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THAT THE BONDHOLDER MAY EXERCISE ANY AVAILABLE REMEDY SET
FORTH UNDER THE BORROWER LOAN DOCUMENTS.

- Clark County; Nevada is not liable o Tesponsible, legally, morally or otherwise, for any costs

associsted with repayment of the principal of or interest on this Bond, the costs of operation or
maintenance of the Las Vegas Monorail (the “Monorail”), or any other expenses assoofated with
the Monorail and its financing, and the holders of any bonds shall not rely on any County

. involvement in payment of such costs or other involvement with the Monorail. The County has

not assumed, and has no duties to investors with respect to the Monorail, #ts operetion,
maintenance or financiing, disclosure to investors or monitoring any of the foregoing. By
acceptance of this Bond, each individual bondholder waives any end all causes of action it may
ever have against the County for any matter arising from or concerning the Bonds, the Monorail
and the contents of any disclosure statetment relating to the Bonds or the Monorail.
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PN IN WITNESS WHEREOF, the Director of the State of Nevada Department of Business and
A Industry hz_as caused this Bond to ba duly executed in, all as of the above date,

. DIRECTOR OF THE STATE OF NEVADA
DEPARTMENT OF BUSINESS AND INDUSTRY

By'

Sydney Wickfiffe, Director

STATEMENT OF INSURANCE

* Municipal Bond Insurance Policy No.__ (theé “Policy”) with respect to payments due for
principal of and interest on this bond has been jssued by Ambac Assurance Corporation
(“Ambac™). The Policy has been delivered to the United States Trust Company of New York,
New York, New York, as the Insurance Trustee under said Policy and will be held by such
Insurance Trustee or any successor insurance trusteo, ‘The Policy is on file and available for
inspection at the principal office of the Insurance Trustee and & copy thereof may be secured
from Ambas or the Insarance Trustee, All payments requived to be made under the Policy shall
be made in gccordance with the provisions thereof. The owner of this bond acknowledges and
consents to the subrogation rights of Ambac as more fully set forth in the Policy.

 TRUSTEE’S CERTIFICATE OF AUTHENTICATION
. “Dated: 52000 ' _
This is one of the Bonds described in the within- mentioned Indenture.
' ‘ WELLS FARGO BANK, N.A., as Trustee
By _
Authorized Signature
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EXHIBIT E
Restructuring Plan

The following sets forth the general outline of tasks and activities to be completed with
respect fo the transition of the Business, All capitalized terms used in this Exhibit that
are not otherwise defined will have the meaning given to them in the Agreement. |

The Parties agree to use commercially reasonable efforts, and will cooperate in good faith
with each other, to complete the Restructuring Plan. Seller is responsible for the
“Restructuring Bxpenses” (as defined in the Agreement) pursnant to the Agreement,

The Restructuring Plan shell include the following broadly-defined action items, as well

as any actions reasonably necessary to accomplish such action items, to be taken by the
Parties during both (i) the period between and including the date of execution of this
Agreement and the Closing (the “Pre-Closing Period”) and (i) the period beginning upon
the Clbsmg and continuing unti} the earlier of {a) completion of each of the action items
identified in this Restructuring Plan, or (b) three (3) months following the Closing (the

“Transition Period”).

The budget for the Estimated Restructuring Expens&c as of the date of the Agresment is
included as Attachment L.

«  EMPLOYEE COMMUNICATION
: . During the Pre-Closing Period, Parent and Buyer to Jointly announce
transaction to the Company’s employees

2 Within five (5) Business Days after the execution of the Agreement,
" Parent and Buyer to jointly deliver to each of the Company’s employees
the following documents (which shall also be attached to this exhibit):

‘s PPD Biomarker Disoovexy Sciences, LLC Severance Plan,
including the walver and release agreement (included as

- Attachment [T} (the “Severance Plan™);
b. Termination of benefits notice (inclnded as At_t_agbm_qm_m) (thc
“Termination of Benefits Notice™); and

e Severance offer letters (included as Attachment IV) (the
“Severance Offers”). The Severance Offers shall ‘offer the
severance benefits to each empioyee in accordance with

Aftachment I.

3. The Company will use commercially reasonable efforts to obtain signed
walvers and releases from ail Company employees; provided, however,
that neither the Company nor the Seller shall be obligated to offer
additional severance in order to obtain any such waivers and releases, and
the foregoing shall not operate as any pguarantee that alf or any Company
employees shall deliver such signed waiver and release. The Company
shall instruct the employees to retum theilr signed waivers and releases to
the person(s) identified in the Severance Offers. Without the prior writien
consent of Parent, the Company will not agree to pay any amounts in
addition to the severance provided in the Severance Plan to any of the
Company’s employees, Any additional severance or other amounts paid

CEBOY SI74130-7.076792.0014
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to a Company employee, if any, shall be determined and paid by Seller or
Parent in its sole discretion, However, nothing in this Restructuring Plan
(including the failure of any employee fo execute such a release lefter)
shall in any way modify or limit Seller and Parent’s obligations to
inderanify the Buyer Indemnitees or Buyer's obligation to indemnify
Seller Indemnitees under the Agresment.

4. Severance will be paid in accordance with the Severance Offers.

+ INSURANCE : ,
s. Prior to the Closing, Seller shall use coramercially reasonable efforfs to
cause to be issned the following Insurance policies to be bound effective
as of the Closing Date: (i) propetty, (ii) premises liability, (iif) workers
compensation, (iv) pollution Hability, and (v) earthquake coverages with
such deductibles, coverages and limits as Parent shall determine in its
discretion (collectively the “Insurance™., The Insurance policles will Hst
the Company as the nemed insured and Buyer, Parent and Parent's
affiliates as additions] named insureds. Seller shali pay the premfums for
the Insurance policies in full before the Closing, The Parties dgyee that
Buyer and the Company shall terminate the Insurance promptly following
the expiration of the Transition Period. The Buyer and the Company shall
_collect the smearned premium from each of the policies listed in (i), (i),
(iii) and (v) and will promptly refind the same fo Seller,

« BENEFITS {Note: Subject to review by Buyer’s benefits counsel]
6. Coverage under Parent’s Employee Benefit Plans will terminate- on or
after the Closing in accordance with the Termination of Benefits Nofice.

7. Parent shall coordinate with Company employees regarding thefr 401(k)
accounts purswant to the Termination of Benefits Notice and Parent’s
401(f) Retirement Savings Plan document,

s, Other than the Severance Plan and govemnment-mandated workers
cortpensation and SPI benefits, the Company will not provide any benefit
plans or prograims {o lts employees on or after the Closing,

« ADMINISTRATIVE ITEMS

9. After the execution of the Agreement, Buyer shall review supplier and
vendor agreements of the Comipany, and determine which of such
Contracts shall be terminated. Upon such designation, Seller shall cause
the Company, at Seller’s cost and expense, o terminate such Contracts. o
the extent such Contracts relate to the Company, during the Trangition
Period. ' :

jo. Other assistance and services provided by or on behalf of Paren{ as
provided in the Transition Services Agreement.

+ MENLO PARK FACILITY
1. Buyer to visit Menlo Park facility post-signing, but at least ten (10)
Business Days prior to the Closing, to finalize list of tangible assets to be
transferred to Buyer’s facility in Quebec, Canada (the “Specified
Resfructuring  Assefs”): Buyer shall have acecess to the Company’s

CHI99 5174138-7.076792.0014
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14

1s.

employees to complete this task. All tangible assets of the Company listed
on Section 3,6(s) of the Disclosure Schedule, other than those so
designated as Specified Restructuring Assets shall constitute Bxeluded
Assets for purposes of the Agreement, Notwithstanding anything to the
contrary herein, the Specified Restructuring Assets shall not include any
of the Bxcluded Assets listed in Exhibit A of the Agreement.

. Buyer performs walk-through of Menlo Park facility with representatives

from equipment shipping companies to identify and tag ail eqmpment to
be shipped to Buyer’s facility in Quebec, Canada. '

. Pollowing Buyer’s walk-throngh and tagging of equipment, prior to and

following the Closing, Parent shall have the right to remove and dispose
of, at its own expenss, all Excluded Assets from the Menlo Park facility,
and otherwise dispose of any or all remaining equipment, fumiture or
materials at such facility, Parent shall minimize inferference with

- Corapany activities in the Menlo Park facility.

Buyer to coordinate with Parent regarding the removal, packing, shipping,
transport, relocation and reinstallation of the Specified Restructuring
Assets to Buyer's facility in Quebec, Canada. Buyer will provide Seller
with reasonable advance notice of any third parties providing services in
connection with the removal, packing, transport, relocation and
reinstallation of the Specified Restructuring Assets and the rates under
which such third parties shall provide such services_(“Transportation
Service med_grs”} All_Transportation Service Providers shall be
ubmitted dvance and shall ubject to the prior written
oval o t its reasonable discretion.

Other than the Specified Restracturing Assets, Parent shall be responsible
for (i) the wind down of operations at the Menlo Park facilities, and (ii)

. removal of all remaining furniture, equipment, materials, suppiies and

other ifems,

« MONTREAL RAMP-UP

16.

17,

CHI‘?9 512453%-7.076792.0014

Parent shall teke commercially reasonable steps (including making
qualified personuel availeable) for effective knowledge transfer with
respect to the operation of the Business from Company employees to
Buyer employees

= Company employees to travel to Buyer facility and vice versa

The Restructuring Plan shall end upon the expiration of the Transmon
Period,

-1 Deleted: followusa theend of the
Transition Period
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FENNEMORE CRAIG, P.C, - E-filed January 13, 2010
Lautel E. Davis (NV Bar No. 3005) 2

Craig S. Duslap (NV Bar No. 4974)

Jefitey S. Steffen (NV Bar No. 9912)

Bank of America Plaza, Suite 1400

- 300 South Fourth Street

Las Vegas, Nevada 89101
Telephone: (702) 692-8000
Facsimiile: (702) 692-8064
ldavis@felaw.com

MCDERMOTT WILL & EMERY LLP
William P. Smith (IL Bar No. §187205)*
James W. Kapp i1 (IL. Bar No. 6239260)*
Miles W. Hughes (IL Bai No. 6279176)*
227 West Montoe Street, Suite 4400

" Chicago, Hlinois 60606-5096

Telephone: (312) 372-2000:

' Facsimile: (312) 984-7700

* Pro Hac Vice Applications Pending

Attorneys for Ambac Assurance Corporation

UNITED STATES BANKRUPTCY COURT
DISTRICT OF NEVADA
Inre ) 1 Chapter 11

LAS VEGAS MONORAIL COMPANY, | No.BK-S-10-10464-LBR -
a Nevada non-profit corporation,

Debtor, Date of Hearing: TBD
. Time of Hearing: TBD
Location; 300 Las Vegas Blvd. South
Courtroom #1
Las Vegas, Nevada 89101

DECLARATION OF SCOTT ZUCHORSKI IN SUPPORT OF
MOTION OF AMBAC ASSURANCE CORPORATION FOR DISMISSAL
OF CHAPTER 11 PROCEEDING PURSUANT TO 28 U.S.C §1334
AND SECTIONS 109(d) AND 1112(b) OF THE BANKRUPTCY CODE
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Scott Zuchorski declares as follows:
L My name is Scott Zuchorski, I am currently a Vice-President in the Restructuring

Group at Ambac Assurance Corporation (“Am'bac”).'. 1 have held this pbsi_tion since the group
was formed in May 2009, Amba is a Wisconsin-domiciled stock insurance corporation
regulated by the Office of the Commissioner of Insurance of the State of Wisconsin. |

2. I joined Ambac in July 2002 as an analyst in Ambac’s Public Fi.naqce Portfolio
Risk Management division. From January 2004 to January, 2006, T worked as an Assistant Vice-
President in the same division. In January 2006, I became a Vice-President in the division. T held
such title until May 2009, when I assumed my present position,

3. Inmy cm‘nen‘t position, I am responsible for the management of Ambac’s various
interests in distressed or uoub‘lqd transactions in Ambac's book of business. I have pt?monaliy
been involved in the management of Ambac’s interests with reépect to the Las Vegas Monorail

Company (“LVMC™) since August 2005, when I became the surveillance analyst responsible for

the LVMC transaction. Since August 2005, I have, among other things, analyzed the ridership

and revenues of LVMC, visited various locétions of LVMC, discussed numerous business and
legal issues with LVMC aﬁd its constituency in the State of Nevada, and generally ‘moni'tored
Ambac’s interests with respect to LVMC, |

4. I make this Declaration in support of Ambac-Assuranoe Corporation’s Motion For
Dismissal of Chapter 11 Proceedig Pursuant to 28 U.S.C. § 1334 and Sections 109(d) and

1112{b) of the Bankruptey Code (the “Motion™)."

! All terms not otherwise defined herefn shall have the meaning ascribed to such terms in the Motiop.

82229,1/27952.001 2
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‘attached to this Declaration were copied or prepared in the ordinary course of business by Ambac
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- 5. I'have personal knowledge of the facts set forth herein, or have learned these facts
from persons and sources who reported to me or upon whom I relied in ‘the ordinary course of |

duties and responsibilities as-a- Vice-President of the Restructuring Group. The documents

employees. In addition, I am generally familiar with all of the docinuents referenced in this
Declaration, inchuding, without limitation, the Tax Certificate and Agreement, dated September
20, 2000 (the “Tax Agreement”), between LVMC and the Director of the State of Nevada
Department of Business and Industry (the “Director”), LVMC’s Atticles of Incorporation, and
LVMC’s Bylaws. (True and comrect 'copiw of the Tax Agreement, LVMC’s Articles of

Incorporation, and LVMC’s Bylaws are attached hereto as Exhibits “A”, “B” and o

respectively), . )

6. If called to testify, I am competent o attest to the facts set forth hérein.
LVMC and the Monorail

7. LVMC owns and manages the Las Vegas Monorail {the “Monorall”) The

Monorzil is a seven-stop, elevated train system that travels along a 3 9-mile route near the Las

Vegas Sirip,

8. In2600, LVMC was organized by the State of Nevada as a nonprofit corporation. |

LVMC is exempt from federal Immcome taxation and from state sales and use taxation. LVMC’s
Articles of Incorporation provide that LVMC was organized to acquire, develop, operate,
maintain and improve the Monorail, and to obtain financing for the acquisition, construction,

mnstallation, operation, maintenance_ and improvement of the Monorail. As a tax-exempt

82229,1/27952.001 T 3
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| LVMC Certifies it is a Stétg Instrumentality in Connection with the Bond Financing

- three series of tax-exempt governmentsl bonds issued by the Director: (a) the $451,448,217.30
| original principal amount 1st Tier Series 2000 (the “Ist Tier Bonds™); (b) the $149,200,000

A Reserve Fund for the 1st Tier Bonds in an amount not to exceed $20,991,807.50 under Surety
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nonprofit. corporation, all of LVMC’s property, assets, profits and net revenues are irrevocably
dedicated fo the public purposes for which it was formed.
9. The Monorail was eriginally owned by MGM Grand-Bally’s Moriorail Limited

Liability Company (the “Original Owner™), a joint venture between MGM Grand Monorsil, Inc.,
and Bally’s Grand, Inc. In 2000, the Original Owner sold the Moxiorail to LVMC.

10, LVMC financed its aoqmsltlon of the Monorail with the proceeds of the following

original priticipal amount 2nd Tier Series 2000 (the “2nd Tier Bonds” and, collestively \Vlth the
Ist Tier Bonds, the “Senior Bonds™); and (c) the $48,500,000 original principal amount 3rd Tier
Series 2000 | ;
1. In commection with the Dircoior's issuancg of the Bonds, LVMC certified,
acknowledged and agreed under Section 1.8 of the Tax Agreement that it is “an instrumentality of
the State of Nevada” and is “controlled by the Governor of the Staﬁc of Nevada.”

12 Ambac insured the payment of scheduled amounts of principal and interest on the

Ist Tier Bonds pursuant to its Municipal Bond Insurance Policy Number 17548BE, dated |

September 20, 2000 (the “Policy”). Ambac also guaranteed payments from the Debt Service

Bond (No. SB1080BE) (the “Surety”) it issued to the Trastee, In addition, Ambac owns $8.5

1willion in pl_ihcipai amount of 1st Tier Bonds.

$2229,1/27952.001 s 4
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- LVMC (collectively, the “Collateral”) as security for the payment of the Senior Bonds. The
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130 As of the date of the Motion, Ambac has made payments‘ under the Policy or
Surety in the aggregate amount of $20,532,771.15 due to LVMC’s failure to pay required
installments of interest on the Ist Tier Bonds as and when due under the Financing Agreement
and the Senior Indenture. If LVMC never makes another payment on the 1st Tier Bonds, then
Armbac’ estimates that its total exposure under the Policy and Surety will be approximately
$1,163,435,771.152 o

14, The key documents and agreements relating to the Senior Bonds and LVMC’s
6wnerskip' and operation of the Monorail_are as follows:

A, TheTsx Agreement;

B.  The senior indenture, dated as of September 1, 2000 (the “Senior
- Indenture”), between the Director and Wells Fargo Bank, N.A,, as Trusiee

(the “Trustee”), pursvant to which the Senior Bonds were 1ssued (atue| -

and correct copy of the Senior Indenture is attached hereto as Exlnblt Exhibit “D™);

C.  The financing agreement, dated as of September 1, 2000 (the “Financing
Agreement”), between the Director and LVMC, pursuant to which the
proceeds of the Bonds were loaned to LVMC (a true and correct copy of
the Financing Agreement is attached hereto as Exhibit “B”); and

D.  TheClark County Monorai! Franchise Agreement, dated as of December 2,

1998, between Clark County, Nevada, and MGM Grand-Bally’s Limited |

Liability Company, under which the Monorail franchise was granted to
LVMC (a true and correct copy of the Clark County Monorail Franchise

Agreement is attached hereto as Exhibit “F™).
15.  The Trustee holds perfected security interests in certain property and interests of

Collateral consists, in part, of (a) all moneys received by the Director or the Trustee for the

account of the Director pursuant to the Financing Agreement for the benefit of the Senior Bonds,

? This figure includes remaining direct principal and interest exposure claims paid to date.

£2229,1/27952.001 . . 5
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(B) all amounts kield in any fond or account established under the Seﬁior Indenture (except for
amounts held in the Indemnification Account of the Contingency Fund or i the Rebate Fund (as
defined in the 'Financing Agreement)) (the “Trust Funds”), (c) rights under certain of LVMC’s
contracts, and (d) proceeds of the foregoing, inclnding Project Revenues as proceeds of the
Franchise Agreement,

| 16.  As a consequence of LVMC’s ongoing payﬁmt defaults in respect of the Senior
Bonds, LVMC is required under the Financing Agreement to transfer all of its revenues, promptly
upon receipt, to the Trustes for deposit in the Revenue Fund cstablished under the Senior
Indenturc.‘ With a few recent exCepﬁons, LVMC for has been depositing its revenﬁes with the

Trustee for almost three yeais.

17. . LVMC was created by the State of Nevada. The Governor of the State of Nevada
(the “Governor”) has significant control and influence over LVMC, as evidenced by the

following:

A.  All appointments to LVMC’s board of directors (the “Board™) must be
approved by the Goversior,

B. The Board must notify the Governor of its recommendation to rqappoint or
replace a director whose term is expiring, and if the Governor disapproves
of the Board’s first two nominees, then the Governor may appoint the

- successor director without Board input or approval.

C.  The Governor may remove any director from LVMC’s Board for cause.
No director may be removed from office by the Board without the
Govemor’s approval. If the Govemor disapproves of the Board’s
recommendation for removal, the director shall not be removed from the

D. LVMC must obtain the Governor’s approval of its annual budgets,
financial reporis, any material alterations to its annual budget or financial

82229.1/27952.001 _ 6
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reports, any major expenditures for eénhancements or repairs of the
Monorsil, and any proposed changes to the rate schedule. If the Governor
disapproves of any such matter, the Board cannot proceed with such action.

E.  The Govemor has the right to inspect and audit ail of LVMC’s books,
records, and documents of every kind.

. LVMC’s Anticles of Incorporation and Bylaws may not be amended or
repealed with the approval of the Governor.

G.  Net earnings and residual assets inure solely to the benefit of the Governor
or & designated Nevada state agency.

H  The Governor established the initial fase schedule for the Monorail.

18.  Upon the dissolution of LVMC, all of its assets remaining after the discharge of its
linbilities must be distributed to the Governor or o a designated agency of the State of Nevada.
19.  LVMC is subject to public records and open meetings requizements, as set forth in

the Goverior’s (ferﬁﬁcate. (A ttue and correct copy of the Governor’s certificate is attached
hereto as Exhibit “G”, a true and correct copy of the agenda of LVMC’s Board meeting on

November 18, 2009 is attached hereto as Exhibit “H.

LVMC’s Public Purpose

20.  LVMC was organized to acquire and aperate the Monorail for fhe public benefit
and to issue bonds, payable out of the revemues derived from the Monorsil, to pursue such a
public purpose.l
21.  LVMC is organized as 2 nonprofit public benefit corporation without capital stock.
LVMC’s Articles of Ipcorporate provide that no part of LVMC’s net eamings, if anfr, either
during its existence or upon its dissolution, shall inure to the benefit of any individual, or any

director, officer or member thereof, or any person, firm or cotporation, except the Governor or a

82229.1/27552.001 . 7




26

FeNnenoae Crag, PG

Las Veoas

Case 10;10464-bam . Doc 9 Entered 01/13/10 21:00:44 Page8of8

revenues .of LVMC have been imrevocably dedicated to the operation and maintenance of the
| Monorail for the public improvement, | |
I declare under penalty of perjury that the.foregoing is true and correct to the best of my
knowledge and belief, | o "
EXECUTED this 13th day of January, 2010.

s/ Scott Zuchorski
SCOTT ZUCHORSKI

82229.1127952.001 ) . 8
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
‘Washington, D.C. 20549

FORM 10-K

{Mark One)
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2009

0 'll‘;g‘:NSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF

For the transition period from to
Commission file number 1-10777

Ambac Financial Grouﬁp,} Inc.

{Exact name of Registrant as specified in its ch

" Delaware 13-3621676
(State of incorporation} . . (LR.S. employer identification no.}
One State Street Plaza :
New York, New York 10004
(Address of principal executive offtces) {Zip code)
(212) 668—-0340
(Registrant’s teleph mber, including area code}

Securities registered pursaant te Section 12(b) of the Act

Title of each class - Name of each exchange on which registered
Commeon Steck, $0.01 per share . New York Stock Exchange, Inc,
5.875% Debentures, Due March 24, 2103 New York Steck Exchange, Inc.
5.95% Debentures, Due February 28, 2103 ' New York Stock Exchange, Inc.
9.50% Equity Units, Due February 15, 2021 New York Stock Exchange, Inc.

Securfties registered pursuant to Section 12(g) of the Act: Noné

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes O No [

Indicate by check mark if the registrant is not required to file reports pursnant to Section 13 or 15(d) of the Act. Yes 00 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 3 No O

Indicate by check mark whether the registrant has subnitted electronically and posted on its corporate Website, if any, every Interactive Data File
required to be submitted and posted pursuant to Rufe 405 of Regulation S~T él§232 405 of this chapter) during the precedmg 12 months (or for such shorter
period that the registrant was required to submit and post such files), Yes.

. Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation 8—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 I of this Form 10X or any amendment
to this Form 10~K. X

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, anon—accelerated filer or a smaller reporting company.
See definiticn of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act. (Check one):

Large Accelemted Filer O Accelerated filer 5] Non—accelerated filer O Smaller reporting company [
{do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b~2 of the Ac). Yes 0 No X

The aggregate market value of voting stock held by non—affiliates of the Registrant as of the close of business on June 30, 2009 was $264 549,869.52
{based upon the closing price of the Registrant’s shares or: the New York Stock Exchange on that date, which was 8.92). For purposes of this information,
the outstanding shares of Common Stack which were owned by all directors and executive officers of the Registrant were deemed to be shares of Common
Stock held by affiliates.

As of March 25, 2010, 288,380,178 shares of Common Stock, par value $0.01 per share, (net of 5,998,104 treasury shares) were outstanding.

Documents Incorporated By Reference

Portions of Ambac Financial Group, Inc.’s Proxy Statement for its 2010 Annval Meeting of Stockholders scheduled to be held on June 14,2010 are

incorporated by reference into the Annuzl Report on Form 10~K in response to Part IL Ttems 10, 11, 12 and 14.
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CAUTIONARY STATEMENT PURSUANT TO THE PRIVATE SECURITIES LITIGATION REFORM ACT OF 1995

_ In this Annual Report, we have included statements that may constitute “forward—looking statements” within the meaning of the safe harbor
provisions of the Private Securities Litigation Reform Act of 1995, Words such as “estimate,” “project,” “plan,” “believe,” “anticipate,” “intend,”
“planned,” “potential” and similar expressions, or future ot conditional verbs such as “will,” “should,” “would,” “could,” and “may”, or the negative of
those expressions or verbs, identify forward-looldng statements. We caution readers that these statements are not guarantees of future performance.
Forward—fooking statements are not historical facts but instead represent only our beliefs regarding future events, which, may by their nature be inherently
uncertain and some of which may be outstde our control. These statements may relate to plans and objectives with respect to the future, among other things
which may change. We are alerting you to the possibility that our actual results may differ, possibly materially, from the expected objectives or anticipated
results that may be sugpested, expressed or implied by these forward—looking statements. Important factors that could cause our results to differ, possibly
materially, from those mdicated in the forward—looking statements include, among others, those discussed under “Risk Factors™ in Part I, Ftem 1A of the
Annual Report on Form 10-K. ‘

Any or all of management’s forward—looking staternents here or in other publications may turn out to be incorrect and are based on Ambac
management’s current belief or opinions. Ambac’s actual results may vary materially, and there are no guarantees about the performance of Ambac’s
securities. Among events, risks, uncertainties or factors that could cause actual results to differ materially are: (1) Ambac has insufficient capital to finance
its debt service and operating expense requirements beyond the second quarter of 2011 and may need to seek bankruptey protection; (2) the unlikely ability
of Ambac Assurance to pay dividends to Ambac in the near term; (3) the risk that holders of debt securities or counterparties on eredit default swaps or
other similar agreements bring claims alleging that the rehabilitation of the Segregated Account (as defined in Part I, Item 1, Recent Developments)
constitutes an event of default under the applicable debt indenture or 2n event of defanlt under the applicable ISDA contract; (4) adverse events arising from
the Segregated Account Rehabilitation Proceedings (as defined in Part £, Item 1, Recesit Developments), including the injunctions issued by the Wisconsin
rehabilitation court to enjoin certain adverse actions related to the Segregated Account being successfully challenged as not enforceable; (3) litigation
arising from the Segregated Account Rehabilitation Proceedings; (6) any changes to the Proposed Settlement (as defined in Part I, Item 1, Recent
Developments), or the failure to consummate the Proposed Settfement; (7) decisions made by the rehabilitator for the benefit of policyholders may resuit in
maierial adverse consequences for Ambac’s securityholders; (8) potential of rehabilitation proceedings against Ambac Assurance, with resulting adverse
impacts; (9) the risk that reinsurers may dispute amounts owed us under our reinsurance agreements; (10) possible delisting of Ambac’s common shares
from the NYSE; (11} the risk that market risks impact assets in our investment portfolio or the value of our assets posted as collateral in respect of
investment agreements and interest rate swap and currency swap transactions; (12) risks which impact assets in Ambac Assurance’s investment portfolio;
(13) risks relating o determination of amount of éinpairments taken on investments; (14) credit and liguidity risks due to unscheduled and unanticipated
withdrawals on investment agreements; (15) market spreads and pricing on insured CDQs and other derivative products insured or issued by Ambac;

(16} inadequacg' of reserves established for losses and loss expenses, including our inability to realize the remediation recoveries inctuded in our resorves;
(17} Ambac’s financial position and the Segregated Account Rehabilitation Proceedings may prompt departures of key employees; (18) the risk of litigation
and regulatory inquiries or investigations, and the risk of adverse outcomes in'connection therewith, which could have a material adverse effect on our
business, operations, financial position, profitability or cash flows; (19) difficult economic conditions, which may not improve in the near future, and
adverse changes in the economic, credit, foreign cumency or intetest rate environment in the United States and abroad; (20) the actions of the U. 8.
Government, Federal Reserve and other government and regulatory bodies to stabilize the financial markets; (21) likely unavailability of adequate capital
support and liquidity; (22) credit risk throughiout our business, including credit risk related to residential mortgage—backed securities and _collatera‘hzed debt
obligations (“CDOs™) snd large single exposures to reinsurers; (23) defanlt by one or more of Ambac Assurance’s portfolio investments, insured issuers,
counterparties or reinsurers; (24) the risk that our risk management policies and practices do not anticipate certain risks and/or the magnitude of
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tential for loss as a result of unforeseen risks; (25) factors that may influence the amount of installment premiums paid to Ambac, including the
imposition of the payment moratorinm with respect to claims payments as a result of Segregated Account Rehabilitation Proceedings; (26) changes in
prevailing interest rates; (27) the risk of volatility in income and carnings, including volatility due to the application of fair value accounting, required under
the relevant derivative accounting guidance, to the portion of our credit enhancement business which is executed in credit derivative form, and due to the
adoption of the new financial guarntee insurance accounting standard effective January 1, 2009, which, among other things, introduces volatility in the
recogfnitiou of premium earnings and losses; {28) changes in accounting principles or practices that may impact Ambac’s reported financial results;
(29) legislative and regulatory developments; (30) operational risks, including with respect to internal processes, risk models, systems and employees;
(31) changes in tax laws and other tax—related risks; (32) other factors described in the Risk Factors section in Part [, Item 1A of this Annual Report on
Form 10-K for the fiscal year ended December 31, 2009 and also disclosed from time to time by Ambac in its subsequent reports on Form 10-Q and Form
8-K, which are or will be available on the Ambac website at www.ambac.com and at the SEC’s website, www.sec.gov; and (33) other risks and
uncertainties that have not been identified at this time. Readers are cautioned that forward-looking statements speak only as of the date they are made and
that Ambac does not undertales to update forward—looking statements to refiect circumstances or events that arise after the date the statements are made.
You are therefore advised to consult any further disclosures we make on related subjects in Ambac’s reports to the SEC.
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Part1

Ttem 1. Business.
INTRODUCTION

Ambac Financial Group, Inc. (“Ambac” or the “Company™), headquartered in New York City, is a holding company incorporated in the state of
Delaware. Ambac was incorporated on April 29, 1991, Ambac, through its subsidiaries, provided financial guarantees and financial services to clients in
both the public and private sectors around the world. The long—term senior unsecured debt of Ambac is rated CC with a negative outlook by Standard &
Poor’s Ratings Service (“S&P"), and C by Moody’s Investors Services, Inc. (“Moody’s™). See “Rating Agencies” for more information regarding Ambac’s
ratings. As a holding company, Ambac is largely dependent on dividends from Ambac Assurance Corporation (“Ambac Assurance™), its principal opetating
subsidiary, to pay principal and interest on its indebtedness and to pay its operating nses. Ambac Assurance was unable to pay dividends to Ambac in
2009 and will be unable to pay dividends in 2010 absent special approval from the 5;%’;6 of the Commissioner of Insurance of the State of Wisconsin
(“OCI™), which is not expected, thus cohstraining Ambac’s principal source of liquidity for paying its operating expenses and debt service obligations. See
“Insyrance Regulatory Matters—Wisconsin Dividend Restrictions™ section and “Management’s Discussion and Analysis—Liquidity and Capital
Resources™ located in thig Item 1 and Part II, Ttem 7, respectively, for further information. Furthermore, Ambac Assurance's ability to pay dividends has
been significantly restricted by the creation, and subsequent rehabilitation, of the Segregated Account (as hereinafter defined and described in more detai]
below). In addition, Ambac Assurance’s ability to pay dividends would be further restricted pursuant to the terms of the Proposed Settlement (as hereinafier
defined) with counterparties of CDO of ABS transactions, if consummated, See “Recent Developments™ located in this Ttem 1. -

Ambac’s activities are divided into two business segments: (i) Financial Guarantee and (ii) Financial Services. Ambac provided financial guarantee
insurance for public and structured finance obligations through Ambac Assurance. While Ambac Assurance historically bad AAA financial strength ratings,
‘its ratings have been downgraded multiple times, beginning in 2008. As a result, Ambac Assurance currently has a Caa?2 financial strength rating on review
for possible upgrade from Moody’s and an R (Regulatory Intervention) financial strength rating from S&P. '

Through its financial services subsidiaries, Ambac provided financial and investment producis, including investment agreements, funding conduits,
interest rate, currency and total return swaps, principally to the clients of its financial guarantee business. Ambac Assurance has insured all of the
obligations of its subsidiaries which wrote financial services business. As of December 31, 20089, all total return swaps have been terminated and settled.
The interest rate swap and investment agreement businesses are in active nmoff, which may result in transaction terminations, settlements, restructurings,
assignments and scheduled amortization of contiacts. In the process of running off these businesses, we may exccute hedging transactions to mitigate risks
in the respective books of business to the extent that we are able to do so; however, the Segregated Account Rehabilitation Proceedings (as hereinafter

. defined) and the financial condition of Ambac Assurance will make execution of any such hedging transactions more difficult. To the extent we are unable
to hedge such risks, adverse financial impacts mey result. :

Financial information concerning our business segments for each of 2009, 2008 and 2007 is set forth in “Management’s Discussion and Analysis of

- Financial Condition and Results of Operations” and the consolidated financial statements and the notes thereto, included elsewhere in this Annual Report on
Form 10-K. Our Internet address is www.ambac.com. We make available free of charge, on or through the investor relations section of our web site, annual
reports on Form 10-K, quarterly reports on Form 10-Q and cutrent reports on Form 8-K, and any amendments to thosg reports, filed or fornished pursuant
to Section 13(a) or 15(d} of the Securities Exchange Act of 1934, as amended, as well as proxy staternents, as soon as rezsongbly practicable after we
electronically file such material with, or furnish it to, the U.S. Securities and Exchange Commission. Our Investor Relations Department can be contacted at
Ambac Financial Group, Inc., One State Sireet Plaza, New York, New York 10004, Atin: Investor Relations, telephone: 212-208-3222,
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Recent Developments:

Segregated Account

On March 24, 2010, Ambac Assurance acquiesced to the OCI’s request to establish a segregated account pursuant to Wisc. Stat. §611.24(2) (the
“Segregated Account”). Under Wisconsin insurance law, the Segregated Account is a separate insurer from Ambac Assurance for purposes of the
Segregated Account Rehabilitation Proceedings. The purpose of the Segregated Account is to segregate certain segments of Ambac Assurance’s liabilities,
and in connection with such segregation Ambac Assurance has allocated to the Segregated Account (i) certain policies insuring or relating to credit default
swaps, (ii) all residential mortgage—backed securities (“RMBS") policies, (iii) certain other identified policies, including those relating to Las Vegas
Monorai] Company, and (iv) certein Student Loan Policies (as defined below) (callectively, the “Segregated Account Policies™). Ambac Assurance also
allocated the following to the Segregated Account: (i) all remediation claims, defenses, offsets, and/or credits (but excluding recoveries arising from
remediation efforts or reimbursement or collection rights with respect to policies allocated to the Segregated Account), if any, in n?ect of the Segregated
Account Policies, (i) Ambac Assurance’s disputed contingent liability, if any, under the long—term lease with One State Street, LLC, and its contingent
liability (as guarantor), if any, under the Ambac Assurance UK Limited (“Ambac UK®) lease with British Land, (jil) Ambac Assutance's limited liability -
interests in Ambac Credit Products, LLC (“ACP"), Ambac Conduit Funding LLC, Aleniian Investments LLC and Juneau Investments LLC and (iv) all of
Ambac Assurance’s liabilities as reinsurer under reinsurance agreernents (except for reinsutance assumed from Everspan Financial Guarantee Corp.
(“Everspan™)). Net par exposure allocated to the Segregated Account is $67,751 million a3 of February 28, 2010, which is inclusive of net par exposures
assumed under reinsurance contracts, primarily from Ambac UK, in an aggregate amount of $22,985 millicn.

On March 24, 2010, the OCI commenced rehabilitation proceedings with respect to the Segregated Account (the “Segregated Account Rehabilitation
Proceedings”) in order to permit the OCI to facilitate an orderly run—off and/or settlement of the liabilities allocated to the Segregated Account pursuant to
the provisions of the Wisconsin Insurers Rehabilitation and Liquidation Act. On March 24, 2010, the rehabilitation court also issued an injunction effective
until further order of the court enjoining certain actions by Segregated Account policyholders and other counterparties, including the assertion of damages
or acceleration of losses based on early termination and the loss of control rights in insured transactions. Pursuant to the Verified Petition filed in Wisconsin
in connection with such proceedings, the OCI has stated that it will seek the approval of the rehabilitation comt for a plan of rehabilitation with respect to
the Segrogated Account (the “Segregated Account Rehabilitation Plan”). The Verified Petition states that the Segregated Account Rehabilitation Plan will, if
approved, provide, among other things, that the holders of Segregated Account Policies shall receive in respect of ¢laims made a combination of (i) cash and
(11) surplus notes (the “Segregated Account Surplus Notes™) with the same terms as the Ambac Assurance Surplus Notes (as defined below). Until the
Segregated Account Rehabilitation Plan is approved, which OCI has indicated will be in approximately six months, it is anticipated that no claims will be
paid on Segregated Account Policies, except as approved by the rehabilitation court. ’ .

The Segregated Account is capitalized by a $2 billion secured note dus 2050 issued by Ambac Assurance (the “Secured Note™) and an aggregate
excess of lass reinsurance agreement provided by Ambac Assurance (the “Reinsurance Agreement”). In addition, the Plan of Operation (as defined below)
provides that Ambac Assurance’s General Account (as defined below) may issue surplus notes directly to holders of Segregated Account Policies to satisfy
the portion of ¢laim liability not paid by the Segregated Account in cash or in Segregated Account Surplus Notes,

Pursuant to the terms of the Plan of Operation, assets and investments, if any, allocated to the Segregated Account will be available and used solely to
satisfy costs, expenses, charges, and liabilities attributable to the business placed therein, Such assets and investments, if any, will not be charged with any
costs, expenses, charges, or liabilities arising out of any other business of Ambac Assurance, except as otherwise provided in the Secured Note or the
Reinsurance Agreement, Likewise, assets and investments in Ambac Assurance’s General Account will not be charged with any costs, expenses, charges, or
liabilities arisiqg out of the direct business
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allocated to the Segregated Account, except as otherwise pravided in the Secured Note or the Cooperation Agreement (as defined and described below).

- The Secured Note will be subject to mandatory prepayment on demand in an amount equal to (i) the cash portion of claim liabilities, loss settlements,
commutations and purchases of Segregated Account Policies (or reflated insured obligations) due and payable by the Segregated Account (“Segregated
Account Policy Cash Payments™), amouats duc and payable by the Segregated Account arising out of the non—policy obligations allocated thereto, and any
cash interest payment and cash principal repayment under any Segregated Account Surplus Notes in connection with any of the foregoing, provided in each
case such amounts due and payable are in accordance with the Segregated Account Rehabilitation Plan {as defined below) and not otherwise disapproved by
the rehabilitator of the Segregated Account plus (if) amounts due and payable by the Segregated Account in respect of specified administrative expenses of
the Segregated Account plus (jii) other amounts dirécted to be paid by the rehabilitator of the Segregated Account in conjunction with the rehabilitation
proceeding, minus (iv) the amount of the Segregated Account's liquid assets as determined by the Segregated Account, In addition, if an event of default
occurs under the Secured Note, the Segregated Account is entitled to aceelerate the outstanding principal amount due under the Secured Note.

Ambac Assurance is not obligated to make payments on the Secured Note if its sueplus as regards policyholders is {or would be) less than $100
million, or such higher amount as the OCI permits pursuant to a preseribed accounting practice (the “Minimum Surplus Amount”). Interest accrues at the
rate of 4.5% per annum, and accrued interest will be added to principal quarterly. Ambac Assurance has secured its obligations under the Secured Note and
the Reinsurance Agreement by granting to the Segregated Account a security interest in all of Ambac Assurance's right, title and interest in instaliment
premiums received in respect of the Segregated Account Policies; reinsurance premiums received in respect of assumed reinsurance agresments with respect
to which the Liabilities of Ambac Assurance have been allocated to the Segregated Account; recoveries under third party reinsurance agreements in respect
of the Segregated Account Policies; and any recoveries arising from remediation efforts or reimbursement or collection fights with respect to policies
allocated to the Segregated Account. Pursnant fo the Secured Nots, Ambac Assurance has made certain covenants to the Segregated Account, including
covenants that Ambac Assurance will not, (i) without the Segregated Account’s consent (not to be unreasonably withheld), amend its investment policies if
doing so would have a material adverse effect on Ambac Assurance's ability to perform its obligations under the Secured Note, ihe Reinsurance Agreement
and the documents relating thereto or under any other material agreement to which it is a party, (i)} without the prior approval of the OCI and the
rehabilitator of the Segrepated Account, directly or indirectly make any distribution to its shareholder or redeem any of its securities and, (iif) without the
Segregated Account's consent (not to be unreasonably withheld), enter into any transaction other than pursuant to the reasonable requirements of Ambac
Assurance’s business and which Ambac Assurance reasonably believes are fair and reasonable terms and provisions, .

. Pursuant to the Reinsurance Agreement, Ambac Assurance has agreed to pay Segregated Account Policy Cash Payments, any cash interest payment
and cash principal repayment under any Segregated Account Surplus Notes fa connection with any of the foregoing and other amounts directed to be paid
by the rehabilitator of the Segregated Account in conjunction with the rehabilitation proceeding, minus the-amount of the Segregated Account’s liquid assets
as determined by the Segregated Account, Ambac Assurance’s liability under the Reinsurance Agresment will attach only after-all principal under the
Secured Note has been paid, In addition, no payment under the Reinsurance Agreement will be required if Ambac Assurance’s surplus is less (or would be
less) than the Miniroum Surplus Amount. The Reinsurance Agreement contains the same covenants for the benefit of the Segregated Account as those that

appear in the Secured Note, as described in the proceding paragraph.

Policy obligations not transforred to the Segrogated Account remain in the general account of Ambac Assurance (the “General Account”), and such
policies in the General Account are not subject to and, therefore, will not be directly impacted hy, the Segregated Account Rehabilitation Plan. Ambac
Assurance is not, jtself; in rehabilitation proceedings. C -
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The Segregated Account will be operated in accordance with a Plan of Operation (the “Plan of Operation™) and certain operative documents relating
thereto (which include the Secured Note, the Reinsurance Agreement, the Management Services Agreement and the Coopetation Agreement). These
operative documents provide that the Segrepated Account will act exclusively through the rehabilitator.

During the Segregated Account Rehabilitation Proceedings, the rehabilitator of the Segregated Account has the authority to control the management
of the Segregated Account. Ambac Assurance will provide certain management and administrative services to the Segregated Account and the rehabilitator
pursuant to a Management Services Agreement (the “Management Services Agreement™), including information technofogy services, credit exposure
management, treasury, accounting, tax, management information, risk management, loss management, intermnal audit services and business continuity
services. Services will be provided at cost, subject fo mutual agreement of the Segregated Account and Ambac Assurance. Bither party may terminate the
Management Services Agreement for cause upon 120 days wnitten notice (or suck shorter period as the rehabilitator may determine) and the Segregated
Account may terminate without cause at any time upon at least 30 days prior notice. If the Segregated Account elects to terminate the Management Services
Agreement, Ambac Assurance will not have the right to consent to the replacement services provider.

Ambac Assurance and the Segregated Account have also entered into a Cooperation Agreement (the “Cooperation Agreement™), pursuant to which
the parties have agreed to cerfain matters related to decision—making, information sharing, tax compliance and allocation of expenses (including an
agreement by Ambac Assurance to reimburse the Segregated Account for specified expenses to the extent not reimbursed under the Sccured Note, subject to
the Minimum Surplus Amount). Ambac Assurance has made certain covenants to the Segregated Account, including an agreement to not enter into any
transaction involving more than 85 million {or such higher amount as is agreed with the rehabilitator) without the Segregated Account’s prior consent (other
than policy claim payments made in the ordinary course of business and investments in accordance with Ambac Assurance's investment policy), and
providing the Segregated Account with an annual budget and prejection for Ambac Assurance and its subsidiaries for the forthcoming fiscal year, as well as
quarterly updates thereto. The Céoperation Agreement also addresses Ambac Assurance’s rights in the event Ambac Assurance is no longer the
management and administrative services provider to the Segregated Account as described above.,

Gutline of Proposed Setilement Agreement

On March 24, 2010, Ambac Assurance reached a non—binding agreement (the “Proposed Settlement™) with certain counterparties (the
“Caunterparties™) to outstanding credit default swaps with ACP that were guaranteed by Ambac Assurance. The Proposed Settlement provides that Ambac
Assurance will enter into a settlement agreement (the “Settlement Agrecment™) with the Counterparties, pursnant to which it will commute all of the ABS
CDO transactions insured by Ambac Assurance (the “Commuted ABS. CDO Obligations™). The Proposed Settlement is not a binding agreement, and there
can be no assurance that a definitive agteement will be exccuted. In addition, the terms of the Proposed Settlement, as negotiated to date, may change prior
to the Closing Date (as defined below), or the transactions contemplated by the Proposed Settlerent may not be consummated at all. See “Risk
. Factors—The terms of the Proposed Settlement are not yet final and may change, and the Proposed Settlement may not be consummated at all.” Pursuant to
the terms of the Proposed Ssitlement, in exchange for the termination of the Commuted ABS CDO Obligations, Ambac Assurance shall transfer to the
Counterparties in the aggregate (i) $2.6 billion in cash and (ii) $2 billion of newly issued surplus notes of Ambac Assuranee (the “Ambac Assurance Surplus
Notes™). Each of the Counterparties, on the one hand, and Ambac Assurance and the Company, on the other hand, has agreed to provide a release of the
ather party relating to any credit default swaps or financial guaranty insurance policies commuted parsuant to the Proposed Scttlement, In addition, each of
the Counterparties, on the one hand, and Ambac Assurance and the Company, on the other hand, has agreed to negotiate in good faith a general release
relating to all actions taken or omitted to be taken prior to the Closing Date, subject to certain exceptions. In addition to the commutation of the Commuted
ABS CDO Obligations, Ambac Assurance will also commute certain additional obligations (the “Additional Commuted Obligations™).
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The Ambac Assurance Surplus Notes shall have a maturity date of ten years from the Closing Date. Interest on the Ambac Assurance Surplus Notes

shg]l be payable annually at the annual rate of 5.1%. All payments of principal and interest on the Ambac Assurance Surplus Notes shall be subject to the
prior approval of OCL. If the QCI does not approve the payment of interest on the Ambac Assurance Surplus Notes, such interest will accrue and compound
annually until paid or otherwise, Ambac Assurance and the Counterparties have agreed to negotiate in good faith (but shall be under no obligation to agree
to) bilateral redemption provisions applicable to the Ambac Assurance Surplus Notes, The parties to the Proposed Settlement shall also agree to consider in
good faith any alternative proposal intended to mitigate the risk that the issuance of the Ambac Assurance Surplus Notes will adversely impact the
preservation of Ambac Assurance’s net operating fosses (the “NOLs™), so long as implementation of such alternative proposal would not adversely affect
the interests of the Counterparties.

.. The Seftlement Agreement shall provide that Ambac Assurance's payment obligations relating to financial guarantee insurance policies on bonds,
certificates, notes or other securities payable from certain specified student loan assets (“Student Loan Policies™) shall be transferred to the Segregated
Account. The Segregated Account Rehabilitation Plan will, if approved, provide that Ambac Assurance may, with the approval of the OCI, cause additional
Student Loan Policies to be transferred to the Segregated Account. .

Counterpariies to credit default swaps with ACP with respect to which policies remain in the General Account have agreed to temporarily forbear
from terminating or accelerating the obligations of ACP under such credit default swaps or asserting any claims against Ambac Assurance or any affiliate
thereof based upon the Segregated Account Rehabilitation Proceedings or events relating thereto until the earlier of (i) May 23, 2010 and (ji) the occurrence
of certain termination events (the “Forbearance Period”). Effective on the date of the closing of the transactions contemplated by the Settlement Agreement
(the “Closing Date), the credit default swaps remaining in the General Account (primarily, credit default swaps with respect to certain colfateralized loan
gbligea:cilQDS) will be amended to remove certain events of default and termination events, including those arising from the Segregated Account Rehabilitation

roceedings,

Assnmed reinsurance obligations of Ambac Assurance (except for reinsurance assumed from Everspan) shall be allocated to the Segregated Account
?nd,' g:ht:suant to the Segregated Account Rehabilitation Plan when it is approved shall be treated consistent with the jusior priority of such obligations in
iquidation.

It is expected that, on or prior to the Closing Date and the consummation of the Proposed Scttlement, the articles of incorporation of Ambac
Assurance shall be amended to provide that, not Jater than 120 days after the Closing Date, the board of directors of Ambac Assurance shall be reconstituted
{whether by the appointment of additional directors, the resignation of current directors to be replaced with new directors, or a combination of the
foregoing) so that at all times thereafter at least one—third of the total number of membets of the board (and not less than three such members) are .
independent, qualified and unaffiliated with Ambac Assurance (“Unaffiliated Directors™), any Countetparty or any of their respective affiliates. Unaffiliated
Directors will not include ditectors, If any, appointed by the holders of Ambac Assurance’s Auction Market Preferred Shares,

The Seitlement Agreement is also expected to include covenants that shall remain in force untif the redemption of all of the Ambac Assurance Surplus
Notes as approved by OCJ, and can be amendeéd or waived with (i) the consent of 50% in face amount of the Ambac Assurance Surplus Notes that casta
ballot and (ii} the approval of OCL The covenants are expected to include the following (the “Covenants”):

+  Atall times after the 120th day after the Closing Date anid prior fo the expiration of the Covenants, at least one~third of the board of directors of
Ambac. Assurance shall be Unaffiliated Directors;

+  Ambac Assurance shall not write new business or guarantee or reinsure any new Everspan business (including undsr any existing treaties) so
long as any Ambac Assurance Surplus Notes held by Counterparties remain outstanding, unless approved by OCI and Ambac Assurance has a
financial strength rating of at least A (and is not on negative waich for downgrade) from at least two nationally
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.

recognized rating agencies. New business may be undertaken by Everspan with an infusion of new outside capital, if approved by the board of
directors of Ambac Assurance, including & majority of the Unaffiliated Directors;

Except as expressly contemplated by the Settlement Agreement, Ambac Assurance shall not issue or assume any surplus notes, policies or other
material obligations that are pari passu with or senior to the Ambac Assurance Surplus Notes (including, without limitation, debt instruments of
atfiliates that are structurally senior to the Ambac Assurance Surplus Notes), other than the Segregated Account Surplus Notes or any other
sutplus notes or other material obligations approved for issuance by the rehabilitation court in satisfaction or partial satisfaction of any
Habilities of the Segregated Account;

‘While the Ambac Assurance Surplus Notes are outstanding, all other surplus notes issued by Ambac Assurance shall be on terms no more
favorable to the noteholder than the Ambac Assurance Surplus Notes;

Ambac Assurance shall provide Counterparties who are holders of Ambac Assurance Surplus Notes with quarterly financial information, as
specified in the Settlement Agreement; .

No mergers, sales, pledges or other transfers of 10% or more of Ambac Assurance’s assets (in one transaction, a series of related transactions or
a series of unrelated transactions that ocour within a 6-month time period), dividends, cedes of material business, or investments shall be
permitted, in each case, whether such transaction is with an affiliate or a third party, except as follows:

». Transactions by the Segregated Account approved by the rehabilitation court pursuaat to a final and non—appcealable order of the
rehabilitation court or a plan of rehabilitation approved by a final and non—appealable order of the rehabilitation court;

. Dividends or loans (approved by OCI} in an amount (i} up to $52 million per anoum sofely to pay interest on indebtedness outstanding
as of March 15, 2010 (gt the rate of interest applicable on March 15, 2010) that remains outstanding at the time of such dividend or
loan, to the extent allowed by OCI, and (ii} up to $7.5 million per annum solely to pay operating expenses of the Company, to the extent
allowed by OCI; provided, that, concurrently with any such permitted dividend or loan, the total principal amount of all outstanding
surplus notes shall be prepaid on a pro rata basis by an amount equal to the amount of such permitted payment;

. Investments in accordance with investment guidelines as required by statutory accounting principles and as approved by OCI, provided,
that Ambac Assurance’s investment plan and pérformance shall be reviewed a least annually by its board of directors and modified as
necessary and approved by the board of directers of Ambac Assurance (including a majority of the Unaffiliated Directors);

. Calls or purchases of Ambac Assurance Surplus Notes on a non—pro tata basis or redemptions of Ambac Assurance Surplus Notes on g
pro rata basis funded solely with new equity capital or Ambac Assurance funds, in each case subject to the approval of OCL;

. Transactions related to and arising from the ongoing RMBS liability remediation efforts and any other loss mitigation activities
approved by the rehabilitation court;

. Bulk cession(s) of Kabilities to direct or indirect subsidiaries together with a transfer of corresponding assets and necessary capital as
approved by OCI; and .

. Transactions otherwise not permitted by the Covenants if approved by OCI and if, afer giving efffect thereto, Ambac Assurance has a
financial strength rating of at least A (and is not on negative watch for downgrade) from at least two nationally recognized rating
‘agencies,
With respect to any financial guaranty insurance policy commuted or credit default swap terminated pursuant to the Settlement Agreement,
Ambac Assurance shall cooperate with any reasonable requests of the Counterparties to assist in the restructuring of the underlying insured
transactions, including, . : .
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without limitation, by transferring any voting or consent rights held by Ambac Assurance to such Counterparty to the extent permitted by the
transaction documents; C

+  Ambac Assurance shall not enter into any tax-sharing agreement with the Company or any of its affiliates adverse to Ambac Assurance.
Without limiting the generality of the foregoing, immediately prior to the Closing Date, the existing tax sharing agreement among the members
of the consolidated tax group of which the Company is the common parent shall%e terminated as to Ambac Assurance and its subsidiaries,
including Everspan (the “Ambac Assurance Subgroup™), and shall be replaced by an agreement that recognizes the consolidated NOL of the
group as an asset of the Ambac Assurance Subgroup and that requires the Company to compensate Ambac Assurance on a current basis for use
of any portion of that asset, except that the Company shall not be required to compensate Ambac Assurance for the Company’s use of net
ggcx(’)aﬁng losses in connection with cancelation of debt (“COD") income associated with restructurings of its bonds outstanding as of March 15,

10;

*  The Counterparties shall be entitled pursuant to the Seitlement Agreement to specific enforcement of the foregoing covenants; and
*  All transactions between Ambac Assurance and its affiliates shall be approved by a majority of the Unaffiliated Directors.

Ambae UK

Pursuant to the Amended and Restated 1997 Reinsurance Agreement between Ambac UK and Ambac Assurance (the “AUK Reinsurance
Agreement”™), Ambac Assurance reinsures on 2 quota share basis 90% of the liabilities under policies issued by Ambac UK, and reinsures on an excess of
loss basis Ambac UK policy liabilities in excess of £500,000. Ambac UK has sent Ambac Assurance nofices of termination with respect to the AUK
Reinsurance Agreement in-which Ambac UK demands payment of uncarned premium reserves, loss reserves and loss adjustment expense reserves related
to the reinsured policies, less ceding commissions and certain adjustments. Ambac Assurance has not agreed or accepted that the purported termination of
the AUK Reinsurance Agreement was valid. . :

Pursuant to the Segrégated Account Rehabilitation Proceedings, the liabilities of Ambac Assurance under the AUK Reinsurance Agreement have
been allocated to the Segrepated Account; as such, the rehabilitator of the Segregated Account will determine the actions, if any, to be taken in respect of the -
AUK Reinsurance Agreement,

Impact on Ambac

Ambac’s liquidity and solvency, both on a near-term basis and a long—term basis, is largely dependent on dividends and other payments from Ambac
Assurance and on the residual value of Ambac Assurance. Ambac’s principal uses of liquidity are for the payment of principal (including maturing principal
in the amount of $142.5 mitlion in August 2011) and interest on its debt (including annual interest expense of approximately $88.7 million, after taking into
account the defetral of interest on the DISCs), its operating expenses, and capital investments in and loans fo its subsidiaries. Further, other contingencies
(e.g., an unfavorable outcome in the outstanding class action lawsuits against the Company) could cause additional strain on its capital. As a result of the
Segregated Account Rehabilitation Proceedings and the Proposed Settlement (if conswmmated), it is highly unlikely that Ambac Assurance will be able to
make dividend payments to Ambac for the foreseeable future. .

Under the terms of the proposed Segregated Account Rehabilitation Plan, Ambac Assurance will issue surplus notes to policyholders of the
Segregated Account. The aggregate amount of these surplus notes could be substantial, and the surplus notes will rank senior to Ambac’s equity investment
in Ambac Assurance. Therefore, the issuance of the surplus notes will reduce Ambac’s equity investment in Ambac Assurance, as any residual value of
Ambac Assurance will likely be for the benefit of holders of surplus notes. In addition, as a consequence of the Segregated Account Rehabilitation
Proceedings, the rehabilitator retains significant decision—making ' )
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anthority with respect to the Segregated Account and has the discretion to oversee and approve certain actions taken by Ambac Assurance in respect of
assets and lisbilities which remain in Ambac Assurance, and such decisions will be for the benefit of policyholders and will not take into account the
interests of securityholders of Ambac. Actions taken by the rehabifitator could further reduce the equity value of Ambac Assurance.

While Ambac does not believe that the Segrepated Account Rehabilitation Proceedings constitute an event of defanlt under its debt indentures, debt
holders may assert that the Segregated Account Rehabilitation Proceedings constitute an event of default and may seek to accelerate the debt. In addition,
Ambac may consider, among other things, a negotiated restructuring of its outstanding debt through a prepackaged bankruptcy proceeding or may seek
bankrupicy protection without agreement concerning a plan of reorganization with major creditor groups. No assurance can be given that Ambac will be
successful in executing any or all of these strategies,

. While management believes that Ambac will have sufficient Hquidity to satisfy its needs through the second quarter of 2011, no guarantee can be
- given that it will be able to pay all of its operating expenses and debt service obligations thereafter, and its liquidity may run out prior to the second quarter
of 2011, Further, Ambac may decide prior to the third quarter of 2010 not to pay interest on its debt.

Key Personnel

On March 25, 2010, Greg Raab, the former Chief Risk Officer of Ambac, informed Ambac that he would be resigning effective April 28, 2010. Asa
consequence of the Segregated Account Rehabilitation Proceedings, additional key personnel could decide to resign. . A

Business Strategy

Ambac’s financial guarantee business historically depended on triple—A ratings as well as investor confidence in Ambac Assurance’s financial
strength, The deterioration of Ambac Assurance’s financiat condition resulting from losses in its insured portfolic and the resulting downgrades of Ambac
Assurance’s financial strength ratings have made it impossible for it to write new business, which will negatively impact Ambac’s future business,
operations and financial results. Further, Ambac’s existing investment agreement and derivative product portfolios are being runoff,

. Ambac’s principal business strategy going forward is to increase the residual value of its finuncial guarantee business by mitigating losses on poorly
performing transactions and maximizing the yield on its investment portfolio. The execution of such strategy with respect to Segregated Account Policies
will be subject to the authority of the rehabilitator of the Segregated Account to control the management of the Segregated Account, See “Recent
Developments™ in this Iem 1. In exercising such authority, the rehabilitator will act for the benefit of policyholders, and will not take info account the
interests of sccurityholders of Ambac, Similarly, by operation of the contracts executed in connection with the establishment, and subsequent rehabilitation,
of the Segregated Account, the rehabilitator retains rights to oversee and approve certain actions taken in respect of Ambac Assurance, This oversight by the
rehabilitator could impair Ambac's ability to execute the foregoing strategy. h

Prior to June 2009, Ambac had intended to reactivate Everspan for purposes of writinglﬁnancial guarantee insurance in the U.S. public finance
market; however, Ambac Assurance’s financial condition and market conditions hampered the Company's effforts to raise third party capital. Since Ambac
has been unable to raise capital for Everspan, it has postponed indefinitely its effotts to reactivate Everspan for this purpose. Moreover, as a result of the
Segregated Account Rehabilitation Proceedings and the Proposed Settlement, it is unlikely that Ambac will be able to relaunch Everspan.

BUSINESS SEGMENTS

Ambac has two repottable business segments: Financial Guarantee and Financial Servicos, As a result of the downgrades of Ambac Assurance’s
-financial strength ratings by Moody’s and S&P, investor concerns with respect {o its financial condition, and the events and circumstances described in
“Recent Developments” in this : .
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; Ambac Assurance Corpomateer:
a c ¢‘0 CT Corporstion: Systems
43 Fage Miflin Strees. Madison, Wisconsin 53703
Administranive Office:

Municipal Bond Insurance Policy %“1: Sesce f(t;ezt)’;i;zbg\';: York, New York 10004

Issuer: Palicy Number:

APPENDIX L
FORM OF BOND INSURANCE POLICY

Bonds Premium:

Ambac Assurance Corporation (Ambac) A Wisconsin Stock Insurance Company

1n consideration of the payment of the premium ind subject ta the tetms of zhis Palicy, hereby agress toma
of New York, e trustee, or its successor (the “lasursince Trustee"), for the benefit of Bondhoiders, gh
on the above-described debe obligations (che "Bonds™ which shall become Duc for Pryment byeth
the lasuer, .
Ambac will make such payments to the Insucance Trustee within one (1) basiness da
a Bondholder's pr ion 2 der ta the ) © Trastee of such unpaid B
form and free of any adverse chaim, che Insurance Trustes wilt disburse to o )
then Due for Payment bur is unpaid. Upon such disburiement, Ambaghs
shall be fully subrogated oo all of che Bondholder's right to paym:

" In cases where the Bonds are issaable only in 2 farm whereby piig
Truseee shall disburse poncipal to s Bondhelder as aforesajd ngly up
uncenceled and free of any adverse chim, together »

dndev1d the Insurance Truscee of the unpeid Bend,
farm sacisfactoty ro the Insuranee Truscee, duly

executed by the Bondholder or such Bondholder's ¢ ited rephe - 0 permit ownership of such Bond to be regisceted in
the name of Ambac of its nomirnce. [n cases wi Bonds are itsumblbonly in sNofm wheteby i is payable to registered Bondhold

or their essigns, the Insumnce Trosree shatl Wishus “‘ der 3s sforessid only upon 1o the | e Trusree of
proof that the clsimant is the persor 't thé\payk et on ¥ Beng and delivery to che Insurence Truscee of an instrument of
assignment, in form sarisficrory<€ thadfisurance y ted by the clzimaar Bondholder or such Bondhalders duly suthorized

6 seceive the interest in respecs of which the insurance disbursemeant was

representative, mansfersing ro Rond -
breg €0 puyment on registered Bonds to the extent of the insumnce disbursemencs

made, Ambac shall be

30 made.

in the event ¢h b =~- -| as nocice that any prymenc of principal of or interest on 2 Bond which has become Due

Bandhode? by or on behalf of the Isnuer of the Bonds has been deemed a preferential transfer and

5 i giscered ogRer pursuane to the United Sraves Bankrupecy Code in sccordance with a finad, nonappealsble order
Hiction, such registered owner will be entitled to pryment from Ambac to the extent of such recovery if sufficient
{hable,

Bdindholder” means any person other chan the Isquer who, at the time of Noapayment, is che owner of s Bond or of
Bond. As used herein, “Due for Paymenc”, when referring 1o the principa! of bonds, is when che stated maturity

dlt o 3 mands 0 Mdemrinn dare for the spplicacion of a required sinking fond inctaliment has been reached and does not refer to any
eaclien h payment is due by reason of cal) for redempeion (other than by spplication of eequired sinking fund instaliments),
accele erGther advancement of macurity; snd, whea referring to interest on the Bonds, is whea the staced date for peyment of incerest

has been reached. As used herain, “Nonpayment” means the failuce of the lssuer to have provided sufficient funds o the paying sgent for
payment in full of all principal of and interest on the Bonds which are Due for Payment, . .

This Policy is noncancelable. The premiumn on this Policy is nor refundable for any reason, including payment of the Bonds prior to manatisy.
This Policy does not insure againse loss of any prepayment or other acceleration payement which st any ctime may become due in respect of any
Bond, other than st the sole aption of Ambac, nor against any cisk ocher than Nonpayment.

In witness whercof, Ambac hes caused chis Policy to be affixed with 2 fctimile of its <orporare seal and to be signed by iws duly authotized
officers in facsimile o become effeccive as ics original seul and signeturesand binding upon Ambac by vierue of the countersignstuse of its duly
authorized representarive. ’

. § SR | ‘

President .l\ Srscomt’ !
o Yiswrll og
Effective Date: Authorized Represencasive
UNITED STATES TRUST COMPANY OF NEW YORK acknowledges that it . .
has agseed to perform che dusies of Insurmace Trustee under this Policy. M

Form No. 66-0003 (7/97) A- L-t Authorized Officer




