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Research Update:
Ambac Assurance Corp. Ratings Lowered To

'CC' From 'BBB'; Outlook Developing

Overview

* Anbac Assurance Corp. continues to experience adverse |oss devel oprment in
its insured book of business.

W believe that it is now likely that |osses and reserve additions and
inmpairnents will deplete policyholders' surplus to | evels bel ow the
regul ator-required m ni numns.

* As a result, we have lowered our rating on Anmbac to 'CC from'BBB .

Rating Action

On July 28, 2009, Standard & Poor's Ratings Services lowered its counterparty
credit, financial strength, and financial enhancenent ratings on Ambac
Assurance Corp (Anbac) to 'CC from'BBB and renoved them from CreditWatch
where they were placed on June 24, 2009, with negative inplications. The
out | ook is devel opi ng.

At the sane time, Standard & Poor's lowered its counterparty credit
rati ng on Anmbac Financial Goup Inc. (Anbac Financial) to 'CC from'BB and
renoved it from Credit WAt ch negative. The outl ook is negative.

In addition, Standard & Poor's lowered its ratings on Anbac's preferred
stock and Anbac Financial's directly issued subordi nated capital securities to
"C from'B in light of the announced deferral of dividends.

Rationale

This rating action reflects our view of the significant deterioration in the
Anbac's insured portfolio of nonprinme residential nortgage-backed securities
and rel ated CDOs, which has required the conpany to strengthen reserves to
account for higher projected clains. The additional reserves will have a
significant negative effect on operating results, which we believe will likely
cause surplus to decline to bel ow regul ator-required m ninmuns.

Anbac's policyholders' surplus was $372 million as of March 31, 2009. Two
CDO of ABS commutations that Anbac has announced coul d i ncrease surplus
margi nal | y. However, the conmpany has announced that it expects to increase CDO
of ABS inmpairnents by $1.6 billion for the quarter and | oss reserves by
approxi mately $800 nillion. These actions could |lead to negative
pol i cyhol ders' surplus as of June 30, 2009.

Anbac' s contingency reserves as of March 31, 2009, were approxi mately
$1.9 billion. The conpany has asked the Wsconsin Ofice of the Insurance
Conmi ssioner for pernmission to rel ease sone of the contingency reserves into
surplus, but the Wsconsin regulator has yet to approve such an action
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Outlook

The devel opi ng outl ook on Anbac reflects the possibility that we could revise
the rating to "R if there is regulatory intervention because of Anbac's
expect ed weakened capital position. Alternatively, if the regul ator approves
the rel ease of contingency reserves to bolster surplus, we could raise the
rating, but in such circunmstances we do not expect to raise the rating higher
than the ' CCC category.

The negative outl ook on Ambac Financial reflects our view of the
conpany's dependence on the dividending capabilities of Anbac to support its
debt-service obligations. W would |lower the rating if Anbac is not able to
provide sufficient cash to all ow Anbac Financial to service its debt.

Standard & Poor's believes that the credit characteristics of the
underlying i nsured municipal, corporate, and structured transactions could be
stronger than the Anbac-enhanced rating followi ng the downgrade. For those
i ssuers or issues for which we currently have an underlying rating (SPUR)
Standard & Poor's will revise the rating on such obligations to the SPUR or
t he Ambac rating, whichever is higher. Standard & Poor's has suspended its
rati ngs on issuers or issues that do not currently carry a SPUR

A SPUR is our opinion of the stand-al one creditworthiness of an issuer or
transaction--that is, the capacity to pay debt service on a debt issue in
accordance with its terns, wi thout considering an otherw se applicable bond
i nsurance policy. The SPUR, once assigned, remains in place regardl ess of what
happens to the rating on the credit enhancer and is subject to surveillance by
Standard & Poor's.

Related Research
« "Bond Insurance Industry Overview And Anal yti cal Focus,"” June 29, 2006

Ratings List

Downgr aded; CreditWatch/ Qutl ook Action
To From
Anbac Assurance Corp.
Conni e Lee I nsurance Co.
Anbac Assurance U K Ltd.
Counterparty Credit Rating
Local Currency CC/ Devel opi ng/ - - BBB/ Wat ch Neg/ - -
Fi nancial Strength Rating
Local Currency CC/ Devel opi ng/ - - BBB/ WAt ch Neg/ - -

Anbac Assurance Corp.
Anbac Assurance U K Ltd.
Fi nanci al Enhancenment Rati ng
Local Currency cd - - BBB/ WAt ch Neg/ - -

Anmbac Fi nanci al Group, Inc.
Counterparty Credit Rating
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Local Currency CC/ Negati ve/ - - BB/ Vat ch Neg/ - -

Anmbac Assurance Corp.
Preferred Stock C B/ Wat ch Neg

Anbac Fi nancial Goup, Inc.
Seni or Unsecured cC BB/ V\at ch Neg
Subor di nat ed C B/ Wat ch Neg

The conplete list of ratings affected by today's actions will be
avai l abl e in the com ng days. Wen available, the list can be found on
Standard & Poor's public Wb site at www. st andar dandpoors. com click on
Ratings on the | eft-hand navigati on bar and then sel ect Bond | nsurance.
Ratings information is also available on RatingsDirect
(www. ratingsdirect.conm). Qur analysis of the inpact of these rating actions is
ongoi ng; we will post any additional rating changes at the same |ocations

Conplete ratings information is available to RatingsDi rect 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 andardandpoors. com sel ect your
preferred country or region, then Ratings in the left navigation bar, followed
by Find a Rating.
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