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Re:  In the Matter of the Rehabilitation of Segregated Account of Ambac
Assurance Corporation; Dane County Circuit Court Case No. 10 CV 1576

Dear Ms. Baux:

Enclosed for filing in the above-referenced is a Notice of Entry of Order Granting
Rehabilitator’s Motion to Enforce Injunction Against Assured Guaranty Corp. and Assured Guaranty

Re Ltd.

We have served by first class mail attorneys for Assured Guaranty Corp. and Assured
Guaranty Re Ltd., and all other parties-in-interest on the service list via e-mail and posted copies on

the Court-approved website. Thank you for your attention to this matter.

Very truly yours,

FOLEY WR LLP

Michael B. Van Sicklen

Enclosure ~

cc: Honorable William D. Johnston (w/enclosure, via first-class mail)

Donald K. Schott (w/enclosure, via first-class mail)
Josephine K. Benkers (w/enclosure, via first-class mail)
Matthew J. Splitek (w/enclosure, via first-class mail)
Steven Klugman (w/enclosure, via first-class mail)
Young K. Lee (w/enclosure, via first-class mail)

Sonia R. Farber (w/enclosure, via first-class mail)

All Counsel of Record (with enclosures, via email)
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STATE OF WISCONSIN CIRCUIT COURT DANE COUNTY

In the Matter of the Rehabilitation of:
Case No. 10 CV 1576
Segregated Account of Ambac Assurance Corporation

NOTICE OF ENTRY OF ORDER
GRANTING REHABILITATOR’S MOTION TO ENFORCE INJUNCTION AGAINST
ASSURED GUARANTY CORP. AND ASSURED GUARANTY RE LTD.

TO: Donald K. Schott
Josephine K. Benkers
Matthew J. Splitek
Quarles & Brady LLP
33 East Main Street, Suite 900
Madison, W1 53703

Steven Klugman

Young K. Lee

Sonia R. Farber

Debevoise & Plimpton LLP

919 Third Avenue

New York, NY 10002

PLEASE TAKE NOTICE that on June 14, 2011, the Court signed the attached

Order Granting the Rehabilitator’s Motion To Enforce Injunction Against Assured Guaranty
Corp. And Assured Guaranty Re Ltd. (the “Assured Reinsurers™), and that said Order was
entered by the Court on June 14, 2011. The attached Order is final as to the interests of the

Assured Reinsurers in this ongoing rehabilitation proceeding. This notice of entry is provided

consistent with Wis. Stat. §§ 806.06(5) and 808.04(1).
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Dated this o f day of 2011. FOLEY & LARDNER LLP

o /2 L

Michael B. Van Sicklen, SBN 1017827
Matthew R. Lynch, SBN 1066370

150 East Gilman Street
Post Office Box 1497
Madison, Wisconsin 53701
Telephone: (608) 257-5035
Facsimile: (608) 258-4258

Attorneys for Wisconsin Office of the
Commissioner of Insurance and

Theodore K. Nickel, Commissioner of
Insurance of the State of Wisconsin, as
Rehabilitator of the Segregated Account of
Ambac Assurance Corporation
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STATE OF WISCONSIN

In the Matter of the Rehabilitation of: :
Case No. 10 CV 1576 Ai?

Segregated Account of Ambac Assurance Corporation

ORDER GRANTING REHABILITATOR’S MOTION TO ENFORCE INJUNCTION
AGAINST ASSURED GUARANTY CORP, AND ASSURED GUARANTY RE LTD.

This matter came before the Court on the Rehabilitator’s motion (the “Motion”) to
enforce this Court’s March 24, 2011 Order for Temporary Injunctive Relief (the “Injunction”), as
made permanent by Section 10.02 of the Plan of Rehabilitation and paragraph 9 of this Court’s
January 24, 2011 Order confirming the Plan, against parties-in-interest Assured Guaranty Corp.
(“AGC”) and Assured Guaranty Re Ltd. (“AGRe”) (collectively, “Assured”). Having considered
_ the arguments of the parties and the briefs, affidavits, and other written materials on file in these
proce;lings, and for good cause shown, the Motion is hereby GRANTED and relief is ordered as

set forth below.
In connection with this Motion, the Court hereby makes the following findings of

fact and conclusions of law:

FINDINGS OF FACT ,
1. Assured is a party to two reinsurance agreements (the “Agreements”) with
Ambac Assurance Corporation (“Ambac”), whereby Assured reinsures exposures related to
certain Ambac financial guaranty insurance policies that have been allocated to the Segregated
Account of Ambac (the “Segregated Account”) and are subject to payment pursuant to the Plan

of Rehabilitation.



2. Under the Plan, the Segregated Account makes a portion of claims
payments in cash and the remaining portion in surplus notes. The Plan also permits the
Rehabilitator to reach settlements with policyholders that are payable in both cash and surplus
notes.

3. Under the Agreements, Assured is “liable for its proportionate share of the
risk associated with each Policy, including all Losses under the Policies.” “Losses” include “the
amount of liability paid or to be paid with respect to claims, losses, [or] liabilities . . . including,
with limitation, any settlements or compromises[.]” |

4. The Agreements include identical insolvency clauses, which state: “In the
event of the insolvency of the Company or of Proceedings . . . against the Company pursuant to
Chapter 645 of the Wisconsin Insurance Code . . ., the reinsurance under this Agreement shall
be payable to the Company (or its manager) or to its liquidator, receiver or statutory successor,
on the bams of the liability of the Company under Policies reinsured without diminution because
of the insolvency (;f or Proceedings against the Company, or because the liquidator, receiver or
statutory successor of the Company has failed to pay all or any part of a claim.”

5. The Agreements include identical arbitration provisions, which state:
“Except as provided . . . in the event of the Company being subject to Proceedings, any dispute
or claim arising out of this Agreement shall be submitted to arbitration[.]”

6. On March 14, 2011, the Rehabilitator and Ambac reached a settlement
with_ the holder and beneficiaries of Segregated Account policy number AB0632BE (the
“Northstar Settlement”), whereby the policy was terminated in exchange for a one-time payment

of $7 million (§4 million in cash and $3 million in surplus notes). Assured reinsured the policy



Exposure and was liable to Ambac for a 6.66667 percent share of the $7 million settlement,
which amounted to $446,667.

7. On March 22, 2011, Assured informed the Rehabilitator that it would not pay its
share of the portion of the settlement paid in surplus notes, contending that payment in surplus
notes did not constitute payment giving rise to a “loss” under the Agreements. Assured also
indicated that it would maintain this position with regard to future payments under the Plan of
Rehabilitation, which will consist of a combination of cash and surplus notes.

8. On April 7, 2011, Assured sent Ambac letters demanding arbitration over the
scope of Assured’s reinsurance obligations. The next day, Assured filed a petition to compel
arbitration against Ambac in the New York Supreme Court for New York County.

9. Assured was properly served with notice of this rehabilitation and the Injunction
in March 2010, it has participated in this proceeding, and it has been informed regarding
develogments in this proceeding since its commencement.

CONCLUSIONS OF LAW

10.  The Injunction, including paragraphs 1 and 7 thereunder, was entered pursuant to
Wisconsin law regulating the business of insurance. The Injunction preempts and renders
inapplicable any conflicting contractual provisions or conflicting federal statutes, if those statutes
do not specifically relate to the business of insurance. The Federal Arbi’cration Act does not
specifically relate to the business of insurance, and is therefore preempted and rendered
inapplicable to this dispute.

11.  Paragraph 1 of the Injunction states: “All persons or entitites are enjoined and
restrained from commencing or prosecuting any actions, claims, lawsuits or other formal legal

proceedings . . . against Ambac . . . in respect of the Segregated Account or policies



(including financial guarantee insurance policies and surety bonds), contracts or liabilities
allocated to the Segregated Account. . . . This Court has ex‘clusive jurisdiction over any sﬁch
actions, claims or lawsuits.” Demands for, and petitions to compel, arbitration constitute legal
proceedings outside this Court.

12. Bj demanding arbitration and filing a petition to compel arbitration in
another forum to litigate issues in respect of the Segregated Account and policies allocated to the
Segregated Account, Assured has violated paragraph 1 of the Injunction. Further prosecution of
such proceedings will result in a continuing violation of the Injunction.

13.  Paragraph 7 of the Injunction states: “All persons and entities are enjoined
and restrained from withholding or failing to pay or setting-off premiums or other payments
(including without limitation recoveries[ and] reimbursements) owed (or that would have been
owed but for.the occurrence of the [rehabilitation] or the financial condition of the Segregated
Account, . . . or the Ambac General Account) to . ... the Ambac General Account under or in
connection with policies or contracts gllocated to the Segregated Account[.]” Reinsurance
agreements with Ambac that cover Segregated Account policy exposures or liabilities constitute
agreements to pay Ambac in connection with policies allocated to the Segregated Account.

14. By withbolding amounts owed under the Agreements for payments made
in surplus notes on the Northstar Settlement, AGC has violated paragraph 7 of the Injunction.
Further withholding of amounts owed under the Agreements for payments made in surplus notes
that relate to Segregated Account policies will result in continuing violation(s) of the Injunction.

15. In addition, and in the alternative, the insolvency clauses of the
Agreements are applicable, and the arbitration clauses inapplicable, under the circumstances of

this proceeding. Under the specific terms of the Agreements’ insolvency and arbitration clauses,

v .



this rehabilitation constitutes “Proceedings . . . pursuant to Chapter 645 of the Wisconsin
Insurance Code” against the part of Ambac’s business (the Segregated Account) from which the
present dispute arises. The insolvency clauses require Assured to make reinsurance payments
«without diminution” on account of these proceedings or because the Rehabilitator “has failed to
pay all or any part of a claim.”

16.  In addition, and in the alternative, payments made by Ambac, the
Segregated Account, or the Rehabilitator constitute “claims paid or to be paid” within the
meaning of the Agreements.

17. Section 4.04 of the Plan establishes that a Segregated Account claim
payment made in whole or in part with surplus notes constitutes full payment and satisfaction of
that claim. By failing to object to confirmation of the Plan, Assured has waived any objection to
the legal characterization of such payments described therein.

. NOW, THEREFORE, based on the foregoing Findings of Fact and Conclusions
of Law, the above-described written materials and arguments, and for good cause shown, it is
hereby ORDERED as follows: ;

1. Within 14 days, Assured shall remedy its present violation of paragraphs 1
and 7 of the Injunction, as described herein.

2. Assured’s failure to timely remedy its present violations of the Injunction,
or to take any recurring or future actions in violation of the Injunction, will result in sanctions.

3. Assured shall not withhold, suspend, or disallow any reinsurance payment
to Ambac or the Segregated Account relating to any policy exposure or other liability that is
allocated to the Segregated Account, on the basis that (1) Ambac, the Segregated Account, or the

Rehabilitator has or will pay all or any part of the claim or settlement of that policy exposure or

’.



other liability in a form other than cash, or (2) that the Segregated Account or the Rehabilitator
has failed to pay such claim in part or in full. This paragraph does not apply to the extent
Assured takes actions or exercises rights that are expressly permitted by the Plan of

Rehabilitation or the Ceded Reinsurance Guidelines on file with this Court.

Dated this {4 W:lay of




CC: SERVICE LIST in Dane County Case # 10-CV-1576

Alazraki, Marcia D
Bailey, Kristine
Bane, Mark L.
Bartzen, James E.
Bensky, Anne M
Bensky, Lawrence
Benson, Paul E.
Bentley, Philip

Bloomgarden, Craig S.

Callan, Laura E.
Canton, Amy
Christensen, Dale C.
Cisar, David L.
Crocker, Randall D.
Davidson, Andrew K.
Franke, John
Friedman, James A.
Gaughan, Anthony J.

Goodchild III, John C.

Greenwald, David M.
Hopper, Thomas R.
Houghton, Leah M.
Ivanick, Peter A.
Jacquemot, Susan
Johnson, Michael E.
Kern, Melissa A.
Killoran, Grant C.
Lipps, Jeffrey A.
Lovern, Susan E.
Lucey, Paul A.
Lynch, Matthew R.
Lyons, Gregory W.
McNeil, Kathleen G.
Martin, D. Ross
Mitchell, Greg E.
Moenick, Nathan L.

Munson, Jr. Earl

Muth, R. Timothy
Olejnik, Andrew J.
Nowicki, Bryan K.
Padnos, Todd L.
Parrett, Noreen J.
Polakowski, Jessica L
Primps, William G.
Reinthaler, Richard W.
Ricardo, Henry J.
Riches, Jonathan Lee (pro se)
Roberts, Lynn
Rosenthal, John M.
Saffitz, Emily L.
Schlicht, Jane C.
Simon, John B.
Stolper, Daniel W.
Stroebel, Christopher J.
Trostle, Patrick J.

Van Sicklen, Michael B.
Van Tol, Peter

Walsh, David G.
Weed, Michael C.
Weiss, Allison H.
Welsch, Thomas J.
Klugman, Steven
Whitmer, Steven T.

. Williamson, Brady C.

Wisniewski, Kevin A.
Zeavin, Robert A.

Honorable William D. Johnston

Owen, James C.
DeVore, Andrew G.
Carter, Rodney

Dama, Michelle L.
Smith, Ann Ustad
Ermatinger Hanan, Beth
Brody, Michael

Schott, Donald K.
Splitek, Matthew J.
Morgan, Stephen L.



