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Research Update:

Ambac Assurance Corp. 'AA' Ratings Affirmed

And Taken Off Watch Neg; Outlook Is
Negative

Rationale

On Aug. 14, 2008, Standard & Poor's Ratings Services affirnmed its 'AA
financial strength rating on Anbac Assurance Corp. (Anbac) and renoved it from
CreditWatch Negative. The outl ook is negative.

At the sane time, Standard & Poor's affirmed its ratings on hol ding
conpany Anbac Financial Goup Inc.'s senior debt and hybrid security at 'A
and 'BBB+', respectively. In addition, Standard & Poor's affirned its ratings
on preferred stock issued by Anchorage Fi nance Sub-Trusts I, II, Ill, and IV
and Dutch Harbor Finance Sub-Trusts I, II, Ill, and IV (comitted capita
facilities supported by, and for the benefit of, Anbac) at "A . Al these
ratings were also renmoved from Credi t WAt ch and assi gned negati ve outl ooks
where appropriate

The negative outl ook reflects our view that Anbac's exposure to donestic
nonpri me nortgages and rel ated exposures to collateralized debt obligations of
asset - backed securities (CDO of ABS) has likely danaged its franchise and that
t he conpany faces di m ni shed new busi ness flow. Renpval of the negative
outl ook will be dependent on, anmpong other factors, clarification of ultinate
potential |osses as well as future business prospects, the outcone of
strategi ¢ busi ness decisions, and potential regulatory devel opnments.

The rating affirmation reflects our assessnment of Anmbac's:

e Satisfactory capital position, nmeasured agai nst conservative projections
of potential |osses;

e Successful ongoing efforts to renedi ate the outstandi ng nortgage-rel ated
exposure; and

 Broad refocusing of the business and risk managenment to position the
conpany to take advantage of any new busi ness opportunities and to
nmeani ngfully participate in the credit enhancenment industry as quickly as
possi bl e, including retaining the necessary nmanagenent and staff to
support these initiatives.

VWhen stressed in Standard & Poor's capital adequacy nodel, Anbac's
exi sting capital resources, future earnings, and cash flow generated a margin
of safety (based on year-end 2007 data) in the 1.1x-1.2x range. The 2007
result was adjusted for the $1.3 billion capital infusion in the first quarter
of 2008 and incorporates current |oss assunptions for the residential
nor t gage- backed securities and CDO of ABS exposures. The nargin of safety
expresses the relationship between theoretical |osses generated in the capita
adequacy nodel and capital remaining at the end of the theoretical depression
Anbac's nargin of safety in the nodel exceeds Standard & Poor's mini num
requi renment of 1.0x for a 'AA rated conpany.

We believe Anbac's renediation efforts are starting to bear fruit. The
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conmpany announced the conmutation of a $1.4 billion ABS CDO ("AA Bespoke") at
a cost of $850 million. This resulted in a gain under GAAP accounting versus
t he associ ated mark-to-market charges, as well as a reduction in projected

| osses under various rating agency capital adequacy nodels. In our view,
conpleting the transaction also elimnated the potential for future adverse

| oss devel oprent .

Anbac has al so been actively pursuing representation and warranty cl ai ms
agai nst transaction sponsors. Loss reserves at June 30, 2008, reflect nore
than $260 million of estimated recoveries on these clains. It is our
understandi ng that the conmpany will remain active in its renmediation efforts.

In Iight of the damage to Anmbac's busi ness franchi se, the revised
busi ness focus appears designed to all ow the conpany to maxi m ze revenue
generation, seek opportunities to regain investor acceptance and begin witing
a neani ngful anount of new business. To generate revenue, the company is
pur sui ng reinsurance opportunities, continuing to insure transactions from
time to tinme, and seeking opportunities to provide fee-based services. To
regai n i nvestor acceptance and generate new business, the conpany has proposed
to increase the capital of a now dornmant subsidiary and enter the gl oba
muni ci pal and infrastructure credit enhancenent narkets. Ambac has been
successful in retaining managers and staff to support these initiatives.

Outlook

The negative outl ook reflects our view that Anbac's exposure to donmestic
nonpri me nortgages and rel ated exposures to CDO of ABS has |ikely damaged its
franchise and that the conpany faces dim ni shed new busi ness fl ow. Renoval of
t he negative outl ook will be dependent on, anong other factors, clarification
of ultinate potential |osses as well as future business prospects, the outcone
of strategic business decisions, and potential regulatory devel opnents.

Ratings List

Ratings Affirned; CreditWtch/Qutlook Action
To From
Anmbac Assurance Corp
Conni e Lee Insurance Co.
Ambac Assurance U. K. Ltd.
| ssuer Credit Rating
Local Currency AA/ Negati ve/ - - AA/ Wat ch Neg/ - -
Fi nancial Strength Rating
Local Currency AA/ Negative/ - - AA/ Wat ch Neg/ - -

Anmbac Assurance Corp.
Anbac Assurance U. K Ltd.
Fi nanci al Enhancenent Rati ng
Local Currency AA/ - - AA/ Wt ch Neg/ - -

Anbac Fi nancial Group, Inc.
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| ssuer Credit Rating
Local Currency Al Negative/ - - A WAt ch Neg/ - -

Anbac Fi nancial G oup, Inc.
Seni or Unsecured (5 issues) A A/ Wat ch Neg
Subordi nated (1 issue) BBB+ BBB+/ Wat ch Neg

Dut ch Harbor Fin Sub-Trust Il
Preferred Stock (1 issue) A A Wt ch Neg

Anchorage Fin Sub-Trust 11
Preferred Stock (1 issue) A A/ Wat ch Neg

Anchorage Fin Sub-Trust |
Preferred Stock (1 issue) A A Wt ch Neg

Anchorage Fin Sub-Trust 111
Preferred Stock (1 issue) A A Wt ch Neg

Anchorage Fin Sub-Trust 1V
Preferred Stock (1 issue) A A/ WAt ch Neg

Dut ch Harbor Fin Sub-Trust |
Preferred Stock (1 issue) A A Wat ch Neg

Dutch Harbor Fin Sub-Trust 111
Preferred Stock (1 issue) A A Wt ch Neg

Dut ch Harbor Fin Sub-Trust IV
Preferred Stock (1 issue) A A Wt ch Neg

Conplete ratings information is available to subscribers of RatingsDirect, the
real -ti ne Web-based source for Standard & Poor's credit ratings, research, and
risk analysis, at wwv.ratingsdirect.com Al ratings affected by this rating
action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com sel ect your preferred country or region, then
Ratings in the left navigation bar, followed by Credit Ratings Search.
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