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March 25, 2011 

 

Mr. Mark Puccia, Criteria Officer 

Ms. Colleen Woodell, Chief Credit Officer 

Mr. Rodney Clark, Managing Director 

Mr. Robert Green, Director 

Standard & Poor's Ratings Services 

55 Water Street, 33rd fl. 

New York, NY 10041-0003 

 

 

Ladies and Gentlemen: 

This letter supplements our letter to you dated March 1, 2011 (the “First Letter”), which we attach for 

your convenience, regarding S&P’s “Request for Comment: Bond Insurance Criteria”, dated January 

24, 2011 (“RFC”).  Since we wrote the First Letter we have identified additional important issues and 

have developed further some of our comments on the proposed criteria.   

Given the very significant issues we and other market participants have identified with the proposed 

criteria, we urge Standard & Poor’s Ratings Services (“S&P”) to provide an opportunity for us and other 

market participants to provide additional feedback regarding any revision to the proposed criteria before 

the new criteria are implemented. 

Purpose of the Criteria Change 

S&P did not volunteer in the RFC specific reasons for making the significant revisions to the criteria it is 

proposing.  It appears to us that that S&P may have been influenced by two recent developments 

impacting the bond insurance business. 

First, during the financial crisis most of the formerly AAA bond insurers lost their AAA ratings, and many 

descended to junk bond status fairly rapidly.  The consensus is the rapid decline was caused by the 

mortgage crisis and the bond insurers’ exposure to related structured finance products, particularly 

through ABS CDOs with concentrations in RMBS.  (It is no accident that the only two bond insurers to 

survive the crisis with an S&P AAA, both now part of the Assured Guaranty family of companies, did not 

materially participate in ABS CDOs with concentrations in RMBS.)  However, there is no indication in 

the RFC that S&P back-tested the proposed new criteria to determine if they would have helped it 

identify the fallen bond insurers as being riskier during the run-up to the mortgage crisis.  Given the 

operation of the proposed leverage test and the material increases in the municipal capital charges, we 

believe it is highly unlikely that the revised criteria would have helped. 
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