col 7+8)
Ordinary Capital Total
Percent Percent Percent
(a) Adjusted Gross DTAs 0.0 e 0.0 s 0.0
(% of Total Adjusted Gross DTAs)
(b) Net Admitted Adjusted Gross DTAs 0.0 0.0 s 0.0
(% of Total Net Admitted Adjusted Gross DTAs)
(c) Does the Company's tax-planning strategies include the use of reinsurance? Ye! NO e e
C. Current income taxes incurred consist of the following major components:
() (@) (©)
(Col 1-2)
12/31/2012 12/31/2011 Change
1. Current Income Tax
(@) Federal $ 0
(b)  Foreign $ 0
(c) Subtotal $. 0
(d) Federal income tax on net capital gains $.. 0
(e) Utilization of capital loss carry-forwards $. .0
) Other $ o]
(9) Federal and foreign income taxes incurred $ .0
2. Deferred Tax Assets:
(a) Ordinary
(1) Discounting of unpaid losses $.. $ $ (27,892)
(2)  Unearned premium reserve $.. $. $.. (259)
(3)  Policyholder reserves $ $ $..
(4)  Investments $ $ $..
(5)  Deferred acquisition costs $ $ $..
(6)  Policyholder dividends accrual $.. $ $
(7)  Fixed assets $. $. $..
(8) Compensation and benefits accrual $. $. $..
(9)  Pension accrual $ $ $..
(10) Receivables - nonadmitted $. $. $..
(11) Net operating loss carry-forward $. $. $..
(12) Tax credit carry-forward $.. $ $..
(13) Other (including items <5% of total ordinary tax assets) $ $ $
(99) Subtotal $.. .1,848587 $. $..
(b)  Statutory valuation allowance adjustment $. 01,848,587 $. $..
(c)  Nonadmitted $. $. $..
(d) Admitted ordinary deferred tax assets (2a99 - 2b - 2c) $ 0 $ B 0
(e) Capital:
(1)  Investments o 139,896 $ S (65,469)
(2)  Net capital loss carry-forward $ 0o 3 $ 0
(3) Real estate $ 0o 3 S 0
(4)  Other (including items <5% of total capital tax assets) $ 0 $ $ 0
(99) Subtotal O 139,896 $ [T (65,469)
) Statutory valuation allowance adjustment $.. .139,896 $ $ (65,469)
(@)  Nonadmitted $.. .0 3. $.. .0
(h)  Admitted capital deferred tax assets (2e99 - 2f - 2g) $ 0 B 0 $ 0
(i) Admitted deferred tax assets (2d + 2h) $. .0 $. $.. 0
3. Deferred Tax Liabilities:
(a)  Ordinary
(1)  Investments $ 0o $ .0 $. .0
(2) Fixed assets $ 0 3 0 $. .0
(3)  Deferred and uncollected premium $ 0 $ 0 $ o]
(4) Policyholder reserves $ 0 $ L0 B 0
(5)  Other (including items<5% of total ordinary tax liabilities) $. 0 $ 0 s 0
(99) Subtotal $.. 0 $ oo [o T T 0
(b)  Capital:
(1)  Investments $ o 0 $ .0 $. .0
(2) Real estate $ 0 $ 0 $. 0
3) Other (including items <5% of total capital tax liabilities) $ 0 $ .0 8. 0
(99) Subtotal L 0 $ .0 $. .0
(c) Deferred tax liabilities (3a99 + 3b99) $.. .0 8. 0
4. Net deferred tax assets/liabilities (2i - 3c) B o 0 $ e 0 S 0
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11.

12.

13.

TRIAD GUARANTY ASSURANCE CORPORATION, IN REHABILITATION

Income Taxes (Continued)

Among the more significant book to tax adjustments were the following

Tax effect Effective Tax Rate
Provision computed at statutory rate $ (379,692) 35.00%
Tax exempt income deduction (110,995) 29.23%
NOL Carryforward 592,302 -156.00%
Other (101,615) 26.76%
Total statutory income taxes $—m) 0.00%

1) The Company has an operating loss carry forward of $5,074,240 to offset future net income subject to income taxes expiring as follows:
Tax Year Amount Expires in
2009 1,802,040 2029
2010 - 2030
2011 1,579,910 2031
2012 1,692,290 2032
—s so07aza0

2) The Company does not have any income taxes incurred in the current or preceding year that are available for recoupment
[©)] The Company does not have any tax deposits under Section 6603.
1) The Company's federal income tax return is consolidated with the following entities:

Triad Guaranty Inc. (ultimate parent)

Triad Guaranty Insurance Corporation, In Rehabilitation (parent)

?) Under a written agreement, the Company pays to or receives from the parent that percentage of the total tax liability

or refund that the tax, if computed on a separate return, would bear to the total amount of the taxes if computed for each separately.

G. The Company does not have any federal or foreign income tax loss contingencies.

Information Concerning Parent, Subsidiaries, Affiliates and Other Related Parties

cooTw

e.

. The Company is a subsidiary of Triad Guaranty Insurance Corporation, In Rehabilitation, a mortgage guaranty insurance company domiciled in lllinois.

. The Company had no transactions with any affiliates other than for reinsurance and cost allocation transactions.

. The Company had no transactions with any affiliates other than for reinsurance and cost allocation transactions.

There were no amounts due from or to related parties as of the balance sheet dates presented other than for reinsurance and cost allocation transactions.

The Company has not made any guarantees or undertakings for the benefit of its parent, or any affiliates that result in a material contingent exposure of the Company’s or any related party’s

assets or liabilities.

f. The Company entered into an administrative service agreement with its Parent, Triad Guaranty Insurance Corporation, In Rehabilitation, that was approved by the lllinois Department of Insurance in
December 2004. The Company is also party to a tax sharing agreement between its Parent whereby income tax is calculated based upon if the Company was filing a separate return instead of filing
a consolidated return with its Parent and ultimate Parent.

g.
h.
i.
i

k.
I

Debt

All outstanding shares of the Company are owned by the parent company, Triad Guaranty Insurance Corporation, In Rehabilitation.

The Company does not own any shares of an upstream intermediate or ultimate parent, either directly or indirectly via a downstream subsidiary, controlled or affiliated entity (SCA).
The Company does not have any investments in an SCA that exceeds 10% of admitted assets.

The Company does not have any investments in an SCA that exceeds 10% of admitted assets.

The Company does not have any investments in a foreign insurance subsidiary.

The Company does not have any investment in a downstream noninsurance holding company.

The Company does not have any capital notes or other debt obligations.

Retirement Plans, Deferred Compensation, Postemployment Benefits and Compensated Absences and Other Postretirement Benefit Plans.

The Company has no retirement, deferred compensation, or postretirement benefit plans.

Capital and Surplus, Dividend Restrictions and Quasi-Reorganizations

(1) The Company has 2,000,000 shares of common stock authorized, with 250,000 shares issued and outstanding as of December 31, 2012 and 2011. The shares have a par value of
$10 per share.

(2)  The Company has no preferred stock outstanding.

(3) Section 27 of the lllinois Insurance code (“the Code”) permits dividends to be paid only out of earned surplus. In addition, Section 131.20a requires prior approval of extraordinary
dividends. An extraordinary dividend is defined as any dividend or distribution of cash or other property whose fair market value, together with that of other dividends or distributions made
within a period of twelve consecutive months, exceeds the greater of (a) 10 percent of the Company's policyholders’ surplus or (b) the Company’s net income for the calendar year
preceding the date of the dividend. Section 131.16 requires that the Company notify the Director of the lllinois Department of Insurance within 5 business days after any dividend is
declared. In addition to these statutory limitations on dividends, Section 202.30(b)(10) of the Regulations provides that a mortgage guaranty insurer may not declare any dividends except

from undivided profits remaining on hand over and above the amount of its policyholder reserve. The amount of the required policyholder reserve is determined pursuant to the procedures
contained in Section 202.30(b)(7) of the Regulations.

4) Capital restriction requirements by the lllinois Department of Insurance currently prohibit the Company from making any dividend payments.

(5) Within the limitations of paragraph (3) noted above, at December 31, 2012 the reporting entity had $0.8 million of policyholders’ surplus available to pay as ordinary dividends to
stockholders. The reporting entity has no plans to pay a dividend and is currently prohibited from doing so.

(6) Restrictions have been placed on the unassigned surplus funds by the lllinois Department of Insurance (see Note 13. (5) above).

(7) The Company is not a mutual reciprocal or similarly organized entity.

(8) The reporting entity held no shares of stock for special purposes.

(9) There were no changes in the balances of any special surplus funds from the prior period.

(10) The portion of unassigned funds (surplus) represented by cumulative unrealized gains and losses was $0.

(11) The Company has no Surplus Notes.

(12) The Company has had no quasi-reorganizations.

(13) The Company has had no quasi-reorganizations.
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14. Contingencies
a. The Company does not have any contingent commitments.
b. The Company has not received any assessments.
[ The Company did not have any gain contingencies.
d. The Company has no claims related extra contractual obligations and bad faith losses stemming from lawsuits.
e. The Company has no product warranties.
f. At December 31, 2012 there were no pending proceedings beyond the ordinary course of business that could have a material financial effect.
15. Leases
The Company did not have any material lease obligations at December 31, 2012 or 2011. The Company is not involved in any lessor business activity
16. Information About Financial Instruments With Off-Balance-Sheet Risk And Financial Instruments With Concentrations of Credit Risk
The Company has no financial instruments with off-balance sheet risk or with concentrations of credit risk.
17. Sale, Transfer and Servicing of Financial Assets and Extinguishments of Liabilities
The Company did not have any transfers of receivables reported as sales, transfer and servicing of financial assets, or wash sales.
18. Gain or Loss to the Reporting Entity from Uninsured Plans and the Uninsured Portion of Partially Insured Plans
The Company has no insured accident and health plans.
19. Direct Premium Written/Produced by Managing General Agents/Third Party Administrators
The Company does not operate under Managing General Agents/Third Party Administrators.
20. Fair Value Measurements
A. The Company did not have any assets measured at fair value.
B. The Company did not have any assets measured at fair value.
C. The Company had the following financial instruments:
Aggregate Admitted Not Practicable
Type of Financial Instrument Fair Value Assets (Level 1) (Level 2) (Level 3) (Carrying Value)
Assets
Bonds $15,285,252 $14,150,321 $0 $15,285,252 $0 $0
Cash and short-term investments 585,389 585,389 585,389 0 0 0
Total $15,870,641 $14,735,710 $585,389 $15,285,252 $0 $0
D. Not Practicable to Estimate Fair Value:
Carrying Effective Maturity
Type or Class of Financial Instrument Value Interest Rate Date Explanation
None $0 $0 $0
21. Other ltems
A. The Company does not have any Extraordinary ltems.
B. The Company does not have any Troubled Debt Retructuring: Debtors.
C. The Company does not have any Other Disclosures.
D. The Company has no Uncollectible Assets.
E. The Company has no Business Interruption Insurance Recoveries.
F. The Company has no State Transferable Tax Credits.
G. Subprime Mortgage Related Risk Exposure.
1. Subprime Mortgage Exposures
This disclosure is provided pursuant to Note 20 to SSAP No. 1-Disclosure of Accounting Policies, Risks and Uncertainties, and Other Disclosures (“SSAP No. 1) adopted on
December 2, 2007. This disclosure relates specifically to “subprime mortgage” related risk exposure and related risk management practices of Triad Guaranty Assurance
Corporation, In Rehabilitation (the “Company”), which is a reinsurer of private mortgage guaranty insurance coverage on residential mortgage loans in the United States through its
parent, Triad Guaranty Insurance Corporation, In Rehabilitation (TGIC).
For purposes of this disclosure, the Company defines the credit quality of its portfolio based on criteria established by TGIC which are primarily based upon FICO or credit scores.
The Company has four different classifications of credit quality of the loans that we reinsure: 1) subprime, 2)A-minus, 3)Alt-A, and 4)prime. Subprime is defined as FICO scores less
than 575. A-minus is defined as FICO scores greater than or equal to 575 and less than or equal to 619. Alt-A is defined as loans with FICO scores equal to or greater than 620
written with reduced or no documentation. Prime loans are all loans that are not subprime, A-minus or Alt-A. At December 31, 2010, the parent, TGIC had the following insurance
in force amounts and percentages based on the credit classifications described above.
Credit Quality Insurance In Force Percentage
Classification
Prime $17,100,533,168 73.0%
Alt-A 5,509,025,898 23.5%
A-Minus 723,637,606 3.1%
Subprime 103,803,689 0.4%
Total $23,437,000,361 100.0%
In addition to the different classifications of the insurance portfolio based upon credit quality noted above, TGIC and the Company have identified other characteristics that include
increased risk. Examples of these increased risk characteristics would include loans that have the potential for negative amortization (e.g. pay option arms), loans with a LTV ratio
greater than 95%, and loans made on second homes and condominiums.
2. Direct Exposure — Mortgage Loans
The Company has no direct exposure to mortgage loans except as described in 1. above as a private mortgage guaranty insurance reinsurer.
3) Direct exposure through other investments.

Other Than
Book/Adjusted Temporary

Actual Carrying Value Fair Impairment Losses
Cost (excluding interest) Value Recognized

Residential mortgage-backed securities
Commercial mortgage-backed securities
Collateralized debt obligations
Structured securities

Equity investment in SCAs

Other assets 1,611,092 1,610,190 1,616,080
Total 1,611,092 1,610,190 1,616,080

Ee e e
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21. Other Items (continued)
4) Underwriting exposure to subprime mortgage risk through Mortgage Guaranty or Financial Guaranty insurance coverage.

As a reinsurer for TGIC, the Company’s private mortgage guaranty reinsurance business faces significant direct and indirect exposure to subprime mortgage risk.  If the homeowner
defaults, private mortgage insurance provided by TGIC reduces and, in some instances, eliminates the loss to the insured lending institution. The Company has direct exposure in
providing mortgage insurance reinsurance coverage on subprime mortgage loans, and it has indirect exposure to the extent its reinsurance on other mortgage loans is affected by
conditions in the housing and mortgage markets that result from the performance of subprime mortgages, whether or not insured under mortgage insurance coverage.

The Company is operating in run-off and is no longer issuing mortgage insurance policies.

(@) The Company believes that mortgage credit risk was materially affected by the following underwriting factors:
1. the borrower’s credit strength, including the borrower’s credit history, debt-to-income ratios, and cash reserves; and
2. the loan product, which includes the ratio of the original principal balance of the loan to the value of the property at origination (the LTV"), the type of loan
instrument(including whether the instrument provides for fixed or variable payments and the amortization schedule), the type of property, the purpose of the loan, and
the borrower’s documentation for the loan.

Excluding other factors, claim incidence increases for loans with lower FICO credit scores compared to loans with higher FICO credit scores; for reduced documentation loans
compared to loans with full underwriting documentation; for loans with higher LTV ratios compared to loans with lower LTV ratios; for adjustable rate mortgage loans during a
prolonged period of rising interest rates compared to fixed rate loans in such a rate environment; for loans that permit the deferral of principal amortization compared to loans
that require principal amortization with each monthly payment; for loans in which the original loan amount exceeds the conforming loan limit compared to loans below such
limit; and for cash out refinance loans compared to rate and term refinance loans.

There are also other types of loan characteristics relating to the individual loan or borrower which affect the risk potential for a loan, including the origination practices of the
lender and the condition of the housing market in the area in which the property is located. The presence of a number of higher-risk characteristics in a loan materially
increases the likelihood of a claim on such a loan unless there are other characteristics to lower the risk.

(b)  The reinsurance premiums vary according to the risk and premiums charged by TGIC, not only on the basis of the level of coverage provided, but also on the perceived risk of
a claim on the insured loan and, thus, take into account the LTV, the loan type (fixed payment versus non-fixed payment) and mortgage term, the location of the borrower's
credit score within a range of credit scores, and whether the loan is a reduced documentation loan.

TGIC charges higher premium rates to reflect the increased risk of claim incidence that it perceives is associated with certain types of loans, although not all higher risk
characteristics are reflected in the premium rate. There can be no assurance that TGIC's premium rates adequately reflect the increased risk, particularly in a period of
economic recession or decline in housing values.

To recognize the liability for unpaid losses related to outstanding reported defaults (known as the “default inventory”) from TGIC, the Company establishes loss reserves,
representing the estimated percentage of defaults which will ultimately result in a claim (known as the “claim rate”) and the estimated severity of the claims which will arise
from the defaults included in the default inventory (known as the “severity rate”) based upon the information supplied by TGIC. In accordance with industry accounting
practices, neither the Company nor TGIC establish loss reserves for future claims on insured loans which are not currently in default.

Through TGIC, the Company also establishes reserves to provide for the estimated costs of settling claims, including legal and other fees, and general expenses of
administering the claims settlement process (“loss adjustment expenses”), and for losses and loss adjustment expenses from defaults which have occurred, but which have
not yet been reported to TGIC (“IBNR").

The Company'’s reserving process through TGIC is based upon the assumption that past experience provides a reasonable basis for estimating future events. However,
estimation of loss reserves is inherently judgmental. Conditions that have affected the development of the loss reserves in the past may not necessarily affect development
patterns in the future, in either a similar manner or degree.

SSAP No. 1 requires disclosures illustrating exposure related to the subprime mortgage sector and specifically requires disclosure of the related losses paid, losses incurred,
case reserves, and IBNR reserves for subprime loans for the current year. The Company'’s reserving process is not designed to segregate prime loan reserves from subprime
loan reserves, as defined in this disclosure.

To provide reserve and incurred information required by SSAP No. 1, the Company has calculated subprime related case and IBNR reserves for its primary insurance, using
the proportionate number of subprime default inventory compared to the total number of default inventory and multiplied that factor by the Company’s total case and IBNR
reserves, to arrive at subprime case and IBNR reserves as shown in the tables below. The information shown below is based upon the TGIC amounts reinsured to the
Company.

The total reserves based upon the credit classifications of TGAC as of December 31, 2011 were as follows:

As a % of total

Prime $3,965,513 62.6%
Alt-A 1,460,195 23.0%
A-Minus 787,398 12.4%
Subprime (A) 126,587 2.0%
Total $6,339,693 100%

Losses and reserves related as of December 31, 2011were as follows:

Total Subprime Subprime as a % of total
Losses paid $3,927,598 $98,851 2.5%
Incurred losses 2,833,312 47,447 1.7%
Case reserves 6,339,693 120,587 2.0%
IBNR reserves 210,741 0 0.0%

(A) For purposes of this disclosure, a "subprime mortgage is defined as a mortgage loan with a FICO credit score below 575. IBNR reserves include
unallocated LAE based on direct case reserves.

22. Events Subsequent
The Company is unaware of any subsequent event that would have a material effect on its financial condition.
23. Reinsurance
A. The Company does not have any unsecured aggregate recoverable for losses, paid and unpaid including IBNR, loss adjustment expenses and unearned premium with any individual

reinsurers, authorized or unauthorized, that exceeds 3% of the Company’s policyholder surplus
B. The Company does not have any reinsurance recoverable in dispute.

C. Reinsurance Assumed and Ceded
@
Assumed Ceded
Reinsurance Reinsurance Net

Premium Commission Premium Commission Premium Commission

Reserve Equity Reserve Equity Reserve Equity
a. Affiliates $ 30,003 $ . 9,001 $ . $ $ 30,003 $ 9,001
b.  All Other $ $ $ $ $ ...0
c. TOTAL $ 30,003 $ ..o 9,001 $ 0 $ 0 $ .30,003 $ .9,001
d.  Direct Unearned Premium Reserve $

Line (c) of Ceded Reinsurance Premium Reserve Column must equal Page 3, Line 9, first inside amount.

2) The Company has no additional or return commissions predicated on loss experience or other types of profit sharing arrangements.

3) The Company has no protected cells

D. The Company had no uncollectible reinsurance written off in 2012.

E. The Company does not cede reinsurance and had no commutation of ceded reinsurance.
F. The Company does not have any retroactive reinsurance agreements.

G. The Company does not have any reinsurance agreements accounted for as deposits.

H. The Company does not have any transfer of property and run-off agreements.

24. Retrospectively Rated Contracts & Contracts Subject to Redetermination

The Company has no retrospectively rated contracts or contracts subject to redetermination
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Changes in Incurred Losses and Loss Adjustment Expenses

Reserves as of December 31, 2011 were $7,753,556. As of December 31, 2012 $3,475,627 has been paid for incurred losses and loss adjustment expenses attributable to insured events of prior
years. Reserves remaining for prior years are now $4,365,599 as a result of re-estimation of unpaid losses and loss adjustment expenses adjusted for paid claims during 2011 relating to 2010 and
prior. Therefore, there has been a $87,670 unfavorable prior-year development from December 31, 2011 to December 31, 2012. Reserves are established using estimated claims rates (frequency)
and claim amounts (severity) to estimate ultimate losses. Management periodically reviews the loss reserve process and refines its methodology as appropriate. The reserving process gives effect to
current economic conditions and profiles delinquencies by such factors as policy year, originations within bulk and flow channels, and the number of months a policy has been in default. The
Company does not adjust premiums based on claim activity.

Intercompany Pooling Arrangements

The Company has no intercompany pooling arrangements.

Structured Settlements

The Company has no structured settlements.

Health Care Receivables

The Company has no health care receivables.

Participating Policies

The Company has no participating policies.

Premium Deficiency Reserves

The Company has no premium deficiency reserves.

High Deductibles

The Company had no reserve credit recorded for high deductibles on unpaid claims.
Discounting of Liabilities for Unpaid Losses or Unpaid Loss Adjustment Expenses
The Company does not discount unpaid losses or unpaid loss adjustment expenses.
Asbestos/Environmental Reserves

The Company has no known potential exposure to asbestos and/or environmental claims.
Subscriber Savings Accounts

The Company has no subscriber savings accounts.

Multiple Peril Crop Insurance

The Company has no multiple peril crop insurance exposure.

Financial Guaranty Insurance

The Company has no financial guaranty insurance exposure.





