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Republic Mortgage Insurance Co.

190 Oak Plaza Boulevard
Winston-Salem, NC 27105

Tel.: (1) 336-661-4381

Pricing Group Manager: Michael Derstine

Major Rating Factors

Strengths:
. Very strong competitive position in mortgage insurance industry with an11% market share.
. Extremely strong capitalization.
. Very strong, consistent operating performance.
. Conservative underwriting practices and relatively low-risk book of business.
. Core subsidiary of a strong and diversified parent.

Weaknesses:
. Weakening environment for all mortgage insurers.
. Moderate expansion into industry's untested, higher risk segments.

Rationale

The insurer financial strength ratings on Republic Mortgage Insurance Co. (RMIC) and Republic Mortgage
Insurance Co. of North Carolina (RMIC-NC) reflect RMIC's very strong competitive position as the sixth-
largest mortgage insurer in the U.S., effective execution of strategic initiatives, and consistent profitability.
RMIC benefits from parent Old Republic International Corp.'s (ORI) financial flexibility, conservative operating
philosophy, and long-term view of customer relationships and shareholder value. ORI has owned RMIC since
1980. These positive factors are offset by a decline in mortgage insurers' terms of trade with lenders and a
modest deterioration of some macroeconomic variables. In addition, RMIC increased production from the bulk
channel, which could produce loans with more credit risk than the flow channel.

RMIC has a very strong competitive position, with an 11% market share of the profitable mortgage insurance
industry. Entering the bulk channel has enhanced the company's business profile by diversifying its sources
of distribution. Bulk refers to providing credit enhancement to a large number of loans as compared with flow,
which is coverage on a loan-by-loan basis. RMIC generated $10 billion in new insurance written from the bulk
channel in 2005 compared with less than $5 billion in 2004. RMIC now has a demonstrated ability to serve its
customers in both of the industry's major channels, flow and bulk. RMIC already has an established position
in the flow channel, having built strong relationships with lenders' account managers. Mortgage insurers have
a greater ability to price and select risks in the bulk channel, but the channel features a higher proportion of
borrowers with low credit scores, mortgages with higher loan-to-value (LTV) ratios, and applications with
reduced documentation. Like all major mortgage insurers, RMIC's risk in force is dispersed throughout the
country, and it has sophisticated risk-management practices.

The company's strategy is closely attuned to its parent's operating philosophy. ORI stresses strong
capitalization, concentration on core competencies, and an opportunistic approach. Its core units have stable
market positions, but the group does not strive to be the market leader as that might inhibit its ability to forgo
volume in poor markets. Although it shares these traits with the broader Old Republic organization, RMIC, like
other segments of ORI, operates as an autonomous business. RMIC's management is deep and has been
effective in executing specific goals, such as reducing the expense ratio to 23% for the first half of 2006 from

file:///C|/Documents and Settings/mfowler/Local Settings/Temporary Internet FilesOLK2F/Article.htm (2 of 13)12/5/2006 4:14:35 PM



[05-Dec-2006] Republic Mortgage Insurance Co. And Republic Mortgage Insurance Co. Of North Carolina

32% in 2002 and producing more business through the bulk channel.

RMIC has experienced very strong-to-extremely strong performance every year for more than 10 years. In
2005, RMIC's ROR and return on capital (ROC), defined as GAAP pretax operating income divided by the
sum of policyholders' surplus and contingency reserve, were 47% (the same as for the first half of 2006) and
15%, respectively. RMIC has ranked at or above the median for large mortgage insurers (MIs) in both
categories in each of the past five years. The loss ratio increased to 37% in 2005 from 14% in 2002. This was
because of the natural aging of the large volume of business written from 2002-2004 and the changing
economic climate. The increase in the loss ratio was partially offset by a reduction in the expense ratio
because of management's effort to lower RMIC's cost structure.

The company maintains a capital adequacy ratio (CAR) of 109%, above the minimum for the 'AAA' level. The
fundamentals of RMIC's extremely strong capitalization are its significant capital base and moderately lower
risk portfolio compared with most of its peers. RMIC and RMIC-NC had combined capital, defined as
policyholder's surplus plus contingency reserve, as of June 30, 2006, of $1.7 billion, up 2% from year-end
2005. RMIC's conservative approach has produced a traditional primary portfolio with low risk—only 8% of
borrowers had credit scores less than 620 at mid-year. However, there is evidence that the portfolio is less
conservative than it has been in the past. Loans that equaled at least 95% of a home's value increased to
more than 19% as of June 30, 2006 from less than 13% at year-end 2003. This change occurred because of
the company's expanded presence in some areas of the bulk channel and lenders' increased appetite for
riskier loans. Credit for lender-captive reinsurance is a component of RMIC's capitalization, but even without
reinsurance RMIC would have had very strong capitalization. RMIC's risk-to-capital ratio of 9.9x as of June
30, 2006, is extremely strong and close to the industry average.

Outlook

Standard & Poor's Ratings Services believes RMIC will produce strong earnings in 2006 and 2007, but the
environment is becoming more challenging for several reasons. First, the slowing down of the housing market
will lead to lower origination volumes and cure rates, the percentage of defaults resolved without a claim.
Higher interest rates are one reason the Mortgage Bankers Association (MBA) expects housing market
activity in 2007 to be 45% less than the volume in 2003, the peak year of the last housing cycle. The increase
in mortgage rates will lead to more defaults, as some borrowers with adjustable rate mortgages might be
unable to afford the increased payment. Claim activity for the record number of loans originated in 2003 will
likely peak in 2007. RMIC's new insurance written was $50 billion in 2003 compared with $31 billion in 2005.
RMIC's significant writings in the bulk channel in 2005 should affect results for 2007 because claims tend to
emerge more quickly in this channel. Despite these conditions, Standard & Poor's expects that RMIC will
generate strong results for the next two years, including relatively flat revenue, a combined ratio between
60% and 64%, an ROR of more than 40%, and an ROC between 12% and 14%.

Competitive Position: Entry Into Bulk Channel Has Created New
Opportunities
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RMIC has a very strong competitive position. It has an 11% market share of the profitable mortgage
insurance industry. Entering the bulk channel enhanced the company's competitive position. Now, RMIC has
a demonstrated ability to serve its customers in both of the industry's major channels, flow and bulk. The flow
channel, where success depends on building relationships with lenders' account managers, features high-
quality prime loans. However, mortgage insurers have more control over pricing and selection in the bulk
channel. Like all mortgage insurers, RMIC's risk in force is dispersed throughout the country. RMIC has

strong, sophisticated risk-management practices.

Table 1

Republic Mortgage Insurance Co. Consolidated/Selected Statistics

(Mil. $)

New insurance
written:

Primary
Bulk
Other

Net risk in
force:

Primary
Bulk

Other

Operating revenues (NPE +
NII)

Pretax income
Assets

Capital

Combined ratio (%)
Risk-to-capital (X)

Table 2

--Year Ended Dec. 31--

2005 2004 2003

2002 2001

20,555.0 24,749.0 37,256.0 30,810.0 25,085.0

9,944.0 4,488.0 6,807.0
498.0 7,325.0 5,803.0

14,711.0 15,452.0 15,330.0
1,759.0 835.0 802.0
586.0 581.0 493.0
500.0 471.0 466.0

244.0 225.0 276.0
2,212.0 2,206.0 2,080.0
1,707.0 1,784.0 1,654.0

59.6 61.1 47.5
9.9 9.5 10.1

Republic Mortgage Insurance Co.

Consolidated/Business Statistics

--Year ended Dec. 31--

(Mil. $) 2005 2004 2003 2002 2001
Direct premium 512.0 479.0 473.0 436.0 388.0
written

Reinsurance 0.0 0.0 0.0 1.0 2.0
assumed

Gross premium 512.0 480.0 474.0 438.0 389.0
written
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5,130.0 2,614.0

7,556.0 3,675.0

15,368.0 15,044.0

513.0 167.0
451.0 337.0
442.0 413.0
268.0 262.0

1,921.0 1,732.0
1,493.0 1,361.0
46.4 43.6
10.9 114
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Reinsurance ceded 79.0 81.0 68.0 57.0 38.0
Net premium written ~ 433.0 398.0 406.0 380.0 351.0

Management achieved its goal of attracting business through the bulk channel in 2005. Mortgage insurers
use the bulk channel to provide coverage to a group of loans; in the flow channel, they conduct business on a
loan-by-loan basis. Credit quality is usually weaker in the bulk channel, but mortgage insurers have more
flexibility in pricing and risk selection. New insurance written (NIW) from bulk loans jumped 122% to $10
billion in 2005. Management recognizes this channel is still in its nascent stages, and they are taking an
opportunistic approach. Bulk production declined 60% in the second quarter of 2006 from the prior year
because pricing and conditions declined as a result of the slowing housing market and more intense
competition from other mortgage insurers in the bulk channel. Unlike many mortgage insurers, RMIC's
delinquency rate for bulk loans, which is 3.5%, is less than its flow delinquency rate, which stands at 4.3%.
Most of the company's bulk exposures have not reached their peak default period yet, but the lower bulk-loan
delinquency rate suggests management is approaching the bulk channel conservatively. Flow insurance
constituted 85% of RMIC's risk in force as of Sept. 30, 2006, and it will be a clear majority of RMIC's business
for the foreseeable future.

Table 3

Republic Mortgage Insurance Co. Consolidated/

Production By Channel

YTD --Year ended Dec. 31--
(Bil. $) 2006 2005 2004 2003 2002 2001
New insurance
written
Bulk 76 99 45 68 51 26
Flow / (Bulk + Flow) 63 68 8 85 86 91

(%)

The consolidation of lenders has negatively affected the terms of trade for all mortgage insurers. The banking
industry has been consolidating, as evinced by the increase in the portion of mortgages originated by the top
30 lenders to 91% in the first quarter of 2006 from 84% for the same period of 2003. Data before 2003 is not
available, but 75% is a good estimate for the late 1990s. Lenders have sought to use their increased size and
sophistication to garner a share of MIs' profits through captive reinsurance arrangements, contract
underwriting, and offering borrowers a second loan, known as an 80/10/10, to avoid the need for mortgage
insurance.

Lender captives enable lenders to share the profits and risks of mortgage insurance. These structures refer to
reinsurance companies established by lenders to assume a portion of the risk and premium related to
mortgage insurance policies covering loans originated by the lender. Most treaties are on an excess-of-loss
basis, meaning the lender captive does not pay losses until the incurred loss rate exceeds a minimum level.
All of the major mortgage insurers participate in these arrangements. As of Sept. 30, 2006, about half of the
traditional primary insurance in force was subject to cessions to these captives.

Contract underwriting helps bankers' operations meet demand at the height of a housing or refinancing cycle.
A contracted underwriter evaluates the credit risk of mortgage loans on behalf of lenders, using their
guidelines. Lenders' demand for this service peaked in 2003, and it has waned because origination volumes
declined. Mls perform contract underwriting for a fee, based on either consultants provided or loans reviewed.

file:///C|/Documents and Settings/mfowler/Local Settings/Temporary Internet FilesOLK2F/Article.htm (5 of 13)12/5/2006 4:14:35 PM



[05-Dec-2006] Republic Mortgage Insurance Co. And Republic Mortgage Insurance Co. Of North Carolina

When RMIC considers performing contract underwriting, it evaluates the profitability of its entire relationship
with each lender and not this service alone. Mls are required to indemnify a lender if their contract
underwriting decision was flawed and the loan results in a loss to the bank, but the amount of remediation
historically has been negligible.

The increased size of banks has made them more willing to supplant mortgage insurance with a second loan,
often referred to as a piggyback loan. Because the borrower's first loan is only 80% of the home's value, it is
eligible for a guaranty from Fannie Mae or Freddie Mac without a requirement for mortgage guaranty
insurance. There are no formal statistics on piggybacks, but Standard & Poor's believes they were material
enough to affect MI volume in 2003-2005. Use of piggybacks has been declining as mortgage rates on
second mortgages have risen because these loans often have adjustable rates.

RMIC faces challenging competition from a diverse group of entities. There are six other major mortgage
insurers, and these organizations vary from a subsidiary that generates only a slight portion of its parent's
earnings to a publicly traded monoline mortgage insurer. There are additional providers of credit
enhancement, including government agencies such as the Federal Housing Authority and some state
organizations. Fannie Mae and Freddie Mac facilitated the formation of the private mortgage insurance
industry, but they can also be perceived as competition.

Macroeconomic factors, such as employment and home price appreciation, have been mostly favorable.
Standard & Poor's believes the economic environment will be more difficult in 2007, yet will remain robust
enough to allow the industry to post strong profits. Freddie Mac's home price appreciation index has
increased at an annual rate of 12% during the past three years, compared with "only" 8% in the past decade.
This disparity creates the potential for a moderate correction, but Standard & Poor's believes a sharp decline
in prices is unlikely. The current unemployment rate of 4.6% translates into a below-average delinquency
rate. The metric peaked at 6.2% in October 2003, and it has been less than 7.0% since 1993. A sharp
reduction in refinancing activity is a good sign for Mis. Refinanced loans were 44% of loans in the first nine
months of 2006 compared with 66% for all of 2003. Refinancing activity undermines MIs' profitability because
it cancels mortgage insurance that is in force. Even if a new policy is issued, the MI will incur expenses that
are solely related to the refinancing and to issue the new policy.

Chart 1

Historical

RMIC was founded in 1973 and has been a unit of ORI for more than 20 years. RMIC-NC, a sister company,
has a business profile mirroring that of RMIC. In fact, it exists primarily to reinsure RMIC. For this reason
RMIC-NC is considered core to RMIC and is rated the same.

Prospective
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RMIC will remain one of the more conservative Mls. Although it is increasing its participation in the bulk
market, flow business will continue to constitute the majority of volume. RMIC will approach the bulk market
opportunistically, but Standard & Poor's expects increased bulk business will moderately increase RMIC's risk
profile. Bulk NIW will be volatile because of the structure of the market and RMIC's size. Lender consolidation
has negatively affected profitability, but Standard & Poor's does not expect further deterioration in the
competitive position of MIs generally.

Management And Corporate Strategy: Company Follows Parent's
Conservative Philosophy

Standard & Poor's views RMIC's management and strategy as very strong. The company's strategy is closely
attuned to its parent company's operating philosophy. ORI stresses strong capitalization, concentration on
core competencies, and an opportunistic approach. Its core units have stable market positions, but the group
does not strive to be the market leader, as that might inhibit its ability to forgo volume in poor markets. RMIC
shares these traits with the broader Old Republic organization, but, like other segments of ORI, operates as
an autonomous business. RMIC's management has been effective in achieving specific goals: The
company's expense ratio was reduced to 23% for the first half of 2006 from 32% in 2002, and bulk-channel
business has increased significantly.

Operational management

Growth is not a key objective in today's challenging environment, but RMIC is pursuing some initiatives that
will enhance its position in the industry. First, it is developing new customers. Because RMIC is a medium-
size mortgage insurer, there are wide variations in its market share by lender, particularly among regional
financial institutions. In the bulk channel, RMIC is concentrating on improving its turnaround time and its skills
in pricing and risk management. RMIC has a deal review team that reviews all bulk transactions with some
sub-prime collateral or large unpaid balance. The group is made up of CEO Chris Nard and managers for
pricing, marketing, and capital deployment. The company also performs on-site due diligence for many
dealers.

RMIC's organizational culture is team oriented. The Office of the CEO is the firm's senior management, and it
consists of Mr. Nard plus Chairman William Simpson and Vice Chairman Jimmy Dew. Nine group managers
with functional responsibilities, such as marketing and capital deployment, report to Mr. Nard. However,
RMIC's operations depend on the performance of decision and cross-functional teams. Decision teams
include the risk-management committee, credit committee and deal review team. The risk-management
committee sets risk policy and reviews exceptions. The deal review team establishes transaction policy and
evaluates transactions.

Financial management
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RMIC's strategy evolves based on opportunities in the market, but it has always emphasized a balance
among growth, profitability, and risk management. For flow business, the firm evaluates lenders on the basis
of the profitability of the relationship. Bulk business is reviewed on a deal-by-deal basis. The segregation of
evaluation by channel is appropriate because originators use different paradigms for each avenue.

ORI has a significant and favorable influence on RMIC's financial management. The holding company
maintains very strong capital adequacy at all of its operating companies. ORI's senior management stresses
cycle management, and business unit managers are encouraged to approach challenging environments with
caution. The group's divisions create diversification for the holding company.

RMIC balances ROE maximization with prudent risk management and strong customer service. The firm's
activity in the bulk channel highlights this dynamic. Management built the infrastructure and expertise needed
to compete effectively in the bulk channel. Consequently, the portion of NIW from bulk business grew to 46%
in the first quarter of 2006 from 9% of primary business in 2001. However, the channel constituted only 18%
of volume in the second quarter because deals were less attractive. The long-term bottom-line focus is
moderately balanced by the need to maintain access to quality flow business. RMIC's capitalization has
always been well above the minimum threshold need for a 'AA' rating.

Prospective

RMIC will continue to refine its strategy based on market conditions. The company's focus on domestic
mortgage insurance business, conservative underwriting, good customer service, strong profitability, and its
long-term view of the business are expected to continue. This consistent and successful strategy
demonstrates the company's commitment to risk management. The primary industry changes affecting
RMIC's strategy are the growth of the bulk market, pressures arising from the consolidation of lenders, and
weakening housing markets. These conditions intensify the need for sophisticated risk management and a
disciplined approach to evaluating transactions and customer relationships.

Operating Performance: Historical Performance Strength Should
Continue

RMIC's operating performance has been very strong-to-extremely strong for more than a decade. The firm
has generated top-line growth while maintaining strong bottom-line margins. Between 2002 and 2005, earned
premium increased 14%, which is the industry's median, reflecting a balance between risk management and
initiatives to expand RMIC's presence in the bulk market. ROR (GAAP pretax operating income divided by
revenue) declined to 47% from 57% during this period, but the absolute level supports the rating.

Table 4

Republic Mortgage Insurance Co. Consolidated/Operating

Statistics

--Year ended Dec. 31--

(Mil. $) 2005 2004 2003 2002 2001
Premiums earned 430.0 403.0 401.0 376.0 353.0
Losses incurred and loss adjustment 160.0 143.0 91.0 53.0 57.0
expense

Underwriting expenses 96.0 103.0 99.0 122.0 98.0
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Net underwriting income 174.0 157.0 210.0 202.0 206.0
Net investment income 70.0 68.0 66.0 66.0 63.0
Pretax income 244.0 225.0 276.0 268.0 262.0
Pretax income / avg. assets (%) 11.0 105 138 14.7 151
Pretax income / avg. capital (%) 140 131 175 188 193
Loss ratio (%) 372 355 227 141 16.1
Expense ratio (%) 224 256 248 323 275
Combined ratio (%) 59.6 61.1 475 46.4 43.6
Loss and loss adjustment expense reserves 216.0 201.0 182.0 189.0 196.0
Loss reserves to risk (%) 15 13 12 12 13
Historical

Record loan-origination volumes, initiatives to expand RMIC's share of bulk business, and growth in
investment income all contributed to the 18% increase in revenue in the past five years. Although origination
volume contracted 24% between 2003 and 2005 according to the MBA, lenders generated $2.9 trillion in
mortgages last year. Because mortgage insurance contracts usually remain in force for more than a year, the
issuers continue to reap the benefit of earned premium from those recent record book years. Furthermore,
persistency for flow business improved to 66% in 2005 from 46% in 2003, which implies the typical policy
remained in force for a longer period of time. This trend probably reflects the decline in refinancing activity
after mortgage rates began rising. Refinancing causes existing mortgage insurance to be canceled, and the
borrower might not need a new policy.

Chart 2

image

Other sources of growth included the bulk business and investment income. Risk in force from the bulk
channel increased to $1.8 billion on Dec. 31, 2005 from $167 million as of year-end 2001. Investment income
rose to $70 million in 2005 from $63 million in 2001 because of higher yields and invested assets.

Table 5

Republic Mortgage Insurance Co.
Consolidated/Bulk Risk In Force At Year

End

--Year ended Dec. 31--

Mil. $ 2005 2004 2003 2002 2001
Bulk risk in 1,759.0 835.0 802.0 513.0 167.0
force

An increase in losses has adversely affected RMIC's operating performance. The GAAP loss ratio increased
to 37% in 2005 from 14% in 2002. The key drivers are the seasoning of in-force business, deterioration in the
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housing economy, and more output from the bulk channel, which features a higher portion of loans with traits
more likely to cause defaults. Defaults for a book year, a group of loans issued in the same year, usually peak
three years after origination. Chart 3 highlights this lagging relationship between RMIC's loss ratios and NIW.

Chart 3

image

RMIC's expansion into the bulk channel is another reason the company's losses are higher today than they
were five years ago. Loans produced from this source often feature attributes that indicate a higher
propensity for default (e.g., adjustable rate mortgages). RMIC maintains conservative underwriting standards
for bulk loans, but participation in this channel requires a higher risk tolerance than insuring flow loans. The
number of loans a mortgage insurer excludes from a bulk transaction, known as risk exceptions, is a key
consideration for selecting the mortgage insurance provider. Chart 4 illustrates the moderate deterioration in
RMIC's credit quality. It is important to note that the ability to price and select risks is much better in the bulk
channel than the flow channel.

Chart 4

image

A lower expense ratio in recent years has partially offset the higher loss ratio. The 10-percentage-point
reduction in the expense ratio between 2002 and 2005 is the culmination of RMIC's strategic initiatives.
Standard & Poor's views this achievement as a text-book example of management's ability to execute. The
steps taken to achieve this goal are:

. Consolidation of branches
. Increased use of cost-saving technology
. Alignment of sales force structure and incentives with profitability

A higher portion of bulk loans and reduction in refinancing activity were two other factors affecting the
expense ratio. The bulk channel has inherently lower acquisition costs because it does not require a large
sales force. A period of significant mortgage refinancing activity will elevate mortgage insurers' expense ratios
because existing policies will be canceled and only some will be rewritten as a new policy. The cost of adding
a new policy is considerably higher than the expense of servicing an existing one.

Current performance
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Results for the first nine months of 2006 featured very strong profitability, though down from 2005. Revenue
rose 3%, but pretax operating income fell 3%. The increase in revenue reflected earned premium from the
significant volume of bulk business produced in 2005. Ignoring cancellations, this business was in force for
the entire period in 2006. Risk in force from bulk on Sept. 30, 2006, was $2.0 billion compared with $1.5
billion a year earlier. Profitability declined because the loss ratio increased to 39% from 35%. Despite
improved persistency, the expense ratio of 23% was 40 basis points higher than in the first nine months of
2005.

Prospective

The company will continue to produce very strong operating results. Standard & Poor's expects the combined
ratio will be 60% to 64% in 2006 and 2007. This will consist of a loss ratio of 38%-40% and an expense ratio
of 22%-24%. These predictions assume a macroeconomic environment that features only a slight decline in
purchase mortgage originations from the prior year and a steep decline in refinancing activity. Standard &
Poor's believes unemployment will remain stable and home prices will be flat to slightly negative relative to
2005.

Investments And Liquidity: A Strong Capital Position, Quality
Investments, And Robust Cash Flow Make A Highly Liquid
Environment

The group has very strong liquidity, supported by its capital position; a high quality, liquid investment portfolio;
and robust cash flow from operations. A trend toward higher and more normal loss levels should occur over
the next year or two, but RMIC's cash flow should remain very strong. Lower underwriting expenses, resulting
from improved persistency, should enhance cash flow, and there is a modest possibility some losses could be
ceded to lender captive reinsurers.

RMIC has a conservative asset allocation, with 95% in fixed-income assets as of Dec. 31, 2005. The portfolio
has modest credit risk, as 83% of bonds were NAIC Class 1 at the end of last year. Investment income
increased to $70 million in 2005 from $68 million in 2004 because of higher yields and invested assets.

Capitalization: Large Capital Base Can Withstand Some Delinquency
Losses

RMIC continues to maintain an extremely strong CAR. The company's very strong, consistent operating
performance coupled with its parent's minimal request for dividends have built a substantial capital base.
Lender captives provide additional benefit. Offsetting these favorable elements are an increase in the portion
of loans with traits that Standard & Poor's believes increases the probability of delinquency (e.g., low credit
score, high LTV ratios) as well as the seasoning of large book years.

Table 6

Republic Mortgage Insurance Co. Consolidated/

Financial Statistics

--Year ended Dec. 31--
(Mil. $) 2005 2004 2003 2002 2001
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Total assets 2,212.0 2,206.0 2,080.0 1,921.0 1,732.0
Policyholders 369.0 225.0 2270 217.0 2410
surplus

Contingency 1,338.0 1,560.0 1,427.0 1,276.0 1,120.0
reserve

Capital 1,707.0 1,784.0 1,654.0 1,493.0 1,361.0
Risk-to-capital (x) 10.0 9.5 10.1 10.9 11.4
Historical

RMIC's CAR was 109% as of year-end 2005. This value, which measures the ratio of projected sources to
uses over a 10-year period under a very severe economic scenario created by Standard & Poor's, was higher
than the 'AAA' floor of 100% and an improvement from the previous year's 103%. In addition to on-balance-
sheet capital, lender captives satisfied losses of $570 million, which improved RMIC's CAR. These positive
factors were partially offset by an increase in the proportion of loans that have traits that Standard & Poor's
believes increase the probability of foreclosure (e.g., low credit score and LTV ratio greater than 95%).
Consequently, RMIC's conditional claim rate rose to 19% in 2005 from 17% in 2001. The conditional claim
rate is an output from Standard & Poor's model; it does not correspond to any actual performance metrics of
RMIC. The conditional claim rate is the percentage of loans that Standard & Poor's model predicts will lead to
claims over its 10-year projection. The conditional claim rate under these very adverse hypothetical
circumstances is significantly higher than RMIC's current claim rate in today's relatively benign environment.
RMIC's risk-to-capital ratio of 9.9x on June 30, 2006, is extremely strong and close to the industry average.

Prospective

Maintaining very strong capitalization is a top priority of RMIC's management and a cardinal trait of all ORI
entities. The aging of the 2005 book year, which featured a record percentage of bulk loans, will likely result
in a slight decline in the CAR, but the firm's capital will remain supportive of the rating.

Financial Flexibility: Large Capital Base And Well-Heeled Parent
Provide Suitable Cushion

RMIC's primary sources of financial flexibility are its capital base and ORI's access to debt and equity
markets. Both avenues provide strong financial flexibility. The minimum CAR required for a 'AA' rating is 88%.
Because a downgrade would seriously weaken a mortgage insurer's competitive position, it is prudent for
management to maintain a CAR that is at least slightly above the required level. Still, there is a difference of
$747 million between RMIC's current capital base and the amount required for a CAR of 93%.

ORI has an 'A+' issuer credit rating with a stable outlook. Its debt-to-capital leverage and fixed-charges
coverage of 3% and 66x as of June 30, 2006, respectively, indicate it has ample capacity to assume
additional debt if it needs funds to support its subsidiaries. The holding company is publicly traded on the
New York Stock Exchange, with a market capitalization of $5.2 billion, so a secondary offering of equity is
another possibility. The probability of RMIC needing support from its parent, however, is very remote.

RMIC is not dependent on its reinsurance. Although these contracts provide some benefit to capitalization,
RMIC has sufficient resources to retain the business it currently cedes to lender captives.
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