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Research Update:

CMG Mortgage Insurance Co. Ratings Lowered
To 'BBB+' From 'A'; Outlook Negative

* W have observed an increase in industry-w de prinme nortgage defaults,
whi ch has affected higher-quality nortgage i nsurance books |ike CMG
Mort gage | nsurance Co.'s.

* CMG Mortgage I nsurance Co.'s first-quarter of 2009 operating results were
bel ow expectations, resulting in changes to our full-year profitability
estinates.

e« As a result, we have lowered the ratings on CMG Mortgage | nsurance Co
(CMc M) to 'BBB+ from'A'.

e The negative outlook reflects our belief that all nortgage insurers
continue to face a very chall engi ng operati ng environment.

Rating Action

On July 29, 2009, Standard & Poor's Ratings Services |lowered its counterparty
credit and financial strength ratings on CMG Mortgage | nsurance Co. (CMG M)
to 'BBB+ from'A . The outlook is negative.

Rationale

The ratings on CMG M are based on its | eadership position within its market
niche, its effective use of operational support fromits parents, and the
strong credit quality of credit union custonmers. CMc M's operating
performance weakened in 2008. |nherent weaknesses, as previously noted, are
CM5 M's dependence on its parents for operational support and its narrow
focus. In addition, conditions in the credit union segnment of the nortgage

i nsurance industry have not bottoned, and conpetition is heating up. In My
2009, we lowered our ratings on CMc M to 'A from'AA-.

CMG M enjoys a strong market niche conpetitive position. Its effective
use of its parents' expertise gives it an advantage in serving its niche
segnent: credit unions. Consequently, it has a |leading position in this
segnent, with a market share that has averaged roughly 60% si nce 1988.

The econonic environnment for nortgage insurers in 2008 was significantly
nmore difficult than in prior years, but a prol onged downturn should continue
to have a nore noderate inpact on CMs M than on other nortgage insurers. The
nort gage and housi ng nmarkets m ght be reaching a turning point, but the
i ndustry has a long way to go before reaching previous profitable |evels. CMG
M's portfolio of insured | oans exhibits strong credit quality, and nortgages
to credit union customers have had a | ower foreclosure rate than nortgages
originated by other lending institutions.

CMG M's internal managenment perforned well through 2008, and its parents
provi ded crucial managerial support. This conbination has resulted in a
di verse, experienced managenent teamthat has been effective in controlling
| osses and expandi ng mar ket share.

CMG M's operating perfornmance deteriorated in the first quarter of 2009
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and full-year 2008, but it still perfornmed better than other private nortgage
i nsurers, which sustained |arge pretax operating |osses. CMG M's primary
loans in default increased by 951 units in the first quarter of 2009 fromthe
end of 2008 conpared with only 36 units between the first quarter of 2008 and
the end of 2007. However, the default rate remains the |lowest in the industry
at 3.14%in the first quarter of 2009 conpared with 1.42% during the sane
period |l ast year. As a result, the loss ratio for the conbined entity nore
than doubled to 129.1%in the first quarter of 2009 from57.9%in the sane
period in 2008.

CMG M's capitalization is noderately strong. The capital adequacy ratio
of 99.6% as of Dec. 31, 2008, is above Standard & Poor's mininmumthreshold for
an 'AA" financial strength rating. The capital adequacy ratio reflects the
buil d-up of retai ned earnings because of good operating perfornance, partially
of fset by past dividend paynments to its parents in 2006 and 2007.

Outlook
The negative outlook on CMG M reflects Standard & Poor's expectations that
t he econonmic environment for housing still hasn't hit bottom The rating is

based on the belief that both of CM5 M's owners will continue to viewthe
joint venture as beneficial and devote resources to it. However, the recent
downgrade of PM Mbrtgage | nsurance Co., one of CM5 M's parents, to
specul ati ve-grade creditworthi ness does question this belief. |If either owner

were to attenpt to sell its stake or stop contributing operational support,
Standard & Poor's would likely lower the rating again
Assumi ng no changes in parental conmitnment, CMG M wll likely nmaintain

its U S. credit union industry-I|eading conpetitive position. Revenue should
i ncrease in 2009. The conpany faces the difficult task of turning down
busi ness to keep its risk-to-capital ratio in check. At the end of the first
qguarter of 2009, the conbined entity had a risk-to-capital ratio of 16.7 to 1.
The conpany faces conpetitors attracted to the growing credit union
segnent and a possible uptick in nortgage originati ons because of |ow interest
rates. These two factors are working to CMG M's advantage. First,
persi stency, which measures the retention of insured |oans, should remain
high. (It was 85.4% as of Dec. 31, 2008.) Second, credit unions should
continue garnering a larger share of nortgage originati ons because they use
deposits to fund nost nortgages instead relying on the securitization process
or selling | oans. The weakeni ng environnent should affect CMcG M's loss ratio
| ess than those of other nortgage insurers because of its good-quality book
but CMc M's loss ratio will still worsen in 2009. In addition, the conpany's
defaults will increase, but the rate will remain far bel ow the nortgage
i nsurance industry nedi an. Consequently, Standard & Poor's believes CMG M
will performbetter than the other private Ms but will be challenged in 2009.
CMG M has grown prem uns 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. If the |oss
ratio were to exceed 175% and pretax operating | osses were to exceed $84
mllion in 2009, then Standard & Poor's would |ikely consider an unfavorable
rating action. Clains paid will increase significantly, but at a slower rate
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than | oss reserves. Standard & Poor's expects that the conpany's conbined
ratio and risk-to-capital will continue increasing in 2009. Risk-to-capital
could exceed 18.0x at the end of 2009. Standard & Poor's does not anticipate
CMG M breaching the 19.0x risk-to-capital threshold, which would pronpt PM
M C and CUNA Mutual, the two joint venture owners, to contribute capital to
bring the ratio back bel ow 19.0x. The environnment wi |l be chall engi ng,
translating into weak profits, and Standard & Poor's forecasts a pretax
operating |loss of nore than $45 mllion in 2009.

A decrease in risk-to-capital, a return to pretax operating profits in
2011, and a loss ratio bel ow 90% coul d pronpt Standard & Poor's to raise the
rating.

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

Ratings List

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

Conplete ratings information is available to RatingsDirect 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 andar dandpoors. cony sel ect your
preferred country or region, then Ratings in the |eft navigation bar, foll owed
by Find a Rating.
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