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Research Update:
Customer Asset Protection Co. Outlook Revised

To Negative; 'A+' Ratings Affirmed

Rationale

On March 26, 2008, Standard & Poor's Ratings Services revised its outl ook on
Custonmer Asset Protection Co. (CAPCO to negative fromstable. At the sane
tinme, Standard & Poor's affirned its ' A+ counterparty credit and financial
strength ratings on CAPCO

Standard & Poor's assigns a negative outl ook when we believe the
probability of a downgrade within the next two years is at |east 30% The
revi sed outl ook reflects the challenging environnment for broker/deal ers and
their parents. Deterioration in their credit quality and risk-managenment
capabilities could affect CAPCO s financial strength. In the past couple of
nont hs, Standard & Poor's has revised the outl ook on several of CAPCO s
menbers' parents to negative. Also, the ratings on a couple of nenbers are on
CreditWatch with negative inplications, which neans there's the potential for
a nore i mm nent downgrade. The capital of CAPCO s nenbers and--in some
cases--their parents is an inportant resource for mtigating CAPCO s potenti al
paynents for its excess SIPC (Securities Investors Protection Corp.) coverage.

Standard & Poor's believes CAPCO has the ability to satisfy its
pol i cyhol der obligations follow ng an extrene event, such as a broker/deal er
i nsol vency coupled with a nisappropriation of 20 basis points of aggregate
client assets. A broker's loss of capital or lack of liquidity would hurt
CAPCO s performance under these tests because a broker/dealer'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 najor
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.

CAPCO provi des excess SIPC coverage for its nmenbers, which are
br oker/ deal ers. Broker/dealers are regulated entities where custoner assets
are required to be segregated fromthe firms assets and may not be used in
t he ongoi ng business of the firmor affected by a broker/dealer's own trading
| osses or own subprine-related | osses. For an excess SIPC claimto occur, al
of the follow ng nust happen: a broker/deal er nust be deenmed insolvent; client
assets nust be found to be missing, |ost or stolen; and custoner property,
SI PC advances, fidelity bond proceeds, if any, and distributions fromthe
general estate of the nenber, if any, to custoners are insufficient to satisfy
custonmer account obligations. Neither SIPC nor excess SlIPC cover a decline in
the market value of a client's investnents.
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CAPCO has an adequate conpetitive position. Standard & Poor's does not
vi ew CAPCO s conpetitive position as a key ratings factor provided CAPCO is
able to maintain a relatively stable nmenbership base that is |arge enough to
nmake the captive a cost-effective solution for its nmenbers. Three nenbers have
withdrawn or will withdraw from CAPCO in the past three years. These
departures were because of events that affected a nmenber, such as a nerger or
acquisition, and do not signal a |lack of CAPCO s viability.

The conpany's investnent portfolio is invested alnost entirely in U S
Treasuries with maturities of three years or less. As a result, the risk of
material loss to capital because of investnment performance is |ow, and the
liquidity of the portfolio is very high

Outlook

Standard & Poor's will lower the ratings on CAPCO if we conclude that
deterioration in the financial strength of CAPCO s nenbers has had a
significant negative inpact on CAPCOs ability to satisfy its potentia
obligations to its policyholders. Alternately, we would revise the outl ook
back to stable if we conclude that the financial strength and risk-nmanagenent
capabilities of CAPCO s nenbers have stabilized and inproved and that CAPCO s
clains-paying ability has not weakened materially.

The ratings and outl ook on CAPCO wi |l not necessarily nmove in tandemw th
those on its menbers. However, the ratings on the nenbers are an inportant
factor in the CAPCO rating. A significant |oss of nenbers could lead to an
adverse rating action because the departures could threaten CAPCO s ability to
of fer excess SIPC coverage cost-effectively. W expect that CAPCO will
maintain its narrow focus and earn a stable and nodest return each year, with
a zero loss ratio.

Ratings List
Ratings Affirmed; CreditWtch/Qutl ook Action

To From
Cust onmer Asset Protection Co.
Counterparty Credit Rating
Local Currency A+/ Negati ve/ - - A+/ St abl e/ - -
Fi nancial Strength Rating
Local Currency A+/ Negati ve/ - - A+/ St abl e/ - -

Conplete ratings information is available to subscribers of RatingsDirect, the
real -ti me Web-based source for Standard & Poor's credit ratings, research, and
risk analysis, at wwv. 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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