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1. 2.

Underwriting

Assured Guaranty has the credit skills Disciplined underwriting and risk manage-
and resources to identify bonds thar meet ment helped us become the leader in

our exacting standards. Investment gracde financial guaranty insurance. Our proven,
quality Is essential, but we decline to experienced underwriters and legal staff
insure many Investment grade bondls analyze credits, perform due diligence,

for failing to provide the safeguards we avaluate legal issues and documents; and
require. When searching for fixed income wegotiate transaction terms at a level only
investments among tens of thousands in the most sophisticated institutional investors
the market, investors can rely on our dis- can match, and éven they can benefit
cerning approach and high standards. from cur “second opinion” and specialized

sactor resources to complenrent their
portfolio management teams’ capabifities.
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Surveillance

Our large, experienced surveillance staff
monitors each insured issue throughout
its life. With access to more reqular and
thorough information than most investors
receive or-can review efficiently, our goal
is to identify and work constructively with
issuers to correct potential problems early.
As the bond guarantor, we can invoke
remedies only available to us, and issuers
are able to work with Assured Guaranty as
the single point of control.

F i YR N SO T
Certainty

We guarantee timely payment of principal
and interest when due. Irrevocably.
Unconditionally, We back our promise with
$12.8 billion* of claims-paying resources
and.do not-guibble. Investors do.not have
to walt for—or negotiate for—their rightful
recoveries after missed [ssuer payments,
because we pay investors first and seek
transaction-related recoveries separately.
In turn, investors gain confidence, creating
greater market access and reduced
horrowing costs for issuers.

red Gﬁ/aramy Ltd., through its subsidiaries (collectively, Assured Guaranty),
es scheduled principal and interest payments when due on municipal,

rastructure and structured financings in markets around the world.
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and Policyholders

In 2011, Assured Guaranty created shareholder value
by writing $243 million in present value of new
business (PVP), purchasing insured securities for
an estimated benefit of $423 million and collecting
over $1 billion of recoveries from representation-and
warranty (R&W) claims, as well as by recapturing
previously ceded business. To further ephiarnce
shareholder value, we bought back 2 million of our
Common Shares at arraverage price of $11.66 per
share, and.in the first quarter of 2012, we doubled
our guarterly dividend to $0.09 per Common Share.

In addition, Assured Guaranty clearly. demonstrated
the value of its product in 2011 We ensured
that bond payments to-our insured investors were
made without interruption while providing capital
market access and improved execution for a wide
range of public finance issuers, helping them save
an-estimated $150 million-in financing costs. Our
guaranties also enabled institutions outside the

3,

»

public finance sector to achieve more efficient cap-
ital management.

We did this while earning near-record operating
income of $604 million and continuing to produce
growth in adjusted book value pershare, which
reached a new year-end high of $49.32. We also
successtully addressed new bond insurance rating
criteria from Standard & Poor's Ratings Services
(S&P) by focusing on capital enhancement strate-
gies that did not include raising common equity.
Overall, we are very pleased with the results we
achieved during a vear filled with challenges from
the housing market, the U.5: economy, Eurozone
troubles and rating agency pressures.

Solid Production i a Tough Environment
Our $243 million-of PVP fell short of what we
thought we could achieve at the beginning of the
year, but that was when we were rated AA+ by



~Dominic ], Frederico
President & Chief Executive Officer

S&P with a stable outlook and S&P had not yet
proposed new bond insurance rating criteria that
created uncertainty about our S&P ratings from late
January to the end of November. In light of this
and other obstacles we encounteted.in 2011
including a 34% decline in U.S. municipal issuance
to-a-ten-year low and the slow pace of recovery
in‘the international infrastructure-and structured
finance markets=—we view our origination results
as encouraging:

Qur 2011 business production demonstrated a
fundamental demand for bond insurance in the
U5 municipal market, where we guaranteed
1,228 new municipal bond issues. This is over

12% ot one out of every eight=—0of the municipal
issues sold during the year and represents a total
insured par amount of $15.2 billion despite the
challenging environment.

© Looking closer at new business, in 2011 almost

L 80% of the U.5. public finance par we insured
came from transactions in our principal target
market, which is issues of single-A underlying
credit quality. Inthis category, we guaranteed
38% of the transactions and 16% of the par sold
in the year, a significant statistic.

We also applied secondary market insurance to
$1.1 billion of municipal bonds and launched our
program to sell secondary-market insurance on
TheMuniCenter electronic trading platform, mak-
ing it possible for the first time to purchase insur-
ance coverage for positions as small as $100,000.

While most of our recent new business originations
have been in the U.S. municipal market, we saw
increasing opportunities in the international and
structured finance areas, both of which made
rmeaningful contributions in the fourth quarter

of 20771,
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“ASSURED GUARANTY HAS
HELPED MANY SCHOOL DISTRICTS
ACROSS THE COMMONWEALTH
OF PENNSYLVANIA SPEND LESS ON
DEBT SERVICE PAYMENTS AND
MORE ON THE CORE BUSINESS OF
EDUCATING CHILDREN.”

7

Jemie Lo Doyle, Senior Managing Consultant
Public Financiol Management, Ine,

Assurech Guaranty offers school districts anit educational
institutions more efficient access to the-bond market- 1o
Pennsylvania alone, 120 schoaol districts issued borids. we
guaranteed in: 2017, allowing them to reduce the interest
cost on. §1.3 billion of newly issued: debt,
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The claims-paying resources of th
Assured Guaranty companies as of Januar)

In structured finance, we insured $1.7 billion in pat,
which generated $67.0 million of PVP—twice our
2010 production. We continue to work with large
financial institutions on transactions that provide
credit protection for selected types of assets and
enable more efficient capital management.

In-the international market, we introduced: a solu-
tion that should aid our international production
in infrastructure finance. In the first such transac-
tion, Assured Guaranty replaced the original guar-
antor on a U.K. hospital transaction. Investors are
interested in-our replacement guaranty because
of the critical benefits our financial strength and
comprehensive surveillance provide,

Surveillance and Investor Protection
Qverall, our insured risk portfolio is performing
well, although we have paid claims to protect
investors on a number of transactions in'the

residential-mortgage-backed securities (RMBS)
area, as well as other asset classes, and we are
taking steps to obtain appropriate recoveries and
limit futire losses.

In public finance,-our overall U.S, municipal portfolio
continues to maintain an average underlying internal
credit rating of A+ and has experienced only
modest loss development on a few isolated trans-
actions. And, while we anticipate some ongoing
fiscal pressure for states and municipalities, we
believe municipal-bond defaults will remain rare.
Nonetheless, many investors are sensitive to head-
line risk in this erivironment, which should increase
the demand for bond insurance going forward.

For municipal defaults in 2011, we provided unin-
terrupted payments for bondholders, most notably
to holders of our insured sewer system warrants
of Jefferson County, Alabama; and our insured




resource recovery facility bonds for a project in
Harrisburg, Pennsylvania. This relieved aur insured
investors of the need to participate in what is
turning out to be a prolonged and politicized
process. This is exactly what bond insurance is for
and-clearly reinforces the value of our product.

Having first made sure investors were protected,
we attemipted to work constructively with focal
authorities In both cases, and negotiations had
produced reasonable settlement proposals with
concessions from all parties: Unfortunately, certain
elected officials in these locations lacked the politi-
cal will o accept them. Instead, some of them are
attempting aggressive uses of Chapter 9.of the
federal bankruptcy code to circumvent their debt
obligations.

We are closely monitoring this new development,
and it is weighing more heavily in our underwriting,

sured Guaranty has caused providers of representations and warranties
rec to pay for including ineligible mortgage loans in RMBS,

The estimated present value savings for issuers of municipal bonds we
guaranteed in 2011,

where we examine the legal framework for bank-
ruptey in every state where we insure municipal
securities. We believe that local governments must
recognize their contractual responsibilities to honor
debt commitments established by current and
former duly elected officials and follow through
o them: Some local officials seem 1o think that
threatening bond defaults and not utilizing all
means avallable to honor these contractual com-
mitments will help their constituents. Such short-
termy thinking is a breach of trust with creditors
and ultimately will hurt Jocal communities through
higher financing costs and limited access to debt
markets. By challenging such abuses of the bank-
ruptey code, we believe we are supporting the
integrity of the municipal bond market, which is
beneficial over the long term for all parties.

instructured finance, our portfolio decreased by
$33.5 billion, or 22% of our net par exposure, in

2011 ANNUAL REPORT




“ASSURED GUARANTY WAS
VERY EFFECTIVE IN PROVIDING
A MODEL FOR REVIVING
THE CAPITAL MARKET FOR
INFRASTRUCTURE FINANCINGS.” =

Barry Millsom, Fund Manager

Lend Lease Infrastructure Fund

Ity a first-nt-its-kind secondary market transaction, we
guaranteed U.K. Private Finance Initiative bonds. originally
fssued to raise £97 million to finance construction-and
operation of Worcestershire Rayal Hospital. Bondholders
voted to replace the original guarantor with Assured
Guaranty to benefit-from our comprehensive surveillance,

reduce risk-and enhance the bonds’ creditworthiness.
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Operating Income”

{dollars i millions)

07 08 09 10

Adjusted Book Value per Share®

{Holarsy

, $49.32

B Net unearmed premium ressive on
financial guaranty’ contiacts in éxcess
otnet expectad 1685 10 be expansed
less deferred acquigition costs, alter tax

B Netpresentvalug of estimated net future
credit denvative revanue info ang et
uneained revenue oncradit derivatives,
aftertax

B Operating sharsholders” equity

070808 e

2011, The U.5. RMBS portion decreased by $3.6

pillion, bringing its vear-end balarice to $21.6 billion;
of which $14.7 billion is non-investment grade. Of

that $14.7 billion, $4:4 billion, or 30%:, Is covered
by loss mitigation agreements with R&W. provid-
ers. The further run-off of these exposures and
future settlements of R&W claims will continue
to-enhance our rating agency capital,

Effective Loss Mitigation Strategies

Loss mitigation continues to be a central part of
our management focus. in 2011 In the RMBS area,
we concentrated on exercising recovery rights-and
improving performance in transactions where

we have paid claims or expect losses. To do this,
we continued to examine loan files for R&W
breaches. By year-end, for RMBS transactions with
unsettled R&W claims, we had reviewed more

than 37,000 non-performing loan files represent:

Cing $7:3 billion of par in our outstanding financial

guaranty.and CDS transactions. We were among
the first.companies to substantiate and receive
payment for the pervasive misbehavior in this mar-
ket and since we began to focus on this process
in 2008, our efforts have produced a cumulative
total of $2.4 billion in settlement and putback
tecelpts and commitments from REW providers in
our transactions—an outstanding result that sets
Assured Guaranty apart from others in the market.

Qur most visible success was our agreement
with Bank of America/Countrywide concerning
R&W claims on 29 RMBS transactions. Under the
agreerrient, we received in 2011 almost all of a
$1.1 billion cash payment scheduled to be paid in
full by March 31, 2012. Bank of America is also



Operating Net

Investment Income™
{dotiars in mitiions}

$388

07108709 10 TN

Operating Net Earned Premiums
and Credit Derivative Revenue®

{doifars in mitlians}

070708 0801

obligated to reimburse 80% of paid future Josses
on 271 first lien RMBS until those transactions’ col-
lateral losses reach $6.6 billion, a figure materially
above our current estimate for collateral logses in

these transactions.

Because of our confidence in our R&W. rights, we
anticipate the bulk of our RMBS losses will ultimately
be paid by third parties. In 2011, this is exactly what
happened, as further reserve incregses due to'the
slow recovery of the RMBS market were offset by
R&W recoveries. We are hopeful that we will see
further improvement in this performance during
2012, as R&W litigation proceedings move closer ta
trial: Further, we believe if these cases are litigated
and not settled, the ultimate outcomes will be
favorable to the monoline industry.

Our RMBS oss miitigation activities also involve
servicing intervention, where we continue 1o move
aggressively to reduce delinquencies and collateral
losses. By year-end, we had accomplished of-coms-
pleted negotiations for the replacerent of the
servicers or imposition of special servicing contracts
on 23 transactions with an aggregate outstanding
collateral balance of $3.6 billion: Qur goal for 2012
is to transfer, or place under special servicing
contracts, approximately $4 billion of additional
collateral. We are already seeing improverment in
collateral performiance that may ultimately reduce
loss expenses in 2012 and beyond. For example,
comparing our first lien book under special servicing
with industry statistics, we have seen performance
improvements as high-as 12% in loss severities,
50%- in re-default rates onloan modifications,
and 71% in the average days delinguent in the
904 buckets.

2011 ANNUAL REPORT
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"USING BOND INSURANCE REDUCED
OUR CITY'S BORROWING COST
BY MORE THAN A QUARTER
MILLION DOLLARS ON A PRESENT
VALUE BASIS.”

Carlos R, Villarreal, City Manager
City of Laredo, Texas

“To keep ourcity competitive and vibrant in this day and

age, every dollar helps,” says City Manager Villarreal,
noting that Laredo saved more than $480,000 over the
20=year lite of a $371 million water and sewer transaction
by issuing the bonds with Assured Guaranty bond
insurance. "\We got these savings despite our indepen-
dent, strong utility ratings of either AT or AA=~ from all
three rating agencies.”




R&W Repurchase and
- Seitlernent Commitments?

{dallars i biliions)

050 1| Lifetime
& Prior P TFatal

Consolidated Net
Par-Oulstanding

ISESH hillion At Dacember 31,2011

B8 Us Puplic Finance
A+ average rating
B Norls. Public Finance
BBB+ average rating
B U Stctured Finanos
- Ad- average rating
8 Non=U.8: Structured Finangs
Al average rating

Turning to our international exposures, we are
closely monitoring several countries most atffected -
by Europe’s economic, fiscal and political strains. In
these countries, our exposure to sovereign bonds is
limited to Greece, where we had $282 million of
ou‘ts/tanding’ﬁet exposure to the Gregk governmerit
at year-end. This exposure consists of bilateral guar-
anties on $214 million of bonds with a fixed rate
coupon due in 2037 and $68 million of inflation-
linked notes with a fixed rate coupon due in 2057,
both with bullet maturities. In March 2012, the
2037 bonds were exchanged under a Greek gov-
ernment exchange offer, and we have tendered the
2057 notes under the same offer. The result of the
exchange offer will be to reduce Greece's obligation
on the original securities by 53.5% of the notional
_amounts of those securities. Our original obligation
on these securities remains unchanged,

While we guarantee certain international infrastructure
and receivable financings, some of which depend on

payments from sources that could include government
entities or agencies in such Furopean countries, we do
not guarantee any sovereign debt of those countries
other than the Greek debt previously mentioned.

A Future Based on Proven Value

We are well positioned to expand our direct finan-
cial guaranty business based on the proven strength
of our value proposition. We honor our financial
guaranties whenever an issuer fails to pay, no matter
the reason, whether due to a lack of funds, fraud,
or a lack of political will. In our recent experience,
fraud and politics-have driven most of our losses,
and we have fought hard for recoveries and vigor
ously defended the contractual protections built
into our transactions: Atithe same time, we have
insulated insured bondholders from the long and
arduous recovery process by making timely p
ments. These benefits provide investors with greater
confidence, s issuers can more efficiently fund
theif communities or businesses.




Available-for-Sale
Investment Portfolio and Cash”

{daflars in millions)

$11,090

10,862 10,566

07 08 09 10 '

Consolidated Claims-Paying Resources

{doliars In millions)

13,051 40 $1 2,839

07708709 10 1

As for 2012, we have already made a good start.
We received an-aggregate payment of $108 million
for-a reassumption transaction and a reifisurarice
transaction with Radian Asset Assurance that added
$15 billion of net par to our insured portfolio.
The portfolios we reassumed and reinsured were
almost-entirely public finance exposure and €or-
tributed nearly as much par as our full-year 20711
public-finance originations. As we have said in the
past, we will continue to sesk out opportunities
to-make strategic acquisitions of existing financial
guaranty portfolios. Further, as part of the trans-
actions with Radian Asset Assurance and subject to
regulatory approval, we agreed to geguire Municipal
and Infrastructure Assurance Corporation (MIAC).
MIAC is licensed to provide financial guaranty
insurance in 38 U.S. jurisdictions. This acquisition
enhances our flexibility to respond to future
demands in the financial guaranty industry.

twant to close by thanking our shareholders
and policyholders for their patience and support

~during a year that presented significant challenges.

[ am pleased to say that, in my view, we have come

~through in excellent shape; Assured Guaranty

remains the undisputed leader in financial guar-
anty insurance, and we see continued demand for
municipal bond insurance and fresh interest in
guaranteed financings in the international infra-
structure and structured-finance markets:

ook forward: to reporting 1o you on our 2012
business activities and: financial results over the
coming year.

Dominic | Frederico V
Prasident and Chief Executive Officer

" Mareh 2012
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MUNICIPALITIES IN 40 U.S. STATES AND TERRITORIES
RAISED MORE THAN $15 BILLION IN 2011 BY ISSUING
BONDS GUARANTEED BY ASSURED GUARANTY.

« The 1,228 issues represented one of every eight issues sold during the year.

+ We estimate that issuers saved as much as $150 million in present value
financing costs.

» We insured 38% of the transactions sold with single-A underlying credit quality.




U.S. Public Finance

Net Par Qutstanding by Sector
($403 bitlion at December 31, 2011)

W8 Goneral obligation

Bl Tax-hacked

B Municipal. utilities

Bl Transportation
Healthcare

har education

public finance

18 Public Finance

Net Par Outstanding by Rating
{$403 bittion at December 31, 2011)

9% 1%
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Pinanei Ii I hgjhhghts (Dallars iiomillions,‘excepr per shived amoinis)

Year 2011 2010 2009 2008 2007
Summary of Qpemtiﬁns
Hevenues included in operating income:
Neteatmed premiums’ $994.8  $1,2343 § 9304 % 2614 8% 1503
Nét investment income 388.0 354.7 2659:2 162:6 1281
Credit dervative revenues 188.1 210.3 1702 117.2 2.7
Qthérincome 46.2 60.5 314 0.7 06
Total revenues ity aperaling income 1,6%7.1 1,859.8 1,391.2 5419 360.6
Expenses included in operating income:
Loss-expense
Fi manud« x’)dd anty insurance! 554.6 4781 398.8 265.8 58
¢ detivatives {61.3) 209.4 23877 4373 2.2
t expem 99,1 99.8 82.8 283 23.5
(Henses? 223.9 2524 320.3 151.8 132:2
Total expenses in operaling income 816.3 1.039.5 1',015.'6 . 484y 16837
Operatingincomebelore taxes BOO.8 B20.3 3756 e 1969
Tax provision (benefity onoperating income 196.4 156.2 934 “{168) 189
Operating income® 604.4 56414 2822 745 178.0
Items notincluded in-operating income?:
Realized gaing (losses) on investments {20.0) 1.0 (34.2) (82.7) (1.3)
Non-gredit impairment-unrealized fair value gains (logses)
oricredit derivatives 243.6 13.0 (82.2) 29.3 (485.4)
Fair value gaing (losses) on conimitted capital securities 22.8 6.0 (79:9) 27.8 5.4
Forelgn exchange gains (losses) on revaluation of premiurms r@mxvabm {@.5) (24.5) 234 - o
Effect of consolidating financial guaranty variable interest entities: (7.7} (165.9) ST
Goodwill and-settlerment of pre-existing relationship - e (B3
Net income (loss) S 7B % 4037 % 860 35 - 889 & {303.9)
Operaling income per diluted share® 826 % 351 % 218 $o084 G 267
Netincome (loss) per diluted share 4.18 261 0.66 O.77 (4.38)
e Shieet Drara g ;
widerst equity atributable 1o Assured Guaranty (book value) 54,7184 $37335 . $35083 - $19262  $ 16666
valle pershare B 25.89 20.32 1906 2118 20.85
Operating shareholders squity? $5.268.2 547545 34,1309 $23191 520699
Operating s wrehmders equity per.sharg” 28.91 25:88 2244 25:50 25:89
Adjusted book valie® $.8,087.6 $89859 $88869  $4BI7T8  H538498
Adiusted book value per share? 49.32 48.92 48.26 4197 4190
Mew Business and Finé;{ci;i{ Giuaranty Tnsured Portfolio
B $oRk2y 3627 % 64 eO 2S8R0 R B4
Net debt service outstanding (end of period) $845,665  $927,143 - $958.265 © $348,816 . $302.413
Netpar outstanding (end of period)
Public finance $442.119  $467.739 - $465,853 $125,823 $103,807
Structured finance 115,929 149,392 174,569 96,899 96,472
Total net par outstanding $558,048  $617.137  $640,420 222,720 1 $200,279
(“i'zjm@ Paying Resources :
C\/ wolders” surplus $3,116 - § 2627 0§ 2962 7§ 1598 § 1,497
2,572 2,288 1,879 712 582
Qualitisd statutory capital $ 5688 $ 49158 4841 % 281082079
(f:!ainw&g;ayiﬂ@ resaureesﬁ $ 12,839 § 12630 $ 13/@51 % &96? B 4440

2 i S ACCHUNIR
glers Compqrab*e be*m\@ e Skl I clate
es where lhe variablg |

and p'esem valuerof new: busin
ums Please soe Aosgrca Gu

5, tmluooa E‘p/\% millior exces
nurErecbytse cradit faciltty terminaled by AGM oy D@c, e ’»9’5 2011,

aw *S]%ion Gf Agsured Gularanty Mt G
“wty opc;mi

ne tn(u Argen ot mctudm in owmzum incarne:
dd()% reipsirance fcmim/ for ihe: benefit of AGM and AGCwhich becaime effective January 1, 2012

allyac

tor-a definit
information p.rcaoafed accordance with GAAP.

& %t & irned premiums r-nd L)ss r,\(k} i £ i
eptedinthe Urnitéd States of Amierica (UA/&P ¥
inal }m!d;! qs inc.and-amortization of deferred acquisition ¢

& ity per share: adjusted book value: ad
e with GAAR arid we refér to them as non-GAAP
puu is-wrappad,

Horoithe

o
BI85

HOn-GAAP

: and rep!aced @ ‘5293 milion
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2011
Or

[0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from to
Commission File Number 001-32141

ASSURED GUARANTY LTD.

(Exact name of Registrant as specified in its charter)

Bermuda 98-0429991
(State or other jurisdiction of (I.R.S. Employer Identification No.)
incorporation or organization)

30 Woodbourne Avenue
Hamilton HM 08 Bermuda
(441) 279-5700
(Address, including zip code, and telephone number,
including area code, of Registrant’s principal executive office)

None
(Former name, former address and former fiscal year, if changed since last report)

Securities registered pursuant to Section 12(b) of the Act:

Title of each class Name of each exchange on which registered

Common Shares, $0.01 per share New York Stock Exchange, Inc.
Securities registered pursuant to Section 12(g) of the Act: None
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FORWARD LOOKING STATEMENTS

This Form 10-K contains information that includes or is based upon forward looking statements
within the meaning of the Private Securities Litigation Reform Act of 1995. Forward looking statements
give the expectations or forecasts of future events of Assured Guaranty Ltd. (“AGL” and, together with
its subsidiaries, “Assured Guaranty” or the “Company”). These statements can be identified by the fact
that they do not relate strictly to historical or current facts and relate to future operating or financial
performance.

Any or all of Assured Guaranty’s forward looking statements herein are based on current
expectations and the current economic environment and may turn out to be incorrect. Assured
Guaranty’s actual results may vary materially. Among factors that could cause actual results to differ
materially are:

rating agency action, including a ratings downgrade, a change in outlook, the placement of
ratings on watch for downgrade, or a change in rating criteria, at any time, of Assured Guaranty
or any of its subsidiaries and/or of transactions that Assured Guaranty’s subsidiaries have
insured, all of which have occurred in the past;

developments in the world’s financial and capital markets that adversely affect issuers’ payment
rates, Assured Guaranty’s loss experience, its access to capital, its unrealized (losses) gains on
derivative financial instruments or its investment returns;

changes in the world’s credit markets, segments thereof or general economic conditions;

the impact of ratings agency action with respect to sovereign debt and the resulting effect on the
value of securities in the Company’s investment portfolio and collateral posted by and to the
Company;

more severe or frequent losses implicating the adequacy of Assured Guaranty’s expected loss
estimates;

the impact of market volatility on the mark-to-market of Assured Guaranty’s contracts written in
credit default swap form;

reduction in the amount of insurance opportunities available to Assured Guaranty;

deterioration in the financial condition of Assured Guaranty’s reinsurers, the amount and timing
of reinsurance recoverables actually received and the risk that reinsurers may dispute amounts
owed to Assured Guaranty under its reinsurance agreements;

the possibility that Assured Guaranty will not realize insurance loss recoveries or damages
expected from originators, sellers, sponsors, underwriters or servicers of residential mortgage-
backed securities transactions;

the possibility that budget shortfalls or other factors will result in credit losses or impairments on
obligations of state and local governments that the Company insures or reinsures;

increased competition;

changes in applicable accounting policies or practices;

changes in applicable laws or regulations, including insurance and tax laws;
other governmental actions;

difficulties with the execution of the Assured Guaranty’s business strategy;
contract cancellations;

Assured Guaranty’s dependence on customers;

loss of key personnel;

adverse technological developments;

the effects of mergers, acquisitions and divestitures;

natural or man-made catastrophes;



¢ other risks and uncertainties that have not been identified at this time;
* management’s response to these factors; and

* other risk factors identified in Assured Guaranty’s filings with the U.S. Securities and Exchange
Commission (the “SEC”).

The foregoing review of important factors should not be construed as exhaustive, and should be
read in conjunction with the other cautionary statements that are included in this Form 10-K. The
Company undertakes no obligation to update publicly or review any forward looking statement,
whether as a result of new information, future developments or otherwise, except as required by law.
Investors are advised, however, to consult any further disclosures the Company makes on related
subjects in the Company’s periodic reports filed with the SEC.

If one or more of these or other risks or uncertainties materialize, or if the Company’s underlying
assumptions prove to be incorrect, actual results may vary materially from what the Company
projected. Any forward looking statements in this Form 10-K reflect the Company’s current views with
respect to future events and are subject to these and other risks, uncertainties and assumptions relating
to its operations, results of operations, growth strategy and liquidity.

For these statements, the Company claims the protection of the safe harbor for forward looking
statements contained in Section 27A of the Securities Act of 1933, as amended (the “Securities Act”),
and Section 21E of the Securities Exchange Act of 1934, as amended (the “Exchange Act”).

CONVENTION

Unless otherwise noted, ratings on Assured Guaranty’s insured portfolio reflect its internal rating.
Although Assured Guaranty’s rating scale is similar to that used by the nationally recognized statistical
rating organizations, the ratings may not be the same as ratings assigned by any such rating agency. The
super senior category, which is not generally used by rating agencies, is used by Assured Guaranty in
instances where its AAA-rated exposure has additional credit enhancement due to either (1) the
existence of another security rated AAA that is subordinated to Assured Guaranty’s exposure or
(2) Assured Guaranty’s exposure benefitting from a different form of credit enhancement that would
pay any claims first in the event that any of the exposures incurs a loss, and such credit enhancement,
in management’s opinion, causes Assured Guaranty’s attachment point to be materially above the AAA
attachment point.
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PART 1
ITEM 1. BUSINESS
Overview

Assured Guaranty Ltd. (“AGL” and, together with its subsidiaries, “Assured Guaranty” or the
“Company”) is a Bermuda-based holding company incorporated in 2003 that provides, through its
subsidiaries, credit protection products to the United States (“U.S.”) and international public finance,
infrastructure and structured finance markets. The Company has applied its credit underwriting
judgment, risk management skills and capital markets experience to offer insurance that protect holders
of debt instruments and other monetary obligations from defaults in scheduled payments, including
scheduled interest and principal payments. The securities insured by the Company include taxable and
tax-exempt obligations issued by U.S. state or municipal governmental authorities, utility districts or
facilities; notes or bonds issued to finance international infrastructure projects; and asset-backed
securities issued by special purpose entities. The Company markets its credit protection products
directly to issuers and underwriters of public finance, infrastructure and structured finance securities as
well as to investors in such debt obligations. The Company guarantees debt obligations issued in many
countries, although its principal focus is on the U.S., Europe and Australia.

On July 1, 2009, the Company acquired Financial Security Assurance Holdings Ltd. (renamed
Assured Guaranty Municipal Holdings Inc., “AGMH”), and AGMH’s subsidiaries, from Dexia
Holdings, Inc. (“Dexia Holdings”’). AGMH’s principal insurance subsidiary is Financial Security
Assurance Inc. (renamed Assured Guaranty Municipal Corp., “AGM”). The acquisition, which the
Company refers to as the AGMH Acquisition, did not include the acquisition of AGMH’s former
financial products business, which was comprised of its guaranteed investment contracts business, its
medium term notes business and the equity payment agreements associated with AGMH’s leveraged
lease business (collectively, the “Financial Products Business”). The AGMH subsidiaries that conducted
AGMH’s former Financial Products Business were sold to Dexia Holdings prior to completion of the
AGMH Acquisition. In addition, as further described under “Item 1A, Risk Factors—Risks Related to
the AGMH Acquisition—The Company has substantial exposure to credit and liquidity risks from
Dexia,” the Company has entered into various agreements with Dexia SA (the parent of Dexia
Holdings) and certain of its present and former subsidiaries (collectively, “Dexia”), in order to transfer
to such Dexia entities the credit and liquidity risks associated with AGMH’s former Financial Products
Business.

Since the AGMH Acquisition, the Company has conducted its financial guaranty business on a
direct basis from two companies: AGM and Assured Guaranty Corp. (“AGC”). AGM focuses
exclusively on the U.S. public finance and global infrastructure business. AGC underwrites global
structured finance obligations as well as U.S. public finance and global infrastructure obligations.
Neither company currently underwrites any new U.S. residential mortgage backed securities
transactions. The following is a description of AGL’s three principal operating subsidiaries.

* AGM, an insurance company located and domiciled in New York, was organized in 1984 and
commenced operations in 1985. Since mid-2008, it only provides insurance and reinsurance that
protects against principal and interest payment defaults on debt obligations in the U.S. public
finance and global infrastructure market. Previously, AGM also offered insurance and
reinsurance in the global structured finance market.

AGM owns 100% of Assured Guaranty Municipal Insurance Company (formerly FSA Insurance
Company), an insurance company that has re-domesticated to New York that primarily provides
reinsurance to AGM. AGM and Assured Guaranty Municipal Insurance Company together own
Assured Guaranty (Bermuda) Ltd. (formerly Financial Security Assurance International Ltd.), a
Bermuda insurance company that provides reinsurance to AGM and previously provided
insurance for transactions outside the U.S. and European markets.

Assured Guaranty Municipal Insurance Company in turn owns 100% of Assured Guaranty
(Europe) Ltd. (formerly Financial Security Assurance (U.K.) Limited, “AGE”), a United
Kingdom (“U.K.””) incorporated company licensed as a U.K. insurance company and authorized
to operate in various countries throughout the European Economic Area (“EEA”). AGE



provides financial guaranty insurance in both the international public finance and structured
finance markets and is the primary entity from which the Company writes business in the EEA.

* AGQC, an insurance company located in New York and domiciled in Maryland, was organized in
1985 and commenced operations in January 1988. It provides insurance and reinsurance that
protects against principal and interest payment defaults on debt obligations in the U.S. public
finance and the global infrastructure and structured finance markets. AGC owns 100% of
Assured Guaranty (U.K\) Ltd. (“AGUK?”), a company incorporated in the U.K. as a UK.
insurance company. AGUK’s board of directors has determined that it is not necessary to
maintain both AGUK and AGE to write new business and, accordingly, the Company has
elected to place AGUK into run-off and has filed a run-off plan with the U.K. Financial Services
Authority.

* Assured Guaranty Re Ltd. (“AG Re”) is incorporated under the laws of Bermuda and is licensed
as a Class 3B insurer under the Insurance Act 1978 and related regulations of Bermuda. AG Re
owns Assured Guaranty Overseas U.S. Holdings Inc., a Delaware corporation, which owns the
entire share capital of a Bermuda Class 3A and Class C insurer, Assured Guaranty Re
Overseas Ltd. (“AGRO”). AG Re and AGRO underwrite financial guaranty reinsurance and
AGRO previously also underwrote residential mortgage reinsurance. AG Re and AGRO write
business as reinsurers of third-party primary insurers and as reinsurers/retrocessionaires of
certain affiliated companies. AGRO, in turn, owns Assured Guaranty Mortgage Insurance
Company, a New York corporation that is authorized to provide mortgage guaranty insurance.

Debt obligations guaranteed by the Company’s insurance subsidiaries are generally awarded debt
or short-term credit ratings that are the same rating as the financial strength rating of the Assured
Guaranty subsidiary that has guaranteed that obligation. Investors in products insured by AGM, AGC
or AGE frequently rely on rating agency ratings. Therefore, low financial strength ratings or uncertainty
over AGM’s, AGC’s or AGE’s abilities to maintain their financial strength ratings have a negative
impact on the demand for their insurance product. As of February 22, 2012, AGM and AGC and their
respective insurance company subsidiaries had financial strength ratings of Aa3 (Negative Outlook) by
Moody’s Investors Service, Inc. (“Moody’s”) and AA- (Stable Outlook) by Standard and Poor’s Ratings
Services (“S&P”). The ratings from S&P reflect a downgrade on November 30, 2011 of the
counterparty credit and financial strength ratings of AGM and AGC from AA+ (CreditWatch
Negative), based on new bond insurer rating criteria published by S&P on August 25, 2011, as to which
Assured Guaranty had previously registered concerns. See also “Importance of Financial Strength
Ratings” below and “Item 1A. Risk Factors—Risks Related to the Company’s Financial Strength and
Financial Enhancement Ratings.”

Since 2008, the Company has been the most active provider of financial guaranty credit protection
products. The Company’s acquisition of AGMH in 2009, its ability to achieve and maintain investment-
grade financial strength ratings, and the significant financial distress faced by many of the Company’s
former competitors since 2007, which has impaired their ability to underwrite new business, have
contributed to the Company’s position in the market. However, during 2011, the Company faced
challenges in maintaining its market penetration. These challenges were primarily due to:

* Uncertainty over the Company’s financial strength ratings. On January 24, 2011, S&P released a
publication entitled “Request for Comment: Bond Insurance Criteria,” in which it requested
comments on proposed changes to its bond insurance ratings criteria. Although S&P had
assigned AGM and AGC financial strength ratings of AA+ (Stable Outlook) in October 2010, it
noted in the Request for Comment that it could lower the financial strength ratings on existing
investment grade bond insurers (which included the Company’s insurance subsidiaries) by one or
more rating categories if the proposed bond insurance ratings criteria were adopted, unless those
bond insurers raised additional capital or reduced risk. Over the course of 2011, considerable
uncertainty existed as market participants provided comments on the proposed criteria, and
awaited the issuance of the new criteria. When S&P released its final criteria in August 2011,
the criteria contained a new “largest obligor test” that had not been included in the Request for
Comment. The largest obligor test had the effect of significantly reducing Assured Guaranty’s
allowed single risk limits and limiting its financial strength rating level. Then, in September 2011,
S&P placed the financial strength ratings of AGM and AGC on CreditWatch negative. It was



not until November 2011 that S&P assigned AGM and AGC financial strength ratings of AA-
(Stable Outlook). In addition, AGM and AGC’s financial strength ratings have been rated Aa3
{(Negative Outlook) by Moody’s since December 2009. The lack of stability of the Company’s
financial strength ratings has had and continues to have a negative effect on the demand for the
Company’s financial guaranties.

* The rating agencies recalibrating or upgrading the ratings of municipal bonds. The change in the
rating scales applied to U.S. public finance issuances and issuers, combined with the downgrades
of the Company’s financial strength ratings, have decreased the percentage of the market that
had underlying investment grade ratings lower than the Company’s financial strength ratings.
This is a key metric for evaluating the potential market for financial guaranty insurance. Because
the Company’s business depends on its ability to enhance the rating of an issuance, the rating
agency upgrades result in fewer opportunities for the Company to provide its financial guaranty
insurance.

* A decline in the volume of new issuance in the municipal market. New issuance in the municipal
market declined in 2011 from 2010 by 33.8%. The lower volume of new issuance has
corresponded to a lower volume of new par insured by the Company.

* Uncertainty over the value of financial guaranty insurance. The losses suffered by other insurers
that had previously been active in the financial guaranty industry resulted in those companies
being downgraded by the rating agencies and/or subject to intervention by their state insurance
regulators. In a number of cases, the financial guaranty insurers were perceived not to be
actively conducting surveillance on transactions or exercising rights and remedies to mitigate
losses.

The Company believes that issuers and investors in securities will continue to need financial
guaranty insurance because U.S. municipalities have budgetary requirements that are best met through
financings in the fixed income capital markets. In particular, smaller municipal issuers will need
guaranties in order to access the capital markets with new debt offerings at a lower all-in interest rate
than on an unguaranteed basis. In addition, the Company expects long-term debt financings for
infrastructure projects will grow throughout the world as well as the financing needs associated with
privatization initiatives or refinancing of other infrastructures in developed countries.

The Company’s Financial Guaranty Portfolio

The Company primarily conducts its business through subsidiaries located in the U.S., Europe and
Bermuda. The Company generally insures obligations that are issued in the U.S. and Europe, although
it has also guaranteed securities issued in Australia, South America and other global markets.

Financial guaranty insurance generally provides an unconditional and irrevocable guaranty that
protects the holder of a debt instrument or other monetary obligation against non-payment of
scheduled principal and interest payments when due. Upon an obligor’s defauit on scheduled principal
or interest payments due on the debt obligation, the Company is generally required under the financial
guaranty contract to pay the investor the principal or interest shortfall due.

Financial guaranty insurance may be issued to all of the investors of the guaranteed series or
tranche of a municipal bond or structured finance security at the time of issuance of those obligations
or it may be issued in the secondary market to only specific individual holders of such obligations who
purchase the Company’s credit protection.

Both issuers of and investors in financial instruments may benefit from financial guaranty
insurance. Issuers benefit when they purchase financial guaranty insurance for their new issue debt
transaction because the insurance may have the effect of lowering an issuer’s interest cost over the life
of the issued debt transaction to the extent that the insurance premium charged by the Company is less
than the net present value of the difference between the yield on the obligation insured by Assured
Guaranty (which carries the credit rating of the specific subsidiary that guarantees the debt obligation)
and the yield on the debt obligation if sold on the basis of its uninsured credit rating. The principal
benefit to investors is that the Company’s guaranty provides certainty that scheduled payments will be
received when due. The guaranty may also improve the marketability of obligations issued by
infrequent or unknown issuers, as well as obligations with complex structures or backed by asset classes
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new to the market. This benefit, which we call a “liquidity benefit,” results from the increase in
secondary market trading values for Assured Guaranty-insured obligations as compared to uninsured
obligations by the same issuer. In general, the liquidity benefit of financial guaranties is that investors
are able to sell insured bonds more quickly and, depending on the financial strength rating of the
insurer, at a higher secondary market price than for uninsured debt obligations.

As an alternative to traditional financial guaranty insurance, the Company in the past also has
provided credit protection relating to a particular security or obligor through a credit derivative
contract, such as a credit default swap (“CDS”). Under the terms of a CDS, the seller of credit
protection agrees to make a specified payment to the buyer of credit protection if one or more
specified credit events occurs with respect to a reference obligation or entity. In general, the credit
events specified in the Company’s CDSs are for interest and principal defaults on the reference
obligation. One difference between CDSs and traditional primary financial guaranty insurance is that
credit default protection is typically provided to a particular buyer rather than to all holders of the
reference obligation. As a result, the Company’s rights and remedies under a CDS may be different
and more limited than on a financial guaranty of an entire issuance. Credit derivatives may be
preferred by some investors, however, because they generally offer the investor ease of execution and
standardized terms as well as more favorable accounting or capital treatment. The Company has not
provided credit protection through a CDS since early 2009, other than in connection with loss
mitigation and other remediation efforts relating to its existing book of business, and does not expect to
write new business using this form of execution in the future.

The Company also has provided reinsurance to other financial guaranty insurers with respect to
their guaranty of public finance, infrastructure and structured finance obligations. Under a reinsurance
agreement, the reinsurer receives a premium and, in exchange, agrees to indemnify the primary insurer,
called the ceding company, for part or all of the liability of the ceding company under one or more
financial guaranty insurance policies that the ceding company has issued. The reinsurer generally agrees
to pay the ceding company a ceding commission on the ceded premium as compensation for the
reinsurance agreement. The reinsurer may itself purchase reinsurance protection (“retrocessions”) from
other reinsurers, thereby reducing its own exposure. Reinsurance agreements take two major forms:
“treaty” and “facultative.” Treaty reinsurance requires the reinsured to cede, and the reinsurer to
assume, specific classes of risk underwritten by the ceding company generally over the course of one
year. Facultative reinsurance is the reinsurance of part of one or more specified policies, and is subject
to separate negotiation for each cession. The Company believes that the opportunities currently
available to it in the reinsurance market consist primarily of potentially assuming portfolios of
transactions from inactive primary insurers and recapturing portfolios that it has previously ceded to
third party reinsurers.

Financial Guaranty Portfolio

The Company’s financial guaranty direct and assumed businesses provide credit enhancement, on
public finance/infrastructure and structured finance obligations.

* Public Finance/Infrastructure Public finance obligations in the U.S. consist primarily of debt
obligations issued by or on behalf of states or their political subdivisions (counties, cities, towns
and villages, utility districts, public universities and hospitals, public housing and transportation
authorities), other public and quasi public entities, private universities and hospitals, and investor
owned utilities. These obligations generally are supported by the taxing authority of the issuer,
the issuer’s or underlying obligor’s ability to collect fees or assessments for certain projects or
public services or revenues from operations. This market also includes project finance
obligations, as well as other structured obligations supporting infrastructure and other public
works projects. Infrastructure obligations in the U.S. and internationally consist primarily of debt
obligations issued by a project or entity where the debt service is supported by the cash flows
from the underlying project. Infrastructure transactions may also benefit from payments from a
governmental or municipal tax authority or revenue source, although the principal payment
source for an infrastructure transaction is generally from the cash flows of the underlying project
itself.




* Structured Finance Structured finance obligations in both the U.S. and international markets are
generally backed by pools of assets, such as residential mortgage loans, consumer or trade
receivables, securities or other assets having an ascertainable cash flow or market value, that are
generally held by a non-recourse special purpose issuing entity. Structured finance obligations
can be “funded” or “synthetic.” Funded structured finance obligations generally have the benefit
of one or more forms of credit enhancement, such as over-collateralization and/or excess cash
flow, to cover payment default risks associated with the related assets. Synthetic structured
finance obligations generally take the form of credit derivatives or credit linked notes that
reference a pool of securities or loans, with a defined deductible or over-collateralization to
cover credit risks associated with the referenced securities or loans.

U.S. Public Finance Obligations The Company insures and reinsures a number of different types of
U.S. public finance obligations, including the following:

General Obligation Bonds are full faith and credit bonds that are issued by states, their
political subdivisions and other municipal issuers, and are supported by the general obligation of
the issuer to pay from available funds and by a pledge of the issuer to levy ad valorem taxes in an
amount sufficient to provide for the full payment of the bonds.

Tax-Backed Bonds are obligations that are supported by the issuer from specific and discrete
sources of taxation. They include tax-backed revenue bonds, general fund obligations and lease
revenue bonds. Tax-backed obligations may be secured by a lien on specific pledged tax revenues,
such as a gasoline or excise tax, or incrementally from growth in property tax revenue associated
with growth in property values. These obligations also include obligations secured by special
assessments levied against property owners and often benefit from issuer covenants to enforce
collections of such assessments and to foreclose on delinquent properties. Lease revenue bonds
typically are general fund obligations of a municipality or other governmental authority that are
subject to annual appropriation or abatement; projects financed and subject to such lease payments
ordinarily include real estate or equipment serving an essential public purpose. Bonds in this
category also include moral obligations of municipalities or governmental authorities.

Municipal Utility Bonds are obligations of all forms of municipal utilities, including electric,
water and sewer utilities and resource recovery revenue bonds. These utilities may be organized in
various forms, including municipal enterprise systems, authorities or joint action agencies.

Transportation Bonds include a wide variety of revenue-supported bonds, such as bonds for
airports, ports, tunnels, municipal parking facilities, toll roads and toll bridges.

Healthcare Bonds are obligations of healthcare facilities, including community based hospitals
and systems, as well as of health maintenance organizations and long-term care facilities.

Higher Education Bonds are obligations secured by revenue collected by either public or
private secondary schools, colleges and universities. Such revenue can encompass all of an
institution’s revenue, including tuition and fees, or in other cases, can be specifically restricted to
certain auxiliary sources of revenue.

Housing Revenue Bonds are obligations relating to both single and multi-family housing, issued
by states and localities, supported by cash flow and, in some cases, insurance from entities such as
the Federal Housing Administration.

Infrastructure Bonds include obligations issued by a variety of entities engaged in the financing
of infrastructure projects, such as roads, airports, ports, social infrastructure and other physical
assets delivering essential services supported by long-term concession arrangements with a public
sector entity.

Investor-Owned Utility Bonds are obligations primarily backed by investor-owned utilities, first
mortgage bond obligations of for-profit electric or water utilities providing retail, industrial and
commercial service, and also include sale-leaseback obligation bonds supported by such entities.

Other Public Finance Bonds include other debt issued, guaranteed or otherwise supported by
U.S. national or local governmental authorities, as well as student loans, revenue bonds, and
obligations of some not-for-profit organizations.



Non-U.S. Public Finance Obligations The Company insures and reinsures a number of different
types of non-U.S. public finance obligations, which consist of both infrastructure projects and other
projects essential for municipal function such as regulated utilities. Credit support for the exposures
written by the Company may come from a variety of sources, including some combination of
subordinated tranches, excess spread, over-collateralization or cash reserves. Additional support also
may be provided by transaction provisions intended to benefit noteholders or credit enhancers. The
types of non-U.S. public finance securities the Company insures and reinsures include the following:

Infrastructure Finance Obligations are obligations issued by a variety of entities engaged in the
financing of international infrastructure projects, such as roads, airports, ports, social infrastructure,
and other physical assets delivering essential services supported either by long-term concession
arrangements with a public sector entity or a regulatory regime. The majority of the Company’s
international infrastructure business is conducted in the UK.

Regulated Utilities Obligations are issued by government-regulated providers of essential
services and commodities, including electric, water and gas utilities. The majority of the Company’s
international regulated utility business is conducted in the U.K.

Pooled Infrastructure Obligations are synthetic asset-backed obligations that take the form of
CDS obligations or credit-linked notes that reference either infrastructure finance obligations or a
pool of such obligations, with a defined deductible to cover credit risks associated with the
referenced obligations.

Other Public Finance Obligations include obligations of local, municipal, regional or national
governmental authorities or agencies.

U.S. and Non-U.S. Structured Finance Obligations The Company insures and reinsures a number of
different types of U.S. and non-U.S. structured finance obligations. Credit support for the exposures
written by the Company may come from a variety of sources, including some combination of
subordinated tranches, excess spread, over-collateralization or cash reserves. Additional support also
may be provided by transaction provisions intended to benefit noteholders or credit enhancers. The
types of U.S. and Non-U.S. Structured Finance obligations the Company insures and reinsures include
the following:

Pooled Corporate Obligations are securities primarily backed by various types of corporate debt
obligations, such as secured or unsecured bonds, bank loans or loan participations and trust
preferred securities. These securities are often issued in “tranches,” with subordinated tranches
providing credit support to the more senior tranches. The Company’s financial guaranty exposures
generally are to the more senior tranches of these issues.

Residential Mortgage-Backed Securities (“RMBS”) and Home Equity Securities are obligations
backed by closed-end first mortgage loans and closed- and open-end second mortgage loans or
home equity loans on one-to-four family residential properties, including condominiums and
cooperative apartments. First mortgage loan products in these transactions include fixed rate,
adjustable rate and option adjustable-rate mortgages. The credit quality of borrowers covers a
broad range, including “prime”, “subprime” and “Alt-A”. A prime borrower is generally defined as
one with strong risk characteristics as measured by factors such as payment history, credit score,
and debt-to-income ratio. A subprime borrower is a borrower with higher risk characteristics,
usually as determined by credit score and/or credit history. An Alt-A borrower is generally defined
as a prime quality borrower that lacks certain ancillary characteristics, such as fully documented
income. The Company has not insured a RMBS transaction since January 2008 and does not
anticipate doing so again until the risks associated with underwriting these transactions, including
the regulatory and legal environment, improve.

Financial Products is the guaranteed investment contracts (“GICs”) portion of the former
Financial Products Business of AGMH. AGM has issued financial guaranty insurance policies on
the GICs and in respect of the GIC business that cannot be revoked or cancelled. Assured
Guaranty is indemnified against exposure to the former Financial Products Business by Dexia. The
Financial Products Business is currently being run off and, as of December 31, 2011, the accreted
value of the liabilities of the GIC issuers was $4.7 billion, compared to $6.7 billion as of




December 31, 2010. As of December 31, 2011, the aggregate fair value (after agreed reductions) of
the assets supporting the GIC business exceeded the aggregate principal amount of all outstanding
GICs and certain other business and hedging costs of the GIC business.

Structured Credit Securities include program-wide credit enhancement for commercial paper
conduits in the U.S., and securities issued in whole business securitizations and intellectual
property securitizations. Program-wide credit enhancement generally involves insuring against the
default of asset-backed securities in a bank-sponsored commercial paper conduit. Securities issued
in whole business and intellectual property securitizations are backed by revenue-producing assets
sold to a limited-purpose company by an operating company, including franchise agreements, lease
agreements, intellectual property and real property.

Consumer Receivables Securities are obligations backed by non-mortgage consumer receivables,
such as automobile loans and leases, credit card receivables and other consumer receivables.

Commercial Mortgage-Backed Securities (“CMBS”) are obligations backed by pools of
commercial mortgages on office, multi-family, retail, hotel, industrial and other specialized or
mixed-use properties.

Commercial Receivables Securities are obligations backed by equipment loans or leases, fleet
auto financings, business loans and trade receivables. Credit support is derived from the cash flows
generated by the underlying obligations, as well as property or equipment values as applicable.

Insurance Securitization Securities are obligations secured by the future earnings from pools of
various types of insurance/reinsurance policies and income produced by invested assets.

Other Structured Finance Securities are obligations backed by assets not generally described in
any of the other described categories. One such type of asset is a tax benefit to be realized by an
investor in one of the Federal or state programs that permit such investor to receive a credit
against taxes (such as Federal corporate income tax or state insurance premium tax) for making
qualified investments in specified enterprises, typically located in designated low-income areas.

Credit Policy and Underwriting Procedure
Credit Policy

The Company establishes exposure limits and underwriting criteria for sectors, countries, single
risks and, in the case of structured finance obligations, servicers. Single risk limits are established in
relation to the Company’s capital base and are based on the Company’s assessment of potential
frequency and severity of loss as well as other factors, such as historical and stressed collateral
performance. Sector limits are based on the Company’s assessment of intra-sector correlation, as well
as other factors. Country limits are based on long term foreign currency ratings, history of political
stability, size and stability of the economy and other factors.

Critical risk factors that the Company would analyze for proposed public finance exposures
include, for example, the credit quality of the issuer, the type of issue, the repayment source, the
security pledged, the presence of restrictive covenants and the issue’s maturity date. The Company has
also been focusing on the ability of obligors to file for bankruptcy or receivership under applicable
statutes (and on related statutes that provide for state oversight or fiscal control over financially
troubled obligors); the amount of liquidity available to the obligors for debt payment, including the
obligors’ exposure to derivative contracts and to debt subject to acceleration; and to the ability of the
obligors to increase revenue. Underwriting considerations include (1) the classification of the
transaction, reflecting economic and social factors affecting that bond type, including the importance of
the proposed project to the community, (2) the financial management of the project and of the issuer,
and (3) various legal and administrative factors. In cases where the primary source of repayment is the
taxing or rate setting authority of a public entity, such as general obligation bonds, transportation bonds
and municipal utility bonds, emphasis is placed on the overall financial strength of the issuer, the
economic and demographic characteristics of the taxpayer or ratepayer and the strength of the legal
obligation to repay the debt. In cases of not-for-profit institutions, such as healthcare issuers and
private higher education issuers, emphasis is placed on the financial stability of the institution, its
competitive position and its management experience.



Structured finance obligations generally present three distinct forms of risk: (1) asset risk,
pertaining to the amount and quality of assets underlying an issue; (2) structural risk, pertaining to the
extent to which an issue’s legal structure provides protection from loss; and (3) execution risk, which is
the risk that poor performance by a servicer contributes to a decline in the cash flow available to the
transaction. Each risk is addressed in turn through the Company’s underwriting process. Generally, the
amount and quality of asset coverage required with respect to a structured finance exposure is
dependent upon the historic performance of the subject asset class, or those assets actually underlying
the risk proposed to be insured or assumed through reinsurance. Future performance expectations are
developed from this history, taking into account economic, social and political factors affecting that
asset class as well as, to the extent feasible, the subject assets themselves. Conclusions are then drawn
about the amount of over-collateralization or other credit enhancement necessary in a particular
transaction in order to protect investors (and therefore the insurer or reinsurer) against poor asset
performance. In addition, structured securities usually are designed to protect investors (and therefore
the guarantor) from the bankruptcy or insolvency of the entity which originated the underlying assets,
as well as the bankruptcy or insolvency of the servicer of those assets.

For international transactions, an analysis of the country or countries in which the risk resides is
performed. Such analysis includes an assessment of the political risk as well as the economic and
demographic characteristics of the country or countries. For each transaction, the Company performs
an assessment of the legal jurisdiction governing the transaction and the laws affecting the underlying
assets supporting the obligations.

Underwriting Procedure

Each transaction underwritten by the Company involves persons with different expertise across
various departments within the Company. The Company’s transaction underwriting teams include both
underwriting and legal personnel, who analyze the structure of a potential transaction and the credit
and legal issues pertinent to the particular line of business or asset class, and accounting and finance
personnel, who review the transaction for compliance with applicable accounting standards and
investment guidelines.

In the public finance portion of the Company’s financial guaranty direct business, underwriters
generally analyze the issuer’s historical financial statements and, where warranted, develop stress case
projections to test the issuers’ ability to make timely debt service payments under stressful economic
conditions. In the structured finance portion of the Company’s financial guaranty direct business,
underwriters generally use computer-based financial models in order to evaluate the ability of the
transaction to generate adequate cash flow to service the debt under a variety of scenarios. The models
include economically-stressed scenarios that the underwriters use for their assessment of the potential
credit risk inherent in a particular transaction. For financial guaranty reinsurance transactions, stress
model results may be provided by the primary insurer. Stress models may also be developed internally
by the Company’s underwriters and reflect both empirical research as well as information gathered
from third parties, such as rating agencies, investment banks or servicers. The Company may also
perform a due diligence review when the underwriters believe that such a review is necessary to assess
properly a particular transaction. A due diligence review may include, among other things, a site visit to
the project or facility, meetings with issuer management, review of underwriting and operational
procedures, file reviews, and review of financial procedures and computer systems. The Company may
also engage advisors such as consultants and external counsel to assist in analyzing a transaction’s
financial or legal risks.

Upon completion of the underwriting analysis, the underwriter prepares a formal credit report that
is submitted to a credit committee for review. An oral presentation is usually made to the committee,
followed by questions from committee members and discussion among the committee members and the
underwriters. In some cases, additional information may be presented at the meeting or required to be
submitted prior to approval. Signatures of committee members are received and any further
requirements, such as specific terms or evidence of due diligence, are noted. The Company currently
has four credit committees composed of senior officers of the Company. The committees are organized
by asset class, such as for public finance or structured finance, or along regulatory lines, to assess the
various potential exposures.



Risk Management Procedures
Organizational Structure

The Company’s policies and procedures relating to risk assessment and risk management are
overseen by its Board of Directors. The Board takes an enterprise-wide approach to risk management
that is designed to support the Company’s business plans at a reasonable level of risk. A fundamental
part of risk assessment and risk management is not only understanding the risks a company faces and
what steps management is taking to manage those risks, but also understanding what level of risk is
appropriate for the Company. The Board of Directors annually approves the Company’s business plan,
factoring risk management into account. The involvement of the Board in setting the Company’s
business strategy is a key part of its assessment of management’s risk tolerance and also a
determination of what constitutes an appropriate level of risk for the Company.

While the Board of Directors has the ultimate oversight responsibility for the risk management
process, various committees of the Board also have responsibility for risk assessment and risk
management. The Risk Oversight Committee of the Board of Directors oversees the standards,
controls, limits, guidelines and policies that the Company establishes and implements in respect of
credit underwriting and risk management. It focuses on management’s assessment and management of
both (i) credit risks and (ii) other risks, including, but not limited to, financial, legal and operational
risks, and risks relating to the Company’s reputation and ethical standards. In addition, the Audit
Committee of the Board of Directors is responsible for, among other matters, reviewing policies and
processes related to the evaluation of risk assessment and risk management, including the Company’s
major financial risk exposures and the steps management has taken to monitor and control such
exposures. It also reviews compliance with legal and regulatory requirements. Furthermore, the
Compensation Committee of the Board of Directors reviews compensation-related risks to the
Company.

The Company has established a number of management committees to develop underwriting and
risk management guidelines, policies and procedures for the Company’s insurance and reinsurance
subsidiaries that are tailored to their respective businesses, providing multiple levels of credit review
and analysis.

« Portfolio Risk Management Committee—This committee establishes company-wide credit policy
for the Company’s direct and assumed business. It implements specific underwriting procedures
and limits for the Company and allocates underwriting capacity among the Company’s
subsidiaries. The Portfolio Risk Management Committee focuses on measuring and managing
credit, market and liquidity risk for the overall company. All transactions in new asset classes or
new jurisdictions must be approved by this committee.

 U.S. Management Committee—This committee establishes strategic policy and reviews the
implementation of strategic initiatives and general business progress in the U.S. The U.S.
Management Committee approves risk policy at the U.S. operating company level.

» U.S. Risk Management Committee—This committee conducts an in-depth review of the insured
portfolios of the U.S. subsidiaries, focusing on varying portions of the portfolio at each meeting.
It assigns internal ratings of the insured transactions and reviews sector reports, monthly product
line surveillance reports and compliance reports.

» Workout Committee—This committee receives reports from Surveillance and Workout personnel
on transactions that might benefit from active loss mitigation and develops and approves loss
mitigation strategies for such transactions.

» Reserve Committees—Oversight of reserving risk is vested in the U.S. Reserve Committee, the
AG Re Reserve Committee and the U.K. Reserve Committee. The committees review the
reserve methodology and assumptions for each major asset class or significant below-investment
grade (“BIG”) transaction, as well as the loss projection scenarios used and the probability
weights assigned to those scenarios. The U.S. Reserve Committee establishes reserves for AGC
and AGM, taking into consideration the supporting information provided by Surveillance
personnel. It is composed of the President and Chief Executive Officer, Chief Operating Officer,
Chief Financial Officer, General Counsel, Chief Surveillance Officer and Chief Actuary of AGC



and AGM. The AG Re Reserve Committee is composed of the President, Chief Credit Officer
and Financial Controller of AG Re. The AG Re Reserve Committee reviews its reserving
methodology with the AG Re board of directors. The U.K. Reserve Committee is composed of
the Chief Executive Officer of the Company’s U.K. subsidiaries, the Chief Operating Officer of
the Company and the head surveillance officer of the Company’s U.K. subsidiaries. It reviews its
reserving methodology with the boards of directors of the Company’s U.K. subsidiaries.

The Company’s surveillance personnel are responsible for monitoring and reporting on all
transactions in the insured portfolio, including exposures in both the financial guaranty direct and
assumed businesses. The primary objective of the surveillance process is to monitor trends and changes
in transaction credit quality, detect any deterioration in credit quality, and recommend to management
such remedial actions as may be necessary or appropriate. All transactions in the insured portfolio are
assigned internal credit ratings, and surveillance personnel are responsible for recommending
adjustments to those ratings to reflect changes in transaction credit quality.

The Company’s workout personnel are responsible for managing workout and loss mitigation
situations. They work together with the Company’s surveillance personnel to develop and implement
strategies on transactions that are experiencing loss or may be likely to experience loss. They develop
strategies designed to enhance the ability of the Company to enforce its contractual rights and
remedies (including its rights to require that sellers or originators repurchase loans from residential
mortgage-backed securities transactions if the seller or originator has breached its representations and
warranties regarding the loans) and mitigate its losses. The Company’s workout personnel also engage
in negotiation discussions with transaction participants and, when necessary, manage (along with legal
personnel) the Company’s litigation proceedings. They may also make open market purchases of
securities that the Company has insured and work with servicers of residential mortgage-backed
securities transactions to enhance their performance. Since the onset of the financial crisis, the
Company has shifted personnel to loss mitigation and workout activities and hired new personnel to
augment its efforts in this area.

Direct Business

The Company monitors the performance of each risk in its portfolio as well as tracks risk
aggregations. The review cycle and scope vary based upon transaction type and credit quality. In
general, the review process includes the collection and analysis of information from various sources,
including trustee and servicer reports, financial statements and reports, general industry or sector news
and analyses, and rating agency reports. For public finance risks, the surveillance process includes
monitoring general economic trends, developments with respect to state and municipal finances, and
the financial situation of the issuers. For structured finance transactions, the surveillance process can
include monitoring transaction performance data and cash flows, compliance with transaction terms and
conditions, and evaluation of servicer or collateral manager performance and financial condition.
Additionally, the Company uses various quantitative tools and models to assess transaction performance
and identify situations where there may have been a change in credit quality. For all transactions,
surveillance activities may include discussions with or site visits to issuers, servicers or other parties to a
transaction.

Assumed Business

For assumed transactions, the ceding insurers are responsible for conducting ongoing surveillance
of the exposures that have been ceded to the Company. The Company’s surveillance personnel monitor
the ceding insurer’s surveillance activities on exposures ceded to the Company through a variety of
means including, but not limited to, reviews of surveillance reports provided by the ceding insurers, and
meetings and discussions with their analysts. The Company’s surveillance personnel also monitor
general news and information, industry trends and rating agency reports to help focus surveillance
activities on sectors or credits of particular concern. For certain exposures, the Company also will
undertake an independent analysis and remodeling of the transaction. In the event of credit
deterioration of a particular exposure, more frequent reviews of the ceding company’s risk mitigation
activities are conducted. The Company’s surveillance personnel also take steps to ensure that the
ceding insurer is managing the risk pursuant to the terms of the applicable reinsurance agreement. To
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this end, the Company conducts periodic reviews of ceding companies’ surveillance activities and
capabilities. That process may include the review of the insurer’s underwriting, surveillance and claim
files for certain transactions.

Ceded Business

As part of its risk management strategy, the Company has sought in the past to obtain third party
reinsurance or retrocessions and may also periodically enter into other arrangements to reduce its
exposure to risk concentrations, such as for single risk limits, portfolio credit rating or exposure limits,
geographic limits or other factors. At December 31, 2011, the Company had ceded approximately 9%
of its principal amount outstanding to third party reinsurers.

The Company historically obtained reinsurance to increase its underwriting capacity, both on an
aggregate-risk and a single-risk basis, to meet internal, rating agency and regulatory risk limits, diversify
risks, reduce the need for additional capital, and strengthen financial ratios. The Company receives
capital credit for ceded reinsurance based on the reinsurer’s ratings in the capital models used by the
rating agencies to evaluate the Company’s capital position for its financial strength ratings. In addition,
a number of the Company’s reinsurers are required to pledge collateral to secure their reinsurance
obligations to the Company. In some cases, the pledged collateral augments the rating agency credit for
the reinsurance provided. In recent years, most of the Company’s reinsurers have been downgraded by
one or more rating agency below the Company’s ratings. While ceding commissions or premium
allocation adjustments may compensate in part for such downgrades, the effect of such downgrades, in
general, is to decrease the financial benefits of using reinsurance under rating agency capital adequacy
models. However, to the extent a reinsurer still has the financial wherewithal to pay, the Company
could still benefit from the reinsurance provided.

The Company’s ceded reinsurance may be on a quota share, first-loss or excess-of-loss basis. Quota
share reinsurance generally provides protection against a fixed specified percentage of all losses
incurred by the Company. First-loss reinsurance generally provides protection against a fixed specified
percentage of losses incurred up to a specified limit. Excess-of-loss reinsurance generally provides
protection against a fixed percentage of losses incurred to the extent that losses incurred exceed a
specified limit. Reinsurance arrangements typically require the Company to retain a minimum portion
of the risks reinsured.

The Company has both facultative (transaction-by-transaction) and treaty ceded reinsurance
contracts, generally arranged on an annual basis. By annual treaty, the Company employed ‘““automatic
facultative” reinsurance that permitted the Company to apply reinsurance to transactions it selected
subject to certain limitations. The remainder of the Company’s treaty reinsurance provided coverage for
a portion, subject in certain cases to adjustment at the Company’s election, of the exposure from all
qualifying policies issued during the term of the treaty. The reinsurer’s participation in a treaty was
either cancellable annually upon 90 days’ prior notice by either the Company or the reinsurer or had a
one-year term. Treaties generally provide coverage for the full term of the policies reinsured during the
annual treaty period, except that, upon a financial deterioration of the reinsurer or the occurrence of
certain other events, the Company generally has the right to reassume all or a portion of the business
reinsured. Reinsurance agreements may be subject to other termination conditions as required by
applicable state law.

On January 22, 2012, AGC and AGM entered into an aggregate excess of loss reinsurance facility,
effective as of January 1, 2012. At AGC’s and AGM’s option, the facility will cover losses occurring
from January 1, 2012 through December 31, 2019 or from January 1, 2013 through December 31, 2020.
The contract terminates, unless AGC and AGM choose to extend it on January 1, 2014. The facility
covers U.S. public finance credits insured or reinsured by AGC and AGM as of September 30, 2011,
excluding credits that were rated non-investment grade as of December 31, 2011 by Moody’s or S&P or
internally by AGC or AGM and subject to certain per credit limits. The facility attaches when AGC’s
or AGM’s net losses (net of AGC’s and AGM other reinsurance, other than pooling reinsurance
provided to AGM by AGM’s subsidiaries and net of recoveries) exceed in the aggregate $2 billion. The
facility covers a portion of the next $600 million of losses, with the reinsurers assuming pro rata in the
aggregate $435 million of the $600 million of losses and AGC and AGM jointly retaining the remaining
$165 million of losses. The reinsurers are required to be rated at least AA- (Stable Outlook) through
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December 31, 2014 or to post collateral sufficient to provide AGM and AGC with the same
reinsurance credit as reinsurers rated AA-. AGM and AGC are obligated to pay the reinsurers their
share of recoveries relating to losses during the coverage period in the covered portfolio. This
obligation is secured by a pledge of the recoveries, which will be deposited into a trust for the benefit
of the reinsurers.

Importance of Financial Strength Ratings

Debt obligations guaranteed by AGL’s insurance company subsidiaries are generally awarded debt
credit ratings that are the same rating as the financial strength rating of the AGL subsidiary that has
guaranteed that obligation. Investors in products insured by AGC or AGM frequently rely on rating
agency ratings because ratings influence the trading value of securities and form the basis for many
institutions’ investment guidelines as well as individuals’ bond purchase decisions. Low financial
strength ratings or uncertainty over the Company’s ability to maintain its financial strength ratings
would have a negative impact on issuers’ and investors’ perceptions of the value of the Company’s
insurance product. Therefore, the Company manages its business with the goal of achieving high
financial strength ratings, preferably the highest that an agency will assign. However, the models used
by rating agencies differ, presenting conflicting goals that may make it inefficient or impractical to
reach the highest rating level. The models are not fully transparent, contain subjective data (such as
assumptions about future market demand for the Company’s products) and change frequently.

Historically, insurance financial strength ratings reflect an insurer’s ability to pay under its
insurance policies and contracts in accordance with their terms. The rating is not specific to any
particular policy or contract. Insurance financial strength ratings do not refer to an insurer’s ability to
meet non-insurance obligations and are not a recommendation to purchase any policy or contract
issued by an insurer or to buy, hold, or sell any security insured by an insurer. The ratings also reflect
qualitative factors with respect to such things as the insurer’s business strategy and franchise value, the
anticipated future demand for its product, the composition of its portfolio, as well as its capital
adequacy, profitability and financial flexibility.

The rating agencies have developed and published methodologies for rating financial guaranty and
mortgage guaranty insurers and reinsurers. The insurance financial strength ratings assigned by the
rating agencies are based upon factors relevant to policyholders and are not directed toward the
protection of investors in AGL’s common shares. The rating criteria used by the rating agencies in
establishing these ratings include consideration of the sufficiency of capital resources to meet projected
growth (as well as access to such additional capital as may be necessary to continue to meet applicable
capital adequacy standards), a company’s overall financial strength, and demonstrated management
expertise in financial guaranty and traditional reinsurance, credit analysis, systems development,
marketing, capital markets and investment operations. Ratings reflect only the views of the respective
rating agencies and are subject to continuous review and revision or withdrawal at any time.

A substantial downgrade of the financial strength ratings of the Company’s insurance and
reinsurance subsidiaries would adversely affect its business and prospects and, consequently, its results
of operations and financial condition. The Company believes that if the financial strength ratings of
AGM and/or AGC were downgraded from their current levels, such downgrade could result in
downward pressure on the premium it is able to charge for its insurance; however, the Company
expects that so long as AGM and AGC are able to maintain financial strength ratings in the double-A
category or higher, they are likely to be able to continue writing financial guaranty business with a
credit quality similar to that historically written. The Company believes that if the financial strength
ratings of AGM and/or AGC were downgraded to the single-A level or below, it could be difficult for
the Company to originate the same volume of new business with comparable credit characteristics. See
“Item 1A. Risk Factors—Risks Related to the Company’s Financial Strength and Financial
Enhancement Ratings” and “Item 7. Management’s Discussion and Analysis of Financial Condition and
Results of Operations” for more information about the Company’s ratings.
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Investments

The Company’s principal objectives in managing its investment portfolio are to preserve the
highest possible ratings for each operating company; maintain sufficient liquidity to cover unexpected
stress in the insurance portfolio; and maximize total after-tax net investment income.

The Company has a formal review process for all securities in the Company’s investment portfolio,
including a review for impairment losses. Factors considered when assessing impairment include:

* a decline in the market value of a security by 20% or more below amortized cost for a
continuous period of at least six months;

* a decline in the market value of a security for a continuous period of 12 months;

* recent credit downgrades of the applicable security or the issuer by rating agencies;
* the financial condition of the applicable issuer;

» whether loss of investment principal is anticipated;

* whether scheduled interest payments are past due; and

¢ whether the Company intends to sell the security prior to its recovery in fair value.

One component of the Company’s risk management strategy is the acquisition of obligations that
are either insured by the Company or part of the same issuance as obligations insured by the Company.
Such acquisitions enable the Company to exercise rights available to holders of the obligations or to
mitigate its losses. As of December 31, 2011, the Company held securities purchased for loss mitigation
purposes with a par of $1,560.4 million in its investment accounts as compared to $779.9 million as of
December 31, 2010.

If the Company believes a decline in the value of a particular investment is temporary, the
Company records the decline as an unrealized loss on the Company’s consolidated balance sheets in
“accumulated other comprehensive income” in shareholders’ equity.

The Company’s assessment of a decline in value includes management’s current assessment of the
factors noted above. If that assessment changes in the future, the Company may ultimately record a
loss after having originally concluded that the decline in value was temporary.

The Company’s investment portfolio is managed by BlackRock Financial Management, Inc.,
Deutsche Investment Management Americas Inc., General Re-New England Asset Management, Inc.
and Wellington Management Company, LLP. The Company’s investment managers have discretionary
authority over the Company’s investment portfolio within the limits of the Company’s investment
guidelines approved by the Company’s Board of Directors. The Company compensates each of these
managers based upon a fixed percentage of the market value of the Company’s portfolio. During the
years ended December 31, 2011, 2010 and 2009, the Company recorded investment management fee
expenses of $8.4 million, $8.0 million, and $5.4 million, respectively, related to these managers.

Competition

Assured Guaranty’s principal competition consists of other forms of credit enhancement, such as
letters of credit or credit derivatives provided by foreign and domestic banks and other financial
institutions, some of which are governmental enterprises, or direct guaranties of municipal, structured
finance or other debt by a federal or state government or government-sponsored or affiliated agency.
For example, in 2011, $13.2 billion of municipal bonds relied on letters of credit for credit
enhancement, according to the SDC Thomson municipal database. This constitutes a increase from
$11.8 billion of municipal bonds in 2010. In addition, credit or structural enhancement embedded in
transactions, such as through overcollateralization, first loss insurance, excess spread or other terms and
conditions that provide investors with additional collateral or cash flow also compete with the
Company’s financial guaranties. Finally, the Company effectively competes with investors’ conflicting
demands for higher yields on investments versus their desire for higher-rated securities.
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Assured Guaranty is currently the market leader in providing financial guaranty insurance. Other
companies who had been active in this market experienced significant financial distress during the
financial crisis and currently no longer have financial strength ratings adequate to remain active in new
business origination. For example, neither Ambac Assurance Corporation (“Ambac”) nor Financial
Guaranty Insurance Company, the parent companies of which filed voluntary petitions for relief under
Chapter 11 of the United States Bankruptcy Code in 2010, are writing new business. MBIA Insurance
Corporation, which transferred its U.S. public finance exposures to its affiliate National Public Finance
Guarantee Corporation, is not writing new business. National Public Finance Guarantee Corporation, a
company that only insures U.S. public finance obligations, currently appears not to have financial
strength ratings adequate to issue new financial guaranty policies on public finance obligations. Neither
Syncora Guarantee Inc. nor Radian Asset Assurance Inc. (“Radian”) is writing any new business. CIFG
Assurance North America, Inc. has been restructured but is not writing new business; it ceded a
significant portion of its U.S. public finance portfolio to AGC in January 2009. Berkshire Hathaway
Assurance Corporation, the only new entrant into the financial guaranty industry other than National
Public Finance Guarantee Corporation that has written any new business, did not write new business in
2009, 2010 or 2011. Municipal and Infrastructure Assurance Corporation (“MIAC”), another entrant
into the financial guaranty industry, was unable to raise sufficient capital in 2010 in order to insure any
business; Radian purchased MIAC in 2011 and then, in January 2012, entered into an agreement with
Assured Guaranty pursuant to which Assured Guaranty agreed to purchase MIAC, subject to
regulatory approval, which Assured Guaranty anticipates will be obtained in the first half of 2012.

There are at least three new financial guaranty insurance companies in the planning stages,
although their ultimate prospects for commencing business remain uncertain. In the future, new
entrants into the financial guaranty industry could reduce the Company’s future new business prospects,
including by furthering price competition or offering financial guaranty insurance on transactions with
structural and security features that are more favorable to the issuers than those required by Assured
Guaranty. In addition, the Federal Home Loan Bank has been authorized to participate to a limited
extent in the municipal financial guaranty market. There have also been proposals for the U.S.
Congress to establish a federally chartered bond insurer and for states, pension funds and the National
League of Cities to establish bond insurers.

Alternative credit enhancement structures, and in particular federal government credit
enhancement or other programs, can also affect the Company’s new business prospects, particularly if
they provide direct governmental-level guaranties, restrict the use of third-party financial guaranties or
reduce the amount of transactions that might qualify for financial guaranties. There have been periodic
proposals during the past several years for state-level support of financial guaranties through
investment in non-profit bond insurers. In addition, state guaranty funds for municipal debt, such as the
Texas Permanent School Fund, can also impact the demand for the Company’s financial guaranty
insurance. Some aspects of the U.S. federal government’s bailout of financial institutions also reduced
the demand for financial guaranties. For instance, the terms of the Troubled Asset Loan Facility
program through the U.S. Treasury, which ceased providing new loans on March 31, 2010, excluded
financial guaranty forms of credit enhancement, reducing the amount of structured finance issuance
that might come into the public market for insurance. Other factors, which may not directly address
credit enhancement, may also affect the demand for the Company’s financial guaranties. Other recent
examples are the Build America Bonds program and the rating agency recalibrations, as discussed in
the “Overview” above, both of which diminished the amount of bonds that couid have benefitted from
the Company’s guaranty.

The Company currently has no competitors in the financial guaranty reinsurance market.
Previously, the Company had competed in the financial guaranty reinsurance market with multi-line
insurers and with the other primary financial guaranty insurers. Historically, competition in the financial
guaranty reinsurance business was based upon many factors including financial strength ratings from
the major rating agencies, a financial enhancement rating from S&P, pricing, service, size and
underwriting criteria.
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Regulation
General

The business of insurance and reinsurance is regulated in most countries, although the degree and
type of regulation varies significantly from one jurisdiction to another. Reinsurers are generally subject
to less direct regulation than primary insurers. The Company is subject to regulation under applicable
statutes in the U.S., the U.K. and Bermuda, as well as applicable statutes in Australia.

United States

AGL has four operating insurance subsidiaries domiciled in the U.S., which the Company refers to
collectively as the “Assured Guaranty U.S. Subsidiaries.”

* AGC is a Maryland domiciled insurance company licensed to write financial guaranty insurance
and reinsurance (which is classified in some states as surety or another line of insurance) in 50
U.S. states, the District of Columbia and Puerto Rico. AGC is also licensed as a Class 3 insurer
in Bermuda; however, AGC has recently determined to surrender its Class 3 license to the
Bermuda Monetary Authority and therefore its Class 3 license is expected to be canceled in the
near future. It is registered as a foreign company in Australia and currently operates through a
representative office in Sydney. AGC currently intends for the representative office to conduct
activities so that it does not have a permanent establishment in Australia.

* AGM is a New York domiciled insurance company licensed to write financial guaranty insurance
and reinsurance in 50 U.S. states, the District of Columbia, Guam, Puerto Rico and the U.S.
Virgin Islands. It operates through a service company in Sydney. In April 2011, AGM submitted
an application to the Insurance Business Division of the Supervision Bureau of the Financial
Services Agency to invalidate its insurance license in Japan and subsequently closed its branch in
Tokyo.

* Assured Guaranty Mortgage Insurance Company is a New York domiciled insurance company
authorized solely to transact mortgage guaranty insurance and reinsurance. It is licensed as a
mortgage guaranty insurer in the State of New York and in the District of Columbia and is an
approved or accredited reinsurer in the States of California, Illinois and Wisconsin.

* Assured Guaranty Municipal Insurance Company (formerly FSA Insurance Company) was
redomesticated to New York from Oklahoma in 2010. It is licensed to write financial guaranty
insurance and reinsurance in New York and Oklahoma, and in 13 other states in the U.S.

Insurance Holding Company Regulation

AGL and the Assured Guaranty U.S. Subsidiaries are subject to the insurance holding company
laws of their jurisdiction of domicile, as well as other jurisdictions where these insurers are licensed to
do insurance business. These laws generally require each of the Assured Guaranty U.S. Subsidiaries to
register with its respective domestic state insurance department and annually to furnish financial and
other information about the operations of companies within their holding company system. Generally,
all transactions among companies in the holding company system to which any of the Assured
Guaranty U.S. Subsidiaries is a party (including sales, loans, reinsurance agreements and service
agreements) must be fair and, if material or of a specified category, such as reinsurance or service
agreements, require prior notice and approval or non-disapproval by the insurance department where
the applicable subsidiary is domiciled.

Change of Control

Before a person can acquire control of a U.S. domestic insurance company, prior written approval
must be obtained from the insurance commissioner of the state where the domestic insurer is
domiciled. Generally, state statutes provide that control over a domestic insurer is presumed to exist if
any person, directly or indirectly, owns, controls, holds with the power to vote, or holds proxies
representing, 10% or more of the voting securities of the domestic insurer. Prior to granting approval
of an application to acquire control of a domestic insurer, the state insurance commissioner will
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consider such factors as the financial strength of the applicant, the integrity and management of the
applicant’s board of directors and executive officers, the acquirer’s plans for the management of the
applicant’s board of directors and executive officers, the acquirer’s plans for the future operations of
the domestic insurer and any anti-competitive results that may arise from the consummation of the
acquisition of control. These laws may discourage potential acquisition proposals and may delay, deter
or prevent a change of control involving AGL that some or all of AGL’s stockholders might consider to
be desirable, including in particular unsolicited transactions.

State Insurance Regulation

State insurance authorities have broad regulatory powers with respect to various aspects of the
business of U.S. insurance companies, including licensing these companies to transact business,
accreditation of reinsurers, admittance of assets to statutory surplus, regulating unfair trade and claims
practices, establishing reserve requirements and solvency standards, regulating investments and
dividends and, in certain instances, approving policy forms and related materials and approving
premium rates. State insurance laws and regulations require the Assured Guaranty U.S. Subsidiaries to
file financial statements with insurance departments everywhere they are licensed, authorized or
accredited to conduct insurance business, and their operations are subject to examination by those
departments at any time. The Assured Guaranty U.S. Subsidiaries prepare statutory financial
statements in accordance with Statutory Accounting Practices, or SAP, and procedures prescribed or
permitted by these departments. State insurance departments also conduct periodic examinatians of the
books and records, financial reporting, policy filings and market conduct of insurance companies
domiciled in their states, generally once every three to five years. Market conduct examinations by
regulators other than the domestic regulator are generally carried out in cooperation with the insurance
departments of other states under guidelines promulgated by the National Association of Insurance
Commissioners.

The Maryland Insurance Administration, the regulatory authority of the domiciliary jurisdiction of
AGC, conducts a periodic examination of insurance companies domiciled in Maryland every five years.
The Maryland Insurance Administration last issued a Report on Financial Examination with respect to
AGC in 2008 for the five year period ending December 31, 2006. The Maryland Insurance
Administration is scheduled to commence in March 2012 an examination of AGC for the five year
period ending December 31, 2011.

The New York Department of Financial Services (the “NY DFS”), the regulatory authority of the
domiciliary jurisdiction of AGM, Assured Guaranty Mortgage Insurance Company and Assured
Guaranty Municipal Insurance Company, conducts a periodic examination of insurance companies
domiciled in New York, also at five-year intervals. During 2008, the NY DFS completed its review of
each of AGM and Assured Guaranty Mortgage Insurance Company for the five-year period ended
December 31, 2007. The NY DFS has indicated that, in 2012, it will commence examinations of AGM
and Assured Guaranty Municipal Insurance Company in order for its examinations of these companies
to coincide with the Maryland Insurance Administration’s examination of AGC. The examination of
AGM will be for the four-year period ending December 31, 2011. This will be the first examination of
Assured Guaranty Municipal Insurance Company by the NY DFS since its re-domestication from
Oklahoma to New York. The NY DFS has not indicated which years will be covered by its
examination. The Oklahoma Insurance Department completed its last examination of Assured
Guaranty Municipal Insurance Company in 2008 for the three years ending December 31, 2006.

Adverse developments surrounding the Company’s industry peers have led state insurance
regulators and federal regulators to question the adequacy of the current regulatory scheme governing
financial guaranty insurers. See “Item 1A. Risk Factors—Risks Related to GAAP and Applicable
Law—Changes in or inability to comply with applicable law could adversely affect the Company’s ability
to do business.”

State Dividend Limitations

Maryland. One of the primary sources of cash for the payment of debt service and dividends by
the Company is the receipt of dividends from AGC. If a dividend or distribution is an “extraordinary
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dividend,” it must be reported to, and approved by, the Insurance Commissioner prior to payment. An
“extraordinary dividend” is defined to be any dividend or distribution to stockholders, such as Assured
Guaranty US Holdings Inc. (“AGUS”), the parent holding company of AGC, which, together with
dividends paid during the preceding twelve months, exceeds the lesser of 10% of AGC’s policyholders’
surplus at the preceding December 31 or 100% of AGC’s adjusted net investment income during that
period. Further, an insurer may not pay any dividend or make any distribution to its shareholders
unless the insurer notifies the Insurance Commissioner of the proposed payment within five business
days following declaration and at least ten days before payment. The Insurance Commissioner may
declare that such dividend not be paid if the Commissioner finds that the insurer’s policyholders’
surplus would be inadequate after payment of the dividend or could lead the insurer to a hazardous
financial condition. AGC declared and paid dividends of $30.0 million, $50.0 million and $16.8 million
during 2011, 2010 and 2009, respectively, to AGUS. The maximum amount available during 2012 for
the payment of dividends by AGC which would not be characterized as “extraordinary dividends” was
approximately $102.1 million.

New York. Under the New York Insurance Law, AGM may declare or pay any dividend only out
of “earned surplus,” which is defined as that portion of the company’s surplus that represents the net
earnings, gains or profits (after deduction of all losses) that have not been distributed to shareholders
as dividends or transferred to stated capital or capital surplus, or applied to other purposes permitted
by law, but does not include unrealized appreciation of assets. Additionally, no dividend may be
declared or distributed by either company in an amount which, together with all dividends declared or
distributed by it during the preceding twelve months, exceeds the lesser of:

* 10% of policyholders’ surplus as of its last statement filed with the New York Superintendent; or
* 100% of adjusted net investment income during this period.

Based on AGM’s statutory statements for 2011, the maximum amount available for payment of
dividends by AGM without regulatory approval over the 12 months following December 31, 2011 is
approximately $120.9 million, subject to certain limitations.

In addition to statutory constraints, AGM is subject to contractual constraints on its ability to pay
dividends. In connection with the AGMH Acquisition, AGM has agreed with Dexia that, until July 1,
2012, it will not repurchase, redeem or pay any dividends unless at such time AGM is rated at least
AA- by S&P and Aa3 by Moody’s and if the aggregate amount of such dividends in any year does not
exceed 125% of AGMH’s debt service for that year. For 2011 and 2010, AGMH paid $46.1 million and
$46.1 million in debt service, respectively. An alternative to satisfying this test is if AGM receives prior
rating agency confirmation that payment of the dividend would not cause any rating currently assigned
to AGM to be downgraded immediately following such action. AGM did not declare or pay any
dividends in 2011, 2010 or 2009. For more information regarding this agreement, see “AGMH
Acquisition” within “Item 7. Management’s Discussion and Analysis of Financial Condition and Results
of Operations.”

Contingency Reserves

Maryland. In accordance with Maryland insurance law and regulations, AGC maintains a statutory
contingency reserve for the protection of policyholders against the effect of adverse economic cycles.
The contingency reserve is maintained for each obligation and is equal to the greater of 50% of the
premiums written or a percentage of principal guaranteed (which percentage varies from 0.55% to
2.5% depending on the nature of the asset). The contingency reserve is put up over a period of either
15 or 20 years, depending on the nature of the obligation, and then taken down over the same period
of time. When considering the principal amount guaranteed, the Company is permitted to take into
account amounts that it has ceded to reinsurers.

New York. Under the New York Insurance Law, each of AGM, Assured Guaranty Mortgage
Insurance Company and Assured Guaranty Municipal Insurance Company must establish a contingency
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reserve to protect policyholders against the effect of adverse economic cycles. The financial guaranty
insurer is required to provide a contingency reserve:

* with respect to policies written prior to July 1, 1989, in an amount equal to 50% of earned
premiums less permitted reductions; and

* with respect to policies written on and after July 1, 1989, quarterly on a pro rata basis over a
period of 20 years for municipal bonds and 15 years for all other obligations, in an amount
equal to the greater of 50% of premiums written for the relevant category of insurance or a
percentage of the principal guaranteed, varying from 0.55% to 2.50%, depending on the type of
obligation guaranteed, until the contingency reserve amount for the category equals the
applicable percentage of net unpaid principal.

This reserve must be maintained for the periods specified above, except that reductions by the
insurer may be permitted under specified circumstances in the event that actual loss experience exceeds
certain thresholds or if the reserve accumulated is deemed excessive in relation to the insurer’s
outstanding insured obligations. AGM has in the past sought and obtained releases of excessive
contingency reserves from the New York Insurance Department. Financial guaranty insurers are also
required to maintain a loss and loss adjustment expense reserve and unearned premium reserve on a
case-by-case basis.

Single and Aggregate Risk Limits

The New York Insurance Law establishes single risk limits for financial guaranty insurers
applicable to all obligations issued by a single entity and backed by a single revenue source. For
example, under the limit applicable to qualifying asset-backed securities, the lesser of:

* the insured average annual debt service for a single risk, net of qualifying reinsurance and
collateral, or

» the insured unpaid principal (reduced by the extent to which the unpaid principal of the
supporting assets exceeds the insured unpaid principal) divided by nine, net of qualifying
reinsurance and collateral, may not exceed 10% of the sum of the insurer’s policyholders’
surplus and contingency reserves, subject to certain conditions.

Under the limit applicable to municipal obligations, the insured average annual debt service for a
single risk, net of qualifying reinsurance and collateral, may not exceed 10% of the sum of the insurer’s
policyholders’ surplus and contingency reserves. In addition, insured principal of municipal obligations
attributable to any single risk, net of qualifying reinsurance and collateral, is limited to 75% of the
insurer’s policyholders’ surplus and contingency reserves. Single-risk limits are also specified for other
categories of insured obligations, and generally are more restrictive than those listed for asset-backed
or municipal obligations. Obligations not qualifying for an enhanced single-risk limit are generally
subject to the “corporate” limit (applicable to insurance of unsecured corporate obligations) equal to
10% of the sum of the insurer’s policyholders’ surplus and contingency reserves. For example,
“triple-X” and “future flow” securitizations, as well as unsecured investor-owned utility obligations, are
generally subject to these “corporate” single-risk limits.

The New York Insurance Law also establishes aggregate risk limits on the basis of aggregate net
liability insured as compared with statutory capital. “Aggregate net liability” is defined as outstanding
principal and interest of guaranteed obligations insured, net of qualifying reinsurance and collateral.
Under these limits, policyholders’ surplus and contingency reserves must not be less than a percentage
of aggregate net liability equal to the sum of various percentages of aggregate net liability for various
categories of specified obligations. The percentage varies from 0.33% for certain municipal obligations
to 4% for certain non-investment-grade obligations. As of December 31, 2011, the aggregate net
liability of each of AGM, AGC and Assured Guaranty Municipal Insurance Company was below the
applicable limit.

The New York Superintendent has broad discretion to order a financial guaranty insurer to cease
new business originations if the insurer fails to comply with single or aggregate risk limits. In practice,
the New York Superintendent has shown a willingness to work with insurers to address these concerns.
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Risk-to-Capital Requirements

Under the New York Insurance Law, Assured Guaranty Mortgage Insurance Company’s total
liability, net of applicable reinsurance, under its aggregate insurance policies may not exceed 25 times
its total policyholders’ surplus, commonly known as the “risk-to-capital” requirement. As of
December 31, 2011, the consolidated risk-to-capital ratio for such company was below the limit.

Investments

The Assured Guaranty U.S. Subsidiaries are subject to laws and regulations that require
diversification of their investment portfolio and limit the amount of investments in certain asset
categories, such as BIG fixed maturity securities, equity real estate, other equity investments, and
derivatives. Failure to comply with these laws and regulations would cause investments exceeding
regulatory limitations to be treated as non-admitted assets for purposes of measuring surplus, and, in
some instances, would require divestiture of such non-qualifying investments. The Company believes
that the investments made by the Assured Guaranty U.S. Subsidiaries complied with such regulations as
of December 31, 2011. In addition, any investment must be approved by the insurance company’s board
of directors or a committee thereof that is responsible for supervising or making such investment.

Operations of the Company’s Non-U.S. Insurance Subsidiaries

The insurance laws of each state of the U.S. and of many other countries regulate or prohibit the
sale of insurance and reinsurance within their jurisdictions by unlicensed or non-accredited insurers and
reinsurers. None of AGUK, AGE, AG Re, AGRO or Assured Guaranty (Bermuda) are admitted to do
business in the United States. The Company does not intend that these companies will maintain offices
or solicit, advertise, settle claims or conduct other insurance activities in any jurisdiction in the U.S.
where the conduct of such activities would require it to be admitted or authorized.

In addition to the regulatory requirements imposed by the jurisdictions in which they are licensed,
reinsurers’ business operations are affected by regulatory requirements in various states of the United
States governing “credit for reinsurance” which are imposed on their ceding companies. In general, a
ceding company which obtains reinsurance from a reinsurer that is licensed, accredited or approved by
the ceding company’s state of domicile is permitted to reflect in its statutory financial statements a
credit in an aggregate amount equal to the ceding company’s liability for unearned premiums (which
are that portion of premiums written which applies to the unexpired portion of the policy period), loss
reserves and loss expense reserves ceded to the reinsurer. The great majority of states, however, permit
a credit on the statutory financial statement of a ceding insurer for reinsurance obtained from a
non-licensed or non-accredited reinsurer to the extent that the reinsurer secures its reinsurance
obligations to the ceding insurer by providing a letter of credit, trust fund or other acceptable security
arrangement. A few states do not allow credit for reinsurance ceded to non-licensed reinsurers except
in certain limited circumstances and others impose additional requirements that make it difficult to
become accredited.

Bermuda

AG Re, AGRO and Assured Guaranty (Bermuda), the Company’s “Bermuda Subsidiaries,” are
each an insurance company currently registered and licensed as a Class 3B insurer, a Class 3A insurer
and a Class 3A insurer, respectively, and AGRO is also currently registered and licensed as a “long
term insurer” under the Insurance Act 1978 of Bermuda. AGC is permitted under a revocable permit
granted under the Companies Act 1981 of Bermuda (the “Companies Act”) to engage in and carry on
trade and business limited to engaging in certain non U.S. financial guaranty insurance and reinsurance
outside Bermuda from a principal place of business in Bermuda, subject to compliance with the
conditions attached to the permit and relevant provisions of the Companies Act (including having a
Bermuda principal representative for the Companies Act purposes, restrictions on activities in
Bermuda, publication and filing of prospectuses on public offerings of securities, registration of charges
against its assets and certain winding up provisions). AGC is also licensed as a Class 3 insurer in
Bermuda; however, AGC has determined to surrender its Class 3 license to the Bermuda Monetary
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Authority (the “Authority”) as well as its Bermuda permit and therefore both its Class 3 license and
permit are expected to be cancelled in the near future.

Bermuda Insurance Regulation

The Insurance Act 1978 of Bermuda, amendments thereto and related regulations (collectively, the
“Insurance Act”) impose on insurance companies certain solvency and liquidity standards; certain
restrictions on the declaration and payment of dividends and distributions; certain restrictions on the
reduction of statutory capital; certain restrictions on the winding up of long-term insurers; and certain
auditing and reporting requirements and also the need to have a principal representative and a
principal office (as understood under the Insurance Act) in Bermuda. The Insurance Act grants to the
Authority the power to cancel insurance licenses, supervise, investigate and intervene in the affairs of
insurance companies and in certain circumstances share information with foreign regulators. Class 3,
Class 3A and Class 3B insurers are authorized to carry on general insurance business (as understood
under the Insurance Act), subject to conditions attached to the license and to compliance with
minimum capital and surplus requirements, solvency margin, liquidity ratio and other requirements
imposed by the Insurance Act. Long-term insurers are permitted to carry on long-term business (as
understood under the Insurance Act) subject to conditions attached to the license and to similar
compliance requirements and the requirement to maintain its long-term business fund (a segregated
fund). Each of AG Re, AGRO and Assured Guaranty (Bermuda) is required annually to file statutorily
mandated financial statements and returns, audited by an auditor approved by the Authority (no
approved auditor of an insurer may have an interest in that insurer, other than as an insured, and no
officer, servant or agent of an insurer shall be eligible for appointment as an insurer’s approved
auditor), together with an annual loss reserve opinion of the Authority approved loss reserve specialist
and in respect of AGRO, the required actuary’s certificate with respect to the long-term business. AG
Re, AGRO and Assured Guaranty (Bermuda) are also required to file annual financial statements
prepared in conformity with accounting principles generally accepted in the United States of America
(“GAAP”), which must be available to the public. In addition, AG Re is required to file a capital and
solvency return that includes the company’s Bermuda Solvency Capital Requirement (“BSCR”) model
(or an approved internal capital model in lieu thereof), a schedule of fixed income investments by
rating categories, a schedule of net reserves for losses and loss expense provisions by line of business, a
schedule of premiums written by line of business, a schedule of risk management, a schedule of fixed
income securities, a schedule of commercial insurer’s solvency self assessment (“CISSA”), a schedule of
catastrophe risk return, a schedule of loss triangles or reconciliation of net loss reserves and a schedule
of eligible capital. AG Re is also required to file quarterly financial returns which consist of quarterly
unaudited financial statements and details of material intra-group transactions and risk concentrations.

Recent amendments to the Insurance Act have extended the enhanced solvency reporting
requirements to Class 3A insurers such as AGRO and Assured Guaranty (Bermuda). As such, each of
AGRO and Assured Guaranty (Bermuda) is now also required to file a capital and solvency return that
includes, among other details, the company’s Bermuda Solvency Capital Requirement—Small and
Medium Entities (“BSCR-SME”) model (or an approved internal capital model in lieu thereof), the
CISSA and a schedule of eligible capital.

Shareholder Controllers

Pursuant to provisions in the Insurance Act, any person who becomes a holder of 10% or more,
20% or more, 33% or more or 50% or more of the Company’s common shares must notify the
Authority in writing within 45 days of becoming such a holder. The Authority has the power to object
to such a person if it appears to the Authority that the person is not fit and proper to be such a holder.
In such a case, the Authority may require the holder to reduce their shareholding in the Company and
may direct, among other things, that the voting rights attaching to their common shares shall not be
exercisable. A person that does not comply with such a notice or direction from the Authority will be
guilty of an offence.

Under a condition to its permit granted under the Companies Act, AGC must inform the Bermuda
Minister of Finance of any change in its beneficial ownership within 14 days of the occurrence of such
change.
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Notification of Material Changes

All registered insurers are required to give notice to the Authority of their intention to effect a
material change within the meaning of the Insurance Act. For the purposes of the Insurance Act, the
following changes are material: (i) the transfer or acquisition of insurance business being part of a
scheme falling under section 25 of the Insurance Act or section 99 of the Companies Act, (ii) the
amalgamation with or acquisition of another firm, (iii) engaging in non-insurance business and activities
related thereto where such business is not ancillary to its insurance business; and (iv) engaging in
unrelated business that is retail business.

No registered insurer shall take any steps to give effect to a material change unless it has first
served notice on the Authority that it intends to effect such material change and before the end of
14 days, either the Authority has notified such company in writing that it has no objection to such
change or that period has lapsed without the Authority having issued a notice of objection. A person
who fails to give the required notice or who effects a material change, or allows such material change
to be effected, before the prescribed period has elapsed or after having received a notice of objection
shall be guilty of an offence.

Minimum Solvency Margin and Enhanced Capital Requirements

Under the Insurance Act, AG Re, AGRO and Assured Guaranty (Bermuda) must each ensure
that the value of its general business assets exceeds the amount of its general business liabilities by an
amount greater than the prescribed minimum solvency margin and each company’s applicable enhanced
capital requirement.

The minimum solvency margin for Class 3, Class 3A and Class 3B insurers is the greater of
(i) $1 million, or (ii) 20% of the first $6 million of net premiums written; if in excess of $6 million, the
figure is $1.2 million plus 15% of net premiums written in excess of $6 million, or (iii) 15% of net
discounted aggregate loss and loss expense provisions and other insurance reserves.

In addition, as a Class C long-term insurer, AGRO is required, with respect to its long-term
business, to maintain a minimum solvency margin equal to 50% of the greater of $500,000 or 1.5% of
its assets for the 2011 financial year. For the purpose of this calculation, assets are defined as the total
assets pertaining to its long-term business reported on the balance sheet in the relevant year less the
amounts held in a segregated account. AGRO is also required to keep its accounts in respect of its
long-term business separate from any accounts kept in respect of any other business and all receipts of
its long-term business form part of its long-term business fund.

Each of AG Re, AGRO and Assured Guaranty (Bermuda) is required to maintain available
statutory capital and surplus at a level equal to or in excess of its applicable enhanced capital
requirement, which is established by reference to either its BSCR model (BSCR-SME model in the
case of AGRO and Assured Guaranty (Bermuda))or an approved internal capital model. The BSCR
model is a risk-based capital model which provides a method for determining an insurer’s capital
requirements (statutory capital and surplus) by taking into account the risk characteristics of different
aspects of the insurer’s business. The BSCR formulae establish capital requirements for eight categories
of risk: fixed income investment risk, equity investment risk, interest rate/liquidity risk, premium risk,
reserve risk, credit risk, catastrophe risk and operational risk. For each category, the capital
requirement is determined by applying factors to asset, premium, reserve, creditor, probable maximum
loss and operation items, with higher factors applied to items with greater underlying risk and lower
factors for less risky items.

While not specifically referred to in the Insurance Act, the Authority has also established a target
capital level (“TCL”) for each insurer subject to an enhanced capital requirement equal to 120% of its
enhanced capital requirement. While such an insurer is not currently required to maintain its statutory
capital and surplus at this level, the TCL serves as an early warning tool for the Authority and failure
to maintain statutory capital at least equal to the TCL will likely result in increased regulatory
oversight.

For each insurer subject to an enhanced capital requirement, the Authority has recently introduced
a three-tiered capital system designed to assess the quality of capital resources that a company has
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available to meet its capital requirements. The new system classifies all capital instruments into one of
three tiers based on their “loss absorbency” characteristics. Highest quality capital is classified as Tier 1
Capital; lesser quality capital is classified as either Tier 2 Capital or Tier 3 Capital. Under the proposed
regime, up to certain specified percentages of Tier 1, Tier 2 and Tier 3 Capital (determined by
registration classification) may be used to support the company’s minimum solvency margin, enhanced
capital requirement and TCL.

Restrictions on Dividends and Distributions

The Insurance Act limits the declaration and payment of dividends and other distributions by AG
Re, AGRO and Assured Guaranty (Bermuda).

Under the Insurance Act:

* The minimum share capital must be always issued and outstanding and cannot be reduced (for a
company registered both as a Class 3A and a Class C long-term insurer, such as AGRO, the
minimum share capital is $370,000 and for a company registered as a Class 3, Class 3A or
Class 3B insurer only, the minimum share capital is $120,000).

* With respect to the distribution (including repurchase of shares) of any share capital, contributed
surplus or other statutory capital, certain restrictions under the Insurance Act may apply if the
proposal is to reduce its total statutory capital. Before reducing its total statutory capital by 15%
or more of the insurer’s total statutory capital as set out in its previous year’s financial
statements, a Class 3, Class 3A or Class 3B insurer or a long-term insurer must obtain the prior
approval of the Authority. In AG Re’s case, any application for such approval must include an
affidavit stating that it will continue to meet the required margins.

* With respect to the declaration and payment of dividends:

(a) each of AG Re, AGRO and Assured Guaranty (Bermuda) is prohibited from declaring or
paying any dividends during any financial year if it is in breach of its solvency margin,
minimum liquidity ratio or enhanced capital requirement, or if the declaration or payment
of such dividends would cause such a breach (if it has failed to meet its minimum solvency
margin or minimum liquidity ratio on the last day of any financial year, the insurer will be
prohibited, without the approval of the Authority, from declaring or paying any dividends
during the next financial year);

(b) as a Class 3B insurer, AG Re is prohibited from declaring or paying in any financial year
dividends of more than 25% of its total statutory capital and surplus (as shown on its
previous financial year’s statutory balance sheet) unless it files (at least 7 days before
payment of such dividends) with the Authority an affidavit stating that it will continue to
meet the required margins;

(c) a Class 3, Class 3A or Class 3B insurer which at any time fails to meet its general business
solvency margin may not declare or pay any dividend until the failure is rectified, and also
in such circumstances the Class 3, Class 3A or Class 3B insurer must report, within 30 days
after becoming aware of its failure or having reason to believe that such failure has
occurred, to the Authority giving particulars of the circumstances leading to the failure and
the manner and time in which the Class 3, Class 3A or Class 3B insurer intends to rectify
the failure; and -

(d) an insurer which at any time fails to meet its enhanced capital requirement may not declare
or pay any dividend until the failure is rectified, and also in such circumstances must report,
within 14 days after becoming aware of its failure or having reason to believe that such
failure has occurred, to the Authority giving particulars of the circumstances leading to the
failure and the manner and time in which the insurer intends to rectify the failure. Such an
insurer must further furnish the Authority with certain information within 45 days after
becoming aware of its failure or having reason to believe that such failure has occurred.
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* A Class C long-term insurer may not:

(a) use the funds allocated to its long-term business fund, directly or indirectly, for any purpose
other than a purpose of its long-term business except in so far as such payment can be
made out of any surplus certified by the insurer’s approved actuary to be available for
distribution otherwise than to policyholders; and

(b) declare or pay a dividend to any person other than a policyholder unless the value of the
assets of its long-term business fund, as certified by the insurer’s approved actuary, exceeds
the extent (as so certified) of the liabilities of the insurer’s long-term business, and the
amount of any such dividend shall not exceed the aggregate of (1) that excess; and (2) any
other funds properly available for the payment of dividends being funds arising out of the
business of the insurer other than its long-term business.

Under the Companies Act, a Bermuda company (such as AGL, AG Re, AGRO and Assured
Guaranty (Bermuda)) may only declare and pay a dividend or make a distribution out of contributed
surplus (as understood under the Companies Act) if there are reasonable grounds for believing that the
company is and after the payment will be able to meet and pay its liabilities as they become due and
the realizable value of the company’s assets will not be less its liabilities. The Companies Act also
regulates and restricts the reduction and return of capital and paid in share premium, including the
repurchase of shares and imposes minimum issued and outstanding share capital requirements.

Minimum Liquidity Ratio

The Insurance Act provides a minimum liquidity ratio for general business. An insurer engaged in
general business is required to maintain the value of its relevant assets at not less than 75% of the
amount of its relevant liabilities. Relevant assets include cash and time deposits, quoted investments,
unquoted bonds and debentures, first liens on real estate, investment income due and accrued, accounts
and premiums receivable, reinsurance balances receivable and funds held by ceding reinsurers. There
are certain categories of assets which, unless specifically permitted by the Authority, do not
automatically qualify as relevant assets, such as unquoted equity securities, investments in and advances
to affiliates and real estate and collateral loans.

The relevant liabilities are total general business insurance reserves and total other liabilities less
deferred income tax and sundry liabilities (by interpretation, those not specifically defined) and letters
of credit and corporate guarantees.

Code of Conduct

Each of AG Re, AGRO and Assured Guaranty (Bermuda) is subject to the Insurance Code of
Conduct, which establishes duties, standards, procedures and sound business principles which must be
complied with by all insurers registered under the Insurance Act. Failure to comply with the
requirements under the Insurance Code of Conduct will be a factor taken into account by the
Authority in determining whether an insurer is conducting its business in a sound and prudent manner
as prescribed by the Insurance Act. Such failure to comply with the requirements of the Insurance
Code of Conduct could result in the Authority exercising its powers of intervention and investigation
and will be a factor in calculating the operational risk charge applicable in accordance with the
insurer’s BSCR (or BSCR-SME) model.

Certain Other Bermuda Law Considerations

Although AGL is incorporated in Bermuda, it is classified as a non-resident of Bermuda for
exchange control purposes by the Authority. Pursuant to its non-resident status, AGL may engage in
transactions in currencies other than Bermuda dollars and there are no restrictions on its ability to
transfer funds (other than funds denominated in Bermuda dollars) in and out of Bermuda or to pay
dividends to U.S. residents who are holders of its common shares.

Under Bermuda law, “exempted” companies are companies formed for the purpose of conducting
business outside Bermuda from a principal place of business in Bermuda. As an “exempted” company,
AGL (as well as each of AG Re, AGRO and Assured Guaranty (Bermuda)) may not, without the
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express authorization of the Bermuda legislature or under a license or consent granted by the Minister
of Finance, participate in certain business and other transactions, including: (1) the acquisition or
holding of land in Bermuda (except that held by way of lease or tenancy agreement which is required
for its business and held for a term not exceeding 50 years, or which is used to provide accommodation
or recreational facilities for its officers and employees and held with the consent of the Bermuda
Minister of Finance, for a term not exceeding 21 years), (2) the taking of mortgages on land in
Bermuda to secure a principal amount in excess of $50,000 unless the Minister of Finance consents to
a higher amount, and (3) the carrying on of business of any kind or type for which it is not duly
licensed in Bermuda, except in certain limited circumstances, such as doing business with another
exempted undertaking in furtherance of AGL’s business carried on outside Bermuda.

The Bermuda government actively encourages foreign investment in “exempted” entities like AGL
that are based in Bermuda, but which do not operate in competition with local businesses. AGL is not
currently subject to taxes computed on profits or income or computed on any capital asset, gain or
appreciation. Bermuda companies and permit companies, such as AGC, pay, as applicable, annual
government fees, business fees, payroll tax and other taxes and duties. See “—Tax Matters—Taxation of
AGL and Subsidiaries—Bermuda.”

Special considerations apply to the Company’s Bermuda operations. Under Bermuda law,
non-Bermudians, other than spouses of Bermudians and individuals holding permanent resident
certificates or working resident certificates, are not permitted to engage in any gainful occupation in
Bermuda without a work permit issued by the Bermuda government. A work permit is only granted or
extended if the employer can show that, after a proper public advertisement, no Bermudian, spouse of
a Bermudian or individual holding a permanent resident certificate or working resident certificate is
available who meets the minimum standards for the position. The Bermuda government has a policy
that places a six-year term limit on individuals with work permits, subject to specified exemptions for
persons deemed to be key employees. Currently, all of the Company’s Bermuda based professional
employees who require work permits have been granted work permits by the Bermuda government.

United Kingdom
General

The regulation of the financial services industry in the U.K. is consolidated under the Financial
Services Authority (“FSA UXK.”). In addition, the regulatory regime in the U.K. must comply with
certain European Union (“EU”) directives binding on all EU member states and notably the Markets
in Financial Instruments Directive, largely for the purposes of harmonizing the regulatory regime for
investment services and activities across the EEA.

The FSA U.K. is the single statutory regulator responsible for regulating the financial services
industry in the U.K., having the authority to oversee the carrying on of “regulated activities” (including
deposit taking, insurance and reinsurance, investment management and most other financial services),
with the purpose of maintaining confidence in the U.K. financial system, providing public
understanding of the system, securing the proper degree of protection for consumers and helping to
reduce financial crime. It is a criminal offense for any person to carry on a regulated activity in the
U.K. unless that person is authorized by the FSA U.K. and has been granted permission to carry on
that regulated activity, or otherwise falls under an exemption to such regulation.

It is anticipated that the present single-regulator framework in the U.K. will be replaced by the
end of 2012 with a new framework with two new regulatory bodies: (1) the Prudential Regulatory
Authority, a subsidiary of the Bank of England, which will be responsible for prudential regulation, and
(2) the Financial Conduct Authority, which will be responsible for the regulation of market conduct.
These two new regulators will inherit the majority of the FSA U.K.’s existing functions and while they
will co-ordinate and co-operate in some areas, they will have separate and independent mandates and
separate rule-making and enforcement powers.
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Insurance business in the U.K. falls into two main categories: long-term insurance (which is
primarily investment related) and general insurance. Subject to limited exceptions, it is not possible for
a new insurance company to be authorized in both long-term and general insurance business unless the
long-term insurance business is restricted to reinsurance business. These two categories are both
divided into “classes” (for example: permanent health and pension fund management are two classes of
long-term insurance; damage to property and motor vehicle liability are two classes of general
insurance). Under the Financial Services and Markets Act 2000 (“FSMA”), effecting or carrying out
contracts of insurance, within a class of general or long-term insurance, by way of business in the U.K,,
constitutes a “regulated activity” requiring authorization. An authorized insurance company must have
permission for each class of insurance business it intends to write.

The FSA U.K. carries out the prudential supervision of insurance companies through a variety of
methods, including the collection of information from statistical returns, review of accountants’ reports,
visits to insurance companies and regular formal interviews. The FSA U.K. has adopted a risk-based
and a principles-based approach to the supervision of insurance companies.

Under its risk-based approach, the FSA U.K. periodically performs a formal risk assessment of
insurance companies or groups carrying on business in the U.K., which varies in scope according to the
risk profile of the insurer. The FSA U.K. performs its risk assessment broadly, by analyzing information
which it receives during the normal course of its supervision, such as regular prudential returns on the
financial position of the insurance company, or which it acquires through a series of meetings with
senior management of the insurance company and by making use of its thematic work. After each risk
assessment, the FSA U.K. will inform the insurer of its views on the insurer’s risk profile. This will
include details of any remedial action that the FSA U.K. requires and the likely consequences if this
action is not taken. The FSA U.K. also maintains requirements for senior management arrangements
and for systems and controls for insurance and reinsurance companies under its jurisdiction

In addition, the FSA U.K. regards itself as a principles-based regulator and is placing an increased
emphasis on risk identification and management in relation to the prudential regulation of insurance
and reinsurance business in the U.K. The FSA U.K’s rules include those on the sale of general
insurance, known as insurance mediation, the General Prudential Sourcebook (GENPRU), the Interim
Prudential Sourcebook for Insurers (IPRU-INS) and the Prudential Sourcebook for Insurers (INSPRU)
(collectively, the “Prudential Sourcebooks”), which include measures such as risk-based capital
adequacy rules, including individual capital assessments. These are intended to align capital
requirements with the risk profile of each insurance company and ensure adequate diversification of an
insurer’s or reinsurer’s exposures to any credit risks of its reinsurers. AGE has calculated its minimum
required capital according to the FSA U.K'’s individual capital adequacy criteria and is in compliance.

AGE is authorized to effect and carry out certain classes of general insurance, specifically:
classes 14 (credit), 15 (suretyship) and 16 (miscellaneous financial loss). This scope of permission is
sufficient to enable AGE to effect and carry out financial guaranty insurance and reinsurance. The
insurance and reinsurance businesses of AGE are subject to close supervision by the FSA U.K. AGE
also has permission to arrange and advise on deals in financial guarantees which it underwrites.

AGUK has also been authorized to effect and carry out insurance classes 14 (credit), 15
(suretyship) and 16 (miscellaneous financial loss). Given AGUK’s large reinsurance exposures to its
parent, AGC, and certain AGUK guaranteed transactions, AGUK’s board of directors determined that
it was not necessary to maintain both AGUK and AGE to write new business and elected to place
AGUK into run-off. Subsequently, the Company has been utilizing AGE as the entity from which to
write business in the European Economic Area. It was agreed between management and the FSA UK.
that any new business written by AGE will be guaranteed using a co-insurance structure pursuant to
which AGE will co-insure municipal and infrastructure transactions with AGM, and structured finance
transactions with AGC. AGE’s financial guarantee will guarantee a proportionate share (expected to be
approximately 3 to 10%) of the total exposure, and AGM or AGC, as the case may be, will guarantee
the remaining exposure under the transaction (subject to compliance with EEA licensing requirements).
AGM or AGC, as the case may be, will also issue a second-to-pay guaranty to cover AGE’s financial
guarantee.
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Assured Guaranty Finance Overseas Ltd. (“AGFOL’), a subsidiary of AGL, is authorized by the
FSA UK. as an “Exempt CAD” firm to carry out designated investment business activities in that it
may “advise on investments (except on pension transfers and pension opt outs)” relating to most
investment instruments. In addition, it may arrange or bring about transactions in investments and
make ‘“arrangements with a view to transactions in investments.” It should be noted that AGFOL is not
authorized as an insurer and does not itself take risk in the transactions it arranges or places, and may
not hold funds on behalf of its customers. AGFOLs permissions also allow it to introduce business to
AGC and AGM, so that AGFOL can arrange financial guaranties underwritten by AGC and AGM,
even though AGFOL:s role will be limited to acting as a pure introducer of business to AGC and
AGM.

Solvency Requirements

The Prudential Sourcebooks require that non-life insurance companies such as AGUK and AGE
maintain a margin of solvency at all times in respect of the liabilities of the insurance company, the
calculation of which depends on the type and amount of insurance business a company writes. The
method of calculation of the solvency margin (known as the minimum capital requirement) is set out in
the Prudential Sourcebooks, and for these purposes, the insurer’s assets and liabilities are subject to
specified valuation rules. The Prudential Sourcebooks also require that AGUK and AGE calculate and
share with the FSA UK. their “enhanced capital requirement” based on risk-weightings applied to
assets held and lines of business written. In 2007, the FSA U.K. replaced the individual capital
assessment for financial guaranty insurers with a “benchmarker” capital adequacy model imposed by
the FSA U.K. The FSA U.K. currently is in the process of replacing the benchmarker model with an
individual capital assessment for AGE. In the third quarter of 2011, the FSA U.K. conducted a review
of the benchmarker models for AGE and AGUK. AGE has filed an individual capital adequacy
submission; the FSA U.K. is evaluating such submission but did not issue Individual Capital Guidance.
Rather, the FSA U.K. proposed the use of the benchmarker tool to set the level of capital required.
Should the level of capital at AGE fall below the capital requirement as indicated by the benchmarker,
the FSA U.K. may require the Company to undertake further work, following which Individual Capital
Guidance may result.

Since AGUK will not be writing new business, AGUK has not filed an individual capital adequacy
submission and will instead continue to be subject to the benchmarker model. Failure to maintain
capital at least equal to the higher of the minimum capital requirement and the individual capital
assessment, in the case of AGE, or the benchmarker model, in the case of AGUK, is one of the
grounds on which the wide powers of intervention conferred upon the FSA U.K. may be exercised.

To the extent that the amount of premiums for such classes exceed certain specified minimum
thresholds, each insurance company writing property, credit and other specified categories of insurance
or reinsurance business is required by the Prudential Sourcebooks to maintain an equalization reserve
calculated in accordance with the provisions of INSPRU.

The European Union’s “Solvency II” directive (Directive 2009/138/EC), which itself is to be
amended by the proposed “Omnibus II Directive.”, is currently expected to be implemented by January
2014 and the above solvency requirements will need to be amended by such time. Among other things,
that directive introduces a revised risk-based prudential regime which includes the following features:
(i) assets and liabilities are generally to be valued at their market value; (ii) the amount of required
economic capital is intended to ensure, with a probability of 99.5%, that regulated firms are able to
meet their obligations to policyholders and beneficiaries over the following 12 months; and
(iii) reinsurance recoveries will be treated as a separate asset (rather than being netted off the
underlying insurance liabilities). AGE has been accepted by the FSA U.K. into the pre-application
process and has begun the process to apply for approval from the FSA UK. for use of the “Partial
Internal Model” methodology for calculation of its solvency capital requirement, which combines
standard formulas developed by the European Insurance and Occupational Pensions Authority, under
the direction of the European Commission, for calculation of certain capital requirements with an
internally developed model for calculation of other capital requirements.

26




In addition, an insurer (which includes a company conducting only reinsurance business) is
required to perform and submit to the FSA U.K. a group capital adequacy return in respect of its
ultimate insurance parent. The calculation at the level of the ultimate European Economic Area
insurance parent is required to show a positive result. There is no such requirement in relation to the
report at the level of the ultimate insurance parent, although if the report at that level raises concerns,
the FSA U.K. may take regulatory action. Public disclosure of the European Economic Area group
calculation is also required. The purpose of this rule is to prevent leveraging of capital arising from
involvements in other group insurance firms.

Further, an insurer is required to report in its annual returns to the FSA U.K. all material related
party transactions (e.g., intragroup reinsurance, whose value is more than 5% of the insurer’s general
insurance business amount).

Restrictions on Dividend Payments

U.K. company law prohibits each of AGUK and AGE from declaring a dividend to its
shareholders unless it has “profits available for distribution.” The determination of whether a company
has profits available for distribution is based on its accumulated realized profits less its accumulated
realized losses. While the U.K. insurance regulatory laws impose no statutory restrictions on a general
insurer’s ability to declare a dividend, the FSA U.K’s capital requirements may in practice act as a
restriction on dividends.

Reporting Requirements

U.K. insurance companies must prepare their financial statements under the Companies Act 2006,
which requires the filing with Companies House of audited financial statements and related reports. In
addition, U.K. insurance companies are required to file regulatory returns with the FSA U.K., which
include a revenue account, a profit and loss account and a balance sheet in prescribed forms. Under
sections of the Prudential Sourcebooks, audited regulatory returns must be filed with the FSA UK.
within two months and 15 days of the financial year end (or three months where the delivery of the
return is made electronically).

Supervision of Management

The FSA U.K. closely supervises the management of insurance companies through the approved
persons regime, by which any appointment of persons to perform certain specified “controlled
functions” within a regulated entity must be approved by the FSA U.K.

Change of Control

FSMA regulates the acquisition of “control” of any U.K. insurance company authorized under
FSMA. Any company or individual that (together with its or his associates) directly or indirectly
acquires 10% or more of the shares in a U.K. authorized insurance company or its parent company, or
is entitled to exercise or control the exercise of 10% or more of the voting power in such authorized
insurance company or its parent company, would be considered to have acquired “control” for the
purposes of the relevant legislation, as would a person who had significant influence over the
management of such authorized insurance company or its parent company by virtue of his shareholding
or voting power in either.

Under FSMA, any person proposing to acquire “control” of a U.K. authorized insurance company
must give prior notification to the FSA U.K. of its intention to do so. The FSA U.K. then has up to
sixty working days to consider that person’s application to acquire “control.” In considering whether to
approve such application, the FSA U.K. must be satisfied that both the acquirer is a “fit and proper”
person to have “control” and that the interests of consumers would not be threatened by such
acquisition of “control.” “Consumers” in this context includes all persons who may use the services of
the authorized insurance company. Failure to make the relevant prior application could result in action
being taken by the FSA U.K.
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Intervention and Enforcement

The FSA UK. has extensive powers to intervene in the affairs of an authorized person,
culminating in the ultimate sanction of the removal of authorization to carry on a regulated activity.
FSMA imposes on the FSA U.K. statutory obligations to monitor compliance with the requirements
imposed by FSMA, and to investigate and enforce the provisions of FSMA related rules made by the
FSA UK. such as the Prudential Sourcebooks and breaches of the Conduct of Business Sourcebook.

The FSA U.K. also has the power to prosecute criminal offenses arising under FSMA, and to
prosecute insider dealing under Part V of the Criminal Justice Act of 1993, and breaches of money
laundering regulations. The FSA U.K’s stated policy is to pursue criminal prosecution in all appropriate
cases.

“Passporting”

EU directives allow AGFOL, AGUK and AGE to conduct business in EU states other than the
United Kingdom in compliance with the scope of permission granted these companies by FSA U.K.
without the necessity of additional licensing or authorization in other EU jurisdictions. This ability to
operate in other jurisdictions of the EU on the basis of home state authorization and supervision is
sometimes referred to as “passporting.” Insurers may operate outside their home member state either
on a “services” basis or on an “establishment” basis. Operating on a “services” basis means that the |
company conducts permitted businesses in the host state without having a physical presence there, |
while operating on an establishment basis means the company has a branch or physical presence in the
host state. In both cases, a company remains subject to regulation by its home regulator although the
company nonetheless may have to comply with certain local rules, such as where the company is
operating on an “establishment” basis in which case, the local conduct of business (and other related)
rules apply since the host state is regarded as a better place to detect and intervene in respect of
suspected breaches relating to the branch within its territory. In such cases, the home state rules apply
in respect of “organizational” and “prudential” obligations. In addition to EU member states, Norway,
Iceland and Liechtenstein (members of the broader EEA) are jurisdictions in which this passporting
framework applies. Each of AGUK, AGE and AGFOL is permitted to operate on a passport basis in
various countries throughout the EEA. However, as previously discussed, Assured Guaranty has elected
to place AGUK into run-off.

Fees and Levies

Each of AGUK and AGE is subject to FSA U.K. fees and levies based on its gross premium
income and gross technical liabilities. The FSA U.K. also requires authorized insurers to participate in
an investors’ protection fund, known as the Financial Services Compensation Scheme. The Financial
Services Compensation Scheme was established to compensate consumers of financial services,
including the buyers of insurance, against failures in the financial services industry. Individual
policyholders and small businesses may be compensated by the Financial Services Compensation
Scheme when an authorized insurer is unable, or likely to be unable, to satisfy policyholder claims.
Neither AGUK or AGE expects to write any insurance business that is protected by the Financial
Services Compensation Scheme.

Tax Matters
Taxation of AGL and Subsidiaries
Bermuda

Under current Bermuda law, there is no Bermuda income, corporate or profits tax or withholding
tax, capital gains tax or capital transfer tax payable by AGL or its Bermuda Subsidiaries. AGL, AGC,
and the Bermuda Subsidiaries have each obtained from the Minister of Finance under the Exempted
Undertakings Tax Protection Act 1966, as amended, an assurance that, in the event that Bermuda
enacts legislation imposing tax computed on profits, income, any capital asset, gain or appreciation, or
any tax in the nature of estate duty or inheritance, then the imposition of any such tax shall not be
applicable to AGL, AGC or the Bermuda Subsidiaries or to any of their operations or their shares,
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debentures or other obligations, until March 31, 2035. This assurance is subject to the proviso that it is
not to be construed so as to prevent the application of any tax or duty to such persons as are ordinarily
resident in Bermuda, or to prevent the application of any tax payable in accordance with the provisions
of the Land Tax Act 1967 or otherwise payable in relation to any land leased to AGL, AGC or the
Bermuda Subsidiaries. AGL, AGC and the Bermuda Subsidiaries each pay annual Bermuda
government fees, and the Bermuda Subsidiaries and AGC pay annual insurance license fees. In
addition, all entities employing individuals in Bermuda are required to pay a payroll tax and there are
other sundry taxes payable, directly or indirectly, to the Bermuda government.

United States

AGL has conducted and intends to continue to conduct substantially all of its foreign operations
outside the U.S. and to limit the U.S. contacts of AGL and its foreign subsidiaries (except AGRO and
AGE, which have elected to be taxed as U.S. corporations) so that they should not be engaged in a
trade or business in the U.S. A foreign corporation, such as AG Re, that is deemed to be engaged in a
trade or business in the United States would be subject to U.S. income tax at regular corporate rates,
as well as the branch profits tax, on its income which is treated as effectively connected with the
conduct of that trade or business, unless the corporation is entitled to relief under the permanent
establishment provision of an applicable tax treaty, as discussed below. Such income tax, if imposed,
would be based on effectively connected income computed in a manner generally analogous to that
applied to the income of a U.S. corporation, except that a foreign corporation may generally be
entitled to deductions and credits only if it timely files a U.S. federal income tax return. AGL, AG Re
and certain of the other foreign subsidiaries have and will continue to file protective U.S. federal
income tax returns on a timely basis in order to preserve the right to claim income tax deductions and
credits if it is ever determined that they are subject to U.S. federal income tax. The highest marginal
federal income tax rates currently are 35% for a corporation’s effectively connected income and 30%
for the “branch profits” tax.

Under the income tax treaty between Bermuda and the U.S. (the “Bermuda Treaty”), a Bermuda
insurance company would not be subject to U.S. income tax on income found to be effectively
connected with a U.S. trade or business unless that trade or business is conducted through a permanent
establishment in the U.S. AG Re and the other Bermuda Subsidiaries currently intend to conduct their
activities so that they do not have a permanent establishment in the U.S.

An insurance enterprise resident in Bermuda generally will be entitled to the benefits of the
Bermuda Treaty if (i) more than 50% of its shares are owned beneficially, directly or indirectly, by
individual residents of the U.S. or Bermuda or U.S. citizens and (ii) its income is not used in
substantial part, directly or indirectly, to make disproportionate distributions to, or to meet certain
liabilities of, persons who are neither residents of either the U.S. or Bermuda nor U.S. citizens.

Foreign insurance companies carrying on an insurance business within the U.S. have a certain
minimum amount of effectively connected net investment income, determined in accordance with a
formula that depends, in part, on the amount of U.S. risk insured or reinsured by such companies. If
AG Re or another Bermuda Subsidiary is considered to be engaged in the conduct of an insurance
business in the U.S. and is not entitled to the benefits of the Bermuda Treaty in general (because it
fails to satisfy one of the limitations on treaty benefits discussed above), the Internal Revenue Code of
1986, as amended (the “Code”), could subject a significant portion of AG Re’s or another Bermuda
Subsidiary’s investment income to U.S. income tax.

Foreign corporations not engaged in a trade or business in the U.S., and those that are engaged in
a U.S. trade or business with respect to their non-effectively connected income are nonetheless subject
to U.S. income tax imposed by withholding on certain “fixed or determinable annual or periodic gains,
profits and income” derived from sources within the U.S. (such as dividends and certain interest on
investments), subject to exemption under the Code or reduction by applicable treaties. The Bermuda
Treaty does not reduce the U.S. withholding rate on U.S.-sourced investment income. The standard
non-treaty rate of U.S. withholding tax is currently 30%.

The U.S. also imposes an excise tax on insurance and reinsurance premiums paid to foreign
insurers with respect to risk of a U.S. person located wholly or partly within the U.S. or risks of a
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foreign person engaged in a trade or business in the U.S. which are located within the U.S. The rates
of tax applicable to premiums paid are 4% for direct casualty insurance premiums and 1% for
reinsurance premiums.

AGUS, AGC, AG Financial Products Inc., Assured Guaranty Overseas U.S. Holdings Inc. and
Assured Guaranty Mortgage Insurance Company are each a U.S. domiciled corporation and AGRO
and AGE have elected to be treated as U.S. corporations for all U.S. federal tax purposes. As such,
each corporation is subject to taxation in the U.S. at regular corporate rates.

Taxation of Shareholders
Bermuda Taxation

Currently, there is no Bermuda capital gains tax, or withholding or other tax payable on principal,
interests or dividends paid to the holders of the AGL common shares.

United States Taxation

This discussion is based upon the Code, the regulations promulgated thereunder and any relevant
administrative rulings or pronouncements or judicial decisions, all as in effect on the date hereof and as
currently interpreted, and does not take into account possible changes in such tax laws or
interpretations thereof, which may apply retroactively. This discussion does not include any description
of the tax laws of any state or local governments within the U.S. or any foreign government.

The following summary sets forth the material U.S. federal income tax considerations related to
the purchase, ownership and disposition of AGLs shares.. Unless otherwise stated, this summary deals
only with holders that are U.S. Persons (as defined below) who purchase their shares and who hold
their shares as capital assets within the meaning of section 1221 of the Code. The following discussion
is only a discussion of the material U.S. federal income tax matters as described herein and does not
purport to address all of the U.S. federal income tax consequences that may be relevant to a particular
shareholder in light of such shareholder’s specific circumstances. For example, special rules apply to
certain shareholders, such as partnerships, insurance companies, regulated investment companies, real
estate investment trusts, financial asset securitization investment trusts, dealers or traders in securities,
tax exempt organizations, expatriates, persons that do not hold their securities in the U.S. dollar,
persons who are considered with respect to AGL or any of its foreign subsidiaries as “United States
shareholders” for purposes of the controlled foreign corporation (“CFC”) rules of the Code (generally,
a U.S. Person, as defined below, who owns or is deemed to own 10% or more of the total combined
voting power of all classes of AGL or the stock of any of AGLs foreign subsidiaries entitled to vote
(i.e., 10% U.S. Shareholders)), or persons who hold the common shares as part of a hedging or
conversion transaction or as part of a short-sale or straddle. Any such shareholder should consult their
tax advisor.

If a partnership holds AGLs shares, the tax treatment of the partners will generally depend on the
status of the partner and the activities of the partnership. Partners of a partnership owning AGLs
shares should consult their tax advisers.

For purposes of this discussion, the term “U.S. Person” means: (i) a citizen or resident of the U.S,,
(ii) a partnership or corporation, created or organized in or under the laws of the U.S., or organized
under any political subdivision thereof, (iii) an estate the income of which is subject to U.S. federal
income taxation regardless of its source, (iv) a trust if either (x) a court within the U.S. is able to
exercise primary supervision over the administration of such trust and one or more U.S. Persons have
the authority to control all substantial decisions of such trust or (y) the trust has a valid election in
effect to be treated as a U.S. Person for U.S. federal income tax purposes or (v) any other person or
entity that is treated for U.S. federal income tax purposes as if it were one of the foregoing.

Taxation of Distributions.  Subject to the discussions below relating to the potential application of
the CFC, related person insurance income (“RPII”’) and passive foreign investment company (“PFIC”)
rules, cash distributions, if any, made with respect to AGLs shares will constitute dividends for U.S.
federal income tax purposes to the extent paid out of current or accumulated earnings and profits of
AGL (as computed using U.S. tax principles). Under current legislation, certain dividends paid to
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individual and certain other non-corporate shareholders before 2013 are eligible for reduced rates of
tax. Dividends paid by AGL to corporate shareholders will not be eligible for the dividends received
deduction. To the extent such distributions exceed AGLs earnings and profits, they will be treated first
as a return of the shareholder’s basis in the common shares to the extent thereof, and then as gain
from the sale of a capital asset.

AGL believes dividends paid by AGL on its common shares before 2013 to non-corporate holders
will be eligible for reduced rates of tax up to a maximum of 15% as “qualified dividend income,”
provided that AGL is not a PFIC and certain other requirements, including stock holding period
requirements, are satisfied. Qualified dividend income is currently subject to tax at capital gain rates.
Note, however, that legislation has periodically been introduced in the U.S. Congress intending to limit
the availability of this preferential dividend tax rate where dividends are paid by corporations resident
in foreign jurisdictions deemed to be “tax haven” jurisdictions for this purpose.

Classification of AGL or its Foreign Subsidiaries as a Controlled Foreign Corporation. Each 10%
U.S. Shareholder (as defined below) of a foreign corporation that is a CFC for an uninterrupted period
of 30 days or more during a taxable year, and who owns shares in the foreign corporation, directly or
indirectly through foreign entities, on the last day of the foreign corporation’s taxable year on which it
is CFC, must include in its gross income for U.S. federal income tax purposes its pro rata share of the
CFC’s “subpart F income,” even if the subpart F income is not distributed. “Subpart F income” of a
foreign insurance corporation typically includes foreign personal holding company income (such as
interest, dividends and other types of passive income), as well as insurance and reinsurance income
(including underwriting and investment income). A foreign corporation is considered a CFC if 10%
U.S. Shareholders own (directly, indirectly through foreign entities or by attribution by application of
the constructive ownership rules of section 958(b) of the Code (i.e., “constructively””)) more than 50%
of the total combined voting power of all classes of voting stock of such foreign corporation, or more
than 50% of the total value of all stock of such corporation on any day during the taxable year of such
corporation. For purposes of taking into account insurance income, a CFC also includes a foreign
insurance company in which more than 25% of the total combined voting power of all classes of stock
(or more than 25% of the total value of the stock) is owned by 10% U.S. Shareholders, on any day
during the taxable year of such corporation. A “10% U.S. Shareholder” is a U.S. Person who owns
(directly, indirectly through foreign entities or constructively) at least 10% of the total combined voting
power of all classes of stock entitled to vote of the foreign corporation. AGL believes that because of
the dispersion of AGLs share ownership, provisions in AGLs organizational documents that limit voting
power (these provisions are described in “Description of Share Capital”) and other factors, no U.S.
Person who owns shares of AGL directly or indirectly through one or more foreign entities should be
treated as owning (directly, indirectly through foreign entities, or constructively), 10% or more of the
total voting power of all classes of shares of AGL or any of its foreign subsidiaries. It is possible,
however, that the Internal Revenue Service (“IRS”) could challenge the effectiveness of these
provisions and that a court could sustain such a challenge. In addition, the direct and indirect
subsidiaries of AGUS are characterized as CFCs and any subpart F income generated will be included
in the gross income of the applicable domestic subsidiaries in the AGL group.

The RPII CFC Provisions. The following discussion generally is applicable only if the RPII of AG
Re or any other foreign insurance subsidiary that has not made an election under section 953(d) of the
Code to be treated as a U.S. corporation for all U.S. federal tax purposes or are CFCs owned directly
or indirectly by AGUS (each a “Foreign Insurance Subsidiary” or collectively, with AG Re, the
“Foreign Insurance Subsidiaries”) determined on a gross basis, is 20% or more of the Foreign
Insurance Subsidiary’s gross insurance income for the taxable year and the 20% Ownership Exception
(as defined below) is not met. The following discussion generally would not apply for any taxable year
in which the Foreign Insurance Subsidiary’s gross RPII falls below the 20% threshold or the 20%
Ownership Exception is met. Although the Company cannot be certain, it believes that each Foreign
Insurance Subsidiary was in prior years of operations and will for the foreseeable future either be
below the 20% threshold or meet the requirements of 20% Ownership Exception for each tax year.

RPII is any “insurance income” (as defined below) attributable to policies of insurance or
reinsurance with respect to which the person (directly or indirectly) insured is a “RPII shareholder” (as
defined below) or a “related person” (as defined below) to such RPII shareholder. In general, and
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subject to certain limitations, “insurance income” is income (including premium and investment
income) attributable to the issuing of any insurance or reinsurance contract which would be taxed
under the portions of the Code relating to insurance companies if the income were the income of a
domestic insurance company. For purposes of inclusion of the RPII of a Foreign Insurance Subsidiary
in the income of RPII shareholders, unless an exception applies, the term “RPII shareholder” means
any U.S. Person who owns (directly or indirectly through foreign entities) any. amount of AGLs
common shares. Generally, the term “related person” for this purpose means someone who controls or
is controlled by the RPII shareholder or someone who is controlled by the same person or persons
which control the RPII shareholder. Control is measured by either more than 50% in value or more
than 50% in voting power of stock applying certain constructive ownership principles. A Foreign
Insurance Subsidiary will be treated as a CFC under the RPII provisions if RPII shareholders are
treated as owning (directly, indirectly through foreign entities or constructively) 25% or more of the
shares of AGL by vote or value.

RPII Exceptions. The special RPII rules do not apply if (i) at all times during the taxable year
less than 20% of the voting power and less than 20% of the value of the stock of AGL (the “20%
Ownership Exception”) is owned (directly or indirectly through entities) by persons who are (directly or
indirectly) insured under any policy of insurance or reinsurance issued by a Foreign Insurance
Subsidiary or related persons to any such person, (ii) RPII, determined on a gross basis, is less than
20% of a Foreign Insurance Subsidiary’s gross insurance income for the taxable year (the “20% Gross
Income Exception), (iii) a Foreign Insurance Subsidiary elects to be taxed on its RPII as if the RPII
were effectively connected with the conduct of a U.S. trade or business, and to waive all treaty benefits
with respect to RPII and meet certain other requirements or (iv) a Foreign Insurance Subsidiary elects
to be treated as a U.S. corporation and waive all treaty benefits and meet certain other requirements.
The Foreign Insurance Subsidiaries do not intend to make either of these elections. Where none of
these exceptions applies, each U.S. Person owning or treated as owning any shares in AGL (and
therefore, indirectly, in a Foreign Insurance Subsidiary) on the last day of AGLs taxable year will be
required to include in its gross income for U.S. federal income tax purposes its share of the RPII for
the portion of the taxable year during which a Foreign Insurance Subsidiary was a CFC under the RPII
provisions, determined as if all such RPII were distributed proportionately only to such U.S. Persons at
that date, but limited by each such U.S. Person’s share of a Foreign Insurance Subsidiary’s current-year
earnings and profits as reduced by the U.S. Person’s share, if any, of certain prior-year deficits in
earnings and profits. The Foreign Insurance Subsidiaries intend to operate in a manner that is intended
to ensure that each qualifies for either the 20% Gross Income Exception or 20% Ownership Exception.

Computation of RPII. For any year in which a Foreign Insurance Subsidiary does not meet the
20% Ownership Exception or the 20% Gross Income Exception, AGL may also seek information from
its shareholders as to whether beneficial owners of shares at the end of the year are U.S. Persons so
that the RPII may be determined and apportioned among such persons; to the extent AGL is unable to
determine whether a beneficial owner of shares is a U.S. Person, AGL may assume that such owner is
not a U.S. Person, thereby increasing the per share RPII amount for all known RPII shareholders. The
amount of RPII includable in the income of a RPII shareholder is based upon the net RPII income for
the year after deducting related expenses such as losses, loss reserves and operating expenses. If a
Foreign Insurance Subsidiary meets the 20% Ownership Exception or the 20% Gross Income
Exception, RPII shareholders will not be required to include RPII in their taxable income.

Apportionment of RPII to U.S. Holders. Every RPII shareholder who owns shares on the last day
of any taxable year of AGL in which a Foreign Insurance Subsidiary does not meet the 20% Ownership
Exception or the 20% Gross Income Exception should expect that for such year it will be required to
include in gross income its share of a Foreign Insurance Subsidiary’s RPII for the portion of the
taxable year during which the Foreign Insurance Subsidiary was a CFC under the RPII provisions,
whether or not distributed, even though it may not have owned the shares throughout such period. A
RPII shareholder who owns shares during such taxable year but not on the last day of the taxable year
is not required to include in gross income any part of the Foreign Insurance Subsidiary’s RPII.

Basis Adjustments. An RPII shareholder’s tax basis in its common shares will be increased by the
amount of any RPII the shareholder includes in income. The RPII shareholder may exclude from
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income the amount of any distributions by AGL out of previously taxed RPII income. The RPII
shareholder’s tax basis in its common shares will be reduced by the amount of such distributions that
are excluded from income.

Uncertainty as to Application of RPII. 'The RPII provisions are complex, have never been
interpreted by the courts or the Treasury Department in final regulations, and regulations interpreting
the RPII provisions of the Code exist only in proposed form. It is not certain whether these regulations
will be adopted in their proposed form or what changes or clarifications might ultimately be made
thereto or whether any such changes, as well as any interpretation or application of RPII by the IRS,
the courts or otherwise, might have retroactive effect. These provisions include the grant of authority to
the Treasury Department to prescribe “such regulations as may be necessary to carry out the purpose
of this subsection including regulations preventing the avoidance of this subsection through cross
insurance arrangements or otherwise.” Accordingly, the meaning of the RPII provisions and the
application thereof to the Foreign Insurance Subsidiaries is uncertain. In addition, the Company cannot
be certain that the amount of RPII or the amounts of the RPII inclusions for any particular RPII
shareholder, if any, will not be subject to adjustment based upon subsequent IRS examination. Any
prospective investor which does business with a Foreign Insurance Subsidiary and is considering an
investment in common shares should consult his tax advisor as to the effects of these uncertainties.

Information Reporting. Under certain circumstances, U.S. Persons owning shares (directly,
indirectly or constructively) in a foreign corporation are required to file IRS Form 5471 with their U.S.
federal income tax returns. Generally, information reporting on IRS Form 5471 is required by (i) a
person who is treated as a RPII shareholder, (ii) a 10% U.S. Shareholder of a foreign corporation that
is a CFC for an uninterrupted period of 30 days or more during any tax year of the foreign corporation
and who owned the stock on the last day of that year; and (iii) under certain circumstances, a U.S.
Person who acquires stock in a foreign corporation and as a result thereof owns 10% or more of the
voting power or value of such foreign corporation, whether or not such foreign corporation is a CFC.
For any taxable year in which AGL determines that the 20% Gross Income Exception and the 20%
Ownership Exception does not apply, AGL will provide to all U.S. Persons registered as shareholders
of its shares a completed IRS Form 5471 or the relevant information necessary to complete the form.
Failure to file IRS Form 5471 may result in penalties. In addition, U.S. shareholders should consult
their tax advisors with respect to other information reporting requirements that may be applicable to
them.

Tax-Exempt Shareholders. Tax-exempt entities will be required to treat certain subpart F insurance
income, including RPII, that is includible in income by the tax-exempt entity as unrelated business
taxable income. Prospective investors that are tax exempt entities are urged to consult their tax advisors
as to the potential impact of the unrelated business taxable income provisions of the Code. A
tax-exempt organization that is treated as a 10% U.S. Shareholder or a RPII Shareholder also must file
IRS Form 5471 in certain circumstances.

Dispositions of AGL’s Shares. Subject to the discussions below relating to the potential application
of the Code section 1248 and PFIC rules, holders of shares generally should recognize capital gain or
loss for U.S. federal income tax purposes on the sale, exchange or other disposition of shares in the
same manner as on the sale, exchange or other disposition of any other shares held as capital assets. If
the holding period for these shares exceeds one year, any gain will be subject to tax at a current
maximum marginal tax rate of 15% for individuals (subject to increase in 2013 without Congressional
action) and 35% for corporations. Moreover, gain, if any, generally will be a U.S. source gain and
generally will constitute “passive income” for foreign tax credit limitation purposes.

Code section 1248 provides that if a U.S. Person sells or exchanges stock in a foreign corporation
and such person owned, directly, indirectly through foreign entities or constructively, 10% or more of
the voting power of the corporation at any time during the five-year period ending on the date of
disposition when the corporation was a CFC, any gain from the sale or exchange of the shares will be
treated as a dividend to the extent of the CFC’s earnings and profits (determined under U.S. federal
income tax principles) during the period that the shareholder held the shares and while the corporation
was a CFC (with certain adjustments). The Company believes that because of the dispersion of AGLs
share ownership, provisions in AGLs organizational documents that limit voting power and other
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factors that no U.S. shareholder of AGL should be treated as owning (directly, indirectly through
foreign entities or constructively) 10% of more of the total voting power of AGL; to the extent this is
the case this application of Code Section 1248 under the regular CFC rules should not apply to
dispositions of AGLs shares. It is possible, however, that the IRS could challenge the effectiveness of
these provisions and that a court could sustain such a challenge. A 10% U.S. Shareholder may in
certain circumstances be required to report a disposition of shares of a CFC by attaching IRS

Form 5471 to the U.S. federal income tax or information return that it would normally file for the
taxable year in which the disposition occurs. In the event this is determined necessary, AGL will
provide a completed IRS Form 5471 or the relevant information necessary to complete the Form. Code
section 1248 in conjunction with the RPII rules also applies to the sale or exchange of shares in a
foreign corporation if the foreign corporation would be treated as a CFC for RPII purposes regardless
of whether the shareholder is a 10% U.S. Shareholder or whether the 20% Ownership Exception or
20% Gross Income Exception applies. Existing proposed regulations do not address whether Code
section 1248 would apply if a foreign corporation is not a CFC but the foreign corporation has a
subsidiary that is a CFC and that would be taxed as an insurance company if it were a domestic
corporation. The Company believes, however, that this application of Code section 1248 under the
RPII rules should not apply to dispositions of AGLs shares because AGL will not be directly engaged
in the insurance business. The Company cannot be certain, however, that the IRS will not interpret the
proposed regulations in a contrary manner or that the Treasury Department will not amend the
proposed regulations to provide that these rules will apply to dispositions of common shares.
Prospective investors should consult their tax advisors regarding the effects of these rules on a
disposition of common shares.

Passive Foreign Investment Companies. In general, a foreign corporation will be a PFIC during a
given year if (i) 75% or more of its gross income constitutes “passive income” (the “75% test”) or
(ii) 50% or more of its assets produce passive income (the “50% test”).

If AGL were characterized as a PFIC during a given year, each U.S. Person holding AGLs shares
would be subject to a penalty tax at the time of the sale at a gain of, or receipt of an “excess
distribution” with respect to, their shares, unless such person (i) is a 10% U.S. Shareholder and AGL is
a CFC or (ii) made a “qualified electing fund election” or “mark-to-market” election. It is uncertain
that AGL would be able to provide its shareholders with the information necessary for a U.S. Person to
make a qualified electing fund election. In addition, if AGL were considered a PFIC, upon the death
of any U.S. individual owning common shares, such individual’s heirs or estate would not be entitled to
a “step-up” in the basis of the common shares that might otherwise be available under U.S. federal
income tax laws. In general, a shareholder receives an “excess distribution” if the amount of the
distribution is more than 125% of the average distribution with respect to the common shares during
the three preceding taxable years (or shorter period during which the taxpayer held common shares). In
general, the penalty tax is equivalent to an interest charge on taxes that are deemed due during the
period the shareholder owned the common shares, computed by assuming that the excess distribution
or gain (in the case of a sale) with respect to the common shares was taken in equal portion at the
highest applicable tax rate on ordinary income throughout the shareholder’s period of ownership. The
interest charge is equal to the applicable rate imposed on underpayments of U.S. federal income tax
for such period. In addition, a distribution paid by AGL to U.S. shareholders that is characterized as a
dividend and is not characterized as an excess distribution would not be eligible for reduced rates of
tax as qualified dividend income with respect to dividends paid before 2013.

For the above purposes, passive income generally includes interest, dividends, annuities and other
investment income. The PFIC rules provide that income “derived in the active conduct of an insurance
business by a corporation which is predominantly engaged in an insurance business... is not treated as
passive income.” The PFIC provisions also contain a look-through rule under which a foreign
corporation shall be treated as if it “received directly its proportionate share of the income...” and as if
it “held its proportionate share of the assets...” of any other corporation in which it owns at least 25%
of the value of the stock.

The insurance income exception is intended to ensure that income derived by a bona fide
insurance company is not treated as passive income, except to the extent such income is attributable to
financial reserves in excess of the reasonable needs of the insurance business. The Company expects,
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for purposes of the PFIC rules, that each of AGLs insurance subsidiaries will be predominantly
engaged in an insurance business and is unlikely to have financial reserves in excess of the reasonable
needs of its insurance business in each year of operations. Accordingly, none of the income or assets of
AGL:s insurance subsidiaries should be treated as passive. Additionally, the Company expects that in
each year of operations the passive income and assets of AGLs non-insurance subsidiaries will not
exceed the 75% test or 50% test amounts in each year of operations with respect to the overall income
and assets of AGL and its subsidiaries. Under the look-through rule AGL should be deemed to own its
proportionate share of the assets and to have received its proportionate share of the income of its
direct and indirect subsidiaries for purposes of the 75% test and the 50% test. As a result, the
Company believes that AGL was not and should not be treated as a PFIC. The Company cannot be
certain, however, as there are currently no regulations regarding the application of the PFIC provisions
to an insurance company and new regulations or pronouncements interpreting or clarifying these rules
may be forthcoming, that the IRS will not successfully challenge this position. Prospective investors
should consult their tax advisor as to the effects of the PFIC rules.

Foreign tax credit. 1f U.S. Persons own a majority of AGLs common shares, only a portion of the
current income inclusions, if any, under the CFC, RPII and PFIC rules and of dividends paid by AGL
(including any gain from the sale of common shares that is treated as a dividend under section 1248 of
the Code) will be treated as foreign source income for purposes of computing a shareholder’s U.S.
foreign tax credit limitations. The Company will consider providing shareholders with information
regarding the portion of such amounts constituting foreign source income to the extent such
information is reasonably available. It is also likely that substantially all of the “subpart F income,”
RPII and dividends that are foreign source income will constitute either “passive” or “general” income.
Thus, it may not be possible for most shareholders to utilize excess foreign tax credits to reduce U.S.
tax on such income.

Information Reporting and Backup Withholding on Distributions and Disposition Proceeds.
Information returns may be filed with the IRS in connection with distributions on AGLs common
shares and the proceeds from a sale or other disposition of AGLs common shares unless the holder of
AGLs common shares establishes an exemption from the information reporting rules. A holder of
common shares that does not establish such an exemption may be subject to U.S. backup withholding
tax on these payments if the holder is not a corporation or non-U.S. Person or fails to provide its
taxpayer identification number or otherwise comply with the backup withholding rules. The amount of
any backup withholding from a payment to a U.S. Person will be allowed as a credit against the U.S.
Person’s U.S. federal income tax liability and may entitle the U.S. Person to a refund, provided that the
required information is furnished to the IRS.

Changes in U.S. Federal Income Tax Law Could Materially Adversely Affect AGL or AGL'’s
Shareholders. Legislation has been introduced in the U.S. Congress intended to eliminate certain
perceived tax advantages of companies (including insurance companies) that have legal domiciles
outside the U.S. but have certain U.S. connections. For example, legislation has been introduced in
Congress to limit the deductibility of reinsurance premiums paid by U.S. companies to foreign affiliates.
It is possible that this or similar legislation could be introduced in and enacted by the current Congress
or future Congresses that could have an adverse impact on AGL or AGLs shareholders.

Additionally, tax laws and interpretations regarding whether a company is engaged in a U.S. trade
or business or whether a company is a CFC or a PFIC or has RPII are subject to change, possibly on a
retroactive basis. There are currently no regulations regarding the application of the PFIC rules to an
insurance company. Additionally, the regulations regarding RPII are still in proposed form. New
regulations or pronouncements interpreting or clarifying such rules may be forthcoming. The Company
cannot be certain if, when or in what form such regulations or pronouncements may be provided and
whether such guidance will have a retroactive effect.

Description of Share Capital

The following summary of AGLs share capital is qualified in its entirety by the provisions of
Bermuda law, AGLs memorandum of association and its Bye-Laws, copies of which are incorporated
by reference as exhibits to this Annual Report on Form 10-K.
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AGLs authorized share capital of $5,000,000 is divided into 500,000,000 shares, par value U.S.
$0.01 per share, of which 182,445,943 common shares were issued and outstanding as of February 22,
2012. Except as described below, AGLs common shares have no pre-emptive rights or other rights to
subscribe for additional common shares, no rights of redemption, conversion or exchange and no
sinking fund rights. In the event of liquidation, dissolution or winding-up, the holders of AGLs
common shares are entitled to share equally, in proportion to the number of common shares held by
such holder, in AGLs assets, if any remain after the payment of all AGLs debts and liabilities and the
liquidation preference of any outstanding preferred shares. Under certain circumstances, AGL has the
right to purchase all or a portion of the shares held by a shareholder. See “—Acquisition of Common
Shares by AGL’ below.

Voting Rights and Adjustments

In general, and except as provided below, shareholders have one vote for each common share held
by them and are entitled to vote with respect to their fully paid shares at all meetings of shareholders.
However, if, and so long as, the common shares (and other of AGLs shares) of a shareholder are
treated as “controlled shares” (as determined pursuant to section 958 of the Code) of any U.S. Person
and such controlled shares constitute 9.5% or more of the votes conferred by AGL:s issued and
outstanding shares, the voting rights with respect to the controlled shares owned by such U.S. Person
shall be limited, in the aggregate, to a voting power of less than 9.5% of the voting power of all issued
and outstanding shares, under a formula specified in AGLs Bye-laws. The formula is applied repeatedly
until there is no U.S. Person whose controlled shares constitute 9.5% or more of the voting power of
all issued and outstanding shares and who generally would be required to recognize income with
respect to AGL under the Code if AGL were a controlled foreign corporation as defined in the Code
and if the ownership threshold under the Code were 9.5% (as defined in AGLs Bye-Laws as a “9.5%
U.S. Shareholder”). In addition, AGLs Board of Directors may determine that shares held carry
different voting rights when it deems it appropriate to do so to (i) avoid the existence of any 9.5% U.S.
Shareholder; and (ii) avoid adverse tax, legal or regulatory consequences to AGL or any of its
subsidiaries or any direct or indirect holder of shares or its affiliates. “Controlled shares” includes,
among other things, all shares of AGL that such U.S. Person is deemed to own directly, indirectly or
constructively (within the meaning of section 958 of the Code). The foregoing provision does not apply
to ACE because it is not a U.S. Sharcholder. Further, these provisions do not apply in the event one
shareholder owns greater than 75% of the voting power of all issued and outstanding shares.

Under these provisions, certain shareholders may have their voting rights limited to less than one
vote per share, while other shareholders may have voting rights in excess of one vote per share.
Moreover, these provisions could have the effect of reducing the votes of certain shareholders who
would not otherwise be subject to the 9.5% limitation by virtue of their direct share ownership. AGLs
Bye-laws provide that it will use its best efforts to notify shareholders of their voting interests prior to
any vote to be taken by them.

AGLs Board of Directors is authorized to require any shareholder to provide information for
purposes of determining whether any holder’s voting rights are to be adjusted, which may be
information on beneficial share ownership, the names of persons having beneficial ownership of the
shareholder’s shares, relationships with other shareholders or any other facts AGLs Board of Directors
may deem relevant. If any holder fails to respond to this request or submits incomplete or inaccurate
information, AGLs Board of Directors may eliminate the shareholder’s voting rights. All information
provided by the shareholder will be treated by AGL as confidential information and shall be used by
AGL solely for the purpose of establishing whether any 9.5% U.S. Shareholder exists and applying the
adjustments to voting power (except as otherwise required by applicable law or regulation).

Restrictions on Transfer of Common Shares

AGLs Board of Directors may decline to register a transfer of any common shares under certain
circumstances, including if they have reason to believe that any adverse tax, regulatory or legal
consequences to the Company, any of its subsidiaries or any of its shareholders or indirect holders of
shares or its Affiliates may occur as a result of such transfer (other than such as AGLs Board of
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Directors considers de minimis). Transfers must be by instrument unless otherwise permitted by the
Companies Act.

The restrictions on transfer and voting restrictions described above may have the effect of delaying,
deferring or preventing a change in control of Assured Guaranty.

Acquisition of Common Shares by AGL

Under AGLs Bye-Laws and subject to Bermuda law, if AGLs Board of Directors determines that
any ownership of AGLs shares may result in adverse tax, legal or regulatory consequences to AGL, any
of AGLs subsidiaries or any of AGLs shareholders or indirect holders of shares or its Affiliates (other
than such as AGLs Board of Directors considers de minimis), AGL has the option, but not the
obligation, to require such shareholder to sell to AGL or to a third party to whom AGL assigns the
repurchase right the minimum number of common shares necessary to avoid or cure any such adverse
consequences at a price determined in the discretion of the Board of Directors to represent the shares’
fair market value (as defined in AGLs Bye-Laws).

Other Provisions of AGL’s Bye-Laws
AGL’s Board of Directors and Corporate Action

AGLs Bye-Laws provide that AGLs Board of Directors shall consist of not less than three and not
more than 21 directors, the exact number as determined by the Board of Directors. AGLs Board of
Directors consists of eleven persons. In 2011, AGLs Bye-laws were amended to eliminate the classified
board structure and provide for the annual election of all directors without affecting the current term
of any director then in office. Accordingly, at the 2012 Annual General Meeting, eight directors will be
elected for annual terms and three directors will continue to serve terms expiring at the 2013 Annual
General Meeting, at which time all directors will be elected annually.

Shareholders may only remove a director for cause (as defined in AGLs Bye-Laws) at a general
meeting, provided that the notice of any such meeting convened for the purpose of removing a director
shall contain a statement of the intention to do so and shall be provided to that director at least two
weeks before the meeting. Vacancies on the Board of Directors can be filled by the Board of Directors
if the vacancy occurs in those events set out in AGLs Bye-Laws as a result of death, disability,
disqualification or resignation of a director, or from an increase in the size of the Board of Directors.

Generally under AGLs Bye-Laws, the affirmative votes of a majority of the votes cast at any
meeting at which a quorum is present is required to authorize a resolution put to vote at a meeting of
the Board of Directors. Corporate action may also be taken by a unanimous written resolution of the
Board of Directors without a meeting. A quorum shall be at least one-half of directors then in office
present in person or represented by a duly authorized representative, provided that at least two
directors are present in person.

Shareholder Action

At the commencement of any general meeting, two or more persons present in person and
representing, in person or by proxy, more than 50% of the issued and outstanding shares entitled to
vote at the meeting shall constitute a quorum for the transaction of business. In general, any questions
proposed for the consideration of the shareholders at any general meeting shall be decided by the
affirmative votes of a majority of the votes cast in accordance with the Bye-Laws.

The Bye-Laws contain advance notice requirements for shareholder proposals and nominations for
directors, including when proposals and nominations must be received and the information to be
included.

Amendment

The Bye-Laws may be amended only by a resolution adopted by the Board of Directors and by
resolution of the shareholders.
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Voting of Non-U.S. Subsidiary Shares

If AGL is required or entitled to vote at a general meeting of any of AG Re, AGFOL or any
other of its directly held non-U.S. subsidiaries, AGLs Board of Directors shall refer the subject matter
of the vote to AGLs shareholders and seek direction from such shareholders as to how they should
vote on the resolution proposed by the non-U.S. subsidiary. AGLs Board of Directors in its discretion
shall require substantially similar provisions are or will be contained in the bye-laws (or equivalent
governing documents) of any direct or indirect non-U.S. subsidiaries other than U.K. and AGRO.

Employees

As of December 31, 2011, the Company had 321 employees. None of the Company’s employees
are subject to collective bargaining agreements. The Company believes that employee relations are
satisfactory.

Available Information

The Company maintains an Internet web site at www.assuredguaranty.com. The Company makes
available, free of charge, on its web site (under Investor Information/SEC Filings) the Company’s
annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and
amendments to those reports filed or furnished pursuant to Section 13 (a) or 15 (d) of the Exchange
Act as soon as reasonably practicable after the Company files such material with, or furnishes it to, the
SEC. The Company also makes available, free of charge, through its web site (under Investor
Information/Corporate Governance) links to the Company’s Corporate Governance Guidelines, its
Code of Conduct and the charters for its Board Committees.

The Company routinely posts important information for investors on its web site (under Investor
Information). The Company uses this web site as a means of disclosing material, non-public
information and for complying with its disclosure obligations under SEC Regulation FD (Fair
Disclosure). Accordingly, investors should monitor the Investor Information portion of the Company’s
web site, in addition to following the Company’s press releases, SEC filings, public conference calls,
presentations and webcasts.

The information contained on, or that may be accessed through, the Company’s web site is not
incorporated by reference into, and is not a part of, this report.
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ITEM 1A. RISK FACTORS

You should carefully consider the following information, together with the information contained
in AGLs other filings with the SEC. The risks and uncertainties discussed below are not the only ones
the Company faces. However, these are the risks that the Company’s management believes are
material. The Company may face additional risks or uncertainties that are not presently known to the
Company or that management currently deems immaterial, and such risks or uncertainties also may
impair its business or results of operations. The risks discussed below could result in a significant or
material adverse effect on the Company’s financial condition, results of operations, liquidity or business
prospects.

Risks Related to the Company’s Expected Losses

Recorded estimates of expected losses are subject to uncertainties and such estimates may not be adequate to
cover potential paid claims.

The financial guaranties issued by the Company’s insurance subsidiaries insure the credit
performance of the guaranteed obligations over an extended period of time, in some cases over
30 years, and in most circumstances, the Company has no right to cancel such financial guaranties. As a
result, the Company’s estimate of ultimate losses on a policy is subject to significant uncertainty over
the life of the insured transaction due to the potential for significant variability in credit performance
due to changing economic, fiscal and financial market variability over the long duration of most
contracts.

The determination of expected loss is an inherently subjective process involving numerous
estimates, assumptions and judgments by management, using both internal and external data sources
with regard to frequency, severity of loss, economic projections and other factors that affect credit
performance. The Company does not use traditional actuarial approaches to determine its estimates of
expected losses. Actual losses will ultimately depend on future events or transaction performance. As a
result, the Company’s current estimates of probable and estimable losses may not reflect the
Company’s future ultimate claims paid. If the Company’s actual losses exceed its current estimate, this
may result in adverse effects on the Company’s financial condition, results of operations, liquidity,
business prospects, financial strength ratings and ability to raise additional capital.

The uncertainty of expected losses has substantially increased since mid-2007, especially for RMBS
transactions. Current expected losses in such transactions, as well as other mortgage related
transactions, far exceed initial expected losses due to the high level of mortgage defaults across all U.S.
regions. As a result, historical loss data may have limited value in predicting future RMBS losses. The
Company’s net par outstanding as of December 31, 2011 and December 31, 2010 for U.S. RMBS was
$21.6 billion and $25.1 billion, respectively. For a discussion of the Company’s review of its RMBS
transactions, see “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Results of Operations—Consolidated Results of Operations—Losses in the Insured
Portfolio.”

The Company’s estimate of expected RMBS losses takes into account expected recoveries from
sellers and originators of the underlying residential mortgages. RMBS transaction documentation
generally specifies that the seller or originator must repurchase a loan from the RMBS transaction if
the seller or originator has breached its representations and warranties regarding that loan and if that
breach materially and adversely affects (a) the interests of the trust, the trustee, the noteholders or the
financial guaranty insurer in the mortgage loan or (b) the value of the mortgage loan. In order to
enforce the repurchase remedy, the Company has been reviewing mortgage loan files for RMBS
transactions that it has insured in order to identify the loans that the Company believes violate the
seller’s or originator’s representations and warranties regarding the characteristics of such loans. The
Company then submits or “puts back” such loans to the sellers or originators for repurchase from the
RMBS transaction.

The Company’s efforts to put back loans for breaches of representations and warranties are subject
to a number of difficulties. First, the review itself is time-consuming and costly and may not necessarily
result in a greater amount of recoveries than the costs incurred in this process. In addition, the sellers
or originators may challenge the Company’s ability to complete this process, including without
limitation, by refusing to make the loan files available to the Company; asserting that there has been
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no breach or that any such breach is not material; or delaying or otherwise prolonging the repayment
process. The Company may also need to rely on the trustee of the insured transaction to enforce this
remedy on its behalf and the trustee may be unable or unwilling to pursue the remedy in a manner
that is satisfactory to the Company. :

The amount of recoveries that the Company receives from the sellers or originators is also subject
to considerable uncertainty, which may affect the amount of ultimate losses the Company pays on the
transaction. For instance, the Company may determine to accept a negotiated settlement with a seller
or originator in lieu of a repurchase of mortgage loans, in which case, current estimates of expected
recoveries may differ from actual recoveries. Additionally, the Company may be unable to enforce the
repurchase remedy because of a deterioration in the financial position of the seller or originator to a
point where it does not have the financial wherewithal to pay. Furthermore, a portion of the expected
recoveries are derived from the Company’s estimates of the number of loans that will both default in
the future and be found to have material breaches of representations and warranties. The Company has
extrapolated future recoveries based on its experience to date, has discounted the success rate it has
been experiencing in recognition of the uncertainties described herein and has also excluded any credit
for repurchases by sellers or originators the Company believes do not have the financial wherewithal to
pay. Although the Company believes that its methodology for extrapolating estimated recoveries is
appropriate for evaluating the amount of potential recoveries, actual recoveries may differ materially
from those estimated.

The methodologies that the Company uses to estimate expected losses in general and for any
specific obligation in particular may not be similar to methodologies used by the Company’s
competitors, counterparties or other market participants. Subsequent to the AGMH Acquisition, the
Company harmonized the approaches it and AGMH use to estimate expected losses for RMBS and
other transactions. For additional discussion of the Company’s reserve methodologies, see Note 5,
Financial Guaranty Insurance Contracts, of Financial Statements and Supplementary Data.

Risks Related to the Company’s Financial Strength and Financial Enhancement Ratings

A downgrade of the financial strength or financial enhancement ratings of any of the Company’s insurance
and reinsurance subsidiaries would adversely affect its business and prospects and, consequently, its results of
operations and financial condition.

The financial strength and financial enhancement ratings assigned by S&P and Moody’s to the
Company’s insurance and reinsurance subsidiaries provide the rating agencies’ opinions of the insurer’s
financial strength and ability to meet ongoing obligations to policyholders and cedants in accordance
with the terms of the financial guaranties it has issued or the reinsurance agreements it has executed.
The ratings also reflect qualitative factors, such as the rating agencies’ opinion of an insurer’s business
strategy and franchise value, the anticipated future demand for its product, the composition of its
portfolio, and its capital adequacy, profitability and financial flexibility. Issuers, investors, underwriters,
credit derivative counterparties, ceding companies and others consider the Company’s financial strength
or financial enhancement ratings an important factor when deciding whether or not to utilize a
financial guaranty or purchase reinsurance from the Company’s insurance or reinsurance subsidiaries. A
downgrade by a rating agency of the financial strength or financial enhancement ratings of the
Company’s subsidiaries could impair the Company’s financial condition, results of operation, liquidity,
business prospects or other aspects of the Company’s business.

The ratings assigned by the rating agencies that publish financial strength or financial enhancement
ratings on the Company’s insurance subsidiaries are subject to frequent review and may be downgraded
by a rating agency as a result of a number of factors, including, but not limited to, the rating agency’s
revised stress loss estimates for the Company’s portfolio, adverse developments in the Company’s or
the subsidiaries’ financial conditions or results of operations due to underwriting or investment losses
or other factors, changes in the rating agency’s outlook for the financial guaranty industry or in the
markets in which the Company operates, or a revision in the rating agency’s capital model or ratings
methodology. Their reviews occur at any time and without notice to the Company and could result in a
decision to downgrade, revise or withdraw the financial strength or financial enhancement ratings of
AGL:s insurance and reinsurance subsidiaries.
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Since 2008, each of S&P and Moody’s has reviewed and downgraded the financial strength ratings
of AGLDs insurance and reinsurance subsidiaries, including AGC, AGM and AG Re. In addition, the
rating agencies have from time to time changed the ratings outlook for certain of the Company’s
subsidiaries to “negative” from “stable” or have placed such ratings on watch for possible downgrade.

The most recent rating action by Moody’s on AGL and its subsidiaries took place on
December 18, 2009, when Moody’s concluded the financial strength rating review of AGC and AG Re
that it had initiated on November 12, 2009 (when it downgraded the insurance financial strength ratings
of AGC and AGUK from Aa2 to Aa3 and of AG Re, AGRO and Assured Guaranty Mortgage
Insurance Company from Aa3 to Al, and placed all of the insurance companies’ ratings on review for
possible downgrade). In December 2009, Moody’s confirmed the Aa3 insurance financial strength rating
of AGC and AGUK, and the Al insurance financial strength rating of AG Re, AGRO and Assured
Guaranty Mortgage Insurance Company. At the same time, Moody’s affirmed the Aa3 insurance
financial strength rating of AGM. Moody’s stated that it believed the Company’s capital support
transactions, including AGLs issuance of common shares in December 2009 that resulted in net
proceeds of $573.8 million, $500.0 million of which was downstreamed to AGC, increased AGC’s
capital to a level consistent with Moody’s expectations for a Aa3 rating, while leaving its affiliates with
capital structures that Moody’s believes are appropriate for their own ratings. However, Moody’s
ratings outlook for each such rating is negative because Moody’s believes there is meaningful remaining
uncertainty about the Company’s ultimate credit losses and the demand for the Company’s financial
guaranty insurance and its competitive position once the municipal finance market normalizes. Moody’s
is in the process of reviewing the Company’s ratings and the Company cannot assure you that Moody’s
will not take negative action on such ratings.

S&P lowered the counterparty credit and financial strength ratings of AGC, AGM and their
respective insurance subsidiaries to AA- on November 30, 2011. On that date, S&P also lowered the
financial enhancement rating of AG Re and AGRO to AA- from AA. At the same time, S&P changed
its outlook on such entities from CreditWatch Negative to Stable. These actions by S&P took place at
the end of almost an entire year of uncertainty over the Company’s financial strength ratings. The
uncertainty began on January 24, 2011, when S&P released a publication entitled “Request for
Comment: Bond Insurance Criteria,” in which it requested comments on proposed changes to its bond
insurance ratings criteria and noted that it could tower its financial strength ratings on existing
investment grade bond insurers (which included the Company’s insurance subsidiaries) by one or more
rating categories if the proposed bond insurance ratings criteria were adopted, unless those bond
insurers raised additional capital or reduced risk. Over the course of 2011, market participants provided
comments on the proposed criteria and awaited the issuance of the new criteria. When S&P released
its final criteria in August 2011, the criteria contained a new “largest obligor test” that had not been
included in the Request for Comment. The largest obligor test had the effect of significantly reducing
Assured Guaranty’s allowed single risk limits and limiting its financial strength rating level. Then, in
September 2011, S&P placed the financial strength ratings of AGM and AGC, their respective
insurance company subsidiaries and AG Re on CreditWatch negative. In November 2011, S&P assigned
AGM, AGC and AG Re financial strength ratings of AA- (Stable Outlook). The Company cannot
assure you that S&P will not take additional negative action on such ratings.

The Company believes that these rating agency actions and proposals, including the uncertainty
caused by the release of S&P’s Request for Comment, have reduced the Company’s new business
opportunities and have also affected the value of the Company’s product to issuers and investors. The
insurance subsidiaries’ financial strength ratings are an important competitive factor in the financial
guaranty insurance and reinsurance markets. If the financial strength or financial enhancement ratings
of any of the Company’s insurance subsidiaries were reduced below current levels, the Company
expects it would have further adverse effect on its future business opportunities as well as the
premiums it could charge for its insurance policies and consequently, a downgrade could harm the
Company’s new business production, results of operations and financial condition.

In addition, a downgrade may have a negative impact on the Company in respect of the
transactions that it has insured or reinsurance that it has assumed. For example, a downgrade of one of
the Company’s insurance subsidiaries may result in increased claims under financial guaranties such
subsidiary has issued. In particular, with respect to variable rate demand obligations for which a bank
has agreed to provide a liquidity facility, a downgrade of the insurer may provide the bank with the
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right to give notice to bondholders that the bank will terminate the liquidity facility, causing the
bondholders to tender their bonds to the bank. Bonds held by the bank accrue interest at a “bank bond
rate” that is higher than the rate otherwise borne by the bond (typically the prime rate plus 2.00%—
3.00%, often with a floor of 7%, and capped at the maximum legal limit). In the event that the bank
holds such bonds for longer than a specified period of time, usually 90-180 days, the bank has the right
additionally to demand accelerated repayment of bond principal, usually through payment of equal
installments over a period of not less than five years. In the event that a municipal obligor is unable to
pay interest accruing at the bank bond rate or to pay principal during the shortened amortization
period, a claim could be submitted to the insurer under its financial guaranty. As of December 31,
2011, the Company had insured approximately $1.1 billion of par of variable rate demand obligations
issued by municipal obligors rated BBB- or lower pursuant to the Company’s internal rating. For a
number of such obligations, a downgrade of the insurer below A+, in the case of S&P, or below Al, in
the case of Moody’s, triggers the ability of the bank to notify bondholders of the termination of the
liquidity facility and to demand accelerated repayment of bond principal over a period of five to ten
years. The specific terms relating to the rating levels that trigger the bank’s termination right, and
whether it is triggered by a downgrade by one rating agency or a downgrade by all rating agencies then
rating the insurer, vary depending on the transaction. In addition, as discussed in greater detail under
“Liquidity and Capital Resources—Commitments and Contingencies—Recourse Credit Facilities—2009
Strip Coverage Facility” within “Item 7. Management’s Discussion and Analysis of Financial Condition
and Results of Operations,” a downgrade of AGM may result in early termination of leases under
leveraged lease transactions insured by AGM. Upon early termination of a lease, to the extent the early
termination payment owing to the lessor within such a transaction is not paid, a claim could be made
to AGM under its financial guaranty. To mitigate this risk, AGM has entered into a $980.5 million
(originally $1 billion) strip coverage liquidity facility with Dexia Crédit Local S.A. to finance the
potential payment of claims under these policies. See “Risks Related to the AGMH Acquisition—The
Company has substantial exposure to credit and liquidity risks from Dexia” within these Risk Factors.
Separately, in certain other transactions beneficiaries of financial guaranties issued by the Company’s
insurance subsidiaries may have the right to cancel the credit protection offered by the Company, which
would result in the loss of future premium earnings and the reversal of any fair value gains or losses
recorded by the Company.

If AGC’s financial strength or financial enhancement ratings were downgraded, the Company
could be required to post collateral under certain of its credit derivative contracts or certain of the
Company’s counterparties could have a right to terminate such credit derivative contract. See “If
AGC'’s financial strength or financial enhancement ratings were downgraded, the Company could be
required to make termination payments or post collateral under certain of its credit derivative
contracts, which could impair its liquidity, results of operations and financial condition” below.

If AGM’s financial strength or financial enhancement ratings were downgraded, AGM-insured
GICs issued by the former AGMH subsidiaries that conducted AGMH’s Financial Products Business
(the “Financial Products Companies”) may come due or may come due absent the provision of
collateral by the GIC issuers. The Company relies on agreements pursuant to which Dexia has agreed
to guarantee or lend certain amounts, or to post liquid collateral, in regards to AGMH’s former
financial products business. See “Risks Related to the AGMH Acquisition—The Company has
substantial exposure to credit and liquidity risks from Dexia.”

If AGC’s financial strength or financial enhancement ratings were downgraded, the Company could be
required to make termination payments or post collateral under certain of its credit derivative contracts, which
could impair its liquidity, results of operations and financial condition.

Within the Company’s insured CDS portfolio of $85.0 billion of net par, the transaction
documentation for $2.4 billion in CDS par insured provides that if the financial strength rating of AGC
were downgraded past a specified level (which level varies from transaction to transaction), this would
constitute a termination event that would allow the CDS counterparty to terminate the affected
transactions. If the CDS counterparty elected to terminate the affected transactions, under some
transaction documents the Company could be required to make a termination payment (or may be
entitled to receive a termination payment from the CDS counterparty) and under other transaction
documents the credit protection would be cancelled and no termination payment would be owing by
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either party. Under certain documents, the Company has the right to cure the termination event by
posting collateral, assigning its rights and obligations in respect of the transactions to a third party, or
seeking a third party guaranty of the obligations of the Company. The Company currently has three
International Swaps and Derivative Association, Inc. (“ISDA’) master agreements under which the
applicable counterparty could elect to terminate transactions upon a rating downgrade of AGC. If
AGC’s financial strength ratings were downgraded to BBB- or Baa3, $89 million in par insured could
be terminated by one counterparty; and if AGC’s ratings were downgraded to BB+ or Bal, an
additional approximately $2.3 billion in par insured could be terminated by the other two
counterparties. The Company does not believe that it can accurately estimate the termination payments
it could be required to make if, as a result of any such downgrade, a CDS counterparty terminated its
CDS contracts with the Company. These payments could have a material adverse effect on the
Company’s liquidity and financial condition.

Under a limited number of other CDS contracts, the Company may be required to post eligible.
collateral to secure its obligation to make payments under such contracts. Eligible collateral is generally
cash or U.S. government or agency securities; eligible collateral other than cash is valued at a discount
to the face amount. For certain of such contracts, the CDS counterparty has agreed to have some
exposure to the Company on an unsecured basis, but as the financial strength ratings of the Company’s
insurance subsidiaries decline, the amount of unsecured exposure to the Company allowed by the CDS
counterparty decreases until, at a specified rating level (which level varies from transaction to
transaction), the Company must collateralize all of the exposure. The amount of collateral required is
based on a mark-to-market valuation of the exposure that must be secured. Under other contracts, the
Company has negotiated caps such that the posting requirement cannot exceed a certain fixed amount,
regardless of the financial strength ratings of the Company’s insurance subsidiaries. As of December 31,
2011, the amount of insured par that is subject to collateral posting is approximately $14.8 billion
(which amount is not reduced by unsecured exposure to the Company allowed by CDS counterparties
at current financial strength rating levels), for which the Company has agreed to post approximately
$779.9 million of collateral (which amount reflects some of the eligible collateral being valued at a
discount to the face amount). Amounts posted by the Company to secure its obligations to a CDS
counterparty are not available to pay claims to other beneficiaries of the Company’s policies. The
Company may be required to post additional collateral from time to time, depending on its financial
strength ratings and on the market values of the transactions subject to the collateral posting. For
approximately $14.3 billion of that $14.8 billion, at the Company’s current ratings, the Company need
not post on a cash basis more than $625 million, regardless of any change in the market value of the
transactions, due to caps negotiated with counterparties. For the avoidance of doubt, the $625 million is
already included in the $779.9 million that the Company has agreed to post. In the event AGC’s ratings
are downgraded to A+ or A3, the maximum amount to be posted against the $14.3 billion increases by
$50 million to $675 million.

The downgrade of the financial strength ratings of AG Re or of AGC gives reinsurance counterparties the
right to recapture ceded business, which would lead to a reduction in the Company’s unearned premium
reserve, net income and future net income.

With respect to a significant portion of the Company’s in-force financial guaranty Assumed
Business, due to the downgrade of AG Re to Al, subject to the terms of each policy, the ceding
company may have the right to recapture business ceded to AG Re and assets representing
substantially all of the statutory unearned premium reserve net of loss reserves (if any) associated with
that business. As of December 31, 2011, if this entire amount were recaptured, it would result in a
corresponding one-time reduction to net income of approximately $13.9 million. In the case of AGC,
some of its in-force financial guaranty reinsurance business is subject to recapture at AGC’s current
ratings and an additional portion of such business would be subject to recapture if AGC were
downgraded by Moody’s to below Aa3 or by S&P to below AA. Subject to the terms of each
reinsurance agreement, upon recapture the ceding company typically is owed assets representing
substantially all of the statutory unearned premium and loss reserves (if any) associated with AGC’s
assumed business. As of December 31, 2011, if all of AGC’s assumed business was recaptured, it would
result in a corresponding one-time reduction to net income of approximately $16.8 million.
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Actions taken by the rating agencies with respect to capital models and rating methodology of the Company’s
business or changes in capital charges or downgrades of transactions within its insured portfolio may
adversely affect its ratings, business prospects, results of operations and financial condition.

The rating agencies from time to time have evaluated the Company’s capital adequacy under a
variety of scenarios and assumptions. The rating agencies do not always supply clear guidance on their
approach to assessing the Company’s capital adequacy and the Company may disagree with the rating
agencies’ approach and assumptions. Changes in the rating agencies’ capital models and rating
methodology, including loss assumptions and capital requirements for the Company’s investment and
insured portfolios, could require the Company to raise additional capital to maintain its current ratings
levels, even if there are no adverse developments with respect to any specific investment or insured
risk. The amount of such capital required may be substantial, and may not be available to the Company
on favorable terms and conditions or at all. Accordingly, the Company cannot ensure that it will seek
to, or be able to, complete the capital raising. The failure to raise additional required capital could
result in a downgrade of the Company’s ratings, which could be one or more ratings categories, and
thus have an adverse impact on its business, results of operations and financial condition. See “Risks
Related to the Company’s Capital and Liquidity Requirements—The Company may require additional
capital from time to time, including from soft capital and liquidity credit facilities, which may not be
available or may be available only on unfavorable terms.”

The rating agencies assess each individual credit (including potential new credits) insured by the
Company based on a variety of factors, including the nature of the credit, the nature of the support or
credit enhancement for the credit, its tenor, and its expected and actual performance. This assessment
determines the amount of capital the Company is required to maintain against that credit to maintain
its financial strength ratings under the relevant rating agency’s capital adequacy model. Factors
influencing rating agencies’ actions, including their assessments of individual credits, are beyond
management’s control and not always known to the Company. In the event of an actual or perceived
deterioration in creditworthiness, a reduction in the underlying rating or a change in a rating agency’s
capital model methodology, that rating agency may require the Company to increase the amount of
capital allocated to support the affected credits, regardless of whether losses actually occur, or against
potential new business. Significant reductions in the rating agencies’ assessments of credits in the
Company’s insured portfolio can produce significant increases in the amount of capital required for the
Company to maintain its financial strength ratings under the rating agencies’ capital adequacy models,
which may require the Company to seek additional capital. We cannot assure you that the Company’s
capital position will be adequate to meet such increased capital requirements or that the Company will
be able to secure additional capital, especially at a time of actual or perceived deterioration in the
creditworthiness of new or existing credits. Unless the Company is able to increase the amount of its
available capital, an increase in the amount of capital the Company is required to maintain its credit
ratings under the rating agencies’ capital adequacy models could result in a downgrade of the
Company’s financial strength ratings and could have an adverse effect on its ability to write new
business.

Since 2008, Moody’s and S&P have announced the downgrade of, or other negative ratings actions
with respect to, a large number of structured finance transactions, including certain transactions that
the Company insures. Additional securities in the Company’s insured portfolio may be reviewed and
downgraded in the future. Moreover, the Company does not know which securities in its insured
portfolio already have been reviewed by the rating agencies and if, or when, the rating agencies might
review additional securities in its insured portfolio or review again securities that were previously
reviewed and/or downgraded. Downgrades of the Company’s insured credits will result in higher capital
requirements for the Company under the relevant rating agency capital adequacy model. If the
additional amount of capital required to support such exposures is significant, the Company may need
to undertake certain actions in order to maintain its ratings, including, but not limited to, raising
additional capital (which, if available, may not be available on terms and conditions that are favorable
to the Company); curtailing new business; or paying to transfer a portion of its in-force business to
generate rating agency capital. If the Company is unable to complete any of these capital initiatives, it
could suffer ratings downgrades. These capital actions or ratings downgrades could adversely affect the
Company’s results of operations, financial condition, ability to write new business or competitive
positioning.
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Risks Related to the AGMH Acquisition

The Company has exposure through financial guaranty insurance policies to AGMH’s former financial
products business, which the Company did not acquire.

Through AGMH’s, former Financial Products Companies subsidiaries, offered AGM-insured GICs
and other investment agreements, including medium term notes (“MTNs”). In connection with the
AGMH Acquisition, AGMH and its affiliates sold their ownership interests in the Financial Products
Companies to Dexia Holdings. Even though AGMH no longer owns the Financial Products Companies,
AGM’s guaranties of the GICs and MTNs and other guaranties related to AGM’s MTN business and
leveraged lease business generally remain in place. While Dexia and AGMH have entered into a
number of agreements pursuant to which Dexia has assumed the credit and liquidity risks associated
with AGMH’s former Financial Products Business, AGM is still subject to risks in the event Dexia fails
to perform. If AGM is required to pay any amounts on or post collateral in respect of financial
products issued or executed by the Financial Products Companies, AGM is subject to the risk that
(a) it will not receive the guaranty payment from Dexia on a timely basis or at all or (b) the GICs will
not be paid from funds received from Dexia on a timely basis or at all, in which case AGM itself will
be required to make the payment under its financial guaranty policies. As of December 31, 2011, the
aggregate fair value (after agreed reductions) of the assets supporting the GIC portion of the Financial
Products Business exceeded the aggregate principal amount of all outstanding GICs and certain other
business and hedging costs of the GIC business. See “—The Company has substantial exposure to
credit and liquidity risks from Dexia.” For a description of the agreements entered into with Dexia, see
“Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Liquidity and Capital Resources—Liquidity Arrangements with respect to AGMH’s former Financial
Products Business.”

The Company has substantial exposure to credit and liquidity risks from Dexia.

Dexia and the Company have entered into a number of agreements intended to protect the
Company from having to pay claims on AGMH’s former Financial Products Business, which the
Company did not acquire. Dexia has agreed to guarantee certain amounts, lend certain amounts or
post liquid collateral for or in respect of AGMH’s former Financial Products Business. Dexia SA and
Dexia Crédit Local S.A. (“DCL”), jointly and severally, have also agreed to indemnify the Company for
losses associated with AGMH'’s former Financial Products Business, including the ongoing Department
of Justice and SEC investigations of such business. Furthermore, DCL, acting through its New York
Branch, is providing a commitment of up to $980.5 million (originally $1 billion) under a strip coverage
liquidity facility in order to make loans to AGM to finance the payment of claims under certain
financial guaranty insurance policies issued by AGM or its affiliate that relate to the equity strip
portion of leveraged lease transactions insured by AGM. The equity strip portion of the leveraged lease
transactions is part of AGMH’s financial guaranty business, which the Company did acquire. However,
in connection with the AGMH Acquisition, DCL agreed to provide AGM with financing so that AGM
could fund its payment of claims made under financial guaranty policies issued in respect of this
portion of the business, because the amount of such claims could be large and are generally payable
within a short time after AGM receives them. For a description of the agreements entered into with
Dexia and a further discussion of the risks that these agreements are intended to protect against, see
“Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Liquidity and Capital Resources—Liquidity Arrangements with respect to AGMH’s former Financial
Products Business.”

Despite the execution of such documentation, the Company remains subject to the risk that Dexia
may not make payments or securities available (a) on a timely basis, which is referred to as “liquidity
risk,” or (b) at all, which is referred to as “credit risk,” because of the risk of default. Even if Dexia
has sufficient assets to pay, lend or post as collateral all amounts when due, concerns regarding Dexia’s
financial condition or willingness to comply with its obligations could cause one or more rating agencies
to view negatively the ability or willingness of Dexia to perform under its various agreements and could
negatively affect the Company’s ratings.

Dexia has been affected by the recent sovereign debt crisis in Europe but has undertaken measures
that should provide it with additional stability. In October 2011, Dexia announced a series of measures
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aimed at restructuring the Dexia group in response to the worsening of the debt crisis and the
pressures it was causing on the interbank market. One of these measures included the sale of Dexia
Bank Belgium to the Belgian state, which was finalized on October 20, 2011. The Société Fédérale de
Participations et d’Investissement, acting on behalf of the Belgian state, currently holds 100% of the
shares of Dexia Bank Belgium. The sale agreement contemplated a gradual reduction in the intra-
group financing granted by Dexia Bank Belgium to other Dexia group entities as part of the unwinding
of the existing tight operational links between Dexia Bank Belgium and the rest of the Dexia group. In
addition, in order to enable Dexia SA and Dexia Crédit Local to regain,access to the financing
markets, the States of Belgium, France and Luxembourg have undertaken to guarantee debt issued by
those entities in an amount up to EUR 90 billion.

AGMH and its subsidiaries could be subject to non-monetary consequences arising out of litigation associated
with AGMH’s former financial products business, which the Company did not acquire.

As noted under “Item 3. Legal Proceedings—Proceedings Related to AGMH’s Former Financial
Products Business,” in February 2008, AGMH received a “Wells Notice” from the staff of the
Philadelphia Regional Office of the SEC relating to an ongoing industry-wide investigation concerning
the bidding of municipal GICs and other municipal derivatives. The Wells Notice indicates that the
SEC staff is considering recommending that the SEC authorize the staff to bring a civil injunctive
action and/or institute administrative proceedings against AGMH, alleging violations of Section 10(b) of
the Exchange Act and Rule 10b-5 thereunder and Section 17(a) of the Securities Act. In addition, in
November 2006, AGMH received a subpoena from the Antitrust Division of the Department of Justice
issued in connection with an ongoing criminal investigation of bid rigging of awards of municipal GICs
and other municipal derivatives. While these proceedings relate to AGMH’s former Financial Products
Business, which the Company did not acquire, they are against entities which the Company did acquire.
Furthermore, while Dexia SA and DCL, jointly and severally, have agreed to indemnify the Company
against liability arising out of these proceedings, such indemnification might not be sufficient to fully
hold the Company harmless against any injunctive relief or civil or criminal sanction that is imposed
against AGMH or its subsidiaries.

Restrictions on the conduct of AGM’s business subsequent to the AGMH Acquisition place limits on the
Company’s operating and financial flexibility.

Under the Purchase Agreement, the Company agreed to conduct AGM’s business subject to
certain operating and financial constraints. These restrictions will generally continue until July 1, 2012.
Among other items, the Company has agreed that AGM will not repurchase, redeem or pay any
dividends on any class of its equity interests unless at that time:

* AGM is rated at least AA- by S&P and Aa3 by Moody’s (if such rating agencies still rate
financial guaranty insurers generally) and if the aggregate amount of dividends paid in any year
does not exceed 125% of AGMH’s debt service requirements for that year; or

* AGM has received prior rating agency confirmation that such action would not cause AGM’s
current ratings to be downgraded due to such action.

These agreements limit Assured Guaranty’s operating and financial flexibility with respect to the
operations of AGM. For further discussion of these restrictions, see “Item 7. Management’s Discussion
and Analysis of Financial Condition and Results of Operations—Results of Operations—Comparability
of Periods Presented—AGMH Acquisition.”

Risks Related to the Financial, Credit and Financial Guaranty Markets

Improvement in the recent difficult conditions in the U.S. and world-wide financial markets has been gradual,
and the Company’s business, liquidity, financial condition and stock price may continue to be adversely
affected.

The Company’s loss reserves, profitability, financial position, insured portfolio, investment
portfolio, cash flow, statutory capital and stock price could be materially affected by the U.S. and
global markets. Upheavals in the financial markets can affect the Company’s business through their
effects on general levels of economic activity and employment. The global recession and disruption of
the financial markets has led to concerns over capital markets access and the solvency of certain
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European Union member states, including Greece, Portugal, Ireland, Italy and Spain, and of financial
institutions that have significant direct or indirect exposure to debt issued by these countries. Certain of
the major rating agencies have downgraded the sovereign debt of Greece, Portugal and Ireland to
below investment grade. The sovereign debt of Italy and Spain were also recently downgraded. These
ratings downgrades and implementation of European Union and private sector support programs have
increased concerns that other European Union member states could experience similar financial
troubles. In the U.S., the unemployment rate remains high and housing prices have not yet stabilized.
The Company and its financial position will continue to be subject to risk of the global financial and
economic conditions that could materially and negatively affect its ability to access the capital markets,
the cost of the Company’s debt, the demand for its products, the amount of losses incurred on
transactions it guarantees, the value of its investment portfolio, its financial ratings and its stock price.

Issuers or borrowers whose securities or loans the Company insures or holds and as well as the
Company’s counterparties under swaps and other derivative contracts may default on their obligations
to the Company due to bankruptcy, insolvency, lack of liquidity, adverse economic conditions,
operational failure, fraud or other reasons. Additionally, the underlying assets supporting structured
finance securities that the Company’s insurance subsidiaries have guaranteed may deteriorate, causing
these securities to incur losses. These losses could be significantly more than the Company expects and
could materially adversely impact its financial strength, ratings and prospects for future business.

The Company’s access to funds under its credit facilities is dependent on the ability of the banks
that are parties to the facilities to meet their funding commitments. Those banks may not be able to
meet their funding commitments to the Company if they experience shortages of capital and liquidity
or if they experience excessive volumes of borrowing requests from the Company and other borrowers
within a short period of time. In addition, consolidation of financial institutions could lead to increased
credit risk.

In addition, the Company’s ability to raise equity, debt or other forms of capital is subject to
market demand and other factors that could be affected by global financial market conditions. If the
Company needed to raise capital to maintain its ratings and was unable to do so because of lack of
demand for its securities, it could be downgraded by the rating agencies, which would impair the
Company’s ability to write new business.

Some of the state and local governments and entities that issue obligations the Company insures are
experiencing unprecedented budget deficits and revenue shortfalls that could result in increased credit losses or
impairments and capital charges on those obligations.

The economic crisis caused many state and local governments that issue some of the obligations
the Company insures to experience significant budget deficits and revenue collection shortfalls that
require them to significantly raise taxes and/or cut spending in order to satisfy their obligations. While
the U.S. government has provided some financial support to state and local governments and although,
in 2011, overall state revenues have increased, significant budgetary pressures remain, especially at the
local government level. If the issuers of the obligations in the Company’s public finance portfolio do
not have sufficient funds to cover their expenses and are unable or unwilling to raise taxes, decrease
spending or receive federal assistance, the Company may experience increased levels of losses or
impairments on its public finance obligations, which could materially and adversely affect its business,
financial condition and results of operations.

The Company’s risk of loss on and capital charges for municipal credits could also be exacerbated
by rating agency downgrades of municipal credit ratings. A downgraded municipal issuer may be unable
to refinance maturing obligations or issue new debt, which could exacerbate the municipality’s inability
to service its debt. Downgrades could also affect the interest rate that the municipality must pay on its
variable rate debt or for new debt issuance. Municipal credit downgrades, as with other downgrades,
result in an increase in the capital charges the rating agencies assess when evaluating the Company’s
capital adequacy in their rating models. Significant municipal downgrades could result in higher capital
requirements for the Company in order to maintain its financial strength ratings.
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In addition, obligations supported by specified revenue streams, such as revenue bonds issued by
toll road authorities, municipal utilities or airport authorities, may be adversely affected by revenue
declines resulting from reduced demand, changing demographics or other factors associated with an
economy in which unemployment remains high, housing prices have not yet stabilized and growth is
slow. These obligations, which may not necessarily benefit from financial support from other tax
revenues or governmental authorities, may also experience increased losses if the revenue streams are
insufficient to pay scheduled interest and principal payments.

Adbverse developments in the credit and financial guaranty markets have substantially increased uncertainty in
the Company’s business and may materially and adversely affect its financial condition, results of operations
and future business.

Since mid-2007 there have been several adverse developments in the credit and financial guaranty
markets that have affected the Company’s business, financial condition, results of operation and future
business prospects. In particular, U.S. residential mortgages and RMBS transactions that were issued in
the 2005-2007 period have generated losses far higher than originally expected and higher than
experienced in the last several decades. This poor performance led to price declines for RMBS
securities and the rating agencies downgrading thousands of such transactions. In addition, the material
amount of the losses that have been incurred by insurers of these mortgages, such as Fannie Mae or
private mortgage insurers, by guarantors of RMBS securities or of securities that contain significant
amounts of RMBS, and by purchasers of RMBS securities have resulted in the insolvency or significant
financial impairment of many of these companies. :

As a result of these adverse developments, investors have significant concerns about the financial
strength of credit enhancement providers, which has substantially reduced the demand for financial
guaranties in many fixed income markets. These concerns as well as the uncertain economic
environment may adversely affect the Company in a number of ways, including requiring it to raise and
hold more capital, reducing the demand for its direct guaranties or reinsurance, limiting the types of
guaranties the Company offers, encouraging new competitors, making losses harder to estimate, making
its results more volatile and making it harder to raise new capital. Furthermore, rating agencies and
regulators could enhance the financial guaranty insurance company capital requirements, regulations or
restrictions on the types or amounts of business conducted by monoline financial guaranty insurers.

Changes in interest rate levels and credit spreads could adversely affect demand for financial guaranty
insurance as well as the Company’s financial condition.

Demand for financial guaranty insurance generally fluctuates with changes in market credit
spreads. Credit spreads, which are based on the difference between interest rates on high-quality or
“risk free” securities versus those on lower-rated or uninsured securities, fluctuate due to a number of
factors and are sensitive to the absolute level of interest rates, current credit experience and investors’
willingness to purchase lower-rated or higher-rated securities. When interest rates are low or when the
market is relatively less risk averse, the credit spread between high-quality or insured obligations versus
lower- rated or uninsured obligations typically narrows or is “tight” and, as a result, financial guaranty
insurance typically provides lower interest cost savings to issuers than it would during periods of
relatively wider credit spreads. As a result, issuers are less likely to use financial guaranties on their
new issues when credit spreads are tight, resulting in decreased demand or premiums obtainable for
financial guaranty insurance, and thus a reduction in the Company’s results of operations.

Conversely, in a deteriorating credit environment, credit spreads increase and become “wide”,
which increases the interest cost savings that financial guaranty insurance may provide and can result in
increased demand for financial guaranties by issuers. However, if the weakening credit environment is
associated with economic deterioration, the Company’s insured portfolio could generate claims and loss
payments in excess of normal or historical expectations. In addition, increases in market interest rate
levels could reduce new capital markets issuances and, correspondingly, a decreased volume of insured
transactions.
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Competition in the Company’s industry may adversely affect its revenues.

As described in greater detail under “Competition” in “Item 1. Business,” the Company can face
competition, either in the form of current or new providers of credit enhancement or in terms of
alternative structures or pricing competition. Increased competition could have an adverse effect on the
Company’s insurance business.

The Company’s financial position, results of operations and cash flows may be adversely affected by
Sluctuations in foreign exchange rates.

The Company’s reporting currency is the U.S. dollar. The principal functional currencies of AGLs
insurance and reinsurance subsidiaries include the U.S. dollar and U.K. sterling. Exchange rate
fluctuations, which have been exacerbated by the recent turmoil in the European financial markets,
relative to the functional currencies may materially impact the Company’s financial position, results of
operations and cash flows. Many of the Company’s non-U.S. subsidiaries maintain both assets and
liabilities in currencies different than their functional currency, which exposes the Company to changes
in currency exchange rates. In addition, locally-required capital levels are invested in local currencies in
order to satisfy regulatory requirements and to support local insurance operations regardless of
currency fluctuations.

The principal currencies creating foreign exchange risk are the British pound sterling and the
European Union euro. The Company cannot accurately predict the nature or extent of future exchange
rate variability between these currencies or relative to the U.S. dollar. Exchange rates between these
currencies and the U.S. dollar have fluctuated significantly in recent periods and may continue to do so
in the future, which could adversely impact the Company’s financial position results of operations and
cash flows.

The Company’s international operations expose it to less predictable credit and legal risks.

The Company pursues new business opportunities in international markets and currently operates
in various countries in Europe and the Asia Pacific region. The underwriting of obligations of an issuer
in a foreign country involves the same process as that for a domestic issuer, but additional risks must
be addressed, such as the evaluation of foreign currency exchange rates, foreign business and legal
issues, and the economic and political environment of the foreign country or countries in which an
issuer does business. Changes in such factors could impede the Company’s ability to insure, or increase
the risk of loss from insuring, obligations in the countries in which it currently does business and limit
its ability to pursue business opportunities in other countries.

The Company’s investment portfolio may be adversely affected by credit, interest rate and other market
changes. ‘

The Company’s operating results are affected, in part, by the performance of its investment
portfolio which ‘consists primarily of fixed-income securities and short-term investments. As of
December 31, 2011, the fixed-income securities and short-term investments had a fair value of
approximately $10.9 billion. Credit losses and changes in interest rates could have an adverse effect on
its shareholders’ equity and net income. Credit losses result in realized losses on the Company’s
investment portfolio, which reduce net income and shareholders’ equity. Changes in interest rates can
affect both shareholders’ equity and investment income. For example, if interest rates decline, funds
reinvested will earn less than expected, reducing the Company’s future investment income compared to
the amount it would earn if interest rates had not declined. However, the value of the Company’s
fixed-rate investments would generally increase if interest rates decreased, resulting in an unrealized
gain on investments included in shareholders’ equity. Conversely, if interest rates increase, the value of
the investment portfolio will be reduced, resulting in unrealized losses that the Company is required to
include in shareholders’ equity as a change in accumulated other comprehensive income. Accordingly,
interest rate increases could reduce the Company’s sharcholders’ equity.

As of December 31, 2011, mortgage-backed securities constituted approximately 17.7% of the
Company’s fixed-income securities and short-term investments. Changes in interest rates can expose the
Company to significant prepayment risks on these investments. In periods of declining interest rates,
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mortgage prepayments generally increase and mortgage-backed securities are prepaid more quickly,
requiring the Company to reinvest the proceeds at then-current market rates. During periods of rising
interest rates, the frequency of prepayments generally decreases. Mortgage-backed securities having an
amortized value less than par (i.e., purchased at a discount to face value) may incur a decrease in yield
or a loss as a result of slower prepayment.

Interest rates are highly sensitive to many factors, including monetary policies, domestic and
international economic and political conditions and other factors beyond the Company’s control. The
Company does not engage in active management, or hedging, of interest rate risk, and may not be able
to mitigate interest rate sensitivity effectively.

The market value of the investment portfolio also may be adversely affected by general
developments in the capital markets, including decreased market liquidity for investment assets, market
perception of increased credit risk with respect to the types of securities held in the portfolio,
downgrades of credit ratings of issuers of investment assets and/or foreign exchange movements which
impact investment assets. In addition, the Company invests in securities insured by other financial
guarantors, the market value of which may be affected by the rating instability of the relevant financial
guarantor.

Risks Related to the Company’s Capital and Liquidity Requirements

The Company may require additional capital from time to time, including from soft capital and liquidity
credit facilities, which may not be available or may be available only on unfavorable terms.

The Company’s capital requirements depend on many factors, including its in-force book of
business and rating agency capital requirements. For example, as discussed under “Item 7.
Management’s Discussion and Analysis of Financial Condition and Results of Operations—Liquidity
and Capital Resources,” the Company has outstanding exposures to certain infrastructure transactions
in its insured portfolio that expose it to refinancing risk. If those exposures are unable to be refinanced
in the market prior to the expiration of the Company’s financial guaranty policy due to market
dislocation and increased credit spreads, the Company may have to participate in these refinancings
and then recover over time the amounts it has paid from revenues produced by the transactions. The
Company also needs capital to pay losses on its insured portfolio and to write new business. Failure to
raise additional capital as needed may result in the Company being unable to write new business and
may result in the ratings of the Company and its subsidiaries being downgraded by one or more ratings
agency.

The Company’s access to external sources of financing, as well as the cost of such financing, is
dependent on various factors, including the market supply of such financing, the Company’s long-term
debt ratings and insurance financial strength ratings and the perceptions of its financial strength and
the financial strength of its insurance subsidiaries. The Company’s debt ratings are in turn influenced
by numerous factors, such as financial leverage, balance sheet strength, capital structure and earnings
trends. If the Company’s need for capital arises because of significant losses, the occurrence of these
losses may make it more difficult for the Company to raise the necessary capital. In light of the
uncertainty over the Company’s financial strength ratings, the Company expects that it may be difficult
to renew or extend existing credit facilities as they expire or run off and any such renewal or extension
may involve higher pricing than would typically apply.

Future capital raises for equity or equity-linked securities, such as the Company’s June 2009
issuance of mandatorily convertible senior notes, could also result in dilution to the Company’s
shareholders. In addition, some securities that the Company could issue, such as preferred stock or
securities issued by the Company’s operating subsidiaries, may have rights, preferences and privileges
that are senior to those of its common shares.

Financial guaranty insurers and reinsurers typically rely on providers of lines of credit, credit swap
facilities and similar capital support mechanisms (often referred to as “soft capital”) to supplement
their existing capital base, or “hard capital.” The ratings of soft capital providers directly affect the
level of capital credit which the rating agencies give the Company when evaluating its financial
strength. The Company intends to maintain soft capital facilities with providers having ratings adequate
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to provide the Company’s desired capital credit, although no assurance can be given that one or more
of the rating agencies will not downgrade or withdraw the applicable ratings of such providers in the
future. In addition, the Company may not be able to replace a downgraded soft capital provider with
an acceptable replacement provider for a variety of reasons, including if an acceptable replacement
provider is willing to provide the Company with soft capital commitments or if any adequately-rated
institutions are actively providing soft capital facilities. Furthermore, the rating agencies may in the
future change their methodology and no longer give credit for soft capital, which may necessitate the
Company having to raise additional capital in order to maintain its ratings.

An increase in the Company’s subsidiaries’ risk-to-capital ratio or leverage ratio may prevent them from
writing new insurance.

Rating agencies and insurance regulatory authorities impose capital requirements on the
Company’s insurance subsidiaries. These capital requirements, which include risk-to-capital ratios,
leverage ratios and surplus requirements, limit the amount of insurance that the Company’s subsidiaries
may write. The Company’s insurance subsidiaries have several alternatives available to control their
risk-to-capital ratios and leverage ratios, including obtaining capital contributions from the Company,
purchasing reinsurance or entering into other loss mitigation agreements, or reducing the amount of
new business written. However, a material reduction in the statutory capital and surplus of a subsidiary,
whether resulting from underwriting or investment losses, a change in regulatory capital requirements
or otherwise, or a disproportionate increase in the amount of risk in force, could increase a subsidiary’s
risk-to-capital ratio or leverage ratio. This in turn could require that subsidiary to obtain reinsurance
for existing business (which may not be available, or may be available on terms that the Company
considers unfavorable), or add to its capital base to maintain its financial strength ratings. Failure to
maintain regulatory capital levels could limit that subsidiary’s ability to write new business.

The Company’s holding companies’ ability to meet its obligations may be constrained.

Each of AGL, AGMH and AGUS is a holding company and, as such, has no direct operations of
its own. Neither AGL nor AGUS expects to have any significant operations or assets other than its
ownership of the shares of its subsidiaries. However, AGLs and AGUS’ insurance subsidiaries are
subject to regulatory, contractual and rating agency restrictions limiting their ability to declare and to
pay dividends and make other payments to AGL. Such dividends and permitted payments are expected
to be AGLs and AGUS’ primary source of funds to meet ongoing cash requirements, including
operating expenses, any future debt service payments and other expenses, and to pay dividends to its
shareholders. Accordingly, if AGLs and AGUS’ insurance subsidiaries cannot pay sufficient dividends
or make other permitted payments to them at the times or in the amounts that they require, it would
have an adverse effect on AGLs and AGUS’ ability to satisfy their ongoing cash requirements and on
their ability to pay dividends to shareholders. If AGL does not pay dividends, the only return on an
investment in AGLs shares, if at all, would come from any appreciation in the price of the common
shares.

Furthermore, in connection with the AGMH Acquisition, the Company covenanted to Dexia that it
would not repurchase, redeem or pay any dividends on any class of AGM’s equity interests for a period
of three years from the date of the AGMH Acquisition unless AGM had certain minimum ratings from
the rating agencies and the aggregate amount of dividends paid in any year does not exceed 125% of
AGMH’s debt service requirements for that year. See “Risks Related to the AGMH Acquisition—
Restrictions on the conduct of AGM’s business subsequent to the AGMH Acquisition place limits on
the Company’s operating and financial flexibility.” In addition, to the extent that dividends are paid
from AGIs U.S. subsidiaries, they presently would be subject to U.S. withholding tax at a rate of 30%.

AG Re’s and AGRO’s dividend distribution are governed by Bermuda law. Under Bermuda law,
dividends may only be paid if there are reasonable grounds for believing that the company is, or would
after the payment be, able to pay its liabilities as they become due and if the realizable value of its
assets would thereby not be less than its liabilities. Distributions to shareholders may also be paid out
of statutory capital, but are subject to a 15% limitation without prior approval of the Authority.
Dividends are limited by requirements that the subject company must at all times (i) maintain the
minimum solvency margin required under the Insurance Act and the enhanced capital requirement
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applicable to it and (ii) have relevant assets in an amount at least equal to 75% of relevant liabilities,
both as defined under the Insurance Act. AG Re, as a Class 3B insurer, is prohibited from declaring or
paying in any financial year dividends of more than 25% of its total statutory capital and surplus (as
shown on its previous financial year’s statutory balance sheet) unless it files (at least seven days before
payment of such dividends) with the Authority an affidavit stating that it will continue to meet the
required margins. Any distribution which results in a reduction of 15% of more of the company’s total
statutory capital, as set out in its previous year’s financial statements, would require the prior approval
of the Authority.

The ability of AGL and its subsidiaries to meet their liquidity needs may be limited.

Each of AGL, AGUS and AGMH requires liquidity, either in the form of cash or in the ability to
easily sell investment assets for cash, in order to meet its payment obligations, including, without
limitation, its operating expenses, interest on debt and dividends on common shares, and to make
capital investments in operating subsidiaries. The Company’s operating subsidiaries require substantial
liquidity in order to meet their respective payment and/or collateral posting obligations, including under
financial guaranty insurance policies, CDS contracts or reinsurance agreements. They also require
liquidity to pay operating expenses, reinsurance premiums, dividends to AGUS or AGMH for debt
service and dividends to the Company, as well as, where appropriate, to make capital investments in
their own subsidiaries.

AGL anticipates that its liquidity needs will be met by (1) the ability of its operating subsidiaries to
pay dividends or to make other payments to AGL, AGUS and AGMH, (2) external financings,
(3) investment income from its invested assets and (4) current cash and short-term investments. The
Company expects that its subsidiaries’ need for liquidity will be met by (1) the operating cash flows of
such subsidiaries, (2) external financings, (3) investment income from their invested assets and
(4) proceeds derived from the sale of its investment portfolio, a significant portion of which is in the
form of cash or short-term investments. All of these sources of liquidity are subject to market,
regulatory or other factors that may impact the Company’s liquidity position at any time. As discussed
above, AGLs insurance subsidiaries are subject to regulatory, contractual and rating agency restrictions
limiting their ability to declare and to pay dividends and make other payments to AGL. As further
noted above, external financing may or may not be available to AGL or its subsidiaries in the future on
satisfactory terms.

In addition, investment income at AGL and its subsidiaries may fluctuate based on interest rates,
defaults by the issuers of the securities AGL or its subsidiaries hold in their respective investment
portfolios, or other factors that the Company does not control. Finally, the value of the Company’s
investments may be adversely affected by changes in interest rates, credit risk and capital market
conditions and therefore may adversely affect the Company’s potential ability to sell investments
quickly and the price which the Company might receive for those investments.

There can be no assurance that the liquidity of AGL and its subsidiaries will not be adversely
affected by adverse market conditions, changes in insurance regulatory law or changes in general
economic conditions. In 2011, Assured Guaranty permitted a liquidity facility to expire without
replacement and terminated and replaced a soft capital facility with an excess of loss reinsurance
facility. There can be no assurance that existing liquidity facilities will prove adequate to the needs of
AGL and its subsidiaries or that adequate liquidity will be available on favorable terms in the future.

Risks Related to the Company’s Business

The Company’s financial guaranty products may subject it to significant risks from individual or correlated
credits.

The Company is exposed to the risk that issuers of debt that it insures or other counterparties may
default in their financial obligations, whether as a result of insolvency, lack of liquidity, operational
failure or other reasons. Similarly, the Company could be exposed to corporate credit risk if a
corporation’s securities are contained in a portfolio of collateralized debt obligations (“CDOs”) it
insures, or if the corporation or financial institution is the originator or servicer of loans, mortgages or
other assets backing structured securities that the Company has insured.

52




In addition, because the Company insures or reinsures municipal bonds, it can have significant
exposures to single municipal risks. While the Company’s risk of a complete loss, where it would have
to pay the entire principal amount of an issue of bonds and interest thereon with no recovery, is
generally lower than for corporate credits as most municipal bonds are backed by tax or other
revenues, there can be no assurance that a single default by a municipality would not have a material
adverse effect on its results of operations or financial condition.

The Company’s ultimate exposure to a single name may exceed its underwriting guidelines, and an
event with respect to a single name may cause a significant loss. The Company seeks to reduce this risk
by managing exposure to large single risks, as well as concentrations of correlated risks, through
tracking its aggregate exposure to single names in its various lines of business, establishing underwriting
criteria to manage risk aggregations, and utilizing reinsurance and other risk mitigation measures. The
Company may insure and has insured individual public finance and asset-backed risks well in excess of
$1 billion. Should the Company’s risk assessments prove inaccurate and should the applicable limits
prove inadequate, the Company could be exposed to larger than anticipated losses, and could be
required by the rating agencies to hold additional capital against insured exposures whether or not
downgraded by the rating agencies.

The Company is exposed to correlation risk across the various assets the Company insures. During
periods of strong macroeconomic performance, stress in an individual transaction generally occurs in a
single asset class or for idiosyncratic reasons. During a broad economic downturn, a wider range of the
Company’s insured portfolio could be exposed to stress at the same time. This stress may manifest itself
in ratings downgrades, which may require more capital, or in actual losses. In addition, while the
Company has experienced catastrophic events in the past without material loss, such as the terrorist
attacks of September 11, 2001 and the 2005 hurricane season, unexpected catastrophic events may have
a material adverse effect upon the Company’s insured portfolio and/or its investment portfolios.

Some of the Company’s direct financial guaranty products may be riskier than traditional financial guaranty
insurance.

As of December 31, 2011 and 2010, 17% and 20%, respectively, of the Company’s financial
guaranty direct exposures have been executed as credit derivatives. Traditional financial guaranty
insurance provides an unconditional and irrevocable guaranty that protects the holder of a municipal
finance or structured finance obligation against non-payment of principal and interest, while credit
derivatives provide protection from the occurrence of specified credit events, including non-payment of
principal and interest. In general, the Company structures credit derivative transactions such that
circumstances giving rise to its obligation to make payments are similar to that for financial guaranty
policies and generally occur as losses are realized on the underlying reference obligation. The tenor of
credit derivatives exposures, like exposure under financial guaranty insurance policies, is also generally
for as long as the reference obligation remains outstanding.

Nonetheless, credit derivative transactions are governed by ISDA documentation and operate
differently from financial guaranty insurance policies. For example, the Company’s control rights with
respect to a reference obligation under a credit derivative may be more limited than when it issues a
financial guaranty insurance policy on a direct primary basis. In addition, a credit derivative may be
terminated for a breach of the ISDA documentation or other specific events, unlike financial guaranty
insurance policies. In some of the Company’s older credit derivative transactions, one such specified
event is the failure of AGC to maintain specified financial strength ratings. If a credit derivative is
terminated, the Company could be required to make a termination payment as determined under the
ISDA documentation. In addition, under a limited number of credit derivative contracts, the Company
may be required to post eligible securities as collateral, generally cash or U.S. government or agency
securities, under specified circumstances. The need to post collateral under these transactions is
generally based on valuation in excess of contractual thresholds. The particular thresholds decline if the
Company’s ratings decline. See “Risks Related to the Company’s Financial Strength and Financial
Enhancement Ratings—A downgrade of the financial strength or financial enhancement ratings of any
of the Company’s insurance and reinsurance subsidiaries would adversely affect its business and
prospects and, consequently, its results of operations and financial condition.”
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Further downgrades of one or more of the Company’s reinsurers could reduce the Company’s capital adequacy
and return on equity. The impairment of other financial institutions also could adversely affect the Company.

At December 31, 2011, the Company had ceded approximately 9% of its principal amount of
insurance outstanding to third party reinsurers. In evaluating the credits insured by the Company,
securities rating agencies allow capital charge “credit” for reinsurance based on the reinsurers’ ratings.
In recent years, a number of the Company’s reinsurers were downgraded by one or more rating
agencies, resulting in decreases in the credit allowed for reinsurance and in the financial benefits of
using reinsurance under existing rating agency capital adequacy models. Many of the Company’s
reinsurers have already been downgraded to single-A or below by one or more rating agencies. The
Company could be required to raise additional capital to replace the lost reinsurance credit in order to
satisfy rating agency and regulatory capital adequacy and single risk requirements. The rating agencies’
reduction in credit for reinsurance could also ultimately reduce the Company’s return on equity to the
extent that ceding commissions paid to the Company by the reinsurers were not adequately increased
to compensate for the effect of any additional capital required. In addition, downgraded reinsurers may
default on amounts due to the Company and such reinsurer obligations may not be adequately
collateralized, resulting in additional losses to the Company and a reduction in its shareholders’ equity
and net income.

The Company also has exposure to counterparties in various industries, including banks, hedge
funds and other investment vehicles in its insured transactions. Many of these transactions expose the
Company to credit risk in the event its counterparty fails to perform its obligations.

The performance of the Company’s invested assets affects its results of operations and cash flows.

Investment income from the Company’s investment portfolio is one of the primary sources of cash
flows supporting its operations and claim payments. For the years ended December 31, 2011, 2010 and
2009, the Company’s net investment income was $391.0 million, $354.7 million and $259.2 million,
respectively. If the Company’s calculations with respect to its policy liabilities are incorrect or other
unanticipated payment obligations arise, or if the Company improperly structures its investments to
meet these liabilities, it could have unexpected losses, including losses resulting from forced liquidation
of investments before their maturity.

The investment policies of the insurance subsidiaries are subject to insurance law requirements,
and may change depending upon regulatory, economic and market conditions and the existing or
anticipated financial condition and operating requirements, including the tax position, of the Company’s
businesses. Changes in the Company’s investment policies could result in sales of securities that could
result in investment losses and reduce net income and shareholders’ equity. The change in investment
policies could also affect the amount of investment income generated by the portfolio, causing a
reduction in net investment income.

The Company has retained four investment managers to manage its investment portfolio. The
performance of the Company’s invested assets is subject to the performance of the investment
managers in selecting and managing appropriate investments. The investment managers have
discretionary authority over the Company’s investment portfolio within the limits of its investment
guidelines.

The Company is dependent on key executives and the loss of any of these executives, or its inability to retain
other key personnel, could adversely affect its business.

The Company’s success substantially depends upon its ability to attract and retain qualified
employees and upon the ability of its senior management and other key employees to implement its
business strategy. The Company believes there are only a limited number of available qualified
executives in the business lines in which the Company competes. Although the Company is not aware
of any planned departures, the Company relies substantially upon the services of Dominic J. Frederico,
President and Chief Executive Officer, and other executives. Although the Company has designed its
executive compensation with the goal of retaining and incentivizing its executive officers, the Company
may not be successful in retaining their services. The loss of the services of any of these individuals or
other key members of the Company’s management team could adversely affect the implementation of
its business strategy.
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The Company’s business could be adversely affected by Bermuda employment restrictions.

The Company’s senior management plays an active role in its underwriting and business decisions,
as well as in performing its financial reporting and compliance obligations. The Company’s location in
Bermuda may serve as an impediment to attracting and retaining experienced personnel. Under
Bermuda law, non-Bermudians, other than spouses of Bermudians and individuals holding permanent
resident certificates or working resident certificates, are not permitted to engage in any gainful
occupation in Bermuda without a work permit issued by the Bermuda government. A work permit is
only granted or extended if the employer can show that, after a proper public advertisement, no
Bermudian, spouse of a Bermudian or individual holding a permanent resident certificate or working
resident certificate is available who meets the minimum standards for the position.

The Bermuda government’s policy places a six year term limit on individuals with work permits,
subject to specified exemptions for persons deemed to be key employees. All of the Company’s
Bermuda-based employees who require work permits have been granted permits by the Bermuda
government. It is possible that the Company could lose the services of one or more of its key
employees if the Company is unable to obtain or renew their work permits.

The regulatory systems under which the Company operates, and recent changes and potential changes thereto,
could have a significant and negative effect on its business.

The Bermuda Monetary Authority has stated that achieving equivalence with European Union
regulators under the Solvency II Directive (expected to become effective in early 2014) is one of its key
strategic objectives. To that end, the Authority has introduced (and is in the process of introducing)
regulations that, among other things, implements a group supervision regime and enhances the capital
and solvency framework applicable to Bermuda insurers. The regulations and the proposed regulations,
when implemented, may have an impact on the Company’s operations.

Risks Related to GAAP and Applicable Law
Marking-to-market the Company’s insured credit derivatives portfolio may subject net income to volatility.

The Company is required to mark-to-market certain derivatives that it insures, including CDS that
are considered derivatives under GAAP. Although there is no cash flow effect from this
“marking-to-market,” net changes in the fair value of the derivative are reported in the Company’s
consolidated statements of operations and therefore affect its reported earnings. As a result of such
treatment, and given the large principal balance of the Company’s CDS portfolio, small changes in the
market pricing for insurance of CDS will generally result in the Company recognizing material gains or
losses, with material market price increases generally resulting in large reported losses under GAAP.
Accordingly, the Company’s GAAP earnings will be more volatile than would be suggested by the
actual performance of its business operations and insured portfolio.

The fair value of a credit derivative will be affected by any event causing changes in the credit
spread (i.e,, the difference in interest rates between comparable securities having different credit risk)
on an underlying security referenced in the credit derivative. Common events that may cause credit
spreads on an underlying municipal or corporate security referenced in a credit derivative to fluctuate
include changes in the state of national or regional economic conditions, industry cyclicality, changes to
a company’s competitive position within an industry, management changes, changes in the ratings of the
underlying security, movements in interest rates, default or failure to pay interest, or any other factor
leading investors to revise expectations about the issuer’s ability to pay principal and interest on its
debt obligations. Similarly, common events that may cause credit spreads on an underlying structured
security referenced in a credit derivative to fluctuate may include the occurrence and severity of
collateral defaults, changes in demographic trends and their impact on the levels of credit
enhancement, rating changes, changes in interest rates or prepayment speeds, or any other factor
leading investors to revise expectations about the risk of the collateral or the ability of the servicer to
collect payments on the underlying assets sufficient to pay principal and interest. The fair value of
credit derivative contracts also reflects the change in the Company’s own credit cost, based on the price
to purchase credit protection on AGC. For discussion of the Company’s fair value methodology for
credit derivatives, see Note 6, Fair Value Measurement, of the Financial Statements and Supplementary
Data.
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If the derivative is held to maturity and no credit loss is incurred, any gains or losses previously
reported would be offset by corresponding gains or losses by maturity. Due to the complexity of fair
value accounting and the application of GAAP requirements, future amendments or interpretations of
relevant accounting standards may cause the Company to modify its accounting methodology in a
manner which may have an adverse impact on its financial results.

Change in industry and other accounting practices could impair the Company’s reported financial results and
impede its ability to do business.

Changes in or the issuance of new accounting standards, as well as any changes in the
interpretation of current accounting guidance, may have an adverse effect on the Company’s reported
financial results, including future revenues, and may influence the types and/or volume of business that
management may choose to pursue.

Changes in or inability to comply with applicable law could adversely affect the Company’s ability to do
business.

The Company’s businesses are subject to direct and indirect regulation under state insurance laws,
federal securities, commodities and tax-laws affecting public finance and asset backed obligations, and
federal regulation of derivatives, as well as applicable laws in the other countries in which the Company
operates. Future legislative, regulatory, judicial or other legal changes in the jurisdictions in which the
Company does business may adversely affect its ability to pursue its current mix of business, thereby
materially impacting its financial results by, among other things, limiting the types of risks it may
insure, lowering applicable single or aggregate risk limits, increasing required reserves, increasing the
level of supervision or regulation to which the Company’s operations may be subject, imposing
restrictions that make the Company’s products less attractive to potential buyers, lowering the
profitability of the Company’s business activities, requiring the Company to change certain of its
business practices and exposing it to additional costs (including increased compliance costs).

In particular, the Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank
Act”) signed into law on July 21, 2010 could result in requirements to maintain capital and/or post
margin with respect to any future derivative transactions and possibly its existing insured derivatives
portfolio. The magnitude of any capital or margin requirements, as well as the extent to which such
requirements would apply in respect of the Company’s existing derivatives or insured portfolio, will
depend primarily on rulemaking by the SEC and Commodity Futures Trading Commission, much of
which has not yet occurred. As discussed in “Risks Related to the Company’s Capital and Liquidity
Requirements—The Company may require additional capital from time to time, including from soft
capital and liquidity credit facilities, which may not be available or may be available only on
unfavorable terms,” we cannot assure you that we will be able to obtain, or obtain on favorable terms,
any additional capital that may be required by the Dodd-Frank Act. If the new regulations require a
substantial amount of collateral to be posted, this could have material adverse effects on the
Company’s financial condition, liquidity and results of operation.

Pursuant to the Dodd-Frank Act, a Federal Insurance Office (“FIO”) has been established to
focus on systemic risk oversight and to develop federal policy on prudential aspects of international
insurance matters. The FIO is conducting a study for submission to the U.S. Congress on how to
modernize and improve insurance regulation in the U.S. While the impact to the Company and its
affiliates of the establishment and activity of the FIO is not clear, it is possible that it could have an
adverse effect on its business and operations. Moreover, various federal regulatory agencies have begun
proposing and adopting regulations in furtherance of the Dodd-Frank Act provisions and will continue
in the coming months, such as the proposed regulations issued by the Financial Stability Oversight
Council to identify certain nonbank financial companies to be subject to supervision by the Board of
Governors of the Federal Reserve System. To the extent these or other requirements ultimately apply
to the Company when adopted in final form, they could require the Company to change how it
conducts and manages its business and could adversely affect it. A recent proposed regulation to
impose assessments on financial services companies does not as currently drafted apply to the
Company, but it is still unclear how and to what extent these requirements might apply under final
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regulations and whether the Company would have to make material contributions if they were
applicable.

The foregoing requirements, as well as others that could be applied to the Company as a result of
the legislation, could limit the Company’s ability to conduct certain lines of business and/or subject the
Company to enhanced business conduct standards and/or otherwise adversely affect its future results of
operations. Because many provisions of the Dodd-Frank Act are being implemented through agency
rulemaking processes, much of which have not been completed, our assessment of the legislation’s
impact on the Company and its business remains uncertain and is subject to change.

In addition, the decline in the financial strength of many financial guaranty insurers has caused
government officials to examine the suitability of some of the complex securities guaranteed by
financial guaranty insurers. For example, the New York Insurance Department had announced that it
would develop new rules and regulations for the financial guaranty industry. On September 22, 2008,
the Department issued Circular Letter No. 19 (2008) (the “Circular Letter”), which established best
practices guidelines for financial guaranty insurers effective January 1, 2009. The Department had
announced that it plans to propose legislation and regulations to formalize these guidelines. Such
guidelines and the related legislation and regulations may limit the amount of new structured finance
business that AGC may write.

Furthermore, if the Company fails to comply with applicable insurance laws and regulations it
could be exposed to fines, the loss of insurance licenses, limitations on the right to originate new
business and restrictions on its ability to pay dividends, all of which could have an adverse impact on its
business results and prospects. As a result of a number of factors, including incurred losses and risks
reassumed from troubled reinsurers, AGM and AGC have from time to time exceeded regulatory risk
limits. Failure to comply with these limits aliows the Department the discretion to cause the Company
to cease writing new business. Although the Company has notified the Department of such
noncompliance, the Department has not exercised such discretion in the past. If an insurance
company’s surplus declines below minimum required levels, the insurance regulator could impose
additional restrictions on the insurer or initiate insolvency proceedings. AGC and AGM may increase
surplus by various means, including obtaining capital contributions from the Company, purchasing
reinsurance or entering into other loss mitigation arrangements, reducing the amount of new business
written or obtaining regulatory approval to release contingency reserves. From time to time, AGM and
AGC have obtained approval from their regulators to release contingency reserves based on the
expiration of their insured exposure.

AGL’s ability to pay dividends may be constrained by certain regulatory requirements and restrictions.

AGL is subject to Bermuda regulatory requirements that affect its ability to pay dividends on
common shares and to make other payments. Under the Bermuda Companies Act 1981, as amended,
AGL may declare or pay a dividend only (1) if it has reasonable grounds for believing that it is, and
after the payment would be, able to pay its liabilities as they become due and (2) if the realizable value
of its assets would not be less than its liabilities. While AGL currently intends to pay dividends on its
common shares, investors who require dividend income should carefully consider these risks before
investing in AGL. '

In addition, if, pursuant to the insurance laws and related regulations of Bermuda, Maryland and
New York, AGLs insurance subsidiaries cannot pay sufficient dividends to AGL at the times or in the
amounts that it requires, it would have an adverse effect on AGLs ability to pay dividends to
shareholders. See “Risks Related to the Company’s Capital and Liquidity Requirements—The ability of
AGL and its subsidiaries to meet their liquidity needs may be limited.”

Applicable insurance laws may make it difficult to effect a change of control of AGL.

Before a person can acquire control of a U.S. or U.K. insurance company, prior written approval
must be obtained from the insurance commissioner of the state or country where the insurer is
domiciled. Because a person acquiring 10% or more of AGLs common shares would indirectly control
the same percentage of the stock of its U.S. insurance company subsidiaries, the insurance change of
control laws of Maryland, New York and the U.K. would likely apply to such a transaction.
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These laws may discourage potential acquisition proposals and may delay, deter or prevent a
change of control of AGL, including through transactions, and in particular unsolicited transactions,
that some or all of its shareholders might consider to be desirable.

While AGLs Bye-Laws limit the voting power of any shareholder to less than 10%, we cannot
assure you that the applicable regulatory body would agree that a shareholder who owned 10% or more
of its common shares did not control the applicable insurance company subsidiary, notwithstanding the
limitation on the voting power of such shares.

Risks Related to Taxation

Changes in U.S. tax laws could reduce the demand or profitability of financial guaranty insurance, or
negatively impact the Company’s investment portfolio.

Any material change in the U.S. tax treatment of municipal securities, the imposition of a national
sales tax or a flat tax in lieu of the current federal income tax structure in the U.S., or changes in the
treatment of dividends, could adversely affect the market for municipal obligations and, consequently,
reduce the demand for financial guaranty insurance and reinsurance of such obligations.

Changes in U.S. federal, state or local laws that materially adversely affect the tax treatment of
municipal securities or the market for those securities, or other changes negatively affecting the
municipal securities market, also may adversely impact the Company’s investment portfolio, a
significant portion of which is invested in tax-exempt instruments. These adverse changes may adversely
affect the value of the Company’s tax-exempt portfolio, or its liquidity.

Certain of the Company’s foreign subsidiaries may be subject to U.S. tax.

The Company manages its business so that AGL and its foreign subsidiaries (other than AGRO
and AGE) operate in such a manner that none of them should be subject to U.S. federal tax (other
than U.S. excise tax on insurance and reinsurance premium income attributable to insuring or
reinsuring U.S. risks, and U.S. withholding tax on certain U.S. source investment income). However,
because there is considerable uncertainty as to the activities which constitute being engaged in a trade
or business within the U.S., the Company cannot be certain that the IRS will not contend successfully
that AGL or any of its foreign subsidiaries (other than AGRO and AGE) is/are engaged in a trade or
business in the U.S. If AGL and its foreign subsidiaries (other than AGRO and AGE) were considered
to be engaged in a trade or business in the U.S., each such company could be subject to U.S. corporate
income and branch profits taxes on the portion of its earnings effectively connected to such U.S.
business.

AGL and its Bermuda subsidiaries may become subject to taxes in Bermuda after March 2035, which may
have a material adverse effect on the Company’s results of operations and on an investment in the Company.

The Bermuda Minister of Finance, under Bermuda’s Exempted Undertakings Tax Protection Act
1966, as amended, has given AGL and its Bermuda Subsidiaries an assurance that if any legislation is
enacted in Bermuda that would impose tax computed on profits or income, or computed on any capital
asset, gain or appreciation, or any tax in the nature of estate duty or inheritance tax, then subject to
certain limitations the imposition of any such tax will not be applicable to AGL or its Bermuda
Subsidiaries, or any of AGLs or its subsidiaries’ operations, shares, debentures or other obligations
until March 31, 2035. Given the limited duration of the Minister of Finance’s assurance, the Company
cannot be certain that it will not be subject to Bermuda tax after March 31, 2035.

U.S. Persons who hold 10% or more of AGL’s shares directly or through foreign entities may be subject to
taxation under the U.S. controlled foreign corporation rules.

Each 10% U.S. shareholder of a foreign corporation that is a controlled foreign corporation
(“CFC”) for an uninterrupted period of 30 days or more during a taxable year, and who owns shares in
the foreign corporation directly or indirectly through foreign entities on the last day of the foreign
corporation’s taxable year on which it is a CFC, must include in its gross income for U.S. federal
income tax purposes its pro rata share of the CFC’s “subpart F income,” even if the subpart F income
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is not distributed. In addition, upon a sale of shares of a CFC, 10% U.S. shareholders may be subject
to U.S. federal income tax on a portion of their gain at ordinary income rates.

The Company believes that because of the dispersion of the share ownership in AGL, provisions in
AGLs Bye-Laws that limit voting power, contractual limits on voting power and other factors, no U.S.
Person who owns AGLs shares directly or indirectly through foreign entities should be treated as a
10% U.S. shareholder of AGL or of any of its foreign subsidiaries. It is possible, however, that the IRS
could challenge the effectiveness of these provisions and that a court could sustain such a challenge, in
which case such U.S. Person may be subject to taxation under U.S. tax rules.

U.S. Persons who hold shares may be subject to U.S. income taxation at ordinary income rates on their
proportionate share of the Company’s related person insurance income. ‘

If:

* the Company is 25% or more owned directly, indirectly through foreign entities or by attribution
by U.S. Persons;

* the gross RPII of AG Re or any other AGL foreign subsidiary engaged in the insurance business
that has not made an election under section 953(d) of the Code to be treated as a U.S.
corporation for all U.S. tax purposes or are CFCs owned directly or indirectly by AGUS (each,
with AG Re, a “Foreign Insurance Subsidiary”) were to equal or exceed 20% of such Foreign
Insurance Subsidiary’s gross insurance income in any taxable year; and

* direct or indirect insureds (and persons related to such insureds) own (or are treated as owning
directly or indirectly through entities) 20% or more of the voting power or value of the
Company’s shares,

then a U.S. Person who owns AGLs shares (directly or indirectly through foreign entities) on the last
day of the taxable year would be required to include in its income for U.S. federal income tax purposes
such person’s pro rata share of such Foreign Insurance Subsidiary’s RPII for the entire taxable year,
determined as if such RPII were distributed proportionately only to U.S. Persons at that date,
regardless of whether such income is distributed. In addition, any RPII that is includible in the income
of a U.S. tax-exempt organization may be treated as unrelated business taxable income.

The amount of RPII earned by a Foreign Insurance Subsidiary (generally, premium and related
investment income from the direct or indirect insurance or reinsurance of any direct or indirect U.S.
holder of shares or any person related to such holder) will depend on a number of factors, including
the geographic distribution of a Foreign Insurance Subsidiary’s business and the identity of persons
directly or indirectly insured or reinsured by a Foreign Insurance Subsidiary. The Company believes
that each of its Foreign Insurance Subsidiaries either should not in the foreseeable future have RPII
income which equals or exceeds 20% of its gross insurance income or have direct or indirect insureds,
as provided for by RPII rules, that directly or indirectly own 20% or more of either the voting power
or value of AGLs shares. However, the Company cannot be certain that this will be the case because
some of the factors which determine the extent of RPII may be beyond its control.

U.S. Persons who dispose of AGL’s shares may be subject to U.S. income taxation at dividend tax rates on a
portion of their gain, if any.

The meaning of the RPII provisions and the application thereof to AGL and its Foreign Insurance
Subsidiaries is uncertain. The RPII rules in conjunction with section 1248 of the Code provide that if a
U.S. Person disposes of shares in a foreign insurance corporation in which U.S. Persons own (directly,
indirectly, through foreign entities or by attribution) 25% or more of the shares (even if the amount of
gross RPII is less than 20% of the corporation’s gross insurance income and the ownership of its shares
by direct or indirect insureds and related persons is less than the 20% threshold), any gain from the
disposition will generally be treated as dividend income to the extent of the holder’s share of the
corporation’s undistributed earnings and profits that were accumulated during the period that the
holder owned the shares. This provision applies whether or not such earnings and profits are
attributable to RPIL In addition, such a holder will be required to comply with certain reporting
requirements, regardless of the amount of shares owned by the holder.
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In the case of AGLs shares, these RPII rules should not apply to dispositions of shares because
AGL is not itself directly engaged in the insurance business. However, the RPII provisions have never
been interpreted by the courts or the U.S. Treasury Department in final regulations, and regulations
interpreting the RPII provisions of the Code exist only in proposed form. It is not certain whether
these regulations will be adopted in their proposed form, what changes or clarifications might
ultimately be made thereto, or whether any such changes, as well as any interpretation or application of
the RPII rules by the IRS, the courts, or otherwise, might have retroactive effect. The U.S. Treasury
Department has authority to impose, among other things, additional reporting requirements with
respect to RPIL

U.S. Persons who hold common shares will be subject to adverse tax consequences if AGL is considered to be
a “passive foreign investment company” for U.S. federal income tax purposes.

If AGL is considered a passive foreign investment company (“PFIC”) for U.S. federal income tax
purposes, a U.S. Person who owns any shares of AGL will be subject to adverse tax consequences that
could materially adversely affect its investment, including subjecting the investor to both a greater tax
liability than might otherwise apply and an interest charge. The Company believes that AGL is not, and
currently does not expect AGL to become, a PFIC for U.S. federal income tax purposes; however,
there can be no assurance that AGL will not be deemed a PFIC by the IRS.

There are currently no regulations regarding the application of the PFIC provisions to an
insurance company. New regulations or pronouncements interpreting or clarifying these rules may be
forthcoming. The Company cannot predict what impact, if any, such guidance would have on an
investor that is subject to U.S. federal income taxation.

Changes in U.S. federal income tax law could materially adversely affect an investment in AGL’s common
shares.

Legislation has been introduced in the U.S. Congress intended to eliminate certain perceived tax
advantages of companies (including insurance companies) that have legal domiciles outside the U.S. but
have certain U.S. connections. For example, legislation has previously been introduced in Congress to
limit the deductibility of reinsurance premiums paid by U.S. insurance companies to foreign affiliates
and impose additional limits on deductibility of interest of foreign owned U.S. corporations. Another
prior legislative proposal would treat a foreign corporation that is primarily managed and controlled in
the U.S. as a U.S. corporation for U.S federal income tax purposes. Further, legislation has previously
been introduced to override the reduction or elimination of the U.S. withholding tax on certain U.S.
source investment income under a tax treaty in the case of a deductible related party payment made by
a U.S. member of a foreign controlled group to a foreign member of the group organized in a tax
treaty country to the extent that the ultimate foreign parent corporation would not enjoy the treaty
benefits with respect to such payments. It is possible that this or similar legislation could be introduced
in and enacted by the current Congress or future Congresses that could have an adverse impact on the
Company or the Company’s shareholders.

U.S. federal income tax laws and interpretations regarding whether a company is engaged in a
trade or business within the U.S. is a PFIC, or whether U.S. Persons would be required to include in
their gross income the “subpart F income” of a CFC or RPII are subject to change, possibly on a
retroactive basis. There currently are no regulations regarding the application of the PFIC rules to
insurance companies, and the regulations regarding RPII are still in proposed form. New regulations or
pronouncements interpreting or clarifying such rules may be forthcoming. The Company cannot be
certain if, when, or in what form such regulations or pronouncements may be implemented or made, or
whether such guidance will have a retroactive effect.

Scope of Application of Recently Enacted Legislation is Uncertain

Congress enacted legislation in 2010 that would require any non-U.S. entity that is characterized as
a “foreign financial institution” (“FFI”) to enter into an agreement with the Internal Revenue Service
that would require the FFI to obtain information about the FFI’s financial account owners, including its
shareholders and noteholders other than holders of shares or notes that are regularly traded on an
established securities market (“Non-Publicly Traded Securities Holders™), and to disclose information
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about its U.S. Non-Publicly Traded Securities Holders to the IRS. This legislation generally also would
impose a 30% withholding tax on certain payments of U.S. source income to the FFI if it does not
enter into the agreement, is unable to obtain information about its U.S. Non-Publicly Traded Securities
Holders or otherwise fails to satisfy its obligations under the agreement. Additionally, even if the FFI
does enter into such an agreement with the IRS, the 30% withholding tax could be imposed on
Non-Publicly Traded Securities Holders that do not provide the required information. If the FFI cannot
satisfy these obligations, payments of direct or indirect U.S. source income made after December 31,
2013 to the FFI or payments by the FFI to the Non-Publicly Traded Securities Holders after this date
generally would be subject to such withholding tax under the legislation. Further, if the non-U.S. entity
is not characterized as an FFI, it generally would be subject to such 30% withholding tax on certain
payments of U.S. source income unless it either provides information to withholding agents with
respect to its “substantial U.S. owners” or makes certain certifications, with an exception to this rule
provided for a corporation the stock of which is regularly traded on an established securities market
and subsidiaries of such corporation. Although this recently enacted legislation does not appear to be
intended to apply to AGL or its non-U.S. subsidiaries, the scope of this legislation is unclear. As a
result, Non-Publicly Traded Securities Holders may be required to provide any information that AGL
determines necessary to avoid the imposition of such withholding tax in order to allow AGL to satisfy
such obligations. The U.S. Treasury is expected to issue regulations clarifying the scope of this
legislation, and such regulations could have an adverse impact on us. In the event that this withholding
tax is imposed, our results of operations could be materially adversely affected.

Recharacterization by the Internal Revenue Service of the Company’s U.S. federal tax treatment of losses on
the Company’s CDS portfolio can adversely affect the Company’s financial position.

As part of the Company’s financial guaranty business, the Company has sold credit protection by
insuring CDS entered into with various financial institutions. Assured Guaranty’s CDS portfolio has
experienced significant cumulative fair value losses which are only deductible for U.S. federal income
tax purposes upon realization and, consequently, generate a significant deferred tax asset based on the
Company’s intended treatment of such losses as ordinary insurance losses upon realization. The U.S.
federal income tax treatment of CDS is an unsettled area of the tax law. As such, it is possible that the
Internal Revenue Service may decide that the losses generated by the Company’s CDS business should
be characterized as capital rather than ordinary insurance losses, which could materially adversely affect
the Company’s financial condition.

An ownership change under Section 382 of the Code could have adverse U.S. federal tax consequences.

If AGL were to issue equity securities in the future, including in connection with any strategic
transaction, or if previously issued securities of AGL were to be sold by the current holders, AGL may
experience an “ownership change” within the meaning of Section 382 of the Code. In general terms, an
ownership change would result from transactions increasing the aggregate ownership of certain
stockholders in AGLs stock by more than 50 percentage points over a testing period (generally three
years). If an ownership change occurred, the Company’s ability to use certain tax attributes, including
certain built-in losses, credits, deductions or tax basis and/or the Company’s ability to continue to
reflect the associated tax benefits as assets on AGLs balance sheet, may be limited. The Company
cannot give any assurance that AGL will not undergo an ownership change at a time when these
limitations could materially adversely affect the Company’s financial condition.

AGMH likely experienced an ownership change under Section 382 of the Code.

In connection with the AGMH Acquisition, AGMH likely experienced an “ownership change”
within the meaning of Section 382 of the Code. The Company has concluded that the Section 382
limitations as discussed in “An ownership change under Section 382 of the Code could have adverse
U.S. federal tax consequences” are unlikely to have any material tax or accounting consequences.
However, this conclusion is based on a variety of assumptions, including the Company’s estimates
regarding the amount and timing of certain deductions and future earnings, any of which could be
incorrect. Accordingly, there can be no assurance that these limitations would not have an adverse
effect on the Company’s financial condition or that such adverse effects would not be material.
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Risks Related to AGL’s Common Shares

The market price of AGL’s common shares may be volatile, which could cause the value of an investment in
the Company to decline.

The market price of AGL’s common shares has experienced, and may continue to experience,
significant volatility. Numerous factors, including many over which the Company has no control, may
have a significant impact on the market price of its common shares. These risks include those described
or referred to in this “Risk Factors” section as well as, among other things:

* investor perceptions of the Company, its prospects and that of the financial guaranty industry
and the markets in which the Company operates;

* the Company’s operating and financial performance;

* the Company’s access to financial and capital markets to raise additional capital, refinance its
debt or replace existing senior secured credit and receivables-backed facilities;

¢ the Company’s ability to repay debt;

* the Company’s dividend policy;

* future sales of equity or equity-related securities;

* changes in earnings estimates or buy/sell recommendations by analysts; and
* general financial, economic and other market conditions.

In addition, the stock market in recent years has experienced extreme price and trading volume
fluctuations that often have been unrelated or disproportionate to the operating performance of
individual companies. These broad market fluctuations may adversely affect the price of AGL’s
common shares, regardless of its operating performance.

AGL’s common shares are equity securities and are junior to existing and future indebtedness.

As equity interests, AGL’s common shares rank junior to indebtedness and to other non-equity
claims on AGL and its assets available to satisfy claims on AGL, including claims in a bankruptcy or
similar proceeding. For example, upon liquidation, holders of AGL debt securities and shares of
preferred stock and creditors would receive distributions of AGL’s available assets prior to the holders
of AGL common shares. Similarly, creditors, including holders of debt securities, of AGL’s subsidiaries,
have priority on the assets of those subsidiaries. Future indebtedness may restrict payment of dividends
on the common shares.

Additionally, unlike indebtedness, where principal and interest customarily are payable on specified
due dates, in the case of common shares, dividends are payable only when and if declared by AGL’s
board of directors or a duly authorized committee of the board. Further, the common shares place no
restrictions on its business or operations or on its ability to incur indebtedness or engage in any
transactions, subject only to the voting rights available to stockholders generally.

There may be future sales or other dilution of AGL’s equity, which may adversely affect the market price of its
common shares.

Future sales or other issuances of AGL’s equity may adversely affect the market price of its
common shares and equity-linked securities. For example, in connection with forward purchase
contracts issued in June 2009 as part of AGL’s equity units, AGL is required to issue between
11,605,500 and 13,636,500 of its common shares, depending on the trading price of such common
shares, no later than June 1, 2012. See “Item 7, Management’s Discussion and Analysis of Financial
Condition and Results of Operations—Liquidity and Capital Resources—Commitments and
Contingencies—Long Term Debt Obligations—Debt Issued by AGUS—8.50% Senior Notes.” In
addition, based on a Schedule 13D/A filed by WL Ross Group, L.P. on December 5, 2011, WL Ross
Group, L.P. and its affiliates own 10.89% of AGL’s common shares as of December 31, 2011 and have
registration rights with respect to AGL common shares. A sale of a significant portion of such holdings
could adversely affect the market price of AGL’s common shares and equity-linked securities.
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Provisions in the Code and AGL’s Bye-Laws may reduce or increase the voting rights of its common shares.

Under the Code, AGL’s Bye-Laws and contractual arrangements, certain shareholders have their
voting rights limited to less than one vote per share, resulting in other shareholders having voting rights
in excess of one vote per share. Moreover, the relevant provisions of the Code may have the effect of
reducing the votes of certain shareholders who would not otherwise be subject to the limitation by
virtue of their direct share ownership.

More specifically, pursuant to the relevant provisions of the Code, if, and so long as, the common
shares of a shareholder are treated as “controlled shares” (as determined under section 958 of the
Code) of any U.S. Person (as defined below) and such controlled shares constitute 9.5% or more of the
votes conferred by AGL’s issued shares, the voting rights with respect to the controlled shares of such
U.S. Person (a “9.5% U.S. Shareholder”) are limited, in the aggregate, to a voting power of less than
9.5%, under a formula specified in AGL’s Bye-Laws. The formula is applied repeatedly until the voting
power of all 9.5% U.S. Shareholders has been reduced to less than 9.5%. For these purposes,
“controlled shares” include, among other things, all shares of AGL that such U.S. Person is deemed to
own directly, indirectly or constructively (within the meaning of section 958 of the Code).

In addition, the Board of Directors may limit a shareholder’s voting rights where it deems
appropriate to do so to (1) avoid the existence of any 9.5% U.S. Shareholders, and (2) avoid certain
material adverse tax, legal or regulatory consequences to the Company or any of the Company’s
subsidiaries or any shareholder or its affiliates. AGL’s Bye-Laws provide that shareholders will be
notified of their voting interests prior to any vote taken by them.

As a result of any such reallocation of votes, the voting rights of a holder of AGL common shares
might increase above 5% of the aggregate voting power of the outstanding common shares, thereby
possibly resulting in such holder becoming a reporting person subject to Schedule 13D or 13G filing
requirements under the Securitiecs Exchange Act of 1934. In addition, the reallocation of votes could
result in such holder becoming subject to the short swing profit recovery and filing requirements under
Section 16 of the Exchange Act.

AGL also has the authority under its Bye-Laws to request information from any shareholder for
the purpose of determining whether a shareholder’s voting rights are to be reallocated under the
Bye-Laws. If a sharcholder fails to respond to a request for information or submits incomplete or
inaccurate information in response to a request, the Company may, in its sole discretion, eliminate such
shareholder’s voting rights.

Provisions in AGL’s Bye-Laws may restrict the ability to transfer common shares, and may require
shareholders to sell their common shares.

AGL’s Board of Directors may decline to approve or register a transfer of any common shares
(1) if it appears to the Board of Directors, after taking into account the limitations on voting rights
contained in AGL’s Bye-Laws, that any adverse tax, regulatory or legal consequences to AGL, any of
its subsidiaries or any of its shareholders may occur as a result of such transfer (other than such as the
Board of Directors considers to be de minimis), or (2) subject to any applicable requirements of or
commitments to the New York Stock Exchange (“NYSE”), if a written opinion from counsel supporting
the legality of the transaction under U.S. securities laws has not been provided or if any required
governmental approvals have not been obtained.

AGL’s Bye-Laws also provide that if the Board of Directors determines that share ownership by a
person may result in adverse tax, legal or regulatory consequences to the Company, any of the
subsidiaries or any of the shareholders (other than such as the Board of Directors considers to be de
minimis), then AGL has the option, but not the obligation, to require that shareholder to sell to AGL
or to third parties to whom AGL assigns the repurchase right for fair market value the minimum
number of common shares held by such person which is necessary to eliminate such adverse tax, legal
or regulatory consequences.
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Existing reinsurance agreement terms may make it difficult to effect a change of control of AGL.

Some of the Company’s reinsurance agreements have change of control provisions that are
triggered if a third party acquires a designated percentage of AGL’s shares. If a change of control
provision is triggered, the ceding company may recapture some or all of the reinsurance business ceded
to the Company in the past. Any such recapture could adversely affect the Company’s shareholders’
equity, future income or financial strength or debt ratings. These provisions may discourage potential
acquisition proposals and may delay, deter or prevent a change of control of AGL, including through
transactions that some or all of the shareholders might consider to be desirable.
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ITEM 1B. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. PROPERTIES

The principal executive offices of AGL and AG Re consist of approximately 8,250 square feet of
office space located in Hamilton, Bermuda. The lease for this space expires in April 2015.

In addition, the Company occupies approximately 110,000 square feet of office space in New York
City. This office space is leased by AGM, and AGC and certain of its affiliates relocated there
following the closing of the AGMH Acquisition. The lease expires in April 2026.

The Company and its subsidiaries also occupy currently another approximately 21,000 square feet
of office space in San Francisco, Irvine, London, Madrid and Sydney. The Madrid lease expires in
April, 2012, at which time that office will close and the agreement on the Irvine office expires in
July 31, 2012 and is renewable at our option.

Management believes that the office space is adequate for its current and anticipated needs.

ITEM 3. LEGAL PROCEEDINGS

Lawsuits arise in the ordinary course of the Company’s business. It is the opinion of the
Company’s management, based upon the information available, that the expected outcome of litigation
against the Company, individually or in the aggregate, will not have a material adverse effect on the
Company’s financial position or liquidity, although an adverse resolution of litigation against the
Company in a fiscal quarter or year could have a material adverse effect on the Company’s results of
operations in a particular quarter or fiscal year. In addition, in the ordinary course of their respective
businesses, certain of the Company’s subsidiaries assert claims in legal proceedings against third parties
to recover losses paid in prior periods. For example, as described in Note 5, Financial Guaranty
Insurance Contracts, “Recovery Litigation—RMBS Transactions,” of the Financials Statements and
Supplementary Data, as of the date of this filing, AGC and AGM have filed complaints against certain
sponsors and underwriters of RMBS securities that AGC or AGM had insured, alleging, among other
claims, that such persons had breached representations and warranties (“R&W?”) in the transaction
documents, failed to cure or repurchase defective loans and/or violated state securities laws. The
amounts, if any, the Company will recover in proceedings to recover losses are uncertain, and
recoveries, or failure to obtain recoveries, in any one or more of these proceedings during any quarter
or fiscal year could be material to the Company’s results of operations in that particular quarter or
fiscal year.

Proceedings Relating to the Company’s Financial Guaranty Business

The Company receives subpoenas duces tecum and interrogatories from regulators from time to
time. The Company has satisfied the requests it has received. It may receive additional inquiries from
these or other regulators and expects to provide additional information to such regulators regarding
their inquiries, if any, in the future.

In August 2008, a number of financial institutions and other parties, including AGM and other
bond insurers, were named as defendants in a civil action brought in the circuit court of Jefferson
County, Alabama relating to the County’s problems meeting its debt obligations on its $3.2 billion
sewer debt: Charles E. Wilson vs. JPMorgan Chase & Co et al (filed the Circuit Court of Jefferson
County, Alabama), Case No. 01-CV-2008-901907.00, a putative class action. The action was brought on
behalf of rate payers, tax payers and citizens residing in Jefferson County, and alleges conspiracy and
fraud in connection with the issuance of the County’s debt. The complaint in this lawsuit seeks
equitable relief, unspecified monetary damages, interest, attorneys’ fees and other costs. On January,
13, 2011, the circuit court issued an order denying a motion by the bond insurers and other defendants
to dismiss the action. Defendants, including the bond insurers, have petitioned the Alabama Supreme
Court for a writ of mandamus to the circuit court vacating such order and directing the dismissal with
prejudice of plaintiffs’ claims for lack of standing. The Company cannot reasonably estimate the
possible loss or range of loss that may arise from this lawsuit.
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Beginning in December 2008, AGM and various other financial guarantors were named in
complaints filed in the Superior Court, San Francisco County, California. Since that time, plaintiffs’
counsel has filed amended complaints against AGM and AGC and added additional plaintiffs. As of
the date of this filing, the plaintiffs with complaints against AGM and AGC, among other financial
guaranty insurers, are: (a) City of Los Angeles, acting by and through the Department of Water and Power;
(b) City of Sacramento; (c) City of Los Angeles; (d) City of Oakland; (e) City of Riverside; (f) City of
Stockton; (g) County of Alameda; (h) County of Contra Costa; (i) County of San Mateo; (j) Los Angeles
World Airports; (k) City of Richmond; (1) Redwood City; (m) East Bay Municipal Utility District;

(n) Sacramento Suburban Water District; (0) City of San Jose; (p) County of Tulare; (q) The Regents of
the University of California; (r) The Redevelopment Agency of the City of Riverside; (s) The Public
Financing Authority of the City of Riverside; (t) The Jewish Community Center of San Francisco; (u) The
San Jose Redevelopment Agency; (v) The Redevelopment Agency of the City of Stockton; (w) The Public
Financing Authority of the City of Stockton; and (x) The Olympic Club. Complaints filed by the City and
County of San Francisco and the Sacramento Municipal Utility District were subsequently dismissed
against AGM and AGC. These complaints allege that the financial guaranty insurer defendants

(i) participated in a conspiracy in violation of California’s antitrust laws to maintain a dual credit rating
scale that misstated the credit default risk of municipal bond issuers and created market demand for
municipal bond insurance, (ii) participated in risky financial transactions in other lines of business that
damaged each insurer’s financial condition (thereby undermining the value of each of their guaranties),
and (iii) failed to adequately disclose the impact of those transactions on their financial condition. In
addition to their antitrust claims, various plaintiffs in these actions assert claims for breach of the
covenant of good faith and fair dealing, fraud, unjust enrichment, negligence, and negligent
misrepresentation. At hearings held in July and October 2011 relating to AGM, AGC and the other
defendants’ motion to dismiss, the court overruled the motion to dismiss on the following claims:
breach of contract, violation of California’s antitrust statute and of its unfair business practices law, and
fraud. The remaining claims were dismissed. On December 2, 2011, AGM, AGC and the other bond
insurer defendants filed an Anti-SLAPP (“Strategic Lawsuit Against Public Participation”) motion to
strike the complaints under California’s Code of Civil Procedure. The complaints in these lawsuits
generally seek unspecified monetary damages, interest, attorneys’ fees, costs and other expenses. The
Company cannot reasonably estimate the possible loss or range of loss that may arise from these
lawsuits.

In September 2010, AGM, among others, was named as a defendant in an interpleader complaint
filed by Wells Fargo Bank, N.A,, as trust administrator, in the United States District Court, Southern
District of New York. The interpleader complaint relates to the MASTR Adjustable Rate Mortgages
Trust 2006-OA2, Mortgage Pass-Through Certificates, Series 2006-OA2 RMBS transaction, in which
AGM had insured certain classes of certificates. Certain holders of uninsured certificates have disputed
payments made by the trust administrator to reimburse AGM for claims it had paid under its financial
guaranty policy, and the trust administrator sought adjudication of the priority of AGM’s
reimbursements. On March 29, 2011, the court granted a motion for judgment on the pleadings and
ruled that, pursuant to the waterfall, AGM is only entitled to receive funds that would otherwise have
been distributed to the holders of the classes that AGM insures, and that AGM receive such funds at
the respective steps in the waterfall that immediately follow the steps at which such certificate holders
would otherwise have received such funds. The court further ordered AGM to repay to the MARM
2006-OA2 trust the approximately $7.2 million that had been credited to it by Wells Fargo. On
December 13, 2011, the court entered judgment substantially in conformance with its March 29, 2011
decision. In January 2012, AGM appealed the judgment, and requested that the judgment be stayed
pending the appeal. AGM estimates that as a result of this adverse decision (if and to the extent that
the adverse decision is not modified), total unreimbursed claims paid by AGM could be up to
approximately $144 million (on a gross discounted basis, without taking into account the benefit of
representation and warranty recoveries, and exclusive of the repayment of the $7.2 million credit), over
the life of the transaction.

On April 8, 2011, AG Re and AGC filed a Petition to Compel Arbitration with the Supreme Court
of the State of New York, requesting an order compelling Ambac to arbitrate Ambac’s disputes with
AG Re and AGC concerning their obligations under reinsurance agreements with Ambac. In March
2010, Ambac placed a number of insurance policies that it had issued, including policies reinsured by

66




AG Re and AGC pursuant to the reinsurance agreements, into a segregated account. The Wisconsin
state court has approved a rehabilitation plan whereby permitted claims under the policies in the
segregated account will be paid 25% in cash and 75% in surplus notes issued by the segregated
account. Ambac has advised AG Re and AGC that it has and intends to continue to enter into
commutation agreements with holders of policies issued by Ambac, and reinsured by AG Re and AGC,
pursuant to which Ambac will pay a combination of cash and surplus notes to the policyholder. AG Re
and AGC have informed Ambac that they believe their only current payment obligation with respect to
the commutations arises from the cash payment, and that there is no obligation to pay any amounts in
respect of the surplus notes until payments of principal or interest are made on such notes. Ambac has
disputed this position on one commutation and may take a similar position on subsequent
commutations. On April 15, 2011, attorneys for the Wisconsin Insurance Commissioner, as
Rehabilitator of Ambac’s segregated account, and for Ambac filed a motion with Lafayette County,
Wis., Circuit Court Judge William Johnston, asking him to find AG Re and AGC to be in violation of
an injunction protecting the interests of the segregated account by their seeking to compel arbitration
on this matter and failing to pay in full all amounts with respect to Ambac’s payments in the form of
surplus notes. On June 14, 2011, Judge Johnston issued an order granting the Rehabilitator’s and
Ambac’s motion to enforce the injunction against AGC and AG Re and the parties filed a stipulation
dismissing the Petition to Compel Arbitration without prejudice. AGC and AG Re have appealed Judge
Johnston’s order to the Wisconsin Court of Appeals.

On November 28, 2011, Lehman Brothers International (Europe) (in administration) (“LBIE”)
sued AG Financial Products Inc. (“AG Financial Products”), an affiliate of AGC which in the past had
provided credit protection to counterparties under credit default swaps. AGC acts as the credit support
provider of AG Financial Products under these credit default swaps. LBIE’s complaint, which was filed
in the Supreme Court of the State of New York, alleged that AG Financial Products improperly
terminated nine credit derivative transactions between LBIE and AG Financial Products and
improperly calculated the termination payment in connection with the termination of 28 other credit
derivative transactions between LBIE and AG Financial Products. With respect to the 28 credit
derivative transactions, AG Financial Products calculated that LBIE owes AG Financial Products
approximately $24.8 million, whereas LBIE asserted in the complaint that AG Financial Products owes
LBIE a termination payment of approximately $1.4 billion. LBIE is seeking unspecified damages.
Following defaults by LBIE, AG Financial Products properly terminated the transactions in question in
compliance with the requirements of the agreement between AG Financial Products and LBIE, and
calculated the termination payment properly. The Company cannot reasonably estimate the possible
loss that may arise from this lawsuit.

Proceedings Related to AGMH’s Former Financial Products Business

The following is a description of legal proceedings involving AGMH’s former Financial Products
Business. Although the Company did not acquire AGMH’s former Financial Products Business, which
included AGMH’s former GIC business, medium term notes business and portions of the leveraged
lease businesses, certain legal proceedings relating to those businesses are against entities that the
Company did acquire. While Dexia SA and DCL, jointly and severally, have agreed to indemnify the
Company against liability arising out of the proceedings described below in this “—Proceedings Related
to AGMH’s Former Financial Products Business” section, such indemnification might not be sufficient
to fully hold the Company harmless against any injunctive relief or civil or criminal sanction that is
imposed against AGMH or its subsidiaries.

Governmental Investigations into Former Financial Products Business

AGMH and/or AGM have received subpoenas duces tecum and interrogatories or civil investigative
demands from the Attorney General of the States of Connecticut, Florida, Illinois, Massachusetts,
Missouri, New York, Texas and West Virginia relating to their investigations of alleged bid rigging of
municipal GICs. AGMH is responding to such requests. AGMH may receive additional inquiries from
these or other regulators and expects to provide additional information to such regulators regarding
their inquiries in the future. In addition,
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* AGMH received a subpoena from the Antitrust Division of the Department of Justice in
November 2006 issued in connection with an ongoing criminal investigation of bid rigging of
awards of municipal GICs and other municipal derivatives;

* AGM received a subpoena from the SEC in November 2006 related to an ongoing industry-wide
investigation concerning the bidding of municipal GICs and other municipal derivatives; and

* AGMH received a “Wells Notice” from the staff of the Philadelphia Regional Office of the SEC
in February 2008 relating to the investigation concerning the bidding of municipal GICs and
other municipal derivatives. The Wells Notice indicates that the SEC staff is considering
recommending that the SEC authorize the staff to bring a civil injunctive action and/or institute
administrative proceedings against AGMH, alleging violations of Section 10(b) of the Exchange
Act and Rule 10b-5 thereunder and Section 17(a) of the Securities Act.

Pursuant to the subpoenas, AGMH has furnished to the Department of Justice and SEC records
and other information with respect to AGMH’s municipal GIC business. The ultimate loss that may
arise from these investigations remains uncertain.

Lawsuits Relating to Former Financial Products Business

During 2008, nine putative class action lawsuits were filed in federal court alleging federal antitrust
violations in the municipal derivatives industry, seeking damages and alleging, among other things, a
conspiracy to fix the pricing of, and manipulate bids for, municipal derivatives, including GICs. These
cases have been coordinated and consolidated for pretrial proceedings in the U.S. District Court for
the Southern District of New York as MDL 1950, In re Municipal Derivatives Antitrust Litigation, Case
No. 1:08-cv-2516 (“MDL 19507).

Five of these cases named both AGMH and AGM: (a) Hinds County, Mississippi v. Wachovia Bank,
N.A.; (b) Fairfax County, Virginia v. Wachovia Bank, N.A.; (c) Central Bucks School District, Pennsylvania
v. Wachovia Bank, N.A.; (d) Mayor and City Council of Baltimore, Maryland v. Wachovia Bank, N.A.; and
(e) Washington County, Tennessee v. Wachovia Bank, N.A. In April 2009, the MDL 1950 court granted
the defendants’ motion to dismiss on the federal claims, but granted leave for the plaintiffs to file a
second amended complaint. In June 2009, interim lead plaintiffs’ counsel filed a Second Consolidated
Amended Class Action Complaint; although the Second Consolidated Amended Class Action
Complaint currently describes some of AGMH’s and AGM’s activities, it does not name those entities
as defendants. In March 2010, the MDL 1950 court denied the named defendants’ motions to dismiss
the Second Consolidated Amended Class Action Complaint. The complaints in these lawsuits generally
seek unspecified monetary damages, interest, attorneys’ fees and other costs. The Company cannot
reasonably estimate the possible loss or range of loss that may arise from these lawsuits.

Four of the cases named AGMH (but not AGM) and also alleged that the defendants violated
California state antitrust law and common law by engaging in illegal bid-rigging and market allocation,
thereby depriving the cities or municipalities of competition in the awarding of GICs and ultimately
resulting in the cities paying higher fees for these products: (f) City of Oakland, California v. AIG
Financial Products Corp.; (g) County of Alameda, California v. AIG Financial Products Corp.; (h) City of
Fresno, California v. AIG Financial Products Corp.; and (i) Fresno County Financing Authority v. AIG
Financial Products Corp. When the four plaintiffs filed a consolidated complaint in September 2009, the
plaintiffs did not name AGMH as a defendant. However, the complaint does describe some of
AGMH’s and AGM’s activities. The consolidated complaint generally seeks unspecified monetary
damages, interest, attorneys’ fees and other costs. In April 2010, the MDL 1950 court granted in part
and denied in part the named defendants’ motions to dismiss this consolidated complaint.

In 2008, AGMH and AGM also were named in five non-class action lawsuits originally filed in the
California Superior Courts alleging violations of California law related to the municipal derivatives
industry: (a) City of Los Angeles, California v. Bank of America, N.A.; (b) City of Stockton, California v.
Bank of America, N.A.; (c) County of San Diego, California v. Bank of America, N.A.; (d) County of San
Mateo, California v. Bank of America, N.A.; and (e) County of Contra Costa, California v. Bank of
America, N.A. Amended complaints in these actions were filed in September 2009, adding a federal
antitrust claim and naming AGM (but not AGMH) and AGUS, among other defendants. These cases
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have been transferred to the Southern District of New York and consolidated with MDL 1950 for
pretrial proceedings.

In late 2009, AGM and AGUS, among other defendants, were named in six additional non-class
action cases filed in federal court, which also have been coordinated and consolidated for pretrial
proceedings with MDL 1950: (f) City of Riverside, California v. Bank of America, N.A.; (g) Sacramento
Municipal Utility District v. Bank of America, N.A.; (h) Los Angeles World Airports v. Bank of America,
N.A.; (i) Redevelopment Agency of the City of Stockton v. Bank of America, N.A.; (j) Sacramento
Suburban Water District v. Bank of America, N.A.; and (k) County of Tulare, California v. Bank of
America, N.A.

The MDL 1950 court denied AGM and AGUS’s motions to dismiss these eleven complaints in
April 2010. Amended complaints were filed in May 2010. On October 29, 2010, AGM and AGUS were
voluntarily dismissed with prejudice from the Sacramento Municipal Utility District case only. The
complaints in these lawsuits generally seek or sought unspecified monetary damages, interest, attorneys’
fees, costs and other expenses. The Company cannot reasonably estimate the possible loss or range of
loss that may arise from the remaining lawsuits.

In May 2010, AGM and AGUS, among other defendants, were named in five additional non-class
action cases filed in federal court in California: (a) City of Richmond, California v. Bank of America,
N.A. (filed on May 18, 2010, N.D. California); (b) City of Redwood City, California v. Bank of America,
N.A. (filed on May 18, 2010, N.D. California); (c) Redevelopment Agency of the City and County of San
Francisco, California v. Bank of America, N.A. (filed on May 21, 2010, N.D. California); (d) East Bay
Municipal Utility District, California v. Bank of America, N.A. (filed on May 18, 2010, N.D. California) ;
and (e) City of San Jose and the San Jose Redevelopment Agency, California v. Bank of America, N.A
(filed on May 18, 2010, N.D. California). These cases have also been transferred to the Southern
District of New York and consolidated with MDL 1950 for pretrial proceedings. In September 2010,
AGM and AGUS, among other defendants, were named in a sixth additional non-class action filed in
federal court in New York, but which alleges violation of New York’s Donnelly Act in addition to
federal antitrust law: Active Retirement Community, Inc. d/bja Jefferson’s Ferry v. Bank of America, N.A.
(filed on September 21, 2010, E.D. New York), which has also been transferred to the Southern
District of New York and consolidated with MDL 1950 for pretrial proceedings. In December 2010,
AGM and AGUS, among other defendants, were named in a seventh additional non-class action filed
in federal court in the Central District of California, Los Angeles Unified School District v. Bank of
America, N.A., and in an eighth additional non-class action filed in federal court in the Southern
District of New York, Kendal on Hudson, Inc. v. Bank of America, N.A. These cases also have been
consolidated with MDL 1950 for pretrial proceedings. The complaints in these lawsuits generally seek
unspecified monetary damages, interest, attorneys’ fees, costs and other expenses. The Company cannot
reasonably estimate the possible loss or range of loss that may arise from these lawsuits.

In January 2011, AGM and AGUS, among other defendants, were named in an additional
non-class action case filed in federal court in New York, which alleges violation of New York’s
Donnelly Act in addition to federal antitrust law: Peconic Landing at Southold, Inc. v. Bank of America,
N.A. This case has been consolidated with MDL 1950 for pretrial proceedings. The complaint in this
lawsuit generally seeks unspecified monetary damages, interest, attorneys’ fees, costs and other
expenses. The Company cannot reasonably estimate the possible loss or range of loss that may arise
from this lawsuit.

In September 2009, the Attorney General of the State of West Virginia filed a lawsuit (Circuit Ct.
Mason County, W. Va.) against Bank of America, N.A. alleging West Virginia state antitrust violations
in the municipal derivatives industry, seeking damages and alleging, among other things, a conspiracy to
fix the pricing of, and manipulate bids for, municipal derivatives, including GICs. An amended
complaint in this action was filed in June 2010, adding a federal antitrust claim and naming AGM (but
not AGMH) and AGUS, among other defendants. This case has been removed to federal court as well
as transferred to the S.D.N.Y. and consolidated with MDL 1950 for pretrial proceedings. The
complaint in this lawsuit generally seeks civil penalties, unspecified monetary damages, interest,
attorneys’ fees, costs and other expenses. The Company cannot reasonably estimate the possible loss or
range of loss that may arise from this lawsuit.

ITEM 4. MINE SAFETY DISCLOSURES
‘Not applicable.
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Executive Officers of the Company

The table below sets forth the names, ages, positions and business experience of the executive
officers of Assured Guaranty Ltd.

Name Age Position(s)

Dominic J. Frederico ............ 59 President and Chief Executive Officer; Deputy Chairman
Robert A. Bailenson . . ........... 45 Chief Financial Officer

James M. Michener ............. 59 General Counsel and Secretary

Robert B. Mills . ............... 62  Chief Operating Officer

Howard W. Albert . ............. 52  Chief Risk Officer

Russell B.Brewer I . . ........... 54 Chief Surveillance Officer

Bruce E.Stern . . ............... 57 Executive Officer

Dominic J. Frederico has been President and Chief Executive Officer of AGL since December 2003,
Mr. Frederico served as Vice Chairman of ACE Limited from June 2003 until April 2004 and served as
President and Chief Operating Officer of ACE Limited and Chairman of ACE INA Holdings, Inc.
from November 1999 to June 2003. Mr. Frederico was a director of ACE Limited from 2001 until his
retirement from that board in May 2005. Mr. Frederico has also served as Chairman, President and
Chief Executive Officer of ACE INA Holdings, Inc. from May 1999 through November 1999.
Mr. Frederico previously served as President of ACE Bermuda Insurance Ltd. from July 1997 to May
1999, Executive Vice President, Underwriting from December 1996 to July 1997, and as Executive Vice
President, Financial Lines from January 1995 to December 1996. Prior to joining ACE Limited,
Mr. Frederico spent 13 years working for various subsidiaries of American International Group
(“AIG”). Mr. Frederico completed his employment at AIG after serving as Senior Vice President and
Chief Financial Officer of AIG Risk Management. Before that, Mr. Frederico was Executive Vice
President and Chief Financial Officer of UNAT, a wholly owned subsidiary of AIG headquartered in
Paris, France.

Robert A. Bailenson has been Chief Financial Officer of AGL since June 2011. Mr. Bailenson has
been with Assured Guaranty and its predecessor companies since 1990. Mr. Bailenson became Chief
Accounting Officer of AGM in July 2009 and has been Chief Accounting Officer of AGL since May
2005 and Chief Accounting Officer of AGC since 2003. He was Chief Financial Officer and Treasurer
of AG Re from 1999 until 2003 and was previously the Assistant Controller of Capital Re Corp., the
Company’s predecessor.

James M. Michener has been General Counsel and Secretary of AGL since February 2004. Prior to
joining Assured Guaranty, Mr. Michener was General Counsel and Secretary of Travelers Property
Casualty Corp. from January 2002 to February 2004. From April 2001 to January 2002, Mr. Michener
served as general counsel of Citigroup’s Emerging Markets business. Prior to joining Citigroup’s
Emerging Markets business, Mr. Michener was General Counsel of Travelers Insurance from April
2000 to April 2001 and General Counsel of Travelers Property Casualty Corp. from May 1996 to April
2000.

Robert B. Mills has been Chief Operating Officer of AGL since June 2011. Mr. Mills was Chief
Financial Officer of AGL from January 2004 until June 2011. Prior to joining Assured Guaranty,
Mr. Mills was Managing Director and Chief Financial Officer—Americas of UBS AG and UBS
Investment Bank from April 1994 to January 2004, where he was also a member of the Investment
Bank Board of Directors. Previously, Mr. Mills was with KPMG from 1971 to 1994, where his
responsibilities included being partner-in-charge of the Investment Banking and Capital Markets
practice.

Howard W. Albert has been Chief Risk Officer of AGL since May 2011. Prior to that, he was Chief
Credit Officer of AGL from 2004 to April 2011. Mr. Albert joined Assured Guaranty in September
1999 as Chief Underwriting Officer of Capital Re Company, the predecessor to AGC. Before joining
Assured Guaranty, he was a Senior Vice President with Rothschild Inc. from February 1997 to August
1999. Prior to that, he spent eight years at Financial Guaranty Insurance Company from May 1989 to
February 1997, where he was responsible for underwriting guaranties of asset-backed securities and
international infrastructure transactions. Prior to that, he was employed by Prudential Capital, an
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investment arm of The Prudential Insurance Company of America, from September 1984 to April 1989,
where he underwrote investments in asset-backed securities, corporate loans and project financings.

Russell B. Brewer II has been Chief Surveillance Officer of AGL since November 2009 and Chief
Surveillance Officer of AGC and AGM since July 2009. Mr. Brewer has been with AGM since 1986.
Mr. Brewer was Chief Risk Management Officer of AGM from September 2003 until July 2009 and
Chief Underwriting Officer of AGM from September 1990 until September 2003. Mr. Brewer was also
a member of the Executive Management Committee of AGM. He was a Managing Director of AGMH
from May 1999 until July 2009. From March 1989 to August 1990, Mr. Brewer was Managing Director,
Asset Finance Group, of AGM. Prior to joining AGM, Mr. Brewer was an Associate Director of
Moody’s Investors Service, Inc.

Bruce E. Stern has been Executive Officer of AGC and AGM since July 2009. Mr. Stern was
General Counsel, Managing Director, Secretary and Executive Management Committee member of
AGM from 1987 until July 2009. Prior to joining AGM, Mr. Stern was an associate at the New York
office of Cravath, Swaine & Moore. Mr. Stern has served as Chairman of the Association of Financial
Guaranty Insurers since April 2010.
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PART 11

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

AGL’s common shares are listed on the New York Stock Exchange under symbol “AGO.” The
table below sets forth, for the calendar quarters indicated, the reported high and low sales prices and
amount of any cash dividends declared.

Common Stock Prices and Dividends

2011 2010
Sales Price Cash Sales Price Cash
High Low Dividends High Low Dividends
First Quarter ........................ $20.16 $13.49 $0.045 $24.40 $19.31  $0.045
Second Quarter ............... . ...... 18.54 14.03 0.045 2490 12.66 0.045
Third Quarter. . ...................... 16.99 9.67 0.045 18.64 12.63 0.045
Fourth Quarter . . . .............. ... ... 14.19 9.16 0.045 2230 16.53 0.045

On February 22, 2012, the closing price for AGL’s common shares on the NYSE was $17.65, and
the approximate number of shareholders of record at the close of business on that date was 135.

AGL is a holding company whose principal source of income is dividends from its operating
subsidiaries. The ability of the operating subsidiaries to pay dividends to AGL and AGL’s ability to pay
dividends to its shareholders are each subject to legal and regulatory restrictions. The declaration and
payment of future dividends will be at the discretion of AGL’s Board of Directors and will be
dependent upon the Company’s profits and financial requirements and other factors, including legal
restrictions on the payment of dividends and such other factors as the Board of Directors deems
relevant. For more information concerning AGL’s dividends, please refer to Item 7 under the caption
“Liquidity and Capital Resources” and Note 10, Insurance Company Regulatory Requirements, of the
Financial Statements and Supplementary Data.

Recent Purchases

On November 14, 2011, the Company’s Board of Directors approved a new share repurchase
program for up to 5.0 million common shares. Share repurchases will take place at management’s
discretion depending on market conditions. No shares were repurchased in 2011 under this program.

No shares were repurchased for the payment of employee withholding taxes due in connection
with the vesting of restricted stock awards during the three months ended December 31, 2011.
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Performance Graph

Set forth below are a line graph and a table comparing the dollar change in the cumulative total
shareholder return on AGL’s common shares from December 31, 2006 through December 31, 2011 as
compared to the cumulative total return of the Standard & Poor’s 500 Stock Index and the cumulative
total return of the Standard & Poor’s 500 Financials Index. The chart and table depict the value on
December 31, 2006, December 31, 2007, December 31, 2008, December 31, 2009, December 31, 2010
and December 31, 2011 of a $100 investment made on December 31, 2006, with all dividends
reinvested:
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S&P 500
Assured Guaranty S&P 500 Index Financial Index
12/3106 .. .. ..o $100.00 $100.00 $100.00
12/31/07 .. oo 100.39 105.49 81.48
12/31/08 . . ..o 43.71 66.46 36.44
12/31/09 . . ..o 84.65 84.06 42.73
1231710 .. . oo 69.56 96.71 47.93
123111 .. ..o 52.32 98.76 39.77

Source: Bloomberg
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ITEM 6. SELECTED FINANCIAL DATA

The foliowing selected financial data should be read together with the other information contained
in this Form 10-K, including “Management’s Discussion and Analysis of Financial Condition and
Results of Operations” and the consolidated financial statements and related notes included elsewhere
in this Form 10-K.

Year Ended December 31,
2011 2010 2009(1) 2008 2007
(dollars in millions, except per share amounts)

Statement of operations data(2):

Revenues:
Net earned premiums(3) ................... $ 920.1 $1,186.7 $9304 $2614 $ 1593
Net investment income . . .. ................. 391.0 354.7 259.2  162.6 128.1
Net realized investment gains (losses) .......... (18.0) 20 (327 (69.8) (1.3)
Realized gains and other settlements on credit
derivatives . ......... ... ... i 6.0 153.5 163.6  117.6 74.0
Net unrealized gains (losses) on credit derivatives . 553.7 (155.1) (337.8) 38.0 (670.4)
Fair value gain (loss) on committed capital
SECUNIES . . v i 35.1 92 (1229) 427 8.3
Net change in fair value of financial guaranty
variable interest entities . ................. (132.0)  (273.6) 1.2) — —
Otherincome ........................... 63.4 40.1 58.5 0.7 0.5
Total revenues . .. ............ ... ... ..... 1,819.3  1,3135 917.1 5532 (301.5)
Expenses:
Loss and loss adjustment expenses(3) .......... 461.9 412.2 393.8  265.8 5.8
Amortization of deferred acquisition costs(3) . . ... 309 34.1 53.9 61.2 43.2
Assured Guaranty Municipal Holdings Inc.
acquisition-related expenses. . . .......... ... — 6.8 92.3 — —
Interest eXpense . . .. ...ttt 99.1 99.6 62.8 233 235
Goodwill and settlement of pre-existing
relationship ........... ... . ... .. .. ... — — 233 — —
Other operating expenses . . . .. .............. 193.0 211.5 174.1 90.6 89.0
Total expenses . . ............ .. ... ... 784.9 764.2 800.2 4409 161.5
Income (loss) before (benefit) provision for income
BAKES & e 1,034.4 549.3 116.9 1123  (463.0)
Provision (benefit) for income taxes ............. 258.8 55.6 321 434  (159.7)
Net income (loss) . ............ ... ......... 775.6 493.7 84.8 68.9  (303.3)
Less: Noncontrolling interest of variable interest
entities. . . ... ... ... — — (1.2) — —
Net income (loss) attributable to Assured
Guaranty Ltd. . ..... ... ... o i .. $ 7756 $ 4937 § 86.0 $ 689 $(303.3)
Earnings (loss) per share(4):
Basic .. ... . $ 423 $ 268 § 068 $0.78 $ (4.38)
Diluted ....... ... .. ... . . $ 418 § 261 $ 066 $0.77 $ (4.38)
Dividends pershare. . ....................... $ 018 $ 018 §$ 018 $0.18 $ O.16
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Balance sheet data (end of period)(2):
Assets:
Investments and cash ................
Premiums receivable, net of ceding
commission(3) ........... ... ...
Ceded unearned premium reserve(3) ... ..
Credit derivative assets . .. ............
Total assets . ......................
Liabilities and sharcholders’ equity:
Unearned premium reserve(3). .. .......
Loss and loss adjustment expense reserve(3) .
Credit derivative liabilities ............
Long-termdebt ....................
Total liabilities . ....................
Accumulated other comprehensive income .
Shareholders’ equity attributable to
Assured Guaranty Ltd. . ............
Shareholders’ equity . . . ..............
Book value per share ................
Consolidated statutory financial
information(5):
Contingency reserve . ................
Policyholders’ surplus(6) . .............
Claims paying resources(2)(7) . .........
Additional financial guaranty information
(end of period):
Net in-force business (principal and interest) .
Net in-force business (principal only). . . ..

Year Ended December 31,

2011 2010 2009 2008 2007
(dollars in millions, except per share amounts)
$11,313.3 $10,849.3 $11,012.5 $3,643.6 §3,1479

1,002.9 1,167.6 1,418.2 15.7 27.8
708.9 821.8 1,078.1 18.9 13.5
468.9 592.9 492.5 147.0 5.5

18,091.5 19,8419 16,7794 4,555.7 3,762.9

5,962.8 6,972.9 8,381.0 1,233.7 887.2
679.0 5744 299.7 196.8 125.6

1,772.8 2,462.8 2,034.6 733.8 623.1

1,038.3 1,052.9 1,066.5 3472 3471

13,3731 16,1084  13,270.5 2,629.5 2,096.3
367.5 111.8 141.8 29 56.6

4,718.4 3,733.5 3,509.3 1,926.2 1,666.6

4,718.4 3,733.5 3,508.9 1,926.2 1,666.6
25.89 20.32 19.06 21.18 20.85

$ 25713 §$ 22880 $ 18788 $ 7122 §$ 5825
3,116.2 2,626.8 2,962.1 1,598.1 1,497.0
12,839.0  12,630.0 13,051.0 4,962.0 4,440.0
$ 845,665 $927,143 $958,265 $348,816 $302,413
558,048 617,131 640,422 222,722 200,279

(1) Results of operations of Assured Guaranty Municipal Holdings Inc. (“AGMH”) are included for periods beginning July 1,

2009, which we refer to as the Acquisition Date.

(2) Certain prior year balances have been reclassified to conform to the current year’s presentation.

(3) Accounting guidance for financial guaranty insurance contracts changed effective January 1, 2009. As a result, amounts are

not comparable to periods prior to 2009.

(4) Accounting guidance for the calculation of basic and diluted earnings per share changed effective January 1, 2009. All

periods presented have been revised for comparability.

(5) Prepared in accordance with accounting practices prescribed or permitted by insurance regulatory authorities.

(6) Consolidated policyholders’ surplus represents the addition of the Company’s U.S. based statutory surplus and the estimate
of U.S. statutory surplus for its Bermuda based statutory entity, AG Re.

(7) Claims paying resources is calculated as the sum of statutory policyholders’ surplus, statutory contingency reserve, statutory
unearned premium reserves, statutory loss and loss adjustment expense (“LAE”) reserves, present value of installment
premium on financial guaranty and credit derivatives, discounted at 6%, and standby line of credit/stop loss. Total claims
paying resources is used by the Company to evaluate the adequacy of capital resources. On December 23, 2011, AGM
terminated its $298 million non-recourse credit facility. This credit facility has been replaced, effective as of January 1,
2012, with a new $435 million excess of loss reinsurance facility for the benefit of AGM and AGC which is included in

claims paying resources as of December 31, 2011.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Introduction

AGL provides, through its operating subsidiaries, credit protection products to the United States
(“U.S.”) and international public finance, infrastructure and structured finance markets. The Company
has applied its credit underwriting judgment, risk management skills and capital markets experience to
offer insurance that protect holders of debt instruments and other monetary obligations from defaults
in scheduled payments, including scheduled interest and principal payments. Financial guaranty
contracts provide an unconditional and irrevocable guaranty that protects the holder of a financial
obligation against non-payment of principal and interest when due.

Public finance obligations insured or assumed through reinsurance by the Company consist
primarily of general obligation bonds supported by the issuers’ taxing powers, tax-supported bonds and
revenue bonds and other obligations of states, their political subdivisions and other municipal issuers
supported by the issuers’ or obligors’ covenant to impose and collect fees and charges for public
services or specific projects. Public finance obligations include obligations backed by the cash flow from
leases or other revenues from projects serving substantial public purposes, including government office
buildings, toll roads, health care facilities and utilities.

Structured finance obligations insured or assumed through reinsurance by the Company are backed
by pools of assets such as residential mortgage loans, consumer or trade receivables, securities or other
assets having an ascertainable cash flow or market value and generally issued by special purpose
entities. The Company currently does not underwrite U.S. RMBS.

Debt obligations guaranteed by the Company’s insurance subsidiaries are generally awarded ratings
that are the same rating as the financial strength rating of the Assured Guaranty subsidiary that has
guaranteed that obligation. Investors in products insured by AGM or AGC frequently rely on rating
agency ratings. Therefore, low financial strength ratings or uncertainty over AGM’s or AGC'’s abilities
to maintain their financial strength ratings would have a negative impact on the demand for their
insurance product.

A downgrade by Moody’s or S&P of the financial strength ratings of the Company’s insurance
subsidiaries may have a negative impact on the Company’s liquidity. A downgrade may trigger
(1) increased claims on some of the Company’s insurance policies, in certain cases, on a more
accelerated basis than when the original transaction closed; or (2) termination payments or collateral
posting under CDS contracts. A downgrade in the financial strength ratings may also enable
beneficiaries of the Company’s policies to cancel the credit protection offered by the Company and
cease paying premium. A downgrade may also enable primary insurance companies that had ceded
business to the Company to recapture a significant portion of its in-force financial guaranty reinsurance
business.

Executive Summary

The following discussion and analysis of the Company’s financial condition and results of
operations should be read in conjunction with the Company’s consolidated financial statements and
accompanying notes which appear elsewhere in this Form 10-K. It contains forward looking statements
that involve risks and uncertainties. Please see “Forward Looking Statements” for more information.
The Company’s actual results could differ materially from those anticipated in these forward looking
statements as a result of various factors, including those discussed below and elsewhere in this
Form 10-K, particularly under the headings “Risk Factors” and “Forward Looking Statements.”

This executive summary of management’s discussion and analysis highlights selected information
and may not contain all of the information that is important to readers of this Form 10-K. For a
complete description of events, trends and uncertainties, as well as the capital, liquidity, credit,
operational and market risks and the critical accounting policies and estimates affecting the Company,
this Form 10-K should be read in its entirety.
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Economic Environmerit

The Company continued to be the most active provider of financial guaranty insurance in 2011 as
a result of its financial strength and its ability to maintain its financial strength ratings in the double-A
ratings category throughout the financial crisis. All of the Company’s pre-2007 financial guaranty
competitors, except AGM, which the Company acquired in 2009, have had their financial strength
ratings downgraded by rating agencies to below investment grade levels or are no longer rated,
rendering them unable to underwrite new business. However, business conditions have been difficult for
the entire financial guaranty insurance industry since mid-2007 and the Company has faced challenges
in maintaining its market penetration that continue today.

While the overall economic environment in the U.S. at the end of 2011 was stronger than in 2010,
housing prices have not stabilized, unemployment rates have declined but remain relatively high and
the ultimate credit experience on U.S. RMBS transactions underwritten from the end of 2004 through
2008 by many financial institutions, including the financial guaranty insurers, remains poor.
Furthermore, while hiring trends have improved, unemployment levels remain high and may take years
to return to pre-recession levels, which may adversely affect Assured Guaranty’s loss experience on
RMBS. In addition, the economic recession has also affected the credit performance of other markets,
including securitizations of trust preferred securities (‘““TruPS”) that include subordinated capital and
notes issued by banks, mortgage real estate investment trusts and insurance companies.

The U.S. municipal bond market, which has been the Company’s principal market since 2007, has
also changed significantly during the past three years. Municipal credits have experienced increased
budgetary stress. In addition, many states and towns have significant unfunded pension and retiree
health care liabilities that create additional budgetary stress. Although total state tax collections as well
as sales tax and personal income tax collections grew in 2011, overall tax collections are still weak
compared with recent historical standards. In 2011, new issuance volume in the U.S. and international
public finance sectors did not return to historical levels, and the market for financial guaranty insurance
was hampered by ratings uncertainty and municipal rating recalibrations. The primary contributing
factors to the trend of low issuance volume have been: municipal issuers took advantage of the expiring
Build America Bonds program in 2010 as opposed to using financial guaranty insurance, a reduction in
capital spending due to municipal budget constraints and fiscal austerity, resulting in less need for
increased debt, and a reluctance to increase taxes to service principal and interest costs under new
debt.

In the international arena, troubled Eurozone countries are a source of stress in global equity and
debt markets as the EU determines how to support financially weaker members such as Greece. The
Company’s exposure to Greece and other troubled Eurozone countries is described in “—Results of
Operations—Consolidated Results of Operations—Losses in the Insured Portfolio” and “—Insured
Portfolio—Selected European Exposures.”

The current economic environment has had a significant negative impact on the demand by
investors for financial guaranty policies, and it is uncertain when or if demand for financial guaranties
will return to their pre-economic crisis level. In particular, there has been limited demand for financial
guaranties in 2011 in both the global structured finance and international infrastructure finance markets
and also limited new issuance activity in those asset classes the Company is actively trying to insure. As
a result, near-term opportunities for financial guaranties in these two sectors are largely in secondary
markets. The Company expects that global structured finance and international infrastructure
opportunities will increase in the future as the global economy recovers, issuers return to the capital
markets for financings and institutional investors again utilize financial guaranties, although the
Company cannot assure that this will occur. Financial guaranties had been an essential component of
capital market financings for international infrastructure projects and asset-based lending, such as for
auto loans and leases and equipment financings, but these financings have been largely financed in
recent years with relatively short-term bank loans.

In 2011, the Company continued to be affected by a negative perception of financial guaranty
insurers arising from the financial distress suffered by other companies in the industry during the
financial crisis. In addition, the financial strength ratings of the Company’s insurance subsidiaries were
uncertain for most of the year. In January 2011, after affirming AGM and AGC’s financial strength
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ratings at AA+ (Stable Outlook) in October 2010, S&P requested comments on proposed changes to
its bond insurance ratings criteria, noting that if the proposed criteria were adopted, S&P could lower
its financial strength ratings on existing investment grade bond insurers by one or more rating
categories. In August 2011, S&P released its final criteria, which contained a new “largest obligor test”
that had not been included in the January 2011 request for comment. The largest obligor test had the
effect of significantly reducing Assured Guaranty’s allowed single risk limits and limiting its financial
strength rating level. Then, in September 2011, S&P placed the financial strength ratings of AGM and
AGC on CreditWatch negative. It was not until November 2011 that AGM and AGC were assigned
financial strength ratings of AA- (Stable Outlook). In addition, AGM and AGC'’s financial strength
ratings have been rated Aa3 (Negative Outlook) by Moody’s since December 2009. The negative
perception of financial guaranty insurers arising from the financial distress suffered by other companies
in the industry during the financial crisis and the rating uncertainty of the Company’s insurance
subsidiaries caused by S&P resulted in lower demand for the Company’s insurance product during
2011.

The demand for the Company’s insurance has also been negatively impacted by its credit spread.
The spread is a reflection of the risk that investors perceive with the Company. The higher the spread,
the greater the return investors will require for a security as to which the Company has issued a policy,
and the higher the interest coupon the issuer of the security will be required to pay. If investors view
the Company as being only marginally less risky, or perhaps even as risky, as the uninsured security, the
coupon on a security insured by the Company may not be much lower, or may be the same as, an
uninsured security offered by the same issuer. Accordingly, issuers may be unwilling to pay a premium
for the Company to insure their securities if the insurance does not lower the costs of issuance.

Financial Performance of Assured Guaranty

Financial Results

Year Ended December 31,
2011 2010 Change

(dollars in millions, except per
share amounts)

Selected income statement data

Net earned Premiums . . . . ..ot ittt e e $920.1 $1,186.7 $(266.6)
Net investment income . . . . ... ... i 391.0 354.7 36.3
Realized gains and other settlements on credit derivatives ........... 6.0 153.5  (147.5)
Net unrealized gains (losses) on credit derivatives ................. 553.7 (155.1)  708.8
Net change in fair value of financial guaranty variable interest entities ..  (132.0) (273.6) 141.6
Lossand LAE . . ... . e (461.9) (412.2) (49.7)
Other operating €Xpemnses . . . .« o v v vttt it e (193.0)  (211.5) 18.5
Netincome. ......... ...ttt 775.6 493.7 281.9
Diluted earnings per share ... ........... ... ... ... $ 418 $ 261 $ 157
Selected non-GAAP measures(1)

Operating iNCOME . . . ...ttt ittt ittt e e e e $6044 $ 664.1 $ (59.7)
Operating income pershare .. .......... ... ... . .. ... 3.26 3.51 (0.25)
Present value of new business production (“PVP”)................. 2427 362.7  (120.0)

(1) Please refer to “—~Non-GAAP Financial Measures.”

Business Overview

The Company reported net income of $775.6 million in 2011, an increase of 57.1% over 2010,
primarily as a result of lower fair value losses on consolidated financial guaranty variable interest
entities (“FG VIEs”), and the widening of AGC credit spreads, which have the effect of increasing
unrealized gains on credit derivatives. Credit spreads of underlying CDS obligations and consolidated
FG VIEs, and the Company’s own credit spreads, have had a significant effect on reported net income.
Non-GAAP operating income was $604.4 million in 2011 compared with $664.1 million in 2010.
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The decrease in net earned premiums was consistent with the expected amortization of deferred
premium revenue and was offset in part by an increase in refundings and accelerations. Net investment
income increased due to a shift from cash and short term assets to the fixed-income portfolio and
additional earnings on higher invested asset balances. Realized gains and other settlements on credit
derivatives decreased due to expected decreases in revenues received as the book of business amortizes
and also due to an increase in claim payments on credit derivatives. Loss and LAE in 2011 benefited
significantly from increased estimates of recoveries for breaches of R&W which largely offset increases
in projected losses on the U.S. RMBS portfolio. Reported loss and LAE includes the recognition of
losses due to amortization of the deferred premium revenue component of the stand-ready obligation.
Net economic loss development measures changes in the ultimate expected losses of the Company and
was $123.8 million in 2011 driven primarily by increases in projected losses on Greek exposures and
other structure finance obligations.

In 2011, the Company focused on three principal strategies: loss mitigation, including the pursuit
of recoveries for R&W breaches and of servicing improvements; strengthening its capital position to
address S&P’s new bond insurance rating criteria; and new business development.

Loss Mitigation

Net expected loss to be paid for both financial guaranty insurance and credit derivatives increased
$123.8 million in 2011. The Company continued its risk remediation strategies which lowered losses and
also created additional rating agency capital. The following are examples of the strategies employed by
the Company.

The Bank of America Agreement (See “—Results of Operations—Consolidated Results of
Operations—Losses in Insured Portfolio—U.S. RMBS Loss Mitigation”) and progress made on
negotiations with other significant U.S RMBS R&W providers reduced expected losses by
$1,038.5 million in 2011. For transactions with other sponsors of U.S. RMBS, against which the
Company is pursuing R&W claims, the Company has continued to review additional loan files and has
found breach rates consistent with those in the Bank of America transactions and has therefore
increased the benefit for R&W to reflect the probability that actual recovery rates may be higher than
originally expected. Excluding the benefit for R&W, expected loss to be paid on U.S. RMBS increased
by $1,039.2 million, which reflects a slower recovery in the housing market than previously anticipated.

The Company is continuing to purchase attractively priced BIG obligations it had already insured
in order to mitigate losses, which resulted in a reduction to net expected loss to be paid of
$429.1 million as of December 31, 2011. As of December 31, 2011, the carrying value of assets
purchased for loss mitigation purposes was $452.7 million, with a par of $1,560.4 million.

The Company has established a group to mitigate RMBS losses by influencing mortgage servicing,
including, if possible, causing the transfer of servicing or establishing special servicing. As a result of
the Company’s efforts, at December 31, 2011 the servicing of approximately $934 million of mortgage
loans had been transferred to a new servicer and another $2.3 billion of mortgage loans were being
special serviced. (“Special servicing” is an industry term referencing more intense servicing applied to
delinquent loans aimed at mitigating losses.) The Company also agreed to terminate its exposure to
certain structured finance risks, and it reassumed risks that it had ceded to certain lower rated
reinsurers.

Improve Capital Position

Since S&P’s January 2011 announcement that it planned to change its bond insurer rating criteria,
the Company has been pursuing strategies to improve its rating agency capital position. In addition to
its focus on loss mitigation and new business development, the Company increased capital under rating
agency capital models by agreeing to terminate CDS with net par of $11.5 billion, resulting in
$24.7 million in accelerated revenues. In addition, several CMBS CDS contracts, which carried high
rating agency capital charges, were terminated for a payment of $22.5 million in 2011.

In addition, in January 2012, AGC and AGM entered into an aggregate excess of loss reinsurance
facility that covers certain U.S. public finance credits insured or reinsured by AGC or AGM as of
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September 30, 2011. At AGC’s and AGM’s option, the facility will cover losses occurring from

January 1, 2012 through December 31, 2019 or from January 1, 2013 through December 31, 2020. The
contract terminates, unless AGC and AGM choose to extend it, on January 1, 2014. The facility
attaches when AGC’s or AGM’s net losses exceed in the aggregate $2 billion and covers a portion of
the next $600 million of losses, with the reinsurers assuming pro rata in the aggregate $435 million of
the $600 million of losses and AGC and AGM jointly retaining the remaining $165 million of losses.
The reinsurers are required to be rated at least AA- (Stabie outlook) through December 31, 2014 or to
post collateral sufficient to providle AGM and AGC with the same reinsurance credit as reinsurers
rated AA-. This facility provides additional rating agency capital credit.

New Business Development

Management believes that the Company is able to provide value not only by insuring the timely
payment of scheduled interest and principal amounts when due, but also through its underwriting skills
and surveillance capabilities, particularly with regard to the U.S. public finance market. Few individual
or even institutional investors have the analytic resources to cover the tens of thousands of municipal
credits in the market. Through its financial guaranty, the Company undertakes the tasks of credit
selection, analysis, negotiation of terms, surveillance and, if necessary, remediation. Management
believes this allows retail investors to participate more widely, institutional investors to operate more
efficiently, and smaliler, less well-known issuers to gain market access on a more cost-effective basis.

Reduced issuances in the U.S. public finance market and ratings uncertainty caused by S&P’s bond
insurer rating criteria hampered new business development throughout most of 2011. The Company’s
U.S. public finance market penetration in 2011 was 12.1%, based on the number of new issue
transactions, and 5.3%, based on the amount of new issue par sold. In its principal target market,
issuances of single-A underlying credit quality, the Company guaranteed 37.8% of the transactions sold
and 15.8% of the related par. Among issues with par amounts of $25 million or less, the Company
guaranteed 14.7% of the aggregate par sold across all rating categories.

In addition, the Company sought other means to increase value through commutations of
previously ceded books of business. In 2011, the Company cancelled an assumed reinsurance contract
for a gain of $8.1 million and cancelled ceded reinsurance contracts for a gain of $24.1 million.

As a continuation of its strategy to create value through new business and commutation, on
January 24, 2012, the Company announced a three-part agreement with Radian under which it
reassumed $12.9 billion of par it had previously ceded to Radian, reinsured approximately $1.8 billion
of Radian public finance par and agreed to acquire MIAC, which is licensed to provide financial
guaranty insurance and reinsurance in 38 U.S. jurisdictions including the District of Columbia. The
purchase of MIAC is subject to regulatory approval and is expected to close in the first half of 2012.
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New Business Production

Year Ended December 31,
2011 2010 2009
(in millions)

Present Value of New Business Production
Public Finance—U.S.

Primary Markets . ......................... $ 1480 $ 2856 $ 557.1

Secondary Markets . . . .......... ... . ... ... 250 42.5 571
Public Finance—non-U.S.

Primary Markets . .......... ... ... .. ... ... 2.7 — 1.6

Secondary Markets . . ......... ... ... ... ..., — 0.7 0.2
Structured Finance—U.S. ..................... 59.8 30.2 23.2
Structured Finance—non-US. .................. 7.2 37 1.0

Total PVP ... e $ 2427 $ 3627 $ 6402
Gross Par Written . .. ...... ... $16,892 $30,759 $49,921

PVP represents the present value of estimated future earnings primarily on new financial guaranty
contracts written in the period, before consideration of cessions to reinsurers. See “—Non-GAAP
Measures—PVP or Present Value of New Business Production.”

The following table presents additional detail with respect to the Company’s penetration into the
U.S. public finance market.

Municipal Market Data(1)

Year Ended December 31,

2011 2010 2009
Number Number Number
Par of issues Par of issues Par of issues
(dollars in billions, except number of issues)

New municipal bonds issued .............. $285.2 10,176 $430.8 13,594 $406.8 11,412
Insured by all financial guarantors ........ 15.2 1,228 26.8 1,697 354 2,012
Insured by AGCand AGM ............. 15.2 1,228 26.8 1,697 348 2,005
Issued under Build America Bonds program . — — 1173 1,567 64.2 784
Insured under Build America Bonds program

by AGCand AGM . ................. — — 4.7 153 1.7 87

(1) Based on the date the transactions are sold.

In the fourth quarter 2011, Assured Guaranty took advantage of emerging opportunities in the
global infrastructure and structured finance markets. In the international infrastructure sector, the
Company closed its first significant transaction in over two years, when it replaced another guarantor
on a UK Private Finance Initiative bond issue that had been used to finance the construction and
operation of the Worcestershire Royal Hospital. Structured finance PVP also increased in 2011,
primarily due to a fourth quarter transaction in which the Company provided regulatory capital relief
for a life insurance company.

Results of Operations
Estimates and Assumptions

The Company’s consolidated financial statements include amounts that are determined using
estimates and assumptions. The actual amounts realized could ultimately be materially different from
the amounts currently provided for in the Company’s consolidated financial statements. Management
believes the most significant items requiring inherently subjective and complex estimates are expected
losses, including assumptions for breaches of R&W, fair value estimates, other-than- temporary
impairment (“OTTI”), deferred income taxes, and premium revenue recognition.
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An understanding of the Company’s accounting policies for these items is of critical importance to
understanding its consolidated financial statements. See “Item 8. “Financial Statements and
Supplementary Data” of this Form 10-K for a discussion of significant accounting policies and fair
value methodologies. The following discussion of the results of operations includes information
regarding the estimates and assumptions used for these items and should be read in conjunction with
the notes to the Company’s consolidated financial statements.

Comparability of Periods Presented
Consolidation of FG VIE

The adoption of a new consolidation model for VIEs on January 1, 2010 affects comparability for
2011 and 2010 when compared to 2009. On January 1, 2010, 21 FG VIEs were consolidated at fair
value. As of December 31, 2011 and 2010, the Company had consolidated 33 and 29 FG VIEs,
respectively. In 2011 and 2010, the Company consolidated VIEs when it had both 1) the power to
direct the activities of a VIE that most significantly impact the entity’s economic performance; and
2) the obligation to absorb losses of the entity that could potentially be significant to the VIE or the
right to receive benefits from the entity that could potentially be significant to the VIE. The Company
continuously evaluates its power to direct the activities that most significantly impact the economic
performance of VIEs that have debt obligations insured by the Company. The Company obtains
protective rights under its insurance contracts that give the Company additional controls over a VIE if
there is either deterioration of deal performance or in the financial health of the deal servicer. Under
GAAP, the Company is deemed to be the control party typically when its protective rights give it the
power to both terminate and replace the deal servicer.

Adoption of Revised OTTI Standard

The Company adopted a GAAP standard on April 1, 2009, which prescribed bifurcation of credit
and non-credit related OTTI in realized investment gains (losses) and other comprehensive income
(“OCTI”), respectively. Prior to April 1, 2009, the entire unrealized loss on OTTI securities was
recognized in the consolidated statements of operations. Subsequent to that date, only the credit
component of the unrealized loss on OTTI securities was recognized in the consolidated statements of
operations. The cumulative effect of this change in accounting of $62.2 million pre-tax ($57.7 million
after-tax) reclassification of net losses from retained earnings to accumulated OCI (“AOCI”). See
Note 9, Investments, of the Financial Statements and Supplementary Data for the Company’s
accounting policy on OTTI methodology.

AGMH Acquisition

On July 1, 2009 (‘Acquisition Date”), the Company, through its wholly-owned subsidiary, AGUS,
purchased AGMH (formerly Financial Security Assurance Holdings Ltd, the “AGMH Acquisition”)
and, indirectly, its subsidiaries (excluding those involved in AGMH’s former Financial Products
Business, which comprised its GIC business, its medium term notes business and the equity payment
agreements associated with AGMH’s leveraged lease business, collectively, the “Financial Products
Business™) from Dexia Holdings, an indirect subsidiary of Dexia SA and certain of its affiliates
(together, “Dexia”).The principal operating subsidiary acquired was AGM (formerly Financial
Securities Assurance Inc.). The acquired companies are collectively referred to as the “Acquired
Companies.” The AGMH subsidiaries that conducted AGMH’s former financial products business (the
“Financial Products Companies”) were sold to Dexia Holdings prior to the AGMH Acquisition. The
total purchase price of $821.9 million was paid in a combination of $546 million in cash and
22.3 million AGL common shares. AGL issued approximately 21.8 million common shares to Dexia, all
of which Dexia subsequently sold in a secondary offering that closed in March 2010.

The July 1, 2009 AGMH Acquisition affects the comparability of periods presented because 2009
amounts include only the last six months of activity for AGMH. Due to the significance of the AGMH
Acquisition in terms of unearned premiums reserve, and invested assets, the main driver of variances
between 2010 and 2009 was the consolidation of AGMH.
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Due to the unprecedented credit crisis, the Company acquired AGMH at a significant discount to
its book value primarily because the fair value of the obligation associated with its financial guaranty
insurance contracts was significantly in excess of the obligation’s historical carrying value. The Company
recorded the fair value of these contracts based on what a hypothetical similarly rated financial
guaranty insurer would have charged for each contract at the Acquisition Date and not the actual cash
flows under the insurance contract. This resulted in some AGMH acquired contracts having a
significantly higher unearned premium reserve and, consequently, higher premium earnings, compared
to the contractual premium cash flows for the contracts. On the Acquisition Date, there were limited
financial guaranty contracts being written in the structured finance market, particularly in the U.S.
RMBS asset class. Therefore, for certain asset classes, significant judgment was required to determine
the estimated fair value of the acquired contracts. The Company determined the fair value of these
contracts by taking into account the rating of the insured obligation, expectation of loss, estimated risk
premiums, sector and term. For a discussion of significant accounting policies applied to the AGMH
Acquisition, the effects of the AGMH Acquisition, and unaudited pro forma results of operations, see
Note 3, Business Combinations, of the Financial Statements and Supplementary Data.

The Financial Products Companies’ obligations are currently, and at all times in the future
required to be, supported by eligible assets in an amount sufficient to allow the Financial Products
Companies to meet their obligations. On September 29, 2011, the transaction documents required an
analysis of the value of FSA Asset Management LLC (“FSAM?”) assets versus the GICs obligations and
other associated liabilities of the Financial Products Companies. On that day, the required amount of
assets exceeded the liabilities, and therefore Dexia was not required to post additional collateral to
support its protection arrangements. Assured Guaranty believes the assets owned by the Financial
Products Companies are sufficient for them to meet their GIC obligations and other associated
liabilities. However, Dexia is required to post additional collateral if there is any shortfall in assets as
compared with liabilities in the future.

In addition, as further described under “—Liquidity and Capital Resources—Liquidity
Arrangements with respect to AGMH’s former Financial Products Business,” the Company has entered
into various agreements with Dexia pursuant to which Dexia has assumed the credit and liquidity risks
associated with AGMH’s former financial products business.

The cash portion of the purchase price for the AGMH Acquisition was financed through the sale
of 44,275,000 common shares and 3,450,000 equity units in a public offering in June 2009. The equity
units initially consist of a forward purchase contract and a 5% undivided beneficial ownership interest
in $1,000 principal amount 8.50% senior notes due 2014 issued by AGUS (“8.50% Senior Notes”). For
a description of the equity units, see “—Liquidity and Capital Resources—Commitments and
Contingencies—Long Term Debt Obligations—Debt Issued by AGUS—8.50% Senior Notes.” The net
proceeds after underwriting expenses and offering costs for these two offerings totaled approximately
$616.5 million.

The Company has agreed with Dexia Holdings to operate the business of AGM in accordance with
certain key parameters that will limit the Company’s operating and financial flexibility. Such restrictions
include, for a three year period following the Acquisition Date; the inability to insure new structured
finance obligations, required rating agency confirmation that certain specified actions would not cause
any downgrade of AGM, inability to pay dividends, and inability to enter into certain commutation,
novation or cutthrough reinsurance agreements over specified amounts.

Generally, for three years after the closing of the AGMH Acquisition:

* Unless AGM is rated below Al by Moody’s and AA — by S&P, it will only insure public finance
and infrastructure obligations. An exception applies in connection with the recapture of business
ceded by AGM to a third party reinsurer under certain circumstances.

* AGM will continue to be domiciled in New York and be treated as a monoline bond insurer for
regulatory purposes.
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* AGM will not take any of the following actions unless it receives prior rating agency
confirmation that such action would not cause any rating currently assigned to AGM to be
downgraded immediately following such action:

(a) merger;
(b) issuance of debt or other borrowing exceeding $250 million;
(c) issuance of equity or other capital instruments exceeding $250 million;

(d) entry into new reinsurance arrangements involving more than 10% of the portfolio as
measured by either unearned premium reserve or net par outstanding; or

(e) any waiver, amendment or modification of any agreement relating to capital or liquidity
support of AGM exceeding $250 million.

» AGM will not repurchase, redeem or pay any dividends in relation to any class of equity
interests, unless:

(a) at such time AGM is rated at least AA— by S&P and Aa3 by Moody’s (if such rating
agencies still rate financial guaranty insurers generally) and the aggregate amount of such
dividends in any year does not exceed 125% of AGMH’s debt service for that year; or

(b) AGM receives prior rating agency confirmation that such action would not cause any rating
currently assigned to AGM to be downgraded immediately following such action.

* AGM will not enter into:

(a) commutation or novation agreements with respect to its insured public finance portfolio
involving a payment by AGM exceeding $250 million; or

(b) any “cut-through” reinsurance, pledge of collateral security or similar arrangement involving
a payment by AGM whereby the benefits of reinsurance purchased by AGM or of other
assets of AGM would be available on a preferred or priority basis to a particular class or
subset of policyholders of AGM relative to the position of Dexia as policyholder upon the
default or insolvency of AGM (whether or not with the consent of any relevant insurance
regulatory authority).

This provision does not limit: collateral arrangements between AGM and its subsidiaries in support
of intercompany reinsurance obligations; or statutory deposits or other collateral arrangements required
by law in connection with the conduct of business in any jurisdiction; or pledges of recoveries or other
amounts to secure repayment of amounts borrowed under AGM’s “soft capital” facilities or its strip
liquidity facility with DCL. See “—Liquidity and Capital Resources—Liquidity Arrangements with
Respect to AGMH’s former Financial Products Business—Strip Coverage Facility for the Leveraged
Lease Business.”

Furthermore, until the date on which (1) a credit rating has been assigned by S&P and Moody’s to
the GIC issuers (and/or the liabilities of the GIC issuers under the relevant GICs have been separately
rated by S&P and Moody’s) which is independent of the financial strength rating of AGM, and (2) the
principal amount of GICs in relation to which a downgrade of AGM may result in a requirement to
post collateral or terminate such GIC, notwithstanding the existence of a separate rating referred to in
(1) of at least AA or higher is below $1.0 billion (the “AGM De-Linkage Date”):

« AGM will restrict its liquidity exposure such that no GIC contracts or similar liabilities insured
by AGM after the closing shall have terms that require acceleration, termination or prepayment
based on a downgrade or withdrawal of any rating assigned to AGM’s financial strength, a
downgrade of the issuer or obligor under the agreement, or a downgrade of any third party; and

» AGM will continue to be rated by each of Moody’s and S&P, if such rating agencies still rate
financial guaranty insurers generally.

Notwithstanding the above, all such restrictions will terminate on any date after the AGM
De-Linkage Date that the aggregate principal amount or notional amount of exposure of Dexia
Holdings and any of its affiliates (excluding the exposures relating to the financial products business) to
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any transactions insured by AGM or any of its affiliates prior to November 14, 2008 is less than

$1 billion. Breach of any of these restrictions not remedied within 30 days of notice by Dexia Holdings
entitles Dexia Holdings to payment of damages, injunctive relief or other remedies available under
applicable law.

On June 30, 2009, the States of Belgium and France (the “States”) issued a guaranty to FSAM
pursuant to which the States guarantee, severally but not jointly, Dexia’s payment obligations under a
certain guaranteed put contract, subject to certain limitations set forth therein. The FSAM assets
referenced in the guaranteed put contract were all sold by October 2011 as part of an asset divestment
program that Dexia announced in May 2011. As a result, FSAM is not expected to rely upon the
guaranty of the States.

The Financial Products Companies’ obligations are currently, and at all times in the future
required to be, supported by eligible assets in an amount sufficient to allow the Financial Products
Companies to meet their obligations. On September 29, 2011, the transaction documents required an
analysis of the value of FSAM assets versus the GIC obligations and other associated liabilities of the
Financial Products Companies. On that day, the required amount of assets exceeded the liabilities, and
therefore Dexia was not required to post additional collateral to support its protection arrangements.
Assured Guaranty believes the assets owned by the Financial Products Companies are sufficient for
them to meet their GIC obligations and other associated liabilities. However, Dexia is required to post
additional collateral if there is any shortfall in assets as compared with liabilities in the future.

Consolidated Results of Operations

Prior to January 1, 2011, the Company managed its business and reported financial information for
two principal financial guaranty segments: direct and reinsurance. The chief operating decision maker
now manages the operations of the Company at a consolidated level and no longer uses underwriting
gain (loss) by segment as an operating metric. Therefore, segment financial information is no longer
disclosed.

85



Consolidated Results of Operations

Year Ended December 31,
2011 2010 2009
(in millions)

Revenues:
Net earned Premiums . .. ..ot v i it ittt $ 920.1 $1,186.7 $ 9304
Net investment inCOME . . ... ...ttt 391.0 354.7 259.2
Net realized investment gains (losses) ............. ... ..o uo.. (18.0) 20) (32.7)
Change in fair value of credit derivatives:
Realized gains and other settlements . ....................... 6.0 153.5 163.6
Net unrealized gains . .. ... ...t 5537 (155.1) (337.8)
Net change in fair value of credit derivatives .................... 559.7 (1.6) (174.2)
Fair value gain (loss) on committed capital securities .............. 351 9.2 (1229
Net change in fairvalue of FG VIEs . .............. ... ... ... (132.0) (273.6) (1.2)
Otherincome . . ....... ... . i i e 63.4 40.1 58.5
Total TEVENMUES . . . o ittt et e et et e e e 1,8193  1,3135 917.1
Expenses:
Lossand LAE ... ... .. . 461.9 412.2 393.8
Amortization of deferred acquisition costs .. .................... 30.9 34.1 539
AGMH acquisition-related expenses. . .. ... — 6.8 923
INterest EXPense . ... ..o vi ittt e 99.1 99.6 62.8
Goodwill and settlement of pre-existing relationship ............... — — 233
Other operating €Xpenses . ... .....icuuur vt oo ennnn.. 193.0 211.5 174.1
Total expenses . . . ...... e e e 784.9 764.2 800.2
Income (loss) before provision for income taxes .. ................ 1,034.4 549.3 116.9
Provision (benefit) for income taxes . . .. .......... ... . ... 258.8 55.6 321
Net income (l0SS) . ..ottt e 775.6 493.7 84.8
Less: Noncontrolling interest of VIEs. . . ....................... — — (1.2)
Net income (loss) attributable to Assured Guaranty Ltd. .......... $ 7756 $ 4937 $ 86.0

Net Earned Premiums

Net earned premiums are recognized over the remaining contractual lives, or in the case of
homogeneous pools of insured obligations, the expected remaining lives of financial guaranty insurance
contracts.
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Net Earned Premiums

Year Ended December 31,
2011 2010 2009
(in millions)

Financial guaranty:
Public finance

Scheduled net earned premiums and accretion. ... . ............. $360.4 $ 3854 $249.3
Acceleration of premium earnings(1). .. ......... ... .. ... .. 125.2 91.0 1715
Total publicfinance ............. .. ... .. .. . ... i .. 485.6 4764 4208
Structured finance

Scheduled net earned premiums and accretion(2) . .............. 432.7 708.9  504.3
Acceleration of premium earnings(1). ......... .. ........... .. — (1.0) 23
Total structured finance. . . ....... ... ... .. Lo 432.7 7079  506.6

Other. o . e 1.8 2.4 3.0
Total net earned PremiUuMS . . ..o v vttt e et et $920.1 $1,186.7 $930.4

(1) Reflects the unscheduled refunding or early termination of underlying insured obligations.

(2) Excludes $74.7 million in 2011 and $47.6 million in 2010 related to consolidated FG VIEs.

2011 compared with 2010: Net earned premiums decreased in 2011 compared with 2010, primarily
due to the decline in structured finance scheduled net earned premium as the par outstanding declines
offset in part by an increase in refundings and accelerations in 2011. Scheduled net earned premiums in
2011 were consistent with the previously disclosed expected amortization of deferred premium revenue.
At December 31, 2011, $5.3 billion of net deferred premium revenue remained to be earned over the
life of the insurance contracts. Due to the runoff of deferred premium revenue, which includes
acquisition accounting adjustments, net earned premiums are expected to decrease each year unless
replaced by new business. Beginning January 1, 2010, net earned premiums reported under GAAP
exclude the net earned premium related to consolidated FG VIEs. Had the FG VIEs not been
consolidated in 2011 and 2010, net earned premiums would have declined 19%.

2010 compared with 2009: Net earned premiums increased significantly in 2010 compared with
2009, due almost entirely to the inclusion of a full year of AGMH results in 2010 compared to only six
months in 2009. The net earned premium contribution from AGMH as a result of the AGMH
Acquisition was approximately $1.0 billion for 2010, representing twelve months of activity and
$0.6 billion for 2009, representing six months of activity.

Net earned premiums associated with the consolidated FG VIEs in 2010, and therefore eliminated
in consolidation, were $47.6 million. AGMH’s contribution to net earned premiums of $1.0 billion is
already net of the elimination of $46.2 million of AGM’s consolidated FG VIEs. In 2009, four FG
VIEs were consolidated for only the last six months under consolidation rules in effect at that time;
however, the related net earned premiums in 2009 were immaterial.

Excluding AGMH’s contribution and FG VIE eliminations, net earned premiums in 2010
compared to 2009 decreased 18.1% due primarily to higher refundings and accelerations in 2009, offset
in part by the effect of conforming estimates used to determine inputs to the calculation of the net
earned premiums to those used by the Acquired Companies in 2009. Refundings and accelerations,
excluding AGMH, were $20.5 million in 2010 compared to $129.7 million in 2009.

Net Investment Income

Net investment income is a function of the yield that the Company earns on invested assets and
the size of the portfolio. The investment yield is a function of market interest rates at the time of
investment as well as the type, credit quality and maturity of the invested assets.
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Net Investment Income

Year Ended December 31,

2011 2010 2009
(in millions)
Income from fixed maturity securities ......... $ 3992 $ 3597 $ 2624
Income from short-term investments .......... 0.9 3.5 3.2
Gross investment income . . . ... ... ... 400.1 363.2 265.6
Investment €Xpenses . . . . ................n. 9.1 (8.5) (6.4)
Net investment income . . . ............... $ 3910 $ 3547 $ 2592

Average fixed and short term maturity balance(1)  $10,533.7 $10,348.2 $6,875.0

(1) Based on amortized cost.

2011 compared with 2010: The increase in net investment income in 2011 compared with 2010 is
due to a shift from cash and short term assets to the fixed income portfolio and additional earnings on
higher invested asset balances. The pre-tax book yield was 4.00% at December 31, 2011 and 3.72% at
December 31, 2010, respectively. Duration at December 31, 2011 was 4.7 years compared to 5.0 years
at December 31, 2010.

2010 compared with 2009: The increase in net investment income in 2010 compared with 2009 is
primarily driven by the inclusion of a full year of AGMH in 2010 compared with only six months in
2009. The net investment income contribution from AGMH was $181.5 million in 2010 compared with
$91.8 million in 2009. AGMH pre-tax yield was 3.62% as of December 31, 2010, compared to 3.59% as
of December 31, 2009. The legacy AGL companies’ net investment income increased 3.4% in 2010 due
to increased invested assets. The legacy AGL companies’ portfolio, pre-tax yield was 3.82% as of
December 31, 2010 compared to 3.44% as of December 31, 2009.

Net Realized Investment Gains (Losses)

The table below presents the components of net realized investment gains (losses). OTTI included
below was primarily attributable to mortgage-backed and asset-backed securities that were acquired for
loss mitigation purposes and municipal and corporate securities where we have the intent to sell.

Net Realized Investment Gains (Losses)

Year Ended December 31,
2011 2010 2009
(in millions)

Realized investment gains (losses) on sales of

INVEStMENTS . . ..o it e $266 $254 $131
OTTL:

Itent £0 Sell . v oo e et e (5.4)  (40) (134)

Credit losses on securities . . ................... (39.2) (234) (324)

[ 4 BT (44.6) (274) (45.8)

Net realized investment gains (losses) .. ............ $(18.0) $ (2.0) $(32.7)
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Other Income

Other income is comprised of recurring income items such as foreign exchange revaluation of
premiums receivable, income on assets acquired in refinancing transactions, ancillary fees on financial
guaranty policies such as commitment, consent and processing fees as well as other revenue items on
financial guaranty insurance and reinsurance contracts such as negotiated settlements and commutation
gains on re-assumptions of previously ceded business.

Other Income

Year Ended December 31,

2011 2010 2009

Foreign exchange gain (loss) on revaluation of premium

receivable. . . ... ... $(4.8) $(28.9) $27.1
Commutation gains (losses) ..................... 322 49.8 (1.8)
R&W settlement benefit. .. ..................... 222 — —
Settlement from previously consolidated FG VIEs . . . .. — — 29.2
Other ...... ... . i i 13.8 19.2 4.0

Total other income . .. ..............couuin... $63.4  $40.1  $585

In 2011 the R&W settlement benefit recorded in other income represents R&W benefits on
transactions where the Company had recovered more than its expected lifetime losses due to a
negotiated agreement with the R&W provider. In 2011 and 2010, the Company recognized reinsurance
commutation gains. In 2009, AGMH other income was primarily comprised of foreign exchange gain on
revaluation of premiums receivable and AGMH’s settlement to a previously consolidated FG VIE at a
gain of $29.2 million.

Other Operating Expenses

Other operating expenses decreased in 2011 due primarily to declines in gross compensation
expense, offset in part by lower deferral rates, which were 16% in 2011, 19% in 2010 and 13% in 2009.
Deferral rates for policy acquisition costs will be affected after the Company adopts new guidance on
January 1, 2012, which specifies that only certain costs incurred in the successful acquisition of new and
renewal insurance contracts should be capitalized. The after tax effect of this new guidance, on
January 1, 2012 retained earnings is estimated to be a decrease of $60 million to $80 million.

Other operating expenses increased in 2010 compared to 2009 mainly due to the addition of other
operating expenses of AGMH, which was acquired on July 1, 2009. Since the AGMH Acquisition,
management has integrated various systems, processes and profit and cost centers to achieve economies
of scale. Compensation is a primary component of other operating expenses and varies primarily based
on headcount and performance driven long-term incentive compensation. Headcount as of
December 31, 2011, 2010 and 2009 was 321, 347 and 350 employees, respectively.

Losses in the Insured Portfolio

The insured portfolio includes policies accounted for under three separate accounting models
depending on the characteristics of the contract and the Company’s control rights. The following
provides a very summarized description of the three accounting models; however, please refer to
Notes 5, 7 and 8 of the Financial Statements and Supplementary Data for a full description of the
three accounting models: financial guaranty insurance, credit derivatives and consolidated FG VIEs.
The three models are as follows:

* For contracts accounted for as financial guaranty insurance, loss and LAE reserve is generally
recorded only to the extent and for the amount that expected losses to be paid (calculated on a
present value probability weighted basis) exceed deferred premium revenue. As a result, the
Company has expected losses to be expensed in future periods, which represents past or future
claim payments that have not yet been expensed. Expected loss to be paid is important from a
liquidity perspective in that it provides the present value of amounts that the Company expects
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to pay or recover in future periods. Expected loss to be expensed is important because it
presents the Company’s projection of incurred losses that will be recognized in future periods as
deferred premium revenue amortizes into income on financial guaranty insurance policies. Both
of these measures are discussed below.

* For contracts accounted for as credit derivatives, the Company records the fair value of these
contracts on the consolidated balance sheet with changes in fair value recorded in the
consolidated statement of operations. In periods prior to 2009, when the Company was actively
writing credit derivatives, they were considered an extension of the financial guaranty insurance
business. The Company’s credit derivatives are not actively traded as are credit derivatives in
other financial services industries. Management expects the fair value gains and losses to reverse
to zero as the contract approaches maturity, except for economic claim payments. See “—Net
Change in Fair Value of Credit Derivatives.” Expected claim payments are considered in the fair
value of each contract and is an important measure for management to analyze the net
economic loss on credit derivatives. The fair value recorded on the balance sheet represents a
hypothetical exit price determined using significant Level 3 inputs in an internally developed
model while the expected loss to be paid uses methodologies and assumptions consistent with
financial guaranty insurance expected losses to be paid. See Note 6, Fair Value Measurement, of
the Financial Statements and Supplementary Data.

* For consolidated FG VIEs expected loss to be paid is reflected in the fair value of the FG VIEs
liabilities. The Company carries the assets and liabilities of the FG VIEs at fair value under the
fair value option election. Management assesses credit impairment on consolidated FG VIEs in
the same manner as other financial guaranty insurance or credit derivative contracts. The fair
value of FG VIEs recorded on the balance sheet reflects additional factors other than expected
loss such as changes in market spreads and the Company’s own credit spreads. These contracts
are not actively traded and therefore management expects the fair value gains and losses to
reverse to zero as the contract approaches maturity, except for economic claim payments made
by AGC and AGM. Expected loss to be paid for FG VIEs pursuant to AGC’s and AGM’s
financial guaranty policies is calculated in a manner consistent with financial guaranty insurance
contracts.

In order to effectively evaluate and manage the economics of the entire insured portfolio,
management compiles and analyzes loss information for all policies on a consistent basis. That is,
management monitors and assigns ratings and calculates expected losses in the same manner for all its
exposures regardless of form or differing accounting models. Management also considers contract
specific characteristics that affect the estimates of expected loss. The discussion of expected losses in
“—U.S. RMBS Loss Projections”, “—U.S. RMBS Loss Mitigation” and “—Other Non-RMBS Losses”
below encompasses expected losses on all policies in the insured portfolio, whatever the accounting
treatment, while Note 5, Financial Guaranty Insurance Contracts, of the Financial Statements and
Supplementary Data, encompasses policies accounted for as financial guaranty insurance.

Surveillance personnel are responsible for monitoring and reporting on all transactions in the
insured portfolio. The primary objective of the surveillance process is to monitor trends and changes in
transaction credit quality, detect any deterioration in credit quality, and recommend to management
such remedial actions as may be necessary or appropriate. All transactions in the insured portfolio are
assigned internal credit ratings, and Surveillance personnel are responsible for recommending
adjustments to those ratings to reflect changes in transaction credit quality.

Surveillance personnel present analysis related to potential losses to the Company’s loss reserve
committees for consideration in estimating the expected loss to be paid. Such analysis includes the
consideration of various scenarios with potential probabilities assigned to them. Depending upon the
nature of the risk, the Company’s view of the potential size of any loss and the information available to
the Company, that analysis may be based upon individually developed cash flow models, internal credit
rating assessments and sector-driven loss severity assumptions or judgmental assessments. In the case of
its assumed business, the Company may conduct its own analysis as just described or, depending on the
Company’s view of the potential size of any loss and the information available to the Company, the
Company may use loss estimates provided by ceding insurers. The Company’s loss reserve committees
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review and refresh the estimate of expected loss to be paid each quarter. The Company’s estimate of
ultimate loss on a policy is subject to significant uncertainty over the life of the insured transaction due
to the potential for significant variability in credit performance as a result of economic, fiscal and
financial market variability over the long duration of most contracts. The determination of expected
loss to be paid is an inherently subjective process involving numerous estimates, assumptions and
judgments by management.

U.S. RMBS Loss Projections

The Company projects losses on its insured U.S. RMBS on a transaction-by-transaction basis by
projecting the performance of the underlying pool of mortgages over time and then applying the
structural features (i.e., payment priorities and tranching) of the RMBS to the projected performance
of the collateral over time. The resulting projected claim paymenits or reimbursements are then
discounted using risk-free rates. For transactions where the Company projects it will receive recoveries
from providers of R&W, it projects the amount of recoveries and either establishes a recovery for
claims already paid or reduces its projected claim payments accordingly.

The further behind a mortgage borrower falls in making payments, the more likely it is that he or
she will default. The rate at which borrowers from a particular delinquency category (number of
monthly payments behind) eventually default is referred to as the “liquidation rate.” Liquidation rates
may be derived from observed roll rates, which are the rates at which loans progress from one
delinquency category to the next and eventually to default and liquidation. The Company applies
liquidation rates to the mortgage loan collateral in each delinquency category and makes certain timing
assumptions to project near-term mortgage collateral defaults from loans that are currently delinquent.

Mortgage borrowers that are not more than one payment behind (generally considered performing
borrowers) have demonstrated an ability and willingness to pay throughout the recession and mortgage
crisis, and as a result are viewed as less likely to default than delinquent borrowers. Performing
borrowers that eventually default will also need to progress through delinquency categories before any
defaults occur. The Company projects how many of the currently performing loans will default, and
when, by first converting the projected near-term defaults of delinquent borrowers derived from
liquidation rates into a vector of conditional default rates, then projecting how the conditional default
rates will develop over time. Loans that are defaulted pursuant to the conditional default rate after the
liquidation of currently delinquent loans represent defaults of currently performing loans. A conditional
default rate is the outstanding principal amount of defaulted loans liquidated in the current month
divided by the remaining outstanding amount of the whole pool of loans (or “collateral pool balance”).
The collateral pool balance decreases over time as a result of scheduled principal payments, partial and
whole principal repayments, and defaults.

In order to derive collateral pool losses from the collateral pool defaults it has projected, the
Company applies a loss severity. The loss severity is the amount of loss the transaction experiences on
a defaulted loan after the application of net proceeds from the disposal of the underlying property. The
Company projects loss severities by sector based on its experience to date.

The shape of the RMBS loss projection curves used by the Company in both the year end of 2011
and the year end of 2010 assume that the housing and mortgage markets will eventually recover. The
Company retained the same general shape of the RMBS loss projection curves at year end 2011 as at
year end 2010, reflecting the Company’s view, based on its observation of continued elevated levels of
early stage delinquencies, that the housing and mortgage market recovery is occurring at a slower than
previously expected pace. Over the course of 2011, the Company also made a number of changes to its
RMBS loss projection assumptions reflecting that same view of the housing and mortgage markets.

The scenarios the Company used to project RMBS collateral losses for second lien RMBS
transactions at year end 2011 were essentially the same as those it used at year end 2010, except that
based on its observation of the continued elevated levels of early stage delinquencies, (i) as noted
above, the Company retained the same general shape of its RMBS loss projection curves, (ii) the
Company increased its base case expected period for reaching the final conditional default rate in 2011;
and (iii) the Company adjusted the probability weightings it applied from year-end 2010 to reflect the
changes to those scenarios. Taken together, the changes in assumptions between year-end 2010 and
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2011 had the effect of reflecting a slower recovery in the housing market than had been assumed at the
beginning of the year.

The Company used the same general approach to project RMBS collateral losses for first lien
RMBS transactions at year end 2011 as it did at year end 2010, except that (i) as noted above, based
on its observation of the continued elevated levels of early stage delinquencies, the Company retained
the same general shape of its RMBS loss projection curves; (ii) based on its observation of increased
loss severity rates, the Company increased its projected loss severity rates in various of its scenarios;
and (iii) based on its observation of liquidation rates, the Company decreased the liquidation rates it
applies to non-performing loans (the Company made this change at year-end 2011). Finally, again
reflecting continued high levels of early stage delinquencies and increased loss severity rates, the
Company added a more stressful scenario at year-end 2011 reflecting an even slower potential recovery
in the housing and mortgage markets. Adjusting the probability weightings to include such fifth
scenario resulted in the scenario that the Company considers to be its base scenario (and which forms
the basis of the description in the following pages) to shift to the scenario that in previous quarters was
assumed to be one of the stress scenarios. Taken together, the changes in assumptions between
year-end 2010 and 2011 had the effect of (a) reflecting a slower recovery in the housing market than
had been assumed at the beginning of the year and (b) for subprime transactions increasing the initial
loss severities in most scenarios from 80% to 90% and for other first lien transactions increasing initial
loss severities from 60% to 65% and peak loss severities in a stress case from 60% to 75%.

The Company also used generally the same methodology to project the credit received for
recoveries in R&W at year-end 2011 as at year-end 2010. The primary difference relates to the
execution of the Bank of America Agreement and the inclusion of the terms of the agreement as a
potential scenario in transactions not covered by the Bank of America as well as incorporating the
projected terms of a potential agreement with another entity. Compared with year-end 2010, the
Company calculated R&W credits for two more second lien transactions and 11 more first lien
transactions where either it obtained loan files, concluded it had the right to obtain loan files that it
had not previously concluded were accessible or anticipates receiving a benefit due to an agreement or
potential agreement with an R&W provider.

Further detail regarding the assumptions and variables the Company used to project collateral
losses in its U.S. RMBS portfolio may be found in Note 5, Financial Guaranty Insurance Contracts, of
the Financial Statements and Supplementary Data “U.S. Second Lien RMBS Loss Projections: HELOCs
and Closed-End Second Lien” and “U.S. First Lien RMBS Loss Projections: Alt-A First Lien, Option
ARM, Subprime and Prime.”

US. RMBS Loss Mitigation

On April 14, 2011, Assured Guaranty reached a comprehensive agreement with Bank of America
Corporation and its subsidiaries, including Countrywide Financial Corporation and its subsidiaries
(collectively, “Bank of America”), regarding their liabilities with respect to 29 RMBS transactions
insured by Assured Guaranty, including claims relating to reimbursement for breaches of R&W and
historical loan servicing issues (“Bank of America Agreement”). Of the 29 RMBS transactions, eight
are second lien transactions and 21 are first lien transactions. The Bank of America Agreement covers
Bank of America-sponsored securitizations that AGM or AGC has insured, as well as certain other
securitizations containing concentrations of Countrywide-originated loans that AGM or AGC has
insured. The transactions covered by the Bank of America Agreement have a gross par outstanding of
$4.4 billion ($4.1 billion net par outstanding) as of December 31, 2011, with 27% of Assured
Guaranty’s total BIG RMBS net par outstanding covered by the Bank of America Agreement.

Bank of America paid $1,042.7 million in 2011 in respect of covered second lien transactions and
is obligated to pay another $57.3 million by March 2012. In consideration of the $1.1 billion, the
Company has agreed to release its claims for the repurchase of mortgage loans underlying the eight
second lien transactions (i.e. Assured Guaranty will retain the risk of future insured losses without
further offset for R&W claims against Bank of America).

In addition, Bank of America will reimburse Assured Guaranty 80% of claims Assured Guaranty
pays on the 21 first lien transactions, until aggregate collateral losses on such RMBS transactions reach
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$6.6 billion. The Company accounts for the 80% loss sharing agreement with Bank of America as
subrogation. As the Company calculates expected losses for these 21 first lien transactions, such
expected losses will be offset by an R&W benefit from Bank of America for 80% of these amounts. As
of December 31, 2011, Bank of America had placed approximately $941.2 million of eligible assets in
trust in order to collateralize the reimbursement obligation relating to the first lien transactions. The
amount of assets required to be posted may increase or decrease from time to time, as determined by
rating agency requirements. As of December 31, 2011, the Company’s estimate of expected future
recoveries for the first lien transactions covered under the Bank of America Agreement was

$567.9 million, discounted and gross of reinsurance. As of December 31, 2011, cumulative collateral
losses on the 21 first lien RMBS transactions were approximately $2.0 billion. The Company estimates
that cumulative projected collateral losses for these first lien transactions will reach $4.9 billion, which
will result in estimated gross expected losses to the Company of $709.9 million before considering
R&W recoveries from Bank of America, and $142.0 million after considering such R&W recoveries. As
of December 31, 2011, the Company had been reimbursed $58.8 million and had invoiced for an
additional $6.7 million in claims paid in December with respect to the covered first lien transactions
under the Bank of America Agreement.

The benefit for R&W in 2011 reflects higher expected recoveries across all transactions as a result
of the Bank of America Agreement. For transactions covered under the Bank of America Agreement,
the R&W benefit has been updated to reflect amounts collected and expected to be collected under
the terms of the Bank of America Agreement. For transactions with other sponsors of U.S. RMBS,
against which the Company is pursuing R&W claims, the Company has increased the benefit for R&W
in 2011 to reflect the probability that actual recovery rates may be higher than originally expected. For
transactions involving R&W providers other than Bank of America, the Company has continued to
review additional loan files and has found breach rates consistent with those in the Bank of America
transactions.

The Company believes the Bank of America Agreement was a significant step in the effort to
recover U.S. RMBS losses the Company experienced resulting from breaches of R&W. The Company is
continuing to pursue other representation and warranty providers for U.S. RMBS transactions it has
insured. See “Recovery Litigation” in Note 5, Financial Guaranty Insurance Contracts, of the Financial
Statements and Supplementary Data for a discussion of the litigation proceedings the Company has
initiated against other R&W providers.

The Company is in the process of enforcing claims for breaches of R&W regarding the
characteristics of the loans included in the collateral pools. Through December 31, 2011 the Company
has caused entities providing R&Ws to pay or agree to pay approximately $2.4 billion in respect of
their R&W liabilities. Of this, $1.8 billion are payments made or to be made directly to the Company
pursuant to agreements with R&W providers (e.g. the Bank of America Agreement) and approximately
$595.8 million are amounts paid (or committed to be paid) into the relevant RMBS transactions
pursuant to the transaction documents.

The $1.8 billion of payments made or to be made directly to the Company by R&W providers
includes $1.2 billion that has already been received by the Company as well as $631.9 million the
Company projects receiving in the future pursuant to such currently existing agreements. Because most
of that $631.9 million is projected to be received through loss-sharing arrangements, the exact amount
the Company will receive will depend on actual losses experienced by the covered transactions. That
$631.9 million is included in the Company’s calculated credit for R&W recoveries, described below.

The $595.8 million paid, or committed to be paid, by R&W providers into the relevant RMBS
transactions pursuant to the transaction documents flow through the transaction “waterfalls.” Because
the Company may insure only a portion of the capital structure of a transaction, such payments will not
necessarily directly benefit the Company dollar-for-dollar, especially in first lien transactions. However,
such payments do reduce collateral pool losses and so usually reduce the Company’s expected losses.

Based on this success in pursuing R&W breaches to date, the Company calculates a credit for
future R&W recoveries where the R&W were provided by an entity the Company believes to be
financially viable and where the Company already has access or believes it will attain access to the
underlying mortgage loan files. Where the Company has an agreement or potential agreement with an
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R&W provider (e.g., the Bank of America Agreement), that credit is based on the agreement or
potential agreement. In second lien RMBS transactions where there is no agreement or advanced
discussions, this credit is based on a percentage of actual repurchase rates achieved across those
transactions where material repurchases have been made, while in first lien RMBS transactions, where
there is no agreement or advanced discussions, this credit is estimated by reducing collateral losses
projected by the Company to reflect a percentage of the recoveries the Company believes it will
achieve, which factor is derived based on the number of breaches identified to date and incorporated
scenarios based on the amounts the Company was able to negotiate under the Bank of America
Agreement. The first lien approach is different from the second lien approach because the Company’s
first lien transactions have multiple tranches and a more complicated method is required to correctly
allocate credit to each tranche. In each case, the credit is a function of the projected lifetime collateral
losses in the collateral pool, so an increase in projected collateral losses increases the R&W credit
calculated by the Company. Further detail regarding how the Company calculates these credits may be
found under “Breaches of Representations and Warranties” in Note 5, Financial Guaranty Insurance
Contracts, of the Financial Statements and Supplementary Data. The net expected losses to be paid
includes an R&W credit of $1,649.8 million net of reinsurance. Of this, $598.1 million is the projected
benefit of existing agreements with R&W providers.

The Company projects the overall future cash flow from a collateral pool by adjusting the payment
stream from the principal and interest contractually due on the underlying mortgages for (a) the
collateral losses it projects as described above, (b) assumed voluntary prepayments and (c) recoveries
for breaches of R&W as described above. The Company then applies an individual model of the
structure of the transaction to the projected future cash flow from that transaction’s collateral pool to
project the Company’s future claims and claim reimbursements for that individual transaction. Finally,
the projected future claims and reimbursements are discounted using a current risk-free rate to arrive
at expected loss to be paid. As noted above, the Company runs several sets of assumptions regarding
mortgage collateral performance, or scenarios, and probability-weights them.

Other Non-RMBS Losses

For student loans, the Company is projecting approximately $74.6 million of net expected loss to
be paid in these portfolios. In general the losses are due to: (i) the poor credit performance of private
student loan collateral; (ii) high interest rates on auction rate securities with respect to which the
auctions have failed or (iii) high interest rates on variable rate demand obligations that have been put
to the liquidity provider by the holder and are therefore bearing high “bank bond” interest rates. The
largest of these losses was approximately $27.5 million and related to a transaction backed by a pool of
private student loans ceded to AG Re by another monoline insurer. The guaranteed bonds were issued
as auction rate securities that now bear a high rate of interest due to the downgrade of the primary
insurer’s financial strength rating. Further, the underlying loan collateral has performed below
expectations. The decrease of approximately $3.3 million in net expected loss during 2011 is due to
favorable commutations achieved by the primary insurer on some transactions partially offset by
deterioration in other transactions.

The Company projects losses for trust preferred securities collateralized debt obligations (“TruPS
CDOs”) by projecting the performance of the asset pools across several scenarios (which it weights)
and applying the CDO structures to the resulting cash flows. As of December 31, 2011, the Company
has projected net expected losses to be paid for TruPS CDOs of $64.2 million. The decrease of
approximately $25.5 million in net expected loss during 2011 was driven primarily by the effect of lower
LIBOR rates on the floating rate coupons of certain transactions (which was partially offset by
reduction in risk free rates used to discount loss projections).

The Company has insured $2.4 billion of net par in XXX life insurance reserve securitizations
based on discrete blocks of individual life insurance business of which $923.0 million is rated BIG.
Based on its analysis of the information currently available, including estimates of future investment
performance provided by the investment manager, and projected credit impairments on the invested
assets and performance of the blocks of life insurance business at December 31, 2011, the Company’s
projected net expected loss to be paid of $131.6 million. The increase of approximately $56.6 million
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during 2011 is due primarily to deterioration in RMBS investments and a reduction of the risk free rate
used to discount loss projections.

As of December 31, 2011, the Company had exposure to sovereign debt of Greece through
financial guarantees of €200.0 million of debt (€165.1 million on a net basis) due in 2037 with a 4.5%
fixed coupon and €113.9 million of debt (€52.6 million on a net basis) due in 2057 with a 2.085%
inflation-linked coupon. The Hellenic Republic of Greece, as obligor, has been paying interest on such
notes on a timely basis. On February 24, 2012, Greece announced the terms of exchange offers and
consent solicitations that request the voluntary participation by holders of certain Greek bonds in an
exchange that would result in the reduction of 53.5% of the notional amount of such bonds, and
request the consent of holders to amendments of the bonds that could be used to effectively impose
the same terms on holders that do not voluntarily participate in the exchange. On February 23, 2012,
the Greek Parliament enacted legislation that introduces collective action clauses into eligible Greek
law governed bonds to permit the terms of such bonds to be amended with the consent of less than alf
the holders of those bonds. The bonds insured under the financial guarantees were included in the list
of Greek bonds covered by the exchange offer and/or consent solicitation. The bonds due in 2037 were
issued under Greek law and thus are susceptible to a coercive exchange pursuant to the new legislation
that might trigger a claim under the Company’s policy. The bonds due in 2057 were issued under
English law and already contain a collective action clause that could entail similar results. Greece has
stated that its use of collective action clauses will depend on the level of participation in the exchange
offer and/or consent solicitation. The Company is currently evaluating the exchange offer and consent
solicitation. If Greece does not utilize the collective action clauses, the Company believes the proposal
should not trigger claim payments under its financial guarantees. The Company has considered a
variety of scenarios in its loss reserve estimation process including the nature of the proposed exchange
and the value of the consideration it would receive if it were to participate in the exchange, either
voluntarily or involuntarily. The expected loss to be paid was $64.7 million gross of reinsurance and
$42.6 million net of reinsurance as of December 31, 2011.

The Company also has expected losses for certain other transactions discussed in Note 5, Financial
Guaranty Insurance Contracts, of the Financial Statements and Supplementary Data, including
Jefferson County, a transaction backed by revenues from “yellow pages”, and transactions backed by
manufactured housing loans.

Net expected loss to be paid in the tables below consists primarily of the present value of future:
expected claim payments, expected recoveries of excess spread in the transaction structures, cessions to
reinsurers, and expected recoveries for breaches of R&W and other loss mitigation strategies.
Assumptions used in the determination of the net expected loss to be paid presented below, such as
delinquency, severity, and discount rates and expected timeframes to recovery in the mortgage market
were consistent by sector regardless of the accounting model used.
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Net Expected Loss to be Paid

US RMBS:

First lien:
Prime firstlien..................
Alt-Afirstlien . .................
Option ARM . ..................
Subprime................... ...

Total firstlien.................
Second Lien:
Closed-end second lien . . ..........
Home equity lines of credit
(“HELOCs”)

Total second lien...............

....................

US RMBS:

First lien:
Prime firstlien . .. ...............
Alt-A firstlien . .................
Option ARM . ..................
Subprime . .....................

Total first lien . .. ..............
Second Lien:

Closed-end second lien . .. .........

HELOCs ......................

Other structured finance ..............
Publicfinance .. ... .................

As of December 31, 2011

Total
Financial
Financial Guaranty
Guaranty Insurance Credit
Insurance(l) FG VIEs and VIEs(1) Derivatives(2) Total
(in millions)
$ 18 $8 — $ 18 $ — $ 1.8
130.2 4.7 1349 159.6 294.5
128.0 24.9 152.9 57.5 2104
95.7 44.6 140.3 101.0 241.3
355.7 74.2 429.9 318.1 748.0
(57.7) (21.9)  (79.6) (6.5) (86.1)
127.9 (159.0) (31.1) — (31.1)
70.2 (180.9)  (110.7) (6.5) (117.2)
4259 (106.7) 319.2 311.6 630.8
13.2 — 13.2 51.0 64.2
239.6 — 239.6 102.5 342.1
66.0 — 66.0 0.9 66.9
$744.7 $(106.7) ~$ 638.0 $466.0 $1,104.0
As of December 31, 2010
Total
Financial
Financial Guaranty
Guaranty Insurance Credit
Insurance(l) FG VIEs and VIEs(1) Derivatives(2) Total
(in millions)
$ 14 $ — § 14 $ — $ 14
195.7 (11.3) 184.4 2154 399.8
524.2 (0.5) 523.7 105.1 628.8
230.7 (30.3) 200.4 110.2 310.6
952.0 (42.1) 909.9 430.7 1,340.6
52.8 3.8 56.6 30.9 87.5
(893.2) 87.5 (805.7) — (805.7)
(840.4) 91.3 (749.1) 30.9 (718.2)
111.6 49.2 160.8 461.6 622.4
(0.6) — (0.6) 90.9 90.3
159.7 — 159.7 101.5 261.2
88.9 — 88.9 — 88.9
$ 359.6 $49.2 $ 408.8 $654.0 $1,062.8

(1) Refer to Note 5, Financial Guaranty Insurance Contracts, of the Financial Statements and Supplementary Data for
additional information related to the accounting for financial guaranty insurance contracts.

(2) Refer to Note 7, Financial Guaranty Contracts Accounted for as Credit Derivatives, of the Financial Statements and
Supplementary Data for additional information related to the accounting for credit derivative contracts.
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The following table presents a roll forward of the net expected loss to be paid for the year ended
December 31, 2011 before and after consideration of R&W benefits. The amounts presented below do
not represent amounts recorded as loss reserves in the consolidated financial statements because of the
various accounting models required under GAAP, but instead represent the economic changes in loss
estimates for the insured portfolio as a whole, which is how management analyzes the information.
Expected losses to be paid are first calculated without consideration of the expected R&W benefit.
Then, based on updated loss estimates, loan reviews, executed contractual agreements such as the Bank
of America Agreement, and progress made on receiving commitments to put-back defective loans, the
expected R&W benefit is updated, which reduces the net amount of expected loss to be paid. Amounts
presented are net of cessions to third-party reinsurers.

Net Expected Loss to be Paid, Before Benefit for Recoveries of R&W
Roll Forward by Sector(1)

Net Expected Loss Economic (Paid) Net Expected Loss
to be Paid as of Loss Recovered to be Paid as of
December 31, 2010  Development(2) Losses December 31, 2011

(in millions)

U.S. RMBS:

First lien:
Prime first lien . ............... $ 25 $ 23 $ — $ 48
Alt-A first lien . ....... ... .. ... 548.2 250.4 (96.9) 701.7
Option ARM . ................ 940.9 514.6 (520.7) 934.8
Subprime . ................... 337.4 27.6 (22.2) 342.8
Total first lien . .............. 1,829.0 794.9 (639.8) 1,984.1

Second lien:

Closed-end second lien . ... ... ... 265.7 (46.0) (82.0) 137.7
HELOCs ....... ... ..., 198.4 290.3 (329.9) 158.8
Total second lien . . ........... 464.1 2443 (411.9) 296.5
Total US.RMBS ................. 2,293.1 1,039.2 (1,051.7) 2,280.6
TuPS . .. 90.3 (21.0) (5.1) 64.2
Other structured finance ............ 261.2 100.8 (19.9) 342.1
Public finance . ............ ... ... 88.9 433 (65.3) 66.9
Total . .. ... $2,733.5 $1,162.3 $(1,142.0) $2,753.8
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Net Expected Loss to be Paid, Net of Benefit for Recoveries of R&W
Roll Forward by Sector(1)

Net Expected Loss (Paid) Net Expected Loss
to be Paid as of Economic Loss  Recovered to be Paid as of
December 31, 2010  Development(2) Losses December 31, 2011

(in millions)

U.S. RMBS:
First lien:
Prime firstlien ................ $ 14 $ 04 $ — $ 18
Alt-Afirstlien................. 399.8 (10.6) (94.7) 294.5
Option ARM.................. 628.8 7.6 (426.0) 2104
Subprime .................... 310.6 (47.1) (22.2) 241.3
Total first lien. . .............. 1,340.6 (49.7) (542.9) 748.0
Second lien:
Closed-end second lien. ... ....... 87.5 (100.6) (73.0) (86.1)
HELOGCs..................... (805.7) 151.0 623.6 (31.1)
Total second lien ............. (718.2) 504 550.6 (117.2)
Totat US.RMBS .. ................ 622.4 0.7 7.7 630.8
TruPS ... 90.3 (21.0) 6.1 64.2
Other structured finance . . ........... 261.2 100.8 (19.9) 342.1
Public finance .................... 88.9 43.3 (65.3) 66.9
Total ........ . ... . ... $1,062.8 $ 123.8 $ (82.6) 1,104.0

(1) Amounts exclude reserves for mortgage business of $1.9 million and $2.1 million as of December 31, 2011 and
December 31, 2010, respectively.

(2) Economic loss development includes the effects of changes in assumptions based on observed market trends, changes in
discount rates, accretion of discount and the economic effects of loss mitigation efforts.

Total economic loss development in 2011 was $123.8 million. U.S. RMBS development was a net
development of $0.7 million which reflects higher losses in the underlying collateral, largely offset by a
higher R&W benefit as a result of the Bank of America Agreement, and additional loan reviews that
demonstrate similar breach rates for other counterparties. The net R&W development in 2011 was an
increase of $1,038.5 million, which served to offset loss development in U.S. RMBS of $1,039.2 million.
Loss development, before the consideration of R&W benefit was a function of several factors including:
increasing the assumed period of time for reaching the final conditional default rate, updated
probability weightings of its various scenarios, and increased first lien severity. In 2011, the Company
probability weighted several possible outcomes and estimated a net expected loss to be paid of
$42.6 million ($64.7 million gross of reinsurance). Due to the decline in interest rates in 2011 and the
GAAP requirement to update discount rates at each reporting period to the current risk free rates, the
economic loss development was negatively affected, although this change does not reflect additional
credit deterioration. The remainder of the economic loss development related primarily to increased
loss adjustment expense estimates, and changes in other structured finance and public finance loss
estimates that are mostly based on transaction-specific facts and circumstances.

Accounting Treatment of Losses for Transactions Accounted for as Financial Guaranty Insurance

For transactions accounted for as financial guaranty insurance under GAAP, each transaction’s
expected loss to be expensed, net of estimated R&W recoveries, is compared with the deferred
premium revenue of that transaction. Generally, when the expected loss to be expensed exceeds the
deferred premium revenue, a loss is recognized in the income statement for the amount of such excess.
When the Company measures operating income, a non-GAAP financial measure, it calculates the credit
derivative and FG VIE losses incurred in a similar manner. Changes in fair value in excess of expected
loss that are not indicative of economic deterioration are not included in operating income.

For financial guaranty contracts accounted for as insurance, the amounts reported in the GAAP
financial statements may only reflect a portion of the current period’s economic development and may
also include a portion of prior-period economic development. The difference between economic loss
development and loss and LAE recognized in income is essentially loss development and accretion for
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financial guaranty insurance contracts that is, or was previously, absorbed in unearned premium
reserve. Such amounts have not yet been recognized in income. The table below provides a comparison
of the pretax reported amounts under both GAAP net income and non-GAAP operating income, and
economic loss development by sector.

Comparison of Loss Measures

Year Ended December 31, 2011 Year Ended December 31, 2010
Loss Expense Loss Expense
Non-GAAP Non-GAAP
Loss and LAE Operating Economic Loss Loss and LAE Operating Economic Loss
Reported(1) Basis(2) Development Reported(1) Basis(2) Development
(in millions)
U.S. RMBS:
First lien:
Prime first lien . . $ 01 $ 01 $ 04 $ 09 $ 09 $ 14
Alt-A first lien . . 52.5 39.2 (10.6) 32,6 98.2 108.0
Option ARM . .. 146.5 203.7 7.6 246.6 274.6 157.2
Subprime ... .. (48.1) ﬂ) il) 69.8 1_38_5 178.0
Total first lien . 151.0 205.3 (49.7) 3499 512.2 444.6
Second lien:
Closed-end
second lien . . . (7.8) (23.3) (100.6) (4.9) 1.7 (68.8)
HELOGs. .. ... 152.7 182.7 151_.9 (29.5) (15.1) (86.3)
Total second
lien ...... 144.9 159.4 5(L4 (34.4) (13.4) (155.1)
Total U.S. RMBS . .. 295.9 364.7 0.7 3155 498.8 289.5
Other structured
finance......... 117.6 99.3 79.8 63.6 154.6 147.5
Public finance ... .. 48.4 29.3 42 329 33._9 10.5
Total. ........... 461.9 493.3 123.8 412.0 687.3 447.5
Other . ....... — — — 0.2 0.2 —_
Total. .. ......... $461.9 $493.3 $ 123.8 $412.2 $687.5 $ 4475

(1) Represents amounts reported on the consolidated statements of operations in accordance with GAAP, which include only
those policies that are accounted for as financial guaranty insurance.

(2) Represents reported loss and LAE adjusted to include comparable amounts related to FG VIEs and credit derivatives in a
manner consistent with the financial guaranty insurance accounting model. This represents “loss expense” included in
operating income.
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The table below presents the expected timing of loss recognition for insurance contracts on both a
reported GAAP and non-GAAP operating income basis.

Present Value (“PV”) of Financial Guaranty Insurance Net Expected Loss to be Expensed
As of December 31, 2011

Net Expected Loss to be Expensed

In GAAP In Non-GAAP
Reported Income  Operating Income

(in millions)

2012 (January 1 - March 31) . ................ $ 321 $ 371
2012 (April 1 = June 30) .. .................. 27.5 318
2012 (July 1 — September 30). . .. ............. 24.0 28.1
2012 (October 1 — December 31) . ............. 20.9 24.7
Subtotal 2012 . ............. ... ... ..... 104.5 121.7
2003, . 61.0 80.6
2014, .. 44.0 63.7
2005, 34.9 53.2
2006. ... 309 46.5
2017-2021 . .. .. 1353 183.3
2022-2026 . ... 68.1 92.6
2027-2031 . .. 34.4 62.3
After 2031 ... ... . 243 56.2
Total expected PV of net expected loss to be
expensed ... ... ... 537.4 760.1
Discount ........... ... .. . ... 276.1 3214
Total future value ....................... $813.5 $1,081.5

The table below provides a reconciliation of the Company’s expected loss to be paid to expected
loss to be expensed. See Note S, Financial Guaranty Insurance Contracts, of the Financial Statements
and Supplementary Data.

Financial Guaranty Insurance
Reconciliation of Present Value of Net Expected Loss to be Paid
and Present Value of Net Expected Loss to be Expensed

Non-GAAP
GAAP Operating Income
Reported Basis(2) Basis
As of December 31, As of December 31,
2011 2010 2011 2010
(in millions)

Net expected losstobe paid. . ........................ $ 7447 $3596 $6380 $ 4088
Contra-paid, net . ......... ... ... .. ... ..., 73.4 121.3 206.3 2413
Salvage and subrogation recoverable, net ................ 327.1 903.0 585.2 995.2
Loss and LAE reserve, net(1). . ....................... (607.8) (550.0) (669.4)  (599.5)
Net expected loss tobe expensed .. .................... $5374 $8339 $760.1 $1,045.8

(1) Represents loss and LAE reserves, net of reinsurance recoverable on unpaid losses, excluding $1.9 million and $2.1 ‘milkion
in reserves for other runoff lines of business as of December 31, 2011 and 2010, respectively.

(2) The difference between GAAP reported basis and non-GAAP operating income basis relates to FG VIEs.

Net Change in Fair Value of Credit Derivatives

Financial guaranty contracts accounted for as credit derivatives are generally structured such that
the circumstances giving rise to the Company’s obligation to make loss payments are similar to those
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for financial guaranty insurance contracts and only occurs upon one or more defined credit events such
as failure to pay or bankruptcy, in each case, as defined within the transaction documents, with respect
to one or more third-party referenced securities or loans. Financial guaranty contracts accounted for as
credit derivatives are primarily comprised of CDS. In general, the Company structures credit derivative
transactions such that the circumstances giving rise to the Company’s obligation to make loss payments
are similar to those for financial guaranty insurance contracts but are governed by ISDA
documentation. Until the Company ceased selling credit protection through credit derivative contracts
in the beginning of 2009, following the issuance of regulatory guidelines that limited the terms under
which the credit protection could be sold, management considered these agreements to be a normal
part of its financial guaranty business.

These contracts generally qualify as derivatives under U.S. GAAP, and are reported at fair value,
with changes in fair value included in earnings. Fair value is defined as the amount at which an asset or
liability could be bought or sold in a current transaction between willing parties. The fair value gain or
loss is based on estimated market pricing and may not be an indication of ultimate claims. Changes in
fair value of credit derivatives occur because of changes in interest rates, credit spreads, credit ratings
of the referenced obligations, the Company’s credit spread, settlements and other market factors. The
unrealized gains (losses) on credit derivatives, excluding expected losses to be paid (which are included
in the previous section), is expected to reverse to zero as the exposure approaches its maturity date,
unless there is a payment default on the exposure or early termination that was not anticipated in the
expected losses to be paid. Expected losses to be paid in respect of contracts accounted for as credit
derivatives are included in the discussion above: “—Losses in the insured portfolio.” See also
“—Liquidity and Capital Resources—Liquidity Requirements and Sources.”

In the event that the Company is able to terminate and does terminate a credit derivative contract
prior to maturity, the resulting gain or loss is realized through net change in fair value of credit
derivatives. Changes in the fair value of the Company’s credit derivatives that do not reflect actual or
expected claims or credit losses have no impact on the Company’s statutory claims paying resources,
rating agency capital or regulatory capital positions.

The impact of changes in credit spreads will vary based upon the volume, tenor, interest rates, and
other market conditions at the time these fair values are determined. In addition, since each
transaction has unique collateral and structural terms, the underlying change in fair value of each
transaction may vary considerably. The fair value of credit derivative contracts also reflects the change
in the Company’s own credit cost based on the price to purchase credit protection on AGC and AGM.
The Company determines its own credit risk based on quoted CDS prices traded on the Company at
each balance sheet date. Generally, a widening of the CDS prices traded on AGC and AGM has an
effect of offsetting unrealized losses that result from widening general market credit spreads, while a
narrowing of the CDS prices traded on AGC and AGM has an effect of offsetting unrealized gains that
result from narrowing general market credit spreads. An overall narrowing of spreads generally results
in an unrealized gain on credit derivatives for the Company and an overall widening of spreads
generally results in an unrealized loss for the Company.

There are typically no quoted prices for its instruments or similar instruments as CDS issued by
financial guaranty insurance companies. Financial guaranty contracts do not typically trade in active
markets. Observable inputs other than quoted market prices exist; however, these inputs reflect
contracts that do not contain terms and conditions similar to those in the credit derivatives issued by
the Company. Therefore, the valuation of the Company’s credit derivative contracts requires the use of
models that contain significant, unobservable inputs, and are classified as Level 3 in the fair value
hierarchy. See Note 6, Fair Value Measurement, of the Financial Statements and Supplementary Data.

The fair value of these instruments represents the difference between the present value of
remaining contractual premiums charged for the credit protection and the estimated present value of
premiums that a comparable financial guarantor would hypothetically charge for the same protection at
the balance sheet date. The fair value of these contracts depends on a number of factors including
notional amount of the contract, expected term, credit spreads, changes in interest rates, the credit
ratings of the referenced entities, the Company’s own credit risk and remaining contractual flows.
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Contractual cash flows are the most readily observable inputs since they are based on the CDS
contractual terms. These variables include:

* net premiums received and receivable on written credit derivative contracts,
* net premiums paid and payable on purchased contracts,

* losses paid and payable to credit derivative contract counterparties and

* losses recovered and recoverable on purchased contracts.

These models are primarily developed internally based on market conventions for similar
transactions that the Company observed in the past. There has been very limited new issuance activity
in this market over the past three years and as of December 31, 2010, market prices for the Company’s
credit derivative contracts were generally not available. Inputs include various market indices, credit
spreads, the Company’s own credit spread, and estimated contractual payments to estimate the fair
value of its credit derivatives. ~

Management considers the non-standard terms of its credit derivative contracts in determining the
fair value of these contracts. These terms differ from more standardized credit derivatives sold by
companies outside of the financial guaranty industry. The non-standard terms include the absence of’
collateral support agreements or immediate settlement provisions. In addition, the Company employs
relatively high attachment points. Because of these terms and conditions, the fair value of the
Company’s credit derivatives may not reflect the same prices observed in an actively traded market of
CDS that do not contain terms and conditions similar to those observed in the financial guaranty
market. The Company’s models and the related assumptions are continuously reevaluated by
management and enhanced, as appropriate, based upon improvements in modeling techniques and
availability of more timely and relevant market information. The Company considers R&W claim
recoveries in determining the fair value of its CDS contracts.

Valuation models include the use of management estimates and current market information.
Management is also required to make assumptions on how the fair value of credit derivative
instruments is affected by current market conditions. Management considers factors such as current
prices charged for similar agreements, performance of underlying assets, life of the instrument and the
nature and extent of activity in the financial guaranty credit derivative marketplace. The assumptions
that management uses to determine its fair value may change in the future due to market conditions.
Due to the inherent uncertainties. of the assumptions used in the valuation models to determine the fair
value, actual experience may differ from the estimates reflected in the Company’s consolidated financial
statements and the differences may be material.

Net Change in Fair Value of Credit Derivatives Gain (Loss)

Year Ended December 31,
2011 2010 2009
(in millions)
Net credit derivative premiums received and receivable . $ 184.7 § 206.8 $ 168.1
Net ceding commissions (paid and payable) received

andreceivable . . . ...... ... ... . . o L. 34 35 22

Realized gains on credit derivatives . ............ 188.1 210.3 170.3

Termination losses . . . ....................... (22.5) - =
Net credit derivative losses (paid and payable)

recovered and recoverable . . . ... [P (159.6)  (56.8) 6.7)
Total realized gains and other settlements on credit

derivatives. . .. ... ... . . e 6.0 1535 163.6
Net unrealized gains (losses) on credit derivatives. . . . . 5537 (155.1) (337.8)

Net change in fair value of credit derivatives. . ... .. $559.7 $§ (1.6) $(174.2)

Net credit derivative premiums have declined in 2011 compared with 2010 due to the decline in
the net par outstanding to $85.0 billion as of December 31, 2011 from $109.8 billion as of
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December 31, 2010. The Company has terminated $11.5 billion in net par outstanding in 2011, resulting
in accelerations of future premiums of $24.7 million. Because the Company no longer anticipates
writing new business using a CDS form of execution, premiums are expected to decline in the
foreseeable future. In addition, several CMBS CDS contracts were terminated for a payment of

$22.5 million in 2011. These contracts had carried high rating agency capital charges prior to
termination.

Net Change in Unrealized Gains (Losses) in Credit Derivatives By Sector

Year Ended December 31,
Asset Type 2011 2010 2009
(in millions)

Pooled corporate obligations:

Collateralize loan obligations/Collateralized bond obligations . ... ... $ 104 $§ 21 §$1523
Synthetic investment grade pooled corporate ... ................ 15.6 (1.9) (24.0)
Synthetic high yield pooled corporate .. ...................... (1.2) 10.8 104.7
TruPS CDOS . ..o e 14.3 59.1 (44.1)
Market value CDOs of corporate obligations . . . ................ 0.3) (0.1) (0.6)
CDO of CDOs (COtporate) . . . ..o iee e e iee e — — 6.3
Total pooled corporate obligations .. .......................... 38.8 70.0 194.6
U.S. RMBS:
Alt-A option ARMs and Alt-A first lien . ..................... 2999  (2804) (429.3)
Subprime first lien (including net interest margin) ............... 240 (10.1) 4.9
Prime first lien. . . . ... ... . 46.9 (8.3) (85.2)
Closed end second lien and HELOCs . . ...................... 10.5 (2.0) 11.6
Total US. RMBS ... ... e 381.3  (300.8) (498.0)
CMBS .. e 10.4 10.1 (41.1)
Other(1) . . oottt 123.2 65.6 6.7
Total .. e $553.7  $(155.1) $(337.8)

(1) “Other” includes all other U.S. and international asset classes, such as commercial receivables, international infrastructure,
international RMBS securities, and pooled infrastructure securities.

Effect of the Company’s Credit Spread Change on
Fair Value of Credit Derivatives Gain (Loss)

Year Ended December 31,
2011 2010
(in millions)

Change in fair value of credit derivatives:
Before considering implication of the Company’s credit
SPreads . . ... $(68.6) $ 464.2
Resulting from change in the Company’s credit spreads. ..  622.3 (619.3)

After considering implication of the Company’s credit
SPIEAdS . . . vttt e $553.7 $(155.1)

Management believes that the trading levels of AGC’s and AGM’s credit spreads are due to the
correlation between AGC’s and AGM'’s risk profile and the current risk profile of the broader financial
markets and to increased demand for credit protection against AGC and AGM as the result of its
financial guaranty volume, as well as the overall lack of liquidity in the CDS market. Offsetting the
inception to date benefit attributable to AGC’s and AGM’s credit spread were fair value losses in fixed
income security market prices primarily attributable to widening spreads in certain markets as a result
of the continued deterioration in credit markets and some credit rating downgrades. The higher credit
spreads in the fixed income security market are due to the lack of liquidity in the high-yield CDO and
CLO markets as well as continuing market concerns over the most recent vintages of subprime RMBS.
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In 2011, U.S. RMBS unrealized fair value gains were generated primarily in the Option ARM,
Alt-A, prime first lien and subprime sectors due to tighter implied net spreads. The tighter implied net
spreads were primarily a result of the increased cost to buy protection in AGC’s name as the market
cost of AGC’s credit protection increased. These transactions were pricing above their floor levels (or
the minimum rate at which the Company would consider assuming these risks based on historical
experience); therefore when the cost of purchasing CDS protection on AGC, which management refers
to as the CDS spread on AGC, increased, the implied spreads that the Company would expect to
receive on these transactions decreased. The unrealized fair value gain in Other primarily resulted from
tighter implied net spreads on a XXX life securitization transaction and a film securitization, which -
also resulted from the increased cost to buy protection in AGC’s name, referenced above. The cost of
AGM’s credit protection also increased during the year, but did not lead to significant fair value gains,
as the majority of AGM policies continue to price at floor levels. Claim payments increased primarily
due to payments on transactions that were either restructured or where we obtained collateral.

With respect to CDS transactions for which there is an expected claim payment within the next
twelve months, the allocation of gross spreads was revised in the first quarter 2011 to reflect a higher
allocation to the cost of credit rather than the bank profit component. In the current market, it is
assumed that a bank would be willing to accept a lower profit on distressed transactions in order to
remove these transactions from its financial statements. The effect of this refinement in assumptions
was an increase in fair value losses of $260.4 million during the first quarter 2011 and was concentrated
in the Alt-A first lien and Option ARM sectors.

In 2010, U.S. RMBS unrealized fair value losses were generated primarily in the Alt-A option
ARM and Alt-A first lien sector due to wider implied net spreads. The wider implied net spreads were
a result of internal ratings downgrades on several of these Alt-A option ARM and Alt-A first lien
policies. The unrealized fair value gain within the TruPS CDO and Other asset classes resulted from
tighter implied spreads. These transactions were pricing above their floor levels (or the minimum rate
at which the Company would consider assuming these risks based on historical experience); therefore
when the cost of purchasing CDS protection on AGC and AGM increased, which management refers
to as the CDS spread on AGC or AGM, the implied spreads that the Company would expect to receive
on these transactions decreased. During 2010, AGC’s and AGM’s spreads widened. However, gains due
to the widening of the Company’s own CDS spreads were offset by declines in fair value resulting from
price changes and the internal downgrades of several U.S. RMBS policies referenced above.

In 2009, AGC’s and AGM’s credit spreads narrowed, but remained relatively wide compared to
pre-2007 levels. Offsetting the benefit attributable to AGC’s and AGM’s wide credit spread were
declines in fixed income security market prices primarily attributable to widening spreads in certain
markets as a result of the continued deterioration in credit markets and some credit rating downgrades.
The higher credit spreads in the fixed income security market were primarily due to continuing market
concerns over the most recent vintages of Subprime RMBS and trust-preferred securities.
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The net par outstanding of the Company’s credit derivatives with counterparties in the financial
services industry is presented below.

Net Par Outstanding by Credit Derivative Counterparty
As of December 31, 2011

(in millions)

Deutsche Bank AG . .. ... .. i e e $ 9,882
Barclays Capital . ..... ... ... . 9,244
JPMorgan Chase & Co. ......... .. .. ... .. i, 7,660
Bank of America Corporation ............... ... ... 7,339
Dexia Bank Belgium . ....... .. .. ... . . . .. 7,103
Royal Bank of Scotland Group PLC......... ... ... ...t 6,079
BNP Paribas Finance Inc. . ....... ... . . .. i 5,661
HSBC Holdings PLC . . .. . ... .. i 4,546
Other(1) . ... . e 27,533

Total . .o e $85,047

(in millions)

Deutsche Bank AG . . .. ..ot e $ 11,829
Bank of America Corporation . ........... ... .o, 10,642
JPMorgan Chase & CoO. . ... ... i i e 10,277
Barclays Capital .......... .. .. . ... . . 10,015
Royal Bank of Scotland Group PLC . .. ... ... .. ......... .. ... 8,518
Dexia Bank . . .. ... . e 8,472
BNP Paribas Finance Inc. . ......... ... .. ... ... .. ... ..... 6,079
Other(1) . . ..o 43939

Total . ... $109,771

(1) Each counterparty within the “Other” category represents less than 5% of the total.

Fair Value Gain (Loss) on Committed Capital Securities

Committed capital securities (“CCS”) consist of committed preferred trust securities which allow
AGC and AGM to issue preferred stock to trusts created for the purpose of issuing such securities that
invest in high quality investments and selling put options to AGC and AGM in exchange for cash. The
fair value of CCS represents the difference between the present value of remaining expected put option
premium payments under AGC’s CCS (the “AGC CCS Securities”’) and AGM Committed Preferred
Trust Securities (the “AGM CPS Securities”) agreements and the value of such estimated payments
based upon the quoted price for such premium payments as of the reporting dates (see Note 6, Fair
Value Measurement, of the Financial Statements and Supplementary Data). Changes in fair value of
this financial instrument are included in the consolidated statement of operations. The significant
market inputs used were observable, therefore, the Company classified this fair value measurement as
Level 2 prior to the third quarter of 2011. The CCS were transferred to Level 3 on the fair value
hierarchy in the third quarter of 2011 because the Company was no longer able to obtain the same
level of pricing information as in past quarters.

A driver of fair value gain (loss) on CCS is the CDS spread of AGC and AGM. Generally,
widening of these CDS spreads from one period to the next results in gains while tightening results in
losses. See “Effect of Company’s Credit Spread Change on Fair Value of Credit Derivatives Gain
(Loss)” table in “—Net Change in Fair Value of Credit Derivatives” for information on AGC and
AGM CDS spreads.
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Change in Unrealized Gain (Loss) on Committed Capital Securities

Year Ended December 31,
2011 2010 2009
(in millions)

AGC CCS Securities .. .......uuineninnnnnn.n. $20.2 $7.1 $ (47.1)
AGM CPS Securities ... ....... ..., 149 21 (75.8)
TOtal oo $35.1 $92 $(122.9)

Amortization of Deferred Acquisition Costs

Amortization of deferred acquisition costs (“DAC”) in 2011 declined compared with 2010 due to
the cancellation of certain assumed reinsurance policies in 2010 which reduced ceding commission
expense. Amortization of DAC in 2010 included $9.3 million of amortization of AGMH ceding
commission income and none of AG Re’s amortization of ceding commission expense from the
intercompany cession from AGMH. In 2009, amortization of DAC included $10.0 million in AG Re
amortization of ceding commission expense related to the first six months of cessions from AGMH
(i.e., prior to the AGMH Acquisition). AGMH DAC was written off on July 1, 2009 and therefore
AGMH did not contribute a significant amount to the amortization of DAC in 2009.

AGMH Acquisition-Related Expenses

In 2010, AGMH Acquisition-related expenses were primarily comprised of consulting fees related
to integration efforts. In 2009, AGMH Acquisition- related expenses were primarily comprised of
severance costs, real estate, legal, consulting and relocation fees.

AGMH Acquisition-Related Expenses

Year Ended

December 31,
2010 2009

(in millions)
SEVETaANCE COSIS. & o v it ettt it e e e $— $40.4
Professional services . .. .......... .. ... .. 6.8 32.8
Office consolidation . ............. . .. .. ... — 19.1
Total. ... $6.8 $92.3
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Interest Expense

The following table presents the components of interest expense. Interest expense in 2011 and
2010 includes a full year of interest expense for AGMH debt and 2009 includes only the last six
months.

Interest Expense

Year Ended December 31,
2011 2010 2009
(in millions)

AGUS:

7.0% Seniof NOtES .« v v vt ittt et et e e e e e e $13.5 $135 $135

8.50% Senior Notes . . .......... ..., 16.1  16.0 8.3

Series A Enhanced Junior Subordinated Debentures . . . .. 9.8 9.8 9.8
AGUS total . ... . e 394 393 316
AGMH:

67% QUIBS . ... 7.2 7.2 3.6

0.25% NOtES . . oo ittt e e e 15.4 154 7.7

5609 NOtES . .. i vttt e e e 6.1 6.1 3.1

Junior Subordinated Debentures . .. ................. 249 24.9 12.4
AGMH total . . ... ... e 53.6 536 268
AGM:

Notes Payable .............. ... .. 6.1 6.7 4.4
AGMtotal . ... ... 6.1 6.7 4.4
Total .. ... . $99.1 $99.6 $62.8

Goodwill and Settlement of Pre-Existing Relationships

The Company reassessed the recoverability of goodwill in third quarter 2009 subsequent to the
AGMH Acquisition. AGMH had historically been the most significant ceding reinsurance company
within the Company’s assumed book of businéss. As a result of the AGMH Acquisition, which
significantly diminished the Company’s potential near future market for assuming reinsurance,
combined with the continued credit crisis, which has adversely affected the fair value of the Company’s
in-force policies, management determined that the full carrying value of $85.4 million of goodwill on its
books prior to the AGMH Acquisition should be written off in third quarter 2009.

In addition, the Company recognized a $232.6 million bargain purchase gain on the AGMH
Acquisition and also recorded a charge of $170.5 million to settle pre-existing relationships. The
bargain purchase gain represents the excess of the fair value of net assets acquired over the purchase
price. As disclosed in Note 3, Business Combinations, of the Financial Statements and Supplementary
Data, the Company and AGMH had a pre-existing reinsurance relationship in which the Company
assumed financial guaranty risks ceded to it by AGMH. This pre-existing relationship was effectively
settled at fair value. The Company determined fair value as the difference between contractual
premiums and the Company’s estimate of current market premiums.

Goodwill and Settlement of Pre-Existin'g Relationships

Year Ended
December 31, 2009

(in millions)

Goodwill impairment . ........ e $ 854
Gain on bargain purchase of AGMH ...................... (232.6)
Settlement of pre-existing relationships ... ............. .. ... _170.5

Total ..o e e $ 233

107



Provision for Income Tax

Deferred income tax assets and liabilities are established for the temporary differences between the
financial statement carrying amounts and tax bases of assets and liabilities using enacted rates in effect
for the year in which the differences are expected to reverse. Such temporary differences relate
principally to unrealized gains and losses on investments and credit derivatives, FG VIE fair value
adjustments, loss and LAE reserve, unearned premium reserve and tax attributes for net operating
losses, alternative minimum tax (“AMT”) credits and foreign tax credits. As of December 31, 2011 and
December 31, 2010, the Company had a net deferred income tax asset of $770.9 million and
$1,259.1 million, respectively. As of December 31, 2011, the Company has foreign tax credits carried
forward of $30.2 million which expire in 2018 through 2021. As of December 31, 2011, the Company
has AMT of $32.0 million which do not expire. Foreign tax credits of $22.3 million are from its
acquisition of AGMH. The Internal Revenue Code limits the amounts of foreign tax credits and AMT
credits the Company may utilize each year.

For the years ended December 31, 2011, 2010 and 2009, income tax expense was $258.8 million,
$55.6 million and $32.1 million and the Company’s effective tax rate was 25.0%, 10.1% and 27.5% for
the years ended December 31, 2011, 2010 and 2009, respectively. The Company’s effective tax rates
reflect the proportion of income recognized by each of the Company’s operating subsidiaries, with U.S.
subsidiaries taxed at the U.S. marginal corporate income tax rate of 35%, U.K. subsidiaries taxed at the
U.K. blended marginal corporate tax rate of 26.5%, and no taxes for the Company’s Bermuda holding
company and subsidiaries. For periods subsequent to April 1, 2011, the U.K. corporation tax rate has
been reduced to 26%, for periods prior to April 1, 2011 the U.K. corporation tax rate was 28%,
resulting in blended tax rate of 26.5%. Accordingly, the Company’s overall corporate effective tax rate
fluctuates based on the distribution of taxable income across these jurisdictions. During the year ended
December 31, 2010, a net tax benefit of $55.8 million was recorded by the Company due to the filing of
an amended tax return which included the AGMH and Subsidiaries tax group. The amended return
filed in September 2010 was for a period prior to the AGMH Acquisition and consequently, the
Company no longer has a deferred tax asset related to net operating loss or AMT credits associated
with the AGMH Acquisition. Instead, the Company has recorded additional deferred tax assets for loss
reserves and foreign tax credits and has decreased its liability for uncertain tax positions. The event
giving rise to this recognition occurred after the measurement period as defined by acquisition
accounting and thus the amount is included in the year ended December 31, 2010 net income. Included
in the $55.8 million net tax benefit was a decrease for uncertain tax positions, including interest and
penalties, of $9.2 million. In 2009 pre-tax income included the bargain purchase gain on AGMH
Acquisition of $232.6 million and expense of $85.4 million related to goodwill impairment, which was
the primary reason for the 27.5% effective tax rate.

Financial Guaranty Variable Interest Entities

On January 1, 2010, the Company adopted a new accounting standard as required by the Financial
Accounting Standards Board that changed how a company determines when an entity that is
insufficiently capitalized or is not controlled through voting (or similar rights) should be consolidated.
The new accounting standard requires the Company to perform an analysis to determine whether its
variable interests give it a controlling financial interest in a FG VIE. The new accounting standard
mandated the accounting changes prescribed by the statement to be recognized by the Company as a
cumulative effect adjustment to retained earnings as of January 1, 2010. The cumulative effect of
adopting the new accounting standard was a $206.5 million after-tax decrease to the opening retained
earnings balance due to the consolidation of 21 FG VIEs at fair value on January 1, 2010. This analysis
identifies the primary beneficiary of a FG VIE as the enterprise that has both (1) the power to direct
the activities of a FG VIE that most significantly impact the entity’s economic performance; and (2) the
obligation to absorb losses of the entity that could potentially be significant to the FG VIE or the right
to receive benefits from the entity that could potentially be significant to the FG VIE. Under GAAP,
the Company is deemed to be the control party typically when its protective rights give it the power to
both terminate and replace the deal servicer. Additionally, this new accounting standard requires an
ongoing reassessment of whether the Company is the primary beneficiary of a FG VIE.
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Pursuant to the new accounting standard, the Company evaluated its power to direct the
significant activities that most significantly impact the economic performance of VIEs that have debt
obligations insured by the Company and, accordingly, where the Company is obligated to absorb VIE
losses that could potentially be significant to the VIE. As of December 31, 2011, the Company
determined that, based on the assessment of its control rights over servicer or collateral manager
replacement, given that servicing/managing collateral were deemed to be the VIEs’ most significant
activities, 33 VIEs required consolidation, compared to 29 VIEs consolidated at December 31, 2010.
The following table presents the effects on reported GAAP income resulting from consolidating these
FG VIEs and eliminating their related insurance and investment accounting entries and represents a
difference between GAAP reported net income and non-GAAP operating income. See “—Non-GAAP
Financial Measures—Operating Income” below.

Effect of Consolidating FG VIEs on Net Income

Year Ended December 31,

2011 2010 2009
(in millions)
Net earned premiums. . . .. ...ty $ (747) $ (476) $ —
Net investment income . . . ..., (8.3) — —
Net realized investment gains (losses) . .............. 11.9 — —
Net change in fair value of FG VIEs. .. ............. (132.0) (273.6) (1.2)
Lossand LAE . .......... ... . i 92.7 65.9 —
Total pretax effect on netincome. ................ (1104) (255.3) (1.2)
Less: tax provision (benefit) ............... ... ... (38.7) (89.4) —
Total effect on net income . . .......... ... $ (71.7) $(165.9) $(1.2)

Net change in fair value of FG VIEs represents the net change in fair value of the consolidated
FG VIEs’ assets and liabilities that is reported under GAAP. These contracts are not actively traded
and therefore management expects the fair value gains and losses to reverse to zero as the contract
approaches maturity, except for economic claim payments made by AGC and AGM. During 2011, the
Company recorded a net fair value loss on FG VIEs of $132.0 million, which was driven primarily by
price deterioration on several HELOC transactions. During the period, long term conditional default
rates increased on these transactions, which caused the prices for these HELOCsS to decline. The prices
for the corresponding liability for these transactions remained relatively consistent with the prior year.

During 2010, the fair value of FG VIEs’ liabilities decreased principally as a result of lengthening
duration of the expected payback period of these liabilities due to improved performance of the
underlying FG VIEs’ assets supporting the cash flows for the FG VIEs’ liabilities.

In 2009, the Company consolidated VIEs for which it determined that it was the primary
beneficiary, based on accounting rules in effect at the time. In determining whether the Company was
the primary beneficiary prior to 2010, a number of factors were considered, including the design of the
entity and the risks the VIE was created to pass along to variable interest holders, the extent of credit
risk absorbed by the Company through its insurance contract and the extent to which credit protection
provided by other variable interest holders reduces this exposure and the exposure that the Company
cedes to third party reinsurers. The criteria for determining whether the Company is the primary
beneficiary of a VIE has changed as of January 1, 2010, as described above.

Expected losses to be (recovered) paid in respect of consolidated FG VIEs, which were $(106.7)
million as of December 31, 2011 and $49.2 million as of December 31, 2010, are included in the

‘¢

discussion of “—Losses in the Insured Portfolio” above.

Non-GAAP Financial Measures

To reflect the key financial measures management analyzes in evaluating the Company’s operations
and progress towards long-term goals, the Company discusses both measures promulgated in
accordance with GAAP and measures not promulgated in accordance with GAAP (“non-GAAP
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financial measures™). Although the financial measures identified as non-GAAP should not be
considered substitutes for GAAP measures, management considers them key performance indicators
and employs them as well as other factors in determining compensation. Non-GAAP financial
measures, therefore, provide investors with important information about the key financial ‘measures
management utilizes in measuring its business. The primary limitation of non-GAAP financial measures
is the potential lack of comparability to those of other companies, which may define non-GAAP
measures differently because there is limited literature with respect to such measures. Three of the
primary non-GAAP financial measures analyzed by the Company’s senior management are: operating
income, adjusted book value and PVP.

Assured Guaranty’s management and board of directors utilize non-GAAP financial measures in
evaluating the Company’s financial performance and as a basis for determining senior management
incentive compensation. By providing these non-GAAP financial measures, investors, analysts and
financial news reporters have access to the same information that management reviews internally. In
addition, Assured Guaranty’s presentation of non-GAAP financial measures is consistent with how
analysts calculate their estimates of Assured Guaranty’s financial results in their research reports on
Assured Guaranty and with how investors, analysts and the financial news media evaluate Assured
Guaranty’s financial results.

The following paragraphs define each non-GAAP financial measure and describe why it is useful.
A reconciliation of the non-GAAP financial measure and the most directly comparable GAAP financial
measure, if available, is also presented below. Non-GAAP financial measures should not be viewed as
substitutes for their most directly comparable GAAP measures.

Operating Income

Reconciliation of Net Income (Loss) Attributable to Assured Guaranty Ltd.
to Operating Income

Year Ended December 31,

2011 2010 2009
' (in millions)
Net income (loss) attributable to Assured Guaranty Ltd. . ............. $775.6 $493.7 $ 86.0
Less after-tax adjustments:
Realized gains (losses) on investments . .. ....................... (20.0) 1.0 (34.2)
Non-credit impairment unrealized fair value gains (losses) on credit
derivatives .. ... ... . ... 243.6 130  (82.2)
Fair value gains (losses) on CCS . ... ... . .. .. ... 22.8 6.0 (79.9)
Foreign exchange gains (losses) on revaluation of premiums receivable . . (35) (245) 234
Effect of consolidating FG VIEs . ... ..........c.couvuiriinan.... (71.7)  (165.9) —
Goodwill and settlement of pre-existing relationship . . .............. — —  (233)
Operating income . .......... ... ... . ... i $604.4 $ 664.1 $282.2

Operating income in 2010 included a $55.8 million tax benefit related to the filing of an amended
pre-acquisition tax return of AGMH. (See “—Provision for Income Tax”) In 2011, a decrease in net
earned premiums and premiums received and receivable on credit derivatives were partially offset by a
decrease-in loss and LAE and other operating expenses and increased net investment income.

The increase in operating income in 2010 was primarily attributable to the inclusion of 12 months
of AGMH compared to six months in 2009, commutation gains and the recording of a tax benefit of
$55.8 million in 2010 due to the filing of an amended tax return for a period prior to the AGMH
Acquisition, offset in part by higher loss and LAE. Excluding the AGMH Acquisition, the decline in
earned premiums in 2010 compared to 2009 relates primarily to lower refundings and accelerations.
Net earned premiums and credit derivative revenue from the AGM structured finance book of business
will decline as the net par runs off. Loss and LAE in 2010 includes amounts recognized due to the
amortization of deferred premium revenue and amounts attributable to loss development principally in
the U.S. RMBS and other structured sectors. Operating income in 2009 included additional expense
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items attributable to the AGMH Acquisition which were $92.3 million in 2009 compared to $6.8 million
in 2010, and goodwill and settlement of pre-existing relationships.

Management believes that operating income is a useful measure because it clarifies the
understanding of the underwriting results of the Company’s financial guaranty insurance business, and
also includes financing costs and net investment income, and enables investors and analysts to evaluate
the Company’s financial results as compared with the consensus analyst estimates distributed publicly
by financial databases. Operating income is defined as net income (loss) attributable to AGL, as
reported under GAAP, adjusted for the following:

1) Elimination of the after-tax realized gains (losses) on the Company’s investments, except for
gains and losses on securities classified as trading. The timing of realized gains and losses,
which depends largely on market credit cycles, can vary considerably across periods. The
timing of sales, is largely subject to the Company’s discretion and influenced by market
opportunities, as well as the Company’s tax and capital profile. Trends in the underlying
profitability of the Company’s business can be more clearly identified without the fluctuating
effects of these transactions.

2) Elimination of the after-tax non-credit impairment unrealized fair value gains (losses) on
credit derivatives, which is the amount in excess of the present value of the expected
estimated economic credit losses, and non-economic payments. Such fair value adjustments are
heavily affected by, and in part fluctuate with, changes in market interest rates, credit spreads
and other market factors and are not expected to result in an economic gain or loss.
Additionally, such adjustments present all financial guaranty contracts on a more consistent
basis of accounting, whether or not they are subject to derivative accounting rules.

3) Elimination of the after-tax fair value gains (losses) on the Company’s CCS. Such amounts are
heavily affected by, and in part fluctuate with, changes in market interest rates, credit spreads
and other market factors and are not expected to result in an economic gain or loss.

4) Elimination of the after-tax foreign exchange gains (losses) on revaluation of net premium
receivables. Long-dated receivables constitute a significant portion of the net premium
receivable balance and represent the present value of future contractual or expected
collections. Therefore, the current period’s foreign exchange revaluation gains (losses) are not
necessarily indicative of the total foreign exchange gains (losses) that the Company will
ultimately recognize.

5) Elimination of the effects of consolidating FG VIEs in order to present all financial guaranty
contracts on a more consistent basis of accounting, whether or not GAAP requires
consolidation. GAAP requires the Company to consolidate certain VIEs that have issued debt
obligations insured by the Company even though the Company does not own such VIEs.

6) Elimination of goodwill and settlement of pre-existing relationship in order to show the 2009
contribution to operating income of AGMH without the distorting effects of acquisition
accounting adjustments recorded on the Acquisition Date.

Adjusted Book Value and Operating Shareholders’ Equity

Management also uses adjusted book value to measure the intrinsic value of the Company,
excluding franchise value. Growth in adjusted book value is one of the key financial measures used in
determining the amount of certain long term compensation to management and employees and used by
rating agencies and investors.
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Reconciliation of Shareholders’ Equity
to Adjusted Book Value

As of December 31,
2011 2010
Total Per Share Total Per Share

(dollars in millions, except
per share amounts)

Shareholders’ equity . . ... ... vt $4,718.4  $25.89  $3,7335  $20.32
Less after-tax adjustments:
Effect of consolidating FG VIEs . .................. (405.2) (2.22) (371.4)  (2.02)
Non-credit impairment unrealized fair value gains (losses)
on credit derivatives . ........... .. ... L, (498.0) (2.74) (763.0) . (4.15)
Fair value gains (losses) on CCS ................... 35.0 0.19 12.2 0.07
Unrealized gain (loss) on investment portfolio excluding
foreign exchange effect . ................ . ...... 318.4 1.75 101.2 0.55
Operating shareholders’ equity .. ................. ... 5,268.2 28.91 4,754.5 25.88
After-tax adjustments:
Less: DAC . .. 240.9 1.32 248.4 1.35
Plus: Net present value of estimated net future credit
derivative revenue . ............ .. i 302.3 1.66 424.8 2.31
Plus: Net unearned premium reserve on financial guaranty
contracts in excess of expected loss to be expensed . . . . 3,658.0 20.07 4,058.0 22.08
Adjusted book value . . . ... ... $8,987.6  $49.32  $8,988.9  $48.92

As of December 31, 2011, shareholders’ equity increased to $4.7 billion from $3.7 billion at
December 31, 2010 due primarily to net income of $775.6 million and unrealized gains on the
investment portfolio. Adjusted book value decreased slightly, mainly due to economic loss development
which was largely offset by R&W recoveries, and new business. Shares outstanding decreased by
1.5 million due primarily to the repurchase of 2.0 million shares, which was partially offset by the
issuance of vested restricted stock awards and units in 2011, which resulted in higher adjusted book
value per share despite a slight decline in adjusted book value.

Management believes that operating shareholders’ equity is a useful measure because it presents
the equity of AGL with all financial guaranty contracts accounted for on a more consistent basis and
excludes fair value adjustments that are not expected to result in economic loss. Many investors,
analysts and financial news reporters use operating shareholders’ equity as the principal financial
measure for valuing AGL’s current share price or projected share price and also as the basis of their
decision to recommend to buy or sell AGL’s common shares. Many of the Company’s fixed income
investors also use operating shareholders’ equity to evaluate the Company’s capital adequacy. Operating
shareholders’ equity is the basis of the calculation of adjusted book value (see below). Operating
shareholders’ equity is defined as shareholders’ equity attributable to Assured Guaranty Ltd., as
reported under GAAP, adjusted for the following:

1) Elimination of the effects of consolidating FG VIEs in order to present all financial guaranty
contracts on a more consistent basis of accounting, whether or not GAAP requires
consolidation. GAAP requires the Company to consolidate certain VIEs that have issued debt
obligations insured by the Company even though the Company does not own such VIEs.

2) Elimination of the after-tax non-credit impairment unrealized fair value gains (losses) on
credit derivatives, which is the amount in excess of the present value of the expected
estimated economic credit losses, and non-economic payments. Such fair value adjustments are
heavily affected by, and in part fluctuate with, changes in market interest rates, credit spreads
and other market factors and are not expected to result in an economic gain or loss.

3) Elimination of the after-tax fair value gains (losses) on the Company’s CCS. Such amounts are
heavily affected by, and in part fluctuate with, changes in market interest rates, credit spreads
and other market factors and are not expected to result in an economic gain or loss.
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4) Elimination of the after-tax unrealized gains (losses) on the Company’s investments that are
recorded as a component of AOCI (excluding foreign exchange revaluation). The AOCI
component of the fair value adjustment on the investment portfolio is not deemed economic
because the Company generally holds these investments to maturity and therefore should not
recognize an economic gain or loss.

Management believes that adjusted book value is a useful measure because it enables an
evaluation of the net present value of the Company’s in-force premiums and revenues in addition to
operating shareholders’ equity. The premiums and revenues included in adjusted book value will be
earned in future periods, but actual earnings may differ materially from the estimated amounts used in
determining current adjusted book value due to changes in foreign exchange rates, prepayment speeds,
terminations, credit defaults and other factors. Many investors, analysts and financial news reporters
use adjusted book value to evaluate AGL’s share price and as the basis of their decision to recommend,
buy or sell the AGL common shares. Adjusted book value is operating shareholders’ equity, as defined
above, further adjusted for the following:

1) Elimination of after-tax deferred acquisition costs. These amounts represent net deferred
expenses that have already been paid or accrued and will be expensed in future accounting
periods.

2) Addition of the after-tax net present value of estimated net future credit derivative revenue.
See below.

3) Addition of the after-tax value of the unearned premium reserve on financial guaranty
contracts in excess of expected loss to be expensed, net of reinsurance. This amount
represents the expected future net earned premiums, net of expected losses to be expensed,
which are not reflected in GAAP equity.

Net Present Value of Estimated Net Future Credit Derivative Revenue

Management believes that this amount is a useful measure because it enables an evaluation of the .
value of future estimated credit derivative revenue. There is no corresponding GAAP financial
measure. This amount represents the present value of estimated future revenue from the Company’s
credit derivative in-force book of business, net of reinsurance, ceding commissions and premium taxes
for contracts without expected economic losses, and is discounted at 6% (which represents the
Company’s tax-equivalent pretax investment yield on its investment portfolio). Estimated net future
credit derivative revenue may change from period to period due to changes in foreign exchange rates,
prepayment speeds, terminations, credit defaults or other factors that affect par outstanding or the
ultimate maturity of an obligation.

PVP or Present Value of New Business Production

Reconciliation of PVP to Gross Written Premiums

Year Ended December 31,

2011 2010 2009
(in millions)
Total PVP . . $242.7 $362.7 $640.2
Less: PVP of credit derivatives ... ...... ... ... ... .. ... ..., — — 24
PVP of financial guaranty insurance . ............... ... ... .. ... 242.7 362.7 637.8
Less: Financial guaranty installment premium PVP ... .. ... ... ... .. 68.8 332 25.4
Total: Financial guaranty upfront gross written premiums . . . ........... 173.9 3295 6124
Plus: Financial guaranty installment gross written premiums . ......... (47.1) (107.2) (55.1)
Total financial guaranty gross written premiums . . . ... ............... 126.8 2223 5573
Plus: Other gross written premiums . . . . ......... ... . ..., — — (0.9)
Total gross written Premiums . . ... ...v vttt $126.8 $ 2223 $556.4
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Management believes that PVP is a useful measure because it enables the evaluation of the value
of new business production for the Company by taking into account the value of estimated future
installment premiums on all new contracts underwritten in a reporting period as well as premium
supplements and additional installment premium on existing contracts as to which the issuer has the
right to call the insured obligation but has not exercised such right, whether in insurance or credit
derivative contract form, which GAAP gross premiums written and the net credit derivative premiums
received and receivable portion of net realized gains and other settlement on credit derivatives (“Credit
Derivative Revenues”) do not adequately measure. PVP in respect of insurance and credit derivative
contracts written in a specified period is defined as gross upfront and installment premiums received
and the present value of gross estimated future installment premiums, in each case, discounted at 6%
(the Company’s tax-equivalent pretax investment yield on its investment portfolio). For purposes of the
PVP calculation, management discounts estimated future installment premiums on insurance contracts
at 6%, while under GAAP, these amounts are discounted at a risk free rate. Additionally, under GAAP,
management records future installment premiums on financial guaranty insurance contracts covering
non-homogeneous pools of assets based on the contractual term of the transaction, whereas for PVP
purposes, management records an estimate of the future installment premiums the Company expects to
receive, which may be based upon a shorter period of time than the contractual term of the
transaction. Actual future net earned or written premiums and Credit Derivative Revenues may differ
from PVP due to factors including, but not limited to, changes in foreign exchange rates, prepayment
speeds, terminations, credit defaults, or other factors that affect par outstanding or the ultimate
maturity of an obligation.

Insured Portfolio

The following tables present the insured portfolio by asset class net of cessions to reinsurers as of
December 31, 2011 and 2010. See Note 12, Reinsurance and Other Monoline Exposures, of the
Financial Statements and Supplementary Data for information related to reinsurers. It includes all
financial guaranty contracts outstanding as of the dates presented, regardless of the form written
(i-e. credit derivative form or traditional financial guaranty insurance form) or the applicable
accounting model (i.e. insurance, derivative or VIE accounting).
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Net Par Outstanding and Average Internal Rating by Asset Class

As of December 31, 2011 As of December 31, 2010
Net Par Avg. Net Par Avg.
Sector Outstanding Rating Outstanding Rating

(dollars in millions)
Public finance:

U.S.:
General obligation ............... $173,061 A+ $181,799 A+
Taxbacked .. ................... 78,006 A+ 83,403 A+
Municipal utilities . . . ............. 65,204 A 70,066 A
Transportation .................. 35,396 A 36,973 A
Healthcare .. ................... 19,495 A 21,592 A
Higher education ................ 15,677 A+ 15,0687 A+
Housing ....................... 5,696 AA- 6,562 AA-
Infrastructure finance ............. 4,110 BBB 4,092 BBB+
Investor-owned utilities . .. ......... 1,124 A- 1,505 A-
Other public finance—U.S. ... ... ... 5,304 A- 5,317 A-
Total public finance—U.S. ........ 403,073 A+ 426,996 A+
Non-U.S.:
Infrastructure finance ............. 15,405 BBB 15,973 BBB
Regulated utilities. . . ............. 13,260 BBB+ 13,978 BBB+
Pooled infrastructure. . ............ 3,130 AA- 3,432 AA
Other public finance—non-U.S. ... .. 7,251 A+ 7,360 AA-
Total public finance—non-U.S. . ... 39,046 BBB+ 40,743 A-
Total public finance . . ................ 442,119 A 467,739 A
Structured finance:
U.S.:
Pooled corporate obligations .. ... ... 51,520 AAA 67,384 AAA
RMBS . ... 21,567 BB 25,130 BB
Financial products(1) ............. 5,217 AA- 6,831 AA-
CMBS and other commercial real
estate related exposures . ......... 4,774 AAA 7,084 AAA
Consumer receivables . ............ 4,326 AA- 6,073 AA-
Insurance securitizations . .......... 1,893 A+ 1,584 A+
Commercial receivables. ... ........ 1,214 BBB 2,139 BBB+
Structured credit. . . .............. 424 B- 1,729 BBB
Other structured finance—U.S. . ... .. 1,299 A- 802 A-
Total structured finance—U.S. ... .. 92,234 AA- 118,756 AA-
Non-U.S.:
Pooled corporate obligations . ....... 17,731 AAA 22,610 AAA
Commercial receivables. .. ......... 1,865 A- 1,729 A-
RMBS ....... .. .. 1,598 AA 3,394 AA+
Structured credit. . . .............. 979 BBB 1,267 BBB
Insurance securitizations . .......... 964 CCC- 964 CCC-
CMBS and other commercial real
estate related exposures . . ........ 180 AAA 251 AAA
Other structured finance—non-U.S. .. 378 Super Senior 421  Super Senior
Total structured finance—non-U.S. . 23,695 AA 30,636 AA+
Total structured finance . .............. 115,929 AA- 149,392 AA
Total net par outstanding . . ............ $558,048 A+ $617,131 A+
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The December 31, 2011 and 2010 amounts above include $59.6 billion and $78.4 billion,
respectively, of AGM structured finance net par outstanding. AGM has not insured a mortgage-backed
transaction since January 2008 and announced its complete withdrawal from the structured finance
market in August 2008. The structured finance transactions that remain in AGM’s insured portfolio are
of double-A average underlying credit quality, according to the Company’s internal rating system.
Management expects AGM’s structured finance portfolio to run-off rapidly: 22% by year-end 2012,
63% by year end 2014, and 76% by year-end 2016.

The following tables set forth the Company’s net financial guaranty portfolio as of December 31,
2011 and 2010 by internal rating:

Rating Category

Total net par outstanding

Rating Category

Total net par outstanding

Financial Guaranty Portfolio by Internal Rating

As of December 31, 2011

Public Finance Structured Finance Structured Finance
Non-U.S. UsS Non-U.S Total

Net Par Net Par Net Par Net Par Net Par
Outstanding % Outstanding % Outstanding % Outstanding %  Outstanding %
(dollars in millions)
—_ —% $ 1,138 2.9% $16,756 18.2% $ 5,660 23.9% $ 23,554 4.2%
5,074 1.3 1,381 3.5 35,736 38.7 10,231 43.2 52,422 94
139,693 34.6 1,056 2.7 11,079 12.0 976 4.1 152,804 274
213,164 529 11,744 30.1 4,116 45 1,518 6.4 230,542 41.3
40,635 10.1 21,399 54.8 5,087 55 3,391 143 70,512 12.6
4,507 1.1 2,328 6.0 19,460 21.1 1,919 8.1 28,214 5.1

$403,073  100.0% $39,046 100.0% $92,234 100.0% $23,695 100.0% $558,048 100.0%

Public Finance

$

As of December 31, 2010

Public Finance Structured Finance Structured Finance
Non-U.S. us Non-U.S Total

Net Par Net Par Net 