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(Mark One)

X QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
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OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
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Delaware 23-2691170
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
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(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (Check One):

Large accelerated filer x Accelerated filer ~ Non-accelerated filer ~
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No x
APPLICABLE ONLY TO CORPORATE ISSUERS:

Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest practicable date: 80,242,796 shares of
common stock, $0.001 par value per share, outstanding on May 4, 2007.
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All statements in this report that address events, developments or results that we expect or anticipate may occur in the future are forward-looking
statements within the meaning of Section 27A of the Securities Act of 1933, Section 21E of the Securities Exchange Act of 1934 and the U.S.
Private Securities Litigation Reform Act of 1995. In most cases, forward-looking statements may be identified by words such as may,  will,
should, expect, intend, plan, goal, contemplate, believe, estimate, predict, project, potential, continue or the negative or
words and other similar expressions. These statements are made on the basis of management s current views and assumptions with respect to
future events. Any forward looking statement is not a guarantee of future performance and actual results could differ materially from those
contained in the forward looking information. The forward-looking statements, as well as our prospects as a whole, are subject to risks and
uncertainties, including the following:

actual or perceived changes in general financial and political conditions, such as extended national or regional economic recessions,
changes in housing demand or mortgage originations, changes in housing values, population trends and changes in household
formation patterns, changes in unemployment rates, changes or volatility in interest rates or consumer confidence, changes in credit
spreads, changes in the way investors perceive the strength of private mortgage insurers or financial guaranty providers, investor
concern over the credit quality and specific risks faced by the particular businesses, municipalities or pools of assets covered by our
insurance;

actual or perceived economic changes or catastrophic events in geographic regions (both domestic and international) where our
mortgage insurance or financial guaranty insurance in force is more concentrated;

the loss of a customer for whom we write a significant amount of mortgage insurance or financial guaranty insurance or the influence
of large customers;

the aging of our mortgage insurance portfolio, which could cause losses to increase, and changes in severity or frequency of losses
associated with certain of our products that are riskier than traditional mortgage insurance or financial guaranty insurance policies;

changes in persistency rates of our mortgage insurance policies caused by changes in refinancing activity, appreciating or depreciating
home values and changes in the mortgage insurance cancellation requirements of mortgage lenders and investors;

downgrades or threatened downgrades of, or other ratings actions with respect to, our credit ratings or the insurance financial strength
ratings assigned by the major rating agencies to any of our rated insurance subsidiaries at any time, which actions have occurred in the
past;

heightened competition for our mortgage insurance business from others such as the Federal Housing Administration and the Veterans
Administration or other private mortgage insurers, from alternative products such as  80-10-10 loans or other forms of simultaneous
second loan structures used by mortgage lenders, from investors using forms of credit enhancement other than mortgage insurance as a
partial or complete substitution for private mortgage insurance and from mortgage lenders that demand increased participation in
revenue sharing arrangements such as captive reinsurance arrangements;

changes in the charters or business practices of Federal National Mortgage Association and Federal Home Loan Mortgage Corp., the
largest purchasers of mortgage loans that we insure;
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heightened competition for financial guaranty business from other financial guaranty insurers, from other forms of credit enhancement
such as letters of credit, guaranties and credit default swaps provided by foreign and domestic banks and other financial institutions
and from alternative structures that may permit insurers to securitize assets more cost-effectively without the need for the types of
credit enhancement we offer, or result in our having to reduce the premium we charge for our products;
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the application of existing federal or state consumer, lending, insurance and other applicable laws and regulations, or changes in these
laws and regulations or the way they are interpreted; including, without limitation: (i) the possibility of private lawsuits or
investigations by state insurance departments and state attorneys general alleging that services offered by the mortgage insurance
industry, such as captive reinsurance, pool insurance and contract underwriting, are violative of the Real Estate Settlement Procedures
Act and/or similar state regulations (particularly in light of public reports that some state insurance departments are investigating
captive reinsurance arrangements used in the mortgage insurance industry), or (ii) legislative and regulatory changes affecting demand
for private mortgage insurance or financial guaranty insurance;

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

changes in accounting guidance from the Securities and Exchange Commission or the Financial Accounting Standards Board (in
particular changes regarding income recognition and the treatment of loss reserves in both the mortgage insurance and financial
guaranty industries);

our ability to profitably grow our insurance businesses in international markets, which depends on a number of factors such as foreign
governments monetary policies and regulatory requirements, foreign currency exchange rate fluctuations, and our ability to develop
and market products appropriate to foreign markets;

legal and other limitations on the amount of dividends we may receive from our subsidiaries;

vulnerability to the performance of our strategic investments;

changes in the availability of affordable or adequate reinsurance for our non-prime risk; and

risks and uncertainties associated with our proposed merger with MGIC Investment Corporation ( MGIC ), including, without
limitation: the ability to complete the transaction on the proposed terms and schedule; the risk that the two companies and their
businesses will not be integrated successfully or such integration may be more difficult, time-consuming or costly than expected;
litigation relating to the merger; customer attrition and disruption from the transaction making it more difficult to maintain
relationships with customers, employees or other business relationships; the possibility that revenues following the merger may be
lower than expected; the risk that the cost savings and any other synergies from the transaction may not be fully realized or may take
longer to realize than expected; the risk that potential sales of assets in connection with the merger may negatively impact the financial
performance of the combined company; and the possibility that the merger may not be completed, whether due to the failure to receive
the requisite regulatory approvals or otherwise, which may have an adverse effect on our customers, employees and other business
relationships, and may have a materially adverse impact on our financial results and prospects.
For more information regarding these risks and uncertainties as well as certain additional risks that we face, you should refer to the risks
discussed in other documents that we file with the SEC, including the risk factors detailed in Part I, Item 1A of our Annual Report on Form 10-K
for the year ended December 31, 2006 and in our joint proxy statement/prospectus for our 2007 annual meeting. We caution you not to place
undue reliance on these forward-looking statements, which are current only as of the date on which we filed this report. We do not intend to, and
we disclaim any duty or obligation to, update or revise any forward-looking statements made in this report to reflect new information or future
events or for any other reason.
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PART I FINANCIAL INFORMATION

Item 1. Financial Statements.
Radian Group Inc.

CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)

($ in thousands)

Assets

Investments

Fixed maturities held to maturity at amortized cost (fair value $81,208 and $86,817)

Fixed maturities available for sale at fair value (amortized cost $4,467,647 and $4,818,050)

Trading securities at fair value (cost $26,031 and $87,009)
Equity securities at fair value (cost $219,444 and $222,444)
Hybrid securities at fair value (amortized cost $536,225)
Short-term investments

Other invested assets (cost $21,873 and $15,727)

Total investments

Cash

Investment in affiliates

Deferred policy acquisition costs

Prepaid federal income taxes

Provisional losses recoverable

Accrued investment income

Accounts and notes receivable (less allowance of $827 and $1,179)

Property and equipment, at cost (less accumulated depreciation of $72,936 and $69,314)
Other assets

Total assets

Liabilities and Stockholders Equity

Unearned premiums

Reserve for losses and loss adjustment expenses
Long-term debt

Current income taxes payable

Deferred income taxes payable, net

Accounts payable and accrued expenses

Total liabilities

Commitments and Contingencies (Note 14)
Stockholders equity

Common stock: par value $.001 per share; 200,000,000 shares authorized; 97,631,657 and 97,625,407 shares
issued at March 31, 2007 and December 31, 2006, respectively; 80,285,430 and 79,401,691 shares

outstanding at March 31, 2007 and December 31, 2006, respectively

Treasury stock: 17,346,227 and 18,223,716 shares at March 31, 2007 and December 31, 2006, respectively

Additional paid-in capital
Retained earnings
Accumulated other comprehensive income

Table of Contents

March 31

2007

$ 78961
4,593,461
28,112
297,187
587,384
334,074
26,789

5,945,968
132,605
588,323
225,597
788,240

62,003
67,602
32,490
282,080

$ 8,124,908

$ 974,768
852,462
747,849
224,999
942,167
207,887

3,950,132

97
(893,645)
1,336,013
3,590,712
141,599

December 31

2006

$ 84,314
4,975,773
128,202
298,235

238,677
20,126

5,745,327
57,901
618,841
221,769
808,740
12,479
62,823
55,672
33,937
311,182

$ 7,928,671

$ 943,687
842,283
747,770

1,129,740
197,634

3,861,114

97
(931,012)
1,347,205
3,489,290
161,977

7
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Total stockholders equity 4,174,776 4,067,557
Total liabilities and stockholders equity $ 8,124,908 $ 7,928,671

See notes to unaudited condensed consolidated financial statements.
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CONDENSED CONSOLIDATED STATEMENTS OF INCOME (UNAUDITED)

(In thousands, except per-share amounts)
Revenues:

Premiums written:

Direct

Assumed

Ceded

Net premiums written
Increase in unearned premiums

Net premiums earned

Net investment income

Net gains on securities

Change in fair value of derivative instruments
Other income

Total revenues
Expenses:

Provision for losses
Policy acquisition costs
Other operating expenses
Interest expense

Total expenses

Equity in net income of affiliates

Pretax income
Provision for income taxes

Net income
Basic net income per share

Diluted net income per share

Radian Group Inc.

Weighted average number of common shares outstanding basic

Weighted average number of common and common equivalent shares

outstanding diluted

Dividends per share

See notes to unaudited condensed consolidated financial statements.
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Three Months Ended

March 31
2007 2006

$ 289,143 $ 282,779
24,734 24,275
(36,243) (27,449)

277,634 279,605
(28,499) (25,908)

249,135 253,697
60,996 54,260
13,745 22,854
13,789 17,630

3,818 5,211

341,483 353,652

107,042 78,634
28,254 27,364
57,695 60,277
13,056 11,840

206,047 178,115
22,772 58,340

158,208 233,877
44,741 70,179

$ 113,467 $ 163,698

$ 1.43 $ 1.97

$ 142 $ 196

79,428 82,937

80,080 83,707

$ 0.02 $ 0.02
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CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN COMMON STOCKHOLDERS

(In thousands)

BALANCE, JANUARY 1, 2006
Comprehensive income:

Net income

Unrealized foreign currency translation
adjustment, net of tax of $274
Unrealized holding losses arising during
period, net of tax benefit of $1,131

Less: Reclassification adjustment for net
gains included in net income, net of tax of
$7,637

Net unrealized loss on investments, net of
tax benefit of $8,768

Comprehensive income

Issuance of common stock under incentive
plans

Issuance of restricted stock

Amortization of restricted stock
Reclassification of deferred

compensation

Stock-based compensation expense-options
Treasury stock purchased

Dividends paid

BALANCE, MARCH 31, 2006

BALANCE prior to implementation
effects, JANUARY 1, 2007

FIN 48 cumulative effect of change in
accounting (See Note 7)

FAS 155 cumulative effect of change in
accounting (See Note 2)

BALANCE, JANUARY 1, 2007, as
adjusted

Comprehensive income:

Net income

Unrealized foreign currency translation
adjustment, net of tax of $459
Unrealized holding losses arising during
the period, net of tax benefit of $34

Table of Contents

Common Treasury

Stock Stock
$ 97 $(688,048)

11,215

(60,235)

$ 97 $(737,068)

$ 97 $(931,012)

97  (931,012)

Radian Group Inc.
EQUITY
(UNAUDITED)
Accumulated Other
Comprehensive
Income
Additional
(Loss)
Lo . Foreign Unrealized
Paid-in Deferred Retained Currency Holding
Translation Gains
Capital Compensation Earnings Adjustment (Losses) Other Total
$1,318910 $  (1.843) $2913,649 $ 2,135 $ 117,980 $ $ 3,662,880
163,698 163,698
540 540
(2,099)
(14,183)
(16,282) (16,282)
147,956
6,794 18,009
(1,109) (1,109)
311 311
(1,843) 1,843
5,072 5,072
(60,235)
(1,664) (1,664)
$1,328,135 $ $3,075,683 $ 2,675 $ 101,698 $ $ 3,771,220
$1,347,205 $ $3,489,290 $ 9,796 $ 151,934 §$ 247 $4,067,557
(21,214) (21,214)
10,773 (10,773)
1,347,205 3,478,849 9,796 141,161 247 4,046,343
113,467 113,467
851 851
(62)
(10,394)
11
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Less: Reclassification adjustment for net
gains included in net income, net of tax of

$5,597

Net unrealized gain on investments, net of

tax of $5,630 (10,456) (10,456)
Comprehensive income 103,862
Issuance of common stock under incentive

plans 41,347 4,900 46,247
Issuance of restricted stock (21,721) (21,721)
Amortization of restricted stock 1,174 1,174
Stock-based compensation expense-options 4,455 4,455
Treasury stock purchased (3,980) (3,980)
Dividends paid (1,604) (1,604)
BALANCE, MARCH 31, 2007 $ 97 $(893,645) $1,336,013 $ $3,590,712 $10,647 $ 130,705 $ 247 $4,174,776

See notes to unaudited condensed consolidated financial statements.
3
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Radian Group Inc.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

(In thousands)
Cash flows from operating activities

Cash flows from investing activities:

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

Proceeds from sales of hybrid securities

Proceeds from redemptions of fixed-maturity investments available for sale
Proceeds from redemptions of fixed-maturity investments held to maturity
Proceeds from redemptions of hybrid securities

Purchases of fixed-maturity investments available for sale

Purchases of equity securities available for sale

Purchases of hybrid securities

Purchases of short-term investments, net

Purchases of other invested assets, net

Purchases of property and equipment, net

Other

Net cash used in investing activities

Cash flows from financing activities:

Dividends paid

Proceeds from issuance of common stock under incentive plans

Excess tax benefits from stock-based awards
Purchase of treasury stock

Net cash provided by (used in) financing activities

Effect of exchange rate changes on cash
Increase in cash
Cash, beginning of period

Cash, end of period

Supplemental disclosures of cash flow information:
Income taxes (received) paid

Interest paid

Supplemental disclosures of non-cash items:
Stock-based compensation, net of tax

See notes to unaudited condensed consolidated financial statements.
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Three Months Ended

March 31
2007 2006
$ 204,187 $ 127,321

111,104 322,294
5,096 56,419
61,977
51,695 38,055
5,906 8,968
28,767
(217,339) (422,311)
(830) (736)
(92,344)
(92,933) (67,921)
(6,167)
(2,142) (4,403)
365
(147,210) (69,270)
(1,604) (1,664)
16,005 11,811
4,334 1,261
(3,980) (60,235)
14,755 (48,827)
2,972 (155)
74,704 9,069
57,901 7,847

$ 132,605 $ 16,916

$ (15,674) $ 24,126

$ 8,057 $ 7,502

$ 3,658 $ 3499

13
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Radian Group Inc.
Notes to Unaudited Condensed Consolidated Financial Statements
1 Condensed Consolidated Financial Statements Basis of Presentation

Our condensed consolidated financial statements include the accounts of Radian Group Inc. and its subsidiaries, including its principal mortgage
insurance operating subsidiaries, Radian Guaranty Inc. ( Radian Guaranty ), Amerin Guaranty Corporation ( Amerin Guaranty ), Radian Insurance
Inc. ( Radian Insurance ), Radian Europe Limited ( Radian Europe ) and Radian Australia Limited ( Radian Australia ), and its principal financial
guaranty operating subsidiaries, Radian Asset Assurance Inc. ( Radian Asset Assurance ) and Radian Asset Assurance Limited ( RAAL ). We refer
to Radian Group Inc. together with its consolidated subsidiaries as Radian, we, us or our, unless the context requires otherwise. We generally
refer to Radian Group Inc. alone, without its consolidated subsidiaries, as the parent company. We own a 46% interest in Credit-Based Asset
Servicing and Securitization LLC ( C-BASS ) and an interest in Sherman Financial Group LLC ( Sherman ), which consists of 40.96% of the

Class A Common Units of Sherman (Class A Common Units represent 94% of the total equity in Sherman) and 50% of the Preferred Units of

Sherman, each of which are credit-based consumer asset businesses.

We have presented our condensed consolidated financial statements on the basis of accounting principles generally accepted in the United States
of America ( GAAP ). We have condensed or omitted certain information and footnote disclosures normally included in consolidated financial
statements prepared in accordance with GAAP pursuant to the SEC s rules and regulations.

The financial information presented for interim periods is unaudited; however, such information reflects all adjustments that are, in the opinion
of management, necessary for a fair presentation of the financial position, results of operations, and cash flows for the interim periods. These
interim financial statements should be read in conjunction with the audited financial statements and notes thereto included in our Annual Report
on Form 10-K for the year ended December 31, 2006. The results of operations for interim periods are not necessarily indicative of results to be
expected for the full year or for any other period.

The preparation of financial statements in accordance with GAAP requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting periods. Actual results may differ from these estimates and assumptions.

Basic net income per share is based on the weighted average number of common shares outstanding, while diluted net income per share is based
on the weighted average number of common shares outstanding and common share equivalents that would be issuable upon the exercise of stock
options, the vesting of restricted stock and phantom stock.

On January 1, 2007, we adopted Statement of Financial Accounting Standards No. 155, Accounting for Certain Hybrid Financial Instruments

( SFAS No. 155 ). Accordingly, the changes in fair value of some of our financial instruments previously recorded through other comprehensive
income were reclassified to beginning retained earnings, and effective January 1, 2007, changes in fair value are now included in current

earnings in our condensed consolidated statements of income. See Note 2.

On January 1, 2007, we adopted Financial Accounting Standards Board ( FASB ) Interpretation No. 48, Accounting for Uncertainty in Income
Taxes ( FIN 48 ). As aresult of the implementation of FIN 48, we recognized an adjustment to our income tax liabilities and beginning retained
earnings. See Note 7.

On January 1, 2006, we adopted SFAS No. 123R  Share-Based Payment ( SFAS No. 123R ) using a modified prospective application as permitted
by SFAS No. 123R.

Certain other prior period balances have been reclassified to conform to the current period presentation.
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Notes to Unaudited Condensed Consolidated Financial Statements (Continued)

2 Derivative Instruments and Hedging Activities

We account for derivatives under SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities, as amended and interpreted
( SFAS No. 133 ). In general, SFAS No. 133 requires that all derivative instruments be recorded on the balance sheet at their respective fair
values. All derivative instruments are recognized in our condensed consolidated balance sheets as either assets or liabilities depending on the
rights or obligations under the contracts. Transactions that we have entered into that are accounted for under SFAS No. 133 include investments
in convertible debt securities, interest rate swaps, selling credit protection in the form of credit default swaps and certain financial guaranty and
mortgage insurance contracts and net interest margin securities ( NIMs ) that are considered derivatives. Credit default swaps and certain financial
guaranty and mortgage insurance contracts that are accounted for under SFAS No. 133 are part of our overall business strategy of offering
mortgage credit enhancement and financial guaranty protection to our customers. The premiums for these contracts are included in net premiums
written and earned. The interest rate swaps that we have entered into qualify as hedges and are accounted for as fair value hedges. The embedded
equity derivatives contained within our investments in fixed-maturity securities, as well as our forward foreign currency contracts, credit
protection in the form of credit default swaps and NIMs do not qualify as hedges under SFAS No. 133, so changes in their fair value are
included in current earnings in our condensed consolidated statements of income. Net unrealized gains and losses on credit default swaps and
certain other derivative contracts are included in other assets on our condensed consolidated balance sheets. We do not record a reserve for
losses on derivative contracts. Any equivalent reserve would be embedded in the change in fair value of derivative instruments. Settlements
under derivative contracts are charged to assets or liabilities, as appropriate, on the condensed consolidated balance sheets. During the quarter
ended March 31, 2007, we received $0.1 million of recoveries of previous default payments, paid $0.1 million for default payments and received
$11.2 million as early termination settlement payments on certain derivative financial guaranty contracts. During the first quarter of 2006, we
received $1.4 million as recoveries of previous default payments and paid $68.0 million in connection with the termination of a derivative
financial guaranty contract.

Before we adopted SFAS No. 155, SFAS No. 133 required that we split the convertible fixed-maturity securities in our investment portfolio into
their derivative and fixed-maturity security components. Over the term of the securities, changes in the fair value of fixed-maturity securities
available for sale were recorded in our condensed consolidated statements of changes in common stockholders equity through accumulated other
comprehensive income or loss. Concurrently, a deferred tax liability or benefit was recognized as the recorded value of the fixed-maturity

security increased or decreased. Changes in the fair value of the derivative component were recorded as a gain or loss in our condensed
consolidated statements of income.

In February 2006, the FASB issued SFAS No. 155, an amendment of SFAS Nos. 133 and 140. SFAS No. 155, (i) permits fair value
remeasurement for any hybrid financial instrument that contains an embedded derivative that otherwise would require bifurcation, (ii) clarifies
which interest-only strips and principal-only strips are not subject to the requirements of SFAS No. 133, (iii) establishes a requirement to
evaluate interests in securitized financial assets to identify interests that are freestanding derivatives or that are hybrid financial instruments that
contain an embedded derivative requiring bifurcation, (iv) clarifies that concentrations of credit risk in the form of subordination are not
embedded derivatives, and (v) amends FASB Statement No. 140 to eliminate the exemption from applying the requirements of FASB Statement
No. 133 on a qualifying special-purpose entity from holding a derivative financial instrument that pertains to a beneficial interest other than
another derivative financial instrument.

We adopted SFAS No. 155 on January 1, 2007. Accordingly, certain securities that were previously classified as trading securities or fixed
maturities available for sale on our condensed consolidated balance sheets were reclassified to hybrid securities on our condensed consolidated
balance sheets on the date of adoption. In
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Notes to Unaudited Condensed Consolidated Financial Statements (Continued)

addition, as allowed under the provisions of SFAS No. 155, we elected to record convertible securities at fair value with changes in the fair value
recorded as net gains or losses on securities. At adoption, we recorded an after-tax reclassification to retained earnings from other
comprehensive income of approximately $10.8 million, which represented the cumulative adjustment to fair value.

With respect to our direct derivative financial guaranty contracts, estimated fair value amounts are determined by us using market information to
the extent available, and appropriate valuation methodologies. For collateralized debt obligations ( CDOs ), credit spreads on individual names in
our collateral pool are used to determine an equivalent risk tranche on an industry standard credit default swap index. We then estimate the price
of our equivalent risk tranche based on observable market prices of standard risk tranches on the industry standard credit default swap index.
When credit spreads on individual names are not available, the average credit spread on the credit rating of the name is used. For certain

structured transactions, dealer quotes on similar structured transactions are used. Significant differences may exist with respect to the available
market information and assumptions used to determine gains and losses on derivative financial guaranty contracts. Considerable judgment is
required to interpret market data to develop the estimates of fair value. Accordingly, the estimates are not necessarily indicative of amounts we
could realize in a current market exchange due to the lack of a liquid market. The use of different market assumptions and/or estimation
methodologies may have a significant effect on the estimated fair value amounts.

A summary of our derivative information, as of and for the periods indicated, is as follows:

March 31 December 31 March 31

Balance Sheets (In millions) 2007 2006 2006
Trading Securities

Cost $ 01 $ 669 $ 79.8
Fair value 0.4 106.3 115.8
Derivative financial guaranty contracts

Notional value $60,885.0 $ 52,563.0 $36,509.0
Gross unrealized gains $ 1246 $ 1193 $ 1183
Gross unrealized losses 34.1 31.7 22.7
Net unrealized gains $ 9.5 $ 876 $ 95.6

The components of the change in fair value of derivative instruments are as follows:

Three Months Ended
March 31
Statements of Income (In millions) 2007 2006
Trading securities $ (0.3) $ 14.8
Derivative financial guaranty contracts 14.1 2.8
Net gains $ 13.8 $ 17.6
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Notes to Unaudited Condensed Consolidated Financial Statements (Continued)

The following table presents information at March 31, 2007 and December 31, 2006 related to net unrealized gains or losses on derivative
financial guaranty contracts (included in other assets on our condensed consolidated balance sheets).

March 31 December 31
2007 2006
(In millions)

Balance at January 1 $ 87.6 $ 26.2
Net gains (losses) recorded 14.1 2.2)
Defaults
Recoveries 0.1) 4.6)
Payments 0.1 0.2
Early termination (receipts)/payments (11.2) 68.0
Balance at end of period $ 90.5 $ 87.6

The application of SFAS No. 133, as amended, could result in volatility from period to period in gains and losses as reported on our condensed
consolidated statements of income. These gains and losses result mostly from changes in corporate credit or asset-backed spreads and changes in
the creditworthiness of underlying corporate entities or the credit performance of the assets underlying an asset-backed security. Any incurred
gains or losses on such contracts would be recognized as a change in the fair value of derivative instruments. We are unable to predict the effect
this volatility may have on our financial position or results of operations.

In accordance with our risk management policies, we may enter into derivatives to hedge the interest rate risk related to our long-term debt. As
of March 31, 2007, we were a party to two interest rate swap contracts relating to our 5.625% unsecured senior notes. These interest rate swaps
are designed as fair value hedges that hedge the change in fair value of our long-term debt arising from interest rate movements. During 2007
and 2006, the fair value hedges were 100% effective. Therefore, the changes in fair value of derivative instruments in our condensed
consolidated statements of income were offset by the change in the fair value of the hedged debt. These interest rate swap contracts mature in
February 2013.

Terms of the interest rate swap contracts at March 31, 2007 were as follows (dollars in thousands):

Notional amount $ 250,000
Rate received Fixed 5.625%
Rate paid Floating (a) 5.963%
Maturity date February 15, 2013
Unrealized loss $ 3,657

(a) The March 31, 2007 six-month London Interbank Offered Rate ( LIBOR ) forward rate at the next swap payment date plus 87.4 basis
points.
3 Investments

We are required to group assets in our investment portfolio into one of three main categories: held to maturity, available for sale or trading
securities. Fixed-maturity securities for which we have the positive intent and ability to hold to maturity are classified as held to maturity and
reported at amortized cost. Investments classified as available for sale are reported at fair value, with unrealized gains and losses (net of tax)
reported as a separate component of stockholders equity as accumulated other comprehensive income. Investments classified as trading
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component of income. During the three months ended March 31, 2006, we began classifying certain new security purchases as trading securities.
Similar securities were classified as available for sale for periods prior to 2006. Effective January 1, 2007, we began classifying convertible
securities (including the fixed-maturity component previously classified as available for sale and the derivative component previously classified
as trading securities) as hybrid securities in accordance with SFAS No. 155. Hybrid securities generally combine both debt and equity
characteristics. Prior to 2007, the changes in fair value of the fixed-maturity component of these securities were recorded in our condensed
consolidated statements of changes in common stockholders equity through accumulated other comprehensive income or loss and the changes in
fair value of the derivative component of these securities were recorded as a gain or loss in our condensed consolidated statements of income. In
accordance with SFAS No. 155, effective January 1, 2007, all changes in the fair value of the entire convertible security are now recorded as net
gains on securities in our condensed consolidated statements of income. Our transition adjustment related to the adoption of SFAS No. 155
increased retained earnings at January 1, 2007, by $10.8 million, and reduced accumulated other comprehensive income by the same amount.
The transition amount includes unrealized gains of $14.1 million (net of tax) and unrealized losses of $3.3 million (net of tax) related to
convertible securities at December 31, 2006.

For securities classified as either available for sale or held to maturity, we conduct a quarterly evaluation of declines in market value of the
securities to determine whether the decline is other-than-temporary.

If a security s fair value is below the cost basis, and it is judged to be other-than-temporary, the cost basis of the individual security is written
down to fair value through earnings as a realized loss and the fair value becomes the new basis. During the quarter ended March 31, 2007, we
recorded approximately $0.6 million of charges related to declines in the fair value of securities (primarily small cap value stocks) considered to
be other-than-temporary. There were no such charges in the first quarter of 2006. At March 31, 2007 and 2006, there were no other investments
held in the portfolio that were determined to be other-than-temporarily impaired. Realized gains and losses are determined on a specific
identification method and are included in income. Other invested assets consist of residential mortgage-backed securities and alternative
investments that are primarily private equity investments, including an investment in a fund sponsored and managed by C-BASS that invests in
real estate related securities. These investments are carried at cost or under the equity method.

Our evaluation of market declines for other-than-temporary impairment is based on management s case-by-case evaluation of the underlying
reasons for the decline in fair value. We consider a wide range of factors about the security and use our best judgment in evaluating the cause of
the decline in the estimated fair value of the security and in assessing the prospects for near-term recovery. Inherent in management s evaluation
of the security are assumptions and estimates about the operations of the issuer and its future earnings potential. Considerations used by us in the
impairment evaluation process include, but are not limited to: (i) the length of time and the extent to which the market value has been below cost
or amortized cost; (ii) the potential for impairments of securities when the issuer is experiencing significant financial difficulties; (iii) the
potential for impairments in an entire industry sector or sub-sector; (iv) the potential for impairments in certain economically depressed
geographic locations; (v) the potential for impairments of securities where the issuer, series of issuers or industry has suffered a catastrophic type
of loss or has exhausted natural resources; (vi) our ability and intent to hold the security for a period of time sufficient to allow for the full
recovery of its value to an amount equal to or greater than cost or amortized cost; (vii) unfavorable changes in forecasted cash flows on
asset-backed securities; and (viii) other subjective factors, including concentrations and information obtained from regulators and rating
agencies.
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The following table shows the gross unrealized losses and fair value of our investments with unrealized losses that are not deemed to be
other-than-temporarily impaired (in thousands), aggregated by investment category and length of time that individual securities have been in a
continuous unrealized loss position, at March 31, 2007.

Less Than 12 Months 12 Months or Greater Total

Fair Unrealized Fair Unrealized Fair Unrealized
Description of Securities Value Losses Value Losses Value Losses
U.S. government securities $ 11,599 $ 76 $ 32,027 $ 610 $ 43,626 $ 686
U.S. government-sponsored enterprises 20,121 294 20,121 294
State and municipal obligations 282,767 2,700 84,021 684 366,788 3,384
Corporate bonds and notes 15,429 260 36,346 664 51,775 924
Asset-backed securities 114,508 1,352 98,806 1,789 213,314 3,141
Private placements 2,813 11 4,405 89 7,218 100
Foreign governments 30,573 204 62,746 1,774 93,319 1,978
Total $457,689 $ 4,603 $338472 $ 5904 $796,161 $ 10,507

U.S. government securities

The unrealized losses of 12 months or greater duration as of March 31, 2007 on our investments in U.S. Treasury obligations were caused by
interest rate increases. During the twelve-month period ending March 31, 2007, the Federal Reserve raised the federal funds rate two times for a
total of 50 basis points. A majority of the securities remained at an unrealized loss position due to the rate increases. The contractual terms of
these investments do not permit the issuer to settle the securities at a price less than the par value of the investment. Because we have the ability
and intent to hold these investments until a full recovery of fair value, which may be maturity, we do not consider these investments to be
other-than-temporarily impaired at March 31, 2007.

U.S. government-sponsored enterprises

The unrealized losses of 12 months or greater duration as of March 31, 2007 on our investment in U.S. agency mortgage-backed securities were
also caused by interest rate increases. The contractual cash flows of these investments are guaranteed by an agency of the U.S. government.
Accordingly, it is expected that the securities would not be settled at a price less than the amortized cost of our investment. Because the decline
in market value is attributable to changes in interest rates and not credit quality, and because we have the ability and intent to hold these
investments until a full recovery of fair value, which may be maturity, we do not consider these investments to be other-than-temporarily
impaired at March 31, 2007.

State and municipal obligations

The unrealized losses of 12 months or greater duration as of March 31, 2007 on our investments in tax-exempt state and municipal securities
were caused by interest rate increases. We believe that credit quality did not impact security pricing due to the relative high quality of the
holdings (i.e., the majority of the securities were either AAA/Aaa rated bonds, insured, partially pre-refunded or partially escrowed to maturity).
Because we have the ability and intent to hold these investments until a full recovery of fair value, which may be maturity, we do not consider
these investments to be other-than-temporarily impaired at March 31, 2007.

Corporate bonds and notes

Table of Contents 21



Edgar Filing: RADIAN GROUP INC - Form 10-Q

The unrealized losses of 12 months or greater duration as of March 31, 2007 on the majority of the securities in this category were caused by
market interest rate increases. A majority of the securities remained at

10

Table of Contents

22



Edgar Filing: RADIAN GROUP INC - Form 10-Q

Table of Conten
Radian Group Inc.

Notes to Unaudited Condensed Consolidated Financial Statements (Continued)

an unrealized loss position due to these rate increases. Unrealized losses for the remaining securities in this category are attributable to changes
in business operations, resulting in widened credit spreads from March 31, 2006 to March 31, 2007. Because we have the ability and intent to
hold these investments until a full recovery of fair value, which may be maturity, we do not consider these investments to be
other-than-temporarily impaired at March 31, 2007.

Asset-backed securities

The unrealized losses of 12 months or greater duration as of March 31, 2007 on the securities in this category were caused by market interest
rate increases. A majority of the securities remained at an unrealized loss position due to the rate increases. Because we have the ability and
intent to hold these investments until a full recovery of fair value, which may be maturity, we do not consider the investment in these securities
to be other-than-temporarily impaired at March 31, 2007.

Private placements

The unrealized losses of 12 months or greater duration as of March 31, 2007 on the majority of the securities in this category were caused by
market interest rate increases. A majority of the securities remained at an unrealized loss position due to the rate increases. Because we have the
ability and intent to hold these investments until a full recovery of fair value, which may be maturity, we do not consider the investment in these
securities to be other-than-temporarily impaired at March 31, 2007.

Foreign governments

The unrealized losses of 12 months or greater duration as of March 31, 2007 on the majority of the securities in this category were caused by
market interest rate increases. We believe that credit quality did not impact security pricing due to the relative high quality of the holdings (i.e.,
the majority of the securities were highly-rated governments and government agencies or corporate issues with minimum ratings of single-A).
Because we have the ability and intent to hold these investments until a full recovery of fair value, which may be maturity, we do not consider
these investments to be other-than-temporarily impaired at March 31, 2007.

For all investment categories, unrealized losses of less than 12 months in duration were generally attributable to interest rate increases. All
securities were evaluated in accordance with our impairment recognition policy covering various time and price decline scenarios. Because we
have the ability and intent to hold these investments until a full recovery of fair value, which may be maturity, we do not consider the investment
in these securities to be other-than-temporarily impaired at March 31, 2007.

The contractual maturity of securities in an unrealized loss position at March 31, 2007 was as follows:

Amortized Unrealized
(In millions) Fair Value Cost Loss
2007 $ 20.4 $ 20.5 $ 0.1
2008 2011 177.3 178.9 1.6
2012 2016 76.4 78.3 1.9
2017 and later 308.8 312.6 3.8
Mortgage-backed and other asset-backed securities 213.3 216.4 3.1
Total $ 7962 $ 806.7 $ 10.5
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4 Segment Reporting

We have three reportable segments: mortgage insurance, financial guaranty and financial services. Our reportable segments are strategic
business units that are managed separately because each business segment requires different marketing and sales and risk management expertise.
We allocate corporate income and expenses to each of the segments. The mortgage insurance segment provides mortgage credit protection,
principally through private mortgage insurance, and risk management services to mortgage lending institutions located throughout the United
States and globally. Private mortgage insurance protects lenders from all or part of default-related losses on residential mortgage loans made
mostly to homebuyers who make down payments of less than 20% of the home s purchase price. Private mortgage insurance also facilitates the
sale of these mortgages in the secondary market. Our financial guaranty segment provides credit-related insurance coverage through credit
default swaps and certain other financial guaranty contracts to meet the needs of customers and counterparties in a wide variety of domestic and
international markets. Our insurance businesses within the financial guaranty segment include the assumption of reinsurance from monoline
financial guaranty insurers for both public finance bonds and structured finance obligations. The financial services segment includes the
credit-based businesses conducted through our affiliates, C-BASS and Sherman. See Note 5 for additional information.

For the quarters ended March 31, 2007 and 2006, our domestic net premiums earned from all of our segments were $238.9 million and $239.2
million, respectively, and our net premiums earned attributable to foreign countries were approximately $10.2 million and $14.5 million,
respectively. The decrease in net premiums earned attributable to foreign countries is mainly due to a decline in trade credit reinsurance
business, which was placed in run-off in 2005. Long-lived assets located in foreign countries were immaterial for the periods presented.

In the mortgage insurance segment, the highest state concentration of primary risk in force at March 31, 2007, was Florida at 9.0%, compared to
9.5% at March 31, 2006. At March 31, 2007, California accounted for 11.9% of the mortgage insurance segment s total direct primary insurance
in force, compared to 10.7% at March 31, 2006, and 11.2% of the mortgage insurance segment s total pool risk in force at March 31, 2007,
compared to 11.6% at March 31, 2006. California also accounted for 30.0% of the mortgage insurance segment s direct primary new insurance
written in the first quarter of 2007 compared to 16.8% for the first quarter of 2006. The large percentage of direct primary new insurance written
in California in the first quarter of 2007, resulted primarily from a large structured transaction written as modified pool, where we are in a
second-loss position.

The largest single customer of our mortgage insurance segment (including branches and affiliates of such customer), measured by primary new
insurance written, accounted for 44.2% of primary new insurance written in the first quarter of 2007 compared to 7.2% in the first quarter of
2006. The large percentage in 2007 was primarily due to the large structured transaction mentioned above that was written as modified pool in a
second-loss position.

The financial guaranty segment derives a substantial portion of its premiums written from a small number of direct primary insurers. In the first
quarter of 2007, two primary insurers accounted for approximately $20.2 million or 36.4% of the financial guaranty segment s gross written
premiums. In the first quarter of 2006, two primary insurers accounted for approximately $17.7 million or 31.6% of the financial guaranty
segment s gross written premiums. No other primary insurer accounted for more than 10% of the financial guaranty segment s gross written
premiums during the first quarter of 2007 or 2006. Gross written premiums and net written premiums are not materially different because we do
not cede a material amount of business to reinsurers.
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Summarized financial information concerning our operating segments, as of and for the periods indicated, is as follows:

(In thousands)
Net premiums written (1)

Net premiums earned insurance
Net premiums earned credit derivatives

Net premiums earned total

Net investment income

Net gains (losses) on securities

Change in fair value of derivative instruments
Other income

Total revenues

Provision for losses
Policy acquisition costs
Other operating expenses
Interest expense

Total expenses
Equity in net income of affiliates

Pretax income
Provision for income taxes

Net income

Total assets

Deferred policy acquisition costs

Reserve for losses and loss adjustment expenses
Unearned premiums

Stockholders equity

Table of Contents

Mortgage
Insurance

$ 222,289

$ 180,243
15,689

195,932
35,559
11,123

(11,351)

2,849

234,112

112,854
16,523
39,600

6,854

175,831

58,281
13,579

$ 44,702

$4,774,210
67,835
676,691
277,135
2,322,374

13

March 31, 2007
Financial Financial
Guaranty Services

$ 557345 $
$ 34,264 $
18,939
53,203
25,437
2,824 (202)
25,140
140 829
106,744 627
(5,812)
11,731
14,235 3,860
4,596 1,606
24,750 5,466
22,772
81,994 17,933
24,078 7,084
$ 57916 $ 10,849
$2,757,800 $ 592,898
157,762
175,771
697,633
1,457,712 394,690

Total
$ 277,634

$ 214,507
34,628

249,135
60,996
13,745
13,789

3,818

341,483

107,042
28,254
57,695
13,056

206,047
22,772

158,208
44,741

$ 113,467

$ 8,124,908
225,597
852,462
974,768

4,174,776
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March 31, 2006

Mortgage Financial Financial

(In thousands) Insurance Guaranty Services Total

Net premiums written (1) $ 223,766 $ 55,839 $ $ 279,605
Net premiums earned insurance $ 192,971 $ 34,263 $ $ 227,234
Net premiums earned credit derivatives 9,735 16,728 26,463
Net premiums earned total 202,706 50,991 253,697
Net investment income 31,665 22,518 77 54,260
Net gains on securities 13,577 7,178 2,099 22,854
Change in fair value of derivative instruments 9,121 8,509 17,630
Other income 3,634 214 1,363 5,211
Total revenues 260,703 89,410 3,539 353,652
Provision for losses 71,097 7,537 78,634
Policy acquisition costs 13,345 14,019 27,364
Other operating expenses 44,267 14,756 1,254 60,277
Interest expense 6,701 4,026 1,113 11,840
Total expenses 135,410 40,338 2,367 178,115
Equity in net income of affiliates 58,340 58,340
Pretax income 125,293 49,072 59,512 233,877
Provision for income taxes 37,149 12,200 20,830 70,179
Net income $ 88,144 $ 36,872 $ 38,682 $ 163,698
Total assets $4,504,282 $ 2,456,875 $449,437 $ 7,410,594
Deferred policy acquisition costs 68,619 140,905 209,524
Reserve for losses and loss adjustment expenses 587,114 204,576 791,690
Unearned premiums 233,364 641,369 874,733

Stockholders equity 2,186,177 1,278,432 306,611 3,771,220

(1) With the exception of trade credit reinsurance products, net premiums written in our financial guaranty reinsurance business are recorded
using actual information received from cedants on a one month lag basis. Accordingly, the net premiums written for any given period
exclude those from the last month of that period and include those from the last month of the immediately preceding period. The use of
information from cedants does not require us to make significant judgments or assumptions because historic collection rates and
counterparty strength make collection of all assumed premiums highly likely. There were no material trade credit reinsurance premiums
written for the three months ended March 31, 2007. Net premiums written for the three months ended March 31, 2006 included $3.0
million of assumed premiums related to trade credit reinsurance products. Included in these amounts are estimates based on projections
provided by ceding companies. Over the life of the reinsured business, these projections are replaced with actual results and, historically,
the difference between the projections and actual results has not been material. Accordingly, we do not record any related provision for
doubtful accounts with respect to our trade credit reinsurance products.

14
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A reconciliation of segment net income to consolidated net income is as follows:

Three Months Ended
March 31

Consolidated (In thousands) 2007 2006
Net income:

Mortgage Insurance $ 447702 $ 88,144
Financial Guaranty 57,916 36,872
Financial Services 10,849 38,682
Total $ 113,467 $ 163,698

5 Investment in Affiliates

We have a 46.0% equity interest in C-BASS and an interest in Sherman, which consists of 40.96% of the Class A Common Units (Class A
Common Units represent 94% of the total equity in Sherman) and 50% of the Preferred Units.

On June 24, 2005, we entered into agreements to restructure our ownership interest in Sherman. As part of the restructuring, we and Mortgage
Guaranty Insurance Corporation ( MGIC ) each agreed to sell a 6.92% interest in Sherman to a new entity controlled by Sherman s management
team, thereby reducing our ownership interest and MGIC s ownership interest to 34.58% for each of us. In connection with the restructuring, we
and MGIC each paid $1 million for each of us to have the right, in the future, to purchase an additional 6.92% interest in Sherman from that new
entity controlled by Sherman s management team for a price intended to approximate current fair market value. Before the restructuring,

Sherman was owned 41.5% by us, 41.5% by MGIC and 17% by an entity controlled by Sherman s management team.

On September 14, 2006, we and MGIC each agreed to restructure our respective options. In order to accommodate this restructuring, the equity
interests of Sherman were reclassified, effective July 1, 2006, from a single class of equity interests into Class A Common Units and a

combination of Preferred Units and Class B Common Units. As part of the reclassification, all of the authorized Class B Common Units were
granted to an entity controlled by Sherman s management. The Class B Common Units entitle Sherman s management to 3% of Sherman s pre-tax
earnings above $200 million (on an annual basis) and a right in liquidation of up to 6% of any amounts after satisfaction of a liquidation

preference on the Preferred Units. The actual percentage received by the holders of Class B Common Units upon a liquidation or sale of

Sherman will depend on when the sale or liquidation occurs and the value of Sherman at that time.

As restructured, we and MGIC each were granted an identical option to purchase, effective July 1, 2006:

4.17% (8.34% for both of us) of the Class A Common Units outstanding after the reclassification, which represents 3.92% (7.84% for
both of us) of the common equity interests in Sherman prior to the reclassification; and

A preferred equity interest that entitles both us and MGIC to:

- Three percent (6% in total for both of us) of the first $200 million of Sherman s annual pre-tax earnings, which amount shall be
allocated to the Preferred Units on a cumulative basis before any amounts are allocated to the Class B Common Units, and 1.5%
(3% in total for both of us) of Sherman s annual pre-tax earnings above $200 million; and
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On September 22, 2006, we and MGIC each paid $65.3 million to an entity controlled by Sherman s management team in connection with the
exercise of our restructured options. The purchase price consisted of approximately $44.8 million for the Class A Common Units and
approximately $20.5 million for the Preferred Units. The acquisition of additional interest in common equity in Sherman resulted in $37.9
million of purchase accounting premium on receivables and approximately $4.0 million in goodwill and other intangibles. The amortization
period of the premium on receivables is approximately three years with a higher amount of amortization recognized in the first year and
declining over the life of the receivables. Included in the equity in net income of affiliates for the three months ended March 31, 2007 is $3.6
million of premium amortization. The goodwill is evaluated annually for impairment.

The following table shows the components that make up the investment in affiliates balance:

March 31
December 31
(In thousands) 2007 2006
C-BASS $ 444,591 $ 451,395
Sherman 143,698 167,412
Other 34 34
Total $ 588,323 $ 618,841
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(In thousands)

Investment in Affiliates-Selected Information:

C-BASS

Balance, beginning of period

Share of net (loss) income for period
Dividends received

Balance, end of period

Sherman

Balance, beginning of period
Share of net income for period
Dividends received

Other comprehensive income

Balance, end of period

Portfolio Information:
C-BASS

Servicing portfolio
Total assets

Total liabilities

Sherman
Total assets
Total liabilities

Summary Income Statement:

C-BASS

Income

Loss on securitization

Portfolio sales and changes in fair value
Servicing and subservicing fees, net
Net interest income

Other income

Total revenues

Expenses
Compensation and benefits
Total other expenses

Total expenses

Net (loss) income

Sherman
Income

Table of Contents

Three Months Ended
March 31
2007 2006

$ 451,395 $ 364,364
(6,804) 30,026
7,347
$ 444591 $ 387,043
$ 167,412 $ 81,753
29,576 28,315
51,512 60,515
(1,778) 55
$ 143,698 $ 49,608
$ 59,600,000 $ 53,340,000
6,867,894 4,704,015
5,955,557 3,889,409
$ 1,234,046 $ 1,010,930
1,001,137 867,471

$ (5,494) $ (1,844)
(85,671) 23,922
43,126 31,258
78,852 65,040
8,168 9,937
38,981 128,313
32,143 47,064
21,529 15,786
53,672 62,850
$ (14,691) $ 65,463
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Revenues from receivable portfolios net of amortization
Other revenues

Total revenues

Expenses

Operating and servicing expenses
Interest

Other

Total expenses

Net income
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$

17

251,955
5,516

257,471

140,161
13,583
22,624

176,368

81,103

$

237,672
2,730

240,402

127,368
10,036
21,117

158,521

81,881
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6 Losses and Loss Adjustment Expenses ( LAE ) Mortgage Insurance

We establish reserves to provide for the estimated losses from claims and the estimated costs of settling claims on defaults (or delinquencies)
reported and defaults that have occurred but have not been reported.

Included in the reserve for losses for the quarter ended March 31, 2007, is $56.4 million related to a second-lien structured mortgage transaction.
Of this amount, $28.2 million is included as a reinsurance recoverable in other assets on the condensed consolidated balance sheets.

The following table reconciles our mortgage insurance segment s beginning and ending reserves for losses and LAE for the three months ended
March 31, 2007 (in thousands):

Mortgage Insurance

Balance at January 1, 2007 $ 653,236
Less Reinsurance recoverables 21,763
Balance at January 1, 2007, net 631,473
Add total losses and LAE incurred in respect of default notices received 112,854
Deduct total losses and LAE paid in respect of default notices received 95,824
Balance at March 31, 2007, net 648,503
Add Reinsurance recoverables 28,188
Balance at March 31, 2007 $ 676,691

Claims paid during 2007 included claims from a structured transaction covering the first 10% of aggregate losses on a pool of subprime
second-lien mortgages. As structured, we split losses with our counterparty under this policy on a 50-50 basis. We began experiencing a
significant increase in filed claims on this policy during the third quarter of 2006 and have paid approximately $22 million in net claims on this
policy as of March 31, 2007. At March 31, 2007, our net exposure remaining under this policy was approximately $57 million or half of the
approximately $114 million in gross remaining exposure. Approximately $28 million of this $57 million was contained within our net loss
reserve at March 31, 2007. In addition to this policy, we also have a supplemental policy on the same pool of mortgages that covers certain
losses in excess of the 10% aggregate stop-loss.

7 Income Taxes

In June 2006, the FASB issued FIN 48. FIN 48 is effective for fiscal years beginning after December 15, 2006, and clarifies the accounting for
uncertainty in income taxes recognized in an enterprise s financial statements in accordance with FASB Statement No. 109, Accounting for
Income Taxes. It prescribes a recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax
position taken or expected to be taken in a tax return. FIN 48 also provides guidance on derecognition, classification, interest and penalties,
accounting in interim periods, disclosure and transition.

We adopted FIN 48 in the first quarter of 2007. The cumulative effect of applying the provisions of FIN 48 was an increase of approximately
$218 million in the current income taxes payable, a decrease of approximately $197 million in deferred income taxes payable and a $21 million
decrease in retained earnings. Prior to the impl