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Current Situation: 
As stated previously, the Ambac credit rating downgrade has triggered the need to replace the 
swaps which is no fault of Rice’s. On September 1, 2009, it was recommended that the Board 
approve termination and replacement of the seven Ambac-Rice swaps due to the severe 
downgrade in Ambac’s credit rating on June 25, 2009. This downgrade required Rice to post 
additional collateral or to replace Ambac as the guarantor on these transactions. Since the 
downgrade, the County, its financial advisors, and legal counsel have worked diligently with Rice 
to expeditiously resolve the issue. While this was occurring in July 2009, Ambac’s credit ratings 
were further downgraded as reported to the Board on September 1, 2009 and make an Ambac 
bankruptcy filing eminent. To date Rice has not posted additional collateral and has so far failed to 
successfully replace Ambac. 
 
Rice initially proposed replacing Ambac with Deutsche Bank at no cost to the County. This would 
eliminate the County’s exposure to an Ambac insolvency and allow the County to continue 
receiving future swap receipts. However, on September 9, 2009, Rice informed the County that 
the replacement of Ambac with Deutsche Bank may take three to four additional weeks. This 
delay, with no guarantee that an acceptable agreement will be reached, leaves the County 
exposed to Ambac’s potential insolvency for an unacceptable period of time.   
 
Over the last two weeks, the County’s financial team continued to work with Rice and to also 
identify and evaluate options available to the County to minimize the effects of an Ambac 
insolvency.  On September 9, 2009, Rice also submitted a proposal to replace Ambac with BNY 
Mellon on the Water and Sewer swap. The proposal could be acceptable to the County provided 
certain terms and conditions were negotiated. Since the County has had a long and profitable 
relationship with both Rice and BNY Mellon, and since expeditious replacement of Ambac is in the 
best financial interest of the County, authorization is being sought to complete these negotiations 
with Rice and to replace Ambac on this swap. BNY Mellon proposes to have an option to 
terminate the agreement after 10 years. This authorization would also allow the County Mayor 
after consultation with County’s swap advisor, bond counsel and the Office of the County Attorney, 
to replace BNY Mellon with a new counterparty if BNY Mellon exercises this option.  
 
Since Rice has been unable to provide acceptable proposals to replace Ambac on the remaining 
swaps, the six swaps would be replaced using the open market process described in the 
Resolution.  
 
Termination and Replacement 
In order to replace these swaps, it is necessary to terminate the existing contracts and to solicit 
bids on the open market for replacement contracts. Table 1 shows the termination value (amount 
payable to the County) on September 10, 2009. The table also shows the estimated revenues the 
County would receive by continuing its investment in similar swap transactions. While simply 
terminating the swap contracts could result in payments to County totaling approximately $23.75 
million, the County would forego more than $171 million in future revenues over the remaining 
term of the swaps.  
 
It should be noted that termination allows the County to replace the Ambac-Rice Swaps when the 
market is most favorable for the County. In such case, the County could terminate the transaction 
when the interest rates provide the highest termination value which could and also make it 
attractive for the County to enter into new swap contracts.  However, if Ambac declared 
bankruptcy prior to the County terminating the agreements, pursuant to the swap documents, 
Ambac would be the party to determine when to terminate the transactions.  Ambac would most 
likely choose market conditions that are more favorable to itself.  Consequently, County control of 3




