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Research Update:
Assured Guaranty Corp. And Financial Security

Assurance Inc. "AAA' Ratings Affirmed; Assured
Outlook Revised To Negative

Overview

e Assured Quaranty Corp. and Financial Security Assurance Inc. have a
flexible platformfromwhich to wite business in a nunber of markets and
sectors.

« Each conpany al so has a strong margi n of safety, and Assured has a proven
track record of underwiting discipline.

* As a result, we have affirnmed our ' AAA'" ratings on these conpanies.

* W& have revised our outl ook on Assured to negative to reflect our view of
potential changes in the conpetitive dynam cs of the industry.

Rating Action

On July 1, 2009, Standard & Poor's Ratings Services affirnmed its ' AAA
counterparty credit and financial strength ratings on Assured Guaranty Corp
(Assured) and Financial Security Assurance Inc. (FSA). At the sane tineg,
Standard & Poor's revised its outlook on Assured to negative fromstable. The
outl ook on FSA remnains negative.

Rationale

Assured's acquisition of FSA has recently closed. The 'AAA" ratings on both
conpani es reflect our view of their strong narket position in the bond
i nsurance industry and their solid capital position. The acquisition of FSA
will provide the conbined entity with a flexible platformfromwhich to wite
busi ness. Assured has a proven track record for credit discipline, as its |ack
of exposure to the problemcredits that have plagued ot her financial
guar antors denonstrates. However, we do not believe that FSA has entirely
i solated the risks associated with the financial products business retained by
Dexia S. A, so we have applied a capital charge to FSA

Assured and FSA were effectively the only two bond insurers active in the
U.S. public finance market for the first quarter of 2009. Assured w apped $8.2
billion of par and FSA w apped $1.2 billion of par conpared with $7.2 billion
and $18.4 billion, respectively, in the first quarter of 2008. Assured's
ability to wite a greater amount of business was constrained nore by staffing
| evel s to neet the demand than from | ack of opportunities. Assured and FSA
shoul d experience an increase in volune as they nake efficient use of their
conbi ned resources. Both conpani es should al so benefit froma bond insurance
| andscape that is lacking any significant conpetition in the near term

Assured is well-capitalized, as neasured by Standard & Poor's capita
adequacy test, with a margin of safety of 1.6x-1.7x, which we view as strong.
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FSA's margin of safety was 1.5x-1.6x, which we also view as strong. The margin
of safety for FSA did include the residual capital charge for the financial
products busi ness. W expect that there will be little change in the conmpany's
mar gi ns of safety because of the |lowrisk business they intend to underwite
in the public finance market, comnmbined with a strong pricing environment.

As part of the sale of FSA, Dexia S.A has assuned the risk of FSA's G C
busi ness. W anal yzed the degree to which the structure with Dexia S. A
i sol ates the @ C business from FSA. Based on our analysis and testing, we
found that although the structure does create renoteness fromthese risks, the
conpany is not totally isolated fromthem In Cctober 2011, Dexia must post
required collateral to a trust for the benefit of Assured-FSA and the
G Cissuing entities. Until that tine, FSA has significant exposure to the
performance of Dexia. Bel giumand France have guaranteed Dexia's obligation,
and our rating on Dexia is dependent on both sovereigns. Therefore, we view
FSA as having large single-risk exposure to the two sovereigns.

Outlook

The negative outl ook on both entities reflects our view that the proposed
separati on of Assured-FSA's G C business does not fully mtigate asset risk
and exposes the conpany to related clains. Mst inportantly, prior to the
requi red collateral being posted, Assured-FSA would retain a |large single-risk
concentration exposure to Bel gi um (AA+/ Stabl e/ A-1+) and France

(AAA/ Stabl e/ A-1+). Unrelated to the acquisition, the outlook also reflects our
view that change in the conpetitive dynamcs of the industry--with the
potential entrance of new conpetitors, alternative forns of credit
enhancenent, and limted insurance penetration in the U S. public finance

mar ket --coul d hurt the conpani es' busi ness prospects.

We coul d revise the outl ooks on Assured and FSA to stable once the risk
associated with the G C business is defeased through the collateral posting
process and there is greater clarity in the industry's conpetitive dynam cs
and the conpanies' ability to be successful in that environnent.

Related Research
* Bond I nsurance Industry Overview And Anal ytical Focus, June 29, 2006

Ratings List

Ratings Affirned; CreditWtch/Qutlook Action
To From
Assured Guaranty Corp
Assured Guaranty (UK) Ltd.
Counterparty Credit Rating
Local Currency AAA/ Negati ve/ - - AAA/ St abl ef - -
Fi nanci al Strength Rating
Local Currency AAA/ Negati ve/ - - AAA/ St abl e/ - -
Fi nanci al Enhancenment Rati ng
Local Currency AAA/ - - - -
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Rati ngs Affirned

Fi nanci al Security Assurance Inc.
Fi nanci al Security Assurance Intl Ltd.
Fi nanci al Security Assurance (U K. ) Ltd.
FSA | nsurance Co.

Counterparty Credit Rating

Local Currency AAA/ Negati ve/ - -
Fi nanci al Enhancenment Rati ng

Local Currency AAA/ - - - -
Fi nancial Strength Rating

Local Currency AAA/ Negati ve/ - -

FSA Seguros Mexico S. A de C V.
Counterparty Credit Rating
Local Currency NKAAA/ St abl ef - -

Sutton Capital Trust | and |11

Preferred Stock AA
Sutton Capital Trust Il and IV
Pr ef erence Stock AA

Wbodbour ne Pass Through Trust Securities
Preferred Stock At

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. standardandpoors. com sel ect your
preferred country or region, then Ratings in the |eft navigation bar, foll owed
by Find a Rating.
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