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Research Update:
Ambac Assurance Corp. Counterparty Credit

Rating Lowered To 'SD'; Financial Strength
Rating Placed On Watch Positive

Overview

* Anmbac announced that it has comuted four collateralized debt securities,
resulting in cash payments of $520 million, substantially |less than the
Standard & Poor's expected | oss on those exposures.

« W are lowering the counterparty credit and financial enhancenent ratings
on Anbac to 'SD from'CC because we view these conmutations as
di stressed exchanges.

» W expect to raise the counterparty, financial strength, and financi al
enhancenent ratings on Anbac in the near future, nost likely to the 'CCC
cat egory.

Rating Action

On Nov. 18, 2009, Standard & Poor's Ratings Services lowered its counterparty
credit and financial enhancenent ratings on Arbac Assurance Corp. to 'SD
(selective default) from'CC . These rating actions are based on our criteria
for distressed exchanges, not due to unexpected business devel opnents.

We al so placed the 'CC financial strength rating on Arbac on CreditWatch
with positive inplications to reflect the |ikelihood that we'll raise the
rating as a result of the conmutations.

Rationale

This action foll ows Anbac's announcenent that it has commuted four
collateralized debt obligation of asset-backed securities (CDO of ABS)
exposures fromnultiple counterparties. The transactions, which have an
aggregate of approximately $5 billion of notional outstanding, were settled
for cash payments of approximately $520 mllion

In our view, the likely |losses under these exposures woul d have been
significantly higher than the cash settlenment amount. Further, it is likely
that without the conmutations, Anbac woul d have reported a negative statutory
surplus for the quarter ended Sept. 30, 2009. As a result of the exchanges,
t he conpany avoi ded a potential regulatory action and inproved reported
statutory surplus to $856 million as of Sept. 30, 2009.
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CreditWatch

The positive CreditWatch on the financial strength rating indicates that we
are likely to raise the rating in the near future to reflect the positive

i npact of the commutations on the bal ance sheet. W expect to conplete our
reviewin a relatively short period of tinme and the ratings, if raised, wll
nost likely be in the 'CCC category.

Related Research
e "Rating Inplications O Exchange Ofers And Sinilar Restructurings, Update
," May 12, 2009

Ratings List

Downgr aded
To From
Anbac Assurance Corp.
Fi nanci al Enhancenent Rati ng SO --/-- ca--1/--
Counterparty Credit Rating SO - - CC/ Negat i ve/ - -
Credi t WAt ch Action
To From
Anbac Assurance Corp.
Fi nanci al Strength Rating CC/ wWat ch Pos/ - - CC/ Devel opi ng/ - -

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

www. st andar dandpoors. com Use the Ratings search box located in the |eft
col umm.
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