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Research Update:

ACA Financial Guaranty Corp. Ratings Raised
To 'B'; Ratings Are Withdrawn

Rationale

On Dec. 15, 2008, Standard & Poor's Ratings Services raised its financial
strength, financial enhancenent, and issuer credit ratings on ACA Fi nanci al
Guaranty Corp. to 'B" from'CCC and renoved them from CreditWatch Devel opi ng.
The outl ook is developing. At the sane tine, we also withdrew the ratings at

t he conpany's request.

The upgrade reflects the positive effects of the restructuring
transaction conpleted this past August that settled all outstanding CDO and
rei nsurance exposures of the conpany, including the significantly deteriorated
CDO of ABS transactions, elimnating a requirenent to post a significant
amount of collateral to the CDO of ABS counterparties. The settlenment required
that ACA nmake a $209 million cash paynent and a distribution of surplus notes.
The surplus notes provide the fornmer CDO counterparties and certain other
counterparties with what amounts to a 95% economic interest in the conpany.

As a result of the transaction, the conpany's $7 billion risk portfolio
is conmprised al nost exclusively of U'S. public finance exposure predoni nantly
of "BBB' and 'BB' credit quality with above-average concentrations in the
heal th care and hi gher education sectors.

Statutory capital of $174.7 million at Sept. 30, 2008, was down from
$414.8 mllion as of Dec. 31, 2007, reflecting in part the cost of the
settlenent. We assess ACA' s capital adequacy as consistent with a
specul ati ve-grade rating, based on a margin of safety in the range of
0. 5x—0. 7x. The nmargin of safety expresses the relationship of theoretica
| osses incurred during a severe stress nodeling exercise to capital remaining
at the end of the nodeling period.

The devel opi ng outl ook reflects the follow ng possibilities:

e That the conpany could run off in an orderly fashion with capita
adequacy inproving due to | ow | osses and effective expense nanagenent; or
e That capital adequacy could deteriorate through a conbination of
meani ngf ul |1 osses precipitated by weak credits and/or a soft econony,
poor expense managenent, and/or excessive distributions to surplus
not ehol ders as allowed by the Maryland | nsurance Adm nistration (MA).

There is also the risk that should finances deteriorate, ACA could be
pl aced under rehabilitation by its regulator, the MA, in which case the
rati ngs woul d be changed to 'R . An 'R rating signifies that an insurer is
under regul atory supervision because of its financial condition
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Ratings List

ACA Financi al Guaranty Corp.

Upgr aded; CreditWatch/ Qutl ook Action

To From
Counterparty Credit Rating
Local Currency B/ Devel opi ng/ - - CCC/ Wat ch Dev/ - -
Fi nanci al Enhancenment Rati ng
Local Currency B/ -- CCC/ Wt ch Dev/ - -
Financial Strength Rating
Local Currency B/ Devel opi ng/ - - CCC/ Wat ch Dev/ - -
Rati ngs Wt hdrawn
To From
Counterparty Credit Rating
Local Currency NR B/ Devel opi ng/ - -
Fi nanci al Enhancenent Rati ng
Local Currency NR B/ --
Fi nancial Strength Rating
Local Currency NR B/ Devel opi ng/ - -

Conplete ratings information is available to subscribers of RatingsDirect, the
real -ti ne Web-based source for Standard & Poor's credit ratings, research, and
ri sk analysis, at ww. 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 sel ect your preferred country or region, then
Ratings in the |left navigation bar, followed by Credit Ratings Search.
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