8§ 6502. Financial requirenents. (a) A nortgage insurer shall not
transact busi ness unl ess:

(1) if a stock insurance conpany, it has paid-in capital of at |east
one mllion dollars and paid-in surplus of at |least one mllion dollars
or, if a mutual insurance conpany, a mininuminitial surplus of two
mllion dollars. A stock conpany shall at all tinmes thereafter maintain
a mnimum surplus of at |least five hundred thousand dollars, a nutual
conpany shall at all tines thereafter nmaintain a mnimum surplus of at
| east one mllion five hundred thousand doll ars;

(2) it establishes a contingency reserve out of net prem uns (gross
prem uns | ess prem uns returned to policyhol ders) remaining after
establishing the unearned prem umreserve. The conpany shall contribute
to the contingency reserve an anmount equal to fifty percent of such
remai ni ng earned premuns. Contributions to the contingency reserve
made during each cal endar year shall be naintained for a period of one
hundred and twenty nont hs, except that wi thdrawal s nmay be made by the
conpany with the prior approval of the superintendent in any year in
whi ch the actual incurred | osses exceed thirty-five percent of the
correspondi ng earned prem uns. The unearned prem umreserve shall be
conput ed as required by section one thousand three hundred five of this
chapter except that on policies covering a risk period of nore than one
year it shall be conputed in accordance with standards promnul gated by
t he superintendent; and

(3) in addition to the contingency reserve, the case basis nmethod or
ot her nmethod as nmay be prescribed by the superintendent shall be used to
determne the |l oss reserve in a manner consistent with section one
t housand three hundred three of this chapter. It shall include a reserve
for clains reported and unpaid and clains incurred but not reported,

i ncl udi ng:

(A) estimated | osses on insured | oans which have resulted in the
conveyance of property which remai ns unsol d;

(B) insured loans in the process of foreclosure; and

(C insured loans in default for four or nore nonths.

(b) A nortgage insurer shall not:

(1) have outstanding a total liability under its aggregate insurance
policies exceeding twenty-five tines its policyhol ders' surplus,
conput ed on the basis of the conmpany's liability under its election as



provi ded in subsection (c) of section six thousand five hundred three of

this article. Total liability shall be cal cul ated net of applicable

rei nsurance. No conpany which has outstanding total liability exceeding
twenty-five tinmes its policyholders' surplus shall transact new busi ness
until its total liability no | onger exceeds twenty-five tinmes its

pol i cyhol ders' surpl us;

(2) declare dividends except fromundivided profits remaining on hand
above the aggregate of its paid-in capital, paid-in surplus and
contingency reserve or, if a mutual insurance conpany, its initial
surplus and contingency reserve; or

(3) invest its contingency reserve except in tax and | oss bonds
purchased pursuant to 8 832(e) of the Internal Revenue Code, to the
extent of the tax savings resulting fromthe deduction for federal
i nconme tax purposes equal to the annual contributions to the contingency
reserve. The contingency reserve shall otherwi se be held in cash or
i nvested only in the types of reserve investnents specified in
par agr aphs one and two of subsection (a) of section one thousand four
hundred four of this chapter.



