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Mike Moriarty, Chair of the Valuation of Securities (E) Task Force   

    Re:
Reporting Bonds Insured by ACA Financial Guaranty Corp. 

 Date:
January 14, 2008 

1.
Background. Standard and Poor’s Rating Service (S&P) downgraded the financial strength rating of ACA Financial Guaranty Corp. (ACA) from A/Credit Watch Negative to CCC/Credit Watch Developing on Dec. 19, 2007.  On January 11, S&P reported that after concluding that the current ACA enhanced issue ratings may not adequately reflect the underlying credit characteristics of the bonds, S&P has suspended the rating of those ACA insured bonds for which the issuer has not sought an S&P public underlying rating (SPUR). Issues that were assigned SPURs will retain that rating. The Task Force wishes to clarify the reporting status of bonds that were insured by ACA for the 2007 year-end reporting process currently underway and for the 2008 reporting cycle. 
2. 
Reporting Instructions. 

a. 
2007 year-end reporting. At 12/31/07 all ACA insured bonds were rated CCC by S&P, equivalent to an NAIC 5 Designation. Bonds insured by ACA and rated only by S&P should report an NAIC 5 Designation for those bonds while those rated by more than one NAIC ARO should report the second lowest of the two or more ratings, consistent with the filing exempt rule in Part Four, Section 2 (d) of the Purposes and Procedures Manual. However, if, the credit quality of specific bonds is higher than NAIC 5, as measured by a SPUR, the insurer may translate the S&P SPUR rating into its equivalent NAIC Designation and report that designation. Also, reflecting the fact that most ACA guaranteed bonds’ rating only reflects ACA’s rating, and not the underlying municipality’s rating, insurers can opt for a different alternative. They can file the ACA guaranteed bonds with the SVO, and apply the resulting designation for the 12/31/07 annual statement filing.
b. 
2008 reporting. The determinative event for the 2008 reporting period is the withdrawal of all S&P ratings issued in reliance on ACA financial guaranty insurance in January. To the extent a specific bond is not rated by another NAIC ARO, this action rendered ACA insured bonds no longer eligible for the filing exemption. Pursuant to the P&P Manual, such bonds are now required to be filed with the SVO for credit quality assessment. Insurers with bonds that have SPUR ratings shall report an NAIC 3 Designation until such time as the SVO completes its analysis and assigns a credit quality designation for the security. Once the SVO has assigned an NAIC Designation, the insurance company shall report the SVO assigned credit quality designation. However, if the issuer of the bond to which a SPUR has been assigned converts the SPUR into an S&P rating, the security is again eligible for the filing exemption. 

3. Administration.  S&P has posted lists of rating changes at www.spviews.com. The SVO will use these lists to facilitate the tracking of affected bonds. When filing with the SVO, add a sentence to the Authorization to File (ATF) Form as follows: THIS IS AN ACA RELATED FILING FOR 2008. 
