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Research Update:
Customer Asset Protection Co. 'A+' Ratings

Placed On CreditWatch Negative

Rationale

On Sept. 16, 2008, Standard & Poor's Ratings Services placed its 'At'
counterparty credit and financial strength ratings on Custoner Asset
Protection Co. (CAPCO on CreditWatch with negative inplications.

This rating action follows the announcenent by Lehman Brothers Hol di ngs
Inc. (Lehman) that it filed a petition under Chapter 11 of the U S. bankruptcy
code. However, the decision to place the ratings on CAPCO on CreditWatch
refl ects other concerns besides the chall enges confronting Lehnan. Standard &
Poor's revised its outl ook on CAPCO to negative on March 26, 2008, because of
the potential for deterioration in the credit quality and ri sk- nanagenent
capabilities of CAPCO s nenbers.

CAPCO provi des excess SIPC (Securities Investors Protection Corp.)
coverage for its nmenbers, which are broker/deal ers. Broker/dealers are
regul ated entities, where custoner assets are required to be segregated from
the firms assets and nay not be used in the ongoi ng business of the firmor
affected by a broker/dealer's own trading | osses or own subprine-rel ated
| osses. For an excess SIPC claimto occur, all of the follow ng nmust happen: a
br oker/deal er nust be deemed insolvent; client assets must be found to be
m ssing, lost, or stolen; and customer property, SIPC advances, fidelity bond
proceeds, if any, and distributions fromthe general estate of the nmenber, if
any, to custonmers are insufficient to satisfy custoner account obligations.
Nei t her SI PC nor excess SIPC cover a decline in the market value of a client's
i nvestments.

Lehman's bankruptcy filing by itself will not create an excess Sl PC
claim SIPC announced today that it appears all custoner cash, stocks, and
other securities are accounted for, and SIPC does not anticipate initiating a
liquidation proceedi ng agai nst Lehman's U. S broker/deal ers. Lehnman is the
hol di ng conpany for three broker/dealers that are nenbers of CAPCO None of
t hose brokers have filed for bankruptcy protection, but Lehman Brothers
International (Europe) was placed under administration by its regul ator

The current environnent for broker/dealers and their parents is very
chal | engi ng. The probl ens i nclude nounting | osses fromresidential
nort gage- backed securities, a weak U. S. economny, and strains on financial
institutions' liquidity. Consequently, Standard & Poor's has a negative
outl ook on the majority of CAPCO s nenbers. Several nmenbers have al so been
downgr aded since the disruption in the nortgage and housi ng markets began in
early 2007. The capital of CAPCO s nenbers and--in some cases--their parents
is an inportant resource for mtigating CAPCO s potential payments for its
excess S| PC cover age.

Standard & Poor's will resolve the CreditWatch status of the ratings by
assessing CAPCO s ability to satisfy its policyholder obligations. The insurer
financial strength rating on CAPCO depends on its ability to pass two tests
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used by Standard & Poor's to assess its clains-paying ability. One test
assumes the msappropriation of $3 billion of client's funds. The other test
assunes the broker/deal er becones insolvent and there is a m sappropriation of
a small portion of clients' funds. A broker's |loss of capital or |ack of
l[iquidity would hurt CAPCO s performance under these tests because a
broker/deal er's capital (and sonetines even that of its parents) is a resource
to pay clains. Excess SIPC clains are very rare, and the probability of one
occurring at a nmjor broker/dealer is extrenely rare.

The ratings on CAPCO are based on the conpany's strong cl ai ms-payi ng
ability, niche conpetitive position serving many of the | eadi ng broker/deal ers
inthe US and UK, high liquidity, lowinvestrment risk, and an underwiting
standard intended to result in an expected zero loss ratio. Ofsetting factors
i ncl ude the conpany's nodest scope of operations, short operating history
(since Decenber 2003), and reliance on highly rated reinsurers for renotely
possi bl e, extrenely |arge | osses.

Ratings List
Ratings Affirned; CreditWtch/ Qutlook Action

To From
Cust omer Asset Protection Co.
Counterparty Credit Rating
Local Currency A+/ Wat ch Neg/ - - A+/ Negati ve/ - -
Fi nanci al Strength Rating
Local Currency A+/ Wat ch Neg/ - - A+/ Negative/ - -

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 Al 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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