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Research Update:

CMG Mortgage Insurance Co. Ratings Lowered
To 'A' From 'AA-'; Outlook Negative

Overview

* One of CMG Mortgage Insurance Co.'s parents--PM Mrtgage | nsurance Co.
(PM M), which handl es sone of its underwiting and adnministrative
functions--was recently downgraded.

e W believe the downgrade of PM M could affect CMG M's financi al
strength, along with rising defaults and clainms paid, so we are | owering
the rating on CMG M to 'A from'AA"'.

e Although CMG M's results are strong relative to peers', the negative
outl ook reflects the difficult conditions for CMG M in the credit union
U S. nortgage i nsurance narket.

Rating Action

On May 8, 2009, Standard & Poor's Ratings Services lowered its counterparty
credit and financial strength ratings on CMG Mortgage | nsurance Co. (CMG M)
to'A from'AA-'. The outl ook rennins negative.

Rationale

CMG M is a joint venture between PM Mrtgage | nsurance Co. and CUNA Mut ual
I nvest ment Corp (unrated). Both partners have a 50% ownership stake. The
downgrade refl ects Standard & Poor's view that the recent downgrade of PM
Mort gage | nsurance Co. (PM MC), a co-owner of CMG M, could significantly
affect CMG M's financial strength. W downgraded PM MCto 'BB-' from'A'
on April 8, 2009.

Despite the downgrade, Standard & Poor's still |ooks favorably on CMG
M*'s dependence on PM M C s risk managenment, underwiting discipline, and
technol ogy. CMG M has mininal counterparty credit risk to PM M C except for
a capital -support agreement PM M C provided. CMG M's stand-al one capital
adequacy ratio of 99.6% as of Dec, 31, 2008, is substantially above the
requi renent for the current rating. CMG M's capital adequacy ratio reflects
t he buil dup of retained earnings because of strong operating performance,
above an ' AA+' rating, partially offset by dividend paynments to parents in
2006 and 2007.

The ratings on CMG M are based on its |eadership position withininits
chosen niche, its effective use of operational support fromparents, and the
very strong credit quality of its credit union custoners. Standard & Poor's
noti ced a weakening in CMG M's operating performance in 2008. But even with
the deterioration, CM5 M perforned better than other private U S. nortgage
i nsurers, nost of which had | osses of hundreds of millions of dollars in 2008;
the average loss ratio for 2008 was 248.6% By contrast, CMc M reported a
statutory pretax earnings gain of $12.5 nillion in 2008, with a loss ratio of
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76.8% Its net prem uns earned for 2008 increased 18.6% fromthe prior year
of fset by a 2.2x (117.1% increase in the loss ratio. The rise in premuns

stemed fromvery strong persistency and growmh in market share to 2. 9% of

primary new i nsurance witten.

O fsetting these relative strengths are CM5 M's dependence on its
parents for operational support and narrow focus. In addition, conditions in
the nortgage insurance industry are deteriorating, and conpetition from ot her
nortgage insurers is intensifying. Conpared with the conpetition, CMG M's
| oss and default ratios are very strong, yet conpared with historica
performance, results have suffered in this tough econom c environnent. CMG
M's primary default rate of 2.54%is far below the U S. nortgage insurer
medi an of 11.11%

The econonic environment for nortgage insurers in 2009 is significantly
nore difficult than in prior years, but a prol onged downturn shoul d continue
to have |l ess of an inmpact on CM5 M than other nortgage insurers. The
short-term prospects for the nortgage and housi ng markets are bl eak, but CMG
M's portfolio of insured | oans exhibits strong credit quality, and nortgages
to credit union custoners have had a | ower foreclosure rate than nortgages
other lending institutions had origi nat ed.

Outlook
The negative outlook on CMG M reflects Standard & Poor's expectation that the
econom ¢ environment for housing still hasn't hit bottom The rating is based

on the belief that both of CMc M's owners will continue to view the joint
venture as beneficial and devote resources to it. However, the recent
downgrade of PM M C to specul ative grade does question this belief. If either
owner were to attenpt to sell its stake or stop contributing operationa
support, Standard & Poor's would likely lower the rating again

Assumi ng no changes in parental conmtnment, CMG M wll likely maintain
its U.S. credit union industry-Ileading conpetitive position. Revenue should
i ncrease in 2009. The company faces the difficult task of turning down
busi ness to keep its loan portfolio pristine. The conpany al so faces
i ncreasing conpetition in the credit union segnment and an uptick in nortgage
originations because of low interest rates, which have driven increased
refinancing activity. These two factors work to CMG M's advantage. First,
persi stency, which neasures the retention of insured | oans, should renmain high
(it was 85.4% as of Dec. 31, 2008). Second, credit unions should continue
garnering a | arger share of nortgage originations because they use deposits to
fund nost nortgages instead of relying on the securitization process or
selling of |oans. The weakeni ng environment should affect CMG M's loss ratio
| ess than those of other nortgage insurers because of its good-quality book
The loss ratio will worsen in 2009. In addition, the conmpany's defaults wll

i ncrease, but the rate will remain far bel ow the nortgage i nsurance industry
nmedi an. Consequently, Standard & Poor's believes CMG M will performbetter
than the other private nortgage insurers but will be challenged in 2009.

CMG M has grown preniuns about 3x faster than the industry aggregate
over the past five years. Standard & Poor's expects CMG M to continue
increasing its market share--but at a slower rate. Loss reserves are
dramatically increasing, putting pressure on 2009's loss ratio. Cains paid
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will increase significantly but at a slower rate than | oss reserves. Standard
and Poor's expects that the conpany's conmbined ratio and risk-to-capital wll
conti nue expanding in 2009. The environment will be challenging, translating

into weak profits and a probable |l oss in 2009.

CMG M wll suspend future dividends to help conserve capital. Even with
| oan | osses in 2009, CMG M's capitalization should remain strong, with the
capital adequacy ratio renmaining above the minimumrequired for an 'AA
rating.

Ratings List

Downgr aded
To From
CM5 Mort gage | nsurance Co.
Counterparty Credit Rating
Local Currency Al Negative/ - - AA-/ Negati ve/ - -
Fi nanci al Strength Rating
Local Currency Al Negat i ve/ - - AA-/ Negati ve/ - -

Conplete ratings information is available to RatingsDi rect subscribers at

www. ratingsdirect.com Al ratings affected by this rating action can be found
on Standard & Poor's public Wb site at www. st andardandpoors. com sel ect your
preferred country or region, then Ratings in the |eft navigation bar, foll owed
by Find a Rating.
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