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Research Update:

Radian Guaranty Inc. Upgraded To 'BBB' From
'BBB-' On Improving Financial Risk Profile;
Outlook Stable

Overview

» W expect Radian Group Inc.'s leverage to continue to reduce and
risk-adjusted capitalization to further build up over the next few years,
relatively strengthening our view of its financial risk profile
prospectively.

e W are raising our ratings on Radian Group Inc. and its subsidiary Radian
Quaranty Inc.

» The stable outlook reflects our expectation of the conpany's ability to
mai ntai n an adequate conpetitive position as one of the |eading nortgage
insurers in the U S. and a | ower-adequate financial risk profile.

Rating Action

On Sept. 28, 2016, S&P G obal Ratings raised its financial strength and
long-termissuer credit ratings on Radian Guaranty Inc. to 'BBB" from'BBB-',
and raised its long-termissuer credit rating on Radian G oup Inc. (Radian) to
'"BB' from'BB-'. The outlook is stable. S& G obal Ratings also raised its
rati ngs on seni or unsecured notes issued by Radian Group Inc. to 'BB from
'BB-'.

Rationale

The upgrade reflects the relative strengthening of Radian's financial risk
profile, prospectively aided by a decline in |leverage in part due to execution
of a capital managenment plan, earnings accretion, and reduced reliance on
doubl e | everage inproving the quality of capital over the next few years.

Execution of the quota share (QS) (and subsequent upstream ng of $325 mllion
of surplus notes from Radi an Guaranty) and i ssuance of senior notes (due 2021)
earlier this year provided sufficient resources for the conmpany to progress on
its capital managenent plan. The conpany purchased a significant anmount of
convertible notes due 2019 (and 2017) and pai d down senior notes nmaturing
2017, thereby spreading out the debt maturity profile and easing up the
liquidity pressure on the hol ding conpany. W expect Radian to further act on
remai ni ng convertibles as the opportunity arises and to target |ower |everage
| evel s over the near-to-mediumterm W expect strong earnings fromthe

nort gage i nsurance segment and progressive seasoning of |egacy vintages to

i mprove capitalization further at the upper-adequate stress |evel despite
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expectations of increasing risk exposure, in part due to an anticipated

i ncrease in persistency and hi gher business volunes. In addition, the QS
agreement on conpany's single premumrisk exposure (which is higher than the
i ndustry average) sonewhat mitigates our concerns related to the extension
risk with that product.

Further supporting our ratings are the conpany's adequate conpetitive
position, reflecting its position as one of the |leading nortgage insurers in
the U S., relatively diverse base of custoners, inproved operating
performance, and national footprint--partially offset by the nono-line nature
of the business. Tightened post-crisis underwiting and strong credit quality
are producing strong performance in nore recent vintages, which along with
declining | osses fromthe | egacy business, are driving significant inprovenent
in operating performance, sinmlar to its peers. W expect the earnings to
remai n robust despite expecting a slight margin conpression in the new

busi ness due to pricing changes earlier this year. W expect the conbi ned
ratio (on a generally accepted accounting principles basis) to be in the range
of 44% 49% for 2016-2017. Furthernore, we expect financial |everage to be
around 30% for 2016 and less than 27% for 2017, and fixed charge coverage to
be in the range of 6x-8x for 2016-2017.

Outlook

The stable outlook reflects our expectation of a supportive macroeconom c
envi ronnent, sustai nabl e upper-adequate capitalization, inproved |everage
position, and adequate conpetitive position supported by ongoi ng conpliance
with Private Mortgage Insurer Eligibility Requirenments, which should enable
Radi an to write new busi ness and achi eve operating netrics in line with our
expect ations.

Upside scenario

We could raise the ratings during the next two years if capitalization

i mproves to noderately strong, assum ng successful execution of managenent's
capital managenent plan results in leverage in line with or better than our
expectations and provi ded t he nmacroeconom ¢ environnent remai ns supportive.

Downside scenario

We could |l ower the ratings during the next two years if capitalization
declines to | ower-adequate or financial |everage/coverage ratios deteriorate
significantly. This could result froman earnings disruption that slows or

i mpairs capital build-up--including deterioration in the econony--or from

i ncreased capital requirenments from hi gher-than-expected vol umes of new

busi ness with an expanded risk profile, or fromincreased debt |oad. Further
downsi de risk enanates fromthe potential for contingent liabilities
(including froman unresol ved tax dispute) that stretch Radi an's resources
material ly.
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Hol di ng Conpany Rati ng
Financial Strength Rating

Anchor
Busi ness Ri sk Profile
| | CRA*

Conpetitive Position

Financial Ri sk Profile
Capital & Earnings
Ri sk Position
Financial Flexibility

Modi fiers
ERM and Managenent
Ent erpri se Ri sk Managenent
Managenment & Governance
Hol i stic Analysis

Liquidity
Suppor t

G oup Support
Gover nment Support

To:

BB/ St abl e/ - -
BBB/ St abl e
bbb

Satisfactory
I nternedi ate Ri sk

Adequat e

Lower Adequate
Upper Adequate
Moder ate Ri sk
Adequat e

0

0

Adequat e
Satisfactory
0

Strong
0

0
0

*| nsurance | ndustry And Country Ri sk Assessment.

Related Criteria And Research

Related Criteria

Outlook Stable

From
BB-/ Posi tive/--

BBB-/ Positive

bbb
Satisfactory
I nternedi ate Ri sk

Adequat e

Lower Adequate
Upper Adequate
Moder at e Ri sk
Adequat e

-1
0
Adequat e
Satisfactory
-1

Strong
0

0
0

* Key Credit Factors For The Mrtgage Insurance |ndustry, March 2, 2015
e Met hodol ogy: Mortgage Insurer Capital Adequacy, March 2, 2015

* Goup Rating Methodol ogy, Nov.
e Insurers: Rating Methodol ogy,

19, 2013
May 7, 2013

« Enterprise Ri sk Managenent, May 7, 2013
 Managenent And Governance Credit Factors For Corporate Entities And

Insurers, Nov. 13, 2012

* Refined Methodol ogy And Assunptions For Anal yzing I nsurer Capital

Adequacy Using The Ri sk-Based | nsurance Capital
» Use O CreditWatch And Qutl ooks,

Sept. 14, 2009
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Ratings List

Upgr aded; CreditWatch/ Qutl ook Action

To From
Radi an Group Inc.
Counterparty Credit Rating
Local Currency BB/ St abl e/ - - BB-/ Positive/ --
Seni or Unsecured BB BB-
Radi an Guaranty I nc.
Counterparty Credit Rating
Local Currency BBB/ St abl e/ - - BBB-/ Posi tive/--
Financial Strength Rating
Local Currency BBB/ St abl e/ - - BBB-/ Posi tive/--

Certain terns used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www. st andardandpoors.com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at www. spcapitaliqg.com All
ratings affected by this rating action can be found on the S& @ obal Ratings'
public website at www. st andardandpoors.com Use the Ratings search box | ocated
in the left colum.
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