MBIA Ends Dividend; S&P Affirms Ratings
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Bond insurer MBIA Inc. eliminated its quarterly dividend and said it would not do any new structured finance business for about six months as it struggles to keep enough capital to retain its treasured AAA credit rating.

Jay Brown, the company's new chairman and chief executive, recommended that the board eliminate the dividend to preserve about $174 million a year.

In a letter to shareholders Monday, Mr. Brown, MBIA's former CEO who returned to that job last week, said leaders of the nation's largest bond insurer have decided to split the company within five years. "As soon as it's feasible but within a five-year period, we will restructure the company in such a way as to insure public and structured finance business from separate operating entities."

Meanwhile, the Armonk, N.Y., financial services company will cease ensuring new derivative credit contracts from its insurance companies and has suspended the writing of all new structured finance business for about six months.
The company expects to have more write-downs in the first quarter, Mr. Brown said. "And the continued uncertainty surrounding the housing market, liquidity for refinancings, impact of the interest rate cuts and Congress' economic stimulus legislation mean we will need to continuously review our loss reserve modeling assumptions," he said.

Also, beginning at the 2009 annual meeting, shareholders will vote on the board's significant decisions on executive pay. "We're working for you, and you should be able to tell your board if you think we're worth what we're being paid," Mr. Brown said.

In January, MBIA cut the quarterly dividend to 13 cents from 34 cents, although no dividends were paid out at that rate.

The board also voted to move to an annual dividend evaluation in the first quarter of each year.

"MBIA will continue to take reasonable and prudent actions such as this dividend elimination in an effort to retain and strengthen our Triple-A ratings," Brown said. "As a very large individual shareholder of MBIA, I'm the first one to feel the pinch from this action. But I think this, coupled with my recent commitment to buy a substantial number of additional shares, demonstrates my absolute commitment to be aligned with our owners and to maximize long-term value."

MBIA's shares jumped 18% to close at $14.58 on Monday as Standard & Poor's reaffirmed its AAA credit rating and the AAA rating of No. 2 bond insurer Ambac Financial Group. The news sent share prices for the bond insurers sharply higher, giving the broader U.S. equities market a big lift in afternoon trading.

S&P removed MBIA from CreditWatch with negative implications, assigning instead a negative outlook. That implies less chance of an imminent downgrade, though S&P said risk remains for MBIA owing to the absolute size of possible losses and uncertainty surrounding the possible reconfiguration of the company.

S&P said MBIA's capital raising success -- the company raised about $3 billion through a share offering, a debt offering and a big dividend cut -- is "a strong statement of management's ability to address the concerns relating to the concerns relating to the capital adequacy of the company." S&P added that it is also "a strong statement by investors of their understanding of MBIA's franchise value and business practices."

After-hours, MBIA's shares traded at $14.30, down 28 cents, or 1.9%.

Ambac remains on credit watch with negative implications. S&P said that leaving its opinion unchanged "reflects our assessment of the scope of Ambac's capital-raising plans and the company's ability to implement those plans."

Ambac inched closer this weekend to an agreement with a consortium of banks on plans to restructure the company and raise roughly $3 billion of capital. 

Also, S&P cut the credit rating of XL Capital Assurance Inc. and XL Financial Assurance Ltd. on Monday, not the rating of XL Capital Ltd.

XL Capital Ltd. is the holding company for the XL Capital group of companies. Through its subsidiaries, XL Capital Ltd. provides global insurance and reinsurance coverages to industrial, commercial and professional service firms, insurance companies and other enterprises worldwide.

XL Capital Assurance Inc. and XL Financial Assurance Ltd. are subsidiaries of Security Capital Assurance Ltd. XL Capital Assurance is a provider of monoline financial guarantee insurance, while XL Financial Assurance is a monoline provider of reinsurance to financial guarantee insurers.

While XL Capital Ltd. has a minority ownership stake in Security Capital Assurance, they are separate companies.
