














_ take other regulatory steps to ensure the fair and equitable treatment of policyholders. (11/16/10

Peterson at 211:3-14.) .
84.  OCI’s witnesses testified at length regarding its commitment to take such

actions as necessary to protect policyholders. The General Account remains under the auspices
'of OCrI'’s supervxsxon, bothasa Wlsconsm-dormcﬂed insurer subject to OCI's regulatory
authonty and asa conh'actual party under the Secured Note and Reinsurance Agreement subject

to the Rehabllltator s authority to oversee and enforce contractual obhgatxons OCI cannot offer
guarantees regarding future financial conditions, but it has assured pohcyholders and this Court
that it is not self-interested and will continue to act in the interests of policyholders and the
pubhc generally—as opposed to the interests of AFGI or any individual policyholder, to the
* extent such interests conflict with those of policyholders as a whole—in taking appropnate steps
to protect the fairness of the Plan. (11/16/10 Dilweg at 61 :14-62:2.)

J. . AFGD’s Bankrupfcy _

85.  OCI’s actions in response to learning of AFGI's imminent intent to file for
bankruptcy provide an example of the use of the tools available to OCI and the Rehabil.itator to
protect Segregated Account policyholdérs and subordinate creditors. OCI acted swifﬂy to
protect the interests of the Segregated Account by demanding allocaﬁoﬁ of certain potential
liabilities that are below policyhc;lder priority status to the Segregated Account, and by
negoﬁaﬁﬁg with the Ambac bondholder creditor group to ensure that potentially valuable Net
Operating Loss (NOL) credits are not desfroyed in bankruptéy by the actions of AFGI’s

bondholders. (11/15/10 Dilweg at 169:3-170:21.)
86.  OCI’s arrangement with AFGI’s bondholders seeks to protect NOLs

against contingencies that are in the control of AFGI and its creditors. Ambac’s ability to

actually use the NOLs is limited, and therefore OCl is explorihg negotiation over a portion of the
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* . company while the Segregated Account remains in rehabilitation. (11/15/ 10 D

NOLSs that it cannot use to the holding company in exchmge for greater certainty, that the NOLs

" it might be able to use will not be destroyed due to certain actions of the holding company’s

creditors in the AFGI bankruptcy. (11/16/10 Peterson at 229:11-231:4.) The viability of the

Plan is not dependent on the continued existence and use of NOLs, and none of the financial Plan

scenarios submitted to this Court rely upon the use of NOLs. (11/16/10 Peterson at 231:25-
232:7) ‘

87.  The arrangement also calls for the resolution of a disputed, relatively small

$38 mﬂhon portion of prior tax allocations from AF GI to Ambac that are related to alleged

accounting errors. (11/16/10 Peterson at 232 22-233: 6 ) .The rest of the disputed tax allocations,

which total approximately $700 million, are subject to the jurisdiction of this Court and the

priority structufe adopted by the Plan due to the timely, pre-bankruptcy allocation of those

disputed liabilities by the Rehabilitator and OCI to the Segregated Account.

88.  OCI’s actions to protect the claims-paying assets of the General Account

from AFGP's creditors are consistent with its actions to date in protecting policyholders from

lower-priority creditors. OCI has not permitted dividend§ from Ambac_: to AFGI in over

18 moriths, and has “absolutely no expectation” that it will permit dividends to the parent

ilweg at 220:19-

23,221:24-222:11; 11/16/10 Peterson at 226 4-20.) Due to Ambac’s financial condition, any

dmdend.t.o AFGl would require OCI’s advance approval, (11/16/10 Peterson at 227:20-25.)
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K. OCT’s Disclosures Regarding the Plan are Sufficient.
89. - OCI filed and provided fiotice of the Plan on October 8, 2010, OCI also

submitted a wealth of information regarding the Plan, which has Been described in detail above.

90.  OCP’s disclosures were intended to provide as much information as
possible given confidentiality concerns and the need to acknowledge retained flexibility in the

Plan. (11/16/10 Peterson at 182:22-1 83:3>.) The Court finds that the information provided was

more than sufficient for the Court and the public to assess the faimess and rational basis of the

Plan and its speciﬁc provisions.
L.  The Plan Follows the Priority Structure of Wis. Stat. § 645.68.

91.  The Plan anticipates claims arising in three classes designated by Wis.

Stat. § 645.68: administrative claims (Class 1); policy claims (Class 3); and general creditor
claims (Class 5). Other claims that fall into other classes are possible—for example, a federal

government claim for taxeé, or a claim by AFGI’s bondholders—and OCI has assured the Court

. that it will take necessary steps to ensure the appropriate treatment of such claims under Wis.

Stat. § 645.68 if and when such liabilities become less speculative.
92.  Under the Plan, allowed administrative claims receive full cash payments

as they arise. Allowed policy claims receive payments part in cash and part in interest-bearing.

_ Surplus Notes as they arise. Allowed ge'nerél creditor claims receive payments in interest-
. bearing Junior Surplus Notes (which are subordinate to. other Surplus thes) as they arise.
_ 93.  While the majority of Ambac’s CDS exposures were settled in the Bank
Settlement, a relatively small amount (which are not eXpected to generate material losses) are
presently in the Segregated Account. (11/ 17/10 Peterson at 89:1-15.) None of the credit default
: obligations that have been alloﬁated to the Segegated Account are “synthetic” or “naked” swaps;

' like the Bank Group, the remaining CDS holders own the underlying securities and could incur
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actual losses. '(l 1/18/10 Bamranco at 195:13-196:12.) The Plan treats any claims under these
policies as policy claims, consistent with OCI’s past characterization of Ambac’s. CDS

obligations as insurance.

94,  The Plan treats claims under reinsurance agreements as general creditor

claims, consistent with the established precedent of other jurisdictions cited in OCI’s briefing in
support of the Plan and consistent with OCI’s' past practices in rehabilitations and liquidations

under Chapter 645.

95.  The Plan’s implementation of the priority structure of Wis. Stat. § 645.68,

including its treatment of reinsurance and contract claims, is consistent with OCI’s past practices
regarding treatment of claims in other rehabilitation and liquidation proceedings. (11/16/10
" Peterson at 218:5-219:3.) . |

" M.  The Initial Cash-Note Split on Policy Claims is Reasonable.

' 96. | The Plan contemplates payments on Segregated Account policy liabilities
through a mix of cash and interest-bearing Surplus Notes. The Plan calls for an initial cash
pércentage of 25 percent of the allowed claim and a Surplué Note percentage of 75 percent, and
OCI intends to begin makiﬁg claims payments and issuing Surplus Nétes as sooﬁ as possible
following confirmation of the Plan. (11/16/10 Peterson at 215:8-16.). Asis clear by the
Disclosure Statement and the testimony of OCI witresses, tbé initial cash-note split is a rational

product of OCI’s substantial study of the projected claims and claims-paying resources of

Ambac.
97.  As explained by Mr. Peterson, the Disclosure Statement includes an

illustration of the sustainability of that cash percentagc‘ under four different economic scenarios,

which forecast Ambac’s future financial condition with reference to a number of variables from

. economic scenarios developed by Moody’s. (11/17/10 Peterson at 132:23-133:23, 135:2-10.)

32



The stress case scenario utilized in two of the scenarios is derived from an economic model from
Moody’s described as being worse than 90 percent of the possible outcomes based on existing

financial data. (11/17/10 Peterson at 135:14-18))

98.  The scenarios also include as a variable Ambac’s recovery or non-
recovery of additional claims-paying resources from defendants in various lawsuits alleging
i)reaches of representations and warranties (the “R&W Litigation”). (11/16/10 Peterson at |

1 204:16-206:4.)

99,  With regard to Ambae’s claims-paying resources, the scenarios utilized a
A_ 5.1 percent reinvestment rate, which was a blended rate incorporating all of Ambac’s |

. iﬁv&sﬁnents. (11/17/10 Peterson at 137:11-138:14.) The liquidity of Ambag’s claims-paying
resources is also incorporated into the Plan’s cash-note split determination. (11/16/10 Peterson
at 189:23-190;2.) Ambac’s claims-paying resources have various levels of liquidity, and
fhereforc OCI classified Ambac’s claims-paying resources according to their liquidity in
projecting cash flows. The liquidity opnsideraﬁén was _impqrtant because éome of Ambac’s less
- ‘liquid assets are trading belo§v their par value, but are reasonably ez;pccted to recover over time.
(11/16/10 Peterson at 188:16-189:22.)

100. Peterson was involved-in developing the four scenarios. (11/16/10
_ Peterson at 201:17-22.) OCI gﬁreated the scenarios to provide a scope of potential outcomes for

payments on the Surplus Notes, as affected by key variables. (11/16/10 Peterson at 202:1-6.)

101. OCI and its advisors reviewéd a number of documents and other .
information to formulate these loss estimates, including but not limited to cash flow estimates for
insured transactions,me structures of the transactions, historical cash flow information,

projections of future cash flows, Ambac’s loss estimates on General Account policies and its
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credit risk processes for making those assessments, and Ambac’s past estimates of loss, and
actual losses. (11/17/10 Peterson at 1 15:20-121:15.) OCI’s estimates for loss reflected in the

‘Disclosure Statement reflect its independent judgment and differ from Ambac’s reported

estimates. (11/17/10 Peterson at 58:21-59:19. )
102. Because they are an lllustratlve effort to show total ultimate recovery, the

scenarios do not depict payments on the Surplus Notes and have no direct relevance asto

" whether or when payments will be made. (11/16/10 Peterson at 205:25-206:14;) The feasibility
Notes will be evaluated by OCI on at least an annual basis and more

the Court. (11/16/10

of payments on the Surplus
frequently, if ﬁecessary and appropriate, and its findings will be reported to
'Peterson at 206:18-25.) OCI intends to make payments as soon as possible, so long as it does not
expose the Segregated Account to the possibility of being unable to make cash payments in the

future. (11/16/10 Peterson at 207:4-13.)
103. The cash-note split percentage was kept low at the outset to protect against

 the possibility of Ambac in the future finding itself unablé to pay the cash portion. (1 1/16/10
Peterson at.207:4-10.) The split percentage incorporates a conservative approach to Ambac’s
claims-paying resources and creates a cushion against worse-thah—expected'ﬁnancial outcomes.
For that reason, establishing r&sérves for long-term policies, as requested by the LVM Funds and
Wells Fargo LVM, would have been duplicative of OCI’s already-conservative approach to
claims-paying resources. (11/16/10 Peterson at 208:9-21; 11/18/10 Peterson at 53:3-21.) Even

under the worst of the four scenarios presented by OCI, Ambac would still have a sufficient

cushion above the 25 percent cash payments with which to pay at least some of the Suzplus Note

obligations. (11/16/10 Peterson at 209:5-11.)
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104. The initial cash-note split fairly balances the interests of short-tail

policyholders who wish to be paid immediately, and long-tail policyholders concerned about

Ambac having adequate resources to cover their future claims. (11/17/10 Peterson at 143:15-

144-3.)

N. The Plan’s Cash-Note Split is More Favorable to Segregated Account

Policyholders than Liquidation.

105. Certain objectors have argued that the Plan’s treatment of policyholders

end general creditors is not demonstrably better for them than the outcome of a liquidation of
Ambse, and that the Plan should include an “opt-out” allowing them to immediately recover the
hypothetical liquidation value of their future claitﬁs. Ttxat would be contrary to past practice in
Wisconsin. OCI’s past rehabilitation plans for other insurers have not included a liquidation
value opt-out. (11/17/10 Peterson at 11:7-13.) Norhasa Wisconsin rehabilitation court required
OCI to provide a technical analysis compan'rtg the projected outcomes under a rehabilitation plan
to a hypothetical liquidation of the insurer. (11/17/10 Peterson at 12:25-13: 3 )
106. Nevertheless, to address the obJectors liquidation argument, OCI
) provided such an analysis to the Court, which puts specific figures to OCI’s prior, reasonable
explanations for why liquidation or a rehabilitation of Ambac as a whole would be less favorable

" to policyholders than their anticipated recoveries under the Plan, See Disclosure Statement at

' pages 8-9 and Amendment No. 2 to Disclosure Statement at pages 6-9. This analysis, together
with the prior explanations of the risks and likely outcomes of a hquxdatlon of Ambac or the
Segregated Account and further explication of those consequences by OCI's witnesses, clearly
and convincingly demonstrate that the Platl provides a more faverable outcome for policyholders

than the full rehabilitation or liquidation of Ambac on March 24, 2010 or any time thereafter, or
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the liquidation of the Segregéted Account with an accompanying rehabilitation or liquidation of-

" the General Account, which would be required under Wis. Stat. § 611.24(3)(e).

107. The Court further finds that liquidation would not have been favorable

even for holders of the 63 outstandmg policy claims on March 24, 2010 which would likely be

_paidin fullina liquidation, because those claims were just a part of much larger losses expected

in the future for those claimants. (1171710 Peterson at 13:8-15:2.)
© 108. Policyholders would also have a less favorable outcome if the Segregated

Account were found to be mvahd or illegally established. Under such circumstances, OCI would

be obligated to take a different regulatory course—»—hkely full rehabilitation—with accompanying

‘further delays in payment, uncertainty regardin'g triggers, and greater overall losses, to the

detriment of all policyholders. (11/17/10 Peterson at 15:3-16:13.)
109: For example, roughly $3 billion in mark-to-market exposures remain in

. the General Account, most if not all presently covered by partial forbegraﬁce agreements that

would not apply if the General Account were placed in full rehabxhtahon or liquidation.

(11/17/10 Peterson at 78: 9-79 21 .) The actual loss exposure on those pohc1es is nominal, but the

- mark-to-market exposure is extensive. (1 1/17/10 Peterson at 130:2-10. ) This and other
' examples piovided by OCl illustrate how a reha.bilitation or liquidation of the General Account,
wh'ether on March 24, 2010 or any subsequent time to date, would substantially add to the

~ overall loss claims without adding any corresponding increase to the claims-paying resources

available to satisfy claims of both accounts.

Q. . ThePlan’s Use of Surplus Notes is Fair.
110. The form of the surplus notes is based on a template that OCI has
approved for issuance of surplus notes by insurers. (1 1/16/10 Peterson at 184:20-185:4.) Key

* provisions, such as retaining OCI discretion on timing and amount of payment of interest and
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pnnclpal were part of the template (11/16/10 Peterson at 185:6-10, 185:23-25.) ocl

management staff members are “sticklers about surplus notes being mamtamed very closely” to

the template, which OCI has deemed to be fair for use with other Wisconsin insurers. (11/16/10

Peterson at 186:1-10)

‘111.  OCI intends to ensure that the Surplus Notes issued by the Segregated and

General Accounts will be treated equally. (1 1/16/10 Peterson at 184:10-19.) There are no

. material differences between the Surplus Notes issued by the two accounts. (11/ 16/10 Peterson

" at 185:11-22.)
112.  The June 7, 2020 maturity date appearing on the form of the Surplus Notes

bas no particular relevance except to ensure that the Segregated Account Surplus Notes remain

pari passu w1th the General Acoount Surplus Notes issued as part of the Bank Settlement, which
. mature on that date (11/16/ 10 Peterson at 209:14-24.)- The Plan allows for amendment between
now and 2020 to adjust payments under the Surplus Notes. (11/18/10 Peterson at 22: 20-22

46:23-47:16.) Sometime before the June 2020 maturity date, OCI will assess the need to modlfy

' that date to allow continuation or reissue of Surplus Notes after 2020. (11/16/10 Peterson at

210:3-1 1)
113. Prior to the confirmation hearings, OCI sought and obtained a “no-action

letter” from the Securities and Exchange Commission, stating that the SEC would not take

enforcement action relating to the issuance of the Surplus Notes. The SEC no-action letter adds

- value to the notes by making them less suscéptibie to c‘hallenge} and more tradable in the market.

(11/16/10 Peterson at 214:8-18.)

114. OCI has reached out to trustees to coordinate and make the surplus note

_ adniinistratioh and delivery process as efficient as possible. (11/17/10 Petérson at 239:4-9;
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11/18/10 Peterson at 1 18:_9-1 19:6; 120:24-121:7.) The only documented, additional

administrative cost for the trustees is a $175 or $180 charge related to certain market identiﬁer

~ reports for each policy, which can be reduced by up to 90 percent with an annual subscription.

| @ 1/18/10 Peterson at 119:10-17, 120:9-23.) OCI has taken care to work with trustees to avoid

-imposing unreasonable burdens upon them, and has assured the Court that it will continue to do .

so as administrative challenges arise. At present, however, the Court finds the additional

adminigtrative burdens identified by the trustees in their objections to the Plan to
ght of the scope and magnitude of the amounts at issue in this

be de minimis

in the context of the Plan and in Ii

rehabilitation,

Ambac’s Role in Plan Administration Under the Management Services
Agreement '

The Plan contemplates the continuation of the Segregated Account’s

'P.

115,

Management Services Agreement with Ambac, whereby Ambac provides the necessary
personnel and expertise to administer, advise, and engage in the day-to-day operations of the

Segregated Account. The Management Services Agreement seeks to utilize the extensive
experience and accumulated knowledge of Ambac employees for thé benefit of the Segregated

Accout, while OCI retains full control over the relationship. (11/1 5/10 Dilweg at 157:25-159:4,

161 :15-23 )
116. The management services relationship with Ambac is a “tremendous

. (11/16/10 Peterson at 215:20-23.) To adequately administer

benefit” to the Segregated Account
quéliﬁed Ambac staff

the business of the Segregated Account, it was essential for OCI to retain

with working kﬁowledge of the relevant transactions, established relationshipé with the

- counterparties and policyholdcrs, and experience in exercising the control rights and mitigating

. losses associated with any given policy. OCI could not provide such services on its own.
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(11/15/10 Dilweg at 161:2-11.) To replicate this knowledge and experience with a new staff

would have been dlfﬁcult and very mefﬁcxent. (11/16/10 Peterson at 215:23-216:13 )

117. As was clear from the testimony of Ambac executives David Barranco and

* Cathleen Matanle, the Ambac staff providing services under the Management Services

Agreement are cominitted and exceptionally knowledgeable regarding the poliéies and business

atissue. (11/15/10 Dilweg at 162:19-163:15.) The problems at Ambac were not attributable to

* personnel there, particularly the remaining non-executive personnel, but rather to economic

conditions that plagued the financial guarantee mdustry as a whole, (11/15/10 Dilweg at 164:7-
21.) Indeed, al] of Ambac’s five or six oompctltors in the financial guarantee insurance industry
that had written policies on mortgage exposures and other asset-backed securities have failed or
are on the brink of failure. (11/16/10 Peterson at 138:3-8,21-25.) |

- 118." OCI has effective checks in place to monitor the management services
relationship. Mr. Peterson and Ms. Shaul make regular visits to Ambac’s New York offices,
have developed relationships with the exlstmg staff for the management services prov1der, and
" have implemented processes and procedures to maintain control over the day-to-day operatlons .
of the Segregated Account and the admipistratlon of Segregated Account pursuant to the |
| . Management Services Agreement. (1 1/16/10 Peterson at 216:14-217:24; 11/17/10 Peterson at
196:13-201:19.) The management services relaﬁoﬁship has guidelines in place that govem the

relationship in the day—to-ddy- management of the Segregated Account and allow for gieater role

'understandmg, (11/15/10-Dilweg at 160:14-161:1.)

119. As management services prowder, Ambac has established a separate

leadership team focusing on the policies in the Segregated Account and has roughly 30

employees devoted to the Segregated Account. (11/18/10 Barranco at 134:18-136:4.) Mr.
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- meetings regarding particul
~ and OCI decides whether to approve Ambac’s proposals with respect to those policies.

Barranco is one of three Ambac employees who serve as the leadership team for Ambac in its
role as the management services provider for the Segregated Account. (11/ 18/10 Barranco at

134:18-135:4.) The other members of the leadership both have at least nine years of experience

working at Ambac. (11/18/10 Barranco at 135:18-21)

120. The leadership team regularly meets with Ms. Shaul, Mr. Petérson, and
OCTI's outside legal counsel and financial advisors to discuss all major issues affecting the
Segregated Account. (1 1/1 8/10 Barranco at 136:8-137:3.) The meetmgs provide a foram for

OCI to ensure that Ambac, as mauagement services prov1der, is eﬁ'ectlvely carrying out OCI’s

plans (11/18/10 Barranco at 138:4-14.)

121. OCI representatives also partlclpate in Ambac’s day-to-day operational

ar insurance policies that are allocated to the Segregated Account,

- (11/18/10 Barranco at 137:18-138:21.)

122. OCImay terminate the Management Services Agreement if necessary, -

" with provisions in place to maintain confidentiality of financial information. (11/18/10 Peterson

at 117:23-118:2.)
123. The Plan provisions providing certain civil immunities to those

responmble for adrmmstermg the Plan, including the management services provider, are

' necessary to facilitate frank and open assessment and advice from mdmduals charged with

administering the Plan, with the assurance that their views and expertise will not lead to civil
liability. (11/16/ }0 Dilweg at 14:1-14.) The Plan provides for judicial review of disputed

claims, thus adequately protecting policyholders against unfairness or errors by OCI or Ambacin

the claims administration process. (11/18/10 Petersonat 1 17:2-9.)
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Q. Recoveries/Other Plan Issues
124. The Plan permits the Segregated Account and Ambagc to continye their

prior practice of mitigating losses through the R&W Litigation and direct recoveries against

securities issuers to recoup prior shortfalls in payments due to holders of those obligations. To
the extent those efforts result in cash recoveries to the insurer, those recoveries are added to the

General Account rather than the Segregated-Account due to the previously discussed triggers

requiring assets to remain in the General Account even if they are ultimately used to satisfy

Segregated Account liabilities. ( 11/16/10 Peterson at 202:5-12.)
‘125, The primary relief sought in the R&W ngauon is the “put-back” of

certain non-conforming loans by the RMBS originator and the substitution of conforming loans

* in the RMBS asset pool, which would improve the financial condition of the security and thus

" reduce projected losses under those policies. (11/16/10 Peterson at 202:9-24; 11/17/10 Peterson

.at 63:16-64:1) The R&W Litigation also concerns roughly $2 billion in claims payments

présented to and paid by Ambac prior to the rehabiiitation of the Segregated Account. aum 8/10

Peterson at 111:24-112:13,) If there are cash rccoveri% or cash settlements arising from the

R&W Litigation rather than (or in addmon to) the pu t-back remedies, those recoveries will be

added to the claims-paying resources of the General Account and be available to fund payments .

under the Plan. (11/18/10 Peterson at 11 1:14-19.)
126. The “recoveries” problem argued by several RMBS trustees and holders—

namely, that A'mbéc could recover shortfalls from issuers in 100 percent cash despite paying

pohcy claims caused by.such shortfalls on a cash-note split basis—assumes that RMBS
.securities will recover to the pomt where there will be actual cash flows from which to obtain

recoveries, which is not the cas_e now to any material degree. (11/17/10 Peterson at 231:17-

4 232:_21.) In light of the context of the broader Plan, the minority of deals for which recoveries
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might be frequent and obtainable, and the complexity of fashioning individualized, fair solutions

for the many unique deals and deal structures, the recovery provisions are fair and equitable to

policyholders as a whole. (1 1/17/10 Peterson at 234:4-236:14.)

e situations arise in the future with regard to recoveries, it

127. Ifany meqmtabl

is OCP’s intent to work out efficient solutions with pohcyholder trustees for fair allocatiori of

s'uch recoveries. (11/18/10 Peterson at 123:23-124:12.) Article 3,06 of the Plan provides a

mechanism for doing so.

R. Alternative Resolutions .

128. Article 3.06 of the Plan also eXpressly provides for alternative resolutions.

rent econormc

~ forpolicyholders. This provxsmn recognizes that policyholders are in diffe:

~ positions in regard to delays and uncertainties in payment on surplus notes, and the Plan

encourages such policyholders to engage with OCI regarding a resoluti ion of their claims that

" better suits their priorities without prov1d1ng unfair treatment to other pohcyholders Q1 16/1 0

‘ Petersonat211 :20-212:20.)

120. OCI supervises and manages the commutation process,

ervices prowder (11/18/10 Barranco at

while utilizing the

policy-level expertise of Ambac as management s

One objectlve of OCI and Ambac in the conunutatlon process is to maximize the

0 Barranco at 161:4-7, 162:19- 163: 1), which has

160:16-20.)

return on capital for Ambac’s reserves (11/18/1

the effect of increasing the cla1ms~paymg TESOUrCes avaﬂable to the Segregated Acoount

(11/18/10 Barranco at 200:4-12).
'130. OCI’s involvement faclhtates mutually beneﬁcxal setflement among

policyholders and the insurer. If policyholders want to settle, OCI has the authority and leverége

* as Rehabilitator of the Segregated Account and regulator of the General Account to bring the

insurer to the settlement table. (11/16/10 Dilweg at 126:7-127:8.) To date, multiple
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_settlements, amendments, and

" opposition to the Plan, a paid expert

pohcyholders have 1mt1ated discussions w1th 0CI and Ambac regarding commutations,

other alternative resolutions. (11/16/10 Peterson at 212:2-213: 12 )

S. The Plan Retains Flexibility to Adjust to Changing Ec.enomic Conditions

The Plan is developed to be flexible to address uncertainties over time,
with Court approval. (11/18/10 Peterson at

131.

including the ability to amend and adjust tho Plan
25: 10'-.12 ) OCI will continue to monitor Ambac’s financial condition and take reasonable

. actions if and when they become necessary (11/18/10 Peterson at 42:2-7. )

132. ThePlan contemplates ongoing review and assessment by OCI, with

annual reports to the Court on the financial condition of the Segregated Account, the

administration of the Plan, and the propriety of any adjustments to the cash percentage. -

(11/16/10 Dilweg at 83:18-84:2.)

T, Testimony of James Schacht
133. The objecting parues offered the live testimony of only one person in

witness named James Schacht. -Although Mr. Schacht was

shown to have knowledge about rehabilitations and liquidations generally based on his

experience with the Illinois Department of Insurance, the Court did not find Mr. Schacht’s

testimony in opposition to confirmation to be credible or particularly relevant in the context of

this Plan and the Wisconsin rehabilitation proceeding. -
(a)  Fimst, while Mr. Schacht offered testimony regarding

“national custom and practice in rehabilitations” (11/19/10 Schacht at 106:7-17,
182:8-14), Mr. Schacht offered no opinions regarding the custom and practice in
Wisconsin and admitted that the Wiscensin law governing this rehabilitation
differed in material i'espects from the laws of other states from which he derived

his opinions. For example, while he faulted OCI’s use of the segregated account
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structure here as out of line with national custom and practice, he admitted on

cross-examination that “[n]o other state . .. has a statute similar to” Wis. Stat,

§ 611 .24(2), the statute under which OCI established the Segregated Account.

(11/19/10 Schacht at 192 :22-24.) Similarly, Mr. Schacht noted that Wisconsin’s

Chapter 645 formed the foundation for a model act later promulgated by the

National Association of Insurance Commissioners (“NAIC”) and adopted in many

states (11/1 9/10 Schacht at 66:14-67:9), but conceded on cross-examination that
the model act deleted the important legislative commentary accompanying '
Wisconsin’s Chapter 645 (Which this Court has previously cited in its decisions in

this proceeding) and curtailed some of the flexibility that Chapter 645 emphasizes

(11/19/10 Schacht at 114:4-20, 115:12-116:5).
() econd, Mr. Schacht derived much of his knowledge about

national customs and practices ﬁ'om his work with the NAIC, including the NAIC

Financial Analysis Working Group (FAWG). (11/19/10 Schacht at 61:7-62:22.)

As he acknowledged, OCI witness Roger Peterson is prcsently the head of FAWG

Q 1/19/10 Schacht at 61:24-62:4), and Mr. Peterson testified that he is actively

engaged with regulators in other states through FAWG and other NAIC actlvmes,

including discussions specifically relating to Ambac (11/16/10 Peterson at 224:8-

225:1). Therefore, to the extent, if at all, that national customs and pracﬁces are

relevant to thls Wlsconsm rehablhtatlon, the Court finds that Mr. Peterson isat

least as qualified as Mr, Schacht regarding those customs, is more quahﬁed to

testify as to the application of such nauonal customs to Wisconsin’s unique -
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segregated account and rehabilitation statutes, and has more current regulatory
éxpertise. |
()  Third, Mr. Schacht testified that financial guaranty |
insurance is a “very specialized” type of insurance that presents ‘“unique and
~ different problems than traditional personal [or] commercial property casualty
business” insurers. (11/19/10 Schacht at 127:10-16, 175:1 5-24.) Mr. Schacht
admitted, however, that financial gﬁarantee insurance was “not his area of
expertise” and he has “never had to deal with the[] sorts of instruments” that
' formed Ambac’s insurance business and dictated OCI’s course of action in this
rehabilitation. (11/19/10 Schacht at 127:13-16, 128:17=25, 175:15-176:3.) Mr.
Schacht acknowledged that OCI has ﬁow experience in the realm of financial
guarantee insurance. (11/19/10 Schacht at 129:3-14;) This is a particularly
important point given that much of Mr. Schacht’s criticism was based on his own
experiences with other types of insurers in v@ different contexts (see generally
11/ 19) 10 Schacht at 72-81), vs;hich did not present the same type of oqmplex and

difficult challenges posed by Ambac’s businéss and financial condition (see

© generally 11/19/10 Schacht at 152-57). -
(d). - Fourth, Mr. Schacht’s géneral criticisms of the Plan ignored

' or altered the plain lfmguage of Wis. Stat. § 645.01(4), which states that the
overarching purposes of Chapter 645 proceedings is the “protection of the
interests of insureds, creditors, and the public generally, with minimum
interfefence with the normal prerogatives of proprietors” and the ‘;[e]quitable

apportiqnmeht of any unavoidable loss.” Specifically, Mr. Schacht testified that
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OCI erréd in accounting for the public interest in any respect after the filing of the
petition for rehabilitation, and that “equitable apportionment” means ‘fequal
apporﬁomnent,” without reference to whether losses are avoi&able or
' uﬁavoidable. (11/19/10 Schacht at 148:8-149:11, 185:6-10.)

(e) . _Elilh,, M. Schacht’s specific criticisms of the Plan and
OCI’s disclosu:"e documents were speculative and not well-founded. For
example, hc-claimed that the liquidation analysis OCI presented was flawed
because it omitted assets that he spe_culéted cbuld exis_»t, but for which there was
1o evidence of their actual existence or their materiality. (See generally 11/19/10
A Schacht at 93-95, 161-62-.) He also a@:knoﬁvledged that Ambac personnel charged -

. with administering the Segregated Account ﬁnder the manégement services

"agreement §vere “experienced, talented people, the sort of people ybu need todo a
rehabilitation” and recognized that OCI had control over the Maﬁagemqnt
Services Agreement, but faulted OCI for not including m that Aéreement controis
over their compensation and benefits. (11/19/10 Schacht at 199:23-200:12.)
These are not material or sufficiently supported reasons for this Court to reLj ect or
modify the Plan.

(§  Finally, Mr. Schacht’s opinions are premised on the
~ conclusion that a liquidation of Amch would be more favorable to policyholders -
than the Plan; if a liquidation is not more favorable, Mr. Schacht admitted that it
'is appropriate for the Rehabilitator to pursue the Plan. (11/19/10 Schacht at
188:22-190:23.) This Court has concluded that a liquidaﬁon of Ambac would not
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be more favorable to policyholders, and therefore rejects the fundamental premise
of Mr. Schacht’s opinion testimony regarding the Plan.

[I. ADDITIONAL GENERAL FINDINGS

A. The Segregated Account '
"134. The Court hereby adbpts and reincorporates here by reference those

portions of its previously entered Findings of Fact and Conclusions of Law dated May 27, 2010
_ that pertain to the background facts leading up to this proceeding, the formation of the
Segregated Account, the allocation of policies and other liabilities and potential liabilities to the
Seg:egated Accbur,lt and the rational basis underlying OCI’s decision to pursue rehabilitation of
' the Segregated Account rather than liquidation or rehabilitation of the entire company at the time
it commence(.lA this proceeding on March 24, 2010. The Court further adopts and reincorporates
here by reference its July 16, 2010 Order and October 26, 2010 Ordér, both of which address the
- estéblishmenf and rehabilitation of the Segregated Abcount, the allocations of certain policies -

thereto, and the propriety of the Injunction Order.

135. The Rehabilitator has determined that (i) the Segregated Account was

legally established and adequately capitalized; (ii) the rehabilitation of thé Segregated Accountis
lawful and appropriate; and (iii) the Plan protects the interests of insureds, other creditors of the
Segregated Account, and the public generally. This Court finds that those determinations by the
' .Rehabil.itator are rational, are based on a Well—grounded, detailed investigation and analysis of

' the relevant facts and circumstances, and are within the Rehabilitator’s areas of specialized

expertise and discretion.
136. Based on the evidence and the reasonable inferences arising from it, as

informed by this Court’s familiarity with the legal and practical considerations pertinent to

* delinquency proceedings, this Court finds that the Plan is more favorable to policyholders,
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creditors, and the public than a liquidation of the Segregated Account and General Account, a

liquidation of the Segregated Account and rehabilitation of the General Account, or 2 full

;ehabilitation of Ambac.
B. The Permitted Claim Treatments Under the Plan

137. Consistent with the uniform past practice in Wisconsin rehabilitation

proceedings, the Plan treats allowed claims in accordance with the claim priority provisions of

- Wis. Stat. § 645.68. The Plan provides that holders of permitted claims for fees, costs and

ekpenses of the administration of the Segregated Account will receive cash in the full amount of

_such claims. Holders of permitted policy claims will receive, in complete satisfaction of such

claims, a combination of cash payments and 5.1% iﬂterest-bearing, unsecured surplus notes that

are scheduled to mature on June 7, 2020 (the “Surplus Notes”). The cash/Surplus Note'split will

- initially be 25% cash and 75% Surplus Notes, but may be adjusted by the Rehabilitaior over time

to reflect changes in claims projections and/or the availability of claims-paying resources.

Holders of all other permitted, more junior claims submitted in compliance with the provisions

of the Plan that are not claims for administrative expenses of the Segregated Account or policy

claims, will receive, in complete satisfaction of such claims, 5.1% interest-bearing, unsecured

" junior surplus notes ina principal amount equal to the dollar amount of such claims.

4 138. The Plan’s treatment of claims is rationally based and approved by the
Court as a reasonable, conservative means of promoting the fair and equitable apportionment of
o unavoidable losses.

C.  Adequate Capital Support for the Plan
139. The written evidence and oral testimony introduced by the Rehabilitator

supported and confirmed this Court’s prior determinations that the Segregated Account was :
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formed with adequate capital, and that the Secured Note and Reinsurance Agreement constitute a
viable, adequate mechanism for fuiding the obligations of the Plan. ' '
140. 'The Secured Note and Reinsurance Agreement constitute absolute,

unqualified; commitments by the General Account to fund all perrmtted claims against the
Segregated Account in accordance with the terms of the Plan. As demonstrated on the face of
| the documents and through the testimony of OCI’s Roger Petersoh, the Secured Note and
Remsurance Agreement contain standard, appropriate procedures and mechanisms for funding
permitted claims against the Segregated Account in accordance with the Plan, Penmtted claims
lagainst the Segregated Account are treated pursuant to the terms and priorities of the Plan on

equal footing with claims against the General Account in regard to the shared claims-paying
resources of the two Accounts.

141, The only portion of the claims-paying resources of the General Account

not fully committed to cover permitted claims of the Segregated Ac'wunt.pursuant to the Plan is

a mxmmum surplus of $100 million, which needs to be maintained in the General Account for
_ licensing and other regulatory purposes. (11/ 16/10 Peterson at 199:12-15.) That required
minimum does not place permitted claims against the Segregated Account pursuant to the Plan at
any actual d:sadvantage relative to permitted claims against the Genetal Account. OCI would
take other regulatory acuon in regard to the General Account in what is presently viewed by oCI -
" 10 be the unlikely possibility that the financial condition of the General Account would
deteﬂor‘ate to a point where that minimum surplus reQuirement was threatened. (11/16/10

Peterson at 197:19-198:5.) Moreover, this Cburt finds that relative to the total amount of claims-

' . paying resources, that minimum is not material to the Plan requirements.
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142.  The Court finds the testimony of Mr Peterson and the other written

evidence submitted by the Rehabilitator regarding the Secured Note and Reinsurance Agreement,

and the adequacy of the support for the Plan obligations to be more credlble and well-grounded

in the information before the Court than the statements in the paid expert witness affidavits of

William Barbagallo and Frederick Bingham submitted by Lloyds and ALL.

- D. The Surplus Notes
143. The surplus notes to be issued pursuant to the Plan are in a standard form

consistent with the regularly used template maintained By OCI for use in regax_d to other

Wisconsin domiciled insurer’s surplus notes, The same form of Surplus Notes to be issued

pursuant to the Plan were previously issued by the General Account. The material terms of the

General Account Surplus Notes and the Surplus Notes 1o be issued by the Seg;egated' Account
under the Plan are identical as to maturity, interest rate and the other main provisions. '
Additionally, as explained i the Rehabilitator’s written disclosures and the testimony of Mr.

Peterson, the Surplus Notes of both Accounts are pari passi. The Surplus Notes of each

Account may ‘only be paid as allowed by OCI and any and all payments of principal and interest .

on the Notes approved by OCI shall be on the same terms and conditions regardmg the General

Account and Segregated Account.
144. The Surplus Notes are in standard form, are fair, and follow the standard

requirements of being unsecured obligations that are subordinate to all other indebtedness and

- payments on them of e1ther pnnc1pa1 or interest may be made only w1th the prior approval of

OCL If OCI does not approve the payment of interest on the Surplus Notes, such interest will
-"accrue and compound annually until paid or otherwise. The manner in which the Surplus Notes

will be issued, executed and distributed are as set forth in the Plan and explained in the

~ Disclosure Statement.
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145. The Court finds that the terms and conditions of the issuance of the

Surplus Notes pursuant to the Plan are procedurally and substantively fair.

E.  The RMBS “Policyholders”
146. Throughout this rehabilitation proceeding, a group of six entities named

Aurelius Capital Management LP, Fir Tree Inc., King Street Capital Master Fund, Ltd., King

Street Capital, L:P-., Monarch Alternative éapiml LP and Stonehill Capital Management LLC

have referred to themselves collectively as the “RMBS Policyholders.” However, the testimony

at the Hearing aemonsuated that none of these entities are “policyholders” of Ambac or the

» Segregaéed Account. Their description of themselves as “policyholders” in this proceeding is
misleading and inaccurate.

147. 'While the six entities identified in the prior finding have offered to provide
the Court information under seal regarding their pafticular holdings (see generally 11/15/10 |
Statements of Counsel at 116-122), they have never offered or provided proof to the
Rehabilitator or this Court as to their standing to assert legal positions in regard to any particular’

. RMBS trust(s), despite repeated inquiries by the Rehabilitator. They have declined to identify
| the provisions of any particular RMBS trust indenture pufsuant to which they claim to have.
standing to assert positions regarding the interests of a policyholder in this proéeeding.

F. Findings Relating to Miscellancous Other Objections
148 The testimony at the hearing demonstrates that the Plan fairly balances

~and protects betvs_/een th‘e. competing interests of policyholders with “long-tail” interests and those
having “short-tail” interests. Certain 6f the objectors with “short-tail” interests argued that the
Plan is too conservative regarding the percentage of cash being distributed in early years;

| .conve;sely, objectors with “long-tail” interests argued that the Plan distributes cash too rapidly

and should contain provisions for paying a certain percentage of each cash payment into a long-
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term “reserve.” While neither extreme is satisfied by the intermediate balance struck by the

Rehabilitator pursuant to the Plan, the_ Court finds that the balance struck by the Rehabilitator is

fair and reasonable under the circumstances. | | |
149. OCI did not abuse its discretion in approving the allocatlon of the two

Ambac policies insuring the student loan revenue bonds issued by ALL as to which Lloyds and

4 Depfa claim an interest. As reflected in the Fourth Affidavit of Mr. Peterson (at 1\1 5-6), the

Second Affidavit of Cathleen Matanle (at 7 13-22) and the testimony of Mr. Peterson and Mr.

Barranco at the confirmation hearings, OCI approved the allocation of the two ALL policies

because of the high probability that they will result in substantial loss claims due to the structure

of the transaction.
150. The evidence introduced at the Confirmation Hearing demonsfrates that

OCI did not abuse its discretion in regard to the allocation of the other policies pertaining to
sﬁdmf loan-backed bonds that were also allocated to the Segregated Account, including the
swap policy (No. SW0240BE), which opntaiins contractual triggers that could result in the |
» jssuer—the Treasurer—having to make an immediate termination payment if the policy were not
assigned to the Segregated Account and the termination triggers not enjoined.

151.  As this Court previously found in its May 27, 2010 Findings of Fact, and
- as further supported by the testimony of Mr. Peterson at the confirmation héan’ng, the policies on

- the bonds relating to the Las Vegas Monorail (“LVM”) also fit OCI’s criteria for allocation to the

Segregated Account, and OCI acted within its discretion in approving the allocatlon of the LVM

policies to the Segregated Account. The LVM issuer was in a chapter 11 bankruptcy proceeding

in Nevada when the allocation decisions were made (and still is in bankruptcy), and the present

" value of the loss claims expected on those policies were projected to be the single largest deal
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' w1thm a broad range of reasonably foreseeable possible developm:

* plan or regulatory actions may be necessary to protect the interests of policyholders,

losses of any transaction insured by Ambac. (Id.; see also attachments to the Rehabilitator’s
Sﬁpplementations to October 8, 2010 Disclosure Statement in Support of Confirmation of the
Plan, which denote the LVM exposure as the single largest expected loss in the Segregated'

Account—over twice as large as the next largest exposure.)

152, A number of the objecting parties-in-interest expressed concerns about the

unpredlctablhty of future ﬁnanczal events, both generally in the broad economy, and specifically

in regard to the claims-paying ability of Ambac to service the requirements of the Plan. The-

Court finds that the Plan contains adequate flexibility to deal with future changes and challenges
ents. If future circumstances |

change beyond what is presently reasonably predlctable and foreseeable, the Rehabilitator and

" OClIhave retamed broad regulatory powers to return to the Court to implement whatever further

creditors

and the public.
‘ CONCLUSIONS OF LAW |

1. The Rehabilitator lawfully exercised his discretion under Wisconsin law
and the prior orders of this Court in preparing and submitting the Plan for approval by this Court.

2. The Plan properly furthers the rehabilitation of the Segregated Account by

protecting the interests of policyholders, other creditors of the Segregated Account, and the

- _ public generally. The Plan equitably apportions unavoidable losses and prevents avoidable

~ losses that would adversely affect those interests.

- 3. ThePlan’s claim payment provisions properly and reasonably utilize the

priority structure of Wis. Stat. § 645.68 in furtherance of the equitable apportionment of

| unavoidable losses. The Plan properl}; treats reinsurance and general creditor claims as

subordinate to policyholder claims.
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4. The satisfaction of permitted policy" claims through (i) the payment of

59% of the amount of such permitted policy claim in cash and (ii) the issuance of Surplus Notes
in a principal amount equal to 75% of the amount of such permitted policy claim, is
substantively faif and equitable to policyholders in light of the financial condition of the
Segregated Account, particularly with the annual reporting, assessment, and potential

adjustments called for by the Plan.
-3 Policyholders and all other parties-in-interest were afforded fair and

reasonable notice and gpportunity to bg he:;rd 'conceming confirmation of the Plan and its

prc.)visi,ons, including the issuance of Surplué Notes. Accordingly, the issuaﬁce of Surplus Notes

s procedurally fair to policyholders.

6. The Secured Note and Excess of Loss Reinsurance Agreement prowde a

legally viable and appropriate mechanism for providing adequate capital to support the

requuements of the Segregated Account pursuant to the Plan.
7. The Rehabilitator provided sufficient information to this Court in

connection with the coxiﬁrmatibn proceedings to determine the value of the claims or interests to
be treated pursuant to the Plan and the Surplus Notes to be issued émsuant to the Plan.

‘ 8. The proposed jssuance of the Surplus Notes by the Segregated Account
‘pursuant to the Plan is procedurally and substantively fair. The Rehabilitator has satisfied the
requirements for issuance of the Surplus 'ﬁotw pursuant to the Plan without registration of the
Surplus Notes under the Securities Act of 1933, as amended, in reliance on the exemption from
the reglst'auon requirements from the Securities Act provided by Sectlon 3(a)(10) thereof, as
described in the request by the Rehabilitator’s counsel dated November 11, 2010 to the

~ Securities & Exchange Commission and the response thereto by the Securities & Exchange
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Commission dated November 12, 2010. Both such documents have been ﬁled with the Court

and are posted on the Court-approved Web sﬂe

, 9. The group consisting of Aurelius Capital Management LP, Fir Tree Inc.,
King Street Capital Master Fund, Ltd., King Street Capital, L.P., Monarch Alternaﬁvg Capital LP
and Stonehill Capital Management LLC, who have been referred to themselves in this
proceedmg as the “RMBS Pohcyholders,” are not policyholders in this proceeding. It is further
concluded that those entities have not demonstrated the standing to assert positions or arguments
~ as policyholders in this proceeding. They may be heard as parties-in-interest, but n;t as

folicyholders. |
| 10.  Notwithstanding the pendency of appeals from prior interim pre-
confirmation orders of this Court, this Court has continuing competency to proceed with this |
' réhabilitation proceeding, including competency to conduct the hearings ofx confirmation of the |
Plan, to enter this Order confirming the Plan, an_d to exercise continuing authority éver post-
confirmation matters as specified in this Order. Moreover, any objection that any present
appellants may have had to the competency of this Court to continue to preside ovef this
' : rehabilitation proceediné and the conﬁrmétion process duriﬁg the pendency of thosé appcds has
been waived. Each of the parties-in-interest which have been pursuing appellate ri gﬁts to date in
* this matter have continued to actively participate in this rehabilitaﬁon proceeding, including

active participation at the confirmation hearings. |
11, Thereisno constitutional or statiltory requirement that the Rehabilitator
offer policyholders the right to opt out of the Plan of Rehabilitation in favor of taking a cash

: I.ya);mmt equaling the liquidation value of their permitted policy claxm Nor is there any such

requirement as to subordinate, non-policy permitted claims. Similarly, there is no requirement
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‘outcome in regard to their claims than they would have received had OCI chosen

that the Rehabilitator proves that his Plan offers any particular policyholder or creditor, or all

policyholders and creditors, a more favorable recovery than might be obtained pursuant to 2

ﬁquidation. Even if, arguendo, a liquidation opt-out or analysis were required, the

Rehabilitator’s Plan here provides all policyholders and creditors a more favorable future
to place Ambac

into a general liquidation proceeding under Chapter 645 on March 24, 2010 or any date

thereafter instead of pursuing the present rehabilitation proceeding of just the Segregated

Account.
12. * The Court concludes that the liquidation analysis set forth in the

Rehabilitator’s October 6, 2010 Disclosure Statement (at pages 8-9) and in the November 12, '

2010 Amendment No. 2 to Disclosure Statement (at § I1, pages 6-9), as well as the testimony of

M. Peterson, fairly and accurately summarize the substantial disadvantages of liquidation over

the chosen path of rehabilitating the Segregated Account. The Court similarly concludes that the

basis dexﬁonstrated ‘by OCI and the Rehabilitator for pursuing the rehabilitation of the Segregated

. Account rather than a full rehabilitation of all of Ambac and iﬁ roughly 15,000 policyholders (as

of March 24, 2010) was rational, prudent and in the best interests of all of the policyholders.and

creditors of Ambac’s General and Segregated Accounts and the public generally.

'13.  Based on the evidence and testimony, the Court further ooncludes that the

Plan provides all policyholders a more favorable future outcome in regard to their claims than

_ they wéu]_d ha,ve_ received had OCI chosen to pléce Ambacina general liquidation or.

rehabilitation proceeding on any given date following the commencement of these proceedings.

14.  As discussed at the confirmation hearings by the Rehabilitator’s counsel -

and in the testimony of OCI’s Roger Peterson, the Rehabilitator has considered and discussed
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certain of the objections by parties-in-interest and, in an eifoft to mitigate or eliminate certain of
those concerns, the Rehabilitator agreed to make certain modifications to specific provisions of
the Plan and related documents. In that regard, the Rehabilitator has amended Articles 4.04(h)
and 8.01, and added new section 8.02, all as reflected in the attached red-lined copy of the

relevant pages of the Plan, and has amended Section 14(a) of the form of Surplus Note attached

to the Plan, as also reflected in the attached red-lined copy of the relevant page of that document.

"The Court concludes that those changes are reasonable and appropriate.

15. The Plan is feasible and is fair and equitable to policyholders and others

with an interest in the Segregated Account. The Plan represents a réasonable response to the
financial condition of the Segregated Account and Ambac generally by addressing the serious
financial hazards to policyholders; cre‘ditors,-and the public, maximizing claims-paying |
resources, and providing flexibility to meet the purposes of rehabilitation on an ongoing basis,

with this Court’s continued oversight.
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ORDER

NOW, THEREFORE, based upon the foregoing Findings of Fact, Conclusions of
Law, and the above-described proceedings pertaining to confirmation, and for good cause

shown, it is hereby ORDERED as follows:
The Rehabilitator’s Motion to Confirm the Plan is GRANTED, subject to
8.01 and 8.02 of the

L.
" the above-referenced modifications by the Rehabilitator to Atticles 4.04(h),

Plan and Section 14(a) of the form of Surplus Note attached to the Plan, each as reflected in the

attached fed-lined copy of the relevant pages of the Plan and the form of Surplus Note.

2. The Rehabilitator shall modify the Plan and form of Surplus Note as

ordered and promptly file the modified versions of the Plan and Surplus Note with this Court,

" post them on the Court-approved Web site and serve them on all counsel of record electronically.

3. The Rehabilitator shall have the full powers and authority granted

- pursuant to Wis, Stat. §§ 645.33 to 645.35 and all other applicable laws as are reasonably

necessary to carry out the Plan, including but hot limited to the power and authority to interpret

the terms and conditions of the Plan and to issue guidelines or further directions to interested

‘persons in order to carry out the purposes and effects of the Plan.

4. In accordance with the provisions of the Plan, the Rehabxhtator shall post

a notice on the court-approved Web site adwsmg of the Effectxve Date of the Plan,

5. Each holder or beneficiary of a permitted pohcy claim, and each party to

- .any mstrument or agreement (i) pursuant to which such policy was issued, (ii) which governs the

~ payment of claims under such pohcy, or (iif) which governs or speclﬁes the subsequent
allocatlon, distribution or disbursement of amounts received pursuant to a policy, including but

not limited to any note, indenture, certificate, servicing agreement or other similar instrument or

agreement (cqlleeﬁvely, “Transaction Documents”) shall accept any Surplus Notes delivered to -
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sueh-holder‘, beneficiary or other party in accordance with the Plan, together with any cash
amount paid to such ﬁolder, beneficiary or other party in accordance with the Plan, in full and
complet'e satisfaction of the payment obligation of the Segregated Account for that permitted
policy claim, regardless of the existence of any provision in such policy or related Transaction

Documents that would otherwise prohibit or restrict such holder, beneficiary or other party from

fully discharging the obligétions of the Segregated Account.

6. Each holder or beneficiary acting as a trustee for thebeneﬁcial holder(s)

of any underlying financial instrument(s) insured by a policy allocated to the Segregated”
Account shall submit any claim for péyment uncier such policy in accordance with the provisions
of the Plan by completing and submitting the Preof of Policy Claim Form in full (in the form
approved by the Rehabilitator), mcludmg the selection of the dehvery method for the payment in
' Surplus Notes Actions or omissions taken in compliance with this Order by any such holder or
beneﬁciary actingas a trustee ‘shall not be deemed a violation of any provision in the apphcable
‘ poﬁcy or related Transaction Documen£s that would otherwise prohibit or restrict such holder or

. beneficiary from complying with this Order. The Segregated Account shall indemnify all such
holders or beneficiaries acting as trustees in the manner and under the conditions specified in
Article 8.02 of the Plan

T The Rehabilitator shall obtam the approval of this Court prior to

effectuating any Alternative Resolution (as defined in the Plan) that involves the payment of cash
vb,y the Segregated Account in excese of $50 million, and prior to adjusting the percentages of ﬁe

" cashand Surplus Notes to be issued in accordance with the terms of the Plan,
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By no later-than June 1 of each year, the Rehabilitator shall file a report
1 of the

8.
with this Court advising on the status of the rehabilitation in accordance with Article 7.0
flan.

9. Consistent with Article 10.02 of the Plan, unless specifically modified by

' the prior orders of this Court shall remain in full force and effect throughout the period

. the Plan,

of administration of the Plan, Those orders include this Court’s March 24, 2010 Orders

approving commencement of this proceeding and granting injunctive relief on the terms

requested by the Rehabilitator to protect the interests of the Segregated Account. Absent further .

specific order of this Court to the contrary, the Court’s March 24, 2010 Injunction Order shall

remain in full force and effect throughbut the entire period of administration of the Plan through

" to termination of the rehabilitation proceeding in accordance with Article 10,05 of the Plan.

10.  The Plan (with exhibits) and all other submissions on file relating to it,

including the Disclosure Statement (and the attachments, amendments and supplements thereto),

and other written materials filed by the Rehabilitator, Ambac, and other parties-in-interest prior

to the Plan confirmation hearings were considered by the Court and shall be part of the record for

these proceedings.

11.  This Court shall retain continuing exclusive jurisdiction and venue over

this rehabilitation pmceeding and all matters or disputes pertaining to, or arising from,

* . implementation of the Plan or the terms of this Order, including matters and disputes arising out
" of trustees’ qupliance with the Plan as described in Article 8.02 of the Plan. Any litigation

R pertaining to, or atising from, this rehabilitation, the Plan or this Order shall be exclusively

| venued in this Court.
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12.  This Order is a final order, appealable as of right, pursuant to Wis. Stat.

§ 808.03(1). |
WHEREFORE, IT IS HEREBY ORDERED that the Motion for Confirmation of

the Rehabilitator’s Plan is GRANTED.

Dated:

Lafayette County
Presiding by Judicial 4z pointment

(¢ I/OA Il ?mim;
) ;—/// o

QB
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~ ATTACHMENTA

. . .Red-Lined Versions of
Revised Articles 4.04(h) & 8.01
- of the Plan of Rehabilitation



owed in its capacity as insurer, éurety, credit support provider, credit enhancer, credit default
swap counterparty or similar capaéities, or as assignee or subrogee, under the applicable Policy -
and any related underlying instrument(s) or contract(s) governing the priority or distribution of
cash recoveries or delivery of assets, unless otherwise w.aived' by AAC and the Management
Sgrvices Provider or the Rehabilitator or approved by .AAC and the Management Services

Provider or the Rehabilitator.

(h)  Assignment of Righfs. Without prejudice to (i) the terms and provisions

‘of the applicable Policy and any rela.ted underlying instruxﬂent(s) or contract(s)- and (ii) any

assignment previoilsly executed, whether pursuant to a Proof of Policy Claim Form or otherwise,

upon ;eceibt of a payment with respect to a Permitted Policy Claim, each such Holder sinall be

deemed to have assigned its rights relating to_that payment under the un&erlying instrument(s) or
contract(s) to AAC.

4.05 General Claims.

(@  Submission of General Claims. The Holder of a General Claim shall

submit its General Claim to the Management Services Provider or, if dirested, to the
Rehabilitator in the same manner as such Holder would submit. such Generél Claim in the
“ordinary course of business, and in accordance with, and including such information as is
required by, the provisions of the underlying instrument(s) or contract(s) giving rise to or
‘gbveming the submission of such General Claim, if any. A Holder shall not submit a General . -

" ~_ Claim any earliq than pérmittgd under the relevant instrument(s) or contract(s) giving rise to or
governing thg submjssion of such General Claim. Each such General Claim submitted in

accordance with this Section shall be referred to as a Pending General Claim.
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(d) - provide such other information. as is required- by law, requested by the

. Court or deemed appropriate by the Rehabilitator. -

7.02 Amendments to Cash Percentage and ‘Surplus Note Percentage. In

conjunction with the submission of such annual report, the Rehabilitator may petition the Court
to amend this Plan in accordance with Section 10.04 to simultaneously increase the Cash
Percentage and decrease the Surplus Note Percentage by cofrésponding amounts, if, based on the
.‘Rehabih'tator’s analysis of the estimated liabilities and available claims paying resources of the
Segregated Account, the Rehabilitator has determined, in his sole and absolute discretion, that
‘such an amendment is ‘equitable to the interests of the Holders of Policy Claims generally. In
.&ierm_ining whether such an amendment is equitable to the interests of the Holders 'of Policy
.Chims generally, the Rehabilitator shall consider whether, in conjunction with any such

amendment, outstanding Surplus Notes should be partially redeemed, px"e-paid, or called.

ARTICLE 8
DISCHARGE RELEASE AND INJUNCTION

_ - 8,01 l?ischarge, Release and Injunction. Except as may otherwise be provided
herein, the Distributions in respect of a Permitted Claim under this Plan shall be in complete
exchange for, and in full and unconditional settlement, satisfaction, discha;ge and‘ release of such

o Claim, and shall effect a full and complete release, discharge, and termination of any Liens, or

other claims, interests, or encumbrances upon the Segregated Account and AAC with respect to

‘such Clﬁwgg&mggg In additibn, upon final determination in accordanée with this

Plan tl'Jét a Clait;ﬂ‘is a Dié#lléwed Claim, such determination shall effect a full and complete

 release, discharge and termination of any Liens, other claims, interests, or encumbrances upon

the Segregated Account and AAC with respect to such Claim. AHQMQMM

M_M Holders of Claims are precluded from asserting against the |
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Segregafed Account, the General Account or AAC, or their respective successors or property ot
any of their respective current or former members, shareholders, afﬁhates, officers, dlrectors,

employees or agents, any Claxms obligations, rights, causes of action or habxlxtles, based upon

any -act, omission, transaction, or other activity of any kind or nature, eﬂ;eHh»aﬁ—&‘i—e*pf-e‘V‘ﬂ-Y'

otherwise agreed by the kehabilita’tor or the Management Services Provider, all Holders of
Claims shall be permanently barred and enjoined from asserting against the Segregated Account,
the General Account or AAC, or their respective successors or property or any of their respective
current or former members, shareholders, affiliates, officers, directors, employees or agents, any
of the followmg actions on account of such Claim: (i) commencing or continuing in any manner
any actxon or other proceeding on account of such Claim, or the property to be distributed under
&e terms of th1s Plan, other than to enforce any right to Distribution to. such Holders under this
© Plan; (i) eoforcing, attaching, co]lecting, or recovering in any manner any judgment, award,
decree, or order against the Segregated Account, the General Account or AAC or any of the
. property to be distributed under the terms of this. Plan, other than as permitted under sub-
| paragraph (i) above, (iii) creating, perfecting, or enforcmg any Lien or other encumbrance
. against property of the Segregated Account, the General Account or AAC or any property to be
Distn'but'ed under the terms of this Plan; (iv) asserting any right of setoff, subrogation, or

- recoupment of any kind, directly or indirectly, against any .obligation due to the Segregated
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Account, the General Account or AAC, or any property of the Segregated Account, the General

Account or AAC, or any direct or indirect transferee of any property of, or successor in interest

to, the Segregated Account, the General Account or AAC as prohibited by Wis. Stat. § 645.56;

and (v) acting or proceeding in any manner, in any place whatsoever, that does not conform to,

or comply with, the provisions of this Plan.
ARTICLE 9

IMMUNITY AND INDEMNIFICATION OF THE REHABILITATOR,
EMPLOYEES, AND CONSULTANTS

9.01 .BAeneﬁciaries of Immunity and Indemnification. The following Persons are
entitled to protection undeér this part of this Plan: bCI, the Rehabilitator, the Special Depu@
Commissioﬁer, the Segregated Aécount‘, AAC and fhe Genéral Account, and the Manégement
Services Provider, and each of tﬁeir respective .current and former members, shareholders,

afﬁlwtes, ofﬁcers, directors, employees and agents (including any attorneys, ﬁnancla! advisors,
mvestment bankers, consultants and other professionals retamed by such Persons, and any other

advisors or experts with whom OCI, the Rehabilitator or the Special Deputy Commissioner

consults, as contemplated by Wis. Stat, § 645.33(3)).
9,02 Immunity and Indemmficatxon All Persons 1dent1ﬁed in Section 9.01 shall

have ofﬁclal nnmumty and shall be immune from suit and hablhty, both personally and i in their

official capacltles, for any act or omission made in connection with, or arising out of, the

~ Segregated Account, AAC or the General Account with respect to the Segregated Account, the

) Proceeding, this Plan (and the Confirmation Order related thereto), the’ qonsmnmatmn of this

Plan, or the administration of this Plan or the property to be distributed under this Plan, whether

prior to or following the commencement of the Proceeding, with the sole exception of acts or

- omissions resulting from intentional fraud or willful miscenduct as determired by a Final Order
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8.02 Discharge, Release and Injunction With Regard to Holders and Sub-
Trustee/Agents. Each Holder acting on its own behalf or acting in its capatity as a trustee
~ and/or agent for tfxe beneficial holder(s) of any underlying financial instrument(s) insured bya
: Poiicy, and any party ‘to the Transaction Documents assigned or delegated in whole or in part
duties relatiﬁg to submitting or processing payment of Policy Claims under the related |
Transaction Décuments (each a “Sub-Trustee/Agent”), shall submit any claim for pa'yment under
_such Policy in accordance with the provisi(ms of the Plan by completing and submitting the
‘Proof of Policy Claim Form in full (in the f.orm approved by the Rehabilitator), including the
selection of: the delivery méthod for the payment in Surplus Notes. Actions taken iﬁ compliance
with the Plan by any such Holder or Sub-Trustee/Agent shall not bc deemedtobea violatio'n of
any provision m, or duty arising out of; the applicable Policy or related Transaction Documents.
The Segregated Account shall indemnify any éu.ch Holder acting in its capacity as a trustee
and/or agent for the beneficial holder(s) of any underlying financial instrument(s) insured by a
Policy, and any such Sub-Trustee/Agent (ea;;:h an “Indemnified Party”) for any reasonable and
‘documented out-of-pocket Josses and-costs, including reasonable attorney fees, incurred in
defending any lawsuit, action, or similar formal legal préceeding arising out of their compliance
with the Plan (excluding losses and costs resulting from the negligence, gro.ss negligence or other
misconduc;t of such Indemnified Parties, provided, hoﬁever, that for purposes of this indemnity, |
gompliance with the Plan shall not be deemed to constitute negligence, gross negligence, or
misconduct) (each a “Thir& Party Liability”), provided (a) no amounts shall be payable by the
' Segf;vgatéd Accounttoany Indem;uﬁed Partyto the extent that the same shall be reimbursableto
them under or pursuant to the Transaction Documents and (b) any Indemnified Party making a

claim for indemnification shall have used its best efforts to cause any such Jawsuit, action or
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similar formal legal proceeding to be brought before the Dane County Circuit Court as part of

this Proceeding.
Any indemnification obligation of the Segregated Account under this provision.

shall further be subject to the following: promptly upon receipt by any Indemnified Party of
notice of any claim or of the commencement or threatened commencement of any action. against
the Indemnified Party whieh may constitute a Third-Party Liability, such Indemnified Party will
cause notice to be given to the Segregated Account in writiﬁg of such claim or such |
' . co@eﬁcement or threatened commencement of action or proceeding, together with a copy of
any documents received by the Indemnified Party in connectlon therewith, In the event that any
- such claim or action shall be asserted against an Indemnifi ed Pany, the Indemmﬁed Party shall
consent to the intervention by the Segregated Account in any such suit in order to defend against
said claim and/or shall tender to the Segregated Account control of the defense and settlement of:
: such claim or action, and shall cooperate with the Segregated Account in such defense and
settlement. The Segregated Account shall at all times have the right to employ counsel to
represent botﬁ the Indemnified Party and the Segregated Account in any claim or action or
'.proeeedi'ng, whether'or not the Segregated Account has requested irttervention or tender.of
L cenu'ol' provided that in the event the Segregated Account’s counsel or the Indemnified Party’s
" counsel detemnnes that there is a legal conflict of interest between the Segregated Account and
B such Indemnified Party, and neither the Segregated Account nor such Indenm1ﬁed Party is

. wxllmg to waive such conﬂxct, then such Indemnified Party shall be entltled to retain one

_ separate counsel acceptable to the. Segregated Account. Untxl the Segregated Account requests
the control of the defense and settlement of such claim or action or unless the Segregated

_ Account has otherwise employed counsel to represent both the Segregated Account and such -
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- respect to such lawsuit, action or similar formal legal proceeding, whose

" be liable for the legal fees and expenses of more than one firm). Suc

notice and, if req

settlement.

" compliance with the Plan. Th

Indemnified Party, such Indemnified Party shall have the right to employ its own counsel with
reasonable fees and

expenses shall be Third-Party Liabilities (provided that the Segrega'ted Account shall in no event
h Indemnified Party giving

uested, tendering defense of the iawsuit or-action required by this paragraph are

conditions to the Segregated Account’s indemnification obligations hereunder. Further, the

d Account shalt-have no liability for any settlemest of any lawsuit or action for which

Segregate
fy an Indemnified Party unless

the Segregated Account otherwise agrees herein to indemni

written notice of such proposed settlement shall have been furnishgd to the Segregated Account,

and the Segregated Account in its sole discretion shall have consented in writing to suéh

All persons and entities are enjoined and restrained t;rom commencing or
prosecuting any actions, claims,' laWsuits or other formal legal proceedings in any state, federal
or foreign court, adminis&ative body or other tribunal other than the Court against: (i) any
Holder acting in its capacity as a trustee and/or agent for the beneficial holder(s) of any

underlying financial instrument(s) insured by a Poiicy, in respect of such Holder’s compliance -

with the Plan; and/or (ii) any Sub-Trustee/Agent, in respect of such Sub-Trustee Agent’s

" or lawsuits, which must be raised by motion or other filing in the Proceeding. -

© MADI_24821403
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supplement, consent, waiver or other action shall be
the holder of this Note and on all future holders of this Note
n of transfer hereof or in exchange heretofore

_or in lieu hereof, whether or not notation thereof is made upon this Note. The Fiscal
Agency Agreement and the terms of the Notes may, with the prior approval of the
. Commissioner, be modified or amended by the Issuer and the Fiscal Agent, without the
consent of any holders of Notes, for the purpose of (a) adding to the covenants of the
Issuer for the benefit of the holders of Notes, or (b) surrendering any right or power
conferred upon the Issuer, or (¢) securing the Notes, or (d) evidencing the succession of
another corporation to the Issuer and the assumption by such successor of the covenants
and obligations of the Issuer herein and in the Fiscal Agency Agreement as permitted by
the Notes and the Fiscal Agency Agreement, or () modifying the restrictions on, and
procedures for, resale and other transfers of the Notes to the extent required by any
‘change in applicable law or regulation (or the interpretation thereof) or in practices
relating to the resale or transfer of restricted securities generally, or () accommodating
the issuance, if any, of Notes in book-entry or certificated form and matters related

thereto which do not adversely affect the interest of any Note holder in any material

respect, or (g) curing any ambiguity or correcting or supplementing any defective

provision contained herein or in the Fiscal Agency Agreement in a manner which does

. not adversely affect the interest of any Note holder in any material respect, or -
. effecting any amendment which the Issuer and the Fiscal Agent may determine is

necessary or desirable and which shall not adversely affect the interest of any Note
holder, to all of which each holder of any Note, by acceptance thereof, consents.

modification, amendment,
conclusive and binding on
and of any Note issued upon the registratio

14. Remedies. Holders of Notes may enforce the Fiscal Agency Agreement or
the Notes only in the manner set forth below.

(a)  In the event that any state or federal agency shall obtain an order or grant

~ approval for the rehabilitation, liquidation, conservation or dissolution of the Issuer.oL
ion (other than an Excluded Order), the Notes will upon the

obtaining of such an order or the granting of such approval immediately mature in_full
without any action on the part of the Fiscal Agent or any holder of the Notes, with
payment thereon being subject to the Payment Restrictions, and any restrictions imposed
as a consequence of, or pursuant to, such proceedings. Notwithstanding any other
- provision of this Note or the Fiscal Agency Agreement, in no event shall the Fiscal Agent
or any holder of the Notes be entitled to declare the Notes to immediately mature or

otherwise be immediately payable.

" (b) Intheeventthat the Commissioner approves in whole or in part a payment '
of any interest on or principal of, or any Tedemption payment-with respect to,-any Notes
and the Issuer fails to pay the full amount of such approved payment on the date such

jately payable on

amount is scheduled to be paid, such approved amount will be immed
. such date without any action on the part of the Fiscal Agent or any holder of Notes. In

the event that the Issuer fails to perform any of its other obligations hereunder or under
the Fiscal Agency Agreement, each holder of the Notes may pursue any available remedy

to enforce the performance of any provision of such Notes or the Fiscal Agency
Agreement; provided, however, that such remedy shall in no event include the right to
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