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Research Update:

CMG Mortgage Insurance Co. 'BBB' Rating
Affirmed; Outlook Negative

Overview

« CMG Mortgage I nsurance Co.'s operating performance inproved materially in
2011.

W are affirmng our 'BBB' rating on CMG M.

e« Macroeconom ¢ conditions and a transitioning operational support are
notable risks to CMG M in 2012.

Rating Action

On Feb. 2, 2012, Standard & Poor's Rating Services affirnmed its 'BBB rating
on CMG Mortgage | nsurance Co. (CMG M). The outl ook is negative.

Rationale

The nortgage i nsurance sector is experiencing high |osses anid a struggling
econony and very weak job and housi ng markets. The |ack of significant

i mprovenent in payroll employment |evels hel ped keep new notices of

del i nquency (NODs) hi gh.

Relative to its peers, however, CMG M's operating results have inproved at a
faster and nore stable rate. Conpared with the sane period in 2010, the
third-quarter 2011 pretax statutory operating | oss (normalized for changes in
the contingency reserve) decreased 47%to $19 nillion from$36 nmillion, and
the statutory loss ratio decreased to 118% from 140% Moreover, unlike many of
its peers, CMG M did not have significant adverse reserve devel opnent.

We believe CMG M's capitalization relative to its operating results conpares
favorably to that of its peers. Wth statutory capital of $230 mllion and
risk-to-capital ratio of 20:1 at the end of third-quarter 2011, CMG M is
better positioned to absorb operating | osses expected in 2012. W al so do not
expect CMG M to exceed the risk-to-capital or mninum policyhol der protection
thresholds put in place by certain state regul ators. Because of this, CMG M
is at lower risk of facing regulatory action.

The rating contenplates continued | osses through 2012 with the expectation of
areturn to profitability in 2013 because of inproving NOD trends.

Outlook

The negative outlook on CMG M reflects the current trajectory of operating
performance and the potential that adverse deviation may strain CMc M's
capital position. Al though new NODs continue to decline, they would likely
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increase again if the econony enters another recession and payroll enploynent
once again declines. The elevated | evel of new notices and the volatility in
cure activity create uncertainty around expected operating performance

i mprovenent in comng quarters.

We expect delinquencies to continue at an el evated but decreasing | evel

t hroughout 2012, with a full-year default rate approaching 5% and a loss ratio
falling to |l ess than 100% W could lower the ratings if at any tine CMG M's
pretax statutory incone is not on a trajectory toward profitability in 2013.

The negative outlook also reflects the potential inpact of PM's bankruptcy
proceedi ngs on the | evel of operational support it provides CMG M. Although
we expect PM to be able to continue providing support in the near-term CMG
M nust begin either building operational capabilities internally or seeking
third parties to provide services conparable to those currently provided by
PM. This transition will at a minimumresult in increnental expenses, but
could also lead to setbacks in CM5G M's operational capabilities, including
pricing, underwiting, actuarial services, technology, and ot her back-office
functions. Therefore, we could downgrade CMG M if there is any hindrance in
its ability to wite new business and/or to service existing policies.

Conversely, we could affirmthe rating if in 2012, CMG M continues to trend
toward a return to profitability in 2013. This would primarily require
stability in the macroecononic environment that translates into a decline in
del i nquenci es and an increase in nortgage originations. Likewise, CMGM wll
have to reduce its dependence on PM and nove to a |onger-term solution for

i mpl enenting its operational capabilities.

Related Criteria And Research

» Standard & Poor’s Ratings Definitions, Feb. 2, 2012

* Radi an Asset Assurance Inc. Rating Unaffected By Downgrade O Parent,
Jan. 30, 2012

» Mortgage Guaranty | nsurance Corp. And Parent Conpany Ratings Lowered On
Significant Losses; Qutl ook Negative, Jan. 30, 2012

e Genworth Mrtgage | nsurance Corp. Rating Lowered To ‘B From ‘ BB-’
Qut | ook Negative, Jan. 30, 2012

Ratings List
Ratings Affirmed

CM5 Mort gage | nsurance Co.
Counterparty Credit Rating

Local Currency BBB/ Negat i ve/ - -
Fi nancial Strength Rating
Local Currency BBB/ Negat i ve/ - -
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Conplete ratings information is available to subscribers of RatingsDirect on
the dobal Credit Portal at www gl obal creditportal.com All ratings affected
by this rating action can be found on Standard & Poor's public Wb site at
www. st andar dandpoors. com Use the Ratings search box |ocated in the |eft

col umm.
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