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Research Update:

Various Upgrades And Outlook Revisions On
MGIC, Radian, Genworth, And UGC MI On
Positive Operating Performance

Overview

» Cure activity for various nortgage insurers has inproved significantly
fromprior years, even as their delinquency inventories continue to drop
year - over-year.

* As a result, these conpanies' operating perfornances have exceeded our
expectations.

« W are raising our ratings on the insurers, reflecting these fundanental
i nprovenents, and either maintaining the current outlooks or revising the
outl ook to positive from stable.

* The positive outlooks largely reflect our expectation for continued
i mprovenent in these conpani es' operating earnings.

Rating Action

On Feb. 27, 2014, Standard & Poor's Ratings Services raised its financial
strength (FSR) and issuer credit ratings (ICR) on Mirtgage Guaranty |nsurance
Corp. (MdC and MAdC Indemity Co. (MC) to 'BB from'B', as well as its
unsolicited issue-level rating and ICR on MJd C Investnment Corp. to 'B" from
"B-'; we are revising the outlook on M3 C I nvestnent to positive from stabl e,
and the outlooks on MJd C and MC renain positive.

Wt al so raised our FSR and I CR on Radian Guaranty Inc. and its rel ated

nort gage i nsurance subsidiaries (collectively, Radian) to 'BB-' from'B' and
affirnmed our 1CR on Radian Group Inc. (the holding conpany) at 'B-'. W
revised the outl ook to positive from stable.

We al so rai sed our FSR on Genworth Mortgage | nsurance Corp. and Genworth
Resi denti al Mrtgage | nsurance Corp. of North Carolina to 'BB-' from'B and
ICR on Genworth Mortgage Insurance to 'BB-' from'B' . W revised the outl ook
to positive from stable.

In addition, we raised our FSRs on United Guaranty Residential Insurance Co.
and United Guaranty Mrtgage I ndemmity Co. (collectively, UGC M) to 'A-' from
"BBB+' and ICR on United Guaranty Residential Insurance to 'A-' from'BBB+'.
The outl ook remains stable.

We al so raised our FSR and I CR on Arch Mrtgage | nsurance Co. (Arch M;
formerly CMG Mortgage Insurance Co.) to 'BBB+ from'BBB-' and revised the
outl ook to stable from positive.
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Rationale

The rating actions reflect these nortgage insurers' inproved recent and
prospective operating earnings arising fromthe overall positive macroeconom c
trends in the U S Qur view stens largely fromthe continued reduction of
incurred | osses that are based on the decline in the nunber of new notices of
del i nquenci es (NODs) and rate of devel opnent of delinquencies to claim The
current ratings incorporate the potential for adverse business, financial
econom ¢, and regul atory conditions, including potentially higher capital

requi renents, from governnment-sponsored entities (GSEs) that we expect to see
l[ater in 2014.

MGIC

The ratings actions on MAd C reflect our view of the group's operating
performance and our expectation that MJdC will generate positive operating
earnings in 2014 and show accel erated earnings in 2015 based on our projection
for lower losses. Liquidity at the operating conmpany continues to remain
robust despite clains paid of $1.8 billion in 2013 and $2.5 billion in 2012.
W view liquidity at the hol ding conpany as sufficient to provide its

i nsurance conpani es additional capital to sustain the risk to capital (RTC
ratio at acceptable levels following the institution of new capital rules by

t he vari ous governnment and regulatory entities. MJd C s conpetitive position is
good at the current rating, based on its sustained narket share in the private
nortgage insurance industry, conservative RTC targets, and significantly | ower
operating | everage (that is, |ower expense ratio) that we believe will boost
operating profit margins on its insured portfolio. Md C s financial
flexibility has inmproved dranatically followi ng an offering of about $1.2
billion in debt and equity in 2013 and its entrance into a 30% 40% rei nsurance
guota share agreenent (in April and amended in Decenber ). W believe
additional flexibility may be available to MAdC if necessary in order to
increase its risk-in-force (RIF) if profitable narket share is attainable.

Radian

The ratings on Radian reflect our view of the group's operating performance
and our expectation that Radian will be profitable in 2014 and 2015. Incurred
| osses shoul d continue to decline as NODs and the rate of devel opnent of

del i nquencies to claimfall. The risk and materiality of reserve strengthening
deceases as 2009 and earlier vintages becone a smaller portion of overall R F
(currently 40% and shrinking). This was bol stered by Radi an's agreenent with
Freddie Mac in third-quarter 2013, elimnating $840 million of |egacy
exposure. W believe reserve strengthening nmay reduce Radi an's short-term
profitability, but it's unlikely to significantly reduce profitability and
capitalization in the next several years. Rescissions com ng back on the book
may al so reduce short-termprofits. On the other hand, Radi an has been grow ng
new busi ness. New i nsurance witten (NIW was $47.3 billion for 2013, and
Radi an held a 27% mar ket share. W have observed that its NNWis of high
quality with high FICO scores. Fast-growi ng and profitable NIWcan reduce the
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adverse inpact fromthe group's | egacy business. Partly offsetting this
positive viewis the fact that a material anpunt of the group's NIWis

si ngl e-prem um busi ness and the associ ated profitability may be | ower than for
its monthly-recurring prem um busi ness. W expect conpetition to likely

i ncrease as recent entrants and existing nortgage i nsurers conpete in the

nort gage-ori gi nati on market as the refinanci ng busi ness wanes in the next few
years; this is somewhat offset as the Federal Housing Administration reduces
its share of the market.

The quality of Radian's capital remains a key negative point of
differentiation with its peers. Radian Guaranty's statutory capital and
surplus was $1.24 billion as of third-quarter 2013, of which $1.2 billion was
i n Radi an Asset. The organi zational structure limts Radian Guaranty's ability
to use Radian Asset's capital to pay clains. The inprovenent in financial
flexibility partially mtigates the quality of its capital. Radian's access to
capital market for external resources has inproved as the financial health of
the sector, as well as the group, continues to inmprove. Radi an raised $689
mllion in 2013 and downstreanmed a portion to the operating conpany to

mai ntain the current 19.5x and target of about 20.0x RTC ratios. The group can
al so use the capital it raised to pay off hol ding conpany obligations. But
pendi ng GSE capital requirenments may require Radian to increase capitalization
at its operating conpanies. In our view, it's likely that Radian will have
sufficient financial flexibility through existing resources, reinsurance, and
access to capital markets to neet its obligations--an elenment of execution
risk less faced by its industry peers.

Genworth

The upgrade on GM CO reflects its recently inproved and prospective operating
performance, as well as its capital and conpetitive position. GM CO reported
general |y accepted accounting principles (GAAP) net incone of $37 mllion in
2013 versus a net loss of $138 nmillion in 2012, beating our expectations of a
return to profitability in 2014. The inprovenents stemmed fromthe

| ower -t han-expected NODs arising fromoverall positive nacroeconom c trends
and the continued roll-off of the 2005-2008 vintages. W expect GM CO to
continue to boost profitability in 2014 and 2015. |In Decenber 2013, Genworth
Financial Inc. (GN\W conpleted a $400 mllion senior notes offering and

contri buted $100 nmillion of the proceeds to GM CO and $300 million to Genworth
Mort gage Hol di ngs LLC in anticipation of higher capital requirenents by GSEs.
The group al so added $75 million in admtted statutory deferred taxes. At
year-end 2013, GM CO s RTC was about 19.5x, below the 25x requirenent of state
regul ators, and the group is pernitted to wite business in all states. Wth a
lower RTCratio, GMCOis less reliant on waivers from GSEs and state
regulators to continue witing new business.

UGC MI

The upgrades on UGC M largely reflect the group's recently inproved, as well
as its prospective, operating performance. Wile we expected a return to
positive statutory net incone by 2014, UGC M generated $74.1 mllion
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statutory net incone through Sept. 30, 2013, according to Fanni e-Freddie
reports for the consolidated first-lien United Guaranty conpanies, and we
expect positive statutory net income in the fourth quarter as well. In 2012,
the group reported a statutory net loss of $167.9 mllion, mainly due to the
conmut ation of its MG Re reinsurance contract with parent AIGInc. to take on
any | oss exposures witten before 2009. |nprovenments canme on

| ower -t han- expect ed NODs and the continued roll-off of the 2005-2008 vi ntages.
UGC M boosted its NIWin 2013 to a record (for the group) $49.4 billion. W
expect UGCC M to continue to boost profits in 2014 and 2015. The ratings
further reflect the group's strategic inmportance to AIG and its subsidiaries.

Arch MI

The FSR and ICR reflect Arch M's inproved operating performnce and
capitalization, as well as its noderately strategic status within the group
The conpany reported $7.4 mllion in statutory net income in 2013, conpared
with a $0.4 million net loss in 2012. As a result of Arch M's conpletion of
its acquisition of CMG Mortgage | nsurance Co. (CM5, Arch M nmmde a capita
contribution of $52.0 million to CM5in 2013, and entered into a 50% quot a
share agreement with Arch Reinsurance Ltd., reducing the consolidated RTC
ratio to 9.2x. The reinsurance agreenent covers all nondelinquent policies in
force at closing, as well as all new policies witten in the future. In
addition the NODs, incurred | osses and severity continue to inprove. This
reflects inproving conditions within the housi ng market and the decli ning
proportion of risk exposure to pre-2009 policies. As of year-end 2013, about
60% of consolidated RIF was frompolicies witten in 2009 or |ater

Outlook

For the nortgage insurance sector, we expect the high-quality NI Wand

i nprovenent in the U S. housing market and econony to result in near-term
profitability and capital accretion. Wile we do not foresee a recession in
our base-case forecast, if one were to occur, the declining NOD trend could
reverse, and claimfrequency could increase to an extent that would prevent
nortgage insurers fromraising or generating capital to continue witing
busi ness through the downturn

MGIC

We continue to maintain a positive outlook on MAC to reflect the potentia
growth in its NIWand market share. Qur current estimation on M3 C s operating
performance focuses on an expected decline in incurred | osses over 2014 and
2015 with relatively stable NIWand prenm umyields. The positive outl ook neans
we coul d upgrade the conpany based on growh in its NIWand a reduction in

i ncurred | osses based on our belief that MAd C has a 33% probability of
continued nonvol atile positive earnings over the next couple of years. W
could revise the outlook to stable if MJdC s 2014 or 2015 incurred | osses
remai n el evated contrary to our expectations.
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Radian
The outl ook is positive reflecting our expectation that the Radian's operating
performance will continue to inmprove in 2014 as the risk of adverse reserve

devel opnent falls. W also expect positive statutory earnings to increnentally
i mprove the quality of capital at Radian Guaranty. W coul d upgrade the
conpany if the nortgage insurance segnent's pretax operating i nconme exceeds
$200 million and the conpany shows that earnings will consistently inmprove. W
al so believe that, at the sane tine, the quality of its capital will inprove
while maintaining an RTC ratio of approximtely 20x. W could revise the
outlook to stable if Radian does not neet our earnings expectation and the
quality of its capital does not inproved over the next two years.

Genworth

The outl ook is positive reflecting our expectation that earnings will inprove
in 2014 and 2015 due to | ower NODs and the continued roll-off of ol der

vi ntages. The positive outl ook neans we coul d upgrade the conmpany based on
continued inmprovenent in its operating performance and capital, because we
believe there is a 33% probability of perfornmance coning in above our
expectations over the next couple of years. W could revise the outlook to
stable if GMCO s 2014 or 2015 incurred | osses do not fall as we expect.

UGC MI

The outl ook is stable reflecting our expectation that earnings will inprove in
2014 and 2015 due to |l ower NODs and the continued roll-off of the 2005-2008
vintages. W could raise our ratings on UGC M if conditions in the housing
mar ket and the overall econony continue to inprove, and if the conpany's

probl ematic | egacy books of business continue to roll off w thout significant
adverse devel opnent. We could lower the rating if incurred | osses do not
decline to our expectations.

Arch MI

The outl ook is stable. Al though we expect the conpany's default and | oss
ratios will continue to inprove, Arch M faces risk in executing its new

busi ness strategy of not working with credit unions. The successful execution
of this strategy could result in an upgrade, reflecting the additional group
support the conpany may receive as Arch M becones a significant contri butor
to the overall group's earnings and the integration risks of the new entity
decline. In addition, we could raise the underlying rating if the conmpany's
operating performance and conpetitive positions inprove due to the addition of
new profitable business. Al though unlikely, we could |lower the rating if
incurred | osses were to increase or there was significant adverse reserve
devel opnent .
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Related Criteria And Research

e Group Rating Methodol ogy, Nov. 19, 2013
e Enterprise Ri sk Managenent, May 7, 2013

Positive Operating Performance

* Managenent And CGovernance Credit Factors For Corporate Entities And

I nsurers, Nov. 13, 2012
e Principles O Credit Ratings, Feb. 16, 2011

Ratings List

Upgr aded
To
Mort gage Guaranty | nsurance Corp.
M3 C I ndemity Co.
Counterparty Credit Rating
Local Currency
Financial Strength Rating
Local Currency

BB/ Posi ti ve/ - -
BB/ Posi tive/ - -

M3 C I nvestment Corp. (Unsolicited Ratings)
Seni or Unsecur ed B
Juni or Subor di nat ed CCC

Upgr aded; CQutl ook Action
To
M3 C I nvestment Corp. (Unsolicited Ratings)
Counterparty Credit Rating

Local Currency B/ Posi tive/--
Ratings Affirned
Radi an Group Inc.
Seni or Unsecured B-
Ratings Affirmed; Qutl ook Action
To
Radi an Group Inc.
Counterparty Credit Rating
Local Currency B-/ Positive/--
Upgr aded; Qutl ook Action
To

Radi an CGuaranty Inc.

Radi an Mortgage | nsurance Inc.
Radi an Mort gage Assurance |nc.
Counterparty Credit Rating

Local Currency BB-/ Positive/--

WWW.STANDARDANDPOORS.COM

From

B/ Posi tive/ - -
B/ Positive/--
B-

CCC-

From

B-/ St abl e/ - -
From

B-/ St abl e/ - -
From

B/ St abl e/ - -
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Financial Strength Rating
Local Currency BB-/ Posi tive/ -- B/ St abl e/ - -

Upgr aded; CQutl ook Action

To From
Genwort h Mortgage | nsurance Corp.
Counterparty Credit Rating
Local Currency BB-/ Positive/-- B/ St abl e/ - -

Genwort h Mortgage | nsurance Corp.
Genwort h Residential Mrtgage | nsurance Corp. of North Carolina
Financial Strength Rating
Local Currency BB-/ Posi tive/ - - B/ St abl e/ - -

Upgr aded
To From
United Guaranty Residential Insurance Co.
Counterparty Credit Rating
Local Currency A-/ Stabl e/ - - BBB+/ St abl e/ - -

United Guaranty Residential Insurance Co.
United Guaranty Mortgage | ndemity Co.
Financial Strength Rating
Local Currency A-/ St abl e/ - - BBB+/ St abl e/ - -

Upgr aded; CQutl ook Action

To From
Arch Mortgage | nsurance Co.
Counterparty Credit Rating
Local Currency BBB+/ St abl e/ - - BBB-/ Posi tive/ --
Fi nancial Strength Rating
Local Currency BBB+/ St abl e/ - - BBB-/ Posi tive/ - -

Conpl ete ratings information is avail able to subscribers of RatingsDirect at
www. gl obal credi tportal.com and at ww. spcapitalig.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 located in the |eft

col um.
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