JENNER&BLOCK

BY COURIER
Jenner & Block LLP Chicago
353 N. Clark Street Los Angeles
Chicago, IL 60654-3456 New York

SEPTEMBER 8, 2010 Tel 212-891-1600 Washington, DC
www.jenner.com

Honorable William D. Johnston Dalvid M. Greenwald

. . Tel 312-923-2774

Lafayette County Circuit Court Fax 312-840-7774

Lafayette County Courthouse dgreenwald@jenner.com

626 Main Street

Post Office Box 40

Darlington, Wisconsin 53530-0040

Re:  In the Matter of the Rehabilitation of Segregated Account of Ambac Assurance
Corporation, Case No. 10 CV 1576 (Dane County Circuit Court)

Dear Judge Johnston:

This letter is in response to Mr. Michael B. Van Sicklen’s letter to the Court, dated
September 3, 2010. The purpose of this letter, as discussed in more detail below, is to
respectfully request that the Court issue a briefing schedule and a hearing date following briefing
for: (1) Motion to Clarify Order for Temporary Injunctive Relief (the “Motion to Clarify”); and
(2) Rehabilitator’s Objection to the August 30, 2010 Motion of the RMBS “Policyholders”
Regarding This Court’s Injunction Order (“OCI’s Objection”).

Jenner & Block LLP represents Aurelius Capital Management, LP, Fir Tree, Inc., King
Street Capital, L.P., King Street Capital Master Fund, Ltd., Monarch Alternative Capital LP, and
Stonehill Capital Management LLC (collectively, the “RMBS Policyholders™), which are owners
or managers of funds that own in excess of $1 billion in par value of residential mortgage-backed
securities (“RMBS”) and other indebtedness insured by Ambac Assurance Corporation
(“AAC”). On August 30, 2010, the RMBS Policyholders filed their Motion to Clarify,
respectfully requesting that the Court enter an Order clarifying that the Court’s March 24, 2010
Order for Temporary Injunctive Relief (the “March 24 TRO”) does not enjoin the RMBS
Policyholders from filing and prosecuting a fraudulent transfer complaint against Ambac
Financial Group, Inc. (“AFG”) or certain Unknown Preferred Shareholders substantially in the
form and substance of the Fraudulent Transfer Complaint attached at Appendix 1 to the Motion
to Clarify.

There is no reason to wait to set a briefing schedule until the Court can hold an in-person
hearing sometime in October, as OCI proposes. Instead, the RMBS Policyholders respectfully
request that the Court enter a briefing schedule now (complete with appropriate protective



measures, such as a procedure for filing confidential and proprietary documents under seal) and
hold a substantive hearing on the merits in mid-to-late October. The RMBS Policyholders
recognize that counsel for OCI, Mr. Van Sicklen, has a pre-planned vacation scheduled for the
week of September 20, 2010. To accommodate this, they respectfully propose that OCI be given
until October 1, 2010 to respond to the Motion to Clarify. The RMBS Policyholders propose
that they then have until October 8, 2010 to file a reply. At that point, the Court may schedule a
hearing on the merits in mid to late October, as its schedule permits.

Expeditious resolution of this significant issue is critical. In quarterly reports filed
August 9, 2010, AAC’s parent, AFG, stated that it is pursuing a pre-packaged bankruptcy.
Therefore, steps must be taken now to prevent leakage of value to AFG and preserve AAC’s
assets. This confirmation of AFG’s looming bankruptcy was not available as of the June 22,
2010 deadline for modifying the TRO. Moreover, the RMBS Policyholders do not seek to
modify or dissolve the TRO, but only to clarify its inapplicability to their proposed fraudulent
transfer claim. Consequently, the RMBS Policyholders timely filed the Motion to Clarify, and
the Court should consider it on its merits according to a proper briefing schedule.

Moreover, the standing objections OCI raises in its September 3, 2010 filing have no
bearing on the relief the RMBS Policyholders seek in the Motion to Clarify, which simply asks
the Court to confirm that the March 24 TRO does not bar them from bringing that action in New
York against a non-party to these proceedings. If the RMBS Policyholders’ standing to bring the
fraudulent transfer complaint is an issue at all, it is for the New York court to decide in
connection with the merits of that action. In objecting to the RMBS Policyholders’ standing,
OCI ignores the relief sought in the Motion to Clarify and instead challenges the underlying
merits of the RMBS Policyholders’ fraudulent transfer complaint regarding the leakage of value
from AAC to its parent, AFG. OCI should not be permitted to circumvent the normal briefing
process by filing these premature and inapt objections.

In any event, the RMBS Policyholders’ standing to bring the fraudulent transfer
complaint should not be in dispute. The RMBS Policyholders have already demonstrated that
they collectively hold more than $1 billion in par value in RMBS and other indebtedness insured
by AAC. (See Affidavit of Dan Gropper, Managing Director of Aurelius Capital Management,
LP, in Support of Motion to Modify Order for Temporary Injunctive Relief Filed by Certain
RMBS Policyholders and Motion Seeking Expedited Relief, filed April 30, 2010, at p. 2 § 3.)
Even if their standing in the rehabilitation proceedings is at issue for purposes of the fraudulent
transfer complaint (which it is not), the RMBS Policyholders would necessarily have standing to
seek clarification of the scope of the TRO if, as OCI insists, they are bound by its terms.

Should the Court nevertheless decide that additional argument as to this issue is
necessary, that argument (and OCD’s objections) are appropriately handled through the briefing
schedule that the RMBS Policyholders propose above. In addition, the RMBS Policyholders are
willing to provide to the Court and OCI, under seal and with a proper protective order,
information regarding the specific trusts in which they hold AAC-insured RMBS.

For these reasons, the RMBS Policyholders respectfully request that the Court set a
briefing schedule now with a hearing date to follow in mid-to-late October. A proposed order is
to this effect is attached.



For these reasons, the RMBS Policyholders respectfully request that the Court set a
briefing schedule now with a hearing date to follow in mid-to-late October. A proposed order is
to this effect is attached.

Sincerely, %

David M. Greenwald

cc: All Counsel of Record, including those on the attached Service List (via email)
Carlo Esqueda, Dane County Clerk (via courier)
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Allison H. Weiss
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and

Donald S. Bernstein

Michael P. Carroll
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Davis Polk & Wardwell LLP
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HSBC Bank USA, National
Association

c¢/o Randall D. Crocker
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von Briesen & Roper, S.C.
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Greg E. Mitchell
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John Franke, Esq.
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Peter D. Laun
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Michael C. Weed, Esq.

Thomas J. Welsh, Esq.
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Seth E. Dizard, Esq.
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James C. Owen, Esq.
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STATE OF WISCONSIN CIRCUIT COURT DANE COUNTY

In the Matter of the Rehabilitation of:

Segregated Account of CaseNo. 10 CV 1576
Ambac Assurance Corporation

[PROPOSED] ORDER SETTING BRIEFING SCHEDULE ON
RMBSPOLICYHOLDERS
MOTION TO CLARIFY ORDER FOR TEMPORARY INJUNCTIVE RELIEF

On August 30, 2010 Aurelius Capital Management, LP, Fir Tree, Inc., King Street
Capital, L.P., King Street Capital Master Fund, Ltd., Monarch Alternative Capita LP, and
Stonehill Capital Management LLC (collectively, the “RMBS Policyholders’), in their capacity
as owners of or managers of funds that own residential mortgage-backed securities and other
indebtedness insured by Ambac Assurance Corporation, filed amotion (the “Motion”) requesting
the Court enter an Order clarifying that this Court’s Order for Temporary Injunctive Relief does
not enjoin the filing and prosecution of a fraudulent transfer complaint against Ambac Financial
Group, Inc. and unknown preferred shareholders of Ambac Assurance Corporation. On
September 3, 2010, the Commissioner of Insurance of the State of Wisconsin, as the court-
appointed rehabilitator (the “Commissioner”), submitted a letter to the Court responding to the
Motion, suggesting a scheduling conference, and enclosing a copy of the “Rehabilitator’'s
Objection to the August 30, 2010 Moation of the RMBS *Policyholders Regarding This Court’s
Injunction Order.” On September 8, 2010, the RMBS Policyholders submitted a letter to the
Court in reply to the Commissioner’s September 3 letter requesting that the Court enter a
briefing schedule and a hearing date. Based upon the proposals of the parties, IT IS HEREBY

ORDERED THAT:



1 The Commissioner, and any other parties in interest, shall file al briefs,
affidavits, or other submissions in response to the Motion on or before the close of business on
Friday, October 1, 2010.

2. The RMBS Policyholders shall file their reply brief and any affidavits or
other submissionsin support on or before the close of business on Friday, October 8, 2010.

3. The Court will hold an in-person hearing on October | 2010 to

address the merits of the Motion.

4, Either party may request that confidential and proprietary documents be

filed under seal and subject to a separate protective order.

Dated:

BY THE COURT

Honorable William D. Johnston
Lafayette County Circuit Court Judge
Presiding by Judicial Appointment



