











Please note that the information provided herein was prepared in relianee upon obtained from employees of Ambac Assurance Corp. and the available business records of Ambuc Assurance Corp. This information is subject to

or d ervors, and is limuted by the records and informauon still in existence, presently recollected, and thus far diseovered OCI reserves the nght to correct omissions or errors in this information, and to
provide more accurate information as 1t becomes available
Policy Number Deal Name Identifier SF Policy Number
AB0544BE Madison Avenue Manufacturing Housing Trust, Series 2002-A 55660AAA0
AB(O5448E adlson Avenue Manufactunng Housing Trust, Series 2002-A 55660AAB8
ApfisagEE = Corp.) Serles 7067-p1 . e PsAouKad
ABO550BE Equity One ABS 2002-2 294754AY2

ABQSSOBE Equity One ABS 2002-2 294754AZ9
~ Private 4 , 1 private Mortgage Backed Secirities
ABOSS8BE GSRPM Mortgage Loan Trust 2002-1 ~ 361988AA6

. ‘ SIBTIOVIRG

AB0562BE Residential Fundlng Corp 2002 KS4 76110WNY8
ABO562BE Residential Funding Corp 2002-KS4 76110WNZ5
ABOS62BE Residential Funding Corp 2002-KS4 76110WPA8
AB0562BE Residential Funding Corp 2002-KS4 76110WPB6
AB0562BE Residential Funding Corp 2002-KS4 76110WPC4
AB0562BE Residential Funding Corp 2002-KS4 76110WPD2
AB0562BE Residential Funding Corp 2002-KS4 76110WPEO
ABO562BE Residential Fundmg Corp 2002-KS4 76110WPF7

ABOSG2BE Residentl . I i OLLOWFGS

ABOS72BE

ABOSB1BE
ABO381E
ABOSBIBE
ABO588BE

749248AG5

AB0597BE Residential Asset Mtge Products 2002 RSS 760985NS6
AB0597BE Residential Asset Mtge Products 2002-RS5 760985NT4
ABO597BE Residential Asset Mtge Products 2002-RS5 760985NU1
AB0597BE Residential Asset Mtge Products 2002-RS5 760985NV9
AB0597BE Residential Asset Mtge Products 2002-RS5 760985NW7
ABO597BE Residentia) Asset Mtge Products 2002-RS5 760985NX5

ABO597BE _ Residential Asset Mtge Products 2002 RSS — ] ) 760985NZ0

| 429750846
ABO601BE _45660NHWE e
ABOGOSEE , i {1 private Mortgage Backid Securities
ABO608BE ReSIdentlal Asset Mtge Products 2002-RP2 i 760985PC9
RBOBIORE 1 Hesidanial Asset Mithe Prodiits 3007 RZ4 e L 7e0aBeES
AB0617BE Accredited Mortgage Loan Trust 2002-2 004375AG6
ABO617BE Accredited Mortgage Loan Trust 2002-2 004375AH4
A50617BE . Accredlted Mortgage Loan Trust 2002- ) ) 004375A30

ABD633BE 92975PAA0
. . . '  76110WPXS
; ; 6110WPE3
ABOHI6BE ding - e 76110WQR5
AB0639BE GSAMP Mortgage Loan Trust 2002 HE2 36228FKA2
ABO639BE GSAMP Mortgage Loan Trust 2002-HE2 36228FKY1
ABO639BE GSAMP Mortgage Loan Trust 2002-HE2 36228FKZ8
ABoEAIBE AsaetMtge.PmmctsZOMRS? L i - 760985PV7

ABOG42BE

45254NDV6
45254NDX2




Please noie that the information provided herein was prepared in reliance upon obtained from emp of Ambac A Corp. and the available business records of Ambac Assurance Corp. This information 1s subject to
or d errors, and is ly limited by the records and informauon still in existence, presenly recollected, and thus far discovered. OCI reserves the rght to correct omissions or emrors in this information, and to

provide more accurate information as it becomes available

Policy Number Deal Name Identifier

7609855D4

ABO6SOBE ; . \ 464187AR4
ABO653BE Residential Asset Mtge Products 2003-RS2 7609855N2
ABO653BE Residential Asset Mtge. Products 2003-RS2 7609855R3
ABO653BE Residential Asset Mtge. Products 2003-RS2 760985551
ABO653BE Residential Asset Mtge. Products 2003-RS2 7609855T9
ABO653BE Re5|dent|al Asset Mtge. Products 2003-RS2 760985SU6
ABOBSEBE.| sset Mige Pridiucts 2002023 e T505855H8 —
AB0657BE Impac Fundlng Corp. Series 2003-4 45254NEDS
ABOG57BE Impac Fundlng Corp Senes 20034 45254NEF0
ABDOG2B . d Seclirties o - Private Mortasge Backed Seciiities
ABO663BE Residential Asset Mtge Products 2003-RS3 760985TX9
ABOG663BE Residential Asset Mtge. Products 2003-RS3 760985TY7
ABO663BE Residential Asset Mtge. Products 2003-RS3 760985UA7
ABO663BE Residential Asset Mtge. Products 2003-RS3 760985UB5
ABO663BE identi . Products 2003 RS3
BE ) o o
ABO672BE Accredlted Mortgage Loan Trust 2003 1 004375AK7
AB0672BE Accredlted Mortgage Loan Trust 2003-1 004375ALS

' ‘ : _7s1iowsKl
Products 2003-RS5 760985WU1

Residential Asset Sect
Residential Asset Mtge.

ABO6818E
ABO681BE Residential Asset Mtge. Products 2003-RS5 760985WV9
ABO681BE Residentlal Asset Mtge. Products 2003-RS5 760985WX5
AB0681BE Residential Asset Mtge. Products 2003-RS5 760985WY3
ABO681BE Residential Asset Mtge. Products 2003-RS5 760985W20
ABO681BE Residential Asset Mtge. Products 2003-RS5 760985XA4
ABO6B1BE Rsldentlal Asset Mtge. Products 2003-RS5 ) 760985XB2 ) )
RBOBRIRE! | PriVate MorDa0s Backed Seciirities S e i Private Mottgage Backed Securitles .. o
ABO688BE Residential Asset Mtge. Products 2003-RS6 760985XF3
ABO688BE Residential Asset Mtge. Products 2003-RS6 760985XG1
ABO688BE Residential Asset Mtge. Products 2003-RS6 760985XHS
ABO688BE Residential Asset Mtge. Products 2003-RS6 760985X15
ABO688BE Residential Asset Mtge. Products 2003-RS6 760985XK2
ABO688BBE Residential Asset Mtge. Products 2003-RS6 760985XL0
ABO688BE Residential Asset Mtge. Products 2003-RS6 760985XM8
ABO68BBE ) Resndentlal Asset Mtge, Products 2003-RS6 760985XN6
{ Yo \\ j R % L\Om 'frust zms SEA 4 e 3 . S 352285‘\’”6 ,,,,,,,,,,,,
ABD693BE . Reﬂdentlal Asset Mortgage Produ . ! 2 ) 760985YH8
ABOG9GEE = ,
ABO698BE Accredited Mort ge Loan Trust 2003 2 004375AN1
ABO698BE Accredited Mortgage Loan Trust 2003-2 004375AP6

Accredited Mortgage Loan Trust 2 03-

 riete Mortgage Backed Secu

s Corp.
Securities Corp, 2003459



Please note that lhe informaton provided herein was prepared in reliance upon obtained from emp) of Ambac Assurance Corp. and the available business records of Ambac Assurance Corp  This informauon 13 subject 1o
d or d errors, and is ly imited by the records and information still in existence, presently recollected, and thus far discovered. OC] reserves the right 1o correct omissions or errors 1n this information. and 1o
provide more accurate information as it becomes avmlnblc

Policy Number Deal Name
ABO?MB&; .

Identifier

J61L0WUPS
760985383

ABO708BE
ABO710BE |
ABO716BE

ABO718BE

ABO722BE 76098544
ABOZ sEE 37

AB0726BE

17307629
\ebmasmsi
395385AQ0

004375AU5
004375AV3

ABO7SIBE ~ Greenpoint Home Equity Loan Trust 2004-2 i 395385AT4
ABO7518E Greenpoint Home Equity Loan Trust 2004-2 395385AU1

ABO753BE Deutsche Mortgage Securities, Inc. 2004-3 251563DW9

ABO753BE Deutsche Mortgag Securities nc. 2004-3 . 2515630X7

?6&?5‘& 7 4 e o

AB0758BE Series 2004 7} ) 525170828 ) o

Wz@lﬁﬁ . : i ; m o S N—— EZSIW e

AB0763BE Residential Asset Mtge. Products 2004-RS5 Trust 760985322

AB0763BE Residentlal Asset Mtge. Products 2004-RS5 Trust 7609854A6

Residential Asset Mtge. Products 2 04-RSS Trust 760985484 .
i : e S i 166?8“4 Rm) B /z:\’:“" = R R
BCCOFFUZO
Qa5430A38
395385AW7 )
i e 4535@;3&&8 o S

ABO775BE Countryw1de Revollvmg Home Equity Loan Trust 2004-G 126673AS1

ABO775BE Countrywide Revoliving | Home Equity Loan Trust 2004 -G ‘ 126673AT9

#807 [ Seauol HELOG Trist 30 4 LG

ABO778BE Countrywide Revollvmg Home Equn:y Loan Trust 2004-D 1266738W1

4ABO778‘I3(§ Countlymde Revoliving Home Equ&ty Loan Trust 2004-D ) 126673BX9

783 THig Serles 3004 . . el

AB0787BE

ABO789
1&807&9 oE > \ . 4525470, AS ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,
AB0791BE SASCO Series 2004-17XS Class A3A & A4A 8635982D6
ABO791BE SASCO Series 2004-17XS, Class A3A & A44 86359BZF1
] | MoFtgitie Eoan Trist 2004:3 Auset Backed Notes Clasg (AT O0A3YERCA
ABO793BE DSLA Mortgage Loan Trust 2004—AR1 ) 23332UAD6
Grednpoint Home Loan THisk 20044 : T oRsRERIY
Residential Funding Corporation 2004-RS9 76112BCF5
Residential Funding Corporation 2004-RSS 76112BCG3
Residential Funding Corporation 2004-RS9 76112BCH1

Home Equity Loan Trust 2004-1 » » * 73k
ABO7988E Countrywide Revolving Home Equity Loan Trust 2004-K 126673KF8

ABO798BE Countrywide Revolving Home Equity Loan Trust 2004-K ) 126673KG6
ABO7S9RET 1 Qv Coiase Binding GO, 20043 i : ' 16678RBUG




Please not that the information provided herein was prepared i rehance upon obtained from employees of Ambac Ass Corp. and the avaitable business records of Ambac Assurance Corp This information s subject to

or d errors, and is ly imited by the records and information still in exisience, presently recollected, and thus far discovered. OCI reserves the right 1o correct omissions or errors in this information, and o
provide more accurate information as 1t becomes avmluhle
Policy Number Deal Name Identifier SF Policy Number
ABOSOSBE Countrymde Asset Backed Certificates Trust 2004-AB1 126673HD7
4 (GSAA Home Ediey Trist 2087 ClassEd ~ . | =leihhuE
4566 1AAC6

IndyMac Home Eqmty Loan Trust 2004-2 Certificates
S Eaiy AR T

45661 AAD4
126673KP6
) 126673KQ4

Count:ym e Revolving Home Equity Loaﬁ Trust‘2004 L
Countrywide Revolving Home Equi

ABO811BE

ABO

ABOBLIBE ( 45254NK29

ABOBJGBE ' DSIA A - ‘ ‘ FSABURGT

ABOBZ4BE Nomura Asset Acceptance Corporation Alternative Loan Trust 2004-APZ 65535VFX1

ABO824BE Nomura Asset Acceptance Corporation Alternative Loan Trust 2004-APZ 65535VFY9

'ABOB24BE Nomura Asset - Acceptance Corporation Alternative Loan Trust 2004-AP: 65535VGH5 )

Pt : Wy o . 437 B e
86359BN64

e

U 4a7isBAAL
126673QR6

| serniNy.
4566066K2
1266735N3

_55353WACD

i i Trust Jo0a 1
an%sef‘ ity Loah Trust 20041

ABOSS1BE

/ABOBS5BE

ABOB60BE

=

Chevy Chase Fundlng LLC Senes 2005-1 16678RC|' 2 L
X ide. i : wstZDDS-i, MAF-Sﬁ o L iy

2 172973085
ABOSGYBE | urtFAide Asset Backed Certificates Trust 2005-3, cfasszxﬁ-sa 2es1nss
ABOS70BE SASCO Series 2005-7XS 86359B7G0
ABO870BE SASCO Series 2005-7XS 86359B7H8
ABOB7OBE SASCO Serfes 2005-7XS 86359874 )
ABGSTIRE | Harbaiew ah Trist 2005:2, Class A1 e aneibie .
ABO881BE DSLA Mortgage Loan Trust 2005 AR2 23332UDE1
ot o SRR e
ABOBSSBE C, Series 2005-A ) ) 16678RDBO
st 2005-AR3 : ' . by
ABOBSBBE 68389CBH3
AeosaIBE HassenEME e e B
ABOB93BE 16678RDKO
‘ G2660TFM0
AB0O897BE _ 83611NACO
ABOSH9BE 55285DAHE -
ABQ903BE 23297ROM1
ABBSUSBE 45284NPWY
ABO907BE Aleutian

22037PABY
ABOSOS P! al tur ousing £ (! 22037PADS
AB0913BE Harborview Mortgage Loan Trust 2005-8 41161PQT3
AB0913BE Harborview Mortgage Loan Trust 2005-8 41161PQW6G
AB0913BE Harborview Mortgage Loan Trust 2005-8 41161PRPO
AB0913BE Harborvlew Mortgage Loan Trust 2005-8 ) . ) 41161PRR6
ABOOYBBE s " : CURRISIRS s i
AB0917BE 39538WCZ9

(4LIBIPTMS

mpac CMB Trust Series 2005-6

45254NQGS5
AB0922BE Impac CMB Trust Series 2005-6 ) . , _ 45254NQW0
‘BBOGHARE 5 - o RaNORe




Pleuse note that the informaton provided herein was prepared in reliance upon obtaned from employees of Ambac A Corp. and the available business records of Ambac Assurance Corp  This information 1s subject to

or errors, and 13 ly imited by the records and informauon stll in exjstence, presently recollected, and thus far discovered OCI rescrves the right to correct omussions or errors 1n this information, and to
provide more accurate information as 1t becomes available
Policy Number Deal Name Identifier

ABO924BE c CMB Trust Serlas 2005 & - 45254N0Y6
AB0925BE Countrywsde Revolving Home Equity Loan Trust 2005-F 126685A15

ABQ925BE Countrywide Revolving Home Equity Loan Trust 2005-F 126685AK2
7 IGMAEM 20050HE4 ‘ ]

' . W L 3e185EERD
AB(0928BE ) ) ) 16678RE89

AB0930BE Harborwew Mortgage Loan Trust 2005-13 41161PWA7
ABO930BE Harborview Mortgage Loan Trust 2005 13 41161PWE9
ABOY31 ' x5 J = Ssasicet
. 1ehin | rivesler
ABOQBGBE Greenpomt Mortgage Fundlng Trust 2005-AR5 39538WEF1
ABO936BE Greenpomt Mortgage Funding Trust 2005-ARS 39538WELS
ABQSABE. : y Chase Eindin s T i e ; 16678068
ABQ944BE Home Loan Mortgage Loan Trust 2005-1 43718RAC7
AB0944BE Home Loan Mortgage Loan Trust 2005-1 43718RADS
ABOSA7BE ; secooen. . s
ABOMATEE | a 003 i . 52882
ABQO949BE Harborview Mortgage Loan Trust 2005-16 41161PYV9
AB0949BE Harborview Mortgage Loan Trust 2005-16 41161PYY3
ABO949BE Harborview Mortgage Loan Trust 2005-16 41161PZB2
Harborvrew Mortgage Loan Trust 2005 ‘16 i » 41161PZD8
_ 16678RETO
. s edAssetsCorp 20052 - LUARISATTEL.
AB0956BE Countrywlde Asset Backed Certificates Trust 2005-1€ 126670NV6
ABQ956BE Countrywide Asset Backed Certificates Trust 2005-1€ 126670NW4
ABO956BE Countrywide Asset Backed Certificates Trust 2005-1€ 126670NX2
AB0956BE Countrywide Asset Backed Certificates Trust 2005-1€ 126670NY0
AB0956BE Countrywide Asset Backed Certificates Trust 2005- 1€ 126670NZ7
ABOQSGBE Countrywide Asset Bad(ed Certlf' cates Trust 2005-1€ 126670PAC
ABOQSBBE Countrymde Asset Backed Certificates Trust 2005-17 126670QR2
ABO958BE Countrywide Asset Backed Certificates Trust 2005-17 126670QS0
ABO958BE Countrywide Asset Backed Certificates Trust 2005-17 126670QT8
ABQ958BE Countrywide Asset Backed Certificates Trust 2005-17 126670QU5
ABO958BE Countrymde Asset Backed Certificates Trust 2005-17 ) 126670QV3
BBO9SORE ~ 6 Tryst 2005-81 1266’&5&5 '
ABQ960BE
ABORIBE ! Hist 20080 - . . s .
ABQ967BE Lehman XS Trust Mortgage, Series 2005-9N 525221GP6
AB0967BE Lehman XS Trust Mortgage, Series 2005-9N 525221GR2
ABOYBBBE : .
ABQO970BE Lehman XS Trust Mortgage, Series 2006-2N 525221HC4
ABOS70BE Lehman XS Trust Mortgage Series 2006-2N v 525221HEQ )
v ) : S . | ilv e . W
AB0972BE 785778PGO
ABOYIIBE
ABQ977BE IndyMac Residential Asset-Backed Trust 2006-L1 456606LM2
AB0977BE IndyMac Residential Asset-Backed Trust 2006-L1 456606LNO0
ABOSYREE T (heliChase RGING LLC Sbrles 20061 s e i ekTaRBE
ABO979BE Countrywide Revolving Home Equity Loan Trust 2006-B 126685CS3
AB0979BE Countrymde Revolvung Home Equlty Loan Trust 2006 B 126685CX2
ABQYEIBE g TSt 2006-AR2 T w0 e 39538WGhe.
‘ApbomzBE. . Fubding Trust 2006-AR2 < 39538WGD4.
ABO984BE CountrVWIde Home Equity Loan Trust 2006-S1 126685CY0
ABO984BE Countrywide Home Equity Loan Trust 2006-S1 126685CZ7
AB0S84BE Countrywide Home Equity Loan Trust 2006-S1 126685DA1
AB0984BE Countrywide Home Equity Loan Trust 2006-S1 126685DB9
ABQO984BE Countryw1de Home Equity Loan Trust 2006-S1 i} 1266850C7
ABD9BSBE ' de & Eduity taan Trust 20Q6{ ‘ 12668500H6
ABO9BSBE &19%5&[&&\] Loan Trust 2006:C. .. .. \7ebBSDR2 .
ABQS89BE Terwin Mortgage Trust 2006-4SL 881561W91
ABO989BE Terwin Mortgage Trust 2006 4SL ) 881561X25
990¢ éh ARS s " 39538WHB7
ABO991BE 14041GCU8

14041GCV6

17297802




Please note that l.he mformauon provided herein was prepared in reliance upon inf obtaned from emp! of Ambac A Corp. and the available business records of Ambac Assurance Corp  This information 1s subject o

or d errors, and is Limited by the records and information sull in existence, presently recollected, and thus far discovered. OCT reserves the right to comrect omissions or errors in this information, and 1o
provide more accurate information as 1t becomes available
Policy Number

Deal Name Identifier SF Policy Number
nﬁeggsee s s ¥ - i e e : "72978Am : i o
ABO999BE Deutsche Alt B Securltles Mortgage Loan Trust, Serles 2006 ABZ 251511AD3
ABO999BE Deutsche Alt-B Securities Mortgage Loan Trust, Series 2006-AB2 251511AE1
ABO999BE Deutsche Alt-B Securities Mortgage Loan Trust Series 2006-AB2 251511AG6

Series 16678WAAd

Trust 2006-11

ABlOlOBE Irwin Home Equity Loan Trust 2006-P1 46412AAA0
AB1010BE Irwin Home Equity Loan Trust 2006-P1 46412AAC6
AB1010BE Irwin Home Equity Loan Trust 2006-P1 46412AAD4
ABL010BE Irwin Home Equlty Loan Trust 2006 P1 N ) 46412AAE2
ABI0IABE Terwin Mortgage Trust WSL e - 88156120
AB1013BE ountrywnde Asset Backed Certificates Trust 2006-13 23242EAA7
AB1013BE Countrywide Asset Backed Certificates Trust 2006-13 23242EABS
AB1013BE Countrywide Asset Backed Certificates Trust 2006-13 23242EAC3
AB1013BE Countrywide Asset Backed Certificates Trust 2006-13 23242EAD1
AB1013BE Countrymde Asset Backed Cemf cates Trust 2006-13 23242EAE9
- 23242EAF6

: ‘ . o o 41161VAEQ
Qrigen Manufacturlng Housmg Contract Trust Collateralized Notes 2006 A 68620BAA0

AB1015BE .......Origen Manufacturing Housmg Contract Trust Collaterallzed Notes 2006-2 68620BAB8
ABLO1BEE | 4 Private Intemationa) Securitization
ABL019BE LBB3BIHAS
ABiGHEE . : . essiiAM
AB1021BE DSLA Momgage Loan Trust 2006-AR2 23332QAB9
DSLA Mortgage Loan Trust 2006-AR2 . 23332QAF0
2BE | Chewy Chase Finding LT, Sinies 20063 n - 16678YAAD
AB1023BE Countrywide Home Equity Loan Trust 2006-S4 23243NADO
AB1023BE Countrywide Home Equity Loan Trust 2006-S4 23243NAE8
AB1023BE Countrywide Home Equity Loan Trust 2006-S4 23243NAF5
AB1023BE Countrywide Home Equity Loan Trust 2006-S4 23243NAG3
AB1023BE Countrywide Home Equity Loan Trust 2006-54 23243NAH1

AB1023BE 23243NA)7

ABIO29BE
Agigiing

AAArdvark »IV
12668487

126684089
Guity L . 126684450
Corp. 2006-3 45255RAAS5

ABL032BE

AB1O34EE : Gheais Morthads Fanding TAUSES006AR2 L 07A01AAYS
AB1035BE Bear Stearns Alt-A Trust 2006-R1 0738668A2
AB1035BE Bear Stearns Alt-A Trust 2006-R1 073866BB0
AB1035BE Bear Stearns Alt-A Trust 2006-R1 0738668C8
AB1035BE Bear Stearns Alt-A Trust 2006-R1 073866BD6
ABIQ3SBE Bear Stearns Alt-A Trust 2006-R1 073866BE4
ABIUS7BE 1 Hambbrview Mortgage Loan Triust 20065 » - 4iiBixARL -
AB1039BE Home Loan Mortgage Loan Trust 2006-1 43718UAA4

AB1039BE Home Loan Mortgage Loan Trust 2006-1 43718UAB2
A81039BE Home Loan Mortgage Loan Trust 2006-1 43718UACO
E ™ v .

86361WAK?

. : ‘ . T5itsEAES

AB1045BE Countrywlde Alternatrve Loan Trust Series 2006- OA19 Class A-3F 12668RAC2

ABlDdBBE 1 WENBS J006:AR19, Class A4 o i D 949780803

AB1047BE Bear Stearns Mortgage Funding Trust 200 07401JAB4

ABIOABBE Patrimionio S.A) Be ..V, kMBS 20061 ' ~ L oMxerPADDOBOS . o .
AB1049BE Chevy Chase Funding LLC, Series 20064 16678XAA2

ABLOSOBE L Bty Mortdage Loan Asset:Backed Triast 2006-3. LRl P A3T00RAAD

AB1051BE Ownit Mortgage Trust 2006-0T1 69121YAA2

AB1051BE Ownit Mortgage Trust 2006-0T1 o 88156AAA2

ABi0SABE - J— L A5 660RAAL

ABI0SSBE  IMPAC Secured Assets Corp, 20065, Class 2.4 o 45257EAE4



Please note that the information provided herewn was prepared in rehance upon obtained from employees of Ambac A

or

Policy Number

ABIOS7BE
AB1060BE
AB1060BE
AB1060BE
AB1060BE
AB1060BE
AB1060BE
AB1060BE
AB1060BE

AB1072BE

Corp. and the available business records of Ambac Assurance Corp. This informauon is subject to

d errors, and is limited by the records and informauon still in existence, presently recollected, and thus far discovered OCI reserves the night to correct omussions or errors 1n tus information, and to
provide more accurate information as 1t becomes available.

Deal Name

Option One Mortgag Loa
Option One Mortgage Loan Trust 2007-FXD1
Option One Mortgage Loan Trust 2007-FXD1
Option One Mortgage Loan Trust 2007-FXD1
Option One Mortgage Loan Trust 2007-FXD1
Option One Mortgage Loan Trust 2007-FXD1
Option One Mortgage Loan Trust 2007-FXD1
Option One Mortgage Loan Trust 2007-FXD1

-  Mortgage
Chevy Chase Funding LLC, Series 2007-1
Manuf;

achured ﬂousing Contract Trust Serles 7007-1 | »
ing Contract Trust Series 20071
Housing Contract Trust Serles 20071
IndyMac Resldentlal Mortgage-Backed Trust 2007-L1
IMPAC Seciired Assets Corp. 200743

Via Asset Securitization Tssuance T LLE 2007-HEL
Harborvnew Mortgage Loan Trust 2007-2

ABiozseEy
)

AB1081BE |

AB1081BE

AB1088BE

AB1091BE
e
ABlO94BE 2
AB10SBHE
AB1099BE
AB1099BE
AB1099BE
AB1099BE
AB110EEEY
AB1103BE-2
AH11058E 1
AB1105BE-2

AB1110BE
AB1 llOBE

ALO0OSBE

ALO007BE
BEGOC1SS
L

Aleutian

Lehmnxs’rmswcrtsme Series

Lehman XS Trust Mortgage, Sﬁﬁeﬁz, :

Irwin HELOC . Trust 2007-1, Cl

-1, Class TA-1, TIA-D, 1lk~3, TA-
Lehman XS Trust Mortgage, Series 2007-7N
Lehman XS Trust Mortgage, Senes 2007-7N

Nomura Asset Acceptance Corporatlon, Alternative Loan Trust 2007-2

Nomura Asset Acceptance Corporation, Altemative Loan Trust, 2007-2
Nomura Asset Acceptance Corporation, Altemative Loan Trust, 2007-2
Nomura Asset Acceptance Corporation, Altematlve Loan Trust, 2007-:

Lehman XS Trust Series 2007-14H, Class Ad
LERman XS 1rose Seres 2007:15N, Class 3242

Lehman XS Trust Serie!

Adnrdvark s XS

Deutsche Alt-A Securities, Inc. Re-REMIC Trust Certlf cates Senes 2007 RS1

Deutsche Alt-A Securities, Inc, Re-REMIC Trust Certificates Series 2007-RS1
fonavit Cass’A G =

7-15N, Class 4-A3_

Aleutian
Aleutian

AMERIC

. 32025HABS

- MKePRADDONID

NG TRUST | SENIOR MTGEASS THROUIGH CERTIF SERTES T (ALGA)
AMERICAN HOUSING TRUST I SENIOR MTGPASS-THROUGH CERTIF SERIES T (ALGA}

Identifier SF Poli
68402VAAD
68402VABS
68402VAC6
68402VAD4
68402VAE2
68402VAF9
68402VAG?7
68402VAHS

Number

41164LAD1

07401WAP4
07401WHAD
45257VAD8

52524GAJ1
52524GAL6
32029HAAQ

32029HRCE.
16679BAAS

92978LAAG

525237BH5

Bhobo028
65537UAA6
©65537UAB4
65537UAC2
65537UADO
4

52524VAT6

AArdvark - X8
25152DAR2
25152DAB0
MX95CE090089 -
MX95CE0900C7
52525PM88
68620KAAD




Please note that the information provided herein was prepared in rehance upon obtained from employees of Ambac A Corp. and the available business records of Ambac Assurance Corp. This information 1s subject Lo
or d errors, and 13 ily limited by the records and information still in existence, presently recollected, and thus far discovered OCI reserves the nght W correct omussions or errors in this information, and to
provide more accurate informaton as it becomes available

Policy Number

Deal Name

RICAN HOUSING TRUST III OC

 SERI
SR MTG PASS-THROUGH CERTIF SERIES 1

Identifier

267119000

BE600182
BE600182 AMERICAN HOUSING TRUSTIIIDC SR MTG PASS-THROUGH CERTIF SERIES 1 0267119A1
BE600182 AMERICAN HOUSING TRUST III DC SR MTG PASS-THROUGH CERTIF SERIES 1 026711989
BE600182 AMERICAN HOUSING TRUST II DC SR MTG PASS-THROUGH CERTIF SERIES 1 0267119C7
BE600182 AMERICAN HOUSING TRUSTIIIDC SR MTG PASS-THROUGH CERTIF SERIES 1 0267119D5
BE600182 AMERICAN HOUSING TRUSTIII DC SR MTG PASS-THROUGH CERTIF SERIES 1 0267119F0
BE600182 AMERICAN HOUSING TRUSTIIIDC SR MTG PASS-THROUGH CERTIF SERIES 1 0267119G8
BE600182 AMERICAN HOUSING TRUST III DC SR MTG PASS-THROUGH CERTIF SERIES 1 0267119H6
BE600182 AMERICAN HOUSING TRUST III DC SR MTG PASS-THROUGH CERTIF SERIES 1 026711912
BE600182 AMERICAN HOUSING TRUST III DC SR MTG PASS-THROUGH CERTIF SERIES 1 0267119K9
BE600182 AMERICAN HOUSING TRUST III DC SR MTG PASS-THROUGH CERTIF SERIES 1 0267119L7
BE600182 AMERICAN HOUSING TRUSTIIIDC SR MTG PASS-THROUGH CERTIF SERIES 1 0267119M5
BE600182 AMERICAN HOUSING TRUST III DC SR MTG PASS-THROUGH CERTIF SERIES 1 0267119N3
BE600182 AMERICAN HOUSING TRUSI' IIDC SR MTG PASS-THROUGH CERTIF SERIES 1 026711AB7
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Item 1, our activities in these sectors has been limited to loss mitigation and the recovery of residual value in Ambac Assurance. As such, the following
descriptions of the Financial Guarantee and Financial Services segments relate to the existing portfolios in those segments. Ambac does not currently
anticipate generating any new business.

Financi aran nt

The financial guarantee segment includes financial guarantee insurance and other credit enhancement products, such as credit derivatives. Generally,
financial guarantee insurance provides an unconditional and irrevocable guarantee that protects the holder of a fixed income obligation against
non—payment of principal and interest when due. Pursuant to such guarantees, Ambac Assurance and its subsidiaries make payments if the obligor
responsible for making payments fails to do so when scheduled. Under certain circumstances, counterparties to transactions may assert mark~to—market
termination claims in respect of exposures, which amounts would be due upon the making of such claim. See “Risk Factors—Ultimate actual claim
payments on our CDO of ABS and other credit derivative exposures could materially exceed on a present value basis our current disclosed estimates of
impairment.” Ambac Assurance and its subsidiaries provided financial guarantee insurance for public finance and structured finance obligations in the
global capital markets.

In certain floating rate insured bond transactions, the issuer or ultimate obligor of insured securities is party to an interest rate swap that hedges its risk
to interest rates, effectively creating a synthetic fixed rate obligation. In such transactions, Ambac Assurance has, from time—to—time, insured the obligor’s
payment obligations under the interest rate swap contract, including in some but not all cases the obligation to make a termination payment upon the
occurrence of certain specified termination events. In certain transactions, Ambac Assurance’s insurance policy on the swap obligations will remain in force
even after the floating rate insured bond is refunded. See “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Liquidity and Capital Resources” for a discussion of potential liquidity risks under these transactions.

Ambac Assurance and its subsidiaries also guarantee or provide credit protection on obligations already carrying insurance from other financial
guarantors, with Ambac Assurance obligated to pay only upon a default by both the underlying obligor and the original financial guarantor. At
December 31, 2009, Ambac provided credit protection with an aggregate outstanding par amount of $1.5 billion on such obligations, primarily through the
issuance of credit derivatives. The weighted—average rating of these underlying obligations, excluding the effect of the guarantee from other financial
guarantors, was BBB at Deccmber 31, 2009.

In addition to the guarantees on fixed income obligations described above, Ambac Assurance has underwritten transactions which expose the
company to risks which may not be limited to credit risk, such as market risk, natural disaster risk, mortality or other property and casualty type risk
characteristics. Ambac has underwritten such business primarily in relation to broad indiccs and reference pools which embody diverse risk characteristics.

Ambac Assurance derives finaneial guarantee revenues from: (i) premiums earned from insurance contracts; (ii) net investment income; (iii) revenue
from credit derivative transactions; (iv) net realized gains and losses from sales of investment securities; and (v) amendment and consent fees. See
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” located in Part II, Item 7 and Note 18 of Notes to Consolidated
Financial Statements located in Part 11, Item 8 for further information.

Ambac Assurance determined premium rates on the basis of the type of transaction and its assessment of the risk it was guaranteeing. Pricing for
financial guarantecs was received either upfront (typical of public finance obligations) or in installments from the cash flows generated by the underlying
assets (typical of structured finance obligations). Despite writing no material new business, Ambac continues to collect premiums on its existing portfolio of
guarantees that pay premiums periodically.

Financial guarantee products were sold in three principal markets: the U.S. public finance market, the U.S. structured finance and asset—backed
market and the international finance market. Ambac is no longer originating any new financial guarantee business and is currently managing the runoff of
these portfolios.

11



n
U. S. Public Finance Insured Portfolio

Ambac’s portfolio of U.S. Public Finance exposures is $223 billion, representing 57% of Ambac’s net par outstanding. U.S. Public Finance consists
of U.S. municipal issuances, including general obligations, lease and tax—backed obligations, health care, housing, public utilities, transportation and higher
education, as well as certain infrastructure privatization transactions, such as toll road and bridge financings, public transportation financings, stadium
financings, military housing and student housing. Public finance obligations are generally supported by either the taxing authority of the issuer or the
issuer’s or underlying obligor’s ability to collect fees or assessments for certain projects or public services.

The table below shows our ten largest Public Finance exposures, by repayment source, as a percentage of total Financial Guarantee net par
outstanding at December 31, 2009:

% of Total

Ambac Net Par Net Par

(Sin millions) 1 i Quistanding

California State—GO A $ 3,111 0.8%
New Jersey Transportation Trust Fund Authority—Transportation System A+ 2,067 0.5%
Washington State—GO AA 1,932 0.5%
NYS Thruway Authority, Highway & Bridge Revenue AA- 1,733 0.4%
Bay Area Toll Authority, CA Toll Bridge Revenue AA- 1,676 0.4%
MTA, NY, Transportation Revenue (Farebox) A 1,447 0.4%
New Jersey Turnpike Authority Revenue A 1,417 0.4%
Massachusetts Commonwealth—GO AA 1,302 0.3%
Massachusetts School Building Authority, MA, Sales Tax Revenue—GO AA 1,248 0.3%
Los Angeles Unified School District, CA—GO AA- 1,179 0.3%
Total $ 17,112 4.3%

(1) Internal Ambac credit ratings are provided solely to indicate the underlying credit quality of guaranteed obligations based on the view of Ambac
Assurance. In cases where Ambac has insured multiple tranches of an issue with varying internal ratings, or more than one obligation of an issuer
with varying internal ratings, a weighted average rating is used. Ambac credit ratings are subject to revision at any time and do not constitute
investment advice. Ambac Assurance, or one of its affiliates, has guaranteed the obligations listed and may also provide other products or services to
the issuers of these obligations for which Ambac may have received premiums or fees.

U.S. Structured Finance and Asset—Backed Insured Portfolio

Ambac’s portfolio of U.S. Structured Finance exposures is $115 billion, representing 30% of Ambac’s net par outstanding. Insured exposures include
securitizations of mortgage loans, home equity loans, auto loans, student loans, credit card debt, leases, operating assets, CDOs and other asset—backed
financings, in each case where the majority of the underlying collateral risks are situated in the United States. Additionally, Ambac’s Structured Finance
insured portfolio encompasses both secured and unsecured debt issued by investor—owned utilities. Included within the operating asset sector are
securitizations of aircraft, rental cars, shipping container and rail car fleets, as well as film rights, franchise fees, pharmaceutical royalties, and intellectual

property.

Structured finance exposures generally entail three forms of risks: (i) asset risk, which relates to the amount and quality of the underlying assets;
(ii) structural risk, which relates to the extent to which the transaction’s legal structure and credit support provides protection from loss; and (ii1) servicer
risk, which is the risk that poor performance at the servicer or manager level contributes to a decline in cash flow available to the transaction. Ambac
Assurance sought to mitigate these risks through its credit risk management guidelines, policies and procedures and manages these risks through its Risk
Management practices.
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Structured securities are usually designed to help protect the investors and, therefore, the guarantor from the bankruptcy or insolvency of the entity
that originated the underlying assets as well as from the bankruptcy or insolvency of the servicer of those assets. The servicer of the assets is typically
responsible for collecting cash payments on the underlying assets and forwarding such payments, net of servicing fees, to a trustee for the benefit of the
issuer. One potential issue is whether the sale of the assets by the originator to the issuer would be upheld in the event of the bankruptcy or insolvency of the
originator and whether the servicer of the assets may be permitted or stayed from remitting to investors cash collections held by it or received by it after the
servicer or the originator becomes subject to bankruptcy or insolvency proceedings. Another potential issue is whether the originator sold ineligible assets to
the securitization transaction that subsequently deteriorated, and, if so, whether the originator has the willingness or financial wherewithal to meet its
contractual obligations to repurchase those assets out of the transaction. Structural features of a transaction, such as control rights that are typically held by
the senior note holders, or guarantor in insured transactions will impact thc extent to which underlying assct performance affects the performance of the
securities.

A significant portion of Ambac Assurance’s structured finance exposures relates to RMBS. The issuers typically originate or purchase residential
mortgages, home equity loans or home equity lines of credit, which are in turn bundled into pools which are sold by the issuers in the form of asset—backed
sccurities. The scrvicer administers the underlying loans in the pools and may or may not be affiliated with the loans’ originators or the issuer. The
following table presents the top five servicers by net par outstanding, for global structured finance exposures:

Net Par
s Y .“. ] _Mnl-ﬂm_ i
Servicer

Countrywide Home Loans. Mortgage—backed § 9,785
PHEAA Student Loans $ 4,475
GMAC Mortgage, LLC Mortgage—backed § 4234
Wachovia Bank, N.A. Mortgage—backed $ 3,423
Nelnet Student Loans $ 3,175

Structured Finance includes the credit enhancement of CDOs and CLOs. These transactions involve the securitization of a portfolio of corporate
bonds, corporate loan obligations and/or asset—backed securities, including exposure to residential mortgages. Please refer to “Management’s Discussion
and Analysis of Financial Condition and Results of Operations—Residential Mortgage—Backed Securities Exposures” for further discussion. Please also
refer to “Recent Developments” in this Item 1 for a description of the Proposed Settlement with respect to certain CDO-related obligations.

The table below shows our ten largest Structured Finance transactions, as a percentage of total financial guarantee net par outstanding at
December 31, 2009:

% of Total

Ambac Net Par Net Par
(Ginmillions).. ing(! i i
CDO of ABS < 25% MBS AA~ $ 2,254 0.6%
Private Commcrcial Asset—Backed Transaction BBB+ 2,159 0.6%
Ridgeway Court Funding II, Ltd BIG 1,914 0.5%
Wachovia Asset Securitization Issuance II, LLC 2007-HE2 BIG 1,844 0.5%
Iowa Student Loan Liquidity Corporation Revenue Bonds A 1,787 0.5%
Diversey Harbor ABS CDO, Ltd BIG 1,758 0.5%
Hertz Vehicle Financing, LLC BIG 1,589 0.4%
Michigan Higher Education Student Loan Activity BBB 1,563 0.4%
Vermont Student Assistance Corporation Revenue Bonds A 1,555 0.4%
Ridgeway Court Funding I, Ltd BIG 1,495 0.4%
Total $ 17,918 4.6%
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(1) Internal Ambac credit ratings are provided solely to indicate the underlying credit quality of guaranteed obligations based on the view of Ambac
Assurance. In cases wherc Ambac has insured multiple tranches of an issue with varying internal ratings, or more than one obligation of an issuer
with varying internal ratings, a weighted average rating is used. Ambac credit ratings are subject to revision at any time and do not constitute
investment advice. Ambac Assurance, or one of its affiliates, has guaranteed the obligations listed and may also provide other products or services to
the issuers of these obligations for which Ambac may have received premiums or fees. “BIG” denotes credits deemed below investment grade (e.g.
below BBB-).

International Finance Insured Portfolio

Ambac’s portfolio of International Financc insured exposures is $53 billion, representing 13% of Ambac’s net par outstanding. Ambac’s existing
International Finance insured exposures include a wide array of obligations in the international markets, including infrastructure financings,
asset—securitizations, CDOs, utility obligations, whole business securitizations (e.g. securitizations of substantially all of the operating assets of a
corporation) and other obligations.

Ambac UK, which is regulated in the United Kingdom, had been Ambac Assurance’s primary vehicle for directly issuing financial guarantee policies
in the United Kingdom and the European Union. In 2009, Ambac UK’s license to do new business was curtailed. Ambac UK has net worth maintenance
(suspended until November 2014) and reinsurance agreements with Ambac Assurance pursuant to which Ambac Assurance has provided capital support to
Ambac UK. The reinsurance obligations of Ambac Assurance under this reinsurance agreement have been allocated to the Segregated Account. Ambac UK
has recently delivered to Ambac Assurance notices of termination with respect to the AUK Reinsurance Agreement. Ambac Assurance has not agreed or
accepted that the purported termination of the AUK Reinsurance Agreement was valid. See “Recent Developments” in this Item 1.

In emerging markets Ambac had focused on future cash flow transactions from top tier issuers (structured transactions secured by U.S. Dollar and
Euro cash flows generated from exports or payment remittances) and, to a more limited extent, on domestic securitizations.

In 2008, Ambac Assurance terminated its alliance in Japan with Sompo Japan Insurance Inc. (“Sompo Japan”), as Sompo Japan announced it was
exiting the financial guarantee business. Ambac closed its Tokyo office in 2009.

When underwriting transactions in the international markets, an understanding of the specific risks related to the particular country and region could
impact the credit of the issuer. These risks include the legal and political environment, capital market dynamics, foreign exchange issues, and the degree of
governmental support. Ambac Assurance evaluated these risks at the time of underwriting and continues to address them through its credit risk management
guidelines.

Geographically, Ambac UK’s exposures are principally in the United Kingdom, continental Europe, Australia, Japan and certain emerging market
countries. In addition, Ambac Assurance has guaranteed transactions in which the geographic risk is spread over multiple countries.
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determined by applying a weighted average calculation, using the remaining years to expected maturity of each guaranteed bond, and weighting them on the

basis of the remaining net par guaranteed. No assumptions are made for future refundings of guaranteed issues.

As of December 31, 2009, the total net par amount of guaranteed bonds outstanding was $390.4 billion. See Note 15 of Notes to Consolidated

Financial Statements, located in Part IT, Item 8 for further information.

Types of Bonds

The table below shows the distribution by bond type of Ambac Assurance’s guaranteed portfolio as of December 31, 2009.

Guaranteed Portfolio by Bond T}/)pe
as of December 31, 2009V

Net Par Amount

Band Type .

(8 in millions)
Public Finance:

Lease and tax—backed revenue $ 73,081
General obligation 54,047
Utility revenue 30,835
Transportation revenue 22,501
Higher education 16,577
Health care revenue 11,987
Housing revenue 10,247
Other 3,892
Total Public Finance 223,167
Structured Finance:

Mortgage-backed and home equity 32,407
Other CDOs 18,313
CDO of ABS > 25% MBS 16,718
Asset—backed and conduits 16,455
Student loan 14,518
Investor-owned utilities 13,212
Other 3,092
Total Structured Finance 114,715

Total Domestic 337,882

International Finance(4):

Asset—backed and conduits 13,691
Investor—owned and public utilities 10,388
Other CDOs 9,083
Transportation 7,584
Sovereign/sub—sovereign 6,859
Mortgage—backed and home equity 3,386
Other 1,533
Total International Finance 52,524
Grand Total $ 390,406

% of Total Net
Par Amount

19%
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Summary of Below Investment Grade Exposure

December 31, December 31,
($ in millions)
Public Finance:
Transportation $ 1,113 $ 1,152
Health care 307 329
Tax—backed 598 283
General obligation 280 215
Other 658 552
Total Public Finance 2,956 2,531
Structured Finance:
CDO of ABS > 25% RMBS 17,464 22,020
Mortgage—backed and home equity—first lien 13,477 5,737
Mortgage—backed and home equity—second lien 13,639 8,295
Auto Rentals 1,260 1,128
Student loans 3,910 859
Enhanced equipment trust certificates 473 663
Mortgage—backed and home equity—other 584 416
Other CDOs 523 21
Other 2,227 77
Total Structured Finance 53,557 39,910
International Finance:
Airports 1,498 —
Other 1,210 139
Total International Finance 2,708 139
Total $ 59,221 $ 42,580

The decrease in CDO of ABS greater than 25% RMBS resulted from credit default swap commutations and amendments during 2009 ($8,221
million), partially offset by the continued credit deterioration of RMBS and CDO collateral within high—grade CDO of ABS transactions. The increase in
mortgage—backed and home equity (first and second liens) below investment grade exposures is the result of continued credit deterioration. The increase in
student loan below investment grade exposures was due to the interest rate stress that is currently impacting ARS & VRDO exposures. The ARS market no
longer functions and, as a result, all ARS securitics are paying the maximum auction rate, while all Ambac wrapped student loan VRDO’s are now bank
bonds and paying the bank rate. The increasc in the structured finance “other” category is the result of an underperforming film rights sccuritization.

Commitments to Issue Future Guarantees

In connection with its financial guarantee business, Ambac has outstanding commitments to provide guarantees (consisting of both insurance and
credit derivatives) of $8.5 billion at December 31, 2009. These commitments relate to potential future debt issuances or increases in funding levels for
existing insurance or credit derivative transactions. Commitments gencrally have fixed termination dates and are contingent on the satisfaction of all
conditions set forth in the contract. These commitments may expire unused or be reduced or cancelled at the counterparty’s request. Additionally,
approximately 78% of the total commitment amount represents commitments that contain one or more of the following provisions: (i) the commitment may
be terminated at Ambac’s election upon a material adverse change, (ii) in order for the funding levels to be
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The following table shows the distribution by bond type of Ambac Assurance’s ceded guaranteed portfolio at December 31, 2009:

Ceded Guaranteed Portfolio by Bond Type
as of December 31, 2009

Ceded Par
Amount % of Gross
Bond Type i
(8 in millions)
Public Finance:
Lease and tax—backed revenue. $ 6,295 8%
General obligation 4,924 8
Utility revenue 2,909 9
Transportation revenue 2,904 11
Higher education - 1,671 9
Health care revenue 955 7
Housing revenue 1,135 10
Other 164 4
Total Public Finance 20,957 9
Structured Finance:
Mortgage—backed and home equity 395 1
Other CDOs 83 —
Asset—backed and conduits 1,550 9
CDO of ABS > 25% MBS 335 2
Student loan 2,284 14
Investor—owned utilities 1,187 8
Othcer 481 13
Total Structured Finance 6,315 5
Total Domestic 27,272 7
International Finance:
Asset—~backed and conduits 1,250 8
Investor—owned and public utilities 1,772 15
Other CDOs 119 1
Transportation 567 7
Sovereign/sub—sovereign 655 9
Mortgage—backed and home equity 33 I
Other 163 10
Total International Finance 4,559 8
Grand Total $ 31,831 8%

As aprimary financial guarantor, Ambac Assurance is required to honor its obligations to its policyholders whether or not its reinsurers perform their
obligations under the various reinsurance agreements. To minimize its exposure to significant losses from reinsurer insolvencies, Ambac Assurance
(1) monitors the financial condition of its reinsurers; (ii) is entitled to receive collateral from its reinsurance counterparties in certain reinsurance contracts;
and (iii) has certain cancellation rights that can be exercised by Ambac Assurance in the event of rating agency downgrades of a reinsurer, At the inception
of each reinsurance contract, Ambac Assurance requires collateral from certain reinsurers primarily to (i) receive statutory credit for the reinsurance to
foreign reinsurers, (ii) provide liquidity to Ambac Assurance in the event of claims on the reinsured exposures, and (iii) enhance rating agency credit for the
reinsurance. When a reinsurer is downgraded by one or more rating agencies, less
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insured by Ambac Assurance has been retired, the remaining unrecognized premium is recognized at that time to the extent the financial guarantee contract
is legally extinguished. Certain obligations insured by Ambac have been legally defeased whereby government securities are purchased by the issuer with
the proceeds of a new bond issuance, or less frequently with other funds of the issuer, and held in escrow (a pre—refunding). The principal and interest
received from the escrowed securities are then used to retire the Ambac—insured obligations at a future date, either to their maturity date or a specified call
date. Ambac has evaluated the provisions in certain financial guarantee insurance policies issued on legally defeased obligations and determined those
policies to have not been legally extinguished and thus premium revenue recognition has not been accelerated. Normal net premiums earned exclude
accelerated premiums. Normal net premiums eamned and accelerated premiums are reconciled to total net premiums earned in the table below.

The following table provides a breakdown of net premiums earned by market sector:

Public Finance $195.9 $ 2038 $234.9
Structured Finance 220.5 261.0 291.7
International Finance 171.1 176.2 185.9
Total normal premiums earned 587.5 641.0 7125
Accelerated earnings 209.9 381.8 129.0

Total net premiums earned $797.4 $1,022.8 $ 841.5

The following table provides a breakdown of accelerated earnings:

(Sin millions) 2009 2008 2007
Public Finance $1248 $343.5 $106.2
Structured Finance 277 31.3 9.8
International Finance 57.4 3.1 13.0
Reinsurance cancellations — 39 —
Total accelerated earnings $209.9 $381.8 $129.0

Normal net premiums earned for 2009 were negatively impacted by (i) limited new business written since November 2007, and none in 2009; (ii) the
high level of public finance refunding activity during 2008 and 2009; and (1ii) several structured finance transaction terminations, partially offset by an
increase in net earnings due to the reinsurance cancellations that were executed during 2008 and 2009.

. Net investment income in 2009 was $493.5 million, flat from $494.1 million in 2008. The comparatively lower invested asset
base in 2009 was offset by a higher average yield on the portfolio. The lower invested asset base was driven by reductions in the portfolio to pay
commutations on CDO of ABS transactions, RMBS claim payments and to provide loans to the financial services businesses, partially offset by $1.3 billion
in funds received via the capital raise in March 2008, $800 million from the issuance of Ambac Assurance preferred stock in December 2008 and January
2009, and cash flow from the collection of financial guarantee premiums, tax refunds, fees and coupon receipts on invested assets. Compared to 2008, the
average portfolio mix has shifted away from tax—exempt municipals toward taxable securities, primarily floating rate RMBS securities purchased from the
investment agreement business, Ambac insured securities purchased in the open market and corporate bonds. The average yield in 2009 was higher
primarily as a result of accretion of bond discounts on Ambac insured securities and RMBS securities previously written—down to fair value in connection
with earlier period other—than—temporary impairments. Floating rate taxable and short—term securities in the portfolio have been adversely impacted in
2009 by the low interest rate environment. Please see “Liquidity and Capital Resources” for more information.
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that contain significant RMBS exposures. The net credit derivative liability included in the Consolidated Balance Sheets for these credit derivative
transactions is $2,399.7 million as of December 31, 2009. Estimated credit impairments on these transactions of $4,208.2 million as of December 31, 2009
represents management’s expectation of claim payments on these exposures that Ambac will have to make in the future.

Qther Income. Other income in 2009 was $418.3 million, as compared to $8.5 million and $10.7 million in 2008 and 2007, respectively. Included
within other income are non—investment related foreign exchange gains and losses, deal structuring fees, commitment fees, reinsurance settlement gains
(losses), gains (losses) on consolidation of variable interest entities and changes in fair value of consolidated VIEs’ assets and liabilities and Ambac’s equity
investment in Qualifying Special Purpose Entities (“QSPEs”). Other income for 2009 primarily resulted from (i) the termination of reinsurance contracts,
resulting in net gains of $296.2 million; (ii) the impact of the movement in the British Pound to US Dollar exchange rate upon premium receivables,
resulting in a gain of $81.9 million, and (iii) gains from consolidated variable interest entities of $7.4 million. The decrease for the year ended December 31,
2008 compared to 2007 is primarily due to the impact of movements in the Euro to US Dollar exchange rate upon the company’s Euro cash account.

Losses gnd Loss Expenses_ Losses and loss expenses are based upon estimates of the aggregate losses inherent in the non—derivative financial
guarantee portfolio as of the reporting date. Loss and loss expenses in 2009 were $2,815.3 million, $2,227.6 million in 2008 and $256.1 million in 2007.
Losses and loss expenses in 2009 were heavily concentrated in the RMBS insurance portfolio. Continued deterioration in the performance of the underlying
RMBS loans was observed, most prominently in the first lien product (negative amortization and interest—only loans) and second lien product (closed end
second liens and home equity lines of credit). The non—RMBS losses and loss expenses are highly concentrated in a handful of asset—backed securitizations,
several student loan deals and one municipal transportation transaction. As a result of the adoption of the new accounting guidance related to financial
guarantee contracts, losses and loss expenses are not comparable from 2008 to 2009. Ambac is required to recognize a loss reserve for the excess of: (a) the
present value of expected net cash outflows to be paid under the insurance contract (expected loss), over (b) the unearned premium revenue for that contract.
To the extent (a) is less than (b), no loss reserve will be recorded. Changes to the loss reserve estimate in subsequent periods will be recorded as a loss
expense in the income statement. Prior to the adoption of the new financial guarantee insurance accounting guidance, Ambac utilized a discount rate of
4.5% to estimate the present value of future loss payments. As of December 31, 2009, September 30, 2009, June 30, 2009 and March 31, 2009, Ambac
utilized discount rates of 2.91%, 2.48%, 2.16% and 1.72%, respectively, to estimate the present value of future loss payments. Additionally, Ambac will no
longer characterize loss reserves as active credit reserves and case reserves as the new financial guarantee insurance accounting guidance does not
distinguish between reserves for transactions that have defaulted and those established for probable and estimable losses due to credit deterioration on
insured transactions that have not yet defaulted.

The increased loss provision in 2008 was primarily the result of increases related to the residential mortgage—backed security sector. The 2007
increase was the result of increases for domestic transportation and residential mortgage—backed security sectors, partially offset by a reduction in the
remaining Public Finance portfolio due to improved financial conditions.

The following table summarizes the changes in the total net loss reserves for 2009 and 2008:

December 31, December 31,
S in millions)
Beginning balance of net loss reserves $ 2469200 $ 4733
Provision for losses and loss expenses 2,810.8 2,227.6
Losses paid (1,734.3) (638.2)
Recoveries of losses paid from reinsurers 203.6 55.4
Other recoveries, net of reinsuranc&) 722 1.7
Intercompany elimination of VIEs (44.2) —
Ending balance of net loss reserves § 3,7773 $ 2,129.8

84



EXHIBIT S



———

2009 Quarterly Operating Supplement

Q4

» Financial Highlights

Share price $0.83
Market capitabzation $238.7 millon
Net ncome $558.1 mdlon
Net income per dikuted share $1.93

New York | London | Sydney | Milan




Normal Net Insurance Premiums Earned and Fees on Credit Derivatives M

First Second Third Fourth Full
2009 ($ Thousands) Quarter Quarter Quarter Quarter Year
Public Finance .. ............... e e e e e $49,495 $48,938 $49,658 $47,783 $195,874
Structured Finance .. .. .. ... .. ..... e o 64,064 51,718 54,047 50,705 220,534
International Finance .......... P AN e 42,249 43279 44,371 41,147 171,046
Total Normal Insurance Premiums Eamed . ... .. ... ... . ... R $155,808  $143,935 $148,076  $139.635 $587,454
Fees on credit derivative contracts @ .. ... ... ... $13,159 $12.195 $12,814 $10.473 $48 641

First Second Third Fourth Full
2008 ($ Thousands) Quarter Quarter Quarter Quarter Year
PublicFinance . ... ... ... .. .. . . . e $55,811 $53,066 $48,497 $46,436 $203,810
Structured Finance . .. .......... ... .. ... .. . ... 70,374 67,369 63,292 59,994 261,029
International Finance . .. . ... .. ... .. .. . ... 46,685 45 809 43,202 40,456 176,152
Total Normal Insurance Premiums Earned . . ... ... .. e . $172.870  $166,244 $154,991 $146,886  $640,991
Fees on credit derivative contracts @ ... ... ... $16,973  $16,709 $15,342  $13.701  $62,725
Effect of Refundings, Calls and Other Accelerations m

First Second Third Fourth Full
2009 ($ Thousands, Except Share Data) Quarter Quarter Quarter Quarter Year
Earned premium recognized from refundings, calls and other accelerations . . . $41,004 $33,797 $90,325 $44,780 $209,906
Netincome effect . . ...... ... ... . ... .. . . $25,482 $45,677 $83,650 $41,322 $196,131
Net income per diluted shareeffect . . ... .............................. $0.09 $0.16 $0.29 $0.14 $0.69

First Second Third Fourth Full
2008 ($ Thousands, Except Share Data) Quarter Quarter Quarter Quarter Year
Earned premium recognized from refundings, calls and other accelerations . . . $13,996  $159,227 $127,335 $81,208  $381,766
Netincomeeffect......................... .. ... ....... .. . $20,374 $87,738 $85,315 $50,909  $244,336
Net income per diluted shareeffect . .. .............. .. ... ............. $0.14 $0.30 $0.30 $0.18 $0.98

(1) Ambac adopted FAS 163 / ASC 944 effective January 1, 2009. Please refer to "Adoption of FAS 163 / ACS 944 page" for more information.
(2) Fees on credit derivative contracts are included in “Realized gains and losses and other settlements on credit derivative contracts" on the
consolidated statement of operations.
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Summary of Net Insurance Loss Reserves and Credit Derivatives”
($ Thousands) 12/31/09 12/31/08 12/31/07 12/31/06
Total msurance reserves " . . . . . . 3,777,321 2,129,758 473,188 215,102
Estimated credit impairment losses on credit derivatives @6 . 4208,198 3,740,202 1,105,741 -
Total impairment losses . . 7,985,519 5,869,960 1,578,929 215,102
Mark-to-market reserve (asset) on credit derivatives @ (1,168,707) 4,491,955 4,889,721 (8,929)
Mark-to-market reserve (asset) on total return swaps . .. R .. . - 77,960 21,901 (11,195)
Grand total net insurance loss reserves and credit derivatives . . .. $6,816,812 $10,439,875 $6,490,551 $194,978
Summary of Below Investment Grade Exposures®
($ Millions) Net Par Outstanding ~ Total Impairment Losses'”
Public Finance:
Transportation Revenue . .. . e $1,113
Utilites . . . . -
Health Care .. .. . . . 307
Other . . . 1,536
Total Public Finance .. . . .. . .. A 2,956 406
Structured Finance:
CDOof ABS>25% MBS. .. . . .. ... L 17,464 4,208
Mortgage-Backed & Home Equity - First Lien & Other. ... 14,061 2,314
Mortgage-Backed & Home Equity - Second Lien ... .. 13,639 497
Other . .. . . . . . 8,393 533
Total Structured Finance . . . . .. .. 53,557 7,552
International Finance: 2,708 27
Total . . R e e $59,221 $7,985

(1) Ambac adopted FAS 163 / ASC 944 effective January [, 2009. Please refer to "Adoption of FAS 163 / ASC 944 page" for more information.

(2) Total net mark-to-market losses are $3,039,491 as of December 31,2009, and $8,232,157 as of December 31, 2008 and are reported on the consolidated balance
sheet under derivative liabilities and derivative assets.

(3) On March 24, 2010, Ambac Assurance established a segregated account. The purpose of the Segregated Account is to segregate certain segments of
Ambac Assurance's liabilities, and in connection with such segregation Ambac Assurance has allocated to the Segregated Account, among other things, (i) certain
policies insuring or relating to credit default swaps, (ii) all residential mortgage-backed securities policies (some of which will be allocated to the Segregated
Account after it is established), (iii) certain other identified policies, including those relating to Las Vegas Monorail Company, and (iv) certain Student Loan
Policies. The Wisconsin Office of the Commissioner of Insurance (OCI) commenced rehabilitation proceedings with respect to the Segregated Account in order
to permit the OCI to facilitate an orderly run-off and/or settlement of the liabilities allocated to the Segregated Account pursuant to the provisions of the
Wisconsin Insurers Rehabilitation and Liquidation Act. Until the Segregated Account Rehabilitation Plan is approved, which OCI has indicated will be in
approximately six months, it is anticipated that no claims will be paid on Segregated Account Policies. Please see discussion in Ambac's 2009 Form 10-K.



Historical Financial Guarantee Exposures Outstanding "

December 31,
($ Millions Net Par Value) 2009 ¥ 2008 2007 2006 2005

Public Finance:

Lease and tax backed . ................... ....... $73,081 $77,060 $88,147 $89,042 $82,584
General obligation . . ...................... ... . 54,047 58,296 63,977 62,834 57,982
Uty . oo e 30,835 32,166 37,976 38,313 36,877
Transportation . . ........ ........ ... ... ..., 22,501 22,306 25,466 24,979 23,718
Higher education. . ..... ........... e 16,577 17,959 20,685 22,068 20,203
Healthcare... ...... ..... R 11,987 15,115 27,161 27,849 26,994
Housing . ........ ... .. ... ... .. ... .. ... 10,247 10,862 11,531 10,996 10,152
Other. .. ... e 3,892 4,457 6,010 6,181 5,556
Total Public Finance . . .. ......... .. e . 223,167 238,221 280,953 282,262 264,066
Structured Finance:
Mortgage-backed & home equity . . .. ... ... e 32,407 36,995 43,078 46,239 48,869
OtherCDOs .. .. ..... P 18,313 19,988 22,174 20,423 18,213
CDOof ABS>25% MBS ....... ... ... ....... 16,718 23,190 29,127 20,145 7,533
Asset-backed and conduits . . . . . T R 16,455 25,443 36,407 34,815 32,505
Studentloan .. .. ... . .. ... ..., L 14,518 16,644 18,372 18,404 16,538
Investor-owned utilities . .. ... .. ... . ... 13,212 14,650 17,055 17,345 16,398
Other... .. ... .. ..... e e o 3,092 3,499 4,485 5212 4,296
Total Structured Finance ... ... .. e 114,715 140,409 170,698 162,583 144,352
International Finance®™:

Asset-backed and conduits . .. ... ... ..o 13,691 16,383 19,290 17,642 15,151
Investor-owned and public utilities . . .. .......... . ... 10,388 8,492 10,384 10,531 8,052
OtherCDOS . .. ... oo e e 9,083 12,784 15,572 19,978 23,427
Transportation. ...................... ... .... 7,584 6,870 7,784 6,524 5,156
Sovereign/sub-sovereign . . ..... ............. o 6,859 5,980 7,347 6,344 3,585
Mortgage-backed & home equity . . . . . e 3,386 3,669 10,106 11,951 14,627
Other. .. ... ... i 1,533 1,502 1,891 1,228 669
Total International Finance . .. ...... ............ 52,524 55,680 72,374 74,198 70,667
Grand Total .. ....................... $390,406  $434,310 $524,025 $519,043 $479,085

Percent of Total Net Par Outstanding

Public Finance .. .. ... ....... ...... .. S 57.2% 54.9% 53.6% 54.4% 55.1%
Structured Finance . ... ........ .. e e 29.4% 323% 32.6% 31.3% 30.1%
International Finance . .. .. .... .......... ..... 13.4% 12.8% 13.8% 14.3% 14.8%
Total Net Par Outstanding . . . .......... ... ... .. 100.0% 100.0% 100.0% 100.0% 100.0%

M Included in the above exposures are structured credit derivatives. Total structured credit derivative net par
outstanding amounted to $43,276, $53,918, $64,988, $55,460 and $43,712 at December 31, 2009, 2008, 2007,
2006 and 2005, respectively. On March 24, 2010, Ambac entered into a non-binding proposed settlement with
respect to certain credit derivative transactions. Please see discussion in Ambac 's 2009 Form 10-K.

@ Net financial guarantees written reflects the recapture of $26,137 million relating to the cancellation of certain
reinsurance contracts.

® International transactions include components of domestic exposure.
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and certain regulatory and other constraints, including adverse business performance, affect Ambac’s ability to pay dividends and make other payments;
(28) the risk of litigation and regulatory inquiries or investigations, and the risk of adverse outcomes in connection therewith, which could have a material
adverse effect on our business, operations, financial position, profitability or cash flows; (29) other factors described in the Risk Factors section in Part I, 1A
of this Annual Report on Form 10-K and also disclosed from time to time by Ambac in its subsequent reports on Form 10—Q and Form 8-K, which are or
will be available on the Ambac website at www,.ambac.com and at the SEC’s website, www.sec.gov; and (30) other risks and uncertainties that have not
been identified at this time. Readers are cautioned that forward—looking statements speak only as of the date they are made and that Ambac does not
undertake to update forward—looking statements to reflect circumstances or events that arise after the date the statements are made. You are therefore
advised to consult any further disclosures we make on related subjects in Ambac’s reports to the SEC.

Partl

Item 1. Business.
INTRODUCTION

Ambac Financial Group, Inc., headquartered in New York City, is a holding company whose subsidiaries provide financial guarantee products
(including credit derivatives) and provides other financial services to clients in both the public and private sectors around the world. Ambac was
incorporated on April 29, 1991. Ambac’s activities are divided into two business segments: (i) Financial Guarantee and (ii) Financial Services. Ambac
provides financial guarantee insurance for public and structured finance obligations through its principal operating subsidiary, Ambac Assurance
Corporation. Ambac Assurance is the successor to the founding financial guarantee insurance company, which wrote the first bond insurance policy in
1971. As an alternative to financial guarantee insurance credit protection is provided by Ambac Credit Products, a subsidiary of Ambac Assurance, in credit
derivative format. Through its financial services subsidiaries, Ambac has provided financial and investment products including investmcnt agreements,
funding conduits, interest rate, currency and total return swaps, principally to its clients of the financial guarantee business. Plcase see “Part II, Item 7,
“Management’s Discussion and Analysis of Financial Condition and Results of Operations™ for further discussion.

As a holding company, Ambac is largely dependent on dividends from Ambac Assurance to pay dividends on its common stock, to pay principal and
interest on its indebtedness and to pay its operating expenses. Dividcnds from Ambac Assurance are subject to ccrtain insurance regulatory restrictions. See
“Insurance Regulatory Matters—Wisconsin Dividend Restrictions” section and “Management’s Discussion and Analysis—Liquidity and Capital
Resources” located in Part II, Item 7 for further information.

Ambac’s internet address is www.ambac.com. We make available free of charge, or through the investor relations section of our web site, annual
reports on Form 10-K, quarterly reports on Form 10—Q and current reports on Form 8—K and amendments to these reports filed or furnished pursuant to
Section 13(a) or 15(d) of the Securities Exchange Act of 1934.

t Devel nts:

Currently, Ambac Assurance has triple—A financial strength ratings from Moody’s Investors Services, Inc. (“Moody’s”) and Standard and Poor’s
Rating Services (“S&P”), and a double—A rating from Fitch Inc. (“Fitch”) (downgraded from triple—A on January 18, 2008). These ratings are an essential
part of Ambac Assurance’s ability to provide credit enhancement and are essential to Ambac Assurance’s ability to compete in the financial guarantee
business. See “Rating Agencies” section below for further information. Considering the high levels of delinquencies and defaults within residential
mortgage loans, each of these rating agencies began a review of the capital adequacy of the financial guarantee industry in the fall of 2007. In late December
2007, following the rating agency reviews, Ambac Assurance’s triple~A rating was affirmed by both S&P (with “negative outlook”) and Moody’s;
however, Fitch placed Ambac’s triple—A rating on “rating watch negative” and stated that Ambac Assurance had a modeled $1 billion capital shortfall. On
January 16, 2008, Moody’s put Ambac Assurance’s triple—A rating on review for possible downgrade. On January 18, 2008, S&P placed Ambac
Assurance’s triple—A financial strength rating on Credit Watch Negative. On January 18, 2008, Fitch downgraded Ambac Assurance’s insurance financial
strength rating to double—A (“ratings watch negative”). On February 25, 2008, S&P reaffirmed Ambac Assurance’s triple A rating, but kept it on Credit
Watch Negative. On February 29, 2008, Moody’s publicly announced that it is continuing a review for possible downgrade that was initiated on January 16.
2008. Based on an updated assessment of Ambac Assurance’s mortgage risk, Moody’s believes that Ambac Assurance’s capital exceeds the minimum Aaa
standard but falls below the Aaa target level. Moody’s further stated that Ambac is actively pursuing capital strengthening activities that, if successful, are
expected to result in Ambac Assurance meeting Moody’s current estimate of the Aaa target level. There have been a number of recent developments with
respect to ratings actions by the rating agencies. In light of the ongoing nature of ratings actions or announcements by the rating agencies, one should
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consult announcements by the rating agencies, the websites of the rating agencies and Ambac’s website for the then current publicly available information.
These ratings actions have had a significant impact on Ambac Assurance’s ability to compete in the financial guarantee business. Please refer to Part I,

Item 1 “Business — Business Segments — Financial Guarantee” below for further discussion as to its impact on the U.S. public finance and asset—backed and
international markets.

Currently, Ambac Financial Group’s long—term senior unsecured debt is rated “AA” by S&P (negative outlook), “Aa2” by Moody’s (review for
possible downgrade) and A by Fitch (Rating Watch Negative).

As a result of the rating agency actions described above, as well as significant disruption in the capital markets and investor concern with respect to
our financial position, we have been able to write only a limited amount of new financial guarantee business since November 2007.

In recent months, we have undertaken a review of all our business units. In conducting this review, we considered the risk exposure within each
business (including our view of the probability of default, the potential loss given default and the relevant correlations), the risk adjusted returns over the
course of an economic cycle and Ambac’s franchise value and competitive advantages.

As aresult of this review, in connection with our efforts to raise capital and maintain our triple—A ratings, we expect to:

»  Emphasize our public finance business (including municipal finance, healthcare and global utilities) and refocus our structured finance business
(including emphasizing segments of the global infrastructure market, student loans, leasing & asset finance and structured insurance). Many of
the above businesses will be subject to revised underwriting and risk management guidelines;

+  Suspend underwriting all structured finance businesses (domestic and international), for six months in order to accumulate capital;

»  Discontinue underwriting certain structured finance businesses (domestic and international), including collateralized debt obligations and
collateralized loan obligations, mortgage—backed securities, whole business securitizations, auto and credit cards and emerging market
transactions;

»  Discontinue the execution of credit enhancement transactions in credit default swap format;
*  Discontinue writing new Financial Services business; and

+  Focus on reducing single risk concentrations across our portfolio.
We also will reduce the quarterly dividend payable on our common shares to $.01 per share.
Notwithstanding these actions, management remains confident that its claim paying ability is adequate to support policyholder liabilities.

In addition, Ambac is in the process of evaluating several options related to its capitalization which are focused on maintaining Ambac Assurance’s
triple—A financial strength rating from the major rating agencies. These options may include a plan to raise additional capital. In the event that we do not
maintain our triple—A ratings, we believe that we can execute a significantly reduced business plan and operate with double—A ratings that will include
Structured Finance, International and reinsurance across a variety of bond types. In that circumstance, we expect to accumulate capital and position
ourselves to regain our triple—A ratings. Ambac will continue to work closely with the regulators and the rating agencies to design and implement a strategy
to address the credit issues within its portfolio and to preserve and grow the business franchise.
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BUSINESS SEGMENTS

The following paragraphs describe the business operations of Ambac and its subsidiaries for its two reportable segments: Financial Guarantee and
Financial Services.

Financial Guarantee

The financial guarantee segment includes financial guarantec insurancc and other credit enhancement products, such as credit derivatives. Financial
guarantee insurance provides an unconditional and irrevocable guarantce that protects the holder of a fixed income obligation against non—payment of
principal and interest when due. Essentially, Ambac Assurance or Ambac Assurance UK makes payments if the obligor responsible for making payments
fails to do so. Ambac Assurance and its subsidiaries serve the global capital markets by providing financial guarantee insurance for public finance and
structured finance obligations. Total net premiums earned and other credit enhancement fees from external customers, by geographic location of risk is
discussed in Part II, Item 8 under Note 19 of Notes to Consolidated Financial Statements. Both issuers and investors benefit from financial guarantee
insurance. Issuers typically benefit when the insurance has the effect of lowering their cost of borrowing because the insurance premium is less than the
value of the spread between the yield on the insured obligation (carrying the credit rating of Ambac Assurance) and the yield of the uninsured obligation.
Financial guarantee insurance also typically increases the marketability of obligations issued by infrequent or unknown issuers or in connection with
complex financings. Investors generally benefit from increased liquidity in the secondary market, reduced exposure to price volatility caused by changes in
the credit quality of the underlying obligor, monitoring and remediation by Ambac on insured transactions and added protection against a potential loss in
the event that the obligor defaults on its obligation. As a result of the actions by the rating agencies in the fourth quarter of 2007 and the beginning of 2008,
obligations guarantecd by Ambac Assurance and other financial guarantors have experienced significantly greater price volatility and reduccd liquidity,
thercby reducing some of the benefit noted above.

In certain floating rate insured transactions, the issuer of insured securities is party to an interest rate swap that hedges their risk to interest rates
effectively creating a synthetic fixed rate obligation. In such transactions, Ambac Assurance has, from time—to—~time, insured the issuer’s obligations under
both the insured securities and the derivative contract.

As an alternative to financial guarantee insurance, credit protection relating to a particular pool of assets, security or issuer can be provided through a
credit derivative. Ambac Credit Products LLC, a wholly owned subsidiary of Ambac Assurance, provides credit protection in the global markets in credit
derivative form. These credit derivatives, which arc privately ncgotiated contracts, provide the counterparty with credit protection against thc occurrence of
a specific event such as a payment default or bankruptcy relating to an underlying obligation. Upon a credit event, Ambac Credit Products is generally
required to make payments equal to the difference between the scheduled debt service payment and the actual payment made by the issuer. In a small
number of transactions, Ambac Credit Products is required to (i) make a payment equal to the difference between the par value and market value of the
underlying obligation or (ii) purchase the underlying obligation at its par value and a loss is realized for the difference between the par and market value of
the underlying obligation. Substantially all of Ambac Credit Product’s credit derivative contracts relate to structured finance transactions. Credit derivatives
issued by Ambac Credit Products are insured by Ambac Assurance. See “Quantitative and Qualitative Disclosures About Market Risk” located in Part II,
ltem 7A for further information about credit derivatives.

Ambac Assurance and its subsidiaries also guarantee or provide credit protection on obligations already carrying insurance from other financial
guarantors, with Ambac Assurance obligated to pay only
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upon a default by both the underlying obligor and the original financial guarantor. At December 31, 2007, Ambac provided credit protection for $1.7 billion
outstanding par on these obligations, primarily through the issuance of credit derivatives. The weighted—average rating of these underlying obligations,
excluding the guarantee from other financial gnarantors, was BBB+ at December 31, 2007.

In addition to the guarantees on fixed income obligations described above, Ambac Assurance, from time to time, enters into transactions that expose
the company to risks which may not be correlated to credit risk, for example, market risk, weather—related or other disasters, mortality or other property and
casualty type risk characteristics. Ambac underwrites such risks so that a substantial level of first loss protection would have to be exhausted before Ambac
would become liable in respect of such risks. Additionally, Ambac underwrites such business primarily in relation to broad indices and reference pools
which embody diverse risk characteristics.

Ambac Assurance seeks to minimize the risk inherent in its financial guarantee portfolio by maintaining a diverse portfolio which spreads its risk
across a number of criteria, including issue size, type of obligation, geographic area and obligor.

Ambac Assurance derives financial guarantee revenues from: (i) premiums earned from insurance contracts; (ii) net investment income; (iii) revenue
from credit derivative transactions; (iv) net realized gains and losses from sales of investment securities; and (v) certain structuring and other fees. See
“Management’s Discussion and Analysis of Financial Condition and Results of Operations™ located in Part II, Item 7 and Note 19 of Notes to Consolidated
Financial Statements located in Part II, Item 8 for further information.
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Ambac Assurance determines premium rates on the basis of the type of transaction and its assessment of the risk it is guaranteeing. Factors considered
in pricing include underlying credit ratings, term to maturity, structure of the issue and credit and market factors including security features and other credit
enhancement features. Additionally, the interest rate spread between insured and uninsured obligations with characteristics similar to those of the proposed
issue is considered in the pricing process as well as the cost and the projected return to Ambac Assurance.

Prior to the rating agency actions on Ambac Assurance and other financial guarantors, the business environment was extremely competitive stemming
from bank funding, the uninsured market, senior/subordinate securitizations, other providers of credit derivatives and other triple—A rated financial
guarantors. This increased competition had an adverse impact on pricing. In the fall of 2007, each of the major rating agencies (S&P, Moody’s and Fitch)
began a review of the capital adequacy of the financial guarantee industry. As a result of their reviews, the major rating agencies have recently (i) changed
their rating outlook for certain financial guarantors to “negative”, (ii) placed certain financial guarantee insurers on review for a possible downgrade, and
(iii) downgraded certain financial guarantee insurers. Certain financial guarantors had their current ratings affirmed as “stable”. Distress in the current credit
environment has produced credit spread widening. However, due to the uncertainty of Ambac’s ratings as indicated above, Ambac’s business has been
limited and we have not been able to benefit from the pricing environment. As a result of these actions and the uncertainty regarding future actions to be
taken by the rating agencies, Ambac Assurance has been placed at a competitive disadvantage in all three of the financial guarantee markets: public finance,
structured finance and international finance. See “Competition” section below for further information.

Financial guarantee products are sold in three principal markets: the U.S. public finance market, the U.S. structured finance and asset—backed market
and the international finance market.



U.S. Public Finance Market

The U.S. public finance market includes all U.S. municipal issuance including general obligations, lease and tax—backed obligations, health care,
housing, public utilities, transportation and higher education, as well as certain infrastructure privatization transactions, such as toll road and bridge
financings, public transportation financings, stadium financings, military housing and student housing. Public finance obligations are generally supported by
either the taxing authority of the issuer or the issuer’s or underlying obligor’s ability to collect fees or assessments for certain projects or public services.
Although Ambac Assurance guarantees the full range of public finance obligations, Ambac Assurance concentrates on those projects that require more
structuring skills. Certain projects, which had been financed by the local or U.S. government alone, are now being financed through public—private
partnerships. In these transactions, debt service on the bonds, rather than being paid solely by tax revenues or other governmental funds, is being paid from a
variety of revenue sources, including revenues derived from the project itself. Examples of these transactions include toll road financings, stadium
financings, student housing and military housing. In the U.S. public finance market, an issuer typically pays an up~front premium to Ambac Assurance at
the time the policy is issued. Premiums are usually quotcd as a pcrcentage of the total amount of principal and interest that is scheduled to bccome duc
during the life of the insured bonds. The following table sets forth the volume of new issues of long—term (longer than 12 months) public finance bonds and
the volume of new issues of insured long~term public finance bonds over the past ten years in the United States.

. Publi¢ Fin Long—Term Mark

Refundings as Insured Bonds

New Total Percentage Insured as Percentage

($ in Billions) Money Refundines of Total Volume

1998 204.7 82.0 286.7 28.6 145.5 50.7
1999 189.3 383 227.6 16.8 105.6 46.4
2000 181.3 19.5 200.8 9.7 79.3 395
2001 223.5 64.7 288.2 224 134.4 46.6
2002 266.7 92.1 358.8 25.7 178.9 49.9
2003 288.7 95.0 383.7 24.8 190.7 49.7
2004 271.7 88.4 360.1 24.5 192.7 53.5
2005 2717.6 130.7 408.3 320 233.0 57.1
2006 309.5 79.1 388.6 20.3 184.8 475
2007 351.4 76.2 4217.6 17.8 201.0 47.0

Source: Amounts are reported by The Bond Buyer. Amounts represent gross par amounts issued or insured, respectively, during such year.

Changes in volume of public finance bond issuance during this period are primarily attributable to changes in refunding activity related to the
then—current interest rate environment, along with the issuers’ new money requirements. Volume since 2002 has exceeded historical levels as a result of the
low interest rate environment and considerable infrastructure finance needs. Insured volume as a percentage of total volume (“insured penetration”) during
2004 through 2005 increased, largely the result of budget deficits experienced by municipalities and the corresponding flight to quality by investors.
Beginning December 2007, insured penetration was reduced significantly as a result of the uncertainty regarding the financial stability of the financial
guarantors, including Ambac Assurance. This has also caused a reduction in new issuances as certain municipalities either (i) delayed issuance, or (ii) were
unable to find purchasers for their obligations, given that their issuance was not going to be insured by a financial guarantor.

6



I f

Proposed new public finance bond issues are submitted to Ambac Assurance by issuers (or their investment bankers or financial advisors) to
determine their suitability for financial insurance. Public finance bond issues are sold on either a competitive or a negotiated basis. With respect to
competitive issues, an issuer will publish a notice of sale soliciting bids for the purchase of a proposed issue of bonds. Potential bidders on the bonds then
form syndicates. These syndicates then solicit a determination from some or all of the financial guarantors whether an issue is suitable for financial
guarantee and at what premium rate and on what terms. The syndicate then determines whether to bid on the issue with a financial guarantee (and if so, with
which financial gnarantor) or without a financial guarantee. The issuer then generally selects the syndicate with the lowest bid. In a negotiated offering, the
issuer has already selected an investment bank and that investment bank solicits premium quotes and terms from the financial guarantors.

Ambac Assurance also provides financial guarantees on public finance bonds outstanding in the secondary market that are typically purchased by an
institution to hedge or facilitate the sale of bonds in its portfolio or inventory. Historically, the financial guarantee increases the sale price of bonds
(typically by an amount greater than the cost of the policy) and affords a wider secondary market and therefore greater marketability to a given issue of
previously 1ssued bonds. Ambac’s ability to underwrite insurance policies in the secondary market has also been adversely impacted by the actions of the
rating agencies. As is the case with new issues, the premium is generally payable in full at the time of policy issuance. Ambac Assurance employs the same
underwriting standards on secondary market issues that it does on ncw public finance issues. For sccondary market transactions, Ambac is generally not
afforded the same level of control over credit remediation as a new issue insurance policy.

Ambac Assurance guaranteed gross par of $52.3 billion, $43.1 billion and $53.8 billion in 2007, 2006 and 2005, respectively, in the U.S. public
finance market. Public Finance new business guarantced represented 41%, 35% and 43% of total gross par guaranteed for 2007, 2006 and 2005,
respectively. See “Management’s Discussion and Analysis of Financial Condition and Results of Operations” located in Part II, Itcm 7 for further
information.

The table below shows our ten largest Public Finance cxposures, by repayment source, as a percentage of total Financial Guarantee nct par
outstanding at December 31, 2007:

% of Total

Ambac Net Par Net Par
Daollars in Milliops) St 0 i 0 i
Califomnia State — GO A+ $ 3,109 0.6%
New Jersey Transportation Trust Fund Authority — Transportation System A+ 2,162 0.4%
Washington State — GO AA 1,879 0.4%
Bay Area Toll Authority, CA Toll Bridge Revenue AA- 1,838 0.4%
MTA, NY, Transportation Revenue (Farebox) A 1,724 0.3%
California Department of Water Resources, Power Supply A 1,694 0.3%
NYS Thruway Authority, Highway & Bridge Revenue AA- 1,488 0.3%
New Jersey Economic Development Authority ~ School Facilities Construction A+ 1,440 0.3%
New Jersey Turnpike Authority Revenue A 1,374 0.3%
Massachusetts Commonwealth — GO AA 1,327 0.3%
Total $ 18,035 3.4%

(1) Internal Ambac credit ratings are provided solely to indicate the underlying credit quality of guaranteed obligations based on the view of Ambac
Assurance. In cases where Ambac has insured multiple tranches of an issue with varying internal ratings, or morc than one obligation of an issuer
with varying internal ratings, a weighted average rating is used. Ambac credit ratings are subjcct to revision at any time and do not constitute
investment advice. Ambac Assurance, or one of its affiliates, has guaranteed the obligations listed and may also provide other products or services to
the issuers of these obligations for which Ambac may have received premiums or fees.
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U.S. Structured Finance Market

As described above in part 1, ltem 1, “Introduction”, as part of its plan to raise additional capital and maintain triple—A ratings, Ambac has reduced or
expects to suspend, discontinue or limit, its participation in various parts of the structured finance sector in 2008; our review of our activities in this sector is
ongoing. In addition, we have been able to write only a limited amount of new financial guarantee business since November 2007. Following is a
description of our participation in the structured finance sector to date.

Financial guarantees of securities in the U.S. structured finance market are typically issued in connection with transactions in which the securities
being issued are secured by or payable from a specific pool of financial or cash flow generating assets. This pool of assets has an identifiable cash flow or
market value and is generally held by a special purpose entity. Structured finance obligations insured by Ambac Assurance generally have the benefit of
over—collateralization and/or other forms of credit enhancement to mitigate credit risks associated with the related assets. These forms of credit
enhancement are designed to absorb the expected losses in these transactions.

Structured Finance includes the securitization of a variety of asset types such as mortgage loans, home equity loans, auto loans, student loans, credit
card debt, leases, operating assets and CDOs where the majority of the underlying collateral risks are situated in the United States. Additionally, Ambac’s
Structured finance business encompasses both secured and unsecured debt issued by investor—owned utilities. Included within the operating asset sector are
securitizations of aircraft, rental car, shipping container and rail cars fleets, as well as film rights, franchise fees, pharmaceutical royalties, and intellectual
property. Included within CDOs are transactions that contain significant risks to the Residential Mortgage—Backed Securities (“RMBS”) market, including
subprime borrowers. Please refer to Part II, Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations — Residential
Mortgage—Backed Securities Exposures” for furthcr discussion.

Structured Finance includes credit enhancement for asset—backed commercial paper conduits (“conduits’). Conduits are used by issuers to efficiently
fund assets in the commercial paper market. Typically sponsored by financial institutions, the conduits usually purchase financial assets and asset—backed
securities, and issue commercial paper to fund the purchase of the assets. The typical conduit structure provides Ambac with significant credit protection
prior to a claim on Ambac’s insurance policy. A conduit rcquires program—wide credit enhanccment as onc of several elements needed to support the
conduit’s credit rating for the structure, of which Ambac provides a senior portion.

Structured Finance also includes the credit enhancement of CDOs. These transactions involve the securitization of a portfolio of corporate bonds,
corporate loan obligations and/or asset—backed securities, including cxposure to subprime rcsidential mortgages (the “Securitized Assets”). The transaction
structure provides certain financial protection to Ambac. This financial protection can take scveral forms; however, the most common are
over—collateralization, first loss and excess spread. In the case of over—collateralization (i.e., the principal amount of the Securitized Assets exceeds the
principal amount of the structured finance obligations guaranteed by Ambac), the structure allows the transaction to experience defaults among the
Securitized Assets before a default is experienced on the structured finance obligations that have been guaranteed by Ambac. In the case of first loss, the
financial guarantee only covers a senior layer of debt. A subordinated layer of debt is either retained by the seller or sold off in the form of equity and
mezzanine debt to other investors; these subordinated layers absorb losses before the senior layer experiences any loss. In the case of excess spread, the
Securitized Assets generate cash flow in the form of interest that is in excess of the interest payments on the related debt. Ambac has participated in CDO
transactions whereby the underlying collateral contains other CDO assets (commonly referred to as CDO squared) or mezzanine tranches of RMBS
securities. As a result of these underlying securities forming the collateral pool, the senior debt holders or guarantor is not afforded the same control rights
or structural protection that is present in Ambac’s remaining guaranteed portfolio of CDOs. Currently, Ambac has $2.9 billion of risk to these transactions.

Unlike the public finance market in which a substantial portion of the deals are bid competitively by the financial guarantors, the U.S. structured
finance market is often a negotiated one. The financial guarantor will work directly with the investment bank or client to create an acceptable structure once
having been awarded the business. Ambac participates in these markets through the issuance of financial guarantee insurance policies and credit default
swaps.
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The U.S. structured finance market in which Ambac provides financial guarantees is broad and varied, comprising public issues, private placements
and bank loans. The increasing array of classes of assets securitized or guaranteed, and the ongoing rapid changes to the market, makes estimating the
aggregate size of the market that we participate in difficult. Similar to the U.S. public finance market, the U.S. structured finance market has been adversely
impacted by the rating agency actions including those with respect to Ambac Assurance, other financial guarantors as well as CDO and MBS securities.

Premiums for structured finance policies are typically based on a percentage of principal insured. Structured finance premiums are generally collected
periodically (e.g., monthly, quarterly or annually) from the cash flow generated by the underlying assets, and on occasion, can be collected in a single
payment at policy inception date.

Ambac Assurance guaranteed gross par of $53.6 billion, $62.4 billion and $58.8 billion in 2007, 2006 and 2005, respectively, in the U.S. structured
finance market. U.S. Structured Finance new business guaranteed represents 43%, 50% and 47% of total gross par guaranteed for 2007, 2006 and 2005,
respectively. See “Management’s Discussion and Analysis of Financial Condition and Results of Operations™ located in Part II, Item 7 for further
discussion.

The table below shows our ten largest Structured Finance transactions, as a percentage of total financial guarantee net par outstanding at
December 31, 2007:

% of Total

Ambac Net Par Net Par
&lin Millions) Rating®) ing i
CDO of ABS < 25% MBS AAA $ 2,700 0.5%
Private Commercial Asset~Backed Transaction BBB+ 2,425 0.5%
Kleros Preferred Funding VI, Ltd A 2,397 0.5%
Towa Student Loan Liquidity Corporation Revenue Bonds A 2,168 0.4%
Ridgeway Court Funding I, Ltd AA- 1,942 0.4%
Diversey Harbor ABS CDO, Ltd AA- 1,868 0.3%
Wachovia Asset Securitization Issuance II, LLC 2007-HE2 BBB+ 1,827 0.3%
Vermont Student Assistance Corporation Revenue Bonds A 1,779 0.3%
Belle Haven ABS CDO 2006-1, Ltd A 1,667 0.3%
Total $ 18,773 3.6%

(1) Internal Ambac credit ratings are provided solely to indicate the underlying credit quality of guaranteed obligations based on the view of Ambac
Assurance. In cases where Ambac has insured multiple tranches of an issue with varying internal ratings, or more than one obligation of an issuer
with varying internal ratings, a weighted average rating is used. Ambac credit ratings are subject to revision at any time and do not constitute
investment advice. Ambac Assurance, or one of its affiliates, has guaranteed the obligations listed and may also provide other products or services to
the issuers of these obligations for which Ambac may have received premiums or fees.

(2) Ambac also has an outstanding commitment to provide a $2,934 financial guarantee on a pool of ABS CDO securities. Ambac has rated this exposure
BBB+. For additional discussion, see “Residential Mortgage—backed Securities Exposure” within Part II, Item 7.

International Finance Market

As described above in part I, Item I, “Introduction,” as part of its plan to raise additional capital and maintain triple—A ratings, Ambac has reduced, or
expects to suspend, discontinue or limit, its participation in various parts of the structured finance sector in international markets in 2008; our review of our
activities in this sector is ongoing. Following is a description of our participation in the structured finance sector in international markets to date.

Outside of the United States, structured finance issuers, utilities, sub—sovereigns, banks and investors have used financial guarantee products,
particularly in markets throughout Western Europe. In the United Kingdom, ongoing privatization efforts have shifted certain risks associated with the
development or operation of infrastructure projects from the government to market participants, thus prompting sponsors to secure long term financing and
investors in such projects to seek the security of financial guarantee products. These privatization efforts are currently being initiated in most other European
countries and Australia as well.
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While the principles of securitization have been increasingly applied in overseas markets, development in particular countries has varied as a result of
the relative sophistication of the local capital markets, level of bank disintermediation and the impact of legal and financial regulatory requirements. It is
anticipated that securitization will continue to expand internationally, albeit at varying rates in each country. Ambac Assurance UK Limited, insures a wide
array of obligations in the international markets including infrastructure financings, asset—securitizations, CDOs, utility obligations, whole company
securitizations (e.g. securitizations of substantially all of the operating assets of a corporation) and other obligations.

Ambac Assurance’s strategy in the international markets is to strengthen its franchise in developed markets by focusing on high quality infrastructure,
structured finance, securitization, and utility finance transactions, and in emerging markets by focusing on future flow transactions from top tier issuers
(structured transactions secured by U.S. Dollar and Euro cash flows generated from exports or payment remittances) in domestic securitizations and
infrastructure financings.

Ambac UK, which is authorized and regulated in the United Kingdom to provide certain classes of general financial guarantees (and is also authorized
to conduct business throughout much of the European Union), has been Ambac Assurance’s primary vehicle for directly issuing financial guarantee policies
in the United Kingdom and the European Union. In 2005, Ambac UK established a branch office in Milan, Italy. Ambac UK has entered into net worth
maintenance and reinsurance agreements with Ambac Assurance pursuant to which Ambac Assurance provides capital support to Ambac UK.

Ambac Assurance is party to an alliance in Japan with Sompo Japan Insurance Inc. (“Sompo Japan™), one of the largest property and casualty
insurance companies in Japan. Although the development of the Japanese securitization market has been slow, Ambac has established a strong franchise in
the consumer finance and whole business securitization sectors.

European securitization issuance achieved record levels in 2007, despite market turmoil. Residential mortgage—backed, collateralized debt obligations
and commercial mortgage~backed sectors represented more than 89% and 85% of total issuance in 2007 and 2006, respectively. Tight credit spreads during
2007 continued to impact the volume available for insurance by Ambac. Accordingly, while active in other sectors, Ambac UK did not underwrite any
mortgage—backed transactions in 2007 and has not done so since 2004. The following table sets forth the volume of new issues European securitizations:

(€ in Billions) Tetal Velume
2001 152.6
2002 157.7
2003 217.3
2004 243.5
2005 327.0
2006 458.9
2007 461.0

Source: Amounts are reported by the ESF Securitization Data Report

Premiums for international finance policies are generally based on a percentage of principal insured. The timing of the collection of international
finance premiums varies among individual transactions; some are collected in a single payment at policy inception date and others are collected periodically
(e.g., monthly, quarterly or annually).
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Ambac Assurance guaranteed gross par of $20.1 billion, $19.0 billion and $12.7 billion in 2007, 2006 and 2005, respectively, in the international
market. International Finance new business guaranteed represented 16%, 15% and 10% of total gross par guaranteed for 2007, 2006 and 2005, respectively.
See “Management’s Discussion and Analysis of Financial Condition and Results of Operations™ located in Part II, Item 7 for further discussion.

The table below shows our ten largest International Finance transactions as a percentage of total financial guarantee net par outstanding at
December 31, 2007:

% of Total

Ambac Net Par Net Par
(& in Milli Mt ‘ ‘
Mitchells & Butlers Finance plc—UK Pub Securitisation A+ $ 2,565 0.5%
CDO of IG Corporate AAA 1,970 0.4%
Telereal Securitisation plc AA— 1,845 0.4%
Punch Taverns Finance plc—UK Pub Securitisation A 1,776 0.3%
Synthetic RMBS AAA 1,261 0.2%
Romulus Finance s.r.1 BBB 1,086 0.2%
Synthetic RMBS AAA 1,076 0.2%
Tubelines (Finagpe) plc A 1,051 0.2%
Metro net Rail BIG 1,022 0.2%
Synthetic RMBS AAA 1,022 0.2%
Total $ 14,674 2.8%

(1) Internal Ambac credit ratings are provided solely to indicate the underlying credit quality of guaranteed obligations based on the view of Ambac
Assurance. In cases where Ambac has insured multiple tranches of an issue with varying internal ratings, or more than one obligation of an issuer
with varying internal ratings, a weighted average rating is used. Ambac credit ratings are subject to revision at any time and do not constitute
investment advicc. Ambac Assurance, or one of its affiliates, has guaranteed the obligations listed and may also providc other products or serviccs to
the issuers of these obligations for which Ambac may have rcceived premiums or fces.

(2) Metronet BCV and SSL are separate operating corporate entities with distinguishable risk features. Individually they would not appear on this list,
however their exposures are aggregated to reflect common business and financial issues currently confronting each company. This transaction’s rating
was upgraded to AA in 2008.

Risk Management

In 2008, Ambac announced that it has reorganized the risk management function. This reorganization contcmplates structural and process—related
changes rclated to risk management at Ambac, with an increascd emphasis on risk—adjusted rcturns.

All risk management responsibilities are now consolidated in a newly created Chief Risk Officer position. The Chief Risk Officer is responsible for
credit risk management; capital management and deployment; and surveillance and remediation of the existing insured portfolio. In the area of credit risk
management, the Chief Risk Officer is charged with responsibility to review and strengthen underwriting policies and procedures, including identification of
business sectors which will be emphasized, deemphasized or exited by Ambac. The Chief Risk Officer is also empowered to veto any transaction that has
been approved by the relevant credit committee. However, the CEO may override the Chief Risk Officer’s veto, upon notice to the Chairman of the Audit
and Risk Assessment Committee of Ambac’s Board of Directors. The Chief Risk Officer reports to the Board of Directors on a “dotted line” basis and will
inform and update the Audit and Risk Management Committee of the Board of Directors with respect to risk—related topics. Additionally, a newly created
Capital and Risk Analysis Group, which has responsibility for transaction and portfolio based risk/return and capital analyses, reports to the Chief Risk
Officer.

Ambac has a Portfolio Risk Management Committee (“PRMC’") which has established various procedures and controls to monitor and manage risk.
The Chief Risk Officer serves as the Chairman of the PRMC. The PRMC consists of senior risk management professionals and senior management of
Ambac. Its purview is enterprise—wide and its focus is on credit risk limits and measurement, concentration and correlation of risk and the attribution of
economic and regulatory capital in a portfolio context.
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Ambac has a Transaction Standards Committee which evaluates the suitability of transactions and products for Ambac participation with particular
emphasis on potential legal, accounting, regulatory and/or reputation risks.

Underwriting guidelines, policies and procedures have been developed by Ambac Assurance’s management with the intent that Ambac Assurance
guarantees only those obligations which, in the opinion of Ambac Assurance underwriting officers, are of investment grade quality with a remote risk of
loss, However, losses may occur and it is Ambac Assurance’s policy to provide for loss reserves on non—derivative insurance policies that are adequate to
cover probable and estimable losses. For derivative insurance policies and credit derivatives, changes in fair value and credit impairment are reflected
currently in net income. See “Management’s Discussion and Analysis of Financial Condition and Results of Operations™ and Note 2 and Note 7 of Notes to
Consolidated Financial Statements, located in Part 11, Items 7 and 8, respectively, for further information.

The underwriting process involves review of structural, legal, political and credit issues, including compliance with current Ambac Assurance
underwriting policies. These policies are reviewed periodically by management. Additionally, the underwriting process often entails on—site due diligence
covering the parties to the transaction, such as the issuer, originator, servicer or manager.

The decision to guarantee an issue is based upon such credit factors as the issuer’s ability to repay the bonds, the bond’s security features and
structure, rather than upon an actuarial prediction of the likelihood that the issuer will default on the underlying debt obligation.

Members of Ambac Assurance’s underwriting staff review all requests for guarantees. The underwriting process is designed to screen issues and
begins with a credit analysis by the primary analyst assigned to the issue. The credit is then reviewed within the primary analyst’s underwriting group. At a
minimum, the primary analyst’s recommendation to qualify or reject an issue must be approved by a concurring analyst and a credit officer. The number of
additional approvals required for a particular credit depends in part on Ambac Assurance’s aggregate exposure to the credit. In some cases, the complexity
of the credit or whether it is a new asset type are determining factors in the approval/review process. Ambac Assurance has three established credit
committees comprised of senior credit officers, credit and market risk managers and attorneys. All large, complex or new types of credits recommended by
the underwriting group must be formally presented to the credit committee for approval. For certain issues, the primary analyst’s recommendation must be
approved by a concurring analyst and credit officer and need not be formally presented to the credit committee for approval.

Ambac Assurance assigns internal ratings to individual exposures as part of the underwriting process and at surveillance reviews. These internal
ratings, which represent Ambac Assurance’s independent judgments, are based upon underlying credit parameters similar to those used by rating agencies.

Public Fi Und ting-

In addition to general underwriting policies, asset classes, and bond types within those asset classes, have more specific underwriting criteria. For
example, the critical risk factors for public finance credits will include the credit quality of the issuer, type of issue, the repayment source, the type of
security pledged, the presence of restrictive covenants, and the bond’s maturity. Each bond issue is evaluated in accordance with, and the final premium rate
is a function of, the particular factors as they relate to such issue.

Underwriting criteria that are applied for each bond type reflect the differences in, for example, economic and social factors, debt management,
project essentiality, financial management, legal and administrative factors, revenue sources and security features.
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Structured finance obligations generally entail three forms of risks: (i) asset risk, which relates to the amount and quality of the underlying assets;
(1) structural risk, which relates to the extent to which the transaction’s legal structure and credit support provides protection from loss; and (iii) servicer
risk, which is the risk that poor performance at the servicer or manager level contributes to a decline in cash flow available to the transaction. Ambac
Assurance addresses these risks through its credit underwriting guidelines, policies and procedures.

In general, the amount and quality of asset coverage required is determined by the historical performance of the underlying asset type or the
transaction’s specific underlying assets. The future performance or value of the underlying pool of assets will generally determine whether the amount of
over—collateralization or other credit enhancement ultimately is sufficient to protect investors, and therefore the guarantor, against adverse asset
performance. The ability of the servicer or manager to properly service and/or manage the underlying assets often is a factor in determining future asset
performance.

Structured securities are usually designed to help protect the investors, and therefore the guarantor, from the bankruptcy or insolvency of the entity
that originated the underlying assets as well as from the bankruptcy or insolvency of the servicer of those assets. The servicer of the assets is typically
responsible for collecting cash payments on the underlying assets and forwarding such payments, net of servicing fees, to a trustee for the benefit of the
issuer. Other potential issues include whether the sale of the assets by the originator to the issuer would be upheld in the event of the bankruptcy or
insolvency of the originator and whether the servicer of the assets may be permitted or stayed from remitting to investors cash collections held by it or
received by it after the servicer or the originator becomes subject to bankruptcy or insolvency proceedings. Structural features of a transaction, such as
control rights that are typically held by the senior note holders, will impact the extent to which underlying asset performance affects the performance of the
guaranteed securities.

International Finan [ riting:

In the international markets, Ambac Assurance seeks to guarantee transactions of the same high credit standards it applies in its U.S. business.
However, an understanding of the unique risks related to the particular country and region that could impact the credit of the issuer is necessary. These risks
include legal and political environments, capital market dynamics, foreign exchange issues, and the degree of governmental support. Ambac Assurance
monitors these risks carefully and addresses them through its credit underwriting guidelines, (which include country limits), underwriting procedures and
transaction documentation.

Geographically, the international markets that Ambac Assurance focuses on have been the United Kingdom, continental Europe, Australia, Japan and
certain emerging market countries. In addition, Ambac Assurance has guaranteed transactions in which the geographic risk is spread over multiple
countries. The types of international obligations guaranteed have primarily been CDOs, utilities, cross—border mortgage and asset—backed securities, and
infrastructure obligations, whole business securitizations and future flow transactions. Management believes that the risk associated with its international
book of business is similar to its U.S. book of business. In fact, international CDOs may include significant components of U.S. exposure.

Surveill { Remediation.:

The Portfolio Risk Management Group is responsible for monitoring outstanding financial guarantee exposures, including credit derivatives. The
group’s monitoring activities are designed to detect deterioration in credit quality or changes in the economic, regulatory or political environment which
could adversely impact the portfolio. Active surveillance enables Ambac Assurance’s Portfolio Risk Management Group to track single
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credit migration and industry credit trends. Surveillance analysts also monitor the financial guarantee portfolio for concentrations of risk by (i) specific bond
types; (ii) geographic location; and (iii) size of issue.

Surveillance analysts review, on a regular and ad hoc basis, credits in the book of business. Risk—adjusted surveillance strategies have been developed
for each transaction type. Review periods and scope of review vary by bond type based upon each bond type’s inherent risk profile. The focus of the
surveillance review is to assess performance, identify credit trends and recommend appropriate classifications, ratings and review periods. If a problem is
detected, the group focuses on loss mitigation by recommending appropriate action and working with the issuer, trustee, bond counsel, servicer and other
interested parties in an attempt to remediate the problem and minimize Ambac Assurance’s exposure to potential loss. In some cases, the Surveillance
Group will engage attorneys and other outside consultants with appropriate expertise in the targeted loss mitigation strategy to assist management in
examining the underlying collateral or providing industry specific advice. Those credits that are either in default or have developed problems that eventually
may lead to a claim or loss are tracked closely by the appropriate surveillance team and reported to management and in summary to Ambac’s Board of
Directors by preparation of an adversely classified credit listing. Relevant information, along with the plan for corrective actions and a reassessment of the
credit’s rating and credit classification, is reviewed with senior management in regular adversely classified credit meetings. Intemal and/or external counsel
generally reviews the documents underlying any problem credit and if applicable, an analysis is prepared outlining Ambac Assurance’s rights and potential
remedies, the duties of all parties involved and recommendations for corrective actions, Ambac Assurance also meets with relevant parties to the transaction
as necessary. In many instances, Ambac Assurance, under the terms of the documents goveming the underlying obligation, has the ability, among other
things, to direct that audits be performed with respect to servicer and trustee contractual responsibilities.

The rating agencies also review the credits underlying Ambac Assurance’s financial guarantees and, in most cases, advise Ambac Assurance of the
credit rating each transaction would receive if it were not insured.

Surveillance for collateral dependent transactions focuscs on review of the asset and servicer performance transaction cash flows. In connection with
our financial guarantec, Ambac will receive periodic reporting from the trustee to the issuer, and the servicer or manager (if applicable). Analysts review
these reports and if necessary seek legal or accounting advice to assure reporting and application of cash flows comply with transaction requirements.

Ambac Assurance manages servicer risk for its structured finance exposures in several ways. In connection with the initial decision to guarantee,
Ambac Assurancc analyzes the capitalization and credit quality, the cxperience and financial strength of the servicer of the underlying asscts. Thercafter,
Ambac Assurance monitors the performance of transaction servicers through a combination of (i) on—site servicer reviews; (ii) annual compliance
certificates received from servicer management; (iii) independent rating agency information; and (iv) a review of servicer financial information. On-site
servicer reviews typically include a review of the collection, default management and quality control processes. Where appropriate, a third—party, such as an
independent audit firm, may perform the review. In addition, Ambac Assurance may require a back—up servicer or require “term—to—term” servicing which
provides for limited, renewable servicing terms in order to provide greater flexibility regarding the servicing arrangements of a particular transaction.

A significant portion of Ambac Assurance’s structured finance exposures relates to the mortgage—backed and home equity loan market. The issuers
typically originate or purchase residential mortgages, home equity loans or home equity lines of credit, which are in turn bundled into pools which are sold
by the issuers in the form of asset—backed securities. The servicer administers the underlying loans in the pools and may or may not be affiliated with the
loans’ originators or the issuer.
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The following table presents the top five servicers by net par outstanding, for globai structured finance exposures:

Net Par
[s . n xtll. ——mﬂa‘s— i
Servicer:
Countrywide Home Loans. Mortgage—backed $ 13,768
PHEAA Student loans 5,573
Nelnet Student loans 3,970
RFC — Homecomings Financial Mortgage—backed 4,321
Wachovia Bank, N.A. Mortgage—backed 3,357

Financial Guarantees in Force

Ambac Assurance underwrites and prices financial guarantces on the assumption that the guarantee will remain in force until maturity of the
underlying bonds. Ambac Assurance estimated that the average life of its guarantees on par in force at December 31, 2007 is 14 years. The 14 year average
life is determined by applying a weighted average calculation, using the remaining years to expected maturity of each guaranteed bond, and weighting them
on the basis of the remaining net par guaranteed. No assumptions are made for future refundings of guaranteed issues.

Ambac Assurancc secks to maintain a diversified financial guarantee portfolio designed to spread its risk based on a variety of criteria, including issue
size, type of bond, geographic area and issuer.

As of December 31, 2007, the total net par amount of guaranteed bonds outstanding was $524.0 billion. See Note 16 of Notes to Consolidated
Financial Statcments, located in Part II, Item 8 for further information.
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Types of Bonds

The table below shows the distribution by bond type of Ambac Assurance’s guaranteed portfolio as of December 31, 2007.

Bood Type
($ In Millions)
Public Finance:

Lease and tax—backed revenue-
General obligation

Utility revenue

Health care revenue
Transportation revenue

Higher education

Housing revenue

Other

Total Public Finance

Structured Finance (2):

Mortgage—backed and home equity
Asset—backed and conduit§ n

CDO of ABS 3 25% MBS

Other CDOs

Student loan

Investor—owned utilities

Other

Total Structured Finance

Total Domestic

International Finance (5):

(3
“

®

exposure in the U.S. public finance market reflects the

Asset-backedsgnd conduits

Other CDOs g

Investor—owned and public utilities
Mortgage—backed and home equity
Transportation
Sovereign/sub—sovereign

Other

Total International Finance

Grand Total

[©)]

Includes $64,988 of credit derivatives.

Guaranteed Portfolio by Bond Type
as of December 31, 2007 (1) (2)

Net Par Amount

$ 88,147
63,977

37,976

27,161

25,466

20,685

11,531

6,010

280,953

43,078
36,407
29,127
22,174
18,372
17,055

4,485

170,698

451,651

19,290
15,572
10,384
10,106
7,784
7,347
1,891

72,374

$ 524,025

% of Total Net
Par Amount

17%

—_—
— R A hh =N

53

— s b Ao

33

86

—RNNW A

100%

Ambac has outstanding commitments to guarantee $22.8 billion of exposure, including a $2.9 billion commitment fee to provide a financial guarantee
on a pool of CDO of asset—backed securities, mostly RMBS, which is not included in the numbers above. See Footnote 16 to the Consolidated

Financial Statements.

Includes $8,432 million of sub—~prime exposure.

See Part II, Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations” for further discussion of CDO

€xposures

International Finance transactions includes significant components of domestic exposure.

Issue Size

Ambac Assurance seeks a broad coverage of the market by guaranteeing small and large issues alike. Ambac Assurance’s financial guarantee
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historical emphasis on issues guaranteed with an original par amount of less than $25 million. However, U.S. structured finance and international finance
transactions generally involve larger deals. The following table sets forth the distribution of Ambac Assurance’s guaranteed portfolio as of December 31,

2007, with respect to the original size of each guaranteed issue:

Original P

Less than $10 million
$10-50 million

$50-250 million

Greater than $250 million

Geographic Area

Par Amount Per Issuc
as of December 31, 2007

% of Total

Number of Number
8,764 52%
5,220 31,
2,236 13

707 4
16,927 100%

Net Par
Amount

($ in Millions)
3 31,960
92,316
172,086
227,663

$ 524,025

% of Total
Net Par
Amount

6%
18
33
43

100%

Ambac Assurance and its subsidiary, Ambac UK, are licensed to write business in the U.S. and abroad. The following table sets forth the geographic
distribution of Ambac Assurance’s insured exposure as of December 31, 2007:

($ In Millions)

Domestic:
California
New York
Florida
Texas
New Jersey
Pennsylvania
1llinois
Massachusetts
Ohio
Colorado
Mortgage and asset—backed
Other states

Total Domestic

International:
United Kingdom
Australia
Germany
ltaly
Japan
Internationally diversified
Other international

Total International

Grand Total

Net Par
Amount

OQuistanding

$

53,434
31,923
22,462
19,898
14309
13,444
12,592
10,338

8,219

7,570
79,485

177,977

451,651

27,207
6,400
6,157
3,017
2,753

16,550

10,290

72,374

$ 524,025

17

% of Total
Net Par
Awmount

10%

BA=S RN WW DR
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Mortgage and asset—backed obligations include guarantees with multiple locations of risk within the United States. Internationally diversified is
primarily made up of CDOs which include significant components of U.S. exposure.

The table below shows the distribution by currency of Ambac Assurance’s guaranteed portfolio as of December 31, 2007:

Net Par Amount Net Par Amount
Outstanding in Base Outstanding in
(Amounts in Millions)

U.S. Dollars 466,020 $ 466,020
British Pounds 12,873 25,577
Euros 16,400 23,935
Australian Dollars 6,966 6,101
Japanese Yen 107,650 965
Other 3,553 1,427
Total $ 524,025

Single Risk

Ambac Assurance has adopted underwriting and exposure management policies designed to limit the net guarantees in force for any one credit,
although, as described above, certain of Ambac’s processes and procedures are being reviewed in connection with the reorganization of the risk function. In
addition, Ambac Assurance uses reinsurance to limit net exposure to any one credit. The highest single insured risk represented 0.6% of the aggregate net
par outstanding at Dccember 31, 2007. Ambac Assurance is also subjcct to certain regulatory limits and rating agency guidelines on exposure to a single
credit. See “Insurance Regulatory Matters” and “Rating Agencies,” sections.

Competition

Historically, the financial guarantee business has been highly competitive. Ambac Assurance faces competition from other financial guarantors and
alternative forms of credit enhancement. Accordingly, each transaction Ambac proposes to guarantee may compete against an alternative execution, €.8.
credit derivatives, letters of credit or structures that do not employ third—party credit enhancement, including senior/subordinated structures. Financial
guarantee insurance and other forms of credit cnhancement also compete in nearly all instances with the issuer’s alternative of foregoing credit enhanccment
and paying a higher interest rate. If the interest savings from insurance or another form of credit enhancement are not greater than the cost of such credit
enhancement, the issuer is unwilling to accept the insurer’s terms and conditions for insurance or does not perceive the insurer to have sufficient financial
strength, the issuer will generally choose to 1ssue bonds without credit enhancement. Credit spreads are a significant factor in the issuer’s determination of
whether or not to seek credit enhancement. Credit spreads represent the difference in interest cost for issuers between their projected or actual borrowing
rate compared to a benchmark rate (such as U.S. Treasuries). As an issuer’s credit rating rises or as credit spreads become compressed (e.g. due to increased
amounts of investment capital in the markets), the likelihood that the issuer will choose to issue bonds without credit enhancement increases.

In recent years, the overall business environment became more competitive, with increased competition from bank funding, the uninsured market,
senior/subordinated securitizations and other triple~A—rated financial guarantors. As a result of recent rating agency actions, there has been much
uncertainty in the financial guarantee markets. In the fall of 2007, each of the major rating agencies
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(S&P, Moody’s and Fitch) began a review of the capital adequacy of the financial guaranty industry. As a result of their reviews, the major rating agencies
have recently (i) changed their rating outlook for certain financial guarantors to “negative”, (ii) placed certain financial guarantee insurers on review for a
possible downgrade, (iii) downgraded certain financial guarantee insurers and (iv) affirmed current ratings as “stable” for certain financial guarantors. On
January 16, 2008, Moody’s placed Ambac Assurance’s Aaa rating on review for possible downgrade. On January 18, 2008, Fitch downgraded Ambac
Assurance’s insurer financial strength rating to AA, Rating Watch Negative. In addition, on January 18, 2008 S&P placed Ambac Assurance’s AAA
financial strength rating on Credit Watch Negative. On February 25, 2008, S&P reaffirmed Ambac Assurance’s AAA rating, but kept it on Credit Watch
Negative. On February 29, 2008, Moody’s publically announced that it is continuing a review for possible downgrade that was initiated on January 16,
2008. As a result of these actions and the uncertainty regarding future actions to be taken by the rating agencies, Ambac Assurance has been placed in a
competitive disadvantage in all three of the financial guarantee markets: public finance, structured finanee and international. In particular, it has been placed
at a significant disadvantage to two of its competitors, Financial Security Assurance Inc. (“FSA Guarantec™) and Assured Guaranty, which are the only
principal competitors in the financial guarantee market, who have had their triple—A financial strength ratings affirmed “stable” by all three of the major
rating agencies. In addition, MBIA Insurance Corporation (“MBIA”) and Financial Guaranty Insurance Company (“FGIC”), who have been principal
competitors of Ambac Assurance, have also been the subject of recent ratings action. MBIA has had its triple—A financial strength ratings placed under
review for possible downgrade by Fitch on February 5, 2008, S&P has affirmed MBIA’s triple—A on February 25, 2008, but has changed the outlook to
negative, and Moody’s has affirmed MBIA’s triple—A on February 26, 2008 and has changed their outlook to negative. FGIC has been downgraded from
AAA to AA by Fitch and is still on review for downgrade, S&P has downgraded FGIC to A, and remains on credit watch developing. Moody’s downgraded
FGIC from AAA to A3 and placed it on rating watch negative. In addition, Berkshire Hathaway has recently entered into the financial guarantee business.
Banks, smaller financial guarantee insurance companies, multiline insurers and reinsurers represent additional participants in the market.

The principal competitive factors among the financial guarantors are: (i) premium rates; (ii) conditions precedent to the issuance of a policy related to
the structure and security features of a proposed bond issue; (iii) ratings, financial strength and perception of financial strength of the guarantor; (iv) the
quality of service provided to issuers, investors and other clients of the issuer; (v) trading value of the financial guarantor’s insured obligations. As
explained above, as a result of the recent actions the rating agencies have taken with respect to Ambac Assurance, Ambac Assurance has been placed at a
significant disadvantage regarding its ratings and perceived financial strength and trading value as a guarantor versus two of its principal competitors, FSA
Guarantee and Assured. With respect to the other three competitive factors, Ambac Assurance believes it is on at least equal footing with each of its
principal competitors.

In order to enter the financial guarantee market certain requirements must be met, most restrictive of which is that a significant minimum amount of
capital is required of a financial guarantor in order to obtain appropriate financial strength ratings by the rating agencies. These capital requirements may
deter other companies from entering the market. However, there can be no assurance that these capital requircments will deter potential competitors from
entering the business. In addition to sufficicnt capital, the rating agencics have increasingly focused on the viability of the business model of potential
entrants. Additionally, the market may increasingly accept guarantees by double—A or lower rated insurers, who have less stringent capital requirements.
Under New York law, a monoline financial guarantee insurer must have at least $75 million of paid—in capital and surplus and maintain thereafter at |east
$65 million of policyholders’ surplus. A similar law in California imposes a $100 million minimum capital and surplus requirement, with a maintenance
requirement thereafter of $75 million.

Ambac also faces intense competition in attracting and retaining qualified employees. Ambac’s ability to continue to compete effectively will depend
upon the ability to attract employees and retain and motivate existing employees.
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and Sompo Japan. The current stressed credit environment may have an adverse impact on the financial strength of certain of the reinsurers used by Ambac.
Additionally, if the financial strength of these reinsurers declines, it could impair Ambac Assurance’s ability to recover amounts due from such reinsurers.
This could limit Ambac’s ability to cede exposures to such reinsurers, and cause Ambac to significantly reduce its own ability to participate in larger single
risk or capacity—type credits. See financial strength ratings of reinsurers located in the Risk Management section of Quantitative and Qualitative Disclosures
about Market Risk located in Part II, Item 7A.

dssumed Reinsurance.

Under reciprocal reinsurance agreements with various financial guarantor competitors, Ambac Assurance has assumed exposures. Ambac and MBIA have
had such a reciprocal reinsurance agreement since 1995 when the two companies created an unincorporated international joint venture. In 2004, Ambac
Assurance entered into reciprocal reinsurance agreements with FSA Guarantee for healthcare and international PFI transactions. Additionally, Ambac
Assurance’s portfolio has assumed transactions that it obtained in connection with its purchase of Connie Lee in 1998. Under the provisions of each of these
reinsurance agreements, the ceding company has certain cancellation rights that can be exercised in the event of a rating downgrade of Ambac Assurance
(typically below AAA by S&P and/or Aaa by Moody’s). As noted above, rating agencies give significantly lower capital credit for a reinsurer that is rated
double-A than for a reinsurer rated triple—A. For example, under Standard & Poor’s current guidelines for assigning credit to reinsurance, if Ambac
Assurance’s rating were downgraded from “AAA” to “AA,” there would be at least a 30% decrease in the benefits the ceding insurers receive based on
Standard & Poor’s capital adequacy model. In addition to potential negative effects on future direct business, a downgrade of the ratings assigned to Ambac
Assurance by either rating agency would give the ceding insurer the ability to terminate and recapture the reinsured exposures. The cost of such termination
is based on the provisions of each reinsurance contract and amounts would be higher than the amount of liabilities (loss reserves and uneamned premium
reserves) included in the financial statements. Certain contracts require an increase in ceding commission if termination is not elected by the primary
insurer.

The following table displays assumed exposures by ceding enterprise as of December 31, 2007:

Percentage
Assumed Gross of total gross Unearned Case loss Earned

B . ! :
MBIA Insurance Corporation $ 5,758,385 68% $ 25,108 5 — $ 22,472
Financial Security Assurance Inc 1,259,071 15% 29,167 — 2,420
Radian Reinsurance Inc 1,081,344 13% 322 — 305
Other 391,839 4% 1,888 — 6,468

Total $ 8,490,639 100% $ 56,485 $ — $ 31,665

Rating Agencies

Moody’s, S&P, and Fitch periodically review Ambac Assurance’s business and financial condition, focusing on the quality of the obligations insured,
financial performance metrics, and business and strategic plans. The rating agencies perform periodic assessments of the credits insured by Ambac
Assurance, as well as the reinsurers and other providers of capital support, to confirm that Ambac Assurance continues to satisfy such rating agency’s
capital adequacy criteria necessary to maintain Ambac Assurance’s triple—A rating.
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Financial and other factors considered by the rating agencies in assessing Ambac Assurance’s ratings include:

= probabilities of default and loss severities with regards to credit risks insured by Ambac Assurance;
* correlations between Ambac Assurance’s insured risks;

+ concentrations, and degree of diversification, of insured risks;

* the quality of Ambac Assurance’s investment portfolio;

= the credit quality of Ambac Assurance’s reinsurers;

+ credit lines and other third—party capital support arrangements;

+ premium revenues expected to be generated from outstanding policies;
+ anticipated future new business originations;

+ financial flexibility;

s+ franchise value;

» risk management & underwriting policies and procedures; and

¢ governance.

In November 2007, Moody’s, Fitch and S&P undertook updated capital analyses of Ambac Assurance and other financial guarantors in response to
concerns over the delinquency and loss performance of U.S. residential mortgages and the impact of such performance on Ambac and other companies with
exposure to certain RMBS and CDO of ABS transactions. On December 14, 2007, Moody’s affirmed Ambac Assurance’s Aaa financial strength rating with
a stable outlook and on January 16, 2008 placed such ratings on review for possible downgrade. Moody’s outlook change followed Ambac’s announcement
of §1.1 billion impairment charge on its ABS CDO portfolio and the retirement of Ambac’s Chairman and CEQ. On December, 19, 2007, S&P affirmed
Ambac Assurance’s AAA financial strength rating with negative outlook, citing the potential for further mortgage deterioration relative to our capital
position. On January 18, 2008, Fitch downgraded our AAA financial strength rating to AA Rating Watch Negative following an assessment of our current
exposurc to structured finance collateralized debt obligations backed by subprime mortgage securities, including ABS CDO securities, as well as our
exposure to RMBS. On January 18, 2008 S&P placed Ambac’s AAA financial strength rating on Credit Watch Negative. On February 25, 2008, S&P
published results of yet another stress test and reaffirmed Ambac’s triple—A, but the rating remains on Credit Watch Negative. On February 29, 2008,
Moody’s publically announced that it was continuing a review for possible downgrade that was initiated on January 16, 2008.

In addition, Moody’s has placed on review for possible downgrade Ambac’s Aa2 senior unsecured debt and financing trusts ratings, Aa3 junior
subordinated debt rating, and (P)A1 provisional
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rating on preferred stock. S&P affirmed the double-A senior unsecured and issuer credit ratings for Ambac, but changed its outlook to negative from stable.
Also, S&P affirmed the A+ rating for Ambac’s outstanding subordinated hybrid security, but changed its outlook to negative from stable. Fitch downgraded
Ambac’s AA long—term rating and senior unsecured debt rating to A and, AA— subordinated debt rating to A— Rating Watch Negative.

There have been a number of recent developments with respect to ratings actions by the rating agencies. In light of the ongoing nature of ratings
actions or announcements by the rating agencies, one should consult announcements by the rating agencies, the websites of the rating agencies and Ambac’s
website for the then current publicly available information.

As a result of the rating agency actions described above, as well as significant disruption in the capital markets and investor concern with respect to
our financial position, we have been able to write only a limited amount of new financial guarantee business since November 2007. Additional downgrades
in our financial strength ratings could have a material adverse effect on our long—term competitive position and our prospects for future business
opportunities. In addition, a downgrade of our financial strength ratings below specified levels would allow investment agreement and derivative
counterparties to demand collateral or terminate certain agreements, introducing liquidity and market risks. Please refer to Part II, Item 7, “Management’s
Discussion and Analysis of Financial Conditions and Results of Operations—Credit Ratings and Collateral” for further information.

Insurance Regulatory Matters
General Law

Ambac Assurance is licensed to transact financial guarantee and surety business as an insurance company in all 50 states, the District of Columbia,
the Commonwealth of Puerto Rico, the territory of Guam and the U.S. Virgin Islands. Ambac Assurance is subject to the insurance laws and regulations of
the State of Wisconsin (the “Wisconsin Insurance Laws”), its state of incorporation, and the insurance laws and regulations of other states in which it is
licensed to transact business. These laws and regulations, as well as the level of supervisory authority that may be exercised by the various state insurance
departments, vary by jurisdiction. They generally require financial guarantors to maintain minimum standards of business conduct and solvency, meet
certain financial tests, and file certain reports with regulatory authorities, including information concerning their capital structure, ownership and financial
condition. They generally require prior approval of certain changes in control of domestic financial guarantors and their direct and indirect parents and the
payment of certain dividends and distributions. In addition, these laws and regulations require approval of certain inter—corporate transfers of assets and
certain transactions between financial guarantors and their direct and indirect parents and affiliates. They generally require that all such transactions have
tcrms no less favorable than terms that would rcsult from transactions between parties negotiating at arm’s length. Ambac Assurance is required to file
quarterly and annual statutory financial statements with the National Association of Insurancc Commissioners (“NAIC”), and if required, each jurisdiction
in which it is licensed. It is subject to single and aggregatc risk limits and other statutory restrictions concemning the types and quality of investments and the
filing and use of policy forms and premium rates. Additionally, Ambac Assurance’s accounts and operations are subject to periodic examination by the
Office of the Commissioner of Insurance of the State of Wisconsin (the “Wisconsin Commissioner”) and other state insurance regulatory authorities. See
Note 18 of Notes to Consolidated Financial Statements located in Part II, Item 8 for further information.

United Kingdom:
Ambac UK is licensed to transact credit, suretyship and financial guarantee insurance in thc United Kingdom and to offer those services in a number

of other European Union (“EU”) countries. EU legislation allows Ambac UK to conduct business pursuant to its license in EU states other than the United

Kingdom through a “passporting” arrangement, which eliminates the necessity of additional licensing or authorization in those other EU jurisdictions.
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1tem 1.01 Entry into a Material Definitive Agreement.

On June 7, 2010, Ambac Assurance Corporation (“AAC”), the principal operating subsidiary of Ambac Financial Group, Inc. (the “Company”), entered
into a Settlement Agreement (the “Settlement Agreement””) with the counterparties (the “Counterparties”) to outstanding credit default swaps with Ambac Credit
Products, LLC (“ACP”) that were guaranteed by AAC. A copy of the Settlement Agreement is filed as Exhibit 10.1 hereto and is incorporated by reference
herein. Pursuant to the terms of the Settlement Agreement, in exchange for the termination of the Commuted CDO of ABS Obligations (as defined below), AAC
paid to the Counterparties in the aggregate (i) $2.6 billion in cash and (ii) $2 billion of newly issued surplus notes of AAC (the “AAC Surplus Notes™). In
addition, effective June 7, 2010, the outstanding credit default swaps with the Counterparties remaining in the general account of AAC have been amended to
remove certain events of default and termination events, as set forth in the Settlement Agreement.

Pursuant to the Settlement Agreement, AAC has filed an amendment to its articles of incorporation. Under such amendment, at all times after
September 30, 2010, at least two members of the board of directors of AAC must be Unaffiliated Qualified Directors (as defined in the Settlement Agreement)
and, at all times after November 29, 2010, at least one-third (and, in any event, not less than three members) of the board of directors of AAC must be
Unaffiliated Qualified Directors. If at any time AAC does not have the requisite number of Unaffiliated Qualified Directors, AAC has agreed to use its
commercially reasonable efforts to find additional Unaffiliated Qualified Directors.

The Settlement Agreement includes covenants that remain in force until the AAC Surplus Notes have been redeemed, repurchased or repaid in full. These
covenants generally restrict the operations of AAC and its subsidiaries to runoff activities. Certain of these restrictions may be waived with the approval of a
majority of the Unaffiliated Qualified Directors and/or the Office of the Commissioner of Insurance of the State of Wisconsin (the “OCI”). However, other
restrictions may only be waived with the approval of the holders of a majority of the outstanding AAC Surplus Notes (excluding any notes held by AAC or its
affiliates) that cast a ballot and, in certain cases, with the approval of all of the Counterparties.

Pursuant to a commutation agreement entered into with each of the Counterparties that is a party to credit default swaps written by ACP with respect to
certain CDO of ABS obligations and related financial guaranty insurance policies written by AAC with respect to ACP’s obligations thereunder, AAC and ACP
have commuted all of such obligations (the “Commuted CDO of ABS Obligations”), totaling approximately $16.4 billion of par. The form of the Commutation
Agreement entered into with each Counterparty is filed as Exhibit 10.2 hereto and is incorporated by reference herein. In addition to the commutation of the
Commuted CDO of ABS Obligations, AAC has also commuted for $96.5 million of cash certain additional obligations, including certain non-CDO of ABS
obligations, to the Counterparties with par or notional amounting to approximately $1.4 billion. It is expected that, subject to certain conditions, certain other
non-CDO of ABS obligations with par amounting to a maximum of approximately $1.5 billion will be commuted within the next twelve months for a maximum
amount of approximately $115 million of cash plus $60 million of surplus notes of AAC. Each of the Counterparties, on the one hand, and AAC, ACP and the
Company, on the other hand, have released the other party from any claims relating to any credit default swaps or financial guaranty insurance policies
commuted pursuant to the Commutation Agreements. In addition, AAC, ACP and the Company, on the one hand, and a Counterparty have generally released the
other party from any claims relating to actions taken or omitted to be taken prior to June 7, 2010, subject to certain exceptions.
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The AAC Surplus Notes have a scheduled maturity of June 7, 2020. Interest on the AAC Surplus Notes is payable annually at the rate of 5.1%. All
payments of principal and interest on the AAC Surplus Notes are subject to the prior approval of the OCI. If the OCI does not approve the payment of interest on
the AAC Surplus Notes, such interest will accrue and compound annually until paid. The AAC Surplus Notes were issued pursuant to a Fiscal Agency
Agreement entered into on June 7, 2010 with The Bank of New York Mellon, as fiscal agent (the “Fiscal Agency Agreement”). A copy of the Fiscal Agency
Agreement (including the form of AAC Surplus Notes attached as exhibits thereto) is filed as Exhibit 10.3 hereto and is incorporated by reference herein.

AAC has entered into call options with certain of the Counterparties pursuant to which, with the prior consent of OCl, AAC may repurchase AAC Surplus
Notes from such Counterparties. As of the date hereof, AAC has options to call an aggregate of $940 million of AAC Surplus Notes at a weighted average call
price of $0.22 per $1.00 face amount. These options have a weighted average maturity of approximately 30 months.

Pursuant to the terms of the Settlement Agreement, on June 7, 2010, the Company entered into Amendment No. 3 to the Tax Sharing Agreement (the “Tax
Sharing Agreement”) with its affiliates. A copy of the Tax Sharing Agreement is filed as Exhibit 10.4 hereto and is incorporated by reference herein. Under the
Tax Sharing Agreement, the consolidated net operating losses (“NOL”) of the group are treated as an asset of AAC and its subsidiaries. The Company is required
to compensate AAC on a current basis for use of any portion of that asset, except that the Company is not required to compensate AAC for the Company’s use of
NOL in connection with cancellation of debt income associated with restructurings of its debt outstanding as of March 15, 2010.

Impact on Ambac Financial Group, Inc.

The Company’s liquidity and solvency, both on a near-term basis and a long-term basis, are largely dependent on dividends and other payments from AAC
and on the value of AAC after the Surplus Notes (as defined below) have been redeemed, repurchased or repaid in full. The Company’s principal uses of
liquidity are for the payment of principal (including maturing principal in the amount of $142.5 million on its 9.375% senior notes due August 2011) and interest
on its debt (including annual interest expense of approximately $88.7 million, after taking into account the deferral of interest on the DISCs), its operating
expenses, and capital investments in and loans to its subsidiaries. Further, other contingencies (e.g., an unfavorable outcome in the outstanding class action
lawsuits against the Company) could cause additional strain on its capital and liquidity. It is highly unlikely that AAC will be able to make dividend payments to
the Company for the foreseeable future.

While management believes that the Company will have sufficient liquidity to satisfy its needs through the second quarter of 2011, no guarantee can be
given that it will be able to pay all of its operating expenses and debt service obligations thereafter, and its liquidity may run out prior to the second quarter of
2011. Further, prior to the second quarter of 2011, and as early as the second quarter of 2010, the Company may decide not to pay interest on its debt. The failure
by the Company to pay interest or principal on its debt when due would result in an event of default, thereby permitting the debt holders to accelerate the
maturity of the Company’s outstanding debt. As a result, the Company may




consider, among other things, raising additional capital to the extent possible, a negotiated restructuring of its outstanding debt through a prepackaged bankruptcy
proceeding or a bankruptcy without agreement concerning a plan of reorganization with major creditor groups. No assurance can be given that the Company will
be successtul in executing any or all of these strategies.

Under the terms of the Settlement Agreement, AAC has issued AAC Surplus Notes to the Counterparties. In addition, pursuant to the terms of the
proposed rehabilitation plan for the Segregated Account of Ambac Assurance Corporation (the “Segregated Account”), AAC will issue additional surplus notes
(together with the AAC Surplus Notes, the “Surplus Notes”) to pay a portion of the claims of the Segregated Account. The aggregate amount of the Surplus
Notes issued by AAC will be substantial. The Surplus Notes rank senior to the Company’s equity investment in AAC. There is residual value to the Company in
AAC only to the extent that funds remain at AAC after the payment of claims under outstanding financial guaranty policies and the redemption, repurchase or
repayment in full of the Surplus Notes and AAC’s auction market preferred shares. The value of the Company’s equity investment in AAC is difficult to
estimate, and will primarily depend on the performance of AAC’s insured portfolio (i.e., the ultimate losses therein relative to its claims paying resources),
ongoing remediation efforts of AAC with respect to policies allocated to the Segregated Account, including those relating to residential mortgage-backed
securities, and on other factors, including AAC’s ability to repurchase Surplus Notes and auction market preferred shares at less than their face value.

In addition, the rehabilitator of the Segregated Account retains significant decision-making authority with respect to the Segregated Account and has the
discretion to oversee and approve certain actions taken by AAC in respect of assets and liabilities which remain in AAC, and such decisions will be for the
benefit of policyholders and will not take into account the interests of securityholders of the Company. Actions taken by the rehabilitator could further reduce the
equity value of AAC.

Certain U.S. Federal Income Tax Considerations Related to the Surplus Notes

It is possible that the Surplus Notes may be characterized as equity of AAC for U.S. federal income tax purposes. If the Surplus Notes are characterized as
equity of AAC and it is determined the Surplus Notes represent more than 20% of the total value of the stock of AAC, AAC may no longer be characterized as an
includable corporation that is affiliated with the Company. As a result, AAC may no longer be characterized as a member of the U.S. federal income tax
consolidated group of which the Company is the common parent (the “Company Consolidated Tax Group™”) and AAC would be required to file a separate
consolidated tax return as the common parent of a new U.S. federal income tax consolidated group including AAC as the new common parent and AAC’s
affiliated subsidiaries (the “Ambac Assurance Consolidated Tax Group”).

To the extent AAC is no longer a member of the Company Consolidated Tax Group, the AAC NOL (and certain other available tax attributes of AAC and
the other members of the Ambac Assurance Consolidated Tax Group) may no longer be available for use by the Company or any of the remaining members of
the Company Consolidated Tax Group to reduce the U.S. federal income tax liabilities of the Company Consolidated Tax Group. This could result in a material
increase in the tax liabilities of the Company Consolidated Tax Group. In addition, certain other benefits resulting from U.S. federal income tax consolidation
may no longer be available to the Company Consolidated Tax Group, including certain favorable rules relating to transactions occurring between members of the
Company Consolidated Tax Group and members of the Ambac Assurance Consolidated Tax Group.
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If the Surplus Notes are characterized as equity of AAC and it is determined the Surplus Notes represent more than 50% of the total value of the stock of
AAC, the AAC NOL (and certain other tax attributes or tax benefits of the Ambac Assurance Consolidated Tax Group) may be subject to limitation, including
the limitation provided by Section 382 of the Internal Revenue Code of 1986, as amended (the “Code”). If Section 382 were applicable with respect to the
Ambac Assurance Consolidated Tax Group, in general the Ambac Assurance Consolidated Tax Group annual use of the group’s NOL may be limited to an
amount equal to the product of (i) the value of the Ambac Assurance Consolidated Tax Group’s stock and (ii) the applicable federal long term tax exempt interest
rate. However, certain exemptions to the Code Section 382 limitation may be applicable.

Furthermore, to the extent AAC is no longer characterized as a member of the Company Consolidated Tax Group, the Ambac Assurance Consolidated Tax
Group may not reconsolidate with the Company Consolidated Tax Group for a period of five years following such event, even if the Company were to be
characterized as reacquiring or owning 80% or more of the stock of the Ambac Assurance Consolidated Tax Group following any deconsolidation. In addition,
depending upon certain facts related to the potential deconsolidation of the Ambac Assurance Consolidated Tax Group and any reconsolidation with the
Company Consolidated Tax Group, the acquisition by the Company Consolidated Tax Group of additional value with respect to the stock of the Ambac
Assurance Consolidated Tax Group may also result in the imposition of a Code Section 382 limitation with respect to the Ambac Assurance Consolidated Tax
Group’s NOL reducing or eliminating the potential tax benefit of the NOL to the Company Consolidated Tax Group.

Item 9.01. Financial Statements and Exhibits.
(c) Exhibits
Exhibit
No. Description

10.1 Settlement Agreement, dated as of June 7, 2010, by and among Ambac Assurance Corporation, Ambac Credit Products, LLC, Ambac Financial
Group, Inc. and the parties listed on Schedule A thereto.

10.2 Form of Commutation Agreement.

10.3 Fiscal Agency Agreement, dated as of June 7, 2010, by and between Ambac Assurance Corporation and The Bank of New York Mellon, as fiscal
agent.

10.4 Amendment No. 3 to Tax Sharing Agreement, dated as of June 7, 2010, by and among Ambac Financial Group, Inc. and certain of its affiliates.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

Ambac Financial Group, Inc.
(Registrant)

Dated: June 8, 2010

By: /s/ David Trick

David Trick
Senior Managing Director, Chief Financial Officer and Treasurer

Sonpree AMBAQGF




Exhibit 10.1
EXECUTION COPY

SETTLEMENT AGREEMENT
SETTLEMENT AGREEMENT (this “Agreement”), dated as of June 7, 2010 is entered into by and among;
(a) Ambac Assurance Corporation, a Wisconsin-domiciled insurance company (“AAC”),
(b) Ambac Credit Products, LLC, a Delaware limited liability company (“ACP”);
(c) Ambac Financial Group, Inc., a Delaware corporation (“AFGI”); and
(d) The Persons listed on Schedule A hereto, each of which has become a Party to this Agreement on the date hereof pursuant to the execution of a joinder
agreement in the form attached hereto as Exhibit A (each, a “Joinder Agreement”) and delivery of such joinder agreement to AAC (each individually, a “Policy

Beneficiary” and collectively, the “Policy Beneficiaries”).

Capitalized terms used in this Agreement shall have the meanings set forth in Section 1.01 hereof.

RECITALS
WHEREAS, the Policy Beneficiaries are beneficiaries of financial guaranty insurance policies issued by AAC; and

WHEREAS, the parties hereto have been in ongoing negotiations regarding a comprehensive settlement with respect to certain obligations under such
policies and related matters.

NOW, THEREFORE, in consideration of the premises and the covenants, conditions and agreements contained herein, and for other fair and valuable
consideration, the receipt and sufficiency of which is hereby acknowledged, the Parties agree as follows:
ARTICLE 1
DEFINITIONS

Section 1.01. Certain Defined Terms. For purposes of this Agreement:

“AAC” has the meaning set forth in the Preamble.
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“AAC Surplus Notes” means the 5.1% Surplus Notes scheduled to mature on the 10th anniversary of the Closing Date, issued at the Closing to certain of
the Commuting Policy Beneficiaries solely as set forth on the ABS CDO Consideration Schedule, in the form attached hereto as Exhibit B.

“ABS CDO CDSs” means each of the CDSs between a Policy Beneficiary and ACP that are guaranteed by AAC and reference asset backed securities
collateralized debt obligations and are listed as a “Commuted Transaction” on the ABS CDO Consideration Schedule.

“ABS CDO Consideration Schedule” means that certain Schedule dated as of June 3, 2010 and delivered by FTI Consulting, Inc. to AAC and each of the
Commuting Policy Beneficiaries that signs a Commutation Agreement pertaining to ABS CDO CDSs, which sets forth on an anonymous,
transaction-by-transaction basis (with such transactions not grouped together, even on an anonymous basis, on a Policy Beneficiary-by-Policy Beneficiary basis),
the Liability Appraiser Base Case, the Liability Appraiser Stress Case and the Liability Appraiser Market Value, and the related Commutation Consideration (and
calculation thereof) for each of the ABS CDO CDSs. The information on the ABS CDO Consideration Schedule has been provided by FT1 Consulting, Inc.,
confirmed by AAC and, with respect to each ABS CDO CDS to which a Commuting Policy Beneficiary is a party, confirmed by such Commuting Policy
Beneficiary.

“ACP” has the meaning set forth in the Preamble.
“Action” means any judicial, administrative or arbitral action, suit, or proceeding by or before any Governmental Authority.

“Affiliate” means, with respect to any specified Person, another Person that directly, or indirectly through one or more intermediaries, controls or is
controlled by or is under common control with the specified Person. For the purposes of this definition, “control” means the possession, directly or indirectly, of
the power to direct or cause the direction of the management or policies of a Person, whether through the ability to exercise voting power, by contract or
otherwise. “Controlling” and “controlled” have meanings correlative thereto. For the avoidance of doubt, no Person will be deemed to control another Person
by virtue of acting in an agency, advisory, asset management, investment management, fiduciary or similar capacity.

“AFGI” has the meaning set forth in the Preamble.

“Allocated Share” means, with respect to a Commuting Policy Beneficiary, the arithmetic average of the percentage of total losses (out to three decimal
places) under each of the Liability Appraiser Base Case, the Liability Appraiser Stress Case and the Liability Appraiser Market Value attributable to such
Commuting Policy Beneficiary’s ABS CDO CDSs, in each case as set forth on the ABS CDO Consideration Schedule.
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“Ambac Parties” means AAC, ACP and AFGI.
“Ambac UK” means Ambac Assurance UK Limited, a United Kingdom-domiciled insurance company.

“Ambac UK Reinsurance Agreement” means that certain Amended and Restated 1997 Reinsurance Agreement between Ambac UK (f7k/a Ambac
Insurance UK Ltd.) and AAC (f/k/a Ambac Indemnity Corp.) dated November 17, 2009.

“Amended CDSs” has the meaning set forth in Section 3.06.

“Ancillary Agreements” means (i) the Commutation Agreements, (ii) the AAC Surplus Notes and the related Fiscal Agency Agreement, (iii) the Tax
Sharing Agreement, (iv) the SL Agreement, (v) the Charter Amendment, (vi) all other documents, instruments and other agreements executed (or, when referred
to prior to the Closing, to be executed at the Closing) in connection with this Agreement as contemplated hereby (other than the agreement between AAC and
OCI contemplated by Section 2.03(c)(ix) or any agreement with a Policy Beneficiary relating to the purchase, repurchase or call of AAC Surplus Notes, as
contemplated by Section 3.04(1)).

“Business Day” means any day that is not a Saturday, a Sunday or any other day on which banks are required or authorized by Law to be closed in New
York.

“CDS” means a credit default swap.

“Charter Amendment” means the amended and restated articles of incorporation of AAC in the form attached hereto as Exhibit C.

“Closing” has the meaning set forth in Section 2.02.

“Closing Date” means the date of the Closing.

“Common Advisors” mean Davis Polk & Wardwell LLP, Godfrey & Kahn, SC and FT1 Consulting, Inc.

“Commutation Agreement” means each Commutation Agreement by and among the Ambac Parties and each Commuting Policy Beneficiary in the form
attached hereto as Exhibit D (with variations as provided in such form), executed and delivered (or, when referred to prior to the Closing, contemplated hereby to
be executed and delivered) at the Closing.

“Commutation Consideration” means, with respect to any Commuting Policy Beneficiary:

(a) with respect to the ABS CDO CDSs (and related financial guaranty insurance policies), such Commuting Policy Beneficiary’s Allocated Share of cash
in the aggregate amount of $2.6 billion; plus

.



(b) with respect to the ABS CDO CDSs (and related financial guaranty insurance policies), such Commuting Policy Beneficiary’s Allocated Share of $2.0
billion in original principal amount of AAC Surplus Notes; plus

(¢) if such Commuting Policy Beneficiary is commuting a policy referred to on Schedule B hereto on the Closing Date (it being understood that such
policies cover certain non-ABS CDO transactions), an amount equal to the amount set forth opposite such policy on Schedule B hereto.

“Commuting Policy Beneficiary” means each Policy Beneficiary listed on the schedule marked “Commuting Policy Beneficiary Schedule — Execution
Copy” dated as of June 3, 2010 and delivered by FTI Consulting, Inc. to AAC, Davis Polk & Wardwell LLP and Godfrey & Kahn, SC.

“Cooperation Agreement” means that certain Cooperation Agreement dated as of March 24, 2010 by and between the Segregated Account and AAC.
“Everspan” means Everspan Financial Guarantee Corp., a Wisconsin-domiciled insurance company.

“Financial Reporting Package” means the financial reports and other information set forth in Schedule C hereto.

“Fiscal Agency Agreement” means the fiscal agency agreement in the form attached hereto as Exhibit E, relating to the AAC Surplus Notes.

“Forbearance Agreement” means that certain Forbearance and Standstill Agreement dated as of March 24, 2010 among AAC, ACP, OCI and the Policy
Beneficiaries signatory thereto, as amended prior to the date hereof.

“GA Remediation Action” means any remediation, commutation, synthetic commutation, settlement, release or termination, any amendment or
restructuring as a loss mitigation or value preservation effort or transaction, or any other similar loss mitigation or value preservation effort or transaction by
AAC or its Affiliates with respect to an obligation of the General Account that either (A) involves the issuance, incurrence or assumption by AAC or any of its
Subsidiaries of less than or equal to $10,000,000 in face amount of Surplus Notes, policies or other obligations (measured on an individual or, in the case of
related series of transactions, on an aggregate basis) or (B) satisfies the OCI Approval Standard.
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“GAAP” means United States generally accepted accounting principles in effect from time to time.
“General Account” means the general account of AAC.

“Governmental Authority” means any federal, national, supranational, state, provincial, local, or similar government, governmental, regulatory or
administrative authority, agency or commission or any court, tribunal, or judicial or arbitral body.

“Governmental Order” means any order, writ, judgment, injunction, decree, stipulation, determination or award issued or entered by or with any
Governmental Authority.

“Intercompany Agreements” means (i) all of the agreements or other arrangements between or among any of AAC or its Subsidiaries and their respective
Affiliates in existence on the date hereof and (ii) such other agreements and arrangements between or among any of AAC or its Subsidiaries and their respective
Affiliates entered into after the date hereof that satisfies the OCl Approval Standard.

“Joinder Agreement” has the meaning set forth in the Preamble.

“Law” means any federal, national, supranational, state, provincial, local or similar statute, law, ordinance, regulation, rule (including any rules regarding
discovery), code, order, requirement or rule of law (including common law).

“Legal Opinion” means a written opinion by Dewey & LeBoeuf LLP, in the form attached hereto as Exhibit F1.

“Liability Appraiser” means that firm engaged by Davis Polk & Wardwell LLP (in its capacity as counsel to the Policy Beneficiaries) and AAC (on
behalf of itself and its Affiliates) pursuant to that certain Advisory Services Agreement dated as of January 8, 2010.

“Liability Appraiser Base Case” means the “Base Case Losses” with respect to the insured tranches of collateralized debt obligations underlying all ABS
CDO CDSs as determined by the Liability Appraiser as of October 31, 2009 and set forth on the ABS CDO Consideration Schedule.

“Liability Appraiser Stress Case” means the “Stress Case Losses” with respect to the insured tranches of collateralized debt obligations underlying all
ABS CDO CDSs as determined by the Liability Appraiser as of October 31, 2009 and set forth on the ABS CDO Consideration Schedule.

“Liability Appraiser Market Value” means the “Market Value Losses™ as determined by the Liability Appraiser by subtracting the “Market Value” (as
determined
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by the Liability Appraiser) of the insured tranches of the collateralized debt obligations underlying all ABS CDO CDSs from the current notional exposure
thereof, calculated as of October 31, 2009 and set forth on the ABS CDO Consideration Schedule.

“Lien” means any lien, pledge, mortgage, deed of trust, security interest, claim, lease or similar encumbrance.

“Material Intercompany Agreement” means each Intercompany Agreement (or group or series of related Intercompany Agreements as contemplated by
Wis. Admin. Code Ins. § 40.04(4)) (i) entered into other than in the ordinary course of business (where the ordinary course of business, for the avoidance of
doubt, shall include policies, indemnitees, guarantees or other contractual arrangements entered into in connection with the issuance of policies) that requires
cash payments or asset transfers by AAC of amounts in excess of $15,000,000 in any twelve-month period or (ii) pursuant to which either AAC or any
Subsidiary is obligated to make payments or transfer assets to an Affiliate (other than to AAC or any wholly-owned Subsidiary (other than Ambac UK)).

“Moody’s” means Moody'’s Investors Services, Inc.
“Note Amendment” has the meaning set forth in Section 3.07.
“0C1” means the Office of the Commissioner of Insurance of the State of Wisconsin.

“OCI Approval Standard” shall be satisfied with respect to any matter, action or transaction if OCI has determined in its sole and absolute discretion that
such matter, action or transaction does not violate the law, is reasonable and fair to the interests of AAC, and protects and is equitable to the interests of AAC
policyholders generally. Matters, actions or transactions that require cash payments or asset transfers by AAC or one of its Subsidiaries of amounts less than
$15,000,000 in any twelve-month period and involve the incurrence of obligations or commitments of less than $15,000,000 (in each case, measured per matter,
action or transaction or, in the case of related matters, actions or transactions, in the aggregate) and, in the case of Section 3.04(e)(iii), less than $50,000,000 in
any twelve-month period, shall be deemed to have satisfied such standard.

“Other Seg Account Policy Notes” means Surplus Notes (other than the AAC Surplus Notes, the RMBS Surplus Notes and the SL Surplus Notes), issued
to satisfy claims made under policies in the Segregated Account on a pay as you go basis in accordance with the Segregated Account Rehabilitation Plan
approved by the Rehabilitator or the Rehabilitation Court pursuant to Wis. Stat. § 645.33(5). )

“Party” or “Parties” means any party or all parties, as applicable, to this Agreement.
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“Permitted Liens” means (a) Liens for taxes not yet due and payable or which are being contested in good faith by appropriate proceedings and for which
adequate reserves have been established on the financial statements of AAC or the Segregated Account in accordance with GAAP or SAP, as applicable,
(b) statutory Liens of landlords, (c) Liens of carriers, warehousemen, mechanics, materialmen and repatrmen incurred in the ordinary course of business
consistent with past practice, (d) in the case of real property, zoning, building, or other restrictions, variances, covenants, rights of way, encumbrances, easements
and other minor irregularities in title, none of which, individually or in the aggregate, (i) interfere in any material respect with the present use of or occupancy of
the affected parcel by the Ambac Parties, (ii) have more than an immaterial effect on the value thereof or its use, or (iii) would impair the ability of such parcel to
be sold for its present use, (e) Liens securing obligations arising as a result of any actions under or pursuant to the RMBS Remediation Plan, the SL Remediation
Plan, the SA Remediation Plan or any GA Remediation Action, (f) Liens incurred directly in connection with AAC’s and Ambac Capital Funding, Inc.’s
obligations under the guaranteed investment contracts entered into by Ambac Capital Funding, Inc. and in connection with futures contracts and swap agreements
entered into by Ambac Financial Services, LLC, (g) Liens incurred pursuant to the Secured Note, (h) Liens existing on the date hereof, (i) other Liens
(X) incurred in the ordinary course of business, (Y) securing obligations (other than Surplus Notes) not prohibited under this Agreement and (Z) on property
posted as collateral having an aggregate fair market value of not more than $50,000,000 (disregarding any property posted as collateral on the date hereof (so
long as the relevant collateral arrangement continues to exist)), (j) Liens in favor of wholly-owned Subsidiaries granted in the ordinary course of business,
(k) Liens that satisfy the OCl Approval Standard and (1) Liens by Aftiliates in favor of AAC.

“Person” means an individual, corporation, partnership, limited partnership, limited liability company, association, trust or other entity or organization,
including a government or political subdivision or an agency or instrumentality thereof.

“Plan of Operation” means the Plan of Operation for the Segregated Account of Ambac Assurance Corporation attached as Tab 1 to the Verified Petition
for Order of Rehabilitation filed on March 24, 2010 in the Rehabilitation Court as part of the Rehabilitation Proceeding, as amended from time to time.

“Policy Beneficiary” has the meaning set forth in the Preamble.
“Qualified” means a person, as reasonably determined by AAC, who has the personal characteristics of independence, integrity, high personal and
professional ethics, sound business judgment, and the relevant experience and ability and willingness to commit sufficient time to serving on the board of

directors of AAC.

“Rehabilitation Court” means the Dane County Circuit Court in the State of Wisconsin.
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“Rehabilitation Proceeding” means the proceeding commenced in the Rehabilitation Court with the caption “In the Matter of the Rehabilitation of:
Segregated Account of Ambac Assurance Corporation,” Case No. 10-CV-1576.

“Rehabilitator” means the rehabilitator of the Segregated Account, appointed by the Rehabilitation Court, and such rehabilitator’s successors.

“Reinsurance Agreement” means that certain Aggregate Excess of Loss Reinsurance Agreement, dated as of March 24, 2010, by and between the
Segregated Account and AAC.

“Released Matters” has the meaning set forth in Section 6.09(c).
“Released Party” has the meaning set forth in Section 6.09(c).

“Representatives” means, with respect to any Party, such Party’s directors, officers, partners, principals, members, employees, attorneys, agents,
accountants, auditors, advisors, sub-contractors and each Person, if any, who controls such Party or any such other Person or entity.

“Restricted Payment” means (a) any dividend or other distribution, direct or indirect, on account of any shares of any class of stock or other equity
interest of AAC or any Subsidiary of AAC (other than those payable or distributable solely to AAC or any wholly-owned Subsidiary of AAC (other than Ambac
UK)) now or hereafter outstanding, except a dividend payable solely in shares of a class of stock or other equity interest to the holders of that class, (b) any
redemption, conversion, exchange, retirement or similar payment, purchase or other acquisition for value (whether for cash, assets or other consideration, other
than payments made with common equity or non-redeemable preferred stock issued by AAC), direct or indirect, of any shares of any class of stock or other
equity interests of AAC or any of its Subsidiaries (other than those payable or distributable solely to AAC or any wholly-owned Subsidiary of AAC (other than
Ambac UK)) now or hereafter outstanding, (c) investments by AAC or its Subsidiaries in any other Person (including loans to, or guarantees of obligations of,
such Person), including any such investment by AAC or any Subsidiary of AAC in any Subsidiary of AAC, (d) any management or service fee to, or payment to
reimburse expenses of, any Affiliate of AAC except pursuant to any Intercompany Agreement permitted hereby or any Ancillary Agreement and except for
reimbursement of legal or administrative expenses of wholly-owned Subsidiaries and () any payment by AAC or its Subsidiaries on any other Surplus Notes or
any class of obligations of AAC that, in each case, ranks junior to the AAC Surplus Notes but senior to the stock or other equity interests issued by AAC or any
redemption, conversion, exchange, retirement or similar payment, purchase or other acquisition for value (whether for cash, assets or other consideration other
than payments made with common equity or non-redeemable preferred stock issued by AAC), direct or indirect, of any such Surplus Note or class of obligations.
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“Restructuring” means: (a) the commutation of CDSs and other transactions and financial guaranty insurance policies and mutual releases and other
agreements pursuant to the Commutation Agreements as provided in Section 2.01 hereof, including the payment of the cash commutation payments and the
issuance of AAC Surplus Notes in connection therewith, (b) the Plan of Operation and the consummation of the transactions contemplated thereby, (c) the
adoption of the Charter Amendment and (d) the other transactions expressly contemplated by this Agreement and the Ancillary Agreements, including the
restructuring of the SL Obligations.

“RMBS” means residential mortgage backed securities.

“RMBS Obligations” means the Segregated Account’s payment obligations under the financial guaranty insurance policies issued by it on bonds,
certificates, notes or other securities payable solely from RMBS assets.

“RMBS Remediation Plan” means (a) the payment of RMBS Obligations on a pay as you go basis in accordance with the Segregated Account
Rehabilitation Plan approved by the Rehabilitation Court pursuant to Wis. Stat. § 645.33(5) and (b) other remediation, commutation, synthetic commutation,
settlement, release or termination, any amendment or restructuring as a loss mitigation or value preservation effort or transaction or any other similar loss
mitigation or value preservation efforts or transactions by AAC or its Affiliates with respect to RMBS Obligations, including litigation related to any alleged
breaches of representations and warranties, commutations and restructurings, and purchases of RMBS Obligations, including a possible tender offer for the
RMBS Obligations but not the underlying RMBS (other than through a synthetic commutation pursuant to which AAC does not directly acquire such RMBS)),
in each case if and to the extent such actions or transactions are approved by the Rehabilitator or the Rehabilitation Court, or satisfy the OCI Approval Standard.

“RMBS Surplus Notes” means Surplus Notes issued pursuant to the RMBS Remediation Plan.

“S&P” means Standard & Poor’s Ratings Services, a division of The McGraw-Hill Companies, Inc.

“SA Remediation Plan” means remediation, commutation, synthetic commutation, settlement, release or termination, any amendment or restructuring as
a loss mitigation or value preservation effort or transaction, or any other similar loss mitigation or value preservation efforts or transactions by AAC or its
Affiliates with respect to Segregated Account payment obligations (other than (i) the RMBS Obligations or (ii) the SL Obligations (to the extent in the
Segregated Account)) if and to the extent such actions or transactions are approved by the Rehabilitator or the Rehabilitation Court, or satisfy the OCI Approval
Standard.




“SAP” means statutory accounting principles for insurance companies in the State of Wisconsin.

“Section 3.04 Benefited Parties” has the meaning set forth in Section 3.04.

“Secured Note” means that certain Secured Note, dated as of March 24, 2010, from AAC to the Segregated Account.

“Securities Act” means the Securities Act of 1933, as amended.

“Segregated Account” means the segregated account of AAC established under Wis. Stat. § 611.24(2) by AAC on March 24, 2010.

“Segregated Account Rehabilitation Plan” means a plan of rehabilitation for the Segregated Account submitted or to be submitted by the Rehabilitator
for approval by the Rehabilitation Court pursuant to Wis. Stat. § 645.33(5).

“SL Agreement” means that certain agreement to be executed and delivered at the Closing by AAC and the Policy Beneficiary identified therein with
respect to the potential commutation or synthetic commutation, amendment, restructuring or other treatment of certain bonds, certificates, notes or other
securities that are the subject of SL Obligations.

“SL Obligations” means AAC’s payment obligations under financial guaranty insurance policies and surety bonds issued by AAC on, or in connection
with, bonds, certificates, notes or other securities payable principally from assets consisting of student loans and the proceeds thereof.

“SL Remediation Plan” means (a) the payment of certain SL Obligations on a pay as you go basis in accordance with the Segregated Account
Rehabilitation Plan and (b) the remediation, commutation, synthetic commutation, settlement, release or termination, amendment or restructuring as a loss
mitigation or value preservation effort or transaction, or any other similar loss mitigation or value preservation treatment of certain SL Obligations (i) as provided
in the SL Agreement (or any other post-Closing agreement or arrangement) with respect to SL Obligations that are not in the Segregated Account or (ii) with
respect to SL Obligations that are in the Segregated Account, which in each case may include purchases of SL Obligations or related insured obligations,
including a possible tender offer, in each case, if and to the extent such actions or transactions are approved by the Rehabilitator or the Rehabilitation Court, or
satisfy the OC] Approval Standard.

“SL Surplus Notes” means Surplus Notes issued pursuant to the SL Remediation Plan.
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“Statement of Intent” means that Statement of Intent executed by OCI and AAC (on behalf of itself and its Affiliates) on March 24, 2010.

“Subsidiary” or “Subsidiaries” means, with respect to a specified Person, any corporation, partnership, limited partnership, limited liability company or
other entity as to which the specified Person, directly or indirectly (including through one or more Subsidiaries), owns a majority of the outstanding shares of
stock or other ownership interests having voting power under ordinary circumstances to elect directors of such corporation or other Persons performing similar
functions for such entity.

“Surplus Notes” means surplus or contribution notes (or other similar securities that are preferred to common or preferred equity but junior in right of
payment to indebtedness (other than surplus notes) and policy obligations), issued by AAC out of the General Account in the case of the AAC Surplus Notes or
out of the General Account or the Segregated Account in the case of any other such surplus or contribution notes (or other such similar securities), including the
Other Seg Account Policy Notes, the SL Surplus Notes and the RMBS Surplus Notes.

“Tax Sharing Agreement” means the tax sharing agreement among AFGI and certain of its Affiliates, dated as of the Closing Date in the form attached
hereto as Exhibit G.

“Transactions” means all transactions contemplated by this Agreement and the Ancillary Agreements.

“UnafTiliated” means a person, as reasonably determined by AAC, who (i) qualifies as an independent director on the board of directors of AAC under the

listing standards of the New York Stock Exchange, (ii) is not an officer or employee of AAC, or a director, officer or employee of any Affiliate of AAC and
(iii) immediately prior to his appointment is not a director of AAC.

“Unaffiliated Qualified Director” means a director of AAC who is Unaffiliated and Qualified. Unaffiliated Qualified Directors for this purpose shall not

include any director appointed solely by the vote of AAC’s preferred shareholders.
“Wisconsin Legal Opinion” means a written opinion by DeWitt Ross & Stevens S.C., in the form attached hereto as Exhibit F2,
Section 1.02. Interpretation and Rules of Construction. In this Agreement, except to the extent otherwise provided or that the context otherwise requires:

(a) when a reference is made in this Agreement to an Article, Section, Exhibit or Schedule, such reference is to an Article or Section of, or a Schedule or
Exhibit to, this Agreement unless otherwise indicated;
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Section 3.04. Further Agreements of the Ambac Parties. From the Closing until all of the AAC Surplus Notes have been paid in full, redeemed or
repurchased (whether as scheduled or pursuant to a call or other early redemption), the Ambac Parties agree, for the benefit of the Policy Beneficiaries that hold
or (directly or indirectly) beneficially own AAC Surplus Notes and each other holder of AAC Surplus Notes from time to time (other than any Ambac Party or an
Aftiliate thereof) (collectively, the “Section 3.04 Benefited Parties”), as follows:

(a) At all times after the 120th day after the Closing, at least two members of the board of directors of AAC shall be Unaffiliated Qualified Directors. At
all times after the 180th day after the Closing, at least one-third (and, in any event not less than three members) of the board of directors of AAC shall be
Unaffiliated Qualified Directors. At the time a statement of qualifications for any nominee for Unaffiliated Qualified Director is delivered to OCI pursuant to the
Charter Amendment, the Ambac Parties shall deliver a copy of such statement to each of the Section 3.04 Benefited Parties that has requested such information
to provide such Section 3.04 Benefited Parties with an opportunity to provide comments to OCI regarding the qualifications, independence and unaffiliated status
of such proposed Unaffiliated Qualified Director. Notwithstanding the foregoing, if at any time at least two members of the board of directors of AAC are
Unaffiliated Qualified Directors, those actions specified in this Agreement as requiring the approval of the Unaffiliated Qualified Directors may be taken upon
the unanimous approval of such Unaffiliated Qualified Directors. In addition, if at any time fewer than two members of the board of directors of AAC are
Unaffiliated Qualified Directors, those actions specified in this Agreement as requiring the approval of the Unaffiliated Qualified Directors may be taken (i) upon
the approval of the remaining Unaffiliated Qualified Director (if any) and (ii) if they satisfy the OCI Approval Standard. If at any time AAC has fewer
Unaffiliated Qualified Directors than is required by the provisions of this Section 3.04(a), AAC shall use its commercially reasonable efforts to find additional
Unaffiliated Qualified Directors, which efforts shall include considering in its sole discretion any potential directors recommended by any Section 3.04
Benefitted Party. Without limiting the foregoing, if at any time the board of directors of AAC does not include the minimum number of Unaffiliated Qualified
Directors required by this Section 3.04(a), the sole consequence shall be as set forth in this Section 3.04(a).

(b) The provisions in the Charter Amendment relating to Unaffiliated Qualified Directors shall not be amended in a manner adverse to the Policy
Beneficiaries.

(c) Intentionally Omitted

(d) Other than as permitted pursuant to the provisions of Section 3.04(e) or Section 3.04(h), AAC and its Subsidiaries shall not write new business
(including through any reinsurance or guarantee arrangement ot under existing treaties), unless (A) approved by OCI and (B) AAC has a financial strength rating
of at least A by S&P and A2 by Moody’s (provided, that if at such time only one such rating organization is in the business of rating financial guarantors, then by
such organization), or, if neither S&P nor Moody’s is in the business of rating financial guarantors, then the equivalent rating by any other nationally recognized
statistical rating organization (and, in each case, is not on negative watch for downgrade while it has a financial strength rating of A or A2 (or, if applicable, such
equivalent thereof)), and except that new business may be undertaken solely by Everspan (for the avoidance of doubt, without any reinsurance or other guarantee
by AAC or any other Subsidiary of AAC) using the proceeds of outside capital received by AAC or any of its Affiliates after the Closing and invested in
Everspan, if
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approved by the board of directors of AAC, including a majority of the Unaffiliated Qualified Directors. For the avoidance of doubt, the provisions of this
Section 3.04(d) shall not apply to (X) any recaptures of policies ceded to reinsurers if such recapture is specifically approved by OCI at or about the time of such
recapture, (Y) the issuance of a financial guaranty insurance policy or surety bond (A) pursuant to a contractual commitment in effect on the date hereof or

(B) pursuant to or in connection with the RMBS Remediation Plan, the SL Remediation Plan, the SA Remediation Plan or any GA Remediation Action, or

(Z) any hedging activity that satisfies the OCI Approval Standard.

(e) AAC will not, and will cause each of its Subsidiaries not to, issue, incur or assume any Surplus Notes, policies or other material obligations that are
pari passu with or senior to the AAC Surplus Notes (including, without limitation, debt instruments of Affiliates that are structurally senior to the AAC Surplus
Notes), other than (subject to Section 3.04(f)) (i) the RMBS Surplus Notes, the SL Surplus Notes and the Other Seg Account Policy Notes, (ii) any other Surplus
Notes or policies that satisfy the OCI Approval Standard or are approved by the Rehabilitator or the Rehabilitation Court in satisfaction or partial satisfaction of
any liabilities of the Segregated Account, (iii) Surplus Notes, policies or other material obligations in connection with the RMBS Remediation Plan, the SA
Remediation Plan, the SL Remediation Plan or any GA Remediation Action, (iv) Surplus Notes, policies or other material obligations issued to AAC or any of its
wholly-owned Subsidiaries (other than Ambac UK) that satisfy the OCl Approval Standard, or (v) as permitted pursuant to the provisions of Section 3.04(d) or
Section 3.04(h). In addition, the provisions of this Section 3.04(e) shall not apply to the issuance of a financial guaranty insurance policy or surety bond pursuant
to a contractual commitment in effect on the Closing Date.

(f) All Surplus Notes shall rank pari passu with or junior to the AAC Surplus Notes. No Surplus Note issued by AAC shall have a scheduled maturity or
scheduled principal payment prior to the 10th anniversary of the Closing Date, have an interest rate in excess of 5.1% per annum, or otherwise be on terms
materially more favorable to the holders of such Surplus Notes than the AAC Surplus Notes; provided that the existence or absence of transfer restrictions
pursuant to section 3(a)(10) or section 4(2) of the Securities Act shall not be considered a more or less favorable term for the purpose of this subsection. No
principal or interest payment (other than PIK interest) on any indebtedness ranking junior to the Surplus Notes shall be made until all of the Surplus Notes have
been paid in full, repurchased or redeemed or otherwise provided for to the satisfaction of OCI. Notwithstanding anything in this Agreement to the contrary, all
Surplus Notes shall be approved by OCI.

(g) Intentionally Omitted

(h) AAC will not, and will cause each of its Subsidiaries not to:

(i) solely with respect to AAC, dissolve or liquidate;
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(ii) merge, consolidate or amalgamate with any other Person (other than mergers, consolidations or amalgamations between wholly-owned
Subsidiaries (other than Ambac UK) of AAC or, where AAC is the surviving entity, between AAC and its wholly-owned Subsidiaries (other than Ambac
UK));

(iii) solely with respect to AAC, sell, lease, assign, or otherwise dispose or transfer all or substantially all of its assets in a single transaction or series
of related transactions;

(iv) sell, lease, assign, or otherwise dispose of or transfer assets, or cede any material business to third parties, with an aggregate (for all such
transactions by all of AAC and all of its Subsidiaries, including transactions among AAC and its Subsidiaries) fair value exceeding, during any six
month-period (whether (A) in one transaction or any number of related transactions or (B) any number of unrelated transactions occurring (in the case of
this subclause (B)) within any six month time period), 10% of AAC’s admitted assets, determined in accordance with statutory accounting principles;

(v) make any Restricted Payment in excess of $5,000,000 in the aggregate (for all Restricted Payments by AAC and/or any of its Subsidiaries) per
annum; or

(vi) create or suffer to exist any Lien on or over its assets (other than Permitted Liens),
in each case, whether such transaction is with an Affiliate or a non-Affiliate third party; provided that the transactions set forth below shall not be prohibited
pursuant to this clause (h):
(A) transactions or payments pursuant to Intercompany Agreements;
(B) recaptures of policies ceded to reinsurers that satisfy the OCI Approval Standard;

(C) Restricted Payments from AAC to AFGI in an amount (1) up to $52 million per annum solely to pay interest on indebtedness of AFGI
outstanding as of March 15, 2010, or any indebtedness issued as a result of a restructuring or refinancing thereof and (2) up to $7.5 million per
annum solely to pay operating expenses of AFGI; provided that, (x) concurrently with any such Restricted Payment, the total principal amount,
including any capitalized interest thereon, of all outstanding Surplus Notes shall be prepaid on a pro rata basis by an amount equal to the amount of
such Restricted Payment and (y) such Restricted Payment satisfies the OCI Approval Standard;
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(D) for the avoidance of doubt, (i) payment of claims and expenses on or in connection with insurance policies or other insured obligations
existing on the Closing Date in the General Account or thereafter issued as permitted by this Agreement, (ii) the Secured Note, including payments
thereunder, (iii) the Reinsurance Agreement, including payments thereunder, and (iv) the Cooperation Agreement, including payments thereunder,

(E) (i) obligations under financial guarantees and related policies and obligations existing on the Closing Date in the General Account or
thereafter issued as permitted by this Agreement, (ii) investments in accordance with investment guidelines as required by statutory accounting
principles and as approved by OCT; provided that AAC’s and each of its Subsidiary’s investment plan and performance shall be reviewed at least
annually by the board of directors of AAC and modified as necessary and approved by the board of directors of AAC including a majority of the
Unaffiliated Qualified Directors; (iii) dividends or other payments by any Subsidiary of AAC to AAC and (iv) other investments in AAC or any
wholly-owned Subsidiary of AAC (other than Ambac UK) pursuant to Intercompany Agreements permitted hereby;

(F) transactions related to and arising from the RMBS Remediation Plan, the SL Remediation Plan, the SA Remediation Plan or any GA
Remediation Actions;

(G) bulk cession(s) of liabilities to direct or indirect Subsidiaries together with a transfer of corresponding assets and necessary capital to such
Subsidiaries that satisfy the OCI Approval Standard,

(H) transactions not permitted by Section 3.04(h)(iv), (v) or (vi) and not expressly prohibited by, or otherwise contemplated by, subparts
(A) through (G) of this Section 3.04(h) if approved by (i) a majority of the Unaffiliated Qualified Directors and (ii) that satisfy the OCI Approval
Standard; and

(1) transactions otherwise not permitted by this Section 3.04(h) that satisfy the OCI Approval Standard and, if, after giving effect thereto, AAC
has a financial strength rating of at least A by S&P and A2 by Moody’s (provided, that if at such time only one such rating organization is in the
business of rating financial guarantors, then by such organization), or, if neither S&P nor Moody’s is in the business of rating financial guarantors,
then the equivalent rating by any other nationally recognized statistical rating organization (and, in each case, is not on negative watch for
downgrade while it has a financial strength rating of A or A2 (or, if applicable, such equivalent thereof)).
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(i) With respect to any financial guaranty insurance policy obligation commuted or CDS terminated pursuant to a Commutation Agreement in respect of
which AAC and ACP have been released from all of their respective obligations, the Ambac Parties shall cooperate (without having to incur any material
obligation or expenses) with any reasonable requests of any Policy Beneficiary to assist in the restructuring of the underlying insured transactions, including,
without limitation, by transferring any voting or consent rights held by any Ambac Party, but only with respect to that portion of the insured obligations that have
been commuted or terminated by such Policy Beneficiary, but only to the extent permitted by the applicable transaction documents or, if not permitted and if an
Ambac Party is defined as a controlling party, such Ambac Party shall, at such Policy Beneficiary’s expense and at its reasonable request, cooperate to use
reasonable endeavors to amend the documents to permit such transfer and shall use reasonable efforts to follow such Policy Beneficiary’s directions.

(j) Other than as set forth on Schedule D-2, no transaction by AAC or any of its Subsidiaries with Affiliates (including any transaction by AAC with any of
its Subsidiaries) shall be entered into unless such transaction is (i) pursuant to an Intercompany Agreement and (ii) in accordance with Wis. Stat. §§ 611.61 and
617.21 and Wis. Admin. Code INS § 40.04 (other than with respect to transactions solely among non-insurance Subsidiaries of AAC) and no Material
Intercompany Agreement (other than as relates to the RMBS Remediation Plan, the SL Remediation Plan, the SA Remediation Plan or any GA Remediation
Action) shall be entered into or amended in any material respect unless approved by a majority of the Unaffiliated Qualified Directors.

(k) The Ambac Parties and their respective Affiliates shall not create any new tax-sharing agreements between or among any of the Ambac Parties, other
than the Tax Sharing Agreement, or amend the Tax Sharing Agreement, in each case other than as approved by OCI and a majority of the Unaffiliated Qualified
Directors.

(I) With the prior consent of OCI, AAC may purchase, repurchase or call AAC Surplus Notes on a non-pro rata basis pursuant to separate agreements or
arrangements between AAC and any holder thereof.

(m) AAC shall not make any distribution, whether in cash, property, securities or a combination thereof (other than payments made with common equity
or non-redeemable preferred stock issued by AAC), to the holders of any Surplus Notes (in their capacities as such) or pay, or commit to pay, or directly or
indirectly redeem, repurchase, retire, prepay, convert, exchange or otherwise acquire for consideration, or set apart any sum for the aforesaid purpose, any
Surplus Note except with respect to all Surplus Notes on a pro rata basis and on the same terms, except as permitted by Section 3.04(1).
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Any failure of Ambac UK to comply with the terms of Sections 3.04(d), () or (h) of this Agreement shall not constitute a breach of this Agreement to the extent
such noncompliance was not directed or caused by AAC or its Affiliates (other than Ambac UK).

Any action expressly permitted by any subsection of this Section 3.04 shall be permitted notwithstanding the terms of any other subsection of this Section 3.04,
unless such other subsection expressly prohibits such action.

Section 3.05. Treatment of Policies and Transactions. AAC will not transfer or allocate or seek to have transferred or allocated to the Segregated Account
(or any other segregated account) any policy or contract in the General Account except (i) as set forth in Section IV of the Plan of Operation or (ii) for policies or
contracts (a) with actual or expected losses that (taken in the aggregate) are material to the General Account or (b) that threaten the financial viability of the
General Account, in each case as determined by OCI in its sole and absolute discretion; provided that no such policies or contracts may be so transferred or
allocated to a segregated account unless such transfer or allocation (i) satisfies the OCI Approval Standards and (ii) otherwise meets the standards of Wis. Stat. §
611.24. Notwithstanding this Section 3.05 or any other provision of this Agreement, the right, if any, of a holder or beneficiary of a policy or contract to contest
the transfer or allocation of such policy or contract to a segregated account on any ground shall not be deemed waived.

Section 3.06. Modifications to Amended CDSs. Effective at the time of the Closing, all of the CDSs issued by ACP benefitting from policies in the General
Account that are held by the Policy Beneficiaries (the “Amended CDSs”), including those identified on Schedule I to each applicable Joinder Agreement, are
hereby amended pursuant to Section 9(b) of the ISDA Master Agreement for each such CDS (prior to giving effect to the amendment below) to delete, solely for
so long as such policies remain in the General Account, the following “Events of Default,” “Termination Events” or “Additional Termination Events” with
respect to ACP or AAC as the “Defaulting” or “Affected Party” if specified in the relevant Amended CDS as applicable, it being understood that such
amendment shall cease to be effective, and the Amended CDS shall be deemed further modified to reinstate such deleted “Events of Default” “Termination
Events” and “Additional Termination Events” in the event the policy related to such Amended CDS has been transferred or allocated to the Segregated Account
(or any other segregated account):

(a) Misrepresentation (as specified in Section 5(a)(iv) of the 1992 ISDA Master Agreement);

(b) AAC becoming insolvent in the absence of formal insolvency proceedings (as specified in Section 5(a)(vii) of the 1992 1SDA Master Agreement);
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Ambac

Internal Gross Net Moody's
Single Risk Name Rating " CcusIp Par ($000) " Par ($000) " Rating ™ Maturity ¥

DELTA MASSPORT - TERMINAL A
DELTA MASSPORT - TERMINAL A BIG "575898ALS" $127,310 $117,715 WR 1/1/2027
DELTA MASSPORT - TERMINAL A BIG "5758982We" 79,550 73,555 NA NA
DELTA MASSPORT - TERMINAL A BIG "5758982X4" 79,550 73,555 NA NA
DELTA MASSPORT - TERMINAL A BIG "575898AM3" 24,680 22,820 WR 1/1/2022
DELTA MASSPORT - TERMINAL A BIG "575898AK7" 23,485 21,715 WR 1/1/2021
DELTA MASSPORT - TERMINAL A BIG "575898AJ0" 22,300 20,619 WR 1/1/2020
DELTA MASSPORT - TERMINAL A BIG "575898AH4" 21,120 19,528 WR 1/1/2019
DELTA MASSPORT - TERMINAL A BIG "575898AG6" 20,000 18,493 WR 1/1/2018
DELTA MASSPORT - TERMINAL A BIG "575898AF8" 18,940 17,513 WR 1/1/2017
DELTA MASSPORT - TERMINAL A BIG "575898AE1" 17,935 16,583 WR 1/1/2016
DELTA MASSPORT - TERMINAL A BIG "575898AD3" 16,985 15,708 WR 1/1/2015
DELTA MASSPORT - TERMINAL A BIG "575898ACS" 16,080 14,868 WR 1/1/2014
DELTA MASSPORT - TERMINAL A BIG "575898AB7" 15,230 14,082 WR 1/1/2013
DELTA MASSPORT - TERMINAL A BIG "575898AA9" 14,420 13,333 WR 1/1/2012

TOTAL DELTA MASSPORT - TERMINAL A $497,585 $460,085

FINANCE AUTHORITY OF MAINE
FINANCE AUTHORITY OF MAINE BIG "56041WAAQ" $58,250 $58,250 Caal 12/1/2033
FINANCE AUTHORITY OF MAINE BIG "56041WAF9" 50,000 30,000 Caal 6/1/2037
FINANCE AUTHORITY OF MAINE BIG "56041WAG7" 50,000 30,000 Caal 6/1/2037
FINANCE AUTHORITY OF MAINE BIG "56041WACE" 44,500 26,700 Caal 6/1/2035
FINANCE AUTHORITY OF MAINE BIG "56041WAD4" 44,000 26,400 Caal 6/1/2035
FINANCE AUTHORITY OF MAINE BIG 5604 TWAHS" 40,000 24,000 Caal 6/1/2037

TOTAL FINANCE AUTHORITY OF MAINE $286,750 $195,350

JEFFERSON CNTY AL LSE 2006
JEFFERSON CNTY AL LSE 2006 BIG "47267PAQ6" $29,405 $17,643 Caa2 4/1/2026
JEFFERSON CNTY AL LSE 2006 BIG "47267PAP8" 6,680 4,008 Caa2 4/1/2021
JEFFERSON CNTY AL LSE 2006 BIG "47267PAN3" 6,335 3,801 Caa2 4/1/2020
JEFFERSON CNTY AL LSE 2006 BIG "47267PAMS" 6,000 3,600 Caa2 4/1/2019
JEFFERSON CNTY AL LSE 2006 BIG "47267PAL7" 5,680 3,408 Caa2 4/1/2018
JEFFERSON CNTY AL LSE 2006 BIG "47267PAK9" 5,380 3,228 Caa2 4/1/2017
JEFFERSON CNTY AL LSE 2006 BIG "47267PAJ2" 5,105 3,063 Caa2 4/1/2016
JEFFERSON CNTY AL LSE 2006 BIG "47267PAHE" 4,840 2,904 Caa2 4/1/2015
JEFFERSON CNTY AL LSE 2006 BIG "47267PAG8" 4,590 2,754 Caa2 4/1/2014
JEFFERSON CNTY AL LSE 2006 BIG "47267PAF0" 4,355 2,613 Caa2 4/1/2013
JEFFERSON CNTY AL LSE 2006 BIG "47267PAE3" 4,130 2,478 Caa2 4/1/2012
JEFFERSON CNTY AL LSE 2006 BIG "47267PADS" 1,135 681 Caal 4/1/2011

TOTAL JEFFERSON CNTY AL LSE 2006 $83,635 $50,181

JEFFERSON CNTY AL GO
JEFFERSON CNTY AL GO BIG "472628NR3" $9,810 $9,810 Caal 4/1/2011
JEFFERSON CNTY AL GO BIG "472628NQSs” 9,385 9.385 NA NA

TOTAL JEFFERSON CNTY AL GO $19,195 $19,195

JEFFERSON CNTY AL SEWER REV
JEFFERSON CNTY AL SEWER REV BIG "010653RA3" $5,255 $5,255 WR 2/15/2016
JEFFERSON CNTY AL SEWER REV BIG "010653QZ29" 5,250 5,250 WR 2/15/2015
JEFFERSON CNTY AL SEWER REV BIG "010653QY2" 4,965 4,965 WR 2/15/2014
JEFFERSON CNTY AL SEWER REV BIG "010653QX4" 4,690 4,690 WR 2/15/2013
JEFFERSON CNTY AL SEWER REV BIG "010653QWe" 4,430 4,430 WR 2/15/2012
JEFFERSON CNTY AL SEWER REV BIG "010653QV8" 4,190 4,190 WR 2/15/2011

TOTAL JEFFERSON CNTY AL SEWER REV $28,780 $28,780

JEFFERSON CNTY EDU SLS TX WRNT
JEFFERSON CNTY EDU SLS TX WRNT BIG “472653BE3" $179,750 $157,997 B3 1/1/2027
JEFFERSON CNTY EDU SLS TX WRNT BIG "472653BA1" 40,600 35,687 B3 1/1/2027
JEFFERSON CNTY EDU SLS TX WRNT BIG "472653BB9" 37,800 33,226 B3 1/1/2027
JEFFERSON CNTY EDU SLS TX WRNT BIG NA 29,438 29,438 NA NA
JEFFERSON CNTY EDU SLS TX WRNT BIG "472653BC7" 19,025 16,723 B3 1/1/2027
JEFFERSON CNTY EDU SLS TX WRNT BIG "472653BF0" 9,335 9,335 B3 1/1/2025
JEFFERSON CNTY EDU SLS TX WRNT BIG "472653BDS" 8,075 7,098 B3 1/1/2027

TOTAL JEFFERSON CNTY EDU SLS TX WRNT §324,023 $289,503

TOTAL JEFFERSON CNTY §455,633 $387,659

NEW ORLEANS LA CONTINUING OB BIG "647696AA1" $128,260 $128,260 Baa3 9/1/2030

NORTH TX HGH AUTH STL 91 &96
NORTH TX HGH AUTH STL 91 &9¢ BIG "662826EC6" $151,600 $90,960 Caa2 12/1/2046
NORTH TX HGH AUTH STL 91 &9¢ BIG "662826B54" 25,000 25,000 Caa2 4/1/2020
NORTH TX HGH AUTH STL 91 &9¢6 BIG "662826CL8" 17,500 17,500 NR 4/1/2036

TOTAL NORTH TX HGH AUTH STL 91 &96 $194,100 $133,460

Grand Total $1,562,328 $1,304,814

(1) Per Ambac Single Risk Exposure file available on the Ambac website (bttp:/lambac.com/finvestor_exposures.html)
(2) Moody's Rating and Maturity dates per Financial Industry Regulatory Authority (FINRA) website (www.finra.org) as of July 6, 2010
(3) Rating of "WR " indicates Moody's has withdrawn its rating of the issuance



