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Research Update:
Ambac Assurance Corp.'s Counterparty Credit

Rating Raised To 'CC' On Modest Financial
Improvement; Outlook Developing

Overview

e Anbac Assurance Corp.'s financial position has nodestly inproved.

» Wsconsin's Ofice of the Conmi ssioner of |Insurance (OCl) has increased
its nmonitoring of Anbac.

* We're raising our counterparty credit rating on the bond insurer to 'CC
from'SD (selective default).

 The devel opi ng outl ook reflects our view that Anbac's financial position
has i nproved, but that the potential for regulatory intervention renains
hi gh.

Rating Action

On Dec. 2, 2009, Standard & Poor's Ratings Services raised its counterparty
credit and financial enhancenent ratings on Arbac Assurance Corp. to 'CC from
'"SD (selective default). We also affirmed our 'CC financial strength rating
on Anbac and renpved the rating from CreditWatch, where it was placed with
positive inplications on Nov. 18, 2009. The outl ook on the ratings is
devel opi ng.

Rationale

This action follows Ambac's conmutation of four collateralized debt obligation
of asset-backed securities (CDO of ABS) exposures frommultiple
counterparties. The transactions, which have an aggregate of approxinmately $5
billion of notional outstanding, were settled for cash paynments of

approxi mately $520 mllion. Follow ng the comutations and settlenment paynent,
Anbac' s financial position inproved nodestly.

The anal ysis of Anmbac's financial position includes our expectation that
it will receive approximately $440 nmillion in tax refunds as a result of the
recently passed "Wrker, Homeownership and Busi ness Assistance Act of 2009."

The rating action also takes into account that due to the deterioration
of Anmbac's financial condition, the Wsconsin OCl has increased its nonitoring
of Anbac focusing on maxi m zing and preserving the conpany's cl ai nms- payi ng
ability. The Wsconsin OCl has stated in its Nov. 18, 2009, nedia advisory
that it and its advisors are working with Anbac to evaluate strategic
alternatives. It is inportant to note that the Wsconsin OCl has not taken
control of Ambac.

Further placing pressure on the rating is our understandi ng that Anbac
Financial Group Inc.'s (Anbac Financial) ability to neet is debt obligations
in the next two years, including maturing debt in 2011, is questionable. A
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bankruptcy filing of Ambac Financial would create uncertainty for Anbac in
ternms of ownership, governance, and the possible intervention by the Wsconsin
ocCl .

Outlook

The devel opi ng outl ook reflects our view that Ambac's financial position has
i mproved followi ng the comutation of three CDO of ABS transactions, but that
the potential of regulatory intervention remains high. Anbac coul d experience
further deterioration in its insured portfolio, which could require the
conpany to strengthen its reserves to account for higher projected clainms. The
addi ti onal reserves nay hurt operating results, which we believe would strain
surplus. If Anbac experiences additional adverse |oss developnent inits
insured portfolio that weakens its surplus position to a point where

regul atory intervention occurs, we would |lower the rating. If there are
addi ti onal commutations and inprovenent in the quality of the insured
portfolio, we could raise the rating to ' CCC .

Related Research
 "Bond | nsurance Industry Overview And Anal ytical Focus," June 29, 2006

Ratings List
Upgr aded; Qutl ook Action

To From
Ambac Assurance Corp.
Counterparty Credit Rating CC/ Devel opi ng/ - - S --/--
Fi nanci al Enhancerent Rati ng CCl Devel opi ng/ - - SO --/--

Ratings Affirned; CreditWtch/ Qutlook Action

To From

Anbac Assurance Corp.

Fi nancial Strength Rating CC/ Devel opi ng/ - - CC Wat ch Pos/ - -
Anbac Assurance U K Ltd.

Ever span Fi nanci al Guarantee Corp.

Counterparty Credit Rating CC/ Devel opi ng/ - - CC/ Negat i ve/ - -
Anbac Assurance U K Ltd.

Fi nanci al Enhancerent Rati ng CCl Devel opi ng/ - - ca--/--

Conplete ratings information is available to RatingsDirect on the d obal
Credit Portal subscribers at www. gl obal creditportal.comand RatingsDirect
subscribers at www. ratingsdirect.com All ratings affected by this rating
action can be found on Standard & Poor's public Wb site at
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www. st andar dandpoors. com Use the Ratings search box located in the |eft
col umm.
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