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Research Update:

MBIA Inc. Placed On CreditWatch Positive;
Subsidiaries Upgraded

Overview

« MBIA Corp.'s liquidity position in our view, inproved, |essening the
i kelihood of the conpany falling under regulatory control during the
next 12 nont hs.

* National's capital adequacy position and financial risk profile have al so
strengt hened, in our view.

* W are raising our ratings on MBIA Corp. and National and placing
National and MBI A Inc. on CreditWatch Positive.

e The stable outlook on MBIA Corp. reflects our view that the conpany's
capital and liquidity is adequate to neet claimpaynents for the next 12
nont hs.

Rating Action

On May 8, 2013, Standard & Poor's Ratings Services raised its financial
strength rating on MBI A Insurance Corp. (MBIA Corp.) to 'B" from'CCC . The
outl ook is stable. At the sane tinme, we raised our financial strength rating
on National Public Finance Guarantee Corp. (National) to 'BBB from'BB and
the stand-al one credit profile to 'a" from'bb'. W placed our rating on
Nati onal on CreditWatch Positive. W also placed our '"B-' long-term
counterparty credit rating on MBIA Inc. on CreditWatch Positive

Rationale

Qur rating action on MBIA Corp. reflects our view that potential stress on the
conpany's liquidity position has | essened as a result of the announced
settlenent with Bank of Anerica (BofA), and that the conmpany is unlikely to
cone under regulatory control during the next 12 nonths. The settl enent

i ncl uded the commutation of all of the MBIA Corp. policies with BofA insuring
a notional amount of approximately $6.1 billion of credit default swaps

ref erenci ng commerci al nortgage-backed securities transactions that
experienced significant deterioration in recent nmonths and a $500 mllion

t hree-year secured revolving credit agreement with Bof AL The rating al so
reflects our view of the conmpany's small capital base relative to the risk of
its insured portfolio; poor operating performance, which we expect to
continue; and | ack of conpetitive advantage to inprove its financial position
in the next 12 nonths. The rating reflects the conpany's run-off status and
our belief that this corporate profile is unlikely to change in the near term

Qur rating action on National reflects our view of the conpany's strengthened
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capi tal adequacy position and financial risk profile following MBIA Corp.'s
repaynent of the interconpany |loan. As part of the settlenent, BofA paid

approximately $1.7 billion, consisting of approximately $1.6 billion in cash
and $137 million principal amount of MBIA Inc.'s 5.70% seni or notes due 2034,
both of which will be used to repay the interconpany |oan of approximtely

$1.6 billion. The rating on National reflects our view that MBI A Corp.
continues to act as an anchor on the National rating, pending final resolution
of litigation challenging National's split from MBIA National's stand-al one
credit profile of "a' reflects the conpany's stable and strong earnings and

| ow potential for stressed |losses given the risk profile of the insured
portfolio. Mnimal volatility of the insured portfolio reflects a history of
strong underwiting. Prospectively, National conpares favorably with
conpetitors as a result of distribution channels, custoner relationships, and
managenment's underwriting expertise. Ofsetting factors include the conpany's
current inactive state. While the conpany does not wite new business, its
liquidity will be weakened by | ow cash-fl ow generation that depends

predonmi nantly on investnent incomne.

Qur rating on MBIA Inc. reflects the operating conpanies' linmted dividend
capacity and the hol ding conpany's weak liquidity position. Qur rating also
reflects MBIA Corp.'s run-off state and National's limted near-term growth
opportunities. W expect MBIA Inc.'s cash and short-terminvestnents to cover
its debt-servicing needs and operating-expense obligations through 2014--an

i nportant factor for the rating. The continued estimated tax escrow rel ease in
January 2015 and 2016 related to the tax-sharing agreenent could al so provide
additional liquidity.

CreditWatch

The positive CreditWatch on National and MBIA Inc. reflects our viewthat the
conpanies will likely settle with the remaining plaintiff inits
transformation case in the near termgiven the recent settlement with BofA W
believe that the settlenent and subsequent resolution of litigation would

all ow National to be recognized as a separate legal entity, maintain the
assuned book of business and capital, and begin witing business once it
denonstrates favorabl e market acceptance and conpetitive characteristics. If a
settlenent is achieved, National's financial strength rating would be "A" with
a stable outlook, reflecting its stand-alone credit profile. Qur view would be
that MBI A Corp. would no | onger act as an anchor to National's rating. W
woul d raise our rating on MBIA Inc. to '"BBB'. Qur rating on MBIA Inc. would be
linked to National as the principal source of debt service and hol di ng- conpany
expense needs, and would foll ow standard hol di ng-conpany notching criteria.

Outlook

The stable outlook on MBIA Corp. reflects our view that the conpany's capital
and liquidity is adequate to neet claimpaynents for the next 12 nonths. G ven
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the risk of the remaining insured portfolio relative to MBIA Corp.'s capita
base and linmted opportunity to inprove its capital position, we expect

capital to remamin under stress. If MBIA's capital stabilizes as a result of

di m ni shed potential for future adverse | oss devel opment, we would view this
as positive to the rating. However, if the conpany exhibits increased | osses
and di mnished liquidity, such that the tinme to a possible breach of m ninmum
regul atory capital levels shortens to less than two years, or if surplus falls
to |l ess than $500 mllion, we could | ower the ratings.

Related Criteria And Research

 Bond | nsurance Rating Methodol ogy And Assunptions, Aug. 25, 2011
e Hol di ng Conpany Anal ysis, June 11, 2009

Ratings List
Rati ngs Affirned
MBI A | nsurance Corp.
Subor di nat ed C

Preferred Stock C

Credi tWatch Action

To From
MBI A I nc.
Counterparty Credit Rating
Local Currency B-/ WAt ch Pos/ - - B-/ Negati ve/ - -
MBI A I nc.
Seni or Unsecured B-/ Wt ch Pos B-
Upgr aded
To From
MBI A | nsurance Cor p.
MBI A U. K. Insurance Ltd.
Fi nanci al Enhancenent Rati ng
Local Currency B/ --/-- cca - -/ --
MBI A G obal Funding LLC
Seni or Secured B CCcC
Seni or Unsecured B CccC
Upgraded; CreditWatch/ Qutl ook Action
To From
MBI A | nsurance Corp
Counterparty Credit Rating
Local Currency B/ St abl e/ - - CCC/ Negative/ - -
WWW.STANDARDANDPOORS.COM/RATINGSDIRECT MAY 8, 2013 4

1128730 | 300001356



Research Update: MBIA Inc. Placed On CreditWatch Positive; Subsidiaries Upgraded

MBI A | nsurance Cor p.
MBI A U. K. Insurance Ltd.
Fi nancial Strength Rating
Local Currency B/ St abl e/ - - CCC/ Negative/ - -

Muni ci pal Bond I nsurance Assn.
Nati onal Public Finance Guarantee Corp.
Counterparty Credit Rating

Local Currency BBB/ WAt ch Pos/ - - BB/ Devel opi ng/ - -
Fi nancial Strength Rating
Local Currency BBB/ WAt ch Pos/ - - BB/ Devel opi ng/ - -

Nati onal Public Finance Guarantee Corp.
Fi nanci al Enhancenment Rati ng
Local Currency BBB/ Wt ch Pos/ - - BB/ --/--

Conplete ratings information is available to subscribers of RatingsDirect at
www. gl obal credi tportal.com and at ww. spcapitalig.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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