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1160 NEW ISSUES, OVER $13 BILLION PAR INSURED.
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PROVEN LEADERSHIP IN 2012 U.S. PUBLIC FINANCE.
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LETTER T

o

These strategies led to significant accomplishments in

2012 Specifically, Assured Guaranty:

s generated $535 million of operating income,* making
this our third year in a row with operating income in
excess of half a billion dollars

s increased operating shareholders’ equity per share* to
a record fevel of $30.05

e repurchased 2.1 million common shares at an average
price of $11.76; the share price ended the year 21%
higher at $14.23. By mid-March 2013, it was more
than 70% higher

« coubled our quarterly dividend to $0.09 per share early
in the year and further raised it to $0.10 per share in
the first quarter of 2013, for a total increase of 122%

o executed reassumption transactions with Radian
Asset Assurance Inc. and with Tokio Marine & Nichido
Fire Insurance Co. for a total economic benefit of
$191 million

®

generated a present value of new business production
(PVP)* totaling $210 million, as we insured $16.8 billion
par of direct and assumed business. We accomplished
this in a persistently unfavorable business environment
caused by unprecedented low interest rates, tight credit
spreads and uncertainty about our ratings caused by
Moody's Investors Service Inc. having us under review
for three-quarters of the year. And we did it while
consistently maintaining our rigorous underwriting and
pricing standards

®

insured 1,770 new issues and secondary market positions
in U.S. public finance, representing $14.5 billion in par
sold during the year. Our penetration of new issues in
our target market of single-A issuers was 30% of trans-
actions sold and 12% of par sold during the year

Operating Income

{dotlars in millioas:

$278

2008 2009 2010 2011 2012

) SHAREHOUDERS %

&

&

@

Adjusted Book Value per Share*

guaranteed $620 million of par in structured finance,
which contributed $43 million of our total PVP

caused providers of representations and warranties (R&W)
to pay or agree to pay approximately $500 million as

a result of our residential mortgage-backed securities
(RMBS) loss mitigation efforts, including amounts related
to two new R&W agreements signed during the year,
This brings the total receipts and commitments from
R&W providers to $2.9 billion through year-end
purchased $396 million of bonds we had previously
insured, at an average cost of 63% of par, which cre-
ated approximately $250 million of economic value.
Such wrapped bond purchases mitigate losses, improve
our excess capital position and increase future invest-
ment income

agreed to terminate 53 policies totaling $4.1 billion of net
par outstanding, while still collecting 96% of expected
premiums-—further increasing our excess capital
experienced improvement in our insured portfolio as
structured finance transactions amortized and our
overall below-investment-grade exposure decreased

by 13% during the year, and

lowered our insured leverage, with the ratio of statutory
net par outstanding to qualified statutory capital declin-
ing 12%. Since the acquisition of Assured Guaranty

Municipal (AGM) in 2009, that ratio has fallen by 41%.

* Please see note 4 on page 18 regarding non-GAAP financial measures used in this Anni

sal Report
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Avaitable-for-Sale
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On January 24, the flaws of Moody’s rating process became
even more obvious when they published a Credit Opinion
on AGM (our major operating company) containing a
Financial Strength Scorecard-—which lists the published
factors used by Moody’s to determine our financial
strength rating and provides a score based on their
specific criteria for rating financial guaranty companies,
Unlike the rating change announcement, which was widely
distributed via a press release, the Credit Opinion was
made available only to subscribers of Moody's research
products. The January scorecard is comparable to one
they published ten months earlier on March 26, 2012,
and the comparison is alarming.

On the March 2012 scorecard, AGM had an overall rating
score of Aa2, and Moody's adjusted the overall rating
down one notch-—from Aa2 to Aa3 based on their specu-
lative concerns over future qualitative issues of market
demand and penetration. Ten months later, the January
2013 scorecard showed that the company had earned

a stronger rating score, resulting in an overall rating of
Aal—a notch higher than in March 2012, and one of the

hi

ghest ratings a financial institution can achieve. But
even though our current overall rating score was higher,
Moody's adjusted the rating down, without proper
justification, to come up with a lower overall adjusted
rating of A2, So even though AGM grew stronger based
on Moody's own published ratings criteria, AGM was
somehow downgraded.

Consolidated Claims-Paying
Resources

{doilars in millions:

2008 2009 2010 2011 2012

i LETTER TO SHARE

HOLDERS |

{

Moody's made this four-notch adjustment without any
of the transparency called for in their own Code of

Professional Conduct. That code states that Moody’s will
publicly disclose “any material modifications to its rating
methodologies and related significant practices, proce-
dures and processes.” [t also specifies pre-implementation
requests for comment and publication of sufficient infor-
mation for a financial market professional to understand
the basis for a credit rating.

The absence of such disclosures renders the Moody's
review process incomprehensible. It also does not comply
with the Dodd-Frank Act’s call to increase rating agency
transparency and to follow established procedures for
changes in rating agency methodology. This kind of opaque
and arbitrary behavior, where modeled results are discarded
and a subjective valuation is applied, has prompted the
Justice Department to bring a civil fraud suit against
another rating agency.

When capital and the quality of a guarantor’s insured
portfolio do not matter in establishing its financial
strength rating, there is a serious problem with the process.
Moody's unsupported and unjustified downgrade of
Assured Guaranty adds to the mountain of evidence in
favor of comprehensive requlation and strict oversight of
the rating agencies.

Operating Net

Investment Income

(dullars in wrillions)

$390

2008 2009 2010 2001 2002

s incuded in operatin




ACTING ON OUR-OPPORTUNITIES

guara m‘\; mmpﬁmy

Barly-in 2012, we acquired a financia

r’r'au%"{%{;z:,vesﬁ b:,,;s:m 55

U LTI sond %ngufsin(é pene

C base of demand. T

brands. MAC will comgp

vicle us with

needs, while also providing new competitive positioning.

is part of our permanent commit-

The launching of MAC
U arket, where

S public f

rent to the | nance ma we expect

1 creclit

ok
ey

as i

apportunitie

~a5 they eventually will. We intend to fund
ks to

it e 9; ton and

‘imi ris

and cede i a ;;Lw folio of munic

our structured finance and international

I R N PO A
ave significant potential, We

nd thelr advisors in the

financial institutions

5 @l

maore

1.5, Public Finance Net Par
Qutstanding by Rating

A5 of Detamber

B oaw A
B 3% AA
Bosan A

$ILE0 biltion

sirfiar o those

| LETTER TO SHA

L

JLDERS
i

In infrastructure ﬂnamw we m‘xticzipat’e more international
oppartunities in 2013, In the UK., the government i
currently seeking to tap into the capital marke
alternative fundiny sources for publicprivate partnerships.

We offer solutions mﬂ iove pension funds and life

% foz

in capital market infrastruc

QUR COMMITMENT TO INSURED INVESTORS
sitioned to take advantage of the opportur

in aii of our markets because we have proven our finan

cia)
strength and the value of our insurance time and again.
sliably and on time is indisputable proof

of this, and we have done so for municipal investors ir

Jefferson County, Alabama; Harrisburg, Pennsylvania; and
Stockton, California, all of which have declared or attermpted
to declare bankruptey ina charged political atmosph

However, these public officials must recognize that it is

their, or their predecessors’, actions that have {:au%;(»}d

their financial difficulties: and their behavior in dealin

with th &5 \m!

Wh

ave lopng-term consegquences.

e i%my 1ave ’t:n,;dgm@d themselves into finandal diffi-

L.

culty through unst

inable expenditures, they should not

ise «md!% ors of bond insurers as scapegoats
breaches the trust of its creditors
e hondholders that reside and vote in
winity-—it harms all of its constituents by
1sing its
osts, and potentially those of other municipalities.

¢

access to the capital markets and increa

U.S, Public Finance Net Par
Outstanding by Sector

| BT

B 99 Transportation

ﬁi@ A% Hca'zhgarv

$3E8.0 billion, A average rating




.
Qgg%}%
‘*ﬁ\‘% o

" t %

o
o i\}
&{(( \ | i'
| ;
N







i

We have seen that the vast majority of municipal issuers
practice sound financial management, and that the ones
we insure overwhelmingly value our ability to work with
them to deal with any problems before they become
serious. In each of the three cases just mentioned, we
attempted to work constructively with local authorities
to negotiate an equitable resolution for all parties.

OUR FOCUS ON BUILDING VALUE

Looking forward, our goal remains to write as much
quality business as possible that meets our strict under-
writing and pricing standards. However, as long as inter-
est rates remain low and credit spreads tight, pressure
will be put on our ability to write larger volumes of new
business. This, combined with the amortization of our
existing portfolio and our other capital-creating strategies,
will continue to increase our excess capital position.

In January 2013, we announced a $200 million share
repurchase program that will be financed entirely with
holding company funds in order to preserve the capital
strength of the operating companies. We will look 1o
augment this repurchase program going forward as our
capital levels become more redundant and we have the
funds available at the holding company. We have devel-
oped strategies to increase holding company funds to
be available for share repurchases.

[ LETTER TO SHAREHOLDERS {

Dividends

{ Per Share (B
~Wl- Total Paid ($ millions)

2004° 2005 2006

72008 2000 2010 2011 2012

in Fabruary 2013, we inc

In 2004, dividends w
quartarly dividend, annug

our guarter

ict folicwing our Aprit PO, Thie amount

26

In closing, | thank our shareholders and policyholders
for their continued support. As the economy continues
to recover, Assured Guaranty is well positioned as the
proven leader in bond insurance. We've demonstrated
the fundamental demand for our product even when
interest rates are at their lowest. We've shown we have
the financial strength to effectively serve our target

markets. And we clearly have the financial flexibility and
the right mix of strategies to continue to create share-
holder value. We look forward to protecting policyholders,
saving issuers money and building value for shareholders
in 2013 and beyond.

Dominic J. Frederico
President and Chief Executive Officer

March 2013
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-K

3] ANNUAL REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2012
Or
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

N SEC
For the transition period from to Mai' P .
Commission File Number 001-32141 (( ocessmg

S
ASSURED GUARANTY LTD. 4o oy

(Exact name of Registrant as specified in its charter) R 0 1 z 0 13

Washington po

Bermuda
(State or other jurisdiction of 98-0429
incorporation or organization) (LR.S. Employer Identification No.)

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
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes & No [0
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes 0 No &

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934
during the preceding 12 months (or for such shorter period that the Registrant was required to file such reports), and (2) has been subject to such filing requirements for
the past 90 days. Yes ® No O

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File required to
be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that the registrant was required to submit
and post such files). Yes B No O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be contained, to the best
of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part 111 of this Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting company. See the
definitions of “large accelerated filer,” “accelerated filer,” and “smaller reporting company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer & Accelerated filer [ Non-accelerated filer 0 Smaller reporting company [0
(Do not check ifa
smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes O No &

The aggregate market value of Common Shares held by non-affiliates of the Registrant as of the close of business on June 30, 2012 was $2,425,375,248
(based upon the closing price of the Registrant’s shares on the New York Stock Exchange on that date, which was $14.10). For purposes of this information, the
outstanding Common Shares which were owned by all directors and executive officers of the Registrant were deemed to be the only shares of Common Stock held
by affiliates.

As of February 22, 2013, 194,257,200 Common Shares, par value $0.01 per share, were outstanding (includes 88,549 unvested restricted shares).

DOCUMENTS INCORPORATED BY REFERENCE

Certain portions of Registrant’s definitive proxy statement relating to its 2013 Annual General Meeting of Shareholders are incorporated by reference to
Part III of this report.




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:

e 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;

e developments in the world’s financial and capital markets that adversely affect the demand for the Company’s
insurance, issuers’ payment rates, Assured Guaranty’s loss experience, its exposure to refinancing risk in
transactions (which could result in substantial liquidity claims on its guarantees), its access to capital, its
unrealized (losses) gains on derivative financial instruments or its investment returns;

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

e the impact of rating 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;

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

e 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;

e 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;

e the failure of Assured Guaranty to realize insurance loss recoveries or damages expected from originators,
sellers, sponsors, underwriters or servicers of residential mortgage-backed securities transactions through loan
putbacks, settlement negotiations or litigation,;

e 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;

e increased competition, including from new entrants into the financial guaranty industry;
e changes in applicable accounting policies or practices;

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

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

e  contract cancellations;

¢ loss of key personnel;

e adverse technological developments;

e the effects of mergers, acquisitions and divestitures;

e natural or man-made catastrophes;

e other risks and uncertainties that have not been identified at this time;

e management’s response to these factors; and



e 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 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 disclosed herein 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. For example 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 benefiting 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 I
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
applies its credit underwriting judgment, risk management skills and capital markets experience to offer insurance that
protects 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., as well as 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 and the Company 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. The
agreements are described in additional detail in “Item 1A, Risk Factors—Risks Related to the AGMH Acquisition—The
Company has exposure to credit and liquidity risks from Dexia.”

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

Assured Guaranty Municipal Corp.

e 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 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.

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

e  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.



Assured Guaranty Corp.

e AGC, an insurance company located in New York and domiciled in Maryland, was organized in 1985 and
commenced operations in January 1988. It provides insurance 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 U.K. insurance company. The Company elected to place AGUK into run-off and the U.K. Financial
Services Authority has approved its run-off plan.

Assured Guaranty Re Ltd.

e  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 Assured Guaranty
Re Overseas Ltd. (“AGRO”), which is a Bermuda Class 3A and Class C insurer. 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.

On May 31, 2012, the Company acquired Municipal and Infrastructure Assurance Corporation, which it has
renamed Municipal Assurance Corporation (“MAC”), from Radian Asset Assurance Inc. (“Radian”). In January 2013, the
Company announced its intention to launch MAC as a new financial guaranty insurer that provides insurance only on debt
obligations in the U.S. public finance markets, in order to increase the Company’s insurance penetration in such market.

The Company’s insurance subsidiaries are chosen by obligors or investors to provide financial guaranty insurance
on debt obligations for the Company’s unconditional and irrevocable guaranty that protects against non-payment of
scheduled principal and interest payments when due, and also because the debt or short-term credit ratings that such debt
obligations would carry in the absence of the Company’s credit enhancement would be lower than the financial strength
ratings of the Company’s insurance subsidiary that insures those obligations. When the debt obligations have the benefit of
the Company’s financial guaranty insurance, the rating agencies generally raise the debt or short-term credit ratings of such
obligations to the same rating as the financial strength rating of the Assured Guaranty subsidiary that has guaranteed that
obligation. Accordingly, investors in products insured by AGM, AGC or AGE frequently rely on rating agency ratings and a
failure of AGM, AGC or AGE to maintain strong financial strength ratings or uncertainty over such ratings would have a
negative impact on the demand for their insurance product.

Since 2008, the Company has been the most active provider of financial guaranty credit protection products. The
Company’s position in the market has been strengthened by its acquisition of AGMH in 2009, its ability to achieve and
maintain investment-grade financial strength ratings, its strong claims-paying resources as compared to that of many of its
former competitors, which have faced significant financial distress since 2007 and have been unable to underwrite new
business, and its ability to achieve recoveries in respect of the claims that it has paid on insured residential mortgage-backed
securities. However, since 2008, the Company has continued to face challenges in maintaining its market penetration. The
challenges in 2012 were primarily due to:

e The sustained low interest rate environment in the U.S. Interest rates have been historically low in the U.S. and
are expected to remain so for the near future. In 2012, the average yield on the Thomson Reuters Municipal
Market Data (MMD) scale for AAA-rated bonds maturing in 30 years was 3.04%, versus 4.23% in 2011. At
the same time, the difference in yield between the MMD scale for A-rated General Obligation bonds maturing
in 30 years versus the AAA benchmark narrowed to 74.5 basis points in 2012, versus 87.1 basis points in 2011.
As a result, the difference in yield (or the credit spread) between a bond insured by Assured Guaranty and an
uninsured bond has not been substantial, and the Company has seen a lower demand for its financial guaranty
insurance from issuers than it has in the past.

o Continued uncertainty over the Company’s financial strength ratings. The Company’s financial strength ratings
have been subject to substantial uncertainty in recent years due to periodic rating agency reviews for possible
downgrade and actual downgrades. In January 2011, Standard & Poor’s Ratings Services (“S&P”) requested
comments on proposed changes to its bond insurance ratings criteria, noting that it could lower its financial
strength ratings on existing investment-grade bond insurers by one or more rating categories if the proposed
criteria were adopted. The resulting uncertainty over the Company’s financial strength ratings was not resolved

2



until November 30, 2011, when S&P downgraded the counterparty credit and financial strength ratings of AGM
and AGC from AA+ to AA- (Stable Outlook). In March 2012, Moody’s Investors Service, Inc. (“Moody’s”)
placed the ratings of AGL and its subsidiaries, including the insurance financial strength ratings of AGL’s
insurance subsidiaries, on review for possible downgrade. Among the considerations cited by Moody’s in its
decision to review the ratings of AGM and AGC were (i) the constrained business opportunities reflecting lower
origination volume and reduced demand for financial guaranty insurance across sectors, (ii) the continued
economic stress in the U.S. and in Europe, resulting in an elevated portion of Assured Guaranty’s portfolio in
risks assessed as below investment grade, and (iii) the pressure on new business margins due to low interest
rates and tight credit spreads. Moody’s did not complete its review until January 17, 2013, when it downgraded
the financial strength ratings of AGM and AGC from Aa3 to A2 and A3, respectively, and that of AG Re from
Al to Baal. The uncertainty over the Company’s financial strength ratings during the long review period had a
negative effect on the demand for the Company’s financial guaranties.

In addition, the Company’s business continues to be affected by the rating agencies’ past upgrades of their ratings of
municipal bonds and/or recalibration of their rating scales applied to U.S. public finance issuances and issuers. These
actions, 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 and resulted in
fewer opportunities for the Company to provide its financial guaranty insurance. Furthermore, the Company’s business
continues to be affected by continuing uncertainty over the value of financial guaranty insurance sold by other
companies. The losses suffered by other insurers that had previously been active in the financial guaranty industry resulted in
those companies being downgraded to below investment grade levels by the rating agencies and/or subject to intervention by
their state insurance regulators. In a number of cases, the state insurance regulators prevented the distressed financial
guaranty insurers from paying claims or paying such claims in full; in addition, such 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 purchase financial guaranty insurance,
especially if interest rates rise and credit spreads widen. U.S. municipalities have budgetary requirements that are best met
through financings in the fixed income capital markets. In particular, smaller municipal issuers may 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 will the
financing needs associated with privatization initiatives or refinancing of 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 issued in the U.S., although it has also guaranteed securities issued in Europe,
Australia, South America and other international 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 default 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 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 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, prior to April 2009, the Company 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 entiré 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
March 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 credit default swaps.

The Company also offers credit protection through reinsurance, and in the past has provided reinsurance to other
financial guaranty insurers with respect to their guaranty of public finance, infrastructure and structured finance obligations.
The Company believes that the opportunities currently available to it in the reinsurance market consist primarily of offering
credit protection through a reinsurance execution and also 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 and 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 coliect 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. Non-U.S. public finance obligations includes regulated utility obligations and obligations of
local, municipal, regional or national governmental authorities located outside of the United States; they are
described in greater detail under “Non-U.S. Public Finance Obligations™ below. 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 frorn 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 [ien 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.

A portion of the Company’s exposure to tax-backed bonds, municipal utility bonds and transportation bonds constitute
“special revenue” bonds under the U.S. Bankruptcy Code. Even if an obligor under a special revenue bond were to seek
protection from creditors under Chapter 9 of the Bankruptcy Code, holders of the special revenue bond should continue to
receive timely payments of principal and interest during the bankruptcy proceeding, subject to the special revenues being
sufficient to pay debt service and the lien on the special revenues being subordinate to the necessary operating expenses of
the project or system from which the revenues are derived. While “special revenues” acquired by the obligor after bankruptcy
remain subject to the pre-petition pledge, special revenue bonds may be adjusted if their claim is determined to be
“undersecured.”

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 U.K.

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 (“TruPS”). These
securities are often issued in “tranches,” with subordinated tranches providing credit support to the more senior
tranches. The Corapany’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.

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 canrot be revoked or cancelled. Assured Guaranty is indemnified against loss from the former
Financial Products Business by Dexia. The Financial Products Business is currently being run off and, as of
December 31, 2012, the accreted value of the liabilities of the GIC issuers was $3.6 billion, compared to $4.7 billion
as of December 31, 2011. As of December 31, 2012, with respect to the FSAM assets, the aggregate accreted
principal balance was approximately $5.4 billion, the aggregate market value was approximately $5.3 billion and the
aggregate market value after agreed reductions was approximately $4.1 billion. Cash and net derivative value
constituted another $0.2 billion of assets. Accordingly, as of December 31, 2012, 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 inteliectual 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 Obligations 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 Obligations 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, (3) the potential refinancing risk, and (4) 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 more complex transactions 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 managemen 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. : : :

e 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.

e 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.

¢ Risk Management Committees—The U.S., AGE, AG UK and AG Re risk management committees conduct an
in-depth review of the insured portfolios of the relevant subsidiaries, focusing on varying portions of the
portfolio at each meeting. They assign internal ratings of the insured transactions and review sector reports,
monthly product line surveillance reports and compliance reports.

e  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.

e 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.

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 recomimending
adjustments to those ratings to reflect changes in transaction credit quality.

The Company’s workout personnel are responsible for managing workout and loss mitigation situatié)ns. 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. At the onset of the financial crisis, the Company 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.
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Assumed Business

For transactions that the Company had assumed in the past as to which it still has exposure, 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 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, 2012, the
Company had ceded apprcximately 6% of its-principal amount outstanding to third party reinsurers.

The Company has obtained reinsurance to increase its underwriting capacity, both on an aggregate-risk and a single-
risk basis, to mieet 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, and consequently, the
financial strength ratings of many of the reinsurers are below those of the Company’s insurance subsidiaries. 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.

In past, the Company had both facultative (transaction-by-transaction) and treaty ceded reinsurance contracts with
third party reinsurers, generally arranged on an annual basis for new business. The Company also employed “automatic
facultative” reinsurance that permitted the Company to apply reinsurance with third party reinsurance to transactions it
selected subject to certain limitations. The remaindef 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.

The Company’s treaty and automatic facultative program covering new business with third party reinsurers ended in
2008, but such reinsurance continues to cover ceded business until the expiration of exposure, except that the Company has
entered into commutation agreements reassuming portions of the ceded business from certain reinsurers. The Company
continues to reinsure occasionally new business on a facultative basis.
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On January 22, 2012, AGC and AGM entered into an aggregate excess of loss reinsurance facility, effective as of
January 1, 2012. The facility covers losses occurring from January 1, 2013 through December 31, 2020. The contract
terminates on January 1, 2014 unless AGC and AGM choose to extend it. 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 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

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
factors 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 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. Ratings reflect only the views of the respective rating agencies
and are subject to continuous review and revision or withdrawal at any time.

Following the financial crisis, the rating process has become increasingly challenging for the Company due to a
number of factors, including:

e Instability of Rating Criteria and Methodologies. Rating agencies purport to issue ratings pursuant to
published rating criteria and methodologies. In recent years, the rating agencies have made material changes to
their rating criteria and methodologies applicable to financial guaranty insurers, sometimes through formal
changes and other times through ad hoc adjustments to the conclusions reached by existing criteria.
Furthermore, these criteria and methodology changes are typically implemented without any transition period,
making it difficult for an insurer to comply quickly with new standards.

o Increasingly Severe Stress Case Loss Assumptions. A major component in arriving at a financial guaranty
insurer’s rating has been the rating agency’s assessment of the insurer’s capital adequacy, with each rating
agency employing its own proprietary model. These capital adequacy models include “stress case” loss
assumptions for various risks or risk categories. In reaction to the financial crises, the rating agencies have
materially increased stress case loss assumptions across numerous risk categories. However, the stress
case loss assumptions applied to financial guaranty insurers do not always appear consistent with, and can
appear to be materially more severe than, the assumptions the rating agencies use when rating securities in
those risk categories.

e More Reliance on Qualitative Rating Criteria. In prior years, the financial strength ratings of the Company’s
insurance company subsidiaries were largely consistent with the rating agency’s assessment of the insurers’
capital adequacy, such that a rating downgrade could generally be avoided by raising additional capital or
otherwise improving capital adequacy under the rating agency’s model. In recent years, however, both S&P and
Moody’s have applied other factors, some of which are subjective, such as the insurer’s business strategy and
franchise value or the anticipated future demand for its product, to justify ratings for the Company’s insurance
company subsidiaries significantly below the ratings implied by their own capital adequacy models. Currently,
for example, S&P has concluded that AGM has “AAA” capital adequacy under the S&P model (but subject to a
downward adjustment due to a new “large obligor test” and being at a perceived competitive disadvantage to a
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newly formed bond insurer) and Moody’s has concluded that AGM has “Aa” capital adequacy under the
Moody’s model (offset by other factors including the rating agency’s assessment of competitive profile, future
profitability and market share).

Although the Company has been able to maintain strong financial strength ratings following the financial crisis,
despite the difficult rating agency process, if a substantial downgrade of the financial strength ratings of the Company’s
insurance and reinsurance subsidiaries were to occur in the future, such downgrade 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. Currently, AGM and AGC have financial strength ratings in the
double-A category from S&P (AA- (Stable Outlook)) and in the single-A category from Moody’s (A2 (Stable Outlook) and
A3 (Stable Outlook), respectively. The Company believes that so long as AGM and/or AGC continues to have financial
strength ratings in the double-A category from at least one rating agency, they are likely to be able to continue writing
financial guaranty business with a credit quality similar to that historically written. However, if both 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 current 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.

Investments

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, 2012, 2011 and 2010, the Company’s net investment
income was $404 million, $396 million and $361 million, respectlvely

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. 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 Company’s 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.

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

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

e adecline 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;
e the financial condition of the applicable issuer;

e  whether loss of investment principal is anticipated;

e the impact of foreign exchange rates;

e whether scheduled interest payments are past due; and

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

In addition, the Company holds in its investment portfolio obligations that either AGM or AGC has insured or that
constitute a part of the same issuance as obligations that either AGM or AGC has insured. Some of the obligations were
purchased primarily for investment purposes and others were purchased primarily as part of the Company’s risk management
strategy, to enable the Company to exercise rights available to holders of the obligations or to mitigate its losses. As of
December 31, 2012, the Company held securities purchased for loss mitigation purposes with a par of $1,855 million in its
investment accounts, as corapared to $1,560 million as of December 31, 2011,
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Furthermore, from time to time, the Company may purchase securities in their initial distribution or in the secondary
market, either on an uninsured basis or where AGM or AGC is the insurer of such securities or of securities issued as part of
the same issuance. The Company may hold the bonds for investment or it may sell them from time to time. During 2012, the
Company had purchased $782 million principal amount outstanding of such securities and sold an amount of par equal to
$728 million.

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. If, however, the Company believes a decline in the value of a particular investment is other than
temporary, the other-than-temporary-impairment (“OTTI”) amount is recorded in earnings. See Note 11, Investments and
Cash, of the Financial Statements and Supplementary Data for a discussion on OTTL

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 performance of the Company’s invested assets is subject to the performance of the investment managers
in selecting and managing appropriate investments. The Company’s portfolio is allocated approximately equally among the
four investment managers. 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, 2012, 2011 and 2010, the Company recorded investment
management fee expenses of $9 million, $8 million, and $8 million, respectively, related to these managers.

Competition

Assured Guaranty is the market leader in the financial guaranty industry. It faces its principal competition in the
form of uninsured executions of transactions that would be candidates for insurance. Particularly when interest rates are low,
as in 2012 and 2011, investors may be more willing to forgo the benefits of bond insurance in favor of incrementally greater
yield, and issuers may consider the cost savings of insurance less worth pursuing.

Other financial guaranty companies that had been active prior to 2008 experienced significant financial distress
during the financial crisis and currently no longer have financial strength ratings adequate to remain active in new business
origination. Specifically, among the legacy competitors, 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 insures only 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 is writing new business. CIFG Assurance North America, Inc. (“CIFG”) 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.

With respect to new entrants into the financial guaranty industry, Berkshire Hathaway Assurance Corporation
commenced business in 2008 and did not write new business in 2010, 2011 or 2012. It did issue policies in early 2013 in
support of a financing for an affiliate. Municipal and Infrastructure Assurance Corporation (“MIAC”), another potential
entrant into the financial guaranty industry, was unable to raise sufficient capital in 2010 in order to write business; Radian
purchased MIAC in 2011 and sold MIAC to Assured Guaranty in 2012, which renamed the company MAC and announced
its intention to launch MAC in 2013 as an insurer of U.S. municipal bonds. Build America Mutual Assurance Company
(“BAM”) commenced operations in 2012 as a U.S. municipal bond insurer and currently serves as the Company’s only active
competitor in the financial guaranty industry.

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.
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Additionally, Assured Guaranty competes with 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 federal or state governments or government-
sponsored or affiliated agencies.

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.

In the asset-backed market, 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.

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 three 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. 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.

* AGMisaNew 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 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 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 19 other states in the U.S.

In addition, on May 31, 2012, the Company acquired Municipal Assurance Corporation, a New York domiciled
insurance company licensed to write financial guaranty insurance and reinsurance in 37 U.S. states and the District of
Columbia. The Company intends to launch MAC as a new financial guaranty insurer that provides insurance only on debt
obligations in the U.S. public finance markets, in order to increase its insurance penetration in such market.

Furthermore, the Company owns Assured Guaranty Mortgage Insurance Company, a New York domiciled
insurance company authorized solely to transact mortgage guaranty insurance and reinsurance that 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. In 2012, the last policy to which Assured Guaranty Mortgage
Insurance Company had exposure expired. The Company does not intend to offer mortgage guaranty insurance or
reinsurance in the future.
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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 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 examinations 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 commenced in March 2012 an examination of AGC for the five
year period ending December 31, 2011, which is scheduled to be completed in 2013.

The New York Department of Financial Services (the “NY DFS”), the regulatory authority of the domiciliary
jurisdiction of AGM, Assured Guaranty Mortgage Insurance Company, Assured Guaranty Municipal Insurance Company
and MAC, 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. In 2012, the NY DFS commenced examinations of AGM, Assured Guaranty
Municipal Insurance Company, Assured Guaranty Mortgage Insurance Company and MAC in order for its examinations of
these companies to coincide with the Maryland Insurance Administration’s examination of AGC. The examinations of AGM
and Assured Guaranty Mortgage Insurance Company 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 Oklahoma Insurance Department completed its last examination of Assured Guaranty
Municipal Insurance Company in 2008 for the three years ending December 31, 2006. The examination of Assured Guaranty
Municipal Insurance Company will be for the five-year period ending December 31, 2011. The examination of MAC will be
for the period September 26, 2008 through June 30, 2012. These examinations are scheduled to be completed in 2013.
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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 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 $55 million, $30 million and $50 million during 2012, 2011 and 2010,
respectively, to AGUS. The maximum amount available during 2013 for the payment of dividends by AGC which would not
be characterized as “extraordinary dividends” is approximately $91 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 tweive months, exceeds the lesser of:

e 10% of policyholders’ surplus as of its last statement filed with the New York Superintendent; or

e 100% of adjusted net investment income during this period.

Based on AGM’s statutory statements for 2012, the maximum amount available for payment of dividends by AGM
without regulatory approval over the 12 months following December 31, 2012 is approximately $178 million.

In addition to statutory constraints, AGM had been subject to contractual constraints on its ability to pay dividends
that expired on July 1, 2012. AGM paid $30 million in dividends to AGMH in 2012 and did not declare or pay any dividends
in 2011 or 2010.

Contingency Reserves

Maryland. In accordance with Maryland insurance law and regulations, AGC maintains a statutory contingency
teserve for the protection cf policyholders. 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 reserve to protect policyholders. The
financial guaranty insurer is required to provide a contingency reserve:

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

e 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.
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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 and Assured Guaranty
Municipal Insurance Company have in the past sought and obtained approvals and releases of excessive contingency reserves
from the NY DFS. In 2013, AGM and Assured Guaranty Municipal Insurance Company obtained NY DFS approvals of
contingency reserve releases of approximately $510 million and $192 million, respectively, based on the expiration of
exposure. Financial guaranty insurers are also required to maintain a loss and loss adjustment expense (“LAE”) reserve and
unearned premium reserve on a case-by-case basis.

Single and Aggregate Risk Limits

The New York Insurance Law and the Code of Maryland Regulations establish 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:

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

e 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 and the Code of Maryland Regulations also establish 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 31,2012, the
aggregate net liability of each of AGM, AGC and Assured Guaranty Municipal Insurance Company utilized approximately

42.2%, 41.5% and 41.5% of their respective policyholders’ surplus and contingency reserves.

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.

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, 2012. 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.
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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.

U.S. Federal Regulation

The Company’s businesses are also subject to direct and indirect regulation under U.S. federal law. In particular,
the Dodd-Frank Wall Strezt Reform and Consumer Protection Act (the “Dodd-Frank Act”) could result in requirements for
the Company to maintain capital and/or post margin with respect to future derivative transactions and possibly maintain
capital on its existing insured derivatives portfolio. In 2012, the SEC and the Commodity Futures Trading Commission
(“CFTC”) released final rules for determining whether the Company or any of its affiliates will be deemed to be a “swap
dealer” or “major swap participant” (“MSP”). The Company believes AGC and AGM may be required to register with the
SEC as MSPs when those registration rules take effect; it is continuing to analyze its insured portfolio to determine whether
registration with the CFTC as an MSP will be required. MSP designation and registration would likely expose the Company
to increased compliance costs.

In addition, pursuant to the Dodd-Frank Act, the Financial Stability Oversight Council (“FSOC”) is charged
with identifying certain non-bank financial companies to be subject to supervision by the Board of Governors of the Federal
Reserve System. Although the Company is unlikely to be so designated based on its size, the FSOC also considers other
factors, such as an entity’s interconnectedness with other financial institutions, which could raise the Company’s profile in
this context. In a parallel international process, the International Association of Insurance Supervisors published a proposed
assessment methodology for identifying global systematically important insurers which explicitly identified financial
guaranty insurance as an activity that poses increased systemic risk relative to more traditional insurance activities.

Bermuda

AG Re, AGRO and Assured Guaranty (Bermuda), the Company’s “Bermuda Subsidiaries,” are each an insurance
company currently registered and licensed under the Insurance Act 1978 of Bermuda, amendments thereto and related
regulations (collectively, the “Insurance Act”). AG Re is registered and licensed as a Class 3B insurer and each of AGRO and
Assured Guaranty (Bermuda) is registered and licensed as a Class 3A insurer. AGRO is also currently registered and licensed
as a class C long-term insurer.

Bermuda Insurance Regulation

The Insurance Act imposes 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 Bermuda Monetary Authority (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 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. Class C insurers are permitted to carry
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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 is 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. As Class 3A insurers, AGRO and Assured Guaranty (Bermuda) have each
received exemptions from the Authority from making such filing. 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.

Each of AGRO and Assured Guaranty (Bermuda) is 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.

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 1981 of Bermuda (the “Companies Act”), (ii) the amalgamation with or acquisition of
another firm, (iii) engaging in unrelated business that is retail business, (iv) the acquisition of a controlling interest in an
undertaking that is engaged in non-insurance business which offers services or products to non-affiliated persons, (v)
outsourcing all or substantially all of the functions of actuarial, risk management, compliance and internal audit, (vi)
outsourcing of all or a material part of an insurer’s underwriting activity, (vii) transferring other than by way of reinsurance
of all or substantially all of a line of business and (viii) expanding into a material new line of 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 guiity
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 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.
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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 75% of the greater of $500,000 or 1.5% of its assets for the 2012 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 the Bermuda Subsidiaries 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 or an
approved internal capital rodel. 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 introduced a three-tiered capital
system designed to assess the quality of capital resources that a company has available to meet its capital requirements.
Under this system, all of an insurer’s capital instruments will be classified as either basic or ancillary capital which in turn
will be classified 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 this 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 Insurarice 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 andl for a company registered as a Class 3A or Class 3B insurer only, such as AG Re and Assured
Guaranty (Bermuda), 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 3A, Class 3B or Class C insurer must obtain
the prior approval of the Authority. Any application for such approval must include an affidavit stating that it
will continue to meet the required margins.

e  With respect to the declaration and payment of dividends:

(a) each of the Bermuda Subsidiaries 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);
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(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) an insurer which at any time fails to meet its minimum solvency margin or comply with the enhanced
capital requirement may not declare or pay any dividend until the failure is rectified, and also in such
circumstances the insurer must report, within 14 days after becoming aware of its failure or having reason
to believe that such failure has occurred, to the Authority in writing giving particulars of the circumstances
leading to the failure and giving a plan detailing the manner, specific actions to be taken and time frame in
which the insurer intends to rectify the failure. A failure to comply with the enhanced capital requirement
will also result in the insurer furnishing certain other information to the Authority within 45 days after
becoming aware of its failure or having reason to believe that such failure has occurred.

e 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 and its Bermuda Subsidiaries) 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 than 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.

Insurance Code of Conduct

Each of the Bermuda Subsidiaries 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 model. '
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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 the Bermuda
Subsidiaries) may not, without the 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 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. 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

Financial services relating to deposits, insurance, investments and certain other financial products fall under the
U.K.’s Financial Services and Markets Act 2000 (“FSMA”), and the entities that provide them are authorized and regulated
by the Financial Services Authority (“FSA U.K.”). In addition, the regulatory regime in the U.K. must be consistent with
relevant European Union (“EU”) legislation, which is either directly applicable in, or must be implemented into national law
by, all EU member states. Key EU legislation includes the Markets in Financial Instruments Directive (“MiFID”), which
harmonizes the regulatory regime for investment services and activities across the EEA, the Insurance Directives, which
harmonize the regulatory regime for, respectively, life (long term) and non-life (general) insurance and the Banking
Consolidation Directive, which harmonizes the regulatory regime for credit institutions. The Capital Adequacy Directive
(“CAD?”) contains capital requirements for MiFID firms.

The FSA UK. is, until April 1, 2013, the single statutory regulator responsible for regulating the financial services
industry in the U.K., having the authority to oversee the carrying on of one or more “regulated activities” (including deposit
taking, the underwriting, claims payment and intermediation of insurance and reinsurance, securities and investments
broking, dealing and advising, 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 (the “regulatory objectives”). 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 exclusion or exemption. Each authorized person
must have FSA U.K. permission to carry on each relevant regulated activity. Being authorized but acting outside the scope of
permission is a disciplinary matter under the FSA U.K.’s rules, which can at worst lead to the firm in question losing its
authorization and being unable to continue its business in the U.K.
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Under 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., each constitute a “regulated activity” requiring authorization. An authorized insurance company
must have permission for each class of insurance business it intends to write. Insurance business in the EU and 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).

The present single-regulator framework in the U.K. will be replaced on April 1, 2013 with a new framework
established by the U.K. Financial Services Act 2012. There will be two new regulatory bodies:

e the Prudential Regulatory Authority (“PRA”), a subsidiary of the Bank of England, which will be responsible
for prudential regulation of key systemically important firms (which includes credit institutions, insurance
companies and investment firms that trade on their own accounts (those that have a €730,000 minimum capital
resources requirement under the EU Capital Requirements Directive and FSA U K. rules)), and

e the Financial Conduct Authority (“FCA”), which will be responsible for the prudential regulation of all non-
PRA firms, the conduct of business regulation of all firms and the regulation of market conduct.

These two new regulators will inherit the majority of the FSA U.K.’s existing functions. 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.
AGE and AGUK will be regulated by both the PRA and the FCA under the new regime. The PRA will have new regulatory
objectives specific to insurance, which are:

e to promote insurers’ safety and soundness, thereby supporting the stability of the U.K. financial system; and
e to contribute to securing an appropriate degree of protection for those who are or may become policyholders.

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 UK.
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 (known as insurance mediation) of general insurance and investment insurance.
Prudential rules are contained in the General Prudential Sourcebook (GENPRU), the Interim Prudential Sourcebook for
Insurers (IPRU-INS) and the Prudential Sourcebook for Insurers (INSPRU) (collectively, the “Prudential Sourcebooks”).
The Prudential Sourcebooks cover 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. After April
1, 2013, the PRA will adopt certain of FSA U.K.’s prudential rules as they apply to certain regulated firms, and will restate
others. The FCA will adopt other rules relating to conduct of business and market conduct requirements, so insurers will have
to comply with the appropriate rules of each regulator.
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When the PRA takes over prudential regulation of insurers, it will apply new threshold conditions, which insurers
must meet, and against which the PRA will assess them on a continuous basis. These conditions are likely to be that:

e an insurer’s head office, and in particular its mind and management, has to be in the United Kingdom if it is
incorporated in the United Kingdom;

e an insurer’s business must be conducted in a prudent manner - in particular that the insurer maintains
appropriate financial and non-financial resources;

o the insurer must be fit and proper, and be appropriately staffed; and
e the insurer and its group must be capable of being effectively supervised.

The PRA will take a different approach to supervision than the FSA U.K. The PRA will supervise insurers to judge
whether they are acting in @ manner consistent with safety and soundness and appropriate policyholder protection, and so
whether they meet, and are likely to continue to meet, the threshold conditions. It has indicated it will weight its supervision
towards those issues and those insurers that, in its judgment, pose the greatest risk to its objectives. It will be forward-
looking, assessing its objectives not just against current risks, but also against those that could plausibly arise further ahead
and will rely significantly cn the judgment of its supervisors. Its risk assessment framework will look at the potential impact
of failure of the insurer, its risk context and mitigating factors. Solvency II (discussed below) will bring further changes to the
supervisory framework for insurers. The PRA believes its plans are consistent with Solvency II requirements.

AGE is authorized to effect and carry out certain classes of general insurance, specifically: classes 14 (credit), 15
(suretyship) and 16 (miscellaneous financial loss) for commercial customers. 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, and to take deposits in the context of its insurance business.

Following the Company’s decision in 2010 to place AGUK into run-off, the Company has been utilizing AGE as the
entity from which to write business in the EEA. It was agreed between management and the FSA U K. 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 must obtain the approval of the
FSA UK. (or, after April 1, 2013, the PRA or FCA, as relevant) before it can guarantee any new structured finance
transaction. AGE’s financial guarantee will cover 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. AGE is also the principal of Assured Guaranty Credit Protection Ltd (“AGCPL”).

AGCPL is not FSA U.K. authorized, but is an appointed representative of AGE. This means AGCPL can carry on advising
and arranging activities without a license, because AGE has regulatory responsibility for it.

Assured Guaranty Finance Overseas Ltd. (‘“AGFOL”), a subsidiary of AGL, is authorized by the FSA U K. 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.” In all cases, it may deal only with clients who are eligible
counterparties or professional customers (so no retail clients), or, when arranging or advising on insurance contracts,
commercial customers. 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. AGFOL’s 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. AGFOL is an
“Exempt CAD” firm: although it is a MiFID investment firm, it does not have to comply with the CAD. Its activities are
limited to receiving and transmitting orders and giving investment advice and it cannot hold client money.

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. If and to the extent that the premiums it collects for specified categories of
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insurance, such as credit and property, exceed certain specified minimum thresholds, a non-life insurance company must have
extra technical provisions, called an equalization reserve, in addition to its minimum capital requirements. The purpose of
the equalization reserve, calculated in accordance with the Prudential Sourcebooks, is to ensure that insurers retain additional
assets to provide some extra protection against uncertainty as to the amount of claims.

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 devised by the FSA U.K. Should the level of capital of AGUK or 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. Failure to maintain capital at least equal to the minimum capital requirement in the benchmarker model
is one of the grounds on which the wide powers of intervention conferred upon the FSA U.K. may be exercised. AGE and
AGUK each are discussing with the FSA U.K. the assumptions for the benchmarker model and the appropriate level of
capital for AGE and AGUK, respectively, including whether any additional capital would be required following the January
2013 Moody’s downgrade of AGC and AGM.

The European Union’s Solvency II Directive (Directive 2009/138/EC), which itself is to be amended by the
proposed Omnibus II Directive (collectively, “Solvency 1I), is currently not expected to be implemented before 2015 at the
earliest. The solvency requirements described above will be replaced by such time. Among other things, Solvency 11
introduces a revised risk-based prudential regime which includes the following features:

e assets and liabilities are generally to be valued at their market value;

e 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

e reinsurance recoveries will be treated as a separate asset (rather than being netted off the underlying
insurance liabilities).

In many instances, Solvency Il is expected to require insurers to maintain a somewhat increased amount of capital to satisfy
the new solvency capital requirements. 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 U.K. 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. The formal application process
has been delayed until mid-2014 at the earliest because of the delay in the implementation of Solvency IL

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 EEA 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 EEA 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
(such as intra-group 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
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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 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

Individuals that perform one or more “controlled functions” such as significant influence functions or the customer
function within authorized firms must be approved by FSA UK. to carry out that function. The management of insurance
companies falls within the scope of significant influence functions. Individuals performing these functions are “Approved
Persons” for the purpose of Part V of FSMA and staff performing these specified “controlled functions” within an authorized
firm must be approved by the FSA UK.

Change of Control

FSMA regulates the acquisition or increase of “control” of any U.K. authorized firm, including insurance
companies. Any person (a company or individual) that directly or indirectly acquires 10% or 20% (depending on the type of
firm, the “Control Percentage Threshold”) or more of the shares, or is entitled to exercise or control the exercise of the
Contro] Percentage Threshold or more of the voting power, in a U.K. authorized firm or its parent undertaking is considered
to “acquire control” of the authorized firm. Broadly speaking, the 10% threshold applies to banks, insurers (but not brokers)
and MiFID investment firms, and the 20% threshold to insurance brokers and certain other firms that are non-directive firms.

Under FSMA, when a person decides to acquire or increase “control” of a U.K. authorized firm (including an
insurance company) they must give the FSA U.K. notice in writing before making the acquisition. The FSA U.K. has up to
60 working days (without including any period of interruption) in which to assess a change of control case. The 60 working
day period will begin on the day it confirms receipt of a complete section 178 notice (that includes all supporting documents).
A person cannot acquire an authorized firm until the FSA U.K. have assessed and approved the transaction. The FSA U.K.
may interrupt the assessment period once during the 60 working day period - for up to 20 days in the case of EEA controllers,
and 30 days for others.

In considering whether to approve an application, the FSA U.K. must consider among other things, the
reputation of the person acquiring control, the reputation and experience of any person who will direct the business, the
financial soundness of the acquirer and whether the authorized firm will be able to comply with its prudential requirements.
Failure to make prior notification of a change in control is an offence under FSMA and could result in action being taken by
the FSA UK.. ‘

Intervention and Enforcement

The FSA U K. has extensive powers to intervene in the affairs of an authorized firm, culminating in the sanction of
the suspension of authorization to carry on a regulated activity. FSA U.K. can also vary or cancel a firm’s permissions under
its own initiative if it considers that the firm is failing, or is likely to fail, to satisfy the Threshold Conditions. FSMA gives
the FSA U K. significant investigation and enforcement powers. It also gives FSA U.K. a rule-making power, under which it
makes the various rules that constitute its Handbook of Rules and Guidance.

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 by authorized firms of money laundering regulations.
The FSA U.K.’s stated policy is to pursue criminal prosecutions through the criminal justice system in all appropriate cases.

“Passporting”

EU directives allow AGFOL, AGUK and AGE to conduct business in EU states other than the U.K. where they are
authorized by the FSA UK. under a single market directive. This right extends to the EEA. A firm taking advantage of a
right under a single market directive to conduct business in another EEA state can rely on its “home state” authorization.
This ability to operate in other jurisdictions of the EEA 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 firm conducts permitted businesses in the host state without having a physical
presence there. Operating on an establishment basis means the firm has a branch or physical presence in the host state. In
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both cases, a firm remains subject to regulation by its home state regulator although the firm may have to comply with certain
local rules such as local conduct rules and regulations. This requirement to comply with local rules and regulations applies to
any passporting firm, but a wider range apply where the firm is operating on an establishment basis. Even when operating on
an establishment basis, home state rules apply in respect of organizational and prudential obligations. Each of AGUK, AGE
and AGFOL is permitted to operate on a passport basis in various countries throughout the EEA where they are authorized by
the FSA U.K. under a single market directive. However, as previously discussed, the Company has elected to place AGUK
into run-off and it can only carry on business in another EEA state in respect of the activities for which it holds the
appropriate authorization from the FSA U.K.

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 firms, including 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 firms, including the buyers of insurance, against
failures in the financial services industry. Eligible claimants (identified in the Compensation Sourcebook of the FSA U K.
Handbook) 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 nor 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 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 or the Bermuda Subsidiaries or to any of their operations or their shares, 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 or the
Bermuda Subsidiaries. AGL and the Bermuda Subsidiaries each pay annual Bermuda government fees, and the Bermuda
Subsidiaries 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 would
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.
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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. withholding tax 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 locatzd wholly or partly within the U.S. or risks of a 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 AGL’s 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 AGL’s 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. .
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If a partnership holds AGL’s 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 AGL’s 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 AGL’s 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). Dividends paid by AGL to corporate
shareholders will not be eligible for the dividends received deduction. To the extent such distributions exceed AGL’s
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 to non-corporate holders will be eligible for reduced
rates of tax at the rates applicable to long-term capital gains as “qualified dividend income,” provided that AGL is not a
PFIC and certain other requirements, including stock holding period requirements, are satisfied. 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 AGL’s share ownership, provisions in AGL’s 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 has been, in prior years of operations, and will
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be, for the foreseeable future, either below the 20% threshold or in compliance with 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 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 AGL’s 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) RPIl, 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 RPI1 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 AGL’s 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 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.
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Uncertainty as to Application of RPII.  The RPII provisions are complex and have never been interpreted by the
courts or the Treasury Department in final regulations; 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.

For taxable years beginning after March 18, 2010, the Code requires that any individual owning an interest in
“specified foreign financial assets,” including an interest in a foreign entity (such as AGL) that is not held in an account
maintained by a financial institution, the value of which in the aggregate exceeds certain thresholds, attach IRS Form 8938 to
his or her tax return for the year that provides detailed disclosure of such assets. Penalties may be assessed for failure to
comply. Future guidance is expected to provide that certain domestic entities would also be subject to this reporting
requirement in the future.

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 AGL’s share ownership, provisions
in AGL’s organizational documents that limit voting power and other 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 AGL’s 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

31



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 AGL’s 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.

Puassive Foreign Investment Companies. In general, a foreign corporation will be a PFIC during a given year if
(1) 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 AGL’s 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 cwnership. 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.

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, for purposes of the PFIC rules, that each of AGL’s 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 AGL’s 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 AGL’s 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
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with information regarding the portion of such amounts constituting foreign source income to the extent such information is
reasonably ayailable. 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 AGL’s common shares and the proceeds from a sale or other
disposition of AGL’s common shares unless the holder of AGL’s 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 from time to time 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 AGL’s 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 AGL’s share capital is qualified in its entirety by the provisions of Bermuda law, AGL’s
memorandum of association and its Bye-Laws, copies of which are incorporated by reference as exhibits to this Annual
Report on Form 10-K.

AGL’s authorized share capital of $5,000,000 is divided into 500,000,000 shares, par value U.S. $0.01 per share, of
which 194,168,651 common shares were issued and outstanding as of February 22, 2013. Except as described below, AGL’s
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 AGL’s common shares are entitled to share equally, in proportion to the number of common shares held by such
holder, in AGL’s assets, if any remain after the payment of all AGL’s 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 AGL’s 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 AGL’s 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 AGL’s Bye-Laws as a “9.5% U.S.
Shareholder”). In addition, AGL’s 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.
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“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). 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. AGL’s 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.

AGL’s 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 AGL’s Board of Directors may deem relevant. If any holder fails to respond to this request or submits incomplete
or inaccurate information, AGL’s 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

AGL’s 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 AGL’s Board of 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 AGL’s Bye-Laws and subject to Bermuda law, if AGL’s Board of Directors determines that any ownership of
AGL’s shares may result in adverse tax, legal or regulatory consequences to AGL, any of AGL’s subsidiaries or any of
AGL’s shareholders or indirect holders of shares or its Affiliates (other than such as AGL’s 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 AGL’s Bye-Laws).

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

AGL’s Bye-Laws provide that AGL’s 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. AGL’s Board of Directors consists of eleven persons. In
2011, AGL’s 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 were elected for annual terms and three directors 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 AGL’s 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 AGL’s 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.
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Generally under AGL’s 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.

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, AGL’s Board of Directors shall refer the subject matter of the vote to AGL’s shareholders and seek
direction from such shareholders as to how they should vote on the resolution proposed by the non-U.S. subsidiary. AGL’s
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, 2012, the Company had 319 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
About Us/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 About Us/Company ,
Statements and 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 Company Statements and Investor Information portions 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 AGL’s 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 as a result of changing economic, fiscal and financial market variability over the long duration of most
contracts. If the Company is required to make claim payments, even if it is reimbursed in full over time and does not
experience ultimate loss on a particular policy, such claim payments would reduce the Company’s invested assets and
therefore result in reduced liquidity and net investment income. -

In addition, as a result of market changes, although the Company may not experience ultimate loss on a particular
policy, the Company has exposure to infrastructure transactions with refinancing risk as to which the Company may need to
make claim payments that it did not anticipate paying when the policies were issued; the aggregate amount of the claim
payments may be substantial and reimbursement may not occur for an extended time, if at all. For the three largest
transactions with significant refinancing risk, the Company may be exposed to, and subsequently recover, payments
aggregating $1.4 billion. The claim payments are anticipated to occur substantially between 2014 and 2017, while the
recoveries could take 20-45 years, depending on the transaction and the performance of the underlying collateral. For more
information about this risk, see “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” under “Risks
Related to the Company’s Capital and Liquidity Requirements” below.

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.

During the recent financial crisis, certain sectors within the Company’s insured portfolio experienced losses far in
excess of initial expectations. The Company’s loss experience, particularly in respect of its insured RMBS transactions,
demonstrated the limited value of historical loss data in predicting future losses. The Company’s loss reserve models take
into account current and expected future trends in loss severities, which for RMBS transactions, contemplate the impact of
current and probable foreclosure liquidation expectations, default rates, prepayment speeds, the impact of governmental
economic and consumer stimulation programs and other factors impacting the transactional cash flows and ultimately losses.
These factors, which are integral elements of the Company’s reserve estimation methodology, are updated on a quarterly
basis based on current U.S. RMBS performance data. The Company’s net par outstanding as of December 31, 2012 and
December 31, 2011 for U.S. RMBS was $17.8 billion and $21.6 billion, respectively, of which $7.2 billion and $8.4 billion,
respectively, was rated investment grade under the Company’s rating methodology. 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
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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 have been 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 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. In many cases, when a seller or originator
has not complied with its obligation to repurchase mortgage loans or when attempts to arrive at a negotiated settlement have
not been successful, the Company has commenced litigation in order to enforce its rights and remedies. Litigation is
expensive, necessitates substantial senior management resources, may not be resolved for a number of years and may result
in unfavorable outcomes. 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
estimated 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. For additional discussion of the Company’s reserve methodologies, see Note 6, Expected Loss to be Paid, of the
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 lowered 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
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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.

Since 2008, each of S&P and Moody’s has reviewed and downgraded the financial strength ratings of AGL’s
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. For example, in March 2012, Moody’s placed the ratings of AGL and its
subsidiaries, including the insurance financial strength ratings of the AGL’s insurance subsidiaries, on review for possible
downgrade. The rating review was not concluded until January 17,2013, when Moody’s announced new credit ratings for
AGL and its subsidiaries, including lower insurance financial strength ratings of A2 (Stable Outlook) for AGM, A3 (Stable
Outlook) for AGC and Baal (Stable Outlook) for AG Re. In January 2011, S&P requested comments on proposed changes to
its bond insurance ratings criteria, noting that it could lower its financial strength ratings on existing investment-grade bond
insurers by one or more rating categories if the proposed criteria were adopted. The resulting uncertainty over the Company’s
financial strength ratings was not resolved until November 30, 2011, when S&P downgraded the counterparty credit and
financial strength ratings of AGM and AGC to AA- (Stable Outlook).

The Company believes that these rating agency actions and proposals 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 transactions that it has insured
or reinsurance that it has assumed.

e For example, a downgrade of one of the Company’s insurance subsidiaries may result in increased claims under
financial guaranties such subsidiary has issued. Under variable rate demand obligations insured by AGM, the
January 2013 Moody’s downgrade of AGM and any further downgrades past rating levels specified in the
transaction documents could result in the municipal obligor paying a higher rate of interest and in such
obligations amortizing on a more accelerated basis than expected when the obligations originally were issued; if
the municipal obligor is unable to make such interest or principal payments, AGM may receive a claim under its
financial guaranty.

Under interest rate swaps insured by AGM, the January 2013 Moody’s downgrade of AGM and any further
downgrades past specified rating levels could entitle the municipal obligor’s swap counterparty to terminate the
swap; if the municipal obligor owed a termination payment as a result and were unable to make such payment,
AGM may receive a claim if its financial guaranty guaranteed such termination payment. For more information
about increased claim payments the Company may potentially make, see Note 7, Financial Guaranty Insurance
Losses, of the Financial Statements and Supplementary Data, —Ratings Impact on Financial Guaranty Business.

e 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,” the January 2013 Moody’s
downgrade of AGM may result in early termination of all 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 by the municipal lessee, a claim could be made to AGM under its financial
guaranty. To mitigate this risk, AGM has entered into a 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.

e Furthermore, a downgrade of AGC and AG Re could result in ceding companies recapturing business that they
had ceded to these reinsurers. See “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 and related earnings on such reserve” below.
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e  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 additional 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, the transaction documentation for approximately $2.0 billion in CDS
gross par insured as of December 31, 2012 provides that a downgrade of AGC’s financial strength rating below BBB- or
Baa3 would constitute a termination event that would allow the relevant CDS counterparty to terminate the affected
transactions. If the CDS counterparty elected to terminate the affected transactions, AGC could be required to make a
termination payment (or may be entitled to receive a termination payment from the CDS counterparty). Of the transactions
described above, for one of the CDS counterparties, a downgrade of AGC’s financial strength rating below A- or A3 (but not
below BBB- or Baa3) would constitute a termination event for which the Company has the right to cure by posting collateral,
assigning its rights and obligations in respect of the transactions to a third party, or seeking a third party guaranty of its
obligations. No counterparty had a right to terminate any transactions as a result of the January 2013 Moody’s downgrade of
AGC. The Company does not believe that it can accurately estimate the termination payments AGC could be required to
make if, as a result of any such downgrade, a CDS counterparty terminated the affected transactions. These payments could
have a material adverse effect on the Company’s liquidity and financial condition.

The transaction documentation for approximately $13.2 billion in CDS gross par insured as of December 31, 2012
requires certain of the Company’s insurance subsidiaries to post eligible collateral to secure its obligations to make
payments under such contracts based on (i) the mark-to-market valuation of the underlying exposure and (ii) in some cases,
the financial strength ratings of such subsidiaries. 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. As a result of the January 2013
Moody’s downgrade of AGC’s financial strength rating, AGC was required under such transaction documentation to
post approximately $70 million of additional collateral, for a total amount posted by the Company’s insurance
subsidiaries of approximately $728 million (which amount reflects some of the eligible collateral being valued at a
discount to the face amount).

o  For approximately $12.8 billion of such contracts, AGC has negotiated caps such that, after giving effect
to the January 2013 Moody’s downgrade of AGC, the posting requirement cannot exceed on a cash basis more
than $675 million, regardless of the mark-to-market valuation of the exposure or the financial strength ratings
of AGC. Such capped amount is part of the approximately $728 million being posted by the Company’s
insurance subsidiaries.

e  For the remaining approximately $400 million of such contracts, AGC could be required from time to time to
post additional collateral based on movements in the mark-to-market valuation of the underlying exposure. Of
the $728 million being posted by the Company’s insurance subsidiaries, approximately $68 million relate to
such $400 million of notional.

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 and related
earnings on such reserve. '
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With respect 1o a significant portion of the Company’s in-force financial guaranty assumed business, based on AG
Re’s and AGC’s current ratings and subject to the terms of each reinsurance agreement, the third party ceding company may
have the right to recapture assumed business ceded to AG Re and AGC, and assets representing substantially all of the
statutory unearned premium (net of ceding commissions) and loss reserves (if any) associated with that business. As of
December 31, 2012, AG Re had posted $328 million of collateral in trust accounts for the benefit of third party ceding
companies to secure its obligations under its reinsurance agreements, excluding contingency reserves. The equivalent amount
for AGC is $147 million; AGC is not required to post collateral. In February 2013, AG Re posted an additional $27 million
of collateral due to the January 2013 downgrade by Moody’s of its financial strength rating to Baal. At December 31, 2012,
the amount of additional ceding commission for AG Re was $8 million.

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. I
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 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 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 has also recently downgraded. The September 6, 2012 announcement of a European Central Bank program to purchase
unlimited amounts of secondary market debt of euro area sovereigns that apply for a full macroeconomic adjustment or
precautionary program from the European Financial Stability Facility / European Stability Mechanism has helped in the
reduction of European sovereign yields. However, concems remain over potential further economic and financial distress at
these or other European Union member states. In the U.S., the unemployment rate remains high and housing prices have only
recently shown signs of stabilization. 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 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 2012, overall state revenues have increased, significant budgetary pressures
remain, especially at the local government level. Certain local governments have sought protection from creditors under
Chapter 9 of the Bankruptcy Code as a means of restructuring their outstanding debt. 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
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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.

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.

Adverse 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
Jfuture 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, as
they have been in 2012 and for the foreseeable future, 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 aresult, 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.

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, including uninsured
offerings, or pricing competition. Increased competition could have an adverse effect on the Company’s insurance business.

42



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

The Company’s reporting currency is the U.S. dollar. The principal functional currencies of AGL’s 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, 2012, the fixed maturity 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 shareholders’ equity.

As of December 31, 2012, mortgage-backed securities constituted approximately 16% 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, 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.

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.
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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, primarily related to its in-force book of business and
rating agency capital requirements.

The Company needs liquid assets to pay losses on its insured portfolio and to write new business. For example, the
Company has outstanding exposures to certain infrastructure transactions in its insured portfolio that may expose it to
refinancing risk. These transactions generally involve long-term infrastructure projects that are financed by bonds that mature
prior to the expiration of the project concession. While the cash flows from these projects were expected to be sufficient to repay
all of the debt over the life of the project concession, in order to pay the principal on the early maturing debt, the Company
expected it to be refinanced in the market at or prior to its maturity. Due to market dislocation and increased credit spreads, some
or all of the securities may not be refinanced and, as a result, the Company may have to pay a claim at the maturity of the
securities. The Company generally projects that in most scenarios it will be fully reimbursed for such payments, but repayment
is uncertain and depends on many factors, including future project cashflows. In addition, the aggregate amount of the claim
payments may be substantizl and reimbursement may not occur for an extended time, if at all. The Company may be exposed to,
and subsequently recover, payments aggregating $1.4 billion related to the three largest transactions with significant refinancing
risk. The claim payments are anticipated to occur substantially between 2014 and 2017, while the recoveries could take 20-45
years, depending on the transaction and the performance of the underlying collateral.

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.

Future capital raises for equity or equity-linked securities 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
to provide the Company’s desired capital credit, although no assurance can be given that it will be able to renew any existing
soft capital facilities or 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’ 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 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 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 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.
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The Company’s holding companies’ ability to meet its obligations may be constrained.

Each of AGL, AGUS and AGMH is a holding company and, as such, has no direct operations of its own. None of
AGL, AGUS or AGMH expects to have any significant operations or assets other than its ownership of the shares of its
subsidiaries. However, their insurance subsidiaries are subject to regulatory and rating agency restrictions limiting their
ability to declare and to pay dividends and make other payments. Such dividends and permitted payments are expected to be
the primary source of funds for AGL, AGUS and AGMH 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 the insurance
subsidiaries cannot pay sufficient dividends or make other permitted payments at the times or in the amounts that are
required, that would have an adverse effect on the ability of AGL, AGUS and AGMH 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 AGL’s shares, if at all, would come from any appreciation in the price of the common shares.

To the extent that dividends are paid from AGL’s 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 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:

the ability of its operating subsidiaries to pay dividends or to make other payments,
external financings,

investment income from its invested assets, and

current cash and short-term investments.

The Company expects that its subsidiaries” need for liquidity will be met by:

the operating cash flows of such subsidiaries,

external financings,

investment income from their invested assets, and

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, AGL’s insurance subsidiaries are subject to regulatory 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.
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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.

The Company cannot give any 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 AGMH Acquisition
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
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 portion of leveraged lease transactions insured by AGM. The
equity 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. Under its orderly resolution plan, Dexia has continued to receive capital and
liquidity support from the Belgian, French and Luxembourg governments. Such state aid has been authorized by the
European Commission.

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, Jjointly 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.
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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.

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, the 2005 hurricane season and Superstorm Sandy in 2012, 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, 2012 and 2011, 15% and 17%, respectively, of the Company’s financial guaranty direct
exposures were 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 International Swaps and Derivatives Association, Inc.
(“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 many of these transactions is subject to caps that the Company has
negotiated with its counterparties, but there are some transactions as to which the Company could be required to post
collateral based on movements in the mark-to-market valuation of the underlying exposure in excess of contractual
thresholds. See “Risks Related to the Company’s Financial Strength and Financial Enhancement Ratings—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.”
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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, 2012, the Company had ceded approximately 6% 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 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.

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.

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 2015 at the earliest) 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, implement a group
supervision regime and enhance 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.

48



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 8, Fair Value Measurement, of the Financial Statements and
Supplementary Data.

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 or capital, 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 Act could result in requirements for the Company to maintain capital and/or post
margin with respect to future derivative transactions and possibly maintain capital on its existing insured derivatives
portfolio. In 2012, the SEC and the CFTC released final rules for determining if the Company or its affiliates will be deemed
to be a “swap dealer” or “major swap participant” (“MSP”) under the Dodd-Frank Act. The Company believes AGC and
AGM may be required to register with the SEC as MSPs when those registration rules take effect; it is continuing to analyze
its insured portfolio to determine whether registration with the CFTC as an MSP will be required. MSP designation and
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registration would likely expose the Company to increased compliance costs. The magnitude of related capital requirements
resulting from designation and registration, and the extent to which such requirements would apply to the Company’s legacy
insured derivatives portfolio, will depend on the release of final rules by the SEC and CFTC, 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,” there can be no assurance that the Company will be able to obtain, or obtain on
favorable terms, additional capital that may be required by the Dodd-Frank Act.

Pursuant to the Dodd-Frank Act, the FSOC is charged with identifying certain non-bank financial companies to be
subject to supervision by the Board of Governors of the Federal Reserve System. Although the Company is unlikely to be so
designated based on its size, the FSOC also considers other factors, such as an entity’s interconnectedness with other
financial institutions, which could raise the Company’s profile in this context. In a parallel international process, the
International Association of Insurance Supervisors published a proposed assessment methodology for identifying global
systematically important insurers which explicitly identified financial guaranty insurance as an activity that poses increased
systemic risk relative to more traditional insurance activities.

In addition, a Federal Insurance Office (“FIO”) has been established to develop federal policy relating to 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. Moreover, various federal regulatory agencies have proposed and adopted additional regulations in
furtherance of the Dodd-Frank Act provisions and will continue in the coming months. To the extent these or other
requirements ultimately apply to the Company, they could require the Company to change how it conducts and manages its
business, including subjecting it to higher capital requirements, and could adversely affect it.

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, a number of which have not been completed, the
Company’s assessment of the legislation’s impact on 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 Department of Financial Services (“NY DFS™) had announced that it would develop new rules and regulations for the
financial guaranty industry. On September 22, 2008, the NY DFS issued Circular Letter No. 19 (2008) (the “Circular
Letter”), which established best practices guidelines for financial guaranty insurers effective January 1, 2009. The NY DFS
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 allows the NY DFS the discretion to cause the Company to cease
writing new business. Although the Company has notified the NY DFS of such noncompliance, the NY DFS 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.

From time to time, legislators have called for changes to the Internal Revenue Code in order to limit or eliminate the
Federal income tax exclusion for municipal bond interest. Such a change is expected to increase the cost of borrowing for
state and local governments, and as a result, to cause a decrease in infrastructure spending by states and municipalities.
Municipalities may issue a lower volume of bonds, and in particular may be less likely to refund existing debt, in which case,
the amount of bonds that can benefit from insurance might also be reduced.
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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, AGL’s
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 AGL’s 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 mabke 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 AGL’s 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.

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 AGL’s 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.
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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 AGL’s 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 is not distributed. In addition, upon a sale of shares of a CF C, 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 AGL’s Bye-
Laws that limit voting power, contractual limits on voting power and other factors, no U.S. Person who owns AGL’s 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 F oreign 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 AGL’s 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 AGL’s 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.
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U.S. Persons who dispose of AGL’s shares may be subject to U.S. income taxation at dividend tax rates on @ portion of
their gain, if any.

The meaning of the RPII provisions and the application thereof to AGL and its Foreign Insurance Subsidiaries 18
uncertain. The RPII rules in conjunction with section 1248 of the Code provide that if a U.S. Person disposes of shares ina
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 RPI1L. In addition, such a holder will be required to comply with certain

reporting requirements, regardless of the amount of shares owned by the holder.

In the case of AGL’s 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 of the
U.S. Treasury Department in final regulations, and regulations interpreting the RPII provisions of the Code exist only in
proposed form. 1t 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 t0 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 cutrently 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 aU.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 “gubpart 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.
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Recharacterization by the Internal Revenue Service of the Company’s U.S. Jederal tax treatment of losses on the
Company’s CDS portfolio can adversely affect the Company’s financial Dosition.

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. federa] 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 [osses 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 AGL’s stock by more than 50 percentage points over a
testing period (generally three years). If an ownership change occurred, the Company’
including certain built-in losses, credits, deductions or tax basis and/or the Company’s ability to continue to reflect the

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

In connection with the AGMH Acaquisition, 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 70 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,

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 abi lity 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.
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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. In
addition, based on a Schedule 13D/A filed by WL Ross Group, L.P. on December 5, 2011, the Company calculates that WL
Ross Group, L.P. and its affiliates owned 10.2% of AGL’s common shares as of December 31, 2012. WL Ross Group, L.P.
and its affiliates 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.

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 Securities 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 shareholder 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.
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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.

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 ahd 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. 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 and Sydney. The Irvine office lease expires in July 31, 2013 and is renewable at the option of
the Company. The Company expects to renew the Irvine lease.

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

ITEM3. 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 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 the “Recovery
Litigation—RMBS Transactions,” section of Note 6, Expected Loss to be Paid, of the Financial 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 year
could be material to the Company’s results of operations in that particular quarter or year.

Proceedings Relating to the Company’s Financial Guaranty Business ,
The Company receives subpoenas duces tecum and interrogatories from regulators from time to time.

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 sewer debt obligations: 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. On January 23, 2012, the Alabama Supreme Court entered a stay pending the resolution of the
Jefferson County bankruptcy. The Company cannot reasonably estimate the possible loss or range of loss, if any, that may
arise from this lawsuit.

Beginning in July 2008, AGM and various other financial guarantors were named in complaints filed in the Superior
Court for the State of California, City and County of San Francisco. 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 Los
Angeles Department of Water and Power; (b) City of Sacramento; (c) City of Los Angeles; (d) City of Oakland, (¢) City of
Riverside; (f) City of Stockton; (g) County of Alameda; (h) Contra Costa County; (i) County of San Mateo; (j) Los Angeles
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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 as to 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’ demurrer, the court overruled the demurrer 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. On May 1, 2012, the court
ruled in favor of the bond insurer defendants on the first stage of the anti-SLAPP motion as to the causes of action arising
from the alleged conspiracy. but denied the motion as to those causes of action based on transaction specific representations
and omissions about the bond insurer defendants’ credit ratings and financial health. The court has scheduled a hearing on
the second stage of the anti-SLAPP motion for March 12, 2013. 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, if any, that may arise from these lawsuits.

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 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,
Wisconsin, 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. (“AGFP”), 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 AGFP under these credit default swaps. LBIE’s complaint,
which was filed in the Supreme Court of the State of New York, alleged that AGFP improperly terminated nine credit
derivative transactions between LBIE and AGFP and improperly calculated the termination payment in connection with the
termination of 28 other credit derivative transactions between LBIE and AGFPs. With respect to the 28 credit derivative
transactions, AGFP calculated that LBIE owes AGFP approximately $25 million, whereas LBIE asserted in the complaint
that AGFP owes LBIE a terrnination payment of approximately $1.4 billion. On February 3, 2012, AGFP filed a motion to
dismiss certain of the counts in the complaint. Oral arguments on such motion to dismiss took place in September 2012.
LBIE is seeking unspecified damages. The Company cannot reasonably estimate the possible loss, if any, that may arise
from this lawsuit.

On November 19, 2012, Lehman Brothers Holdings Inc. (“LBHI”) and Lehman Brothers Special Financing Inc.

(“LBSF”) commenced an adversary complaint and claim objection in the United States Bankruptcy Court for the Southern
District of New York against Credit Protection Trust 283 (“CPT 283”), FSA Administrative Services, LLC, as trustee for
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CPT 283, and AGM, in connection with CPT 283’s termination of a CDS between LBSF and CPT 283. CPT 283 terminated
the CDS as a consequence of LBSF failing to make a scheduled payment owed to CPT 283, which termination occurred after
LBHI filed for bankruptcy but before LBSF filed for bankruptcy. The CDS provided that CPT 283 was entitled to receive
from LBSF a termination payment in that circumstance of approximately $43.8 million (representing the economic
equivalent of the future fixed payments CPT 283 would have been entitled to receive from LBSF had the CDS not been
terminated), and CPT 283 filed proofs of claim against LBSF and LBHI (as LBSF’s credit support provider) for such amount.
LBHI and LBSF seek to disallow and expunge (as impermissible and unenforcedble penalties) CPT 283’s proofs of claim
against LBHI and LBSF and recover approximately $67.3 million, which LBHI and LBSF allege was the mark-to-market
value of the CDS to LBSF (less unpaid amounts) on the day CPT 283 terminated the CDS, plus interest, attorney’s fees, costs
and other expenses. On the same day, LBHI and LBSF also commenced an adversary complaint and claim objection against
Credit Protection Trust 207 (“CPT 207”), FSA Administrative Services, LLC, as trustee for CPT 207, and AGM, in
connection with CPT 207’s termination of a CDS between LBSF and CPT 207. Similarly, the CDS provided that CPT 207
was entitled to receive from LBSF a termination payment in that circumstance of $492,555. LBHI and LBSF seek to
disallow and expunge CPT 207’s proofs of claim against LBHI and LBSF and recover approximately $1.5 million. AGM
believes the terminations of the CDS and the calculation of the termination payment amounts were consistent with the terms
of the ISDA master agreements between the parties. The Company cannot reasonably estimate the possible loss, if any, 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
the “—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 Attorneys 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,

«  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 aﬁ 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.

In July 2010, a former employee of AGM who had been involved in AGMH’s former Financial Products Business

was indicted along with two other persons with whom he had worked at Financial Guaranty Insurance Company. Such
former employee and the other two persons were convicted on fraud conspiracy counts. They have appealed the convictions.
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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 1950”).

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 (€) 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, if any, 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 (€) 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 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, if any, 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);
(¢) 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
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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/b/a 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, if
any, 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, if any, 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, if any, or range of loss that may arise from this lawsuit.

ITEM 4. MINE SAFETY DISCLOSURES
Not applicable.
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 ........ccccoviinnnnn. 60 President and Chief Executive Officer; Deputy Chairman
Robert B. Mills ....coceeveiiiiinniiienenn 63 Chief Operating Officer

Robert A. Bailenson.......ccccccoevevenennns 46 Chief Financial Officer

Howard W. Albert .......c.ccccrveercurnnn. 53 Chief Risk Officer

Russell B. Brewer IT ..o, 55 Chief Surveillance Officer

James M. Michener.........c.cccoooveiennee 60 General Counsel and Secretary

Bruce E. Sterm......ccoceveneniiniciiienens 58 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.
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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.

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.

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 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 Jjoining AGM, Mr. Brewer was an Associate Director of
Moody’s Investors Service, Inc.

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.

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 II

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

2012 2011
Sales Price Cash Sales Price Cash
High Low Dividends High Low Dividends
First Quarter..........ooveeeeverecnene $ 19.04 $ 1320 $ 0.09 §$ 20.16 $ 13.49 § 0.045
Second Quarter ..........cccccevuenee. 16.58 11.17 0.09 18.54 14.03 0.045
Third Quarter .......c.ccccccevurnnnnns 15.83 11.29 0.09 16.99 9.67 0.045
Fourth Quarter .........ccccccoeneeeee 14.80 12.48 0.09 14.19 9.16 0.045

On February 22, 2013, the closing price for AGL’s common shares on the NYSE was $18.80, and the approximate
number of shareholders of record at the close of business on that date was 121.

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 12, Insurance Company Regulatory Requirements, of the Financial Statements and Supplementary Data.

Recent Purchases

On January 18, 2013, the Company’s Board of Directors authorized a $200 million share repurchase program. This
latest repurchase program replaces the authorization on November 14, 2011 for the Company to repurchase up to 5.0 million
common shares. Under the prior authorization, the Company had repurchased 2.1 million common shares in 2012.

No shares were repurchased for the payment of employee withholding taxes due in connection with the vesting

of restricted stock awards or under the Company’s share repurchase program during the three months ended
December 31, 2012.
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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, 2007 through December 31, 2012 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, 2007, December 31, 2008, December 31, 2009,

December 31, 2010, December 31, 2011 and December 31, 2012 of a $100 investment made on December 31, 2007,

with all dividends reinvested:
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12/3172007 ..ottt ettt $ 100.00 $ 100.00 $ 100.00
12/3172008 ...ttt st 43.54 63.00 44.73
12/31/2009 ...ttt e 84.32 79.68 52.44
12/3172010 ..ottt et b 69.29 91.68 58.83
T2/317201 T oottt 52.12 93.62 48.82
12/31/2012 ottt e 57.94 108.59 62.93

Source: Bloomberg
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ITEM 6. SELECTED FINANCIAL DATA

The following 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. 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. Certain prior year balances have been reclassified to conform to the current year’s presentation.

Year Ended December 31,
2012 2011 2010 2009 2008
(dollars in millions, except per share

amounts)
Statement of operations data:
Revenues:
Net earned premitms ) ........oov.cecevrremiorecmsinnnrirssssssssssss s $ 83 $ 920 8 1,187 $ 930 $ 26l
Net investment income™ ..........coueveemrriniremnnminriissnsseessseeesane. 404 396 361 262 163
Net realized investment gains (1055€s)!)......covceeverenrinirnrnsrisniinnns 1 (18) ) 33) (70)
Realized gains and other settlements on credit derivatives.............. (108) 6 153 164 118
Net unrealized gains (losses) on credit derivatives............coeeeuvenee. “77) 554 (155) (338) 38
Fair value gains (losses) on committed capital securities ................ (18) 35 9 (123) 42
Fair value gains (losses) on financial guaranty variable interest
EIIEIEIES™ oo e s seeeeesesse s s s ns s e ss e non i sr s sa e aeee 210 (132) 274) ¢)) —
OLHET INCOMIE ..eveerreenriereierrersressressesesereressssesnesssesstesasesssasssssssssesseaas 108 58 34 56 1
TOtAl TEVEIUES ... evveeeeeeeeeeeeeieeeieeneeeeesesasesesssaassasessecsesartssessssnsssannas 973 1,819 1,313 917 553
Expenses:
Loss and loss adjustment expenses'’.............c.cocouerinnriiesisenirsnes. 523 462 412 394 266
Amortization of deferred acquisition costsVP e 14 17 © 22 44 54
Assured Guaranty Municipal Holdings Inc. acquisition-related
EXPEIISES ..crcevvriarsrmesessrarsersssssss et s eb et — — 7 92 —
INEEIESE EXPEIISE -..vnvveevrererecerrsiserersrnansesesessssassssestsessnssisisss s snsanes 92 99 100 63 23
Goodwill and settlement of pre-existing
TElAtiONSHIP ....eoveeeeceececcenic e e — — — 23 —
Other operating EXPENSES™ ....ooieersererereeree et 212 212 238 192 112
TOLAl EXPENSES .....cuerniiiieiaiririitsinss ettt et 841 790 779 808 455
Income (loss) before (benefit) provision for income taxes .................... 132 1,029 534 109 98
Provision (benefit) for inCOME taXes........ocvcevrerririneicscsininiiiiisisinianns 22 256 50 29 38
Net iNCOME (10SS) ..euvuvevurerreeiiniiirimiiirisssrsisssis st saseserstsiss s snssassses 110 773 484 80 60
Less: Noncontrolling interest of variable interest entities................ — — — (2) —
Net income (loss) attributable to Assured Guaranty Ltd. ........cccovvnenee $ 11008 773 $ 484 $ 82 $§ 60
Earnings (loss) per share:
BASIC.cuveveeeeveeieveecieteeereesseseseresteseetesr s e ba s an e et s s $ 058 $ 421 § 263 $ 064 $ 0.67
DIIULEA ..ottt eeese st ere ettt s b e s b $ 057 $ 416 § 256 $ 063 $ 067
Dividends Per SHATE .........coeeicveeriiiniriiritrinnses s $ 036 $ 018 § 018 $ 018 § 0.18
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As of December 31,
2012 2011 2010 2009 2008

(dollars in millions, except per share amounts)
Balance sheet data (end of period):

Assets:
Investments and cash .............cccoovveeveeeeneeeeeeeeeeereenn $ 11,223 $ 11,314 $ 10,849 § 11,013 §$ 3,644
Premiums receivable, net of ceding commission®........... 1,005 1,003 1,168 1,418 16
Ceded unearned premium reserve'” ...........cocovrvvinnnn... 561 709 822 1,078 19
Salvage and subrogation recoverable...................coouomn....... 456 368 1,032 395 80
Credit derivative assets .............c...n...... 141 153 185 217 147
TOtAl @SSELS........ovueneinececiieenternte et 17,242 17,709 19,370 16,449 4,505
Liabilities and shareholders’ equity:
Unearned premium reserve'”) ...............coccovvereirennnn.. 5,207 5,963 6,973 8,381 1,234
Loss and loss adjustment expense reserve'’................... 601 679 574 300 197
Reinsurance balances payable, net 219 171 274 212 18
Long-term debt.........cevvrereenennnnnnnn. 836 1,038 1,053 1,066 347
Credit derivative liabilities................ocoevveeeieiireeenn 1,934 1,457 2,055 1,759 734
Total liabilities ...........c.ceverrrernnneee.n! ettt er e 12,248 13,057 15,700 12,995 2,629
Accumulated other comprehensive income........................ 515 368 112 142 3
Shareholders’ equity attributable to Assured
Guaranty Ltd. .......ccccccccevenniiine e 4,994 4,652 3,670 3,455 1,876
Shareholders’ equity ..... 4,994 4,652 3,670 3,454 1,876
Book value per share...........cccoocvevreevionceererceeeceeeese s 25.74 25.52 19.97 18.76 20.62
Consolidated statutory financial information®:
CONLNZENCY FESEIVE. ......ovevverieieeeereereeeeesiseseesesessessssesenes $ 2,364 $ 2,571  $ 2,288 $ 1,879 % 712
Policyholders’ surplus.............. 3,579 3,116 2,627 2,962 1,598
Claims paying resources 12,328 12,839 12,630 13,051 4,962
Outstanding Exposure:
Net debt service outstanding ............cc.coeeecuvirevvcvirscnernnnne. $ 782,180 $ 845665 $ 927,143 $ 958265 $ 3483816
Net par outstanding ............ccceevererereerrieeeeereieeieeeee e 519,893 558,048 617,131 640,422 222,722
4] Accounting guidance for financial guaranty insurance contracts changed effective January 1, 2009 and for VIEs effective January
1, 2010. As a result, amounts are not comparable.
) Accounting guidance restricting the types and amounts of financial guaranty insurance contract acquisition costs that may be
deferred was adopted and retrospectively applied effective January 1, 2012.
3) Prepared in accordance with accounting practices prescribed or permitted by U.S. insurance regulatory authorities, for all
insurance subsidiaries.
(€)) Claims paying resources is calculated as the sum of statutory policyholders’ surplus, statutory contingency reserve, statutory

unearned premium reserves, statutory loss and LAE reserves, present value of installment premium on financial guaranty and
credit derivatives, discounted at 6%, and standby lines 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 and replaced such credit facility, effective as of January 1, 2012, with a $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, 2012 and 2011.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

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.”

Introduction

The Company provides credit protection products in the United States (“U.S.”) and international public finance
(including infrastructure) and structured finance markets. The Company applies its credit underwriting judgment, risk
management skills and capital markets experience to offer insurance that protects 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
obligations. The Company guarantees obligations issued in many countries, although its principal focus is on the U.S., as
well as Europe and Australia.

Executive Summary

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 Annual Report. For a more detailed 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 Annual Report should be read in its entirety.

Economic Environment

The Company continued to be the most active provider of financial guaranty insurance in 2012 as a result of its
financial strength and its ability to maintain strong investment-grade financial strength ratings. All of the Company’s former
financial guaranty competitors have had their financial strength ratings downgraded by rating agencies to below investment
grade levels or are no longer rated, severely impacting their ability to underwrite new business. Only two other industry
participants have investment grade financial strength ratings today: National Public Finance Guarantee Corporation, which
has been involved in litigation challenging its separation from MBIA Insurance Corporation and appears not to have financial
strength ratings adequate to issue new financial guaranty policies on public finance obligations, and Build America Mutual
Assurance Company, which is a new entrant to the industry that commenced operations during 2012 and is gradually
increasing its business. Business conditions have been difficult for the entire financial guaranty insurance industry since mid-
2007, and the Company continues to face challenges in maintaining its market penetration today. The presence of a new
financial guaranty insurer may lead to higher overall insurance penetration of the U.S. municipal bond market or such new
insurer may displace the Company in certain insured transactions.

The overall economic environment in the U.S. has improved over the last few years and indicators such as lower
delinquency rates and more stable housing prices point toward improvement in the housing market. However, unemployment
rates remain too high for a robust general economic recovery to have taken hold and concerns over the fiscal cliff may have
hampered the recovery towards the end of 2012.

Municipal credits have experienced budgetary stress since the recent credit crisis and the ensuing recession,
compounded in many cases by significant unfunded pension and retiree health care liabilities. While revenues at the state
level have been rebounding in general, many local governments have continued to face structural deficits as a result of the
decline in property taxes. Although the vast majority of municipalities have been taking steps to address their fiscal
challenges, a small number have sought bankruptcy protection. This is an area of law that has not been tested due to the
relatively low frequency of such cases. The Company has been active with respect to the municipal bankruptcy cases
involving Jefferson County, Alabama and the City of Stockton, California. It has also been closely monitoring legal
proceedings in other municipal bankruptcy cases in various states. In addition, the Company has been involved with efforts of
the city receiver for the City of Harrisburg, Pennsylvania to develop and implement a fiscal recovery plan for the city.
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The publicity surrounding high-profile defaults, especially those few where bond insurers are paying claims,
provides evidence of the value of bond insurance and may stimulate demand, especially at the retail fevel. New issuance
volume in the U.S. public finance market increased in 2012 as interest rates fell to historic lows. Tight credit spreads and low
interest rates tend to suppress demand for bond insurance as the potential savings for issuers are diminished and some
investors prefer to forgo insurance in favor of greater yield.

In the international arena, troubled Eurozone countries continue to be a source of stress in global equity and debt
markets. Following the 2011 restructuring of the sovereign debt of Greece, debt costs in Portugal, Spain and Italy remain
elevated, although they have declined substantially since the announcement on August 2, 2012 by the European Central Bank
that it would undertake outright monetary transactions (“OMT") in support of Eurozone sovereign bonds. Successful
execution of structural reforms is necessary to avert further fiscal stress in those and other European Union (“EU”) countries.
Fiscal austerity programs initiated to address the problems have constrained economic growth and may cause recession. The
rating agencies have downgraded many European sovereign credits within the past year. The Company’s exposure to
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 new issue activity and also limited demand for financial guaranties in 2012 and 2011 in
both the global structured finance and international infrastructure finance 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.

In 2012, 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 November 2011, S&P
downgraded the financial strength ratings of AGM and AGC to AA- (Stable Outlook) under its revised criteria. In January
2013, after a ten month review, Moody’s assigned the following lower financial strength ratings: A2 (Stable) for AGM, A3
(Stable) for AGC, and Baal (Stable) for AGRe. Because the financial strength ratings of Assured Guaranty were under
review for possible downgrade by Moody’s throughout most of 2012, the Company believes the demand for the Company’s
insurance product was negatively impacted. -

The demand for the Company’s insurance has also been negatively affected by the credit spread on AGC, which is a
reflection of the risk that investors perceive in the Company, among other factors. The higher the Company’s credit spread,
the lower the benefit of the Company’s guaranty is to certain investors. 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. While AGC’s and AGM’s credit spreads were lower at December 31, 2012 compared with December 31, 2011,
they remained high compared with their pre-2007 credit spreads.
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Financial Performance of Assured Guaranty

Financial Results

Year Ended December 31,
2012 2011 Change
(in millions, except per share amounts)

Selected income statement data

Net €arned PIEMIUINS ...........oveveveveerieserereserrieeeeeeseseeeeenesebesessasserssirensansssesesesesesasasasasss $ 853 $ 920 $ ©67)
Net iNVESLMEN INCOIME ......veveeireirerereeereeeeeeneeeseeererereseseesttestsestansessseressresaressesesassasans 404 396 8
Realized gains (losses) and other settlements on credit derivatives............ooeeeeeeieenne (108) 6 (114)
Net unrealized gains (losses) on credit derivatives.........ccooveieeeiiniiiininencieneenenne @77 554 (1,031)
Fair value gains (losses) on financial guaranty variable interest entities..................... 210 (132) 342
Loss and 10ss adjustment EXPENSES ........cceeverrererorriinmisiiriorisieserseisestessesesssasasssssssenssnes (523) (462) (61)
Other OPETAtING EXPENSES. c.c.vueerercriiiiiiriitiriinetitesesrereee et e e s s s s s ebassenestsrsss st sasasas (212) (212) —
NEt INCOME (B0SS) ..vrevrierereiierieiiieteeteeic i st s et ea e a e s e s e e e st et e sne e 110 773 (663)
Diluted €arnings Per SHAre ..........ccoceeuiucrrieinieriei e $ 057 $ 416 $ (3.59)
Selected non-GAAP measures(1)

OPETAtiNG IMCOME.....c.cucuirueirieriiiiiiiis et b bbbttt $ 535 § 601 $ (66)
Operating iNCOME PEr SNATE .........ccevviririmcriiiiiriinreiisieess et seeseseansd $ 281 § 324§ (0.43)
Present value of new business production (“PVP”).......cccccoviriimiviininininsiniinninininenens $ 210 % 243 $ 33)
m Please refer to “—Non-GAAP Financial Measures.”

Net Income (Loss)

There are several primary drivers of volatility in reported net income or loss that are not necessarily indicative of
credit impairment or improvement, or ultimate economic gains or losses: changes in credit spreads of insured credit
derivative obligations and financial guaranty variable interest entities’ (“FG VIEs”) assets and liabilities, changes in the
Company’s own credit spreads, and changes in risk-free rates used to discount expected losses. Changes in credit spreads
have the most significant effect on changes in fair value of credit derivatives and FG VIE assets and liabilities. In addition to
these factors, changes in expected losses, the timing of refundings and terminations of financial guaranty insurance contracts,
realized gains and losses on the investment portfolio, including other-than-temporary impairments, the effects of large
settlements or transactions, and the effects of the Company’s various loss mitigation strategies, among other factors, may also
have a significant effect on reported net income or loss in a given reporting period.

Net income for 2012 declined to $110 million from $773 million in 2011 due primarily to unrealized losses on credit
derivatives, higher loss and loss adjustment expenses and lower net earned premiums. Over the course of 2012, credit spreads
on AGC and AGM declined, which resulted in unrealized losses in the credit derivative portfolio, while in 2011, those credit
spreads increased, resulting in unrealized gains. In 2012, loss and loss adjustment expenses were higher than 2011 due
primarily to losses incurred on Greek sovereign exposures. Net earned premiums declined due to the scheduled amortization
of the insured portfolio, offset in part by higher terminations and refundings of insured obligations. Offsetting the decline in
net income were changes in fair value of FG VIE assets and liabilities and commutation gains related to the reassumption of
previously ceded books of business.

Non-GAAP Financial Measures

Non-GAAP operating income in 2012 was $535 million, compared with $601 million in 2011. The decline in
operating income was primarily driven by losses incurred on Greek exposures and lower credit derivative revenues, offset in
part by higher commutation gains. The decline in credit derivative revenues is consistent with expectations as the Company
no longer writes financial guaranties in derivative form and this book of business amortizes.

Adjusted book value was $9.2 billion and adjusted book value per share was $47.17 as of December 31, 2012 as
compared to $9.0 billion and $49.32 per share as of December 31, 2011. Adjusted book value increased slightly, mainly due
to the issuance.of common shares, new business and commutations of reassumed business, partially offset by economic loss
development. Adjusted book value per share decreased due to 11.8 million additional shares outstanding in 2012. In June
2012, the Company issued 13.4 million common shares which were partially offset by the repurchase of 2.1 million common
shares in 2012. See Note 19, Shareholders’ Equity, of the Financial Statements and Supplementary Data.

See “~Non-GAAP Financial Measures” for a description of these non-GAAP financial measures.
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Key Business Strategies
The Company has been focused on various strategies to create value:

¢ loss mitigation, including the pursuit of recoveries for breaches of R&W, servicing improvements and the
purchase of insured obligations;
new business development and reinsurance commutations; and

e other rating agency capital improvement strategies.

On May 31, 2012, the Company acquired Municipal and Infrastructure Assurance Corporation, which it has
renamed MAC, from Radian. MAC is licensed to provide financial guaranty insurance and reinsurance in 38 U.S.
Jurisdictions including the District of Columbia. In January 2013, the Company announced its intention to launch MAC as a
new financial guaranty insurer that provides insurance only on debt obligations in the U.S. public finance markets, in order to
increase the Company’s insurance penetration in such market.

Loss Mitigation

The Company continued its risk remediation strategies in 2012, which lowered losses and improved rating agency
capital. The following are examples of the strategies employed by the Company.

Pursuit of R&W Breaches

In an effort to recover U.S. RMBS losses the Company experienced in its insured U.S. RMBS portfolio resulting
from breaches of R&W, the Company has pursued R&W providers by enforcing R&W provisions in contracts, negotiating
agreements with R&W providers relating to those provisions and, where indicated, initiating litigation against R&W
providers. The two largest settlement agreements resulting from these efforts were with Bank of America in 2011 and
Deutsche Bank in 2012. See “Losses in the Insured Portfolio” and Note 6, Expected Loss to be Paid, of the Financial
Statements and Supplementary Data, for a discussion of each of these agreements. In the proceeding AGM brought against
Flagstar Bank in New York Federal court, the court granted judgment in favor of AGM in February 2013 on its claims for
breach of contract in the amount of approximately $90 million plus contractual interest and attorneys’ fees and costs to be
determined. Flagstar Bank has indicated it intends to appeal the decision.

Al together these fforts have resulted in the Company causing R& W providers to pay or agree to pay $2.9 billion
in respect of R&W. The Company believes these results, including settlement agreements and trial decisions, are significant
and will help it as it continues to pursue R&W providers for U.S. RMBS transactions it has insured. The Company continues
to enforce contractual provisions and pursue litigation and is in discussions with other R&W providers regarding potential
agreements. See “Recovery Litigation” in Note 6, Expected Loss to be Paid, of the Financial Statements and Supplementary
Data, for a discussion of the litigation proceedings the Company has initiated against other R&W providers.

Purchase of Below Investment Grade Insured Obligations

In order to mitigate losses, the Company is continuing to purchase attractively priced BIG obligations that it insured.
These purchases resulted in a reduction to net expected loss to be paid of $586 million as of Deeember 31, 2012. As of
December 31, 2012, the fair value of assets purchased or obtained for loss mitigation purposes (excluding the value of the
Company’s insurance) was $650 million, with a par of $1,855 million (including bonds related to FG VIEs of $94 million in
fair value and $695 million in par).

RMBS Servicing Interventicn

The quality of servicing of the mortgage loans underlying an RMBS transaction influences collateral performance
and ultimately the amount (if any) of the Company’s insured losses. The Company has established a group to mitigate RMBS
losses by influencing mortgage servicing, iricluding, if possible, causing the transfer of servicing or establishing special
servicing arrangements. “Special servicing” is an industry term referencing more intense servicing applied to delinquent
loans aimed at mitigating losses. Special servicing arrangements provide incentives to a servicer to achieve better
performance on the mortgage loans it services. As a result of the Company’s efforts, at February 28, 2013 the servicing of
approximately $3.0 billion of mortgage loans had been transferred to a new servicer and another $1.7 billion of mortgage
loans were subject to special servicing arrangements. The December 31, 2012 net insured par of the transactions subject to a
servicing transfer was $2.7 billion and the net insured par of the transactions subject to a special servicing arrangement was
$0.9 billion.
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New Business Development and Commutations

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, surveillance and loss mitigation
capabilities. Few individual or even institutional investors have the analytic resources to cover the tens of thousands of
municipal credits in the market. For those exposures that the Company guarantees, it undertakes the tasks of credit selection,
analysis, negotiation of terms, surveillance and, if necessary, loss mitigation. Management believes this allows retail
investors to participate more widely, institutional investors to operate more efficiently, and smaller, less well-known issuers
to gain market access on a more cost-effective basis. The following tables present summarized information about the U.S.
municipal market’s new debt issuance volume and the Company’s share of that market.

U.S. Municipal Market Data(1)

Year Ended December 31,

2012 2011 ) 2010

Number of Number of Number of
Par issues Par issues Par issues
(dotlars in billions, except number of issues) '
New municipal bonds issued........... $ 366.7 12,544 § 285.2 10,176 $ 430.8 13,594
Insured by AGC and AGM(2) ........ 13.2 1,157 15.2 1,228 26.8 1,697
(1) Based on the date the transactions are sold.

2) Represents 99.8% for 2012, 100% for 2011 and 100% for 2010 of market share of bonds issued with insurance for
all periods presented.

Amounts in the table below represent Assured Guaranty’s percentage of the market categories listed.

Assured Guaranty’s Penetration Rates for the
U.S. Municipal Market

Year Ended December 31,

2012 2011 2010
Market Penetration Par............coeeeeeriiiiiiriniie st 3.6% o 53% 6.2%
Market penetration based on number of iSSUES........ccoceevrrriiriiiiie i 9.2 12.1 12.5
% of single A Par S0Id .........ccovviiiiniiiiiiii e 11.9 15.8 14.9
% of single A transactions SOId............cccovveiviiiniinininini e 29.5 37.8 35.2
% of under $25 million par SOLd .........ccceecveveeveviniriciinin e 11.7 14.7 15.3
% of under $25 million transactions SOId ........c.cccecevireiniincnnn i 10.3 132 13.7
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New Business Production

Year Ended December 31,
2012 2011 ' 2010
(in millions)
PVP:

Public Finance—U.S.

Assumed from Radian................icoiveiicieciieeeeecee e, $ 22 3 — 3 —

Primary MarketS .........cccoiorieinninireccecnee e e 125 148 286

Secondary Markets ..ot s 19 25 42
Public Finance—non-U'S.

Primary Markets ..........cccovrivimeiincrec et 1 3 —

Secondary Markets ..........cccoorrrrrriccevere s — — 1
Structured FINance—U.S. ........oooviirieeriiie et 43 60 30
Structured Finance—non-U.S. ..........ccovviveviiciieieeecee e — 7 4

TOtAl PVP ..ottt vt snrs e a et anns $ 210 § 243 363

Gross Par Written:
Public Finance—U.S.

Assumed from RAAIAN .......ocveviviiiiiiiiiirccctiie e sse s eeeane 3 1,797 $ — —

Primary MarketS.........c.ccoocuevuiiuieeieieieeie et et e ereer e eve s 13,055 14,015 26,195

Secondary Markets ..........ocoiviiiviiniiiiciiiieesseeeer e 1,309 1,077 1,567
Public Finance—non-L.S.

Primary Markets ..........cccocovviimeiininiinicnceree et 35 127 —

Secondary Markets ........ccoueeeerererereceeieienienntetneeccsnesesesesesesenenens — _ 34
Structured Finance—U.S. ........ooioviiiciee e 620 1,673 2,963
Structured Finance—non-U.S. ...........c.coccooiiiiiiiieiieecreee e — — —

Total Sross par WIthell........ovvveeveurerirerrsreresreresssesesssssesseessessssesesenns $ 16,816 $ = 16,892 30,759

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.”

U.S. public finance PVP and gross par written have declined over the past two years as a result of record-low bond
yields on new issuances, tight credit spreads and uncertainty over financial strength ratings of Assured Guaranty throughout
2011 and 2012. However, the Company’s 2012 U.S. public finance premium rates were consistent by sector with rates in
2011 and the average rating of gross par written has remained in the Single-A category. The Company insured a select
number of U.S. structured finance transactions in 2012, including a U.S. commercial receivables securitization and a life
insurance reserve financing. The Company uses its AGC platform to underwrite new structured finance transactions, while
most public finance transactions are written by AGM.

PVP for 2012 includes $22 million in assumed public finance business from Radian, representing the Company’s
first third party assumed reinsurance treaty written since 2009. 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 U.S. public finance par and agreed to acquire MAC. In addition to the Radian reassumption, the
Company also reassumed $6.2 billion in par from Tokio Marine & Nichido Fire Insurance Co., Ltd. (“Tokio”). The Company
recognized $82 million in pre-tax commutation gains as a result of commutation transactions in 2012 and $32 million in
2011. The 2012 commutations resulted in approximately $109 million in additional future premium earnings.

Other Rating Agency Capital Improvement Strategies
In order to reduce leverage and possibly, rating agency capital charges, the Company has mutually agreed with
beneficiaries to terminate selected financial guaranty insurance and credit derivative contracts. In particular, the Company has

targeted investment grade securities for which claims are not expected but which carry a disproportionate rating agency
capital charge. The Company terminated $4.1 billion in net par in 2012 and $12.8 billion in net par in 2011.
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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. 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.

An understanding of the Company’s accounting policies for these items is of critical importance to understanding its
consolidated financial statements. See Part II, Item 8. “Financial Statements and Supplementary Data” for a discussion of
51gn1ﬁcant accounting policies and fair value methodologies. The Company adopted a new pronouncement on January 1,
2012, in accordance with GAAP, which specifies that costs related directly to the successful acqu1s1t|0n of new and renewal
insurance contracts should be capitalized. The effect of retrospective application was a decrease to net income of $3 million
and $0.02 per share for 2011 and a decrease to net income of $10 million and $0.05 per share for 2010. The changes affected
amortization of deferred acquisition costs, other operating expenses and taxes.

Consolidated Results of Operations

Consolidated Results of Operations

Year Ended December 31,
2012 2011 2010
(in millions)

Revenues:
Net €arned PIEMIUITIS ...ccvevveeerrierieececcierenirissiiseresie et s sene $ 853 % 920 $ 1,187
Net InVEStMENt INCOMIE .....oovveverieecerieeeeieeteri et st ereseresse et saeeseenensas 404 396 361
Net realized investment gains (IOSSES) ......cccvveviiiviiiiinrinneninie e 1 (18) 2)
Net change in fair value of credit derivatives:

Realized gains (losses) and other settlements ................. et eerrenee e (108) 6 153

Net unrealized aiNS......cceovevvereenieiirrietiiiiircci e (477) 554 (155)
Net change in fair value of credit deTivatives ..o (585) 560 2)
Fair value gains (losses) on committed capital securities (“CCS”) ........... (18) 35 9
Fair value gains (losses) on FG VIES ..o 210 (132) (274)
OhEr INCOME .......oveneeieccieeeece ettt 108 58 . 34

TOLAl TEVEIUES «.eveeeeeeeeeeeeeseeeeeseuseeeesereeeesssseesannesaesnsseaasasasssraresasesenes 973 1,819 1,313
Expenses:
LOSSANA LAE .....ooiieeiieeeeett ettt s e 523 462 412
Amortization of deferred acquisition COStS .........cccccerievviriiiiiiniiriinine 14 17 22
AGMH acquisition-related eXpenses ........ccocveevnviriininrinneeseieeeenes — — 7
INEEIESE EXPENSE <. veenveiieeiieeereeeetieiceiat e st e e e seser e srn et n s san s e b s n e 92 99 100
Other OPerating EXPeNSES. .....ccveererircrciirieiiirireeie e sie ettt s sreeeneons 212 212 238

TOtAl EXPENSES...evieriereiiiietinretererc sttt ettt n e ab e sen e sr e 841 790 779
Income (loss) before provision for iInCOME taXeS.......ccocvivieiiiiiiniinincnenenns 132 1,029 534
Provision (benefit) for iNCOME taXes........cooceeeiiiiiiviivininecceeecces 22 256 50

Net income (10SS) .....oovverereerrnnen. et s $ 110 $ 773§ 484
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Net Earned Premiums

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

Net Earned Premiums

Year Ended December 31,
2012 2011 2010
(in millions)

Financial guaranty:
Public finance

Scheduled net earned premiums and accretion................c.cvvvveenenen. $ 339§ 360 § 386
ACCElerationS(1) ..cc.euveviierieiieieeecece e 250 125 91
Total public fINANCE ..........eoeeerveereeeeeee et 589 ' 485 477
Structured fINANCE(2)......cvovrvreiieiiieeeeierie et s 263 433 708
OLhET ..ttt 1 2 2
Total net earned Premitms ............ocooueeveieeeeveeiieeeeeeeeee e, $ 853 § 920 § 1,187
(1) Reflects the unscheduled refunding or early termination of underlying insured obligations.

) Excludes $153 million, $75 million and $48 million for 2012, 2011 and 2010, respectively, related to consolidated
FG VIEs.

2012 compared with 2011: Net earned premiums decreased compared with 2011 due primarily to the scheduled
amortization of the structured finance insured portfolio, offset in part by an increase in premium accelerations for refundings
and terminations. Refundings are higher due to the low interest rate environment, which encourages refinancings of relatively
more expensive debt obligations with lower cost debt obligations. Scheduled net earned premiums in 2012 were consistent
with the previously disclosed expected amortization of deferred premium revenue. At December 31, 2012, $4.8 billion of net
deferred premium revenue remained to be earned over the life of the insurance contracts. Scheduled net earned premiums are
expected to decrease each year unless replaced by a higher amount of new business or reassumptions of previously ceded
business (see Note 4, Financial Guaranty Insurance Premiums, of the Financial Statements and Supplementary Data, for
expected timing of premium earnings). Before considering the elimination of premiums related to consolidated FG VIEs, net
eamned premiums increased primarily due to the acceleration of $82 million in net earned premiums on two transactions that
are accounted for as FG VIEs, for which the Company’s financial guaranty insurance obligation was terminated.

2011 compared with 2010: Net earned premiums decreased primarily due to the decline in structured finance
scheduled net earned premium as the par outstanding declined, offset in part by an increase in accelerations in 2011.
Scheduled net earned premiums in 2011 were consistent with the previously disclosed expected amortization of deferred
premium revenue.

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 (1)

Year Ended December 31,
2012 2011 2010
(in millions)

Income from fixed Maturity SECUITEES ......o.eerrereriererieeciriiriinreeareiereees $ 407 $ 399 $ 360
Income from short-term INVESIMENTS .......ccccvveeririiiiiiarimrisiersieenne e 1 1 3
Income from assets acquired in refinancing transactions ...............ceeceueee 5 5 7

Gross INVESTMENT INCOME ......ecverereeeerieeiiieiirrereesire e eseresnneneiness 413 405 370
INVESHMENT EXPENSES . ..oveeveeniiiiiiriesensetesernasasssssstsates et sreneissasssensneieas (9) 9) (9)

Net investment iNCOME(1) ......ceeurrrerecrerererineeererreeieieseesessesesssassesens $ 404 $ 396 3 361

Average fixed and short-term maturity balance ... $ 10,358 § 10,534 $ 10,348
(1) Net investment income excludes $13 million for 2012 and $8 million for 2011 related to consolidated FG VIEs.

2012 compared with 2011: Net investment income increased primarily due to higher income earned on loss
mitigation bonds, which the Company generally purchased at a discount and which carry high investment yields. Income
earned on the general portfolio excluding loss mitigation bonds declined due to a lower fixed maturity balance and lower
reinvestment rates. The overall pre-tax book yield was 3.85% at December 31, 2012 and 4.00% at December 31, 2011,
respectively. Excluding bonds purchased or obtained for loss mitigation purposes, pre-tax yield was 3.51% as of
December 31, 2012 compared with 3.69% as of December 31, 2011.

2011 compared with 2010: The increase in net investment income is due to a shift from cash and short term assets
to the fixed maturity portfolio and additional earnings on higher invested asset balances. The overall pre-tax book yield was
4.00% at December 31, 2011 and 3.72% at December 31, 2010, respectively. Excluding bonds purchased or obtained for loss
mitigation purposes, pre-tax yield was 3.69% as of December 31, 2011 compared with 3.67% as of December 31, 2010.

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 securities that were acquired for loss mitigation purposes. See Note 11,

Investments and Cash in Item 8. of this Annual Report on Form 10-K.

Net Realized Investment Gains (Losses)(1)

Year Ended December 31,
2012 2011 2010
(in millions)
Realized investment gains (losses) on sales of inveStments ............ccco..c.. $ 18 $ 27 $ 25
OTTIL:
TOEENE £0 SELL...vvieiiereiieiiicteereeeeeertesreseeetesresenesabes s rsabe s beesan e abaasrneans 0 (5) 4)
Credit 10SSES ON SECUTILIES .....vveveeererceeeeeirerieniae ittt esste it sereessvesraens (17) (40) (23)
OT Tttt ettt s e sttt ere e se s tes s saerseb s sbesnssrastensans (17) (45) 27)
Net realized investment gains (I0SS€S).......ccovvviirmiiiiinirereniniee e $ 1 8 (18) $ 2)
¢} Net realized investment gains (losses) reported in accordance with GAAP exclude $4 million for 2012 and $12
million for 2011 related to consolidated FG VIEs.
Other Income

Other income is comprised of recurring items such as foreign exchange remeasurement gains and losses, ancillary
fees on financial guaranty policies such as commitment, consent and processing fees, and other revenue items on financial
guaranty insurance and reinsurance contracts such as commutation gains on re-assumptions of previously ceded business.
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Other Income

Year Ended December 31,
2012 2011 2010

(in millions)
Foreign exchange gain (loss) on remeasurement of premium receivable and loss reserves............... $§ 228% 5% (29
Commutation gains (losses) 82 32 50
R&W settlement benefit ........... — 22 —
OthET ..ottt 4 9 13
Total OthEr INCOME .........cviieiiieciiieteee ettt sa sttt eea e eees e eeenenen § 1088 58 $ 34

Over the past several years, the Company has entered into several commutations in order to reassume previously
ceded books of business from BIG financial guaranty companies and its other reinsurers. In 2012, the Company reassumed
several large previously ceded reinsurance contracts, including Radian and Tokio, in exchange for a cash payment to the
Company of $190 million. The Radian and Tokio transactions represented $19.1 billion in par and $108 million in related
unearned premium reserve.

The R&W settlement benefit recorded in other income in 2011 represented transactions where the Company had
recovered more than its expected lifetime losses due to a negotiated agreement with the R&W provider. Such excess may not
be recorded as an offset to loss and LAE under GAAP.

Other Operating Expenses and Amortization of Deferred Acquisition Costs

Other operating expenses and amortization of deferred acquisition costs were affected by the retrospective
application of new accounting guidance, which changed the type and amount of expenses that may be deferred and
amortized. The effect of this new guidance in the years ended December 31, 2011 and 2010 was an increase in operating
expenses of $19 million and $26 million, respectively, and a decrease in amortization of deferred acquisition costs of $14
million and $12 million, respectively. The guidance was retrospectively applied and therefore prior period amounts presented
herein have been revised from previously reported amounts.

Other operating expenses in 2012 were relatively consistent with 2011. Other operating expenses decreased in 201 1
compared to 2010 due primarily to declines in gross compensation expense, offset in part by lower deferral rates. Deferral
rates were 6.4% in 2012 compared with 7.3% in 2011, and 9.4% in 2010.

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. Please refer to Note 6, Expected Loss to be Paid, of the
Financial Statements and Supplementary Data, for a discussion of the accounting policies, assumptions and methodologies
used in calculating the expected loss to be paid for all contracts. For a discussion of the measurement and recognition
accounting policies under GAAP for each type of contract, see the following in Item 8 of the Annual Report on Form 10-K:

Notes 4, 5 and 7 for financial guaranty insurance,

Note 9 for credit derivatives accounting policies,

Note 10 for consolidated FG VIE accounting policies, and

Note 8 for fair value methodologies for credit derivatives and FG VIE assets and liabilities.

The discussion of losses that follows encompasses losses on all contracts in the insured portfolio regardless of
accounting model, unless otherwise specified. In order to effectively evaluate and manage the economics of the entire insured
portfolio, management compiles and analyzes expected 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.
Management also considers contract specific characteristics that affect the estimates of expected loss.

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.
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Surveillance personnel present analyses related to potential losses to the Company’s loss reserve committees for
consideration in estimating the expected loss to be paid. Such analyses include 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 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 net expected loss to be paid is an inherently
subjective process involving numerous estimates, assumptions and judgments by management.

The Company segregates its insured portfolio into investment grade and BIG surveillance categories to facilitate the
appropriate allocation of resources to monitoring and loss mitigation efforts and to aid in establishing the appropriate cycle
for periodic review for each exposure. BIG exposures include all exposures with internal credit ratings below BBB-. The
Company’s internal credit ratings are based on internal assessments of the likelihood of default and loss severity in the event
of default. Internal credit ratings are expressed on a ratings scale similar to that used by the rating agencies and are generally
reflective of an approach similar to that employed by the rating agencies.

The Company monitors its investment grade credits to determine whether any new credits need to be internally
downgraded to BIG. The Company refreshes its internal credit ratings on individual credits in quarterly, semi-annual or
annual cycles based on the Company’s view of the credit’s quality, loss potential, volatility and sector. Ratings on credits in
sectors identified as under the most stress or with the most potential volatility are reviewed every quarter. The Company’s
insured credit ratings on assumed credits are based on the Company’s reviews of low-rated credits or credits in volatile
sectors, unless such information is not available, in which case, the ceding company’s credit rating of the transactions are
used. The Company models most assumed RMBS credits with par above $1 million, as well as certain RMBS credits below
that amount.

Credits identified as BIG are subjected to further review to determine the probability of a loss. Surveillance
personnel then assign each BIG transaction to the appropriate BIG surveillance category based upon whether a lifetime loss is
expected and whether a claim has been paid. The Company expects “lifetime losses” on a transaction when the Company
believes there is at least a 50% chance that, on a present value basis, it will pay more claims over the life of that transaction
than it ultimately will have been reimbursed. For surveillance purposes, the Company calculates present value using a
constant discount rate of 5%. (A risk free rate is used for recording of reserves for financial statement purposes.)

More extensive monitoring and intervention is employed for all BIG surveillance categories, with internal credit
ratings reviewed quarterly. The three BIG categories are:

e BIG Category 1: Below-investment-grade transactions showing sufficient deterioration to make lifetime losses
possible, but for which none are currently expected. Transactions on which claims have been paid but are
expected to be fully reimbursed (other than investment grade transactions on which only liquidity claims have
been paid) are in this category.

e BIG Category 2: Below-investment-grade transactions for which lifetime losses are expected but for which no
claims (other than liquidity claims which is a claim that the Company expects to be reimbursed within one year)
have yet been paid.

e BIG Category 3: Below-investment-grade transactions for which lifetime losses are expected and on which

claims (other than liquidity claims) have been paid. Transactions remain in this category when claims have been
paid and only a recoverable remains.
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Net Par Outstanding and Number of Risks

By BIG Category
Net Par Outstanding Number of Risks (1)
as of December 31, as of December 31,
Description 2012 2011 2012 2011
(dollars in milliens)
BIG:
CateOTY | .vivieeeeeeieeeee e eaens $ 9,254 $ 12,250 183 211
CateBOTY 2 ..ttt 5,107 4,981 103 104
Category 3 ..o e 9,031 9,531 174 152
Total BIG ... $ 23392 § 26,762 460 467
(1) A risk represents the aggregate of the financial guaranty policies that share the same revenue source for purposes of

making debt service payments.
Infrastructure:

The Company has exposure to infrastructure transactions with refinancing risk as to which the Company may need
to make claim payments that it did not anticipate paying when the policies were issued; the aggregate amount of the claim
payments may be substantial and reimbursement may not occur for an extended time, if at all. For the three largest
transactions with significant refinancing risk, the Company may be exposed to, and subsequently recover, payments
aggregating $1.4 billion. These transactions generally involve long-term infrastructure projects that are financed by bonds
that mature prior to the expiration of the project concession. While the cash flows from these projects were expected to be
sufficient to repay all of the debt over the life of the project concession, in order to pay the principal on the early maturing
debt, the Company expected it to be refinanced in the market at or prior to its maturity. Due to market dislocation and
increased credit spreads, the Company may have to pay a claim at the maturity of the securities, and then recover its payment
from cash flows produced by the project in the future. The Company generally projects that in most scenarios it will be fully
reimbursed for such payments. However, the recovery of the payments may take a long time and is uncertain. The claim
payments are anticipated to occur substantially between 2014 and 2017, while the recoveries could take 20-45 years,
depending on the transaction and the performance of the underlying collateral. For more information about this risk, see “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” under “Risks Related to the Company’s Capital and
Liquidity Requirements” in Item 1A.

U.S. RMBS:

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
or tranching) of the RMBS to the projected performance of the collateral over time. The resulting projected claim payments
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.

Generally, when mortgage loans are transferred into a securitization, the loan originator(s) and/or sponsor(s) provide
R&W, that the loans meet certain characteristics, and a breach of such R&W often requires that the loan be repurchased from
the securitization. In many of the transactions the Company insures, it is in a position to enforce these requirements. The
Company uses internal resources as well as third party forensic underwriting firms and legal firms to pursue breaches of
R&W. If a provider of R&W refuses to honor its repurchase obligations, the Company may choose to initiate litigation. See
“-Recovery Litigation” in Note 6, Expected Loss to be Paid, of the Financial Statements and Supplementary Data. In
February 2013, the Company was awarded damages plus costs and attorneys’ fees, subject to appeal, in its litigation against
Flagstar Bank.

The Company’s success in pursuing R&W claims against a number of counterparties that provided R&W on a loan
by loan basis has permitted the Company to pursue reimbursement agreements with R&W providers. Such agreements
provide the Company with many of the benefits of pursuing the R&W claims but without the expense and uncertainty of
pursuing the R&W claims on a loan by loan basis. The Company has entered into several such agreements, most notably
with Bank of America and Deutsche Bank, and it continues to pursue such agreements with other counterparties as
opportunities arise.
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Through December 31, 2012 the Company has caused entities providing R&Ws to pay or agree to pay
approximately $2.9 billion (gross of reinsurance) in respect of their R&W liabilities for transactions in which the Company
has provided a financial guaranty. Of this, $2.3 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 Deutsche Bank Agreement) and approximately
$557 million are amounts paid into the relevant RMBS financial guaranty transactions pursuant to the transaction documents.

The $2.3 billion of payments made or to be made directly to the Company by R&W providers under agreements
with the Company includes $1.6 billion that has already been received by the Company, as well as $698 million the Company
projects receiving in the future pursuant to such currently existing agreements. Because most of that $698 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. This amount is included in the Company’s calculated credit for R&W recoveries,
described below.

The $557 million paid by R&W providers were paid into the relevant RMBS transactions in accordance with the
priority of payments set out in the relevant transaction documents. 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.

The Company assumes that recoveries on transactions backed by second lien loans that were not subject to the Bank
of America Agreement or Deutsche Bank Agreement will occur, depending on scenarios, in two to four years from the
balance sheet date, and that recoveries on transactions backed by Alt-A first lien, Option ARM and Subprime loans will
occur as claims are paid over the life of the transactions. See Note 6, Expected loss to be Paid, of the Financial Statements
and Supplementary Data, for a discussion of the significant terms of the Company’s R&W settlement agreements to date.

Net expected loss to be paid 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. Current risk free rates are used to discount expected losses at the end of each reporting
period and therefore changes in such rates from period to period affect the expected loss estimates reported. The effect of
changes in discount rates are included in net economic loss development, however, economic loss development attributable
to changes in discount rates is not indicative of credit impairment or improvement. Assumptions used in the determination of
the net expected loss to be paid 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. The primary drivers of changes in
expected loss to be paid are discussed below.

The primary difference between net economic loss development and loss expense included in operating income
relates to the consideration of deferred premium revenue in the calculation of loss reserves and loss expense. For financial
guaranty insurance contracts, a loss is generally recorded only when expected losses exceed deferred premium revenue.
Therefore, the timing of loss recognition does not necessarily coincide with the timing of the actual credit impairment or
improvement reported in net economic loss development. AGM’s U.S. RMBS transactions generally have the largest
deferred premium revenue balances because of the purchase accounting adjustments that were made in 2009 in connection
with Assured Guaranty’s purchase of AGM, and therefore the largest differences between net economic loss development
and loss expense is this sector. See “—Losses Incurred” for amount recognized in the GAAP and non-GAAP operating
income statement.
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Economic Loss Development and (Paid) Recovered Losses

Economic Loss Development(1) (Paid) Recovered Losses

Year Ended December 31, Year Ended December 31,
2012 2011 2010 2012 2011 2010
(in millions)
U.S. RMBS before benefit for recoveries for breaches of R&W ....... $ 367 $ 1,039 $ 939 $(996) $(1,051) $(1,066)
Net benefit for recoveries for breaches of R&W ... (179)  (1,038) (649) 459 1,059 189
U.S. RMBS after benefit for recoveries for breaches of R&W.......... 188 1 290 (537) 8 @877
Other structured fiNaNCe..........ccoooiiiiiiiiciiiiie e (28) 80 147 39) (26) (2)
PUDIIC fINANCE .veeveiveeeiecie ittt e e eaeesinens 295 43 11 (303) (65) (53)
ORET .ottt e s (17) — — 12 — —
TOtAL oo e $ 438 $ 124 § 448 $867)$ (83) § (932)
(1) 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.

| Net Expected Loss to be Paid

As of As of
December 31, 2012 December 31, 2011
(in millions)

U.S. RMBS before benefit for recoveries for breaches of R&W .........c.cc....... R $ 1,652 $ 2,281
Net benefit for recoveries for breaches of R&EW ..., (1,370) (1,650)
U.S. RMBS after benefit for recoveries for breaches of R&W..........cccoecvviiivenenne. 282 631
Other SIrUCUIEd fINANCE. .......ooiiii ittt eeeeecectreee e e e esctarra e s araaaesesesnrereeeeaeesennes 339 406
PUDHIC FINANCE ..ottt bbb s et st sabe e e anesnaes 59 67
(073 1<) G SO PO PSP OT ORI OPPEO ST RPPRRPUOOE 3) 2
TOLAL. ettt ee et et e b ettt st et e ereeneene e aeete st eba b e aaeerserean $ 677 $ 1,106

2012 Net Economic Loss Development

Total economic loss development in 2012 was $438 million ($319 million after tax), which was primarily driven by
losses on its troubled European exposures, particularly a $189 million loss in relation to the Company’s Greek sovereign
bond exposures and loss development on Spanish sub-sovereign exposures, higher U.S. RMBS and U.S. public finance
losses, offset in part by positive developments in the TruPS portfolio. Changes in discount rates did not have a significant
effect on economic loss development in 2012 as the risk-free rates used to discount expected losses ranged from 0.0% to
3.28% as of December 31, 2012 compared with 0.0% to 3.27% as of December 31, 2011.

The Company’s RMBS loss projection methodology assumes that the housing and mortgage markets will improve.
Each quarter the Company makes a judgment as to whether to change the assumptions it uses to make RMBS loss projections
based on its observation during the quarter of the performance of its insured transactions (including early stage delinquencies,
late stage delinquencies and, for first liens, loss severity) as well as the residential property market and economy in general,
and, to the extent it observes changes, it makes a judgment as whether those changes are normal fluctuations or part of a
trend. Based on such observations, the Company chose to use essentially the same assumptions and scenarios to project
RMBS loss as of December 31, 2012 as it used as of December 31, 2011, except that as compared to December 31, 2011:

* in its most optimistic scenario, it reduced by three months the period it assumed it would take the mortgage
market to recover; and

e in its most pessimistic scenario, it increased by three months the period it assumed it would take the mortgage
market to recover. )

The Company’s use of essentially the same assumptions and scenarios to project RMBS losses as of December 31,
2012 as at December 31, 2011 was consistent with its view at December 31, 2012 that the housing and mortgage market
recovery is occurring at a slower pace than it anticipated at December 31, 2011. The Company’s changes during 2012 to the
period it would take the mortgage market to recover in its most optimistic scenario and its most pessimistic scenario allowed
it to consider a wider range of possibilities for the speed of the recovery. Since the Company’s projections for each RMBS
transaction are based on the delinquency performance of the loans in that individual RMBS transaction, improvement or
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deterioration in that aspect of a transaction’s performance impacts the projections for that transaction. The methodology the
Company uses to project RMBS losses and the scenarios it employs are described in more detail in Note 6, Expected Loss to
be Paid, of the Financial Statements and Supplementary Data.

The following table provides a breakdown of the development and accretion amount in the roll forward of estimated
recoveries associated with alleged breaches of R&W.

Year Ended December
31,2012
. . . (in millions)

Inclusion (removal) of deals with breaches of R&W during period..........cooummmmeemiicrserecnisiiiinsnnnnnnis $ 3)
Change in recovery assumptions as the result of additional file review and recovery SUCCESS.........ccueeueene 70
Estimated increase (decrease) in defaults that will result in additional (lower) breaches.......coceveeieiereennas 63
Results of settlements and JUdgmEnts ..........ooevieiiereninninenres s ppeveesbegpeniansanseenesninessianes , 40
Accretion Of diSCOUNT ON DALANCE...........eereereererirereeerereererstitertess s as st as e st s et b s st s e 9

TOLAL oo oeeeees e esees e e es e seseseseseesenesasssesesssas e s et aResEeseem e Rt e R e ee s e s R e oA e R e e R A b S e R e e e sttt $ 179

U.S. municipalities and related entities have been under increasing pressure over the last few quarters, and a few
have filed for protection under the U.S. Bankruptcy Code, entered into state processes designed to help municipalities in
fiscal distress or otherwise indicated they may consider defaulting on their obligations to make timely payments on their
debts. The Company expects that bondholder rights will be enforced. However, due to the early stage of these developments,
and the circumstances surrounding each instance, the ultimate outcome cannot be certain. The Company will continue to
analyze developments in each of these matters closely. The municipalities whose obligations the Company has insured that
have filed for protection under Chapter 9 of the U.S Bankruptcy Code are: Jefferson County, Alabama and Stockton,
California. The City Council of Harrisburg, Pennsylvania had also filed a purported bankruptcy petition, which was later
dismissed by the bankruptcy court; a receiver for the City of Harrisburg was appointed by the Commonwealth Court of
Pennsylvania on December 2, 2011. The net par outstanding for these and all other BIG rated U.S. public finance obligations
was $4.6 billion as of December 31, 2012 and $4.5 billion as of December 31, 2011. The Company projects that its total
future expected net loss across its troubled U.S. public finance credits (after projected recoveries of claims already paid) will
be $7 million as of December 31, 2012, down from $16 million as of December 31, 2011. '

2011 Net Economic Loss Development

Net economic loss development in 2011 was $124 million ($116 million after tax) which was driven primarily by
non-U.S. RMBS structured finance and non U.S public finance obligations. In the non U.S. RMBS structured finance
portfolio, economic-loss development was primarily driven by the decline in risk free rates used to discount expected losses.
Loss development in life insurance and film securitizations also contributed to the net loss development, offset in part by
positive development in the TruPS portfolio. Economic loss development in the non- U.S. public finance portfolio was
comprised mainly of the probability weighted loss estimate on exposures to Greek sovereign debt based on information
available at that time. In the U.S. RMBS portfolio, loss development was offset by positive developments in actual and
expected recoveries for breaches of R&W. Changes in discount rates had a significant effect on the economic loss
development in 2011 as the rates ranged from 0.0% to 3.27% as of December 31, 2011 compared with 0.0% to 5.34% as of
December 31, 2010.

During each quarter of 2011 also the Company made a judgment as to whether to change the assumptions it used to
make RMBS loss projections based on its observation during the quarter of the performance of its insured transactions
(including early stage delinquencies, late stage delinquencies and, for first liens, loss severity) as well as the residential
property market and economy in general, and, to the extent it observed changes, it made a judgment as whether those changes
were normal fluctuations or part of a trend. Based on such observations, the Company chose to use essentially the same
assumptions and scenarios to project RMBS loss as of December 31, 2011 as it used as of December 31, 2010, except that as
compared to December 31, 2010:

e based on its observation of the slow mortgage market recovery, the Company increased its base case expected
period for reaching the final conditional default rate in second lien transactions and adjusted the probability
weightings it applied to second lien scenarios from year-end 2010 to reflect the changes to those scenarios;

e also based on its observation of the slow mortgage market recovery the Company added a more stressful first

lien scenario at year-end 2011 reflecting an even slower potential recovery in the housing and mortgage
markets, making what had prior to that been a stress scenario its base scenario;
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e based on its observation of increased loss severity rates, the Company increased its projected loss severity rates
in various of its first lien scenarios; and

* based on its observation of liquidation rates, the Company decreased the liquidation rates it applied to non-
performing loans.

The Company’s use of essentially the same methodology and scenarios to project RMBS losses as of December 31 ,
2011 as at December 31, 2010 was consistent with its view at December 31, 2011 that the housing and mortgage market
recovery was occurring at a slower pace than it anticipated at December 31, 2010. Since the Company’s projections for each
RMBS transaction are based on the delinquency performance of the loans in that individual RMBS transaction, improvement
or deterioration in that aspect of a transaction’s performance impacts the projections for that transaction.

The following table provides a breakdown of the development and accretion amount in the roll forward of estimated
recoveries associated with alleged breaches of R&W.

Year Ended December

31, 2011
(in millions)
Inclusion (removal) of deals with breaches of R&W during period............ e $ 115
Change in recovery assumptions as the result of additional file review and recovery success................... 218
Estimated increase (decrease) in defaults that will result in additional (lower) breaches........................... 17
RESUIS OF SEHIBIMENLS .....ovvvureveeeiiirieeceeceeee oo eeses e eee e se s e s s oo e oes e es oo eeeen 668
Accretion of diSCOUNt 01l DAIANCE. .........c.eurimiveiieeieieeiessee e e eees s es e ees e 20
TOMAL ..ttt ettt e et s e e $ 1,038

2010 Net Economic Loss Development

Net economic loss development in 2010 was $448 million ($313 million after tax) which was driven primarily by
U.S RMBS and other structure finance obligations. Changes in discount rates had a significant effect on economic loss
development as the risk free rates used to discount losses as of the end of 2010 were 0.0% to 5.34% compared with 0.0% to
5.12% as of the end of 2009.

During each quarter of 2010 also the Company made a judgment as to whether to change the assumptions it used to
make RMBS loss projections based on its observation during the quarter of the performance of its insured transactions
(including early stage delinquencies, late stage delinquencies and, for first liens, loss severity) as well as the residential
property market and economy in general, and, to the extent it observed changes, it made a judgment as whether those changes
were normal fluctuations or part of a trend. Based on such observations, the Company chose to use essentially the same
assumptions and scenarios to project RMBS loss as of December 31, 2010 as it used as of December 31, 2009, except that as
compared to December 31, 2009:

* based on its observation of what appeared to be the beginnings of an improvement in the housing and mortgage
markets in the first part of 2010, it adjusted for the second quarter 2010 how its scenarios were run;

* then based on its observations in the third and fourth quarters of 2010 that early stage delinquencies had not
trended down as much as it had anticipated in the second quarter and its concerns in the fourth quarter about the
timing and strength of any recovery in the mortgage and housing markets, it adjusted its probability weightings
to reflect a somewhat more pessimistic view; and

* based on its observation of increased loss severity rates, the Company increased its projected initial loss severity
rates for subprime transactions to 80%.

The Company’s use of essentially the same assumptions and scenarios to project RMBS losses as of December 31,
2010 as at December 31, 2009 was consistent with its view at December 31, 2010 that the housing and mortgage market
recovery was occurring at a slower pace than it anticipated at December 31, 2009. Since the Company’s projections for each
RMBS transaction are based on the delinquency performance of the loans in that individual RMBS transaction, improvement
or deterioration in that aspect of a transaction’s performance impacts the projections for that transaction.
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The following table provides a breakdown of the development and accretion amount in the roll forward of estimated
recoveries associated with alleged breaches of R&W.

Year Ended December

31,2010
(in millions)
Inclusion (removal) of deals with breach of R&W during period ...........ceveciniiiiiiininninicniceiccnnene $ 180
Change in recovery assumptions as the result of additional file review and recovery success.........c........ 253
Estimated increase (decrease) in defaults that will result in additional (lower) breaches..........c.cccceveeeennen. 211
Accretion of diSCOUNT ON DAIANCE..........ccvrrrrirenieieiieeieire sttt sttt e se et seane e etesaesr et e s nases e snes 5
TOUAL .-ttt ettt ettt ettt eae e skt a s st ene ke s b s nE kR bR s e e s £ b ke bttt e ettt s e rn $ 649

Losses Incurred

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 or improvement are not included in operating income.

Expected loss to be paid as discussed above under “Losses in the Insured Portfolio” is an important liquidity
measure in that it provides the present value of amounts that the Company expects 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.
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, but eliminated in consolidation under GAAP.

The following tables present the loss and LAE recorded in the consolidated statements of operations by sector for
non-derivative contracts and the loss expense recorded under non-GAAP operating income respectively. Amounts presented
are net of reinsurance.

Loss and LAE Reported
on the Consolidated Statements of Operations
Year Ended December 31,
2012 2011 2010
(in millions)

U.S. RMBS ..ottt ettt st s sbe s e $ 308 § 380§ 381
Other structured fiNance...........ccocviviiirrieeie et e e @) 118 64
) S010) FTol 51 13 Lo OO SRS 285 48 33
OIET .ttt a ettt et en e e et esnease e e e e ebeeanresnraresanes (17) — —
Total insurance contracts before FG VIE consolidation ............c..ccceuveueeee. 569 555 478
Effect of consolidating FG VIES......ccccocvviiiiniinncrenenr e (46) (93) (66)

Total 108s and LAE ........ccooiiiieiiiieieeeecee et s e $ 523  § 462 $ 412

Loss Expense Non-GAAP Operating
Year Ended December 31,
2012 2011 2010
(in millions)

U.S.  RMBS et st st seeen e s s anesanens $ 369§ 365 § 499
Other Structured fINANCE........cooverieeriere ettt s sne s (40) 99 155
PUDLIC fINANCE ...evovveviireieiirireiees et et r e s s en 284 29 34
OBRET ..ottt ettt ettt e s (17) — —
01 | OO SO SUU PRSP URPURRUR $ 596 $ 493 § 688
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Reconciliation of Loss and LAE to Non-GAAP Loss Expense

Year Ended December 31,

2012 2011 2010
(in millions)
LOSS AN LAE ..o $ 523§ 462 $ 412
Credit derivative loss CXPEINISE ..ot 28 (62) 210
FG VIE 108 €XPENSE ..ot 45 93 66
Loss expense included in OPErating iNnCome ............ueenmvoeevomroreeoo $ 596 $ 493 § 688

particular, certain troubled European countries such as Greece where the Company recognized losses.

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 on financial guaranty insurance
contracts and loss and LAE recognized in GAAP income is essentially loss development and accretion for 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 presents the expected timing of loss recognition for insurance contracts on both a reported GAAP
and non-GAAP operating income basis. :

Financial Guaranty Insurance Net Expected Loss to be Expensed

As of December 31, 2012
Net Expected Loss to be Expensed(1)
In GAAP In Non-GAAP
Reported Operating
Income Income
(in millions)

2003 ettt $ 72 % 110
20 ettt 48 70
2003 ettt 42 55
2006 et 37 48
e 36 46
2018-2002 .ot 127 158
2023-2027 et 59 72
2028-2032 ..ottt 29 37
AR 2032 oo 19 29
Total expected PV of net expected loss to be expensed...............cooooni 469 625
DISCOURL ottt 251 287
TOMBL UL VAIUC et $ 720 % 912

N Net expected loss 10 be expensed for GAAP reported income is different than non-GAAP operating income by the

amount related to consolidated FG VIEs.
Net Change in Fair Value of Credit Derivatives

Changes in the fair value of credit derivatives occur primarily because of changes in interest rates, credit spreads,
notional amounts, credit ratings of the referenced entities, expected terms, realized gains (losses) and other settlements, and

the issuing company’s own credit rating, credit spreads and other market factors. With considerable volatility continuing in
the market, unrealized gains (losses) on credit derivatives may fluctuate significantly in future periods.
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Except for net estimated credit impairments (i.e., net expected payments), the unrealized gains and losses on credit
derivatives are expected to reduce to zero as the exposure approaches its maturity date. 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. 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.”

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.

There are typically no quoted prices for its instruments or similar instruments as 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 8, Fair Value Measurement, of the Financial
Statements and Supplemental Data.

The fair value of the Company’s credit derivative contracts represents the difference between the present value of
remaining net premiums the Company expects to receive or pay for the credit protection under the contract and the estimated
present value of premiums that a financial guarantor of comparable credit-worthiness would hypothetically charge or pay the
Company for the same protection. The fair value of the Company’s credit derivatives depends on a number of factors
including notional amount of the contract, expected term, credit spreads, interest rates, the credit ratings of referenced
entities, the Company’s own credit risk and remaining contractual cash flows.

The models used to determine fair value 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, 2012, market prices for the Company’s credit derivative contracts were generally not
available. Inputs to the estimate of fair value include various market indices, credit spreads, the Company’s own credit
spread, and estimated contractual payments.

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 considers R&W claim
recoveries in determining the fair value of its CDS contracts.

Management considers factors such as current prices charged for similar agreements when available, 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 the 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 of
these credit derivative products, actual experience may differ from the estimates reflected in the Company’s consolidated
financial statements and the differences may be material.
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Net Change in Fair Value of Credit Derivatives

Gain (Loss)
Year Ended December 31,
2012 2011 2010
(in millions)
Net credit derivative premiums received and receivable ... $ 127 $ 185 § 207
Net ceding commissions (paid and payable) received and receivable ........ccoociviiiireniciinennns 1 3 3
Realized gains on credit deriVatiVes........oe veereeiciciniuciciis i 128 188 210
T ETTIIITIALIONS +.cnveeeveeeeeeeeeseeeeteeeseessseseeneessaassseseessesassehs s e b e s s b s e e b s e b aea b e s b e o R b s o b s e R s e R b st n e s st €8] (23) —
Net credit derivative losses {paid and payable) recovered and recoverable............ccoocviinnnnnns (235) (159) 37
Total realized gains (losses) and other settlements on credit derivatives..........ooiiirinenninnines (108) 6 153
Net unrealized gains (losses) on credit derivatives ..........ceiviieiniiiiiin s 477) 554 (155)
Net change in fair value of credit derivatives..........oooeurvureerrinincnciniini s $ (585 8 560 § (2)

Net credit derivative premiums have declined in 2012 due primarily to the decline in the net par outstanding to $70.8
billion at December 31, 2012 from $85.0 billion at December 31, 2011. In years ended December 31, 2012 and 2011, CDS
contracts totaling $2.3 billion and $11.5 billion in net par were terminated.

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

Year Ended December 31,
Asset Type 2012 2011 2010
(in millions)
U.S. RMBS:
Option ARM and Alt-A first ien .........oocoovvvininnniciniiinninnines $ 447 8 300 $ (281)
Subprime first Hen ........coovveieiiiincnnie s (55) 24 (10)
Prime fIrSt HEM oottt et (54) 47 8)
Closed end second lien and home equity lines of credit
(“HELOCS) c..eevnreciicinirinsininiss st 5 10 )
Total U.S. RMBS ..ottt eteera e smeesrassisssnees s sanssn s e s e (551) 381 (301)
Pooled corporate ObliZations.........coeveveriiininieriicininiinntns e 59 39 70
CMBS oottt 2 11 10
(01310 1 1) J OO OOV RU PPV P PR PP PSSP 13 123 66
TOAL oot e e e eeteeateeseeese e s e e b e e st e et eracenn s sab e sss e anesas s e a e e et ere e $ 477) § 554 § (155)
€8] “Other” includes all other U.S. and international asset classes, such as commercial receivables, international

infrastructure, international RMBS securities, and pooled infrastructure securities.

During 2012, U.S. RMBS unrealized fair value losses were generated primarily in the prime first lien, Alt-A,
Option ARM and subprime RMBS sectors primarily as a result of the decreased cost to buy protection in AGC’s name as the
market cost of AGC’s credit protection decreased. 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, decreased the implied spreads
that the Company would expect to receive on these transactions increased. The cost of AGM’s credit protection also
decreased during 2012, but did not lead to significant fair value losses, as the majority of AGM policies continue to price at
floor levels.

In 2011, U.S. RMBS unrealized fair value gains were generated primarily in the Option ARM, Alt-A, prime first
lien and subprime sectors primarily as 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; therefore when the cost of
purchasing CDS protection 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.
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In 2010, U.S. RMBS unrealized fair value losses were generated primarily in the Option ARM and Alt-A first lien
sector due to internal ratings downgrades on several of these 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; therefore when the cost of purchasing CDS protection on AGC and AGM increased, 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.

Five-Year CDS Spread on AGC and AGM

As of As of As of
December 31, 2012 December 31, 2011 December 31, 2010

Quoted price of CDS contract (in basis points):
GO ettt e e e 678 1,140 804
AGM oot e 536 778 650

Effect of Changes in the Company’s Credit Spread on
Unrealized Gains (Losses) on Credit Derivatives

Year Ended December 31,
2012 2011 2010
(in millions)

Change in unrealized gains (losses) of credit derivatives:

Before considering implication of the Company’s credit spreads.......... $ 798 $ 68) $ 464
Resulting from change in the Company’s credit spreads ...........coccc...... (1,275) 622 (619)
After considering implication of the Company’s credit spreads ............ $ 477 $ 554 § (155)

Components of Credit Derivative Assets (Liabilities)

As of As of
December 31, 2012 December 31, 2011
(in millions)

Credit derTVALIVE @SSELS ..uvvvviiviirieieeeeiteesteeiee et eeeesteeteebeesesesssecsseeseesesssessnsesasesneenns $ 141 $ 153
Credit derivative lHabilitIes.........cocveiieiiiiiiiiriecierce e sssee et sn e e e esesanes (1,934) (1,457)
Net fair value of Credit AeIIVALIVES .......cvvveeeieeeririeeeceeree e eeeeesreeeesseeseesesaresesanaenes $ (1,793) $ (1,304)

Management believes that the trading level of AGC’s and AGM’s credit spreads is due to (a) the correlation
between AGC’s and AGM’s risk profile, (b) the current risk profile of the broader financial markets, (c) demand for credit
protection against AGC and AGM as the result of its financial guaranty volume, and (d) the overall lack of liquidity in the
CDS market. Offsetting the benefit attributable to AGC’s and AGM’s credit spread were higher credit spreads in the fixed
income security markets relative to pre-financial crisis levels. The higher credit spreads in the fixed income security market
are due to the lack of liquidity in the high-yield CDO, Trust-Preferred CDO, and collateralized loan obligation (“CLO”)
markets as well as continuing market concerns over the most recent vintages of subprime RMBS.
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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,
2012 2011
(in millions)
DeutSChe BAnK AG ....c.ooiiiiiiiiecceee ettt e ee et e e et eseatesteeen e e e e e e $ 8,893 § 9,882
Barclays Capital...........cocooueouieiecieieeecieeiee e e ettt ee e e 8,336 9,244
Bank of America COTpPOration................ouuviviiieeeeereeeeeeeeeeeeee e e oo 7,042 7,339
JPMOTEAN ChaSE & CO. ...ttt et e et 5,787 7,660
BNP Paribas FInance INC. ..........oouoveuiiuiieiiieoeeieeee oot eeeee e e e e e 5,480 5,661
Belfits BanK(1)....cocoueueieiieteietctie et et e ee e e e et 5,196 7,103
MOTEAN StANICY .....cueieiteiieiitiee e et e e et e e oot 4,408 5,179
GIOUPE BPCE ...ttt et ee et 4,107 4614
Royal Bank of Scotland Group PLC..............c.oooiiiiemivieiiene oo, 3,898 6,079
HSBC HoIdINGS PLC ..ottt ettt e e e e s e s e 3,889 4,546
OHRET ...ttt ettt et e et e e e e e e e s st eseee s s s eee s 13,745 17,740
TOMAL. ...ttt ettt et r e et et et et e e $ 70,781 % 85,047

(1) Belfius Bank was formally known as Dexia Bank Belgium as of December 31, 2011.
Interest Expense

For the year ended December 31, 2012, interest expense decreased due to the retirement of the AGUS 8.5% Senior
Notes (see Note 2, Business Changes, Risks, Uncertainties and Accounting Developments, of the Financial Statements and

Supplementary Data). The following table presents the components of interest expense.

Interest Expense

Year Ended December 31,
2012 2011 2010
(in millions)
AGUS:
T.0% SENIOT NOLES.......cvevvireriniieieieeeeeeeetereeeesteeeeeesesereesstessseesereessssesees $ 13 3 13 % 13
8.50% SeNIOr NOLES......covenrerriririneeeieeierecreeeereeteeeeeeressesesesssereesensosesnes 8 16 16
Series A Enhanced Junior Subordinated Debentures...............ooovee....... 10 10 10
TOtAl AGUS ...ttt ettt st e eveeue et esseaneseesssneasanteenseaes 31 39 39
AGMH:
67/8% QUIBS ...ttt et eee e seeee e e seesee s et ——_— 7 7 7
6.25% INOLES ...ttt ee et e e s e e e e eseee s e esee e e eas s eereeeesoenson 16 16 16
5.60%0 NOLES ......eeereeieeeie ettt ettt et st se et e st e e et eseaeeeaeeseneseaesaseaes 6 6 6
Junior Subordinated DebBENtUIES ..........ccocvereereeeeeeeeeeeeeeeeeeeceeeee e 25 25 25
TOtal AGMH ...t s e e e s eeeeea e s eeee s 54 54 54
AGM:
Notes Payable.........c.cooirreiinnieeee et 7 6 7
TOtAl AGM ...t e s e e eseee s eenr e e asteeans 7 6 7
TORAL ettt et et et $ 92 $ 9 3 100
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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,
2012 and December 31, 2011, the Company had a net deferred income tax asset of $721 million and $804 million,
respectively. As of December 31, 2012, the Company has foreign tax credits carried forward of $30 million which expire in
2018 through 2021 and AMT credits of $58 million which do not expire. Foreign tax credits of $22 million are from its
acquisition of Assured Guaranty Municipal Holdings Inc. (*AGMH?”) on July 1, 2009 (“AGMH Acquisition™), the Internal
Revenue Code limits the amount of credits the Company may utilize each year.

Provision for Income Taxes and Effective Tax Rates

Year Ended December 31,
2012 2011 2010
(in millions)
Total provision (benefit) for income taxes.............cooovvveevverervvveo. $ 22 3 AT 50
Effective tax rate..........ccoovieieieiiiiieeceeeeeeeeeeeee oo 16.5% 24.9% 9.4%

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%, United Kingdom
(“U.K.”) subsidiaries taxed at the U.K. blended marginal corporate tax rate of 24.5% unless subject to U.S. tax by election
oras a U.S. controlled foreign corporation, and no taxes for the Company’s Bermuda holding company and subsidiaries
unless subject to U.S tax by election or as a U.S. controlled foreign corporation. For periods subsequent to April 1, 2012,
the U.K. corporation tax rate has been reduced to 24%, for the periods April 1, 2011 to April 1, 2012, the UK. corporation
tax rate was 26% resulting in a blended tax rate of 24.5% in 2012 and prior to April 1, 2011, the U.K. corporation rate was
28% resulting in a blended tax rate of 26.5% in 2011. Accordingly, the Company’s overall corporate effective tax rate
fluctuates based on the distribution of taxable income across these Jurisdictions. 2012 and 2011 had disproportionate losses
and income across jurisdictions, offset by tax-exempt interest, and are the primary reasons for the 16.5% and 24.9% effective
tax rates, respectively.

During the year ended December 31, 2010, a net tax benefit of $56 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 forei gn 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 $56 million net
tax benefit was a decrease for uncertain tax positions, including interest and penalties, of $9 million.

Financial Guaranty Variable Interest Entities

Pursuant to GAAP, the Company evaluated its power to direct the 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, 2012, 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.

The table below presents the effects on reported GAAP income resulting from consolidating these FG VIEs and
eliminating their related insurance and investment accounting entries and, in total, represents a difference between GAAP
reported net income and non-GAAP operating income attributable to FG VIEs. The consolidation of FG VIEs has a
significant effect on net income and shareholder’s equity due to (1) changes in fair value gains (losses) on FG VIE assets and
liabilities, (2) the eliminations of premiums and losses related to the AGC and AGM FG VIE liabilities with recourse and
(3) the elimination of investment balances related to the Company’s purchase of AGC and AGM insured FG VIE debt. Upon
consolidation of a FG VIE, the related insurance and, if applicable, the related investment balances, are considered
intercompany transactions and therefore eliminated. See “—Non-GAAP Financial Measures—Operating Income” below.
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Effect of Consolidating FG VIEs on Net Income (Loss)

Year Ended December 31,
2012 2011 2010
(in millions)

Net earned PremilmS .........ccoververiereirirerereererestereeresesseseeressessessesereseas $ (153) § as) $ (48)
NEt INVESLMENT INCOIMNE .....vivrrerevreeeerienieeniesiesaeeseeesanensensseseseessrnenserasens (13) 8) —
Net realized investment gains (OSSES)..........coevivvererierrerierirrenrereinreseeannes 4 12 —
Fair value gains (losses) on FG VIES ......ccccovvrievenniiineneeee e 210 (132) (274)
L0SS ANA LAE ..ottt eeve ettt st ennn 46 93 66

Total pretax effect on net iINCOME.........coueeereveriercinireniireee e 94 (110) (256)
Less: tax provision (benefit) ... 32 (38) (90)

Total effect on net iNCOME (10SS)......cevururriveiricieciericerrircrieeereerenaene $ 62 $ (72) $ (166)

Fair value gains (losses) on FG VIEs represent the net change in fair value on the consolidated FG VIEs’ assets and
liabilities. For year ended December 31, 2012, the Company recorded pre-tax net fair value gains on consolidated FG VIEs of
$210 million. The majority of this gain, approximately $166 million, is the result of a R& W settlement with Deutsche Bank
that closed in second quarter 2012. While prices continued to appreciate during the period on the Company’s FG VIE assets
and liabilities, gains in the second half of the year were primarily driven by large principal paydowns made on the
Company’s FG VIEs.

Year ended Decerber 31, 2011 pre-tax fair value losses on consolidated FG VIEs of $132 million were driven by
the unrealized loss on consolidation of eight new VIEs, as well as two existing transactions in which the fair value of the
underlying coliateral depreciated, while the price of the wrapped senior bonds was largely unchanged from the prior year.
Year ended December 31, 2010 pre-tax fair value losses on consolidated FG VIE of $274 million were driven by the
unrealized loss on consolidation of ten new VIEs.

Expected losses to be recovered in respect of consolidated FG VIEs, which were $96 million as December 31, 2012
and $107 million as of December 31, 2011, are included in the discussion of “—Losses in the Insured Portfolio.”

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 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.

Management and the 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.
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Operating Income

Reconciliation of Net Income (Loss) to Operating Income

Year Ended December 31,
2012 2011 2010

INEEAMCOMIE (I0SS) ....ouveieeieeiteiecetet ettt et b et aese et et et et seeaes et sesasesesestesesebesassesesesesensensesssenen $ 110 $773 $484
Less after-tax adjustments:
Realized gains (10SSES) ON INVESIMENTS ......ccceeriereeiiieitieienreeeareareesaretesessssaresssessesssaresssessessesnessnons @ o 1
Non-credit impairment unrealized fair value gains (losses) on credit derivatives (486) 244 13
Fair value gains (10Sses) 0N CCS ..ottt ee e (12) 23 6
Foreign exchange gains (losses) on remeasurement of premiums receivable and loss
AT LAE TESEIVES ..c.eiuiiiiiieentientee ettt ettt et ettt et s e eataassnssersssneras st eeseeabenseenseneemeenbeenesenanenns 15 3) (25
Effect of consolidating FG VIES.......coccceeiriviiieiniiieeeeseeiesieeseesese sttt sses st s esnssassesessnessns 62 (72) (166)
OPErating IMCOIMIE.........c.c.iiiiiiitiiet ettt ettt ettt ettt b et sb b e sttt se s asebame e saeeesetesanean $ 535 $601 $655
Effective tax rate on operating iNCOMIE .............ccoccoiiiiiiiiciiiiiri ettt eeseas 25.0% 24.4% 18.7%

Operating income for 2012 declined due primarily to higher losses, offset in part by higher gains on commutations
of previously ceded business and higher net earned premiums from accelerations which were due to negotiated terminations
and refundings. The primary driver of the increase in loss expense was the loss on Greek sovereign debt exposures, offset in
part by lower losses in the TruPS portfolio.

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, lower operating expenses and increased net investment income. Operating
income in 2010 included a $56 million tax benefit related to the filing of an amended pre-acquisition tax return of AGMH.
(See “~Results of Operations—Provision for Income Tax”)

Management believes that operating income is a useful measure because it clarifies the understanding of the
underwriting resuits of the Company’s financial guaranty 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 remeasurement of net premium receivables and
loss and LAE reserves. 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 remeasurement gains (losses) are not necessarily indicative of the total foreign
exchange gains (losses) that the Company will ultimately recognize.
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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,

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,

Reconciliation of Shareholders’ Equity

to Adjusted Book Value
As of December 31, 2012 As of December 31, 2011
Total Per Share Total Per Share
(dollars in millions, except
per share amounts)

Shareholders’ equity .............ccoeooroo $ 4994 § 2574  § 4,652 % 25.52
Less after-tax adjustments:

Effect of consolidating FG VIEs..................._. (348) (.79 (405) (2.22)

Non-credit impairment unrealized fair value

gains (losses) on credit derivatives............... (988) (5.09) (498) (2.74)

Fair value gains (losses) on CCS.......oocoooooooo 23 0.12 35 0.19

Unrealized gain (loss) on investment portfolio

excluding foreign exchange effect ... 477 245 319 1.75
Operating shareholders’ equity ... 5,830 30.05 5,201 28.54
After-tax adjustments:

Less: Deferred acquisition costs..................... . 165 0.85 174 0.95

Plus: Net present value of estimated net

future credit derivative revenue...................__ 220 1.14 302 1.66

Plus: Net unearned premium reserve on

financial guaranty contracts in excess of

expected loss to be expensed..........................._ 3,266 16.83 3,658 20.07
Adjusted book value ............coooooooo $ 9,151 § 47.17 % 8987 § 49.32

As of December 31, 2012, shareholders’ equity increased to $5.0 billion from December 3 1, 2011 due primarily to
the issuance of common shares, unrealized gains on the investment portfolio and net income, offset in part by share
repurchases and dividends. Adjusted book value increased slightly, mainly due to the issuance of common shares, new
business, and commutations of previously ceded business, partially offset by economic loss development. Shares outstanding
increased by 11.8 million primarily to the issuance of 13.4 million common shares, partially offset by the repurchase of 2.1
million common shares in 2012.

Management believes that operating shareholders’ equity is a useful measure because it presents the equity of the
Company 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 buying or selling 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 VIESs 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.
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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.

4) Elimination of the after-tax unrealized gains (losses) on the Company’s investments that are recorded as a
component of accumulated other comprehensive income (“AOCI”) (excluding foreign exchange
remeasurement). 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, net. 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%. 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,
2012 2011 2010
(in millions)

TOLAl PVP ..ottt ettt $ 210§ 243§ 363

Less: Financial guaranty installment premium PVP .................c.......... 45 69 33
Total: Financial guaranty upfront gross written premiums...................... 165 174 330

Plus: Financial guaranty installment gross written premiums.............. 88 (47) (108)
Total gross Written Premiums .......o.oceeeeereeecrerereieeierer v $ 253  §$ 127§ 222
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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 instaliment 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 financial guaranty 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%. For purposes of the PVP calculation, management discounts estimated future instaliment 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. 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 consolidation). .
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Net Par Outstanding and Average Internal Rating by Asset Class

As of December 31, 2012 As of December 31, 2011
Net Par Avg. Net Par Avg.
Sector OQutstanding Rating QOutstanding Rating

(dollars in millions)
Public finance:

U.S.:
General obligation ............cceeeeeerrerirercrseereenens $ 169,985 A+ $ 173,061 A+
Tax backed ......cccooovvvviviiiiiiiiiice e 73,787 A+ 78,006 A+
Municipal utilities........cccoceemeerreresinrirereesenenne 62,116 A 65,204 A
Transportation ...........cceecveeveereeereereessessseessennees 33,799 A 35,396 A
Healthcare.........ccocovveviiciiiicicecrcteeeveee 17,838 A 19,495 A
Higher education .........cc.ccccevenceiiiicnccnnecnencnnn. 15,770 A+ 15,677 A+
HOUSING ..ot sn s 4,633 AA- 5,696 AA-
Infrastructure finance ..........ccoovvevvvvevecnencennnen, 4210 BBB 4,110 BBB
Investor-owned utilities...........coeeevevveeernierirnennns 1,069 A- 1,124 A-
Other public finance—U.S. ..........coeevreernnnne. 4,760 A 5,304 A-
Total public finance—U.S. ........c.ccccervernnnnn. 387,967 A 403,073 A+
Non-U.S.:
Infrastructure finance ..........cceeeeieiiveeeinineieiennns 15,812 BBB 15,405 BBB
Regulated utilities..........c.ocvevenerieieirienesaeennnnn 12,494 BBB+ 13,260 BBB+
Pooled infrastructure ............ccoceeeerevennrenreennnenn 3,200 AA- 3,130 AA-
Other public finance—non-U.S............c..o........ 6,034 A 7,251 A+
Total public finance—non-U.S..................... _ 37,540 BBB+ 39,046 BBB+
Total public finance ...........ccceoevveveverenneneeenrecrennen 425,507 A 442,119 A
Structured finance:
U.S.:
Pooled corporate obligations............c.ccceeveennnee. 41,886 AAA 51,520 AAA
RMBS ..ottt eaeens 17,827 BB+ 21,567 BB+
CMBS and other commercial real estate
related eXPOSULES ........eevveeveerveeieceeceeereeceeesenns 4,247 AAA 4,774 AAA
Financial products ........c.cccccveeieenienencicneenennen. 3,653 AA- 5,217 AA-
Consumer receivables.........ovvvvveiiiieeeeinnieienn, 2,369 BBB+ 4,326 AA-
Insurance securitizations ...........cccceeeevevvuvvvereennn. 2,190 A+ 1,893 A+
Commercial receivables ..........ccceevreiieeenieenen. 1,025 BBB+ 1,214 BBB
Structured credit..........ccooeeveevevieeeirneccereee s 319 CCC+ 424 B-
Other structured finance—U.S. ......cccoveeervrreennn. 1,179 BBB+ 1,299 A-
Total structured finance—U .S. .................... 74,695 AA- 92,234 AA-
Non-U.S.:
Pooled corporate obligations...........cccccceeeeurnnen 14,813 AAA 17,731 AAA
Commercial receivables ........ccccoeevvvevenveiveeennnnn 1,463 A- v 1,865 A-
RMBS ... ettt 1,424 AA- 1,598 AA
Insurance securitizations .............ccceeevevueeeeveennns 923 CCC- 964 CCC-
Structured credit........ccocveeerviecvieeeniieeieerreeeneen, 591 BBB 979 BBB
CMBS and other commercial real estate
related EXPOSUTIES .....cceveverrevrucerevcrireeeniniecreeienes 100 AAA 180 AAA
Other structured finance—non-U.S................... 377 Super Senior 378 Super Senior
Total structured finance—non-U.S............... 19,691 AA 23,695 AA
Total structured finance ..........cccoevvvvvveeeeieicee s 94,386 AA- 115,929 AA-
Total net par outstanding .........c.cccocveeererererereerennennes $ 519,893 A+ $ 558,048 A+

The December 31, 2012 and 2011 amounts above include $48.1 billion and $60.7 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: 24% by year-end 2013,
65% by year end 2015, and 84% by year-end 2017.
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The following tables set forth the Company’s net financial guaranty portfolio by internal rating.

Financial Guaranty Portfolio by Internal Rating

As of December 31, 2012
Public Finance Public Finance Structured Finance Structured Finance
U.S. Non-U.S. U.S Non-U.S Total
Rating Net Par Net Par Net Par Net Par Net Par
Category Qutstanding %o Qutstanding % Qutstanding % Outstanding % Outstanding %o

(dollars in millions)
Super senior.................. $ — — $ 1,130 30% $ 13,572 182% $ . 4,874 247% $ 19,576 3.8%
AAA 4,502 1.2 576 1.5 28,615 383 8,295 42.1 41,988 8.1

AA e 124,525 32.1 875 2.3 9,589 12.8 722 3.7 135,711 26.1
A e 219,124 54.1 9,781 26.1 4,670 6.2 1,409 7.2 225,984 43.4
BBB ..o 44213 11.4 22,885 61.0 3,717 5.0 2,427 12.3 73,242 14.1
BIG ..o 4,603 1.2 2,293 6.1 14,532 19.5 1,964 10.0 23,392 4.5
Total net par
outstanding............... $ 387,967 100.0% $ 37,540  100.0% $ 74,695 100.0% §$ 19,691 100.0% $ 519,893 100.0%

Financial Guaranty Portfolio by Internal Rating

As of December 31, 2011
Public Finance Public Finance ‘ Structured Finance Structured Finance .
U.S. Non-U.S. U.S Non-U.S Total
Net Par Net Par Net Par Net Par Net Par
Rating Category Qutstanding %o Outstanding %o Qutstanding %o Qutstanding % Outstanding %

(dollars in millions)

Super senior................. $ = — 3 1,138 29% $ 16,756 182% § 5,660 23.9% $ 23,554 4.2%

5,074 1.3 1,381 3.5 35,736 38.7 10,231 432 52,422 9.4

139,693 34.6 1,056 2.7 12,575 13.6 976 4.1 154,300 277

213,164 52.9 11,744 30.1 4,115 4.5 1,518 6.4 230,541 41.3

40,635 10.1 21,399 54.8 5,044 5.5 3,391 14.3 70,469 - 12.6

4,507 1.1 2,328 6.0 18,008 19.5 1,919 8.1 26,762 4.8

Total net par

outstanding.............. $ 403,073 100.0% $ 39,046  100.0% $ 92,234  100.0% $ 23,695 100.0% $ 558,048  100.0%

Beginning in the first quarter 2012, the Company decided to classify those portions of risks benefiting from
reimbursement obligations collateralized by eligible assets held in trust in acceptable reimbursement structures as the higher
of ‘AA’ or their current internal rating. As of the fourth quarter 2012, the Company applied this policy to the Bank of
America Agreement and the Deutsche Bank Agreement. The Bank of America Agreement was entered into in April 2011 and
the reclassification in the first quarter 2012 resulted in a decrease in BIG net par outstanding as of December 31, 2011 of
$1,452 million from that previously reported.

Securities purchased for loss mitigation purposes represented $1,133 million and $1,293 million of gross par
outstanding as of December 31, 2012 and 2011, respectively. In addition, under the terms of certain credit derivative
contracts, the Company has obtained the obligations referenced in such contracts and recorded it in invested assets in the
consolidated balance sheets. Such amounts totaled $220 million and $222 million in gross par outstanding as of December
31,2012 and 2011, respectively. )

The tables below show the Company’s ten largest U.S. public finance and U.S. structured finance and non-U.S.
exposures direct and reinsurance exposures by revenue source (stated as a percentage of the Company’s total U.S. public
finance, U.S. structured finance and non-U.S. net par outstanding) as of December 31, 2012:
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Ten Largest U.S. Public Finance Exposures

As of December 31, 2012
Percent of Total
U.S. Public Finance
Net Par Net Par
Outstanding Qutstanding Rating
(dollars in millions)
NEW JEISEY, StAtE OF ....oociiiiiiiiiiiiiceeceeeee ettt st e e s e e e st esereeeeeans $ 4,275 1.1% A+
California, StAte OF......c.ccoivvieeiieieeeeeee ettt e et ee e e e e e et e e e ee e s e een s 3,452 09% BBB+
New York, City OF NeW YOIK......oooooriieeeeeee ettt eee oo e s eee e, 3,241 0.8% AA-
Massachusetts, Commonwealth OF..........c...ccoovevveeuierirt et eee e ee e e e 2,732 0.7% AA
Chicago, City Of ITHNOIS.......c.oirrirrrriiiecceetee e enees 2,726 0.7% A+
INEW YOTK, StAte OF wo.viveieitiieeieeeeeceee et et et e e e e e e s eseans 2,563 0.7% A+
Miami-Dade County Florida Aviation Authority - Miami International Airport.... 2,380 0.6% A
Los Angeles California Unified School DiStrict...........cccoceevvviieiriiiiriceec s 2,263 0.6% AA-
Port Authority of New York and New JErsey .........cccooeveeeceviiinieniiieeeeeeeeeeeenn 2,195 0.6% AA-
Puerto Rico, Commonwealth Of..............ccoooviviiviiieieeeee oot e e ee e 2,175 . 0.6%  BBB-
Total of top ten U.S. public finance eXposures ...............ocooeeevvreerireneneeennan. $ 28,002 7.3%
Ten Largest U.S. Structured Finance Exposures
As of December 31, 2012
Percent of Total
U.S. Structured
Net Par Finance Net Par
Outstanding QOutstanding Rating
(dollars in millions)
Fortress Credit Opportunities I, LP............cc.ccoovoieveemiiieeieseeeeeeesnen $ 1,328 1.8% AA
Stone Tower Credit FUnding............cocooveveviueeveierericieeecsce s 1,254 1.7% AAA
Synthetic Investment Grade Pooled Corporate CDO..........ccccouvvuvrvencn.. 1,188 1.6% AAA
Synthetic High Yield Pooled Corporate CDO ...........cccoveveecvnrernn. S 978 1.3% AAA
Synthetic Investment Grade Pooled Corporate CDO...........ccccoeveverenennne.. 767 1.0%  Super Senior
Synthetic Investment Grade Pooled Corporate CDO.............cccccvveemnen... 763 1.0%  Super Senior
Synthetic Investment Grade Pooled Corporate CDO................cccoun........ 745 1.0%  Super Senior
Synthetic High Yield Pooled Corporate CDO.............cccoeevveeeerveveecnneen. 734 1.0% AAA
Synthetic Investment Grade Pooled Corporate CDO...............cccoouu........ 726 1.0%  Super Senior
Mizuho I Synthetic CDO.......cccououmrmrieiiiiieeeeee e 718 1.0% A
Total of top ten U.S. structured finance eXposures ................eeeuveneen.... $ 9,201 12.4%

. Ten Largest Non-U.S. Exposures

As of December 31, 2012
Percent of Total
Net Par Non-U.S. Net Par
Outstanding Outstanding Rating
(dollars in millions)
QUEDEC PIOVINCE ..ot et $ 2,338 4.1% A+
Sydney Airport Finance COmpany...............cccceceeeeeoeererreeereeeesserererens 1,566 2.7% BBB
Thames Water Utility Finance PLC.............ccooovveeeeeeeeeeeeeeeeeeeee e, 1,558 2.7% A-
Channel Link Enterprises Finance PLC.............cccocoveeoveeeeeeeeeeean. 963 1.7% BBB
Southern Gas Networks PLC ..........coiiviiouiorieeieeeeeeeeeeeee e, 867 1.5% BBB
Fortress Credit Investments T..............ocooveoioiieiineeeeeeeeeeeeeeeeee e, 778 1.4% AAA
Capital Hospitals (ISSUET) PLC ......c...ooiiiiieieeeteeeeeeee e e, 777 1.4% BBB-
Societe des Autoroutes du Nord et de I’Est de France S.A..........c.c.......... 755 1.3% BBB+
Campania Region - Healthcare receivable.............c.coeeceiiiiiviien e, 738 1.3% BBB-
Southern Water Services Limited ..............ccocoeioeeorerereieeeeeeee e 707 1.2% A-
Total of top ten non-U.S. €XPOSUIES..........cccveveririeirirereerereeeeeeeeeeeeneenens $ 11,047 19.3%
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Financial Guaranty Portfolio by Geographic Area
The following table sets forth the geographic distribution of the Company’s financial guaranty portfolio.

Geographic Distribution of Financial Guaranty Portfolio

as of December 31, 2012
Percent of Total
Net Par Net Par
Number of Risks Qutstanding Outstanding
(dollars in millions)
U.S.:
U.S. Public Finance:
Q7 117s) 33 1 TOUUTR T OO SO O P PSR TO PR PURUOOPRRON 1,532 §$ 57,302 11.0%
NEW YOTIK ooiviiiieiieiiciieieee et eete e e ertrereeesecsteesreesneeasssbesabesensenabeeasnes 1,051 31,402 6.0
PennSYIVANIA. ..ottt 1,133 31,173 6.0
TEXAS vveeeeeeeeeeeceeeeeesseeseeesereeeesssssasetstsesesaseaansssbaneasasessasans nantnneneeres 1,273 29,942 5.8
THIDIONS . ettt et eee e eeneecee e e b e e e e steesbe e beesseebeeae e et eontsabesnbbeenbanasneses 933 25,297 49
FLOTIAR .o ceeie it et eeeree e tte e satee et eeeee s baesneeesbaeeraaresanneaerneeen 446 24,111 4.6
NEW JEISEY ..ottt et sttt 704 15,999 3.1
MICHIZAN. ...t e 745 15,516 3.0
(@ 1<0) 14 7 NSO OO RSO TUO PP SP PP PO PPP PRI 205 10,001 1.9
OREO ettt e e st e s teereesve e sb e taesreesmeestn e ba e re s nbe s e s sane e 576 9,634 1.9
OtNEE STALES ..eeveeeeeereieee et eieeeveeeeereesteesressnasseaseeeesaesanesaesasrssanssassenns 4,889 137,590 26.4
Total U.S. public fInance...........ccooieiiionmiinicieeene 13,487 387,967 74.6
U.S. Structured finance (multiple States)..........coccvvivirirvnniiniinieninceanenss 1,080 74,695 14.4
TOLAl LS. oottt ettt et e e e e rbe et e e s s eas s s beennenmn e 14,567 462,662 89.0
Non-U.S.:
United Kingdomi .......c.ooiiiiiiiiiiiiree s 124 23,624 4.5
AAUSITALIA vveeeeeee e eeeee e et e eeesteeseaeeeeeesbsteeeanseaeesassanasesesansassssnnn 33 7,558 1.5
CANAAA ..o ee e et e s er et e eeatseseesseeeensstnessasanrenesesraaresninns 11 4,160 0.8
T ANICE oo eeeeeeeeeeeeeraeesseeteesesaeeeeesssaaeesabbeneesnrareseiabeassssransasenans 23 3,914 0.8
TEALY ©oovoveeeeee e e 12 2,347 0.5
[01117<, SUTOR TR OO PO OU RO TUPTOSPR P 116 15,628 2.9
Total NON=U.S. ..ottt eeee e s st ns e 319 57,231 11.0
TOAL. .ot e et et e et e e eaeeeetbeeessee e teasabeesateeenrasesrr e e e b e s e e e b e e e abaaants 14,886 § 519,893 100.0%

Selected European Exposure

Several European countries are experiencing significant economic, fiscal and / or political strains such that the
likelihood of default on obligations with a nexus to those countries may be higher than the Company anticipated when such
factors did not exist. The Company has identified those European countries where it has exposure and where it believes
heightened uncertainties exist to be: Greece, Hungary, Ireland, Italy, Portugal and Spain (the “Selected European Countries”).
The Company selected these European countries based on its view that their credit fundamentals are deteriorating, as well as
on published reports identifying countries that may be experiencing reduced demand for their sovereign debt in the current
environment. See “—Selected European Countries” below for an explanation of the circumstances in each country leading
the Company to select that country for further discussion.
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Economic Exposure to the Selected European Countries

The Company’s economic exposure to the Selected European Countries (based on par for financial guaranty
contracts and notional amount for financial guaranty contracts accounted for as derivatives) is shown in the following tables,
both gross and net of ceded reinsurance:

Gross Economic Exposure to Selected European Countries(1)

December 31, 2012
Greece  Hungary Ireland Italy Portugal _ Spain Total
(in millions)
Sovereign and sub-sovereign exposure:
PUDBLIC fINANCE ...t ee e $ — 9 — % — 9% 1,351 % 125% 428 % 1,904
Infrastructure finance ..........c..cccccoovvveeveeiee i, — 461 24 352 100 172 1,109
Sub-total ......cccvvvieieeieeie e — 461 24 1,703 225 600 3,013
Non-sovereign exposure:
Regulated utilities.........ccccovovervrirererieerinireerereen — — — 249 — 9 258
RMBS et — 230 139 567 — — 936
Commercial receivables...........ccoevevveeeeninnennnne, - 2 13 65 16 2 98
Pooled corporate..........cccoecievinenicinienieicieeeene, 25 — 211 236 14 575 1,061
SUD-LOtAl .ecuverrieierieieieeee e 25 232 363 1,117 30 586 2,353
TOtAl. et $ 258 693 § 387 % 2,820 8% 2558 1,18 $ 5,366
Total BIG ..ot $ — 39 653 § 8% 266 % 141 $ 583 % 1,651

Net Economic Exposure to Selected European Countries(1)

December 31, 2012
Greece  Hungary Ireland Italy Portugal _ Spain Total
(in millions)
Sovereign and sub-sovereign exposure:
PUDLIC fINANCE ..ot reeeeaene $ — 3 — 3% — % 1,007 % 105 266% 1,378
Infrastructure finance .........c.ccooeveveeeeccececieeeeeeene, — 434 24 333 100 169 1,060
Sub-total ......ccceeiieeieiieeee e — 434 24 1,340 205 435 2,438
Non-sovereign exposure:
Regulated utilities..........ccceeerineecenininiineeceeee —— — — 229 — 9 238
RMBS e e — 219 139 498 — — 856
Commercial receivables............cccvvevvievvencrirerecnnene, — 2 13 63 15 2 95
Pooled corporate..........cccoeveieeneniniieiineneeecenn 25 — 189 217 14 524 969
Sub-total ......ocovievieiirieieiee e 25 221 341 1,007 29 535 2,158
TOtAL. ettt e $ 25 % 655 % 365% 2347 % 234 § 970 $ 4,596
Total BIG.....oooieeeceecececeeeeeeeee e $ — $ 616 $ 7% 248 % 121 § 419 § 1411

(1) While the Company’s exposures are shown in U.S. dollars, the obligations the Company insures are in various
currencies, including U.S. dollars, Euros and British pounds sterling. Included in both tables above is $139 million of
reinsurance assumed on a 2004 - 2006 pool of Irish residential mortgages that is part of the Company’s remaining legacy
mortgage reinsurance business. One of the residential mortgage-backed securities included in the table above includes
residential mortgages in both Italy and Germany, and only the portion of the transaction equal to the portion of the
original mortgage pool in Italian mortgages is shown in the tables.

As of December 31, 2012, the Company has not guaranteed any sovereign bonds of the Selected European
Countries. The exposure shown in the “Public Finance” Category is from transactions backed by receivable payments from
sub-sovereigns in Italy, Spain and Portugal. The Company understands that Moody’s recently had undertaken a review of
redenomination risk in selected countries in the Eurozone, including some of the Selected European Countries. No
redenomination from the Euro to another currency has yet occurred and it may never occur. Therefore, it is not possible to be
certain at this point how a redenomination of an issuer’s obligations might be implemented in the future and, in particular,
whether any redenomination would extend to the Company’s obligations under a related financial guarantee. At June 30,
2012, the Company had €218 million of net exposure to the sovereign debt of Greece. The Company paid claims under its
financial guaranties during 2012, paying off in full its liabilities with respect to the Greek sovereign bonds it guaranteed. At
December 31, 2012, the Company no longer had any direct exposure to Greece.
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The tables above include the par amount of financial guaranty contracts accounted for as derivatives. The
Company’s credit derivative transactions are governed by ISDA documentation, and the Company is required to make a loss
payment on them only upon the occurrence of one or more defined credit events with respect to the referenced securities or
loans. For those financial guaranty contracts included in the tables above and accounted for as derivatives, the tables below
show their fair value, net of reinsurance:

Fair Value Gain (Loss) of Financial Guaranty Contracts Accounted for as Derivatives,
With Exposure to Selected European Countries, Net of Reinsurance

December 31, 2012
Greece Hungary Ireland Italy Portugal Spain
(in millions)
Sovereign and sub-sovereign exposure:
Public finance............... $ — 8 — 8 — 3 — 3 — 3 —
Infrastructure finance — (2) €)) 3) 4) (1)
Total sovereign exposure..................... — (2) () 3) 4 ()
Non-sovereign exposure:
Regulated utilities.........c.ccocovvvivinninininnns — — — — s —
RMBS ..ot — 4 — — — —
Total non-sovereign exposure ............. — 4) — — — —

The Company purchases reinsurance in the ordinary course to cover both its financial guaranty insurance and credit
derivative exposures. Aside from this type of coverage the Company does not purchase credit default protection to manage
the risk in its financial guaranty business. Rather, the Company has reduced its risks by ceding a portion of its business
(including its financial guaranty contracts accounted for as derivatives) to third-party reinsurers that are generally required to
pay their proportionate share of claims paid by the Company, and the net amounts shown above are net of such third-party
reinsurance (reinsurance of financial guaranty contracts accounted for as derivatives is accounted for as a purchased
derivative). See Note 14, Reinsurance and Other Monoline Exposures, of the Financial Statements and Supplementary Data.

Indirect Exposure to Selected European Countries

The Company has included in the exposure tables above its indirect economic exposure to the Selected European
Countries through insurance it provides on (a) pooled corporate and (b) commercial receivables transactions. The Company
considers economic exposure to a Selected European Country to be indirect when that exposure relates to only a small
portion of an insured transaction that otherwise is not related to that Selected European Country.

The Company’s pooled corporate obligations are highly diversified in terms of obligors and, except in the case of
TruPS CDOs or transactions backed by perpetual preferred securities (“Perps”), highly diversified in terms of industry. Most
pooled corporate obligations are structured to limit exposure to any given obligor and any given non-U.S. country or region.
The insured pooled corporate transactions generally benefit from embedded credit enhancement which allows a transaction a
certain level of losses in the underlying collateral without causing the Company to pay a claim. Some pooled corporate
obligations include investments in companies with a nexus to the Selected European Countries.

The Company’s commercial receivable transactions included in the exposure tables above are rail car lease
transactions and aircraft lease transactions where some of the lessees have a nexus with the Selected European Countries.
Like the pooled corporate transactions, the commercial receivable transactions generally benefit from embedded credit
enhancement which allows a transaction a certain level of losses in the underlying collateral without causing the Company
to pay a claim.
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The following table shows the Company’s indirect economic exposure (net of reinsurance) to the Selected European
Countries in pooled corporate obligations and commercial receivable transactions. The amount shown in the table is
calculated by multiplying the amount insured by the Company (based on par for financial guaranty contracts and notional
amount for financial guaranty contracts accounted for as derivatives) times the percent of the relevant collateral pool reported
as having a nexus to the Selected European Countries.:

Net Indirect Exposure to Selected European Countries
December 31, 2012

Greece Hungary Ireland Italy Portugal Spain Total
(dollars in millions)

Pooled corporate

$ millions.........ccccveoueeee...... 3 25 8 — & 18 § 217 § 14 § 524 § 969

Average proportion ............. 2.5% -— 2.5% 2.8% 1.2% 4.4% 3.3%
Commercial receivables

$ millions..........ccoevennnn $ — 8 2 8 13 8 63 § 15 S 2 3 95

Average proportion ............. . — 0.7% 8.3% 8.6% 2.4% 1.8% 5.0%

Total $ millions................... $ 25 § 2 8 202 $ 28 $ 29 § 526§ 1,064

The table above includes, in the pooled corporate category, exposure from primarily non-U.S. pooled corporate
transactions insured by the Company. Many primarily U.S. pooled corporate obligations permit investments of up to 10% or
15% (or occasionally 20%) of the pool in non-U.S. (or non-U.S. or -Canadian) collateral. Given the relatively low level of
permitted international investments in these transactions and their generally high current credit quality, they are excluded
from the table above.

Selected European Countries

The Company follows and analyzes public information regarding developments in countries to which the Company
has exposure, including the Selected European Countries, and utilizes this information to evaluate risks in its financial
guaranty portfolio. Because the Company guarantees payments under its financial guaranty contracts, its analysis is focused
primarily on the risk of payment defaults by these countries or obligors in these countries. However, dramatic developments
with respect to the Selected European Countries would also impact the fair value of insurance contracts accounted for as
derivatives and with a nexus to those countries.

On December 18, 2012 the Hellenic Republic of Greece was upgraded by S&P from “SD” (selective default) to
“B-” reflecting the completion of Greece’s distressed buyback. The action also considered the approval by the Eurogroup (the
finance ministers of EU member states belonging to the eurozone) of a loan disbursement to Greece under the second
economic adjustment program. S&P viewed such action as indicative of the eurozone’s determination to restore stability to
Greek finances, and to preserve Greece’s eurozone membership. Moody’s rates Greece at “C”, which is the lowest rating on
Moody’s rating scale. Despite the exchange, which substantially lowered Greece’s debt burden, the country still faces a
precarious fiscal position and generally uncertain economic prospects. As of December 31, 2012 the Company no longer had
any direct economic exposure to Greece, although it does still have small, indirect exposures as described above under
“Indirect Exposure to Selected European Countries”.

The worsening domestic and global economic climate, high levels of public debt, limited funding availability and
fiscal consolidation measures have had a negative impact on the Republic of Italy’s economic growth prospects and credit
ratings. The Republic of Italy was downgraded to “BBB+” from “A” by S&P on January 13, 2012 and to “Baa2” from “A3”
by Moody’s on July 13, 2012. The September 6, 2012 announcement of a European Central Bank program to purchase
unlimited amounts of secondary market debt of euro area sovereigns that apply for a full macroeconomic adjustment or
precautionary program from the European Financial Stability Facility/European Stability Mechanism (“EFSF/ESM”) has
helped in the reduction of Italian sovereign bond yields. The Company’s sovereign exposure to Italy depends on payments
by Italian governmental sub-sovereigns in connection with infrastructure financings or for services already rendered. The
Company internally rates one of the infrastructure transactions (8248 million net par) below investment grade. The
Company’s non-sovereign Italian exposure is comprised primarily of securities backed by Italian residential mortgages or in
one case a government-sponsored water utility. The Company is closely monitoring the ability and willingness of these
obligors to make timely payments on their obligations.
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On November 23, 2012 S&P downgraded the Republic of Hungary’s rating from “BB+” to “BB” given the
continued weakening of the predictability of the country’s policy framework, which could affect its medium-term growth
prospects. Moody’s rates Hungary at “Bal”. In October 2008 Hungary requested and later received financial assistance from
the EU and the International Monetary Fund (“IMF”). Hungary again requested financial assistance in November 2011, with
a potential second financial package currently being negotiated. The Company’s sub-sovereign exposure to Hungarian credits
includes an infrastructure financing dependent on payments by government agencies. The Company rates this exposure ($396
million net par) below investment grade. The Company is closely monitoring developments with respect to the ability and
willingness of these entities to meet their payment obligations. The Company’s non-sovereign exposure to Hungary
comprises primarily covered mortgage bonds issued by Hungarian banks. The Company rates the covered bonds ($220
million net par) below investment grade.

The Kingdom of Spain’s financial profile and credit ratings have deteriorated over the past few years, partly as a
result of large borrowing needs in the context of a challenging funding environment. The weakening of the country’s real
estate sector has resulted in the deterioration of the banking system’s financial profile, in particular that of the savings and
loans. The regional finances are also a source of concern, given the fiscal slippage exhibited by some of the regions. The
Kingdom of Spain was downgraded by S&P on October 10, 2012 to “BBB-" from “BBB+" and by Moody’s on June 13,
2012 to “Baa3” from “A3”. The September 6, 2012 announcement of a European Central Bank program to purchase
unlimited amounts of secondary market debt of euro area sovereigns that apply for a full macroeconomic adjustment or
precautionary program from the EFSF/ESM has helped in the reduction of Spanish sovereign bond yields. The Company’s
direct exposure to Spanish credits includes infrastructure financings dependent on payments by sub-sovereigns and
government agencies, financings dependent on lease and other payments by sub-sovereigns and government agencies, and an
issuance by a regulated utility. The Company rates most ($419 million aggregate net par) of its exposure to sovereign credits
in Spain below investment grade. The Company is closely monitoring developments with respect to the ability and
willingness of these entities to meet their payment obligations.

The Republic of Portugal is rated “BB” and “Ba3” by S&P and Moody’s, respectively. Over the past few years, the
Republic of Portugal’s economy and credit ratings have been adversely affected by fiscal imbalances, high indebtedness and
the difficult macroeconomic situation generally facing the countries in the euro area. In order to stabilize its debt position, in
April 2011 Portugal requested and subsequently received financial assistance from the EU and the IMF. In return, Portugal
agreed to a set of deficit reduction and debt targets. The meeting of these targets will likely represent a significant burden on
the Portuguese economy in an environment of slow economic activity and volatile bank and sovereign credit markets. Yields
on Portuguese sovereign debt have been on a declining trend the last few months. The Company’s exposure to Portuguese
credits includes infrastructure financings dependent on payments by sub-sovereigns and government agencies and financings
dependent on lease payments by sub-sovereigns and government agencies. The Company rates four of these transactions
($121 million aggregate net par) below investment grade. The Company is closely monitoring developments with respect to
the ability and willingness of these entities to meet their payment obligations.

The Republic of Ireland, currently rated “BBB+” and “Bal” by S&P and Moody’s, respectively, has been
adversely affected over the past few years by the weakening global economic environment and the need to provide wide-
ranging support to its banking sector, which resulted in a rapid deterioration of the country’s public finances. In November
2010, the Republic of Ireland applied for and subsequently received a financial assistance package from the EU and the IMF.
The package included an al location to support the Irish banking system. Ireland’s fiscal consolidation plan is being
implemented in the context of slow economic growth and restricted availability of credit. The Company’s exposure to Irish
credits includes exposure in a pool of infrastructure financings dependent on payments by a sub-sovereign and mortgage
reinsurance on a pool of Irish residential mortgages originated in 2004-2006 left from its legacy mortgage reinsurance
business. Only $7 million of the Company’s exposure to Ireland is below investment grade, and it is indirect in non-sovereign
pooled corporate transactions.

Identifying Exposure fo Selected European Countries

When the Company directly insures an obligation, it assigns the obligation to a geographic location or locations
based on its view of the geographic location of the risk. For most exposures this can be a relatively straight-forward
determination as, for example, a debt issue supported by availability payments for a toll road in a particular country. The
Company may also assign portions of a risk to more than one geographic location as it has, for example, in a residential
mortgage backed security backed by residential mortgage loans in both Germany and Italy. The Company may also have
exposures to the Selected European Countries in business assumed from other monoline insurance companies. See Note 14,
Reinsurance and Other Monoline Exposure, of the Financial Statements and Supplementary Data. In the case of assumed
business, the Company depends upon geographic information provided by the primary insurer.
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The Company also has indirect exposure to the Selected European Countries through structured finance transactions
backed by pools of corporate obligations or receivables, such as lease payments, with a nexus to such countries. In most
instances, the trustees and/or servicers for such transactions provide reports that identify the domicile of the underlying
obligors in the pool (and the Company relies on such reports), although occasionally such information is not available to the
Company. The Company has reviewed transactions through which it believes it may have indirect exposure to the Selected
European Countries that is material to the transaction and included in the tables above the proportion of the insured par equal
to the proportion of obligors so identified as being domiciled in a Selected European Country. The Company may also have
indirect exposures to Selected European Countries in business assumed from other monoline insurance companies. However,
in the case of assumed business, the primary insurer generally does not provide information to the Company permitting it to
geographically allocate the exposure proportionally to the domicile of the underlying obligors.

Financial Guaranty Portfolio by Issue Size
The Company seeks broad coverage of the market by insuring and reinsuring small and large issues alike. The
following table sets forth the distribution of the Company’s portfolio as of December 31, 2012 by original size of the

Company’s exposure:

Public Finance Portfolio by Issue Size

As of December 31, 2012
% of Public
Finance
Number of Net Par Net Par
Original Par Amount Per Issue Issues Qutstanding Qutstanding
(dollars in millions)
Less than $10 mMillIon.......ovevieveeieeeeereerrieniiiie e ere st s 18,789 $ 55,037 12.9%
$10 through $50 MIllION ..o 7,144 126,309 29.7%
$50 through $100 MilHOMN ....ovoviiiici 1,359 75,724 17.8%
$100 million t0 $200 MIILION ....eceveeeeeeiiiirriteirirres e 603 68,380 16.1%
$200 MIlliON OF GLEALET ...cecvuvririrrrrmsrsrsesier s 366 100,057 23.5%
TOLAL oo oo et eeeeeeeeseteeeeesssseeaseeeresssaass i raneeaassraetesannbe s e st b bt asasasnanes 28,261 § 425,507 100.0%

Structured Finance Portfolio by Issue Size

As of December 31, 2012

% of Structured

Finance

Number of Net Par Net Par

Original Par Amount Per Issue Issues QOutstanding Qutstanding
(dollars in millions) '

Less than $10 MILON....cc.eveeereeiieeeeeeeeeesesreeeteesneeseesnnasiasssesn e sbesasie 306 $ 156 0.2%
$10 through $50 MILON c.....cvevvieiieiieriesire e 538 7,697 8.2%
$50 through $100 1t 110 VL0 ) ¢ REUTUUUT OO PSPPI 208 8,588 9.1%
$100 million to $200 MIllION ...cooviinmiiiiiii 261 20,896 22.1%
$200 MIllioN OF GIEALET ....vrvriiririrririeinisesrierces s 255 57,049 60.4%
TOLAL oo eeeeeeeeeeereeee e esastesssnssennesassaseneaesennessrssaesaa s e bseear et s snst e b o sarnaanns 1,568 $ 94,386 100.0%

Exposures by Reinsurer

Ceded par outstanding represents the portion of insured risk ceded to other reinsurers. Under these relationships, the
Company cedes a portion of its insured risk in exchange for a premium paid to the reinsurer. The Company remains primarily
liable for all risks it directly underwrites and is required to pay all gross claims. It then seeks reimbursement from the
reinsurer for its proportionate share of claims. The Company may be exposed to risk for this exposure if it were required to
pay the gross claims and not be able to collect ceded claims from an assuming company experiencing financial distress. A
number of the financial guaranty insurers to which the Company has ceded par have experienced financial distress and as a
result been downgraded by the rating agencies. In addition, state insurance regulators have intervened with respect to some of
these insurers.
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Assumed par outstanding represents the amount of par assumed by the Company from other monolines. Under these
relationships, the Company assumes a portion of the ceding company’s insured risk in exchange for a premium. The
Company may be exposed to risk in this portfolio in that the Company may be required to pay losses without a corresponding
premium in circumstances where the ceding company is experiencing financial distress and is unable to pay premiums.

In addition to assumed and ceded reinsurance arrangements, the Company may also have exposure to some financial
guaranty reinsurers (i.e. monolines) in other areas. Second-to-pay insured par outstanding represents transactions the
Company has insured that were previously insured by other monolines. The Company underwrites such transactions based on
the underlying insured obligation without regard to the primary insurer. See Note 14, Reinsurance and Other Monoline
Exposures, of the Financial Statements and Supplementary Data.

Exposure by Reinsurer

Ratings at Par Outstanding
February 26, 2013 As of December 31, 2012
Second-to-
Moody’s S&P Ceded Pay Assumed
Reinsurer Reinsurer Par Insured Par Par
Reinsurer Rating Rating Outstanding(1) Outstanding Outstanding

(dollars in millions)
American Overseas Reinsurance Company

Limited (f/k/a Ram Re).........c.cocoovevrrvrerennn WR(2) WR $ 9,808 $ — 3 24
TOKIO. ..o, Aa3(3) AA-(3) 8,369 — 937
Radian(4) ........cccooovoivierviiioeeeeeeee, Bal B+ 5,250 44 1,382
Syncora Guarantee Inc............oocovveveneevonno, WR WR 4,156 1,993 162
Mitsui Sumitomo Insurance Co. Ltd............. Al A+(3) 2,232 — —
ACA Financial Guaranty Corp. ................... NR WR 819 6 1
Swiss Reinsurance Co............oocooevrveveennn. Al AA- 429 — —
AmDbac.......coocooioii e WR WR 85 7,122 20,579
CIFG ... WR WR 65 255 5,523
MBIA INC....c.ocooviiiiecceeeeeeeeeeee. (5) %) — 10,814 8,143
Financial Guaranty Insurance Co.................. WR WR — 3,227 1,961
Other ..o Various Various 933 2,070 45

Total ..o, $ 32,146 $ 25,531 § 38,757
¢)) Includes $3,928 million in ceded par outstanding related to insured credit derivatives.

(2) Represents “Withdrawn Rating.”

3) The Company has structural collateral agreements satisfying the triple-A credit requirement of S&P
and/or Moody’s.
4 The Company entered into an agreement with Radian on January 24, 2012. See “—Key Business Strategies—New

Business Development and Commutations.”

5) MBIA Inc. includes various subsidiaries which are rated B, BBB by S&P and Caa2, B3, Baa2, WR and NR
by Moody’s.

In accordance with statutory accounting requirements and U.S. insurance laws and regulations, in order for the
Company to receive credit for liabilities ceded to reinsurers domiciled outside of the U.S., such reinsurers must secure their
liabilities to the Company. All of the unauthorized reinsurers in the table above post collateral for the benefit of the Company
in an amount at least equal to the sum of their ceded unearned premium reserve, loss reserves and contingency reserves all
calculated on a statutory basis of accounting. CIFG and Radian are authorized reinsurers. Radian’s collateral equals or
exceeds its ceded statutory loss reserves and CIFG’s collateral covers a substantial portion of its ceded statutory loss reserves.
Collateral may be in the form of letters of credit or trust accounts. The total collateral posted by all non-affiliated reinsurers
as of December 31, 2012 is approximately $999 million.
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Exposure to Residential Mortgage-Backed Securities

The tables below provide information on the risk ratings and certain other risk characteristics of the Company’s
financial guaranty insurance and credit derivative RMBS exposures as of December 31, 2012. U.S. RMBS exposures
represent 3.4% of the total net par outstanding and BIG U.S. RMBS represent 45% of total BIG net par outstanding. The
tables presented provide information with respect to the underlying performance indicatots of this book of business. See
Note 6, Expected Loss to be Paid, of the Financial Statements and Supplementary Data, for a discussion of expected losses to
be paid on U.S. RMBS exposures. :

Net par outstanding in the following tables are based on values as of December 31, 2012. All performance
information such as pool factor, subordination, cumulative losses and delinquency is based on December 31, 2012
information obtained from third parties and/or provided by the trustee and may be subject to restatement or correction.

Pool factor in the following tables is the percentage of the current collateral balance divided by the original
collateral balance of the transactions at inception.

Subordination in the following tables represents the sum of subordinate tranches and overcollateralization, expressed
as a percentage of total transaction size and does not include any benefit from excess spread collections that may be used to
absorb losses. Many of the closed-end-second lien RMBS transactions insured by the Company have unique structures
whereby the collateral may be written down for losses without a corresponding write-down of the obligations insured by the
Company. Many of these transactions are currently undercollateralized, with the principal amount of collateral being less
than the principal amount of the obligation insured by the Company. The Company is not required to pay principal shortfalls
until legal maturity (rather than making timely principal payments), and takes the undercollateralization into account when
estimating expected losses for these transactions. :

Cumulative losses in the following tables are defined as net charge-offs on the underlying loan collateral divided;by
the original collateral balance.

60+ day delinquencies in the following tables are defined as loans that are greater than 60 days delinquent and all
loans that are in foreclosure, bankruptcy or real estate owned divided by current collateral balance.

U.S. Prime First Lien in the tables below includes primarily prime first lien plus an insignificant amount of other
miscellaneous RMBS transactions.

Distribution of U.S. RMBS by Internal Rating and Type of Exposure as of December 31, 2012

) Closed
Prime End Subprime’ Total Net
First Second Alt-A Option First Par
Ratings: Lien Lien HELOC First Lien ARM Lien Qutstanding
(in millions)
AAA e $ 5 93 0 3 69 $ 256 $ — $ 2359 § 2,689
AA e 116 116 144 469 323 1,316 2,483
A e 2 0 246 9 99 833 1,190
BBB ..ot 45 — 20 280 31 485 861
BIG ..o 474 404 2,718 3,575 1,096 2,337 10,605
Total eXposures ............... $ 641 § 521 $ 3,096 $ 4589 $ 1550 $ 7330 $ 17,827
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Distribution of U.S. RMBS by Year Insured and Type of Exposure as of December 31, 2012

Closed
Prime End Subprime Total Net
Year First Second Alt-A Option First Par
insured: Lien Lien HELOC First Lien ARM Lien Outstanding
(in millions)
2004 and prior................... $ 33 % 1 S 239 % 101 $ 36 $§ 1,386 $ 1,796
2005 .o, 170 — 727 581 61 218 1,756
2006, 106 195 936 381 239 2,992 4,848
2007 .o 333 325 1,294 2,290 1,141 2,657 8,040
2008, — — — 1,236 73 78 1,387
Total exposures.......... $ 641 $§ 521 $§ 3196 $ 4,589 $ 1550 $ 7330 $ 17,827
Distribution of U.S. RMBS by Internal Rating and Year Insured as of December 31, 2012
Year AAA AA A BBB BIG
insured: Rated Rated Rated Rated Rated Total
(dollars in millions)
2004 and Prior............oeeeeveeeeveverernnn. $ 1,167 $ 78 $ 53 $ 184 $ 313 $ 1,79
2005 .., 145 201 — 42 1,368 1,756
2006 ..., 1,270 994 814 187 1,582 4,848
2007 oo, 6 1,209 249 448 6,127 8,040
2008 ..o, 101 — 73 — 1,213 1,387
Total exposures .........c.cccveeveenn.... $ 2,689 $ 2,483 $ 1,190 $ 861 $ 10,605 $ 17,827
Yo oftotal ......oooveveeece e 15.1% 13.9% 6.7% 4.8% 59.5% 100.0%
Distribution of Financial Guaranty Direct U.S. RMBS
Insured January 1, 2005 or Later by Exposure Type, Average Pool Factor, Subordination,
Cumulative Losses and 60+ Day Delinquencies as of December 31,2012
U.S. Prime First Lien
Year Net Par Pool Cumulative 60+ Day Number of
insured: Outstanding Factor Subordination Losses Delinquencies Transactions
(dollars in millions)r
2005 ..o $ 167 30.9% 4.3% 2.3% 11.6% 6
20006 ... 106 51.8% 8.7% 0.4% 17.9% 1
2007 oo, 333 42.3% 52% 5.7% 18.7% 1
2008 ... — — — — — —
$ 605 40.8% 5.5% 3.8% 16.6% 8
U.S. Closed End Second Lien
Year Net Par Pool Cumulative 60+ Day Number of
insured: Outstanding Factor Subordination Losses Delinquencies Transactions
(dollars in millions)
2005 e, $ — — — — — —
2006 ..., 186 12.7% — 59.7% 6.4% 1
2007 .o 325 15.4% — 69.1% 7.9% 9
2008 ..., — — — — — —
$ 510 14.4% — 65.7% 7.3% 10
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U.S. HELOC

Year Net Par Pool Cumulative 60+ Day Number of
insured: Outstanding Factor Subordination Losses Delinquencies Transactions
(doHars in millions)
2005 (i $ 682 14.8% 3.0% 16.7% 11.2% 6
2006 ....ooioriiieetee e 918 23.2% 3.4% 36.3% 7.7% 7
2007 oo 1,294 37.7% 2.8% 31.9% 5.8% 9
2008 ... — — — — — —
$ 2,893 27.7% 3.0% 29.7% 7.7% 22
U.S. Alt-A First Lien
Year Net Par Pool Cumulative 60+ Day Number of
insured: QOutstanding Factor Subordination Losses Delinquencies Transactions
(dollars in millions)
2005 .. $ 579 28.5% 8.4% 7.1% 19.5% 21
2006 ... 381 34.5% 0.0% 20.0% 39.2% 7
2007 ceveverreeeieeececree 2,290 43.2% 1.6% 15.6% 31.3% 12
2008 .....ooieiirienecens 1,236 40.8% 18.8% 15.2% 27.2% 5
$§ 4486 39.9% 7.1% 14.8% 29.3% 45
U.S. Option ARMs
Year Net Par Pool Cumulative 60+ Day Number of
insured: Qutstanding Factor Subordination Losses Delinquencies Transactions
(dollars in millions)
2005 o $ 53 17.9% 9.6% 10.8% 21.2% 3
2006 ...t 233 38.2% — 19.9% 43.5%
2007 oo 1,141 42 4% 1.3% 20.6% 36.6% 11
2008 ... 73 44.6% 48.1% 15.5% 33.1% 1
$ 1,501 41.0% 3. 7% 19.9% 37.0% 20
U.S. Subprime First Lien
Year Net Par Pool Cumulative 60+ Day Number of
insured: Outstanding Factor Subordination Losses Delinquencies Transactions
(dollars in millions)
2005 .o $ 208 36.7% 22.8% 7.6% 32.1% 4
2000 ..o 2,986 19.6% 52.1% 18.7% 35.3% 4
2007 oo 2,657 45.1% 14.9% 24.1% 43.2% 13
2008 ..cviiiieeeeeeee e 78 56.6% 19.4% 19.5% 33.3% 1
32.1% 33.9% 20.7% 38.7% 22

§ 5929
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Liquidity and Capital Resources
Liquidity Requirements and Sources
AGL and its Holding Company Subsidiaries

The liquidity of AGL and its subsidiaries that are intermediate holding companies is largely dependent on dividends
from it operating subsidiaries and their access to external financing. Liquidity requirements include the payment of operating
expenses, interest on debt of AGUS and AGMH, and dividends on common shares. AGL and its holding company
subsidiaries may also require liquidity to make periodic capital investments in their operating subsidiaries. In the ordinary
course of business, the Company evaluates its liquidity needs and capital resources in light of holding company expenses and
dividend policy, as well as rating agency considerations. The Company targets a balance of its most liquid assets including
cash and short term securities, Treasuries, agency RMBS and pre-refunded municipal bonds equal to 1.5 times its projected
operating company cash flow needs over the next four quarters. The Company also subjects its cash flow projections and its
assets to a stress test, maintaining a liquid asset balance of one time its stressed operating company net cash flows.
Management believes that AGL will have sufficient liquidity to satisfy its needs over the next twelve months, including the
ability to pay dividends on AGL common shares. See “—Insurance Company Regulatory Restrictions” below for a
discussion of the dividend restrictions of its insurance company subsidiaries.

The Company anticipates that for the next twelve months, amounts paid by AGL’s operating subsidiaries as
dividends will be a major source of its liquidity. It is possible that in the future, AGL or its subsidiaries may need to seek
additional external debt or equity financing in order to meet their obligations. External sources of financing may or may not
be available to the Company, and if available, the cost of such financing may not be acceptable to the Company. As of
December 31, 2012, AGL had $40 million in cash and short term investments and $205 million in fixed maturity securities
with weighted average duration of 1.1 years. AGUS and AGMH had a total of $15 million in cash and short term investments
and $31 million in fixed maturity securities with weighted average duration of 3.0 years. See also “—Insurance Company
Regulatory Restrictions” below.

AGL and Holding Company Subsidiaries
Significant Cash Flow Items

Year Ended December 31,
2012 2011 2010
‘ (in millions)
Dividends and return of capital from subsidiaries ................. SOTARTORIION $ 286 § 166 $ 124
Proceeds from issuance of common shares..........c...ccocoeeeiecieiiieecrincinnsn. 173 — —
Dividends paid to AGL shareholders.............cccocovveviiiniienecinsiee e (69) 33) (33)
Repurchases of common shares..............cccovvvveveeiccieeieececeeeceeeenn (24) (23) 10
INEEIESE PALA ..c.ovivirieiieiieie ettt (77) (85) (85)
Acquisition of MAC, net of cash acquired .............ccoeeriereieecreeeererenen, 91 — —
Loans from subsSidiaries........c..ccoeeeevievieereccrieeiiee et e 173 e —
Payment of long-term debt ............ccooevieiiiiiicceeeee e (173) — —

In connection with the acquisition of MAC, in May 2012 AGUS entered into a loan agreement with AGRO, a
subsidiary of AG Re, to borrow $90 million in order to fund the purchase price. In addition, AGUS obtained the following
funds from its subsidiaries to repurchase $173 million of 8.50% Senior Notes: (1) $83 million loaned from Assured Guaranty
(Bermuda) Ltd., a subsidiary of AGM, (2) $50 million in dividends from AGMH, which obtained the cash after AGM repaid
a portion of its surplus note to AGMH, and (3) $40 million in dividends from AGC.

Insurance Company Subsidiaries
Liquidity of the insurance company subsidiaries is primarily used to pay for:

e  operating expenses,

e claims on the insured portfolio,

e collateral postings in connection with credit derivatives and reinsurance transactions,
e reinsurance premiums,

e dividends to AGUS, AGMH and AGL, as applicable, for debt service and dividends,
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e principal paydown on surplus notes issued, and
e capital investments in their own subsidiaries, where appropriate.

Management believes that its subsidiaries’ liquidity needs for the next twelve months can be met from current cash,
short-term investments and operating cash flow, including premium collections and coupon payments as well as scheduled
maturities and paydowns from their respective investment portfolios. The Company intends to hold and has the ability to hold
temporarily impaired debt securities until the date of anticipated recovery.

Beyond the next twelve months, the ability of the operating subsidiaries to declare and pay dividends may be
influenced by a variety of factors, including market conditions, insurance regulations and rating agency capital requirements
and general economic conditions.

Insurance policies issued provide, in general, that payments of principal, interest and other amounts insured may not
be accelerated by the holder of the obligation. Amounts paid by the Company therefore are typically in accordance with the
obligation’s original payment schedule, unless the Company accelerates such payment schedule, at its sole option. CDS may
provide for acceleration of amounts due upon the occurrence of certain credit events, subject to single-risk limits specified in
the insurance laws of the State of New York (the “New York Insurance Law”). These constraints prohibit or limit
acceleration of certain claims according to Article 69 of the New York Insurance Law and serve to reduce the Company’s
liquidity requirements.

Payments made in settlement of the Company’s obligations arising from its insured portfolio may, and often do,
vary significantly from year-to-year, depending primarily on the frequency and severity of payment defaults and whether the
Company chooses to accelerate its payment obligations in order to mitigate future losses.

Claims Paid
Year Ended December 31,
2012 2011 2010
Claims paid before R&W recoveries, net of reinsurance...........c.coceevvenee $ 1,326 §$ 1,142 § 1,121
REW TECOVETIES ..vvineeeieiieieneieceireiieseccicre e s s e b sn e e sn e reveee (459) (1,059) (189)
Claims paid, net of reinsurance(1).......coovmmreiriniionsnneecseeneenens $ 867 $ 83 § 932

)] Includes $38 million recovered and $200 million and $143 million paid for consolidated FG VIEs for the years
ended December 31, 2012, 2011 and 2010, respectively.

The terms of the Company’s CDS contracts generally are modified from standard CDS contract forms approved by
ISDA in order to provide for payments on a scheduled basis and to replicate the terms of a traditional financial guaranty
insurance policy. Some contracts the Company entered into as the credit protection seller, however, utilize standard ISDA
settlement mechanics of cash settlement (i.e., a process to value the loss of market value of a reference obligation) or physical
settlement (i.e., delivery of the reference obligation against payment of principal by the protection seller) in the event of a
“credit event,” as defined in the relevant contract. Cash settlement or physical settlement generally requires the payment ofa
larger amount, prior to the maturity of the reference obligation, than would settlement on a “pay-as-you-go” basis, under
which the Company would be required to pay scheduled interest shortfalls during the term of the reference obligation and
scheduled principal shortfall only at the final maturity of the reference obligation. The Company’s CDS contracts also
generally provide that if events of default or termination events specified in the CDS documentation were to occur, the non-
defaulting or the non-affected party, which may be either the Company or the counterparty, depending upon the
circumstances, may decide to terminate the CDS contract prior to maturity. The Company may be required to make a
termination payment to its swap counterparty upon such termination. In addition, under certain of the Company’s CDS, the
Company may be obligated to collateralize its obligations under the CDS if it does not maintain financial strength ratings
above the negotiated rating level specified in the CDS documentation.

Insurance Company Regulatory Restrictions
The insurance company subsidiaries” ability to pay dividends depends, among other things, upon their financial
condition, results of operations, cash requirements, and compliance with rating agency requirements, and is also subject to

restrictions contained in the insurance laws and related regulations of their states of domicile. Dividends paid by a U.S.
company to a Bermuda holding company presently are subject to a 30% withholding tax.
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Under Maryland’s insurance law, AGC may pay dividends in any twelve-month period in an aggregate amount not
exceeding the lesser of (a) 10% of policyholders’ surplus or (b) net investment income at the preceding December 31
(including net investment income that has not already been paid out as dividends for the three calendar years prior to the
preceding calendar year) with notice to, but without prior approval of, the Maryland Commissioner of Insurance. As of
December 31, 2012, the amount available for distribution from AGC during 2012 with notice to, but without prior approval
of, the Maryland Commissioner of Insurance is approximately $91 million.

Under the New York Insurance Law, AGM may pay dividends out of earned surplus, provided that, together with all
dividends declared or distributed by AGM during the preceding 12 months, the dividends do not exceed the lesser of (a) 10%
of policyholders’ surplus as of its last statement filed with the Superintendent of Insurance of the State of New York (the
“New York Superintendent”) or (b) adjusted net investment income (net investment income at the preceding December 31
plus net investment income that has not already been paid out as dividends for the three calendar years prior to the preceding
calendar year) during this period. Based on AGM’s statutory statements to be filed for the year ended December 31, 2012,
the maximum amount available for payment of dividends by AGM without regulatory approval over the 12 months following
December 31, 2012, is approximately $178 million. In connection with Assured Guaranty’s acquisition of AGMH, Assured
Guaranty agreed with Dexia that, until July 1, 2012, AGM would not pay dividends in excess of 125% of AGMH’s annual
debt service and unless it was rated at least AA- by S&P and Aa3 by Moody’s. While this covenant was in effect, it
constituted a limitation on AGM’s ability to pay dividends that was more restrictive than the statutory limitation.

As of December 31, 2012, AG Re had unencumbered assets of $261 million, representing assets not held in trust for
the benefit of cedants and therefore available for other uses. Based on regulatory dividend limitations, the maximum amount
available at AG Re to pay dividends or make a distribution of contributed surplus in 2013 in compliance with Bermuda law is
approximately $634 million. However, any distribution that results in a reduction of 15% (approximately $195 million as of
December 31, 2012) or more of AG Re’s total statutory capital, as set out in its previous years’ financial statements, would
require the prior approval of the Bermuda Monetary Authority. Dividends are limited by requirements that the subject
company must at all times (i) maintain the minimum solvency margin and the Company’s applicable enhanced capital
requirements required under the Insurance Act of 1978 and (ii) have relevant assets in an amount at least equal to 75% of
relevant liabilities, both as defined under the Insurance Act of 1978. 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.

Dividends Paid
By Insurance Company Subsidiaries

Year Ended December 31,

2012 2011 2010
(in millions)
Dividends paid by AGC to AGUS.......ccocviiiirireeececeeecees e $ 55§ 30§ 50
Dividends paid by AGM to AGMH..........c.cocoevieieiviiieieeee e 30 — —
Dividends paid by AG Re 10 AGL.......cccoevevvveeiiiniieniieereeeeie et 151 86 24

Consolidated Cash Flows

Consolidated Cash Flow Summary

Year Ended December 31,
2012 2011 2010

Net cash flows provided by (used in) operating activities ..............o......... $ (165) $ 676 S 129
Net cash flows provided by (used in) investing activities...............co........ 943 561 653
Net cash flows provided by (used in) financing activities.......................... (856) (1,132) (717)
Effect of exchange rate changes .............c.o.ooeeeveveiiciciec e, 1 2 (1)
Cash at beginning of Period...........ccevevvieiiiiiieeece e, 215 108 44

Total cash at the end of the period ..........cocvevveiieceiecieceiieieeeeeeen, $ 138§ 215  § 108
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Operating cash flows include cash flows from FG VIEs. Claims paid on consolidated FG VIEs are presented in the
consolidated cash flow statements as a component of paydowns on FG VIE liabilities in financing activities as opposed to
operating activities. Excluding consolidated FG VIEs, cash outflows from operating activities for 2012 were mainly due to
claim payments net of R&W recoveries from settlement agreements, offset in part by cash received on two commutations of
$190 million. Losses paid in 2012 include claims related to Greek sovereign exposures. Cash inflows from operating
activities in 2011 were due mainly to cash proceeds received from the Bank of America Agreement. Operating cash inflows
in 2010 was due primarily to premium on financial guaranty and credit derivatives, offset in part by outflows for net paid
losses, interest, other expenses and taxes.

Investing activities were primarily net sales (purchases) of fixed maturity and short-term investment securities.
Investing cash flows in 2012, 2011 and 2010 include inflows of $545 million, $760 million and $424 million for FG VIEs,
respectively. In addition, in 2012, the Company paid $91 million to acquire MAC and received $56 million from a payment
of a note receivable.

Financing activities consisted primarily of paydowns of FG VIE liabilities. Financing cash flows in 2012, 2011 and
2010 include outflows of $724 million, $1,053 million and $651 million for FG VIEs, respectively.

On January 18, 2013, the Company’s Board of Directors authorized a $200 million share repurchase program. This
Jatest repurchase program replaces the November 14, 201 1 authorization to repurchase up to 5.0 million common shares. In
2012, the Company paid $24 million to repurchase 2.1 million common shares. In 2011, the Company paid $23 million to
repurchase 2 million common shares, and in 2010, the Company paid $10 million to repurchase 0.7 million common shares.

Commitments and Contingencies
Leases

AGL and its subsidiaries are party to various lease agreements. 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.

The Company’s primary lease for the principal place of business of AGM, AGC and its other U.S. based
subsidiaries in New York City expires in April 2026. In addition, the Company and its subsidiaries lease additional office
space under non-cancelable operating leases, which expire at various dates through 2016. Prior to the AGMH Acquisition,
the Company had entered into a five year lease agreement in New York City, however, as a result of the AGMH Acquisition,
the Company decided not to occupy this office space and subleased it to two tenants for total minimum annual payments of
approximately $4 million until October 2013. See “~Contractual Obligations™ for lease payments due by period. Rent
expense was $10.0 million in 2012, $10.7 million in 2011 and $11.4 million in 2010.
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Long-Term Debt Obligations
The principal of and interest paid on long-term debt issued by AGUS and AGMH were as follows:

Principal Outstanding
and Interest Paid on Long-Term Debt

Principal Amount Interest Paid
As of December 31, Year Ended December 31,
2012 2011 2012 2011 2010
(in millions)
AGUS:
7.0% Senior NOteS..........ooveucuerererereeeeo, $ 200 $ 200 $ 14 3 14 3 14
8.50% Senior Notes(1).....ccoemeereemeereee — 173 7 15 15
Series A Enhanced Junior Subordinated ‘
Debentures ............ocooooviveeeveeieeeeeeeeee 150 150 10 10 10
Total AGUS......oooiiiieeeceeeeeeeeeeeeee 350 523 31 39 39
AGMH(1):
67/8% QUIBS ..o, 100 100 7 7 7
6.25% NOES oo 230 230 14 14 14
5.60% NOLES ... eeee e 100 100 6 6 6
Junior Subordinated Debentures ....................... 300 300 19 19 19
Total AGMH ........cooviviieeeeeeeeeeee 730 730 46 46 46
AGM(2):
Notes Payable........c.cocoovviiirircoerneenn, 61 97 8 7 7
Total AGM ..o 61 97 8 7 7
TOtal ..o $ 1,141 § 1,350 § 8 $ 92 $ 92

N On June 1, 2012, AGUS retired all of the 8.5% Senior Notes. See Note 2, Business Changes, Risks, Uncertainties
and Accounting Developments, of the Financial Statements and Supplementary Data.

(2) Principal amounts vary from carrying amounts due primarily to acquisition method fair value adjustments
at the Acquisition Date, which are accreted or amortized into interest expense over the remaining terms of
these obligations.

AGL fully and unconditionally guarantees the following obligations:

7.0% Senior Notes issued by AGUS

6 7/8% Quarterly Income Bonds Securities (“QUIBS”) issued by AGMH
6.25% Notes issued by AGMH

5.60% Notes issued by AGMH

In addition, AGL guarantees, on a junior subordinated basis, AGUS’s Series A, Enhanced Junior Subordinated
Debentures and the $300 million of AGMH’s outstanding Junior Subordinated Debentures.

Debt Issued by AGUS

7.0% Senior Notes. On May 18, 2004, AGUS issued $200 million of 7.0% senior notes due 2034 (“7.0% Senior
Notes”) for net proceeds of $197 million. Although the coupon on the Senior Notes is 7.0%, the effective rate is
approximately 6.4%, taking into account the effect of a cash flow hedge.

8.5% Senior Notes. On June 24, 2009, AGL issued 3,450,000 equity units for net proceeds of approximately $167
million in a registered public offering. The net proceeds of the offering were used to pay a portion of the consideration for the
AGMH Acaquisition. Each equity unit consisted of (i) a 5% undivided beneficial ownership interest in $1,000 principal
amount of 8.5% senior notes due 2014 issued by AGUS and (ii) a forward purchase contract obligating the holders to
purchase $50 of AGL common shares in June 2012. On June 1, 2012, the Company completed the remarketing of the $173
million aggregate principal amount of 8.5% Senior Notes; AGUS purchased all of the Senior Notes in the remarketing at a
price of 100% of the principal amount thereof, and retired all of such notes on June 1,2012. The proceeds from the
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remarketing were used to satisfy the obligations of the holders of the Equity Units to purchase AGL common shares pursuant
to the forward purchase contract. Accordingly, on June 1, 2012, AGL issued 3.8924 common shares to holders of each Equity
Unit, which represented a settlement rate of 3.8685 common shares plus certain anti-dilution adjustments, or an aggregate of
13,428,770 common shares at approximately $12.85 per share. The Equity Units ceased to exist when the forward purchase
contracts were settled on June 1, 2012.

Series A Enhanced Junior Subordinated Debentures. On December 20, 2006, AGUS issued $150 million of the
Debentures due 2066. The Debentures pay a fixed 6.40% rate of interest until December 15, 2016, and thereafter pay a
floating rate of interest, reset quarterly, at a rate equal to three month LIBOR plus a margin equal to 2.38%. AGUS may
select at 1.0 or more times to defer payment of interest for 1.0 or more consecutive periods for up to ten years. Any unpaid
interest bears interest at the then applicable rate. AGUS may not defer interest past the maturity date.

Debt Issued by AGMH

6 7/8% QUIBS. On December 19,2001, AGMH issued $100 million face amount of 6 7/8% QUIBS due
December 15, 2101, which are callable without premium or penalty.

6.25% Notes. On November 26, 2002, AGMH issued $230 million face amount of 6.25% Notes due November 1,
2102, which are callable without premium or penalty in whole or in part.

5.60% Notes. On July 31, 2003, AGMH issued $100 million face amount of 5.60% Notes due July 15, 2103, which
are callable without premium or penalty in whole or in part.

Junior Subordinated Debentures. On November 22, 2006, AGMH issued $300 million face amount of Junior
Subordinated Debentures with a scheduled maturity date of December 15, 2036 and a final repayment date of December 15,
2066. The final repayment date of December 15, 2066 may be automatically extended up to four times in five-year
increments provided certain conditions are met. The debentures are redeemable, in whole or in part, at any time prior to
December 15, 2036 at their principal amount plus accrued and unpaid interest to the date of redemption or, if greater, the
make-whole redemption price. Interest on the debentures will accrue from November 22, 2006 to December 15, 2036 at the
annual rate of 6.40%. If any amount of the debentures remains outstanding after December 15, 2036, then the principal
amount of the outstanding debentures will bear interest at a floating interest rate equal to one-month London Interbank
Offered Rate (“LIBOR”) plus 2.215% until repaid. AGMH may elect at one or more times to defer payment of interest on the
debentures for one or more consecutive interest periods that do not exceed ten years. In connection with the completion of
this offering, AGMH entered into a replacement capital covenant for the benefit of persons that buy, hold or sell a specified
series of AGMH long-term indebtedness ranking senior to the debentures. Under the covenant, the debentures will not be
repaid, redeemed, repurchased or defeased by AGMH or any of its subsidiaries on or before the date that is twenty years prior
to the final repayment date, except to the extent that AGMH has received proceeds from the sale of replacement capital
securities. The proceeds from this offering were used to pay a dividend to the shareholders of AGMH.

Debt Issued by AGM

Notes Payable represent debt, issued by special purpose entities consolidated by AGM, to the former AGMH
subsidiaries that conducted AGMH’s Financial Products Business (the “Financial Products Companies”) transferred to Dexia
Holdings prior to the AGMH Acquisition. The funds borrowed were used to finance the purchase of the underlying
obligations of AGM-insured obligations which had breached triggers allowing AGM to exercise its right to accelerate
payment of a claim in order to mitigate loss. The assets purchased are classified as assets acquired in refinancing transactions
and recorded in “other invested assets.” The term of the notes payable matches the terms of the assets.

Recourse Credit Facilities

2009 Strip Coverage Facility

In connection with the AGMH Acquisition, AGM agreed to retain the risks relating to the debt and strip policy
portions of the leveraged lease business. The liquidity risk to AGM related to the strip policy portion of the leveraged lease
business is mitigated by the strip coverage facility described below.

In a leveraged lease transaction, a tax-exempt entity (such as a transit agency) transfers tax benefits to a tax-paying

entity by transferring ownership of a depreciable asset, such as subway cars. The tax-exempt entity then leases the asset back
from its new owner.
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If the lease is terminated early, the tax-exempt entity must make an early termination payment to the lessor. A
portion of this early termination payment is funded from monies that were pre-funded and invested at the closing of the
leveraged lease transaction (along with earnings on those invested funds). The tax-exempt entity is obligated to pay the
remaining, unfunded portion of this early termination payment (known as the “strip coverage”) from its own sources. AGM
issued financial guaranty insurance policies (known as “strip policies™) that guaranteed the payment of these unfunded strip
coverage amounts to the lessor, in the event that a tax-exempt entity defaulted on its obligation to pay this portion of its early
termination payment. AGM can then seek reimbursement of its strip policy payments from the tax-exempt entity, and can
also sell the transferred depreciable asset and reimburse itself from the sale proceeds.

One event that may lead to an early termination of a lease is the downgrade of AGM, as the strip coverage provider,
or the downgrade of the equity payment undertaker within the transaction, in each case, generally to a financial strength
rating below double-A. Upon such downgrade, the tax-exempt entity is generally obligated to find a replacement credit
enhancer within a specified period of time; failure to find a replacement could result in a lease default, and failure to cure the
default within a specified period of time could lead to an early termination of the lease and a demand by the lessor for a
termination payment from the tax-exempt entity. However, even in the event of an early termination of the lease, there would
not necessarily be an automatic draw on AGM’s policy, as this would only occur to the extent the tax-exempt entity does not
make the required termination payment.

As a result of the January 2013 Moody’s downgrade of AGM, all the leveraged lease transactions in which AGM
acts as strip coverage provider are currently breaching a ratings trigger related to AGM. If early termination of the leases
were to occur and the tax-exempt entities do not make the required early termination payments, then AGM would be exposed
to possible liquidity claims on gross exposure of approximately $1.7 billion as of December 31, 2012. To date, none of the
leveraged lease transactions that involve AGM has experienced an early termination due to a lease default and a claim on the
AGM guaranty. It is difficult to determine the probability that the Company will have to pay strip provider claims or the
likely aggregate amount of such claims. At December 31, 2012, approximately $947 million of cumulative strip par exposure
had been terminated since 2008 on a consensual basis. The consensual terminations have resulted in no claims on AGM.

On July 1, 2009, AGM and Dexia Crédit Local S.A. (“DCL”), acting through its New York Branch (“Dexia Crédit
Local (NY)”), entered into a credit facility (the “Strip Coverage Facility”). Under the Strip Coverage Facility, Dexia Crédit
Local (NY) agreed to make loans to AGM ta finance all draws made by lessors on AGM strip policies that were outstanding
as of November 13, 2008, up to the commitment amount. The commitment amount of the Strip Coverage Facility was $1
billion at closing of the AGMH Acquisition but is scheduled to amortize over time. As of December 31, 2012, the maximum
commitment amount of the Strip Coverage Facility has amortized to $960 million. It may also be reduced in 2014 to $750
million, if AGM does not have a specified consolidated net worth at that time.

Fundings under this facility are subject to certain conditions precedent, and their repayment is collateralized by a
security interest that AGM granted to Dexia Crédit Local (NY) in amounts that AGM recovers — from the tax-
exempt entity, or from asset sale proceeds — following its payment of strip policy claims. The Strip Coverage Facility will
terminate upon the earliest to occur of an AGM change of control, the reduction of the commitment amount to $0, and
January 31, 2042.

The Strip Coverage Facility’s financial covenants require that AGM and its subsidiaries maintain a maximum debt-
to-capital ratio of 30% and maintain a minimum net worth of 75% of consolidated net worth as of July 1, 2009, plus, starting
July 1, 2014, (i) 25% of the aggregate consolidated net income (or loss) for the period beginning July 1, 2009 and ending on
June 30, 2014 or, (2) zero, if the commitment amount has been reduced to $750 million as described above. The Company is
in compliance with all financial covenants as of December 31, 2012.

The Strip Coverage Facility contains restrictions on AGM, including, among other things, in respect of its ability to
incur debt, permit liens, pay dividends or make distributions, dissolve or become party to a merger or consolidation. Most of
these restrictions are subject to exceptions. The Strip Coverage Facility has customary events of default, including (subject to
certain materiality thresholds and grace periods) payment default, bankruptcy or insolvency proceedings and cross-default to
other debt agreements.

As of December 31, 2012, no amounts were outstanding u