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Research Update:

Radian Group Inc. And Subsidiaries Upgraded On
Revised Mortgage Insurance Criteria; Outlook
Positive

Overview

« W have reviewed Radian Group Inc. and its subsidiaries under our revised
nort gage i nsurance criteria.

e W are upgradi ng Radian Group Inc., Radian Guaranty Inc., Radian Mortgage
Assurance Inc., and Radi an Mortgage |nsurance Inc.

e The positive outlook reflects our view of the conpany's inproving
operating performance and capitalization, and its sustai ned market shares.

Rating Action

On March 9, 2015, Standard & Poor's Rating Services raised its financial
strength ratings on Radian Guaranty Inc., Radian Mortgage Assurance Inc., and
Radi an Mortgage Insurance Inc. to 'BB from'BB-'. W also raised our
counterparty credit rating on Radian Goup Inc. to 'B from'B-'. The outl ook
is positive.

Rationale

The upgrade reflects our view that, under the new criteria, Radian maintains a
sati sfactory business risk profile (BRP) and weak financial risk profile
(FRP). The BRP assessment is based on our view that Radi an can conpete
effectively and is profitable in the nortgage insurance market, but it has no
significant sustained advantage over its conpetitors in the market. CQur
assessment of Radian's BRP al so incorporates our view of the intermediate risk
i nherent in the U S. nortgage insurance industry associated with the
structural aspect of the nortgage and housing markets and U.S. macroeconom c
factors.

Qur FRP assessnent is primarily based on the conpany's 'BB capitalization, as
neasured by our capital nodel, offset by high financial |everage, high
susceptibility of earnings, and capital volatility in the U S. nortgage

i nsurance sector.

Qur rating on Radian Group Inc. is supported by our standard hol di ng- conmpany
not chi ng. The high financial |everage ratio is captured in our assessment of

financial flexibility in Radian's group credit profile.

Radi an faces internediate industry and country risk. Qur view of the company's
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very low country risk stens fromthe good econom ¢ grow h prospects,
relatively effective and stable political institutions, sophisticated
financial systems, and strong payment culture in the U S. W believe Radian's
nort gage operations are exposed to noderate industry risks primarily because
of the inherent product risk fromits underlying exposure to the nortgage

mar ket. The susceptibility to earnings volatility caused by correlation with
t he performance of the economy and the housing sector al so exposes Radian to
risk. Since the financial crisis, Radian's portfolio quality has inproved
consi derably. The inproving U S. econony and recovering housi ng market are
supporting the M sector's recovery. However, this is offset by structura
aspects of the nortgage market, such as nortgage interest deductibility for
tax purposes, lack of full recourse, and potential for reversion to increased
risk taking as the nmarket's risk-appetite expands. Although initiatives such
as Qualified (Residential) Mrtgages (QM QRM shoul d provi de guardrails, the
efficacy of such initiatives in the longer termis uncertain. In addition, the
fragmented nature of the regulatory jurisdiction and |ack of a unified

regul ator for banking and insurance that can nore effectively deal with
system c risks and failures of M conpanies further affects our view

We do not believe Radian has a significant and sustai nabl e advantage over its
conpetitors in the nortgage insurance narket. The commoditized nature of the
products, the sector's dependence on governnent-supported entities such as
Fanni e Mae and Freddi e Mac, and the regul ated environnment nean all nmarket
partici pants have simlar capital requirenments and product costs.

Neverthel ess, Radian differentiates itself fromits peers through its No. 2
mar ket position by sales and its well-established distribution relationships
and technol ogy platforns with geographically diversified national and regi ona
banks. It will take several years for new market entrants to develop simlar
capabilities, and we expect Radian's market share to remai n about 20% The
conpany had $37.4 billion in new insurance witten (NNW in 2014, with 53.6%
conming fromthe top-10 states. These are relatively high-quality businesses
with 61. 7% having a FI CO score of nore than 740. As a result of witing

hi gh-qual ity new busi ness and declining |losses fromthe | egacy business,
operating performance has inproved significantly in the past 18 nonths. New
noti ces of delinquencies and delinquency inventory have declined, with the
overall loss ratios declining to 29.1% conpared to 72% a year ago. The

i mproved loss ratio also reflects higher-quality new business witten. These
i mprovenents together contributed to the conpany's adjusted pretax operating
earni ngs of $342.4 nmillion in 2014, inproved froma pretax operating | oss of
$67.4 mllion in 2013. W expect profitability to stabilize in the range of
$300 million-$350 mllion in the next two years, hel ped by fewer new

del i nquenci es and | ess delinquency inventory fromlegacy business, as well as
hi gher-qual ity new busi ness.

The strengths of Radian's market position are partially weakened by the fact
t hat about 28% of insurance-in-force is from single-prem um busi ness. W
bel i eve singl e- preni um busi nesses have | ower earnings quality than nonthly
prem um busi nesses, with higher prem umrevenue volatility, and nore
susceptibility to mspricing due to uncertainties in refinancing activities,
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given the already lowinterest rates. This may |l ead to | ower operating
performance conpared to peers' with | ess single-prem um business. Cur
conpetitive-position assessnent also reflects our negative view of Radian as a
nonol i ne insurer focused in a highly conpetitive sector with commoditized,
price-sensitive products and subject to significant sector cyclicality and
volatility.

Based on the draft Private Mortgage Insurer Eligibility Requirenents (PM ERs),
we expect Radian to have about a $350 million funding gap (after the sale of
Radi an Asset). W expect the conpany to close the funding gap through earnings
and hol di ng- conpany resources. W expect the conpany to be in full conpliance
with PM ERs and we have factored this expectation into our conpetitive
position assessnent. We can revise the score if our assessnment changes.

Qur assessnment of Radian's capital and earnings is | ower adequate. The
assessnent reflects Radian's current 'BB capitalization, as measured by our
capital nodel, and inproving operating performance to about $300 mllion -
$350 million per annum as well as inproved quality of capital after the sale
of Radi an Asset. W expect capitalization to inprove as operating companies
retain material earnings generation, the risk on the |l egacy portfolio
continues to run off, and new busi ness boosts the company's credit quality.

Radi an's risk positionis inline with the rest of its peers', hindered by the
i nsurance sector in which it operates. W believe Radian's risk position is
noderate as it is prone to earnings and capital volatility associated with

i nsured nortgage | osses that can be exacerbated by the macroecononic cycle.
The single |argest security exposure is U S. treasuries, which is

approxi nately 21% of the portfolio.

We view Radian's financial flexibility as | ess than adequate due to the
conpany's high | everage of 40% as of year-end 2014, despite its ability to
access the debt capital market during the financial crisis. W expect the
relatively high |l everage ratio to remain within the rating horizon. Partially
of fsetting this weakness is the inproving fixed-charge coverage as the
conpany's operating performance significantly inproved. W expect the

fi xed-charge coverage to remain at about 5x.

W vi ew Radi an' s managerment and governance as satisfactory. The managemnent
team has retained its market-|eading position in the nortgage insurance
sector. W believe, however, this is offset by historically high risk

tol erances and hi gher-risk, single-prem um busi nesses, which we view as nore
aggressive than industry peers'. Since the financial crisis, Radian has
revised its risk tolerances to better react to worsening narket conditions and
create a nore-disciplined approach to underwiting and risks related to

capi t al -depl oynent strategi es.

We view Radian's enterprise risk managenent (ERM franework as adequate. The
conpany's ERM program focuses on risk mtigation, culture, and ownership
across all divisions of the group. Radian has al so devel oped net hods of
nonitoring, controlling, and identifying key risks, while avoiding the errors
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it made during the financial crisis. Radian is conmtted to further

i mprovenents in risk managenent across the organi zation and holds monthly risk
conmittee nmeetings. These conmittees quantify risks across the organization
and report themquarterly to the ERM executive conmittee, then to the board of
directors. Radian has translated | essons learned fromthe financial crisis
into the ERM framework, tying conpensation to risk mitigation while ensuring
seni or managenment is accountable for decisions made outside the franmework.

Not wi t hst andi ng our inproved view of Radian's ERM the cyclicality of nortgage
i nsurance business | osses and the high correlation with macroeconomnmic factors
show that Radian and its peers had outsize risk tolerances related to credit
and underwiting during this past cycle. Radian failed to exercise appropriate
underwriting discipline and risk selection when nortgage origination credit
quality declined. The positive monentumin Radian's ERMis offset by the
historical ineffectiveness of the overall programdue to a |ack of

consi deration for econom c indicators and consequences. W believe that, as
Radi an further executes and develops its ERM framework, it will use its

know edge of the nortgage and housing sectors, along with the benefits from
the O ayton Hol di ngs acquisition, to bolster its ability to assess and
quantify its risk vulnerabilities.

We regard Radian's liquidity as strong, as reflected by its high liquidity
rati o according to our liquidity nodel, as well as a highly liquid asset
portfolio.

Outlook

The positive outlook reflects our expectation that the conpany's
capitalization will continue to strengthen, and operating performance to
improve in the next few years. W al so expect the new notices of delinquencies
fromthe | egacy business to continue declining and for | osses from new
post-financial-crisis business to remain very | ow.

Downside scenario

We could affirmthe rating if we no |onger believe Radian's capitalization
will inprove to the 'BBB' |evel, likely due to | ower-than-expected operating
performance, or if Radian is unable to address its PM ERs capital constraint
and this affects the conpany's ability to wite new business.

Upside scenario

We coul d upgrade the conpany if operating performance continues to inprove
beyond our expectations while the conpany nmaintains its narket share and
underwriting discipline. Alternatively, we can al so upgrade the conpany if it
significantly inproves capitalization and sustains it above the current 'BB

| evel .
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