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Miami-Dade County Seeks to Exit Last of Swaps Backed by Ambac
February 09, 2010, 5:39 PM EST
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By Jerry Hart
Feb. 9 (Bloomberg) -- Miami-Dade County, Florida’s most- populous municipality, wants to terminate the last of seven interest-rate swap agreements insured by a unit of Ambac Financial Group Inc., which was stripped of its top credit rating after losses tied to subprime home loans.
A committee of the county’s board of commissioners will vote today on negotiations with Ambac Assurance and Rice Financial Products Co., a New York-based investment bank that was a party to the contract, the board’s agenda shows. The county would end the swap for a payment of at least $1 million, and replace it if the payment is less, according to documents accompanying the agenda.
States and cities used interest rate swaps, a type of derivative, in an effort to lower their borrowing costs.
Ambac Assurance, the world’s second-largest credit insurer, has been downgraded 17 levels by Moody’s Investors Service to Caa2 from Aaa as losses surged on securities backed by subprime mortgages. An Ambac insolvency may jeopardize the $1.4 million of present-value income Miami-Dade expects from the swap until it ends in 2013, said Gerald Heffernan, an assistant county attorney, in an interview.
“We’re concerned over what might happen to Ambac and we need to take some action,” Heffernan said. “It may make sense to terminate and take what we can get and be done with it.”
Peter Poillon, an Ambac spokesman in New York, said his company doesn’t comment on such negotiations.

Six Swaps

Miami-Dade ended six other swaps backed by Ambac that had provisions allowing it to withdraw if the insurer’s ratings fell below a certain level, Heffernan said.
“We didn’t have that provision in this one, so we’re proposing negotiations,” said Heffernan. “If we get a million or better, it’s worth it for the county to get rid of the risk since there’s only a few years left.”
The Miami-Dade swaps are associated with a 1996 sale of $182.7 million of refunding bonds for a county waste-to-energy plant it operates with Montenay Power Corp. The fixed-rate tax- exempt revenue bonds have maturities of 1997 to October 2013.
Under the swap terms, the county is paying the municipal swap index yield calculated by the Securities Industry Financial Markets Association divided by 0.604, said Frank Hinton, a bond analyst for swaps and derivatives at the Miami-Dade Department of Finance. It is receiving the three-month London Interbank Offered Rate plus 1.6871 percentage point, he said.

Borrowing Costs

“This is a basis swap where any income effectively reduces our borrowing costs on the 1996 bonds,” Hinton said. “If Ambac was to go bankrupt and not guarantee our payments, we lose all the economies of the swap.”
Any proceeds from an agreement to terminate the swap would be used for debt payments on the bonds for the waste-treatment plant, according to county documents.
The county has one other interest-rate swap with Rice that isn’t insured by Ambac, Hinton said. Four of the six Rice swaps that were previously terminated were re-established with Bank of New York Mellon Corp. and two with Deutsche Bank AG and Loop Capital Markets, Heffernan said.
A telephone message left for J. Donald Rice Jr., chief executive officer of Rice Financial, wasn’t returned.

--Editors: Pete Young, Mark Tannenbaum.
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