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Disclaimer

This document is NOT a research report under U.S. law and is NOT a product of a fixed income research department. This
document has been prepared for Qualified Institutional Buyers, sophisticated institutional investors and market professionals
only. This document is a product of a trading desk and has been prepared by a member of the trading desk who supports
underwriting, sales, and trading activities. Please refer to important information provided at our Portal at bofa.com for a more
detailed description of applicable conflicts of interest.

To our U.K. clients: This communication has been produced by and for the primary benefit of a trading desk. As such, we do not
hold out this piece of research (as defined by U.K. law) as being impartial in relation to the activities of this trading desk.

Banc of America Securities LLC is a subsidiary of Bank of America Corporation and member NYSE, FINRA, and SIPC.

The information contained herein was obtained from sources we believe to be reliable; however, we do not guarantee its
accuracy or completeness. No representation or warranty, express or implied, is made as to fairness, accuracy,
completeness, or correctness of the information contained herein, and Banc of America Securities has no obligation to update
or correct such information. This information does not constitute or contain investment advice, and is subject to change
without notice.
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Municipal Bond Insurers and the Credit Crisis
Timeline of Developments (1 of 4)

Nov. 8: Capital adequacy is under review Dec. 5: Discussion of analytical
for all insurers. Risk of inadequacy: methods for capital adequacy Dec. 11: MBIA's announced Dec. 14: Rating actions announced:
Moodv’s Likely ------n-mmeeee > CIFG review is provided. MBIA's risk capital infusion is acknowledged FGIC, XL ==nnmmmmmennmnnes > Aaa (possible downgrade)
Y8 —m - Moderate - > Ambac, XL, FGIC |~ ~ " of capital inadequacy is now =~ as‘meaningfully enhancing T T T T "7 CIFG, MBIA -------eoemeneee > Aaa (negative outlook)
Unlikely ----------- > MBIA communicated to be financial flexibility”. Ambac, Assured, FSA ----> Aaa (stable outlook)
Highly Unlikely --> FSA, Assured “somewhat likely”.

Oct. 29: Capital adequacy is under review
S&P - - - -. for all insurers. NO INSUrer SPECific ~  — o o o o o o e e e e e e e =
observations provided.

Nov. 5: Capital adequacy is under review

for all insurers. Risk of inadequacy: Dec. 12:
. High ------------- > CIFG, FGIC Nov. 22: CIFG’s rating is affirmed XL is
Fitch - - ----- Moderate ------- >Ambac, XL T T 777" with stable outlook inresponseto '~ T T T T T T T T T T T TS S m o s o s s s s s e e placedon = === -====-~-
[0 TV — > MBIA capital infusion. negative
Minimal --------- > FSA, Assured watch.

| October 29 | November 5 | November 12 | November 19 | November 26 | December 3 | December 10

Dec. 13: Commitment to reinsure $29 billion

Ambac of bonds with Assured Guaranty.
A d Dec. 12: Plans to initiate public offering of 300 million common
ssure shares to take advantage of reinsurance opportunities.
CIFG Nov. 22: Controlling shareholders to provide
$1.5 billion of additional capital support.
FGIC Dec. 14: Comprehensive plan to enhance capital is actively being pursued;
yet no assurance can be given as to ability to satisfy rating agencies.
FSA
MBIA Dec. 10: $1 billion capital infusion from
private equity firm Warburg Pincus LLC.

XL Capital Dec. 13: Options under evaluation include: 1) reinsurance; 2) restructuring

apita existing obligations; and 3) raising additional capital.
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Municipal Bond Insurers and the Credit Crisis
Timeline of Developments (2 of 4)

Jan. 16: Jan. 17:
s Ambac under MBIA under
MOOdY'S - o o m o o o e oo review for "7 reviewfor 77T TTTToToTTToToooooomommmommmmmTmTT
downgrade. downgrade.
Dec. 19: Rating actions announced: . . . .
S&P FGIC ------mmmmmmmmme oo > AAA (CreditWatch negative) Jan. 31; Rating actions announced:
~ 7 Ambac, CIFG, MBIA, XL --> AAA (negative outiook) ~ ~ -~~~ - T T T T T T T T TS TS T oo m T e T e e T T FGIC ----ovr > Downgrade t0 AA . . -t
ASSUTEd, FSA ~—ormeemmemn > AAA (stable outlook) MBIA, XL ----> CreditWatch negative from negative outlook
. . Jan. 24: XL
Dec. 17: Dec. 20 Dec. 21.: Jan. 18: Ambac Capital is Jan. 30: FGIC
i FGICis MBIA is Ambac is Jan. 16: MBIA's rating is affirmed is downgraded downgraded to is downgraded
Fitch - placedon - =~ placedon ' placedon —==============-- with stable outlook in responseto | T T T T T~ to AA and " Aandremains | t0AAand ST oo T - ---
negative negative negative $1 billion Surplus Note sale. remains on on negative remains on
watch. watch. watch. negative watch. watch. negative watch.
Jan. 23: NYS
insurance
regulators talk
| December 17 | December 24 | December 31 | January 7 | January 14 | January 21 | January 28 with banks
about raising
capital for
bond insurers.
Jan. 16: Formal capital plan to raise Jan. 18: Capital plan suspended
Ambac : e o
in excess of $1 billion is announced. due to market conditions.
Assured
Dec. 21: $1.5 billion capital
CIFG P

infusion completed.

FGIC
FSA
Jan. 11: $1 billion sale of Surplus
MBIA Notes priced to yield 14%.
XL Capital
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Municipal Bond Insurers and the Credit Crisis

Timeline of Developments (3 of 4)

Mar. 12:
Feb. 7: XL Capital Eeb. 14: FGIC is Eeb. 26: MBIA’S Aaa Feb. 29: Ambac Mar. 4: XL Mar. 6: CIFG Ambac Aaa Mar. 14:
Moody’s _____ is downgraded to _ downgradedto A3 rating is affirmed and needs approx. _ Capital under is downgraded Mar. 11: FSA affrmed and _ Assured
A3 and remains on and remains on remains on negative $2 billion of new review for to Al with Aaa affirmed. outlook Aaa
negative outlook. negative outlook. outlook. capital. downgrade. stable outlook. l(ilr:azr;gti?/(sje to Affirmed.
Feb. 25: Rating actions announced: Mar. 12: Mar. 21: FGIC
CIFG, MBIA ---> AAA affirmed (negative outlook) Ambac --> AAA affirmed and placed on
e I kbl Lt Ambag -—------- > AAA affirmed (Creditwatch negative) == === = === = ----m-o oo outiook changed to Negative, | =~ T~ CreditWatch
FGIC ------------ > Downgrade to A (CreditWatch developing) CIFG ---> Downgraded to A+ Negative.
XL =-mmmmmmmmneee- > Downgrade to A- (CreditWatch negative) with negative outlook.
Feb. 5: Review will continue :
PP Mar. 7: CIFG
in light of increased loss ﬁngraded tl,s Mar. 12 Ambac
Fitch —. Projectionsformortgage ' _ | _ _ _ _ ol L. AA- and [ _ | AA affrmed ) | [
backed securities. Both MBIA . and outlook
and CIFG placed on negative remams on changed to
watch. negative watch. Negative. Feb. 14: NYS
regulators raise
concept of
splitting
troubled
I February 11 I February 18 I February 25 I March 3 I March 10 I March 17 instrers -
isolate
municipal
operations.
Ambac Feb. 29: 6-month suspension of Mar. 6: $1.5 billion common equity
structured finance activities. and equity unit public offering.
Eeb. 29: Up to $1 billion equity
Assured to be sold to WL Ross.
CIFG
FGIC Feb. 15: Requests insurance regulator
approval to be split into two firms.
Feb. 4: $500 million from parent
FSA for municipal opportunities.
Feb. 6: Raises $1 billion in Feb. 25: 6-month suspension of structured finance Mar. 7: Requests immediate
MBIA common stock equity offering. activities and signals possibility of splitting into two firms. withdrawal of ratings from Fitch.
. Mar. 14: Temporary halt to
XL Capltal writing new insurance business.
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Municipal Bond Insurers and the Credit Crisis
Timeline of Developments (4 of 4)

i Mar. 31: FGIC
Mar. 28: Radian Aa3 downgraded to Baa3;
Mo0dY'S - m e e e e m - o afﬂrmed. OUNOO'.( — — — = REMAINS ON FEVIEW fOf = = = = e e o o
revised to Negative. possible downgrade.

Mar. 28: FGIC Apr. 8: Radian outlook
S&P - - downgraded to BB * = revisedto CreditWatch — === — - - - - - - - - - T T T T T T T T T T T T T T ST T ST s s s s

and assigned Negative

Negative outlook.

. Mar. 26:
) Ma!'. 2"12 W!" XLCA ---> downgraded to BB Mar. 31: CIFG Apr. 4: MBIA
Fitch - maintain rating on - and placed on Negative Outlook. = =|=" downgradeq to A-. - downgradeq [ e e e e
MBIA for at least FGIC ----> downgraded to BBB Outlook revised to Outlook revised to
next few months. and placed on Negative Outlook. Negative. Negative.
| March 24 | March 31 | April 7 | April 14 | Aprit 21
A
Ambac
Assured
Mar. 31: Requests
CIFG immediate withdrawal
of ratings from Fitch.

Apr. 14: Announces discussions with
FGIC potential investors, exploring raising

capital for a new AAA company

dedicated to public finance.

FSA
MBIA

XL Capital
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Municipal Bond Insurers and the Credit Crisis

Current Rating Status

MUNICIPAL BOND INSURERS *

Current Rating Status (as of 4/21/08 at 4:00 pm)

Moody’s Standard & Poor’s Fitch
Ambac Aaa Affirmed 3/12/08 AAA Affirmed 3/12/08 Downgraded AA Affirmed 3/12/08
with Negative Outlook with Negative Outlook with Negative Outlook
Assured Stable Outlook
Guaranty (Affirmed 3/14/08) Stable Outlook Stable Outlook
CIFG Downgraded 3/6/08 to A1 Downgraded 3/12/08 to A+. Downgraded 3/31/08 to A-.
with Stable Outlook. Remains Negative Outlook Outlook revised to Negative.
FGIC Downgraded 3/31/08 to Baa3. Downgraded 3/28/08 to BB from A. Downgraded 3/26/08 to BBB
Remains Under Review for Downgrade. Negative Outlook with Negative Outlook
Stable Outlook Stable Outlook
FSA (Affirmed 3/11/08) Stable Outlook (Affirmed 1/24/08)
VBIA Aaa Affirmed 2/26/08. AAA Affirmed 2/25/08 Downgrad E‘l ;é?i“v’g%fﬂﬁgk'?e"ised to
Remains on Negatlve Outlook Remains Negatlve Outlook 3/7/08: MBIA has requested immediate ratlings withdrawal
Downgraded 2/7/08 to A3.
XL Capital Placed Under Review for Downgraded 2/25/08 to A-. Downgraded 3/26/08 to BB

Downgrade on 3/4/08.

Remains CreditWatch Negative

with Negative Outlook

Aa3. Outlook revised to

Radian Asset Negative on 3/28/08

AA. Outlook revised to CreditWatch
Negative on 4/08/08

Downgraded 9/5/07 to A+.
Outlook Evolving

ACA NR

Downgraded 12/19/07 to CCC.
CreditWatch Developing

NR

1. All insurers are rated Aaa/AAA/AAA unless otherwise noted.
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Consequences for Municipal Issuers

Auction Rate Market

+ Increasing interest rates on auction rate securities

= November (2007): 7 Day averaged 3.39%
= January (2008): 7 Day averaged 3.90%
= March (2008): 7 Day averaged 6.73%

¢ Dealers unable or unwilling to support auctions

» Failure rate is important for support

¢ Highly publicized failed auctions

= Port Authority New York / NJ
= Stanford University
= State of Mississippi

¢ Failed auctions included strong underlying issuers and “good” bond insurers

+ Future of auction products highly doubtful as liquidity is called into question

= 7 Day auction index was recently 4.32%

Bankof America __



Consequences for Municipal Issuers

Variable Rate Demand Bonds

¢ Dislocation hits VRDB bond market

4/24/08
Tier Yield Spread to BMA
7-Day GM 2.45 0.02
7-Day AMT 2.55 0.12
FSA / Assured 2.45 0.02
AMBAC 3.10 0.67
FGIC 6.00 3.57
MBIA 3.10 0.67
XLCA 6.00 3.57
CIFG 6.00 3.57

¢ Widespread “put” of certain insured bonds

» Availability of liquidity tied to certain insurers

Bankof America __



Consequences for Municipal Issuers

Variable Rate Demand Bonds

¢ Failed remarketings
= Some dealers choosing not to hold VRDB'’s in inventory
= Smaller firms at first
» Remarketing at any price (10% levels)
= Notices sent to Liquidity Providers

¢ Banks holding bonds
» Taxable rates although sometimes lower than remarketed rates
= Ability to terminate facility and accelerate repayment with notice if insurer falls below AA
= Ability to terminate facility without notice if insurer falls below investment grade



Consequences for Municipal Issuers

Reaction of LOC Banks

¢ Tighter credit standards and higher prices

¢ Banks not responding to competitive solicitations and need more processing time to commit

¢ Some Banks requiring approval of remarketing agents

& Bank rates being set at the maximum rate on the bonds

< Initial terms are being shortened

+ Will be more difficult to complete insured floaters in the future



Consequences for Municipal Issuers

Market Impact

< Interest rate swaps no longer provide effective hedge

= Both SIFMA/BMA and LIBOR — based swaps experience significant basis risk

¢ Insured swaps may have collateral posting termination events

= Downgrade (or non-performance) of bond insurer

+ Issuer rights to terminate the swap

= Downgrade of the counterparty

¢ Cost of funds swaps may convert to an index if bonds are put to liquidity bank



Consequences for Municipal Issuers

Credit Spreads Have Widened

Spreads
(bps)

Market Pricing Levels
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