
 

 

EXHIBIT B 

RISK CLASSIFICATIONS 

 

 

 

 



 

 

All credits are assigned risk classifications by the Surveillance Group using the following 
guidelines: 
 
CLASS I – “Fully Performing – Meets Ambac Criteria with Remote Probability of Claim” 
  

Credits that demonstrate adequate security and structural protection with a strong capacity to pay 
interest, repay principal and perform as underwritten.  Factors supporting debt service payment and 
performance are considered unlikely to change and any such change would not have a negative impact 
upon the fundamental credit quality. 
 
SURVEY LIST (SL) – “Investigation of Specific Condition or Weakness Underway” 
  

Credits that require additional analysis to determine if adverse classification is warranted.  These 
credits may lack information or demonstrate a weakness but further deterioration is not expected. 
 
CLASS IA – “Potential Problem with Risks to be Dimensioned” 
 

Credits that are fully current and monetary default or claims-payment are not anticipated.  The 
payor’s or issuer’s financial condition may be deteriorating or the credits may lack adequate collateral.  A 
structured financing may also evidence weakness in its fundamental credit quality as evidenced by its 
under-performance relative to its modeled projections at underwriting, issues related to the servicer’s 
ability to perform, or questions about the structural integrity of the transaction.  While these credits may 
still retain an investment grade rating, they usually have experienced or are vulnerable to a ratings 
downgrade.  Further investigation is required to dimension and correct any deficiencies.  A complete legal 
review of documents may be required.  An action plan should be developed with triggers for future 
classification changes upward or downward. 
 
CLASS II – “Substandard Requiring Intervention” 
 

Credits whose fundamental credit quality has deteriorated to the point that timely payment of debt 
service may be jeopardized by adversely developing trends of a financial, economic, structural, 
managerial or political nature.  No claim payment is currently foreseen but the probability of loss or claim 
payment over the life of the transaction is now existent (10% or greater probability).  Class II credits may 
be borderline or below investment grade (BBB- to B).  Prompt and sustained action must be taken to 
execute a comprehensive loss mitigation plan and correct deficiencies. 
 
CLASS III – “Doubtful with Clear Potential for Loss” 
 

Credits whose fundamental credit quality has deteriorated to the point that timely payment of debt 
service has been or will be jeopardized by adverse trends of a financial, economic, structural, managerial 
or political nature which, in the absence of positive change or corrective action, are likely to result in a 
loss.  The probability of monetary default or claims paying over the life of the transaction is 50% or 
greater.  Full exercise of all available remedial actions is required to avert or minimize losses.  Class III 
credits will generally be rated below investment grade (B to CCC).   
 
CLASS IV – “Imminent Default or Defaulted” 
 

Monetary default or claims payment has occurred or is expected imminently.  Class IV credits are 
generally rated D. 
 
 



 

 

CLASS V – “Fully Reserved” 
 

The credit has defaulted and payments have occurred.  The claim payments are scheduled and 
known, reserves have been established to fully cover such claims, and no claim volatility is expected. 

 
 




