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State of Wisconsin / OEFICE OF THE COMMISSIONER OF INSURANCE

125 South Webster Street ¢ P.O. Box 7873

Scott Walker, Governor Madison, Wisconsin 53707-7873
Theodore K. Nickel, Commissioner Phone: (608) 266-3585 o Fax: (608) 266-9935
February 7’ 2013 E-Mail: ociinformation@wisconsin.gov

Wisconsin.gov Web Address: oci.wi.gov

Honorable Theodore K. Nickel
Commissioner of Insurance
State of Wisconsin
125 South Webster Street
Madison, Wisconsin 53703
Commissioner:
In accordance with your instructions, a compliance examination has been made of

the affairs and financial condition of:

AMBAC ASSURANCE CORPORATION
New York, New York

and this report is respectfully submitted.

I. INTRODUCTION
The previous examination of Ambac Assurance Corporation (hereinafter also Ambac
or the company) was conducted in 2007 as of December 31, 2006. The current examination
covered the intervening period ending December 31, 2011, and included a review of such 2012
and 2013 transactions as deemed necessary to complete the examination.
The examination was conducted using a risk-focused approach in accordance with

the NAIC Financial Condition Examiners Handbook, which sets forth guidance for planning and

performing an examination to evaluate the financial condition and identify prospective risks of an
insurer. This approach includes the obtaining of information about the company including
corporate governance, the identification and assessment of inherent risks within the company,
and the evaluation of system controls and procedures used by the company to mitigate those
risks. The examination also included an assessment of the principles used and significant

estimates made by management, as well as an evaluation of the overall financial statement



presentation and management’s compliance with statutory accounting principles, annual
statement instructions, and Wisconsin laws and regulations.

The examination consisted of a review of all major phases of the company's
operations and included the following areas:

History

Management and Control

Corporate Records

Conflict of Interest

Fidelity Bonds and Other Insurance

Employees' Welfare and Pension Plans

Territory and Plan of Operations

Affiliated Companies

Growth of Company

Reinsurance

Financial Statements

Accounts and Records

Data Processing

Emphasis was placed on the audit of those areas of the company's operations
accorded a high priority by the examiner-in-charge when planning the examination. Special
attention was given to the action taken by the company to satisfy the recommendations and
comments made in the previous examination report.

The company is annually audited by an independent public accounting firm as
prescribed by s. Ins 50.05, Wis. Adm. Code. An integral part of this compliance examination was
the review of the independent accountant's work papers. Based on the results of the review of
these work papers, alternative or additional examination steps deemed necessary for the
completion of this examination were performed. The examination work papers contain

documentation with respect to the alternative or additional examination steps performed during

the course of the examination.



Il. HISTORY AND PLAN OF OPERATION

Ambac Assurance Corporation is a Wisconsin-domiciled insurer authorized to
transact surety and financial guaranty insurance. The company has operated as a financial
guaranty insurer, and its principal business was the guaranty of timely payment of principal and
periodic interest when due on investment grade credit obligations. It has not written any new
policies since early 2008.

The company’s present corporate organization was created from a corporate
restructuring executed on June 18, 1985, under the supervision of the Wisconsin Office of the
Commissioner of Insurance (OCI). Under the 1985 restructuring, the business of the company’s
predecessor legal entity, American Municipal Bond Assurance Corporation (AMBAC), was
transferred to a previously existing successor legal entity, AMBAC Indemnity Corporation, which
was subsequently renamed Ambac Assurance Corporation.

AMBAC was incorporated in Wisconsin in 1970 and was originally established as a
subsidiary of the former MGIC Investment Corporation (MGICIC; the pre-1985 MGIC Investment
Corporation). AMBAC was the nation’s first financial guaranty insurer of municipal bond
securities. In 1981 the underwriting operations of AMBAC were moved to New York, New York,
from Milwaukee, Wisconsin. Ownership of MGICIC and its subsidiaries including AMBAC was
purchased by the holding company Baldwin-United Corporation (Baldwin) in 1982. At the time of
the purchase, Baldwin was primarily a life insurance holding company that was relying on single
premium deferred annuities for growth. It became financially impaired in 1983 due primarily to
problems in the single premium deferred annuity market coupled with the corporate debt from the
purchase of MGICIC. Baldwin filed petition for voluntary reorganization under Chapter 11 of the
Federal Bankruptcy Code.

In 1984 the Commissioner approved a Plan of Acquisition (the Plan) whereby the
ongoing successful business enterprise of AMBAC could be protected from the bankruptcy of
Baldwin and be continued in a successor legal entity. Pursuant to the Plan, the holding company
AMBAC, Inc., was formed in 1984 to facilitate the transfer of the municipal bond insurance

business of AMBAC. AMBAC, Inc., purchased the then existing insurer Verex Indemnity



Corporation, which was incorporated in Wisconsin on February 25, 1970, under the name CMI
Credit Insurance, Inc., and renamed Verex Indemnity Corporation on January 25, 1979. On
June 27, 1985, AMBAC changed its name to WMBIC Indemnity Corporation (WMBIC), and on
June 28, 1985, Verex Indemnity Corporation changed its name to AMBAC Indemnity Corporation.
Effective June 28, 1985, AMBAC Indemnity Corporation acquired the assets and assumed the
liabilities of the municipal bond business of WMBIC. Pursuant to the order of the Commissioner,
WMBIC entered into liquidation proceedings immediately following the transfer of business to
AMBAC Indemnity Corporation.

AMBAC, Inc., was initially established for the express purpose of acquiring and
capitalizing an insurance company that would be the successor to AMBAC. At the time of the
formation of AMBAC Indemnity Corporation in 1985, the voting capital stock of AMBAC, Inc., was

owned by the following participating investors:

Citibank, NA 86.9%
Management of WMBIC Indemnity Corporation 5.4
Xerox Corporation 4.4
Stephens, Inc. 3.3
Total 100.0%

Subsequent to the formation of AMBAC, Inc., Citibank, NA, acquired all of the ownership interest
of AMBAC, Inc. On April 29, 1991, AMBAC, Inc., was renamed Citicorp Financial Guaranty
Holdings, Inc. (CFGH), and subsequently AMBAC, Inc., was incorporated as a wholly owned
subsidiary of CFGH. CFGH sold its equity interest in AMBAC, Inc., through two public stock
offerings on the New York Stock Exchange, in which 50.3% of the capital stock of AMBAC, Inc.,
was sold in July of 1991 and the remaining 49.7% of the capital stock was sold in January of
1992.

On July 11, 1997, the name of AMBAC, Inc., was changed to Ambac Financial
Group, Inc. (hereinafter also Ambac Financial), the present name of the holding company, and
the name of AMBAC Indemnity Corporation was changed to Ambac Assurance Corporation, the
name presently used by the insurance company.

While the company began first as a reinsurer of municipal bond insurance and then

an originator when it obtained its triple-A rating from independent rating agencies, in the 1990s it



began to offer financial guarantees for other forms of debt through new branches of its business.
In 1992, it added a Financial Services Division to offer investment products to municipalities,
including guaranteed investment contracts. In 1994, it added a Specialized Finance Division,
which provided guarantees on collateralized debt obligations of asset-backed securities (CDOs of
ABS) and other private structured financing, including residential mortgage-backed securities
(RMBS). During the late 1990s, Ambac also began to backstop the credit default swaps entered
into by its subsidiary, Ambac Credit Products, LLC. Ambac also expanded many aspects of its
business internationally on a direct basis and through various affiliates. By 2006, traditional
municipal bond insurance had become less than half of the company’s net premium.

Although these guarantees were typically offered on debt classified as investment
grade by one or more nationally recognized statistical rating organizations, insuring these
categories of private investments carried greater risk for Ambac in that the amount of risk was
more difficult to calculate and price through premiums. Rather than evaluating the likelihood that
a single municipality would default on any given obligation, Ambac was dealing with the possibility
that any number of individuals would default on credit card payments, mortgages, leases, student
and auto loans, and operating assets such as aircraft, vehicle fleets, franchise fees, royalties, and
intellectual property that were bundled into the asset pools that secured and funded the CDO of
ABS or RMBS investments.

Ambac'’s financial outlook started to deteriorate in 2007, as the effects of subprime
lending practices of 2004 through 2006 began to resonate through the financial sector. A sizable
portion of the trillions of dollars of CDOs outstanding in the broader marketplace at the time the
subprime crisis hit were backed by subprime RMBS. With the cooling of the U.S. real estate
market rapidly accelerating into a housing bust, numerous other markets for human and capital
resources were negatively affected as financial contagion spread.

Ambac remained rated triple-A by the three major independent rating agencies until
January 18, 2008, when the first of a series of downgrades began. Without this rating, the

company was no longer able to offer profitable, competitive insurance terms and stopped



underwriting all new business. The last new policy the company wrote went into effect in early
2008.

The company made significant efforts in 2008 to improve its capital position. Though
the company continued to make certain dividend payments to Ambac Financial, it also received
$1.3 billion in new capital from Ambac Financial as a result of a $1.5 billion first quarter 2008
equity offering by Ambac Financial. Ambac also exercised a series of puts at the end of 2008
and in early 2009 that allowed it to issue new preferred stock priced at $800 million. The
counterparties that were required to buy these preferred shares were trusts that had been set up
and funded for this purpose over time, with the last trusts created in 2002. Ambac had paid put
option fees to the trusts for each year that it did not exercise these options. Despite the added
capital in 2008, the company’s surplus decreased 53% for the year as affiliated unregulated
companies also incurred significant losses that affected the company. The decrease in surplus
kept the company from regaining its triple-A rating from independent rating agencies. Throughout
2009 the company continued to see expanding losses on policies and from subsidiaries.

During 2008 and 2009 the Office of the Commissioner of Insurance and an advisory
team conferred extensively with representatives of Ambac and many policyholders regarding
Ambac's increase in present and projected claims payments, the deterioration of its claims-paying
resources, various options to protect the interest of the public and the policyholders, and the pros
and cons of each option. During that time, OCI non-disapproved Ambac’s requests to commute a
number of policies at a fraction of their total projected impairments in order to reduce the potential
liabilities facing Ambac. OCI and its advisors also conducted in-depth reviews of the company’s
books of business and policies and the risks associated with them and monitored Ambac’s
deteriorating financial condition. Based on this lengthy and careful review, OCI worked with
Ambac to craft and implement a multi-step restructuring plan designed to maximize its claims-
paying resources and to equitably allocate them to compensate actual economic losses of
policyholders.

On March 24, 2010, Ambac established Ambac Assurance Corporation Segregated

Account (hereinafter also Segregated Account) for certain policies that it had written, primarily



policies related to credit derivatives, residential mortgage-backed securities and other structured
finance transactions. On the same date, the Wisconsin Office of the Commissioner of Insurance
filed a petition with the Circuit Court of Dane County, Wisconsin, to put the Segregated Account

into rehabilitation, which was approved by the Court.

Ambac Financial filed for Chapter 11 reorganization on November 8, 2010. It has
continued to do business as debtor-in-possession and continued to make filings with the U.S.
Securities and Exchange Commission while in reorganization.

Ambac is the principal operating company of Ambac Financial and provides various
operating functions and services on behalf of its affiliates pursuant to numerous intercompany
relationships and agreements. Further discussion of the company’s holding company
organization, description of the significant affiliates of Ambac, and description of intercompany
transactions and agreements is included in the section of this report captioned “Affiliated
Companies.”

In 2011 the company received direct premium related to its 2008 and prior business

in the following states:

New York $ 70,029,068 46.7%
Minnesota 14,725,284 9.8
California 10,503,762 7.0
Massachusetts 10,123,136 6.7
lllinois 6,322,483 4.2
Delaware 5,933,946 4.0
All others 32,488,038 21.6
Total $150,125,717 100.0%

The company is licensed in all U.S. states, the District of Columbia, Guam,
Puerto Rico and U.S. Virgin Islands. The company provided financial guaranty insurance on
investment grade municipal finance and structured finance debt obligations. The insurance
coverages written by the company generally guaranty timely payment for principal and interest
payments on insured credit obligations when contractually due.

Financial guaranty insurance functions as a form of credit enhancement that provides
benefits both to debt issuers and to investors. Financial guaranty insurance was designed to

benefit an issuer by providing a higher credit rating on a credit obligation, enabling a debt security



to be offered in financial markets at reduced interest rates and providing an issue with broader
marketability. Insurance benefits for an investor can include protection from loss of principal and
interest on debt security investments, enhanced marketability and market price stability for debt
securities.

Ambac acquired business through issuers and their financial advisors or through
investment bankers who were in contact with the company and who wanted insurance. The company
also obtained business through its active involvement in credit markets and participated in competitive
bidding with other insurers for prospective business. The company’s insurance policies were not
offered or sold though insurance agents, and its marketing operations did not employ a sales force of
licensed insurance agents. The company used countersignature agents in those states that required a
resident agent to countersign policies and had appointed agents for countersignature purposes.

The company'’s financial guaranty business was conducted in three primary markets:
the U.S. public finance market, generally known as municipal bonds; the U.S. structured finance
and asset-backed securities market, including mortgage-backed securities, collateralized debt
obligations (CDOs), student loans and other securitized aggregations of loans; and the
international market, generally sovereign or related debt.

The company is no longer rated by nationally recognized statistical rating
organizations.

The following table is a summary of the net insurance premiums written by the

company in 2011. The run off of the company is discussed in the “Financial Data” section of this

report.
Direct Reinsurance Reinsurance Net
Line of Business Premium Assumed Ceded Premium
Financial guaranty $150,046,597 $123,656 $11,321,423 $138,848,830
Surety 79,120 0 0 79,120
Total All Lines $150,125,717 $123,656 $11,321,423 $138,927,950

The company is not writing any new policies and has not written any since early
2008. The direct premium reported is the ongoing receipt of contractually required payments by

policyholders.



Mandatory Contingency Reserve

Ambac is required to establish a mandatory contingency reserve in accordance with
NAIC Statement of Statutory Accounting Principles (SSAP) No. 60 and the Wisconsin
Administrative Code. The reserve is an additional liability established to protect policyholders
against the effect of adverse economic developments or cycles or other unforeseen
circumstances. Under SSAP No. 60, financial guarantors are required to establish a contingency
reserve equal to the greater of 50% of premiums written or a stated percentage of the principal
guaranteed depending on the category of obligation insured. However, under the Wisconsin
Administrative Code, a municipal bond insurer is required to establish a contingency reserve
consisting of 50% of the earned premiums on policies of municipal bond insurance. The only
exception is when another jurisdiction in which the insurer is licensed requires a larger
contingency reserve than required by the Wisconsin Administrative Code. Ambac calculates
contributions using all methodologies and records the highest contribution amount. Under
SSAP No. 60, contributions are required to be made in equal quarterly installments over a period
of 20 years for municipal bonds and 15 years for all other obligations; contributions may be
discontinued if the total reserve established for all categories exceeds the sum of the stated
percentages contained therein multiplied by the unpaid principal guaranteed. This reserve must
be maintained for periods specified above, except that the guarantor may be permitted to release
reserves under specified circumstances in the event that actual loss experience exceeds certain
thresholds or if the reserve accumulated is deemed excessive in relation to the guarantor’s
outstanding guaranteed obligations, with notice to and approval by the Commissioner.

Wisconsin Administrative Code guidance for changes to contingency reserves differs
from SSAP No. 60. Under SSAP No. 60, contributions to and releases from the contingency
reserve are recorded via a direct charge or credit to surplus. Under s. Ins 3.08 (7) (b), Wis. Adm.
Code, contributions to and releases from the contingency reserve are to be recorded through
underwriting income. The company received permission from the Commissioner to record

contributions to and releases from the contingency reserve in accordance with SSAP No. 60.



Board of Directors

. MANAGEMENT AND CONTROL

The board of directors consists of nine members. All directors are elected annually to

serve a one-year term. Officers are elected at the board's annual meeting. Some of the

members of the company's board of directors are also members of other boards of directors in

the holding company group. Non-officer board members receive annual stipends, meeting fees

and fees for serving as chairs.

The board of directors consisted of the following persons as of December 31, 2011,

and through 2012:

Name and Residence

Michael A. Callen, Chairman

Potomac, Maryland

Henry D.G. Wallace
Naples, Florida

Philip N. Duff
Greenwich, Connecticut

Thomas C. Theobald
Greenwich, Connecticut

Laura S. Unger
Washington, D.C.

Diane B. Glossman
New Hope, Pennsylvania

Gary H. Stern
Minneapolis, Minnesota

Diana Adams
New York, New York

Thomas P. Gybel
New York, New York

Principal Occupation
Former CEO and President, Ambac
Retired Chief Financial Officer
Ford Motor Corporation

Member of other boards of directors

Chief Executive Officer
Massif Partners LLP

Former CEO of Continental Bank Corp.

Wm. Blair Capital Partners Sr. Advisor

Private Consultant
Former SEC Commissioner

Private Consultant
Member of other boards of directors

Retired Minneapolis Fed Pres. and CEO

Member of other boards of directors

President and Chief Executive Officer
Ambac Assurance Corporation

Private Consultant

Term Expires

2013*

2013*

2013*

2013*

2013*

2013

2013

2013

2013

* These members resigned on May 1, 2013, when their terms on the Ambac Financial board
expired in accordance with the reorganization plan of Ambac Financial. Victor Mandel,
Jeffrey Stein, and Nader Tavakoli have been appointed to fill three of the vacancies.
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Officers of the Company

The officers serving at the time of this examination are as follows:

2011
Name Office Compensation
Diana N. Adams President and Chief Executive Officer $1,106,347
Stephen M. Ksenak Senior Managing Director and General 631,731
Counsel
David Trick Senior Managing Director, Chief 1,000,000
Financial Officer and Treasurer
Robert B. Eisman Senior Managing Director and Chief 750,000
Accounting Officer
David P. Barranco Senior Managing Director 600,000
lain H. Bruce Senior Managing Director 640,000
Cathleen J. Matanle Senior Managing Director 600,000
Michael F. Reilly Senior Managing Director 562,212
Ronit V. Fischer* First Vice President and Secretary 0

* Mr. Fischer was hired on January 12, 2012, and 2012 compensation was $283,077.
Committees of the Board
The company's bylaws allow for the formation of certain committees by the board of

directors. The committees at the time of the examination are listed below:

Audit and Risk Assessment Committee Compensation Committee
Philip N. Duff, Chair Diane B. Glossman, Chair
Diane B. Glossman Philip N. Duff

Thomas P. Gybel Thomas P. Gybel

Gary H. Stern Gary H. Stern

Thomas C. Theobald Thomas C. Theobald

Laura S. Unger Laura S. Unger

Henry D.G. Wallace Henry D.G. Wallace

Diane B. Glossman
The Audit and Risk Assessment Committee normally held its meetings in conjunction
with the same committee of Ambac Financial Group, Inc., for the selection of the independent
auditors, approval of the scope of the annual audit by the independent auditors and internal
auditors, the review of audit findings and accounting and control policies, assessment of the
adequacy of internal controls and risk management, quality of Ambac's financial disclosures, and

compliance with Ambac's Code of Business Conduct.
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IV. AFFILIATED COMPANIES

Ambac is a member of a holding company system. The organizational chart below

depicts the relationships among the affiliates in the group. A brief description of the significant

affiliates follows the organizational chart.

Organizational Chart
As of December 31, 2011

Ambac Financial

Group, Inc.
Ambac Ambac Assurance
(Bermuda) Ltd. Corporation
Connie Lee Ambac Assurance
Holdings, Inc Corporation Segregated
8s, Inc. Account (1)
Everspan Financial Guarantee | Ambac Credit Ambac Conduit]
Corp. Products, LLC Funding, LLC
Ambac
Assurance UK Ambac Credit Aleutian Investments, uneau Investments,
Limited Products Limited LLC(2) LLC (2)
SP Aircraft Ambac Capital
Holdings, LLC Corporation
SP Aircraft AE Global AME Holdings,
Owner |, LLC Holdings, LLC (3) LLC (4)
SP Aircraft
Owner I, LLC
SP Aircraft AE Globa!l AE Global AME AME Asset
Owner I, LLC Asset Funding, Investments, Investments, Funding. LLC
LLC LLC LLC &
Ambac Capital
Xrbac services, LLC Ambac Capital Ambac Asset Funding
Financial Funding, Inc. Corporation
Services, LLC
Ambac Private Ambac Ambac
Holdings, LLC - Investments,
Securities, Inc.
Ambac Japan Inc,
co., Inc. Contingent Capital
- ontingent Capita
Company, LLC Ambac All
Orient Bay, LLC Corp.

L |

SP Note

(1) The segregated account is in rehabilitation.
(2) Ambac Assurance Corporation Segregated Account owns 1% and Ambac Conduit Funding,

LLC, owns 99%.

(3) Ambac Capital Corporation owns 50%.
(4) Ambac Capital Corporation owns 45%.

12
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Ambac Financial Group, Inc.

Ambac Financial Group, Inc., was incorporated on April 29, 1991, in the state of
Delaware and is the parent of the holding company system. Ambac Financial filed a voluntary
petition for Chapter 11 reorganization on November 8, 2010. It remained in bankruptcy during the
course of the examination.

Ambac Financial directly owns two companies in the group, Ambac and Ambac
(Bermuda) Ltd., an inactive company of immaterial size. All other subsidiaries are owned through
Ambac. The subsidiaries that had been owned by Ambac Financial at the time of the prior
examination were transferred to Ambac prior to reorganization. None of the direct or indirect
subsidiaries of Ambac Financial are actively engaged in issuing new financial guaranty insurance,
related derivatives or other financial investment and service products for either public or private
business sectors. Prior to Ambac Financial's reorganization, Ambac also took over the provision
of most administrative services that had been provided by Ambac Financial at the time of the prior
examination. All U.S.-based employees of the group are employed by Ambac Assurance
Corporation.

As of December 31, 2011, Ambac Financial's audited GAAP basis consolidated
financial statements reported assets of $27,113,695,000, liabilities of $30,263,228,000 and
stockholders’ (negative) equity of $(3,149,533,000). Operations in 2011 provided reported net
income (loss) of $(1,960,371,000).

Connie Lee Holdings, Inc.

Connie Lee Holdings, Inc. (CL Holdings) serves as the intermediate holding company
parent of Everspan Financial Guarantee Corp. (Everspan, formerly known as Connie Lee
Insurance Company). CL Holdings was originally incorporated on February 12, 1987, under the
name College Construction Loan Insurance Association. CL Holdings was established by
Congress as a private for-profit stock corporation in the District of Columbia, mandated to acquire
and capitalize a wholly owned insurance company to provide financial guaranty insurance for
credit securities issued by higher education institutions. Ownership of CL Holdings was acquired

by Ambac effective December 18, 1997.
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As of December 31, 2011, CL Holdings’ unaudited GAAP basis financial statements
reported assets of $220,585,341, liabilities of $12,203,181, and stockholders’ equity of
$208,382,160. Operations in 2011 provided reported net income of $5,053,476.

Everspan Financial Guarantee Corp.

Everspan Financial Guarantee Corp. is a Wisconsin-domiciled insurer authorized to
write surety and financial guaranty insurance business. Everspan discontinued writing new
business in 1997 at the time CL Holdings was purchased by Ambac, and its entire portfolio of
risks for financial guaranty insurance business is in run-off. The business plan of Everspan is to
maintain its present status as an inactive insurer and to run off its remaining book of business.

Everspan was incorporated on January 11, 1968, as Sentry Indemnity Company and
was acquired by College Construction Loan Insurance Association (CCLIA) in 1987. CCLIA was
established as a government-sponsored enterprise authorized by Congress under Title VII of the
Higher Education Act, with a mandated mission of providing credit enhancement for higher
education financings. Everspan operated from 1968 through 1997 as a financial guaranty insurer
for debt securities issued by colleges, universities, health care institutions and similar institutions.
Ownership of Everspan was acquired by Ambac through CL Holdings effective December 18,
1997.

As of December 31, 2011, Everspan’s audited statutory basis financial statements
reported admitted assets of $209,605,307, liabilities of $11,419,664, and policyholders’ surplus of
$198,185,643. Operations in 2011 provided reported net income of $7,486,105. Everspan was
examined concurrently with Ambac and a separate report has been issued.

Ambac Assurance UK Limited

Ambac Assurance UK Limited (Ambac UK) was incorporated under the laws of
England and Wales on September 11, 1996. The United Kingdom Financial Services Authority
curtailed Ambac UK’s license in 2009. The company was allowed to run off the financial
guarantee obligations it held, of which 126 were remaining as of December 31, 2011. The
company had both a reinsurance agreement and a net worth maintenance agreement with

Ambac that were commuted on September 28, 2010, in light of the establishment and

14



rehabilitation of Ambac Assurance Corporation Segregated Account, the concerns about the
amount of reinsurance premium due, and Ambac’s inability to fulfill its part of these contracts
because its obligations thereunder were legally subordinate to Ambac’s direct policyholder
claims. Ambac provides investment management and management services to Ambac UK.

As of December 31, 2011, Ambac UK'’s audited financial statements in accordance
with UK GAAP reported assets of £542,672,000 ($842 million), liabilities of £778,239,000
($1,208 million), and a (negative) shareholders’ funds-equity interests of £(235,567,000) ($366
million negative equity). Operations in 2011 provided reported total income (loss) recognized for
the year of £(8,979,000) ($13.9 million loss). British Pounds were converted to U.S. Dollars at the
December 31, 2011, exchange rate of £1.00 = $1.5523.

Ambac Credit Products, LLC

Ambac Credit Products, LLC (ACP) is a limited liability company formed in the state of
Delaware. ACP provided credit default swaps, a largely unregulated product designed to provide
protection against default of the referenced entity similar to financial guaranty insurance, in the
global financial markets. The swap contracts required ACP to make scheduled payments of
principal and interest upon the occurrence of certain defined credit events related to underlying
obligations. ACP’s swap agreements were issued to counterparties who were seeking to mitigate
credit risk. Structured credit derivatives issued by ACP are insured by Ambac.

As of December 31, 2011, ACP’s unaudited GAAP basis financial statements
reported assets of $101,622,405, liabilities of $196,518,683, and member’s (negative) equity of
$(94,896,278). Operations in 2011 provided reported net income of $64,683,081.

Ambac Credit Products Limited

Ambac Credit Products Limited (ACP UK) is a limited liability corporation
incorporated under the laws of England and Wales. ACP UK provided credit default swaps in the
European financial markets in the same manner that ACP did. Structured credit derivatives

issued by ACP UK have been insured by Ambac UK.
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As of December 31, 2011, ACP UK’s unaudited GAAP basis financial statements
reported assets of $24,551,828, liabilities of $114,783, and stockholders’ equity of $24,437,045.
Operations in 2011 provided reported net income (loss) of $(26,378).

Ambac Private Holdings, LLC

Ambac Private Holdings, LLC (APH) is a limited liability company domiciled in
Delaware. APH was established to invest in subordinate debt and in equity securities issued by
enterprises for which Ambac has written financial guaranty insurance on senior debt obligations.

As of December 31, 2011, APH’s unaudited GAAP basis financial statements
reported no assets, liabilities or member’s equity. Operations in 2011 provided reported net
income (loss) of $(354,324).

Ambac Japan Co., Inc.

From 1995 to 2001, Ambac and MBIA Insurance Corporation (MBIA) were engaged
in a joint venture in which they collaborated in marketing, underwriting and execution of financial
guaranty insurance in the international capital markets. As part of the joint venture, Ambac and
MBIA formed Ambac Japan Co., Inc. (Ambac Japan) in 1999 to provide marketing, general
management, market information and administrative services to Ambac and MBIA in connection
with the two companies’ efforts to develop the financial guaranty insurance market in Japan.
Ambac and MBIA each owned 50% of Ambac Japan. In 2001, MBIA and Ambac terminated the
joint venture. Ambac purchased MBIA’s 50% ownership interest in Ambac Japan.

As of December 31, 2011, Ambac Japan’s unaudited GAAP basis financial
statements reported assets of $158,284, liabilities of $0, and stockholders’ equity of $158,284.
Operations in 2011 provided reported net income (loss) of $(17,979).

Ambac Capital Services, LLC

Ambac Capital Services, LLC (ACS) is a limited liability company that was formed on

March 5, 2002, in Delaware. ACS was established to write total return swaps and to invest in a

trust that issues short-term floating rate debt and purchases long-term municipal debt.
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As of December 31, 2011, ACS’s unaudited GAAP basis financial statements
reported assets of $2,908, liabilities of $0, and member’s equity of $2,908. There were no
reported operations in 2011.

Ambac Financial Services, LLC

Ambac Financial Services, LLC (AFS) was established as a limited partnership in
1994 and was reorganized as a limited liability company under the laws of Delaware on
December 30, 2003. AFS provides interest rate swaps and other derivative financial products to
states, municipalities and their authorities, and other entities for which Ambac has written
financial guaranty insurance on senior debt obligations. Interest rate swaps are used by credit
issuers to manage interest rate risks in connection with their credit financing transactions. The
obligations both of AFS and of its counterparties under the financial products issued by AFS are
guaranteed by Ambac.

As of December 31, 2011, AFS’ unaudited GAAP basis financial statements reported
assets of $493,595,182, liabilities of $963,445,128, and member’s (negative) equity of
$(469,849,946). Operations in 2011 provided reported net reported income (loss) of
$(308,338,079).

Ambac Capital Corporation and Subsidiaries

Ambac Capital Corporation (ACC) was incorporated under the laws of Delaware on
September 16, 1994. ACC's current material activities are the remaining investment agreements,
including repurchase agreements to asset-backed, structured finance and municipal issuers
through its wholly-owned subsidiary, Ambac Capital Funding, Inc. In general, investment
agreements were customized for each investor to provide a guaranteed interest coupon and
ultimate return of principal in accordance with their requirements. Each investment agreement
was insured by Ambac under a financial guaranty insurance policy.

As of December 31, 2011, ACC’s unaudited GAAP basis consolidated financial
statements reported assets of $782,148,649, liabilities of $1,013,663,027, and stockholders’
(negative) equity of $(231,514,378). Operations in 2011 provided reported net income of

$7,533,020.
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Contingent Capital Company, LLC, and Subsidiary SP Note Investor I, LLC

Contingent Capital Company, LLC (CCC) and SP Note Investor I, LLC (SP Note) are
special purpose entities formed for the purpose of a particular structured insurance transaction in
which a life insurance company used the capital markets to obtain more capital efficient
reinsurance with respect to a closed block of life insurance policies. CCC and SP Note do not
undertake any business other than the subject transaction.

As of December 31, 2011, CCC'’s unaudited GAAP basis financial statements
reported assets of $80,147,617, liabilities of $75,994,299, and stockholders’ equity of $4,153,318.
Operations in 2011 reported net income of $1,806.

As of December 31, 2011, SP Notes’ unaudited GAAP basis financial statements
reported assets of $4,130,092, liabilities of $0, and stockholders’ equity of $4,130,092.
Operations in 2011 reported net income (loss) of $(1,508,336).

Ambac Conduit Funding, LLC, and Subsidiaries Aleutian Investments, LLC, and Juneau
Investments, LLC

Through Aleutian Investments, LLC (Aleutian) and Juneau Investments, LLC
(Juneau) Ambac provided funding for issuers of debt obligations. Typically, Aleutian and Juneau
purchased the debt obligations and issued medium term notes (which were insured by Ambac) to
raise proceeds with which to purchase debt obligations. The debt obligations were acquired from
the issuers by Ambac Capital Funding, Inc., which in turn sold the debt obligations to Aleutian and
Juneau, as applicable.

As of December 31, 2011, Ambac Conduit Funding, LLC’s unaudited GAAP basis
financial statements reported assets of $16,654,933, liabilities of $5,085, and stockholders’ equity
of $16,649,848. Operations in 2011 provided reported net income (loss) of $(1,121,205).

Orient Bay, LLC

Orient Bay, LLC (Orient Bay) was formed on December 16, 2011, as a Delaware
limited liability company concurrently with two separate third-party trusts as a part of a re-
securitization transaction entered into by Ambac. Ambac owns Orient Bay, but the trusts are

independent entities set up to meet specific payment obligations. The trusts are variable interest
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entities that are consolidated for GAAP but not statutory purposes. Assets and liabilities in the

two trusts are protected from creditor intrusion.

As of December 31, 2011, the audited financial statements of Orient Bay reported

assets of $177,900,000, liabilities of $35,692,000, and member’s equity of $142,208,000. Net

income from inception was $830,000.

Agreements with Affiliates

Affiliated reinsurance agreements are discussed in the “Reinsurance” section of the

examination report.

1.

Tax-Sharing Agreement — First effective July 18, 1991, a tax-sharing agreement was
established between Ambac Financial and its subsidiaries. Pursuant to the agreement,
Ambac Financial annually files a consolidated federal income tax return on behalf of itself and
its subsidiaries. For each taxable period, each subsidiary’s portion of the consolidated
federal income tax liability of the group is the respective subsidiary’s separate tax payable
and must be paid to Ambac Financial no later than the due date of the consolidated federal
income tax return for the taxable period. A subsidiary’s separate tax is determined as the
federal income tax liability that the subsidiary would have if the subsidiary filed its own
separate federal income tax return. This agreement has been amended several times. The
most recent change took effect on April 29, 2013, concerning the manner of allocation of
certain net operating losses as the companies go forward.

Expense-Sharing and Cost-Allocation Agreement — Originally effective January 1, 1997,
Ambac and certain of its subsidiaries and affiliates entered into an expense-sharing and cost-
allocation agreement. It was updated on January 1, 2007, and was terminated and replaced
by another agreement effective March 14, 2012. Pursuant to the agreement, Ambac
allocates a portion of its annual overhead expenses incurred to the participating subsidiaries
and affiliates. Ambac also allocates to each respective subsidiary and affiliate direct costs
incurred by Ambac that are paid on behalf of the respective subsidiary and affiliate.
Estimated allocated and direct costs are to be billed within 20 days of the end of the month
and paid within 5 days thereafter. An actual cost true-up is due on a quarterly basis within

55 days of the end of the quarter and payment is due within 60 days of the end of the quatrter.
This agreement also requires Ambac to reimburse Ambac Financial for certain operating
expenses.

Mediation Agreement — Ambac Financial, Ambac, the Segregated Account, the Rehabilitator
of the Segregated Account, OCI, and the creditors’ committees in Ambac Financial's
bankruptcy case entered into the mediation agreement in September 2011. Pursuant to the
mediation agreement, Ambac Financial will use its best efforts to preserve the use of NOLs
for the benefit of the Ambac subgroup, including, but not limited to, refraining from taking any
action that would result in, and taking such affirmative steps as are appropriate to avoid, any
event that results in a deconsolidation of the insurance companies and their subsidiaries from
Ambac Financial tax group. The mediation agreement also provides for sharing by Ambac
and Ambac Financial of the expenses incurred in connection with litigation with the IRS.
Pursuant to the mediation agreement, Ambac Assurance transferred $30,000,000 and the
Segregated Account issued a $350,000,000 junior surplus note to Ambac Financial on May 1,
2013. Ambac is required under the mediation agreement to undertake commercially
reasonable efforts to transfer to Ambac Financial, upon its reasonable request, a more than
insignificant amount of trade or business, subject to the satisfaction of certain requirements,
including certain favorable determinations to be made by OCI and the receipt of a favorable
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opinion as to certain tax issues. OCI agreed in the mediation agreement to allow Ambac to
repurchase surplus notes, preferred stock or other securities or other consideration issued
pursuant to the Segregated Account rehabilitation plan upon the reasonable request of
Ambac, subject to OCI making certain favorable determinations. The mediation agreement
also contains broad releases among the parties thereto.

Management Services Adgreement — Effective January 1, 1997, Ambac UK appointed Ambac
as management services provider, to provide such services and assistance as Ambac UK
may request, including policy issuance and exposure systems development, data processing
systems, computer services for data entry, computer operations and production, human
resources, premium processing, payroll processing, cash management, budget, corporate
reporting, accounts payable and receivable, financial services for control of general ledger
accounting and administration of cash reconciliations, and investment accounting. Ambac
allocates to Ambac UK its costs and its direct expenses incurred and paid on behalf of
Ambac UK. Ambac is not currently issuing policies for Ambac UK.

Management Agreement — Orient Bay sighed a management agreement with Ambac on
December 13, 2011, to allow Ambac to provide administrative and corporate management
services until the company is dissolved.

Insurance and Indemnity Agreements — Ambac had guaranteed the timely payment of
principal and interest on obligations under investment and repurchase agreements; swaps;
and evidences of indebtedness issued by affiliates pursuant to insurance and indemnity
agreements. OCI agreed that when Ambac charges similar rates and uses similar
underwriting criteria when insuring affiliates as would be applied to non-affiliates it would
constitute "insurance contracts entered into in the ordinary course of the insurer's business"
and would not require prior reporting to OCI. Most of these risks are now part of the
Segregated Account. As with the company’s insurance activities, the affiliates are not writing
any new financial instruments and Ambac is not guaranteeing any new financial instruments.

Loans — Ambac has made secured and unsecured loans to affiliates in conjunction with the
contracts they had written and the guarantees it had offered described above. Although
lending activity is still ongoing, the loans were primarily made in 2008 to allow affiliates to
have adequate liquidity and post collateral as required by their underlying contracts.

Plan of Operation — The Segregated Account adopted a plan of operation which identifies the
financial guarantee and reinsurance policies that have been segregated to the Segregated
Account and also includes:

a. A Management Services Agreement whereby Ambac provides the operations and
management services for the Segregated Account under the direction of the Special
Deputy Commissioner. This includes IT services; credit exposure management; treasury
services; accounting, finance and regulatory services; taxation; management information;
risk management; loss management; internal audit services; and business continuity
services.

b. A Cooperation Agreement which commits Ambac and the Segregated Account to shared
decision-making, authority, information, tax compliance, and expenses in a confidential
manner to reflect the common interests of the companies. This agreement was last
amended effective March 14, 2012.

c. A secured note initially for $2 billion with a 4.5% annual interest rate given by Ambac to
the Segregated Account to support the liabilities associated with the policies moved to
the Segregated Account at the time it was established. The note is due on March 24,
2050, but is subject to mandatory prepayment based on claims that are being paid and
administrative and other necessary expenses incurred. If Ambac does not have sufficient
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liquid assets or has a surplus below $100 million, it does not have to make such claims
payments.

In addition, Ambac has executed an Aggregate Excess of Loss Reinsurance Agreement
with the Segregated Account that covers any claims outstanding after the secured note
has been exhausted by the Segregated Account, to the extent that the reinsurance
payments do not bring Ambac surplus below $100 million.
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V. AMBAC ASSURANCE CORPORATION SEGREGATED ACCOUNT

As part of a restructuring and with the approval of the Wisconsin Office of the
Commissioner of Insurance, Ambac established an optional segregated account pursuant to
s. 611.24, Wis. Stat., effective March 24, 2010, for the purpose of segregating certain segments
of its liabilities and consenting to the subsequent rehabilitation of the Segregated Account under
ch. 645, Wis. Stat., later that same day. It is being managed by a Special Deputy Commissioner
of OCI under the supervision of William D. Johnston, a Lafayette County Circuit Court Judge,
presiding by a judicial assignment order of the Circuit Court of Dane County, Wisconsin.

Policies allocated to the Ambac Assurance Corporation Segregated Account are
primarily those policies with material projected impairments, including the books of RMBS, most
of which will receive expected claims within approximately four years, and certain CDOs of ABS
policies, most of which will not mature for twenty or more years, as well as certain other policies
with provisions that could result in loss of control rights or demands to pay non-economic,
accelerated damages at the expense of other policyholders of Ambac. Ambac allocated to the
Segregated Account all liabilities it assumed as reinsurer under reinsurance agreements except
for risks assumed from Everspan. There are pending appeals relating to court decisions about
the implementation of the Segregated Account and the choice of policies included and excluded
from the Segregated Account.

To support the Segregated Account, Ambac allocated to it a $2 billion secured note
with a final maturity date of March 24, 2050, and an aggregate excess of loss reinsurance
agreement limited only by the available surplus of the General Account of Ambac. Ambac also
allocated to the Segregated Account its limited liability interest in Ambac Credit Products, LLC,
Ambac Conduit Funding, LLC, Aleutian Investments, LLC, and Juneau Investments, LLC.

All assets within the Segregated Account will be available exclusively for satisfying
liabilities attributable to the Segregated Account. Pursuant to s. 611.24 (3) (b), Wis. Stat., any
income, gains and losses, whether or not realized, from assets and investments attributable to
the Segregated Account, if any, will be credited to or charged against the Segregated Account

without regard to other income, gains or losses of Ambac’s General Account.
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Ambac was appointed as a Management Services Provider to the Segregated
Account under a Management Services Agreement for so long as such agreement is in effect.
Nothing prevents the Segregated Account from retaining additional service providers. In addition,
pursuant to the terms of a Cooperation Agreement, Ambac and the Segregated Account have
agreed on certain matters related to decision-making, information-sharing, tax compliance and
allocation of expenses.

A rehabilitation plan was approved by Judge Johnston on January 24, 2011.
Procedures for submitting claims have been communicated to the applicable trustees and are
posted on the Web site, ambacpolicyholders.com. Counterparties on credit default swaps may
not trigger and submit mark-to-market claims, but may submit scheduled payment claims.

Ambac Assurance Corporation’s General Account is not obligated to make payments
on the secured note or the aggregate excess of loss reinsurance agreement it provided to the
Segregated Account if its surplus as regards to policyholders is (or would be) less than
$100,000,000.

As of December 31, 2011, the Segregated Account’s audited statutory basis financial
statements reported admitted assets of $1,708,069,658, liabilities of $1,602,170,412 and surplus
as regards policyholders of $105,899,246. Operations in 2011 provided reported net income of
$0 due to the Segregated Account’s agreements with Ambac. As an entity in a formal

rehabilitation proceeding, the Segregated Account was not within the scope of examination.
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VI. REINSURANCE

The company’s reinsurance portfolio and strategy are described below. The
company’s reinsurance contracts contained proper insolvency provisions.

The company’s assumption reinsurance program provided for the assumption of risks
written by affiliated subsidiary insurers and non-affiliated insurers. With regard to affiliated
assumed business, the company assumes an immaterial amount of risk on the run-off business
of its inactive subsidiary, Everspan, pursuant to an excess of loss reinsurance agreement the
companies entered on December 18, 1997. This agreement specifies that Ambac will accept
100% of Everspan’s incurred losses in excess of a specified attachment point, defined as
policyholder’s surplus, as reported on the company’s annual statement, less $75 million. This
makes the attachment point $123,185,643 as of December 31, 2011.

The company also has a reinsurance and retrocession agreement with Ambac
Assurance Corporation Segregated Account in Rehabilitation whereby it ceded specified policies
to the Segregated Account along with an interest-bearing note payable for $2 billion. The
company is paying off this note by making payments on claims. Once the note has been paid off,
Ambac will continue to pay Segregated Account claims until all claims have been paid, subject to
the maintenance of Ambac’s surplus at $100 million.

The company is no longer assuming new reinsurance from unaffiliated companies.
The company still has small facultative policies that it had assumed from Assured Guaranty Corp.
and Radian Asset Assurance Inc. that remain in force. Neither facultative treaty has any current
loss reserves. Unearned premium on these assumed policies was $1.3 million as of
December 31, 2011.

The company is no longer writing new policies, but some of the policies that are still
being paid on an installment basis have reinsurance ceded to Assured Guaranty Corp., Assured
Guaranty Reinsurance International, Ltd., and Sompo Japan Insurance, Ltd. All other ceding
agreements have been terminated. The company ceded its risk both through surplus share

treaties and facultative reinsurance agreements.
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Both the treaty and facultative contracts contain termination clauses that allow
Ambac to recapture previously ceded exposure in the event of the reinsurer’s insolvency or
bankruptcy, the reinsurer’s failure to maintain minimum regulatory capital levels, or if there is a
decline in the reinsurer’s credit status, which is generally evidenced by a downgrade in the
reinsurer’s financial strength rating, as issued by a nationally significant rating agency. Upon
occurrence of a termination event, Ambac has the option to either reassume all of the liabilities or

terminate on a run-off basis.
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VIl. FINANCIAL DATA
The following financial statements reflect the financial condition of the company as
reported to the Commissioner of Insurance in the December 31, 2011, annual statement. Also
included in this section are schedules that reflect the growth of the company, NAIC Insurance
Regulatory Information System (IRIS) ratio results for the period under examination, and the
compulsory and security surplus calculation. Adjustments made as a result of the examination
are noted at the end of this section in the area captioned "Reconciliation of Surplus per

Examination."
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Ambac Assurance Corporation

As of December 31, 2011

Bonds
Stocks:
Common stocks
Cash, cash equivalents, and short-term
investments
Other invested assets
Receivables for securities
Write-ins for invested assets:
Inter-company loans with affiliates
Secured inter-company loans with
affiliates
Investment income due and accrued
Premiums and considerations:
Uncollected premiums and agents'
balances in course of collection
Deferred premiums, agents'
balances, and installments booked
but deferred and not yet due
Reinsurance:
Amounts recoverable from reinsurers
Other amounts receivable under
reinsurance contracts
Electronic data processing equipment
and software
Furniture and equipment, including
health care delivery assets
Receivable from parent, subsidiaries,
and affiliates
Write-ins for other than invested
assets:
Prepaid assets
Other assets
Total assets excluding separate
accounts, segregated accounts and
protected cell assets
From separate accounts, segregated
accounts and protected cell assets

Total Assets

Assets

Net
Nonadmitted Admitted
Assets Assets Assets
$4,359,062,166 $ 0 $4,359,062,166
197,485,463 158,274 197,327,189
662,622,744 0 662,622,744
154,297,163 4,153,318 150,143,845
127,432,547 113,491,679 13,940,868
245,075,000 0 245,075,000
225,524,000 0 225,524,000
40,794,327 0 40,794,327
267,282 135,473 131,809
7,796,479 7,030 7,789,449
1,574,927 0 1,574,927
14,746 0 14,746
1,172,365 1,172,365 0
8,900,925 8,900,925 0
1,003,482 0 1,003,482
4,044,166 4,044,166 0
99,841 99,841 0
6,037,167,623 132,163,071 5,905,004,552
1,708,069,658 0 1,708,069,658
$7,745,237,281 $132,163,071 $7,613,074,210
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Ambac Assurance Corporation
Liabilities, Surplus, and Other Funds
As of December 31, 2011

Losses
Loss adjustment expenses
Other expenses (excluding taxes, licenses, and fees)
Taxes, licenses, and fees (excluding federal and
foreign income taxes)
Current federal and foreign income taxes
Net deferred tax liability
Borrowed money and interest thereon
Unearned premiums
Advance premium
Ceded reinsurance premiums payable (net of ceding
commissions)
Amounts withheld or retained by company for account
of others
Payable to parent, subsidiaries, and affiliates
Derivatives
Payable for securities
Payable for securities lending
Write-ins for liabilities:
Mandatory contingency reserve for adverse losses
Deferred gain on purchase of securities from
subsidiary
Unapplied premium liability
Liabilities allocated to AAC Segregated Account
Liabilities assumed from AAC Segregated Account
Liabilities of AAC Segregated Account

Total liabilities

Common capital stock

Preferred capital stock

Surplus notes

Gross paid in and contributed surplus
Unassigned funds (surplus)

Surplus as regards policyholders

Total Liabilities and Surplus

28

$ 82,000,000
26,411,000
2,000,000,000
3,546,364,289

(5,159,481,850)

$3,100,407,349
125,919,472
33,581,968

4,042,765
95,150,000

1,865,519,166
1,696,161,806
627,254
1,908,261

45,317
541,089

1,588,768

189,317,125
1,244,933
64,098

(6,208,078,715)
4,607,569,703
1,602,170,412

7,117,780,771

495,293,439

$7,613,074,210



Ambac Assurance Corporation
Summary of Operations

For the Year 2011

Underwriting Income
Premiums earned

Deductions:
Losses incurred
Loss adjustment expenses incurred
Other underwriting expenses incurred
Total underwriting deductions
Net underwriting gain (loss)

Investment Income

Net investment income earned
Net realized capital gains (losses)
Net investment gain (loss)

Other Income
Write-ins for miscellaneous income:
Other miscellaneous income
Estimated provision for uncollectible loan with affiliate
Change in liabilities allocated to AAC Segregated
Account
Settlement of liabilities allocated to AAC Segregated
Account
Change in liabilities assumed from AAC Segregated
Account
Total other income

Net income (loss) after dividends to policyholders but
before federal and foreign income taxes
Federal and foreign income taxes incurred

Net Loss
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$ 908,792,387
28,223,307
54,647,670

264,925,962
(24,904.,601)

12,816,587
(394,956,250)

581,674,665

283,693,384

862,639.717)

$ 372,088,139

991,663,364
(619,575,225)

240,021,361

(379,411,331)

(758,965,195)
76,830,083

$(835,795,278)



Ambac Assurance Corporation

Cash Flow

For the Year 2011

Premiums collected net of reinsurance

Net investment income

Miscellaneous income

Total

Benefit- and loss-related payments

Commissions, expenses paid, and
aggregate write-ins for deductions

Total deductions

Net cash from operations

Proceeds from investments sold,
matured, or repaid:
Bonds
Other invested assets
Net gains (losses) on cash, cash
equivalents, and short-term
investments
Miscellaneous proceeds
Total investment proceeds
Cost of investments acquired (long-term
only):
Bonds
Other invested assets
Miscellaneous applications
Total investments acquired
Net cash from investments

Cash from financing and miscellaneous
sources:
Borrowed funds
Other cash provided (applied)
Net cash from financing and
miscellaneous sources

Reconciliation:
Net change in cash, cash equivalents,
and short-term investments
Cash, cash equivalents, and short-term
investments:
Beginning of year

End of Year

$974,022,422
2,113,559

17,635
54,188,769

824,667,541
141,980,484
139,387,099
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$ (103,345,213)

66,378,035

1,030,342,385

1,106,035,124

(155,265,743)
1,101,156

$ 141,180,804
188,895,982
12,816,587
342,893,373

(36,967,178)
379,860,551

(75,692,739)

(154,164,587)

150,003,224

512,619,523

$ 662,622,747



Ambac Assurance Corporation
Compulsory and Security Surplus Calculation
December 31, 2011

Assets $7,613,074,210
Less liabilities 7,117,780,771
Less investment in insurance subsidiaries * 198,185,643
Add investment in insurance subsidiaries in

excess of subsidiary’s security surplus 195,385,643
Adjusted surplus 492,493,439
Annual premium:

Lines other than accident and health $149,452,716

Factor 20%

Total 29,890,543
Compulsory surplus (subject to

a minimum of $2 million) 29,890,543
Compulsory Surplus Excess (or Deficit) $ 462,602,896
Adjusted surplus $ 492,493,439

Security surplus:
(140% of compulsory surplus, factor reduced
1% for each $33 million in premium
written in excess of $10 million with

a minimum of 110%) 40,651,138
Security Surplus Excess (or Deficit) $ 451,842,301

* The company reported an investment in insurance subsidiaries of $197,327,189, while this
examination indicated a figure of $198,185,643. Accordingly, the compulsory and security
surplus excesses reflected in this schedule differ from the figures reported by the company in
its supplementary filing with the 2011 annual statement.
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Ambac Assurance Corporation
New York State Aggregate Risk Limit Calculation

December

Section
A Municipal Bonds and Investment Grade Utility
First Mortgage Obligations
B Investment Grade Asset Backed Securities
C Collateralized Guaranties or Guaranties of
Less than 7 years of:
Investment Grade Industrial
Development Bonds
Other Investment Grade Obligations
D Other Investment Grade Obligations
E Non-investment Grade Consumer Debt
Obligations and Asset Backed Securities
F  Guaranties on Non-investment Grade
Obligations Secured by First Mortgages on
Commercial Real Estate and having a
Loan to Value Ratio of less than 80%
G  Other Non-investment Grade Obligations

Totals

Aggregate Risk Limit

Surplus as Regards Policyholders

Contingency Reserves

Total

Less Aggregate Risk Limit

Excess of Surplus and Contingency Reserves
Over Aggregate Risk Limit

31, 2011

Aggregate Net
Liability

$324,106,230,390
47,639,398,985

2,319,420
0
33,725,335

20,616,660,010

0
0
$392,398,334,141

0.33%
0.67%

1.00%
1.00%
1.50%

2.00%

2.50%
4.00%

Aggregate Risk
Limit

$1,080,246,066
317,564,234

23,194
0
505,880

412,333,200

0
0
$1,810,672,574

$1,810,672,574
495,293,439
256,559,477

751,852,916
1,810,672,574

$(1,058,819,658)

This schedule calculates the company’s minimum capital requirements, based on

calculation of aggregate risk limitation pursuant to Article 69 of the New York Insurance Laws. A

Wisconsin-domiciled financial guaranty insurer is subject to Wisconsin minimum capital and

surplus requirements pursuant to s. Ins 3.08 and ch. Ins 51, Wis. Adm. Code. Ambac is also

subject to the minimum capital requirements of the New York Insurance Laws, which are more

restrictive than Wisconsin requirements for certain segments of financial guaranty business. The

New York aggregate risk limitation requirement serves as an industry standard for the evaluation

of minimum capital requirements of a financial guaranty insurer and is used as the minimum

standard in Wisconsin. The risk limitation calculation is based on an insurer’s guaranteed

principal and interest in force on various classes of insured credit obligations.
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Ambac Assurance Corporation

Analysis of Surplus

For the Five-Year Period Ending December 31, 2011

The following schedule details items affecting surplus during the period under

examination as reported by the company in its filed annual statements:

Surplus, beginning of
year

Net income

Net transfers (to) from

protected cell accounts
Change in net unrealized

capital gains/losses

Change in net unrealized

foreign exchange
capital gains/losses
Change in net deferred
income tax
Change in nonadmitted
assets
Change in provision for
reinsurance
Change in surplus notes
Capital changes:
Paid in
Surplus adjustments:
Paid in
Dividends to
stockholders
Write-ins for gains and
(losses) in surplus:
Change in mandatory
contingency reserve
for adverse losses,
net of tax
Change in surplus of
Ambac Assurance
Corp. Segregated
Account excluding
nonadmitted assets
Cumulative effect of
prior period error in
correction of the
liability for estimated
losses in subsidiary
guarantees
Tax (Cost) benefit on
stock compensation
Tax and loss bonds
benefit reversal

Surplus, End of Year

2011 2010 2009 2008 2007
$1,026,920,181  $ 801,868,685 $1,554,448411  $3316142,651  $3,696,876,424
(835,795,278)  (1,471,903054)  (2479,611,710)  (4,034,665,594) 53,963,982
(64,368,723) (88,807,417) (2,695,389) (269,428,086) (63,894,234)
1,094,438 (10,501,689) 23,735,605 (49,004,070) 3,605,724
(1,395,276,863) 979,208,776 323,329,354
25,550,125 (138,304,642)  1,474,628,315 (998,048,183)  (155,425,863)
1,080,000 3,284,000 (4,364,000)
2,000,000,000
(3,146,050) (1,589,000) 28,000,000
23,422,029 101,661,433 2,007,087,910 17,886,734
(817,203) (12,509,301) (218,539,800)  (190,200,000)
306,009,649 (159,270,677)  1,578,541,184 1,178,604,065 (379,086,843)
37,949,097 67,950,149
(35,100,000)
(13,538,258) 9,087,373
(371,371.000)
$ 495293439 $1026920181 $ 801,868,685  $1554448411  $3,316.142,651
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Ambac Assurance Corporation
Insurance Regulatory Information System
For the Five-Year Period Ending December 31, 2011
The company’s NAIC Insurance Regulatory Information System (IRIS) results for the

period under examination are summarized below. Unusual IRIS results are denoted with

asterisks and discussed below the table.

Ratio 2011 2010 2009 2008 2007
#1 Gross Premium to Surplus 30% 24% 45% 36% 32%
#2 Net Premium to Surplus 28 22 58 32 23
#3 Change in Net Premiums Written ~ -40* -50* -8 -35* -15
#4  Surplus Aid to Surplus 5 4 0 10 4
#5 Two-Year Overall Operating Ratio 317* 123* 131* 83 0
#6 Investment Yield 6.8* 4.3 5.2 4.4 4.7
#7 Gross Change in Surplus -52* 28 -48* -53* -10*
#8 Change in Adjusted Surplus -51* -224* -55* -114* -11*
#9 Liabilities to Liquid Assets 140* 138* 112* 102 71
#10 Agents’ Balances to Surplus 0 0 0 0 0
#11 One-Year Reserve Development
to Surplus 42* -26 6 3 -0
#12 Two-Year Reserve Development
to Surplus -64 -19 2 -0 -0
#13 Estimated Current Reserve
Deficiency to Surplus -458 -177 -73 -64 -2

The exceptional results for Ratio No. 3 reflect the considerable decrease in premium
written because the company is not writing new business but has a significant number of policies
that have multi-year installment payments. The exceptional results for Ratios No. 5, 7 and 8
reflect the serious and ongoing losses incurred by the company since the financial crisis began in
2007. The exceptional result for Ratio No. 6 for 2011 reflects the impact of write-downs for other
than temporary impairments. The exceptional results for Ratio No. 9 reflect the continuing
deterioration of the balance sheet since the beginning of the financial crisis. The exceptional

result for Ratio No. 11 in 2011 reflects a significant revaluation of 2010 loss reserves.
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Year

2011
2010
2009
2008
2007
2006

Run-off of Ambac Assurance Corporation

$ 150,249,373

Admitted
Year Assets Liabilities
2011 $ 7,613,074,210 $7,117,780,771
2010 7,940,034,635 6,913,114,454
2009 8,533,511,430 7,731,642,745
2008 10,781,055,521 9,226,607,110
2007 10,791,563,779 7,475,421,128
2006 10,014,555,633 6,317,679,209
Gross Net
Premium Premium Premium
Written Written Earned

$138,927,950 $ 372,088,139

241,656,436 230,296,566 665,493,403
357,025,181 461,399,091 796,371,903
558,160,054 502,331,970 1,078,222,342
1,057,315,247 778,282,215 830,504,542
1,017,917,119 913,016,783 750,073,054

Surplus as
Regards
Policyholders

$ 495,293,439
1,026,920,181

801,868,685
1,554,448,411

Net
Income

$ (835,795,278)

(1,471,903,054)
(2,479,611,710)
(4,034,665,594)

3,316,142,651 53,963,982
3,696,876,424 788,988,961
Loss
and LAE Expense Combined
Ratio Ratio Ratio
251.8% 312.4% 564.2%
248.0 0.6 248.6
189.4 (66.9) 1225
150.6 87.5 238.1
8.1 13.7 21.8
5.3 14.1 19.4

Ambac has not written any new policies since the financial crisis imposed huge

losses on the company and left it without its triple-A rating from independent rating agencies. The

company has continued to receive an ever-decreasing amount of premium from the installment

policies written and gross and net premium have decreased 85%. Assets have decreased 24%,

while liabilities have increased 13% as case reserves on losses greatly increased since the last

examination. Surplus has decreased 87% in that time.

35



Reconciliation of Surplus per Examination

The following schedule is a reconciliation of surplus as regards policyholders

between that reported by the company and as determined by this examination. These changes

were reported by the company in its financial statements as of March 31, 2012, and have been

reflected in all financial statements since then.

Surplus December 31, 2011, per
annual statement

Increase
Payable to parent $
Losses 21,463,156
Mand. contingency reserves
Net Increase or (Decrease) $21,463,156

Surplus December 31, 2011, Per
Examination
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Decrease
$30,000,000
67,242,352

$97,242,352

$495,293,439

(75,779,196)

$419,514,243



VIIl. SUMMARY OF EXAMINATION RESULTS

Compliance with Prior Examination Report Recommendations

There were five specific comments and recommendations in the previous

examination report. Comments and recommendations contained in the last examination report

and actions taken by the company are as follows:

1.

Biographical Affidavits—It is recommended that the company file biographical affidavits on all
officers who have executive decision-making authority in accordance with s. Ins 6.52 (5), Wis.
Adm. Code.

Action—Compliance.

Executive Compensation—It is recommended that the company properly complete the
“Report of Executive Compensation,” as required by ss. 601.42 and 611.63 (4), Wis. Stat.

Action—Compliance.

Affiliated Agreements—It is recommended that the company conduct a thorough review of its
affiliated relationships, identifying existing affiliated agreements necessary for those
relationships and terminating agreements that are no longer considered necessary.

Action—Compliance.

Affiliated Agreements—It is further recommended that in the cases in which an agreement is
necessary and the company no longer has evidence of filing it with this office that it properly
submit the agreement pursuant to s. Ins 40.04 (2), Wis. Adm. Code, and report the
agreement in its annual holding company registration statement pursuant to s. Ins 40.03, Wis.
Adm. Code.

Action—Compliance.

Reinsurance Intermediary—It is recommended that the company enter into an agreement
with its reinsurance intermediary that defines the responsibility of each party and describes
the terms of their relationship in accordance with s. Ins 47.03, Wis. Adm. Code.

Action—Compliance.

37



Summary of Current Examination Results

This section contains comments and elaboration on those areas where adverse
findings were noted or where unusual situations existed. Comment on the remaining areas of the
company's operations is contained in the examination work papers.
Payable to Parent, Subsidiary or Affiliate

The line item for “payable to parent, subsidiaries and affiliates” represents the liability
recognized and identified as due to affiliates for expenditures incurred on behalf of the reporting
entity by a parent, affiliates, or subsidiaries, or for amounts owed through other intercompany
transactions. The company reported a balance for this line item of $541,089, while the
examination resulted in a balance of $30,541,089. The $30,000,000 difference represents the
amount accrued for a cash grant that will be provided to Ambac Financial after it emerges from
bankruptcy.
Losses

The line item for “losses” represents the reserves for unpaid claims. The initial date
of default is considered the incident which gives rise to the claim. Loss reserves are to include a
reserve for claims reported net of collateral. The company reported a balance for this line item of
$3,100,407,349, while the examination resulted in a balance of $3,078,944,193. The difference
represents the company’s overstated losses on residential mortgage-backed securities by
$21,463,156 because of erroneous data being used in the calculation.
Mandatory Contingency Reserves for Adverse Losses

The line item for “mandatory contingency reserve for adverse losses” represents a
reserve for the protection of policyholders against loss during periods of extreme economic
contraction. These reserves are in addition to the loss reserves for known claims. The company
reported a balance for this line item of $189,317,125, while the examination resulted in a balance
of $256,559,477. The audit by the company’s public accounting firm as of December 31, 2011,
indicated that the company had understated these reserves by $67,242,352 due to an error in

calculation.
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IX. CONCLUSION

Ambac Assurance Corporation is a financial guaranty insurer that was primarily
engaged in insuring municipal and structured finance debt obligations. Insurance written by the
company guaranteed payment when due of principal and periodic interest on insured obligations
in the event of credit default. Ambac is the primary operating company of Ambac Financial
Group, Inc.

During the years under examination, the company experienced significant business
deterioration and extensive losses. Since the prior examination, annual net premiums written
decreased by 85% to $139 million in 2011, and annual net income went from profits of
$789 million in 2006 to a loss of $836 million in 2011. During the period, assets decreased by
24%, liabilities increased by 14%, and surplus decreased by 89%.

The examination determined that the material misstatements of account balances in
the 2011 annual statement had been corrected by the company in the quarterly statutory financial
statement as of March 31, 2012. The examination determined that as of December 31, 2011, the
company had admitted assets of $7,613,074,210, liabilities of $7,193,559,967, and policyholders’

surplus of $419,514,243.
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X. SUMMARY OF COMMENTS AND RECOMMENDATIONS

There were no recommendations made as a result of this examination.
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XIl. SUBSEQUENT EVENTS

As a result of Hurricane Sandy, Ambac Assurance Corporation closed its principal
offices in New York on October 29, 2012, and temporarily relocated to its disaster recovery site in
Kingston, New York. Continuity of systems and operations were maintained and the principal
offices of Ambac Assurance Corporation were reopened on November 26, 2012.

In late December 2012, the Congressional Joint Committee on Taxation (Joint
Committee) completed its review of the offer (Offer) to the United States made by Ambac
Financial Group, Inc., the Official Committee of Unsecured Creditors of Ambac, Ambac
Assurance Corporation, the Segregated Account of Ambac Assurance Corporation, the court-
appointed Rehabilitator of the Segregated Account and the Wisconsin Office of the Commissioner
of Insurance to resolve and settle (i) the claims filed by the Internal Revenue Service against the
estate of Ambac Financial Group, Inc., in its Chapter 11 proceeding, (ii) Ambac Financial Group,
Inc.’s related adversary proceeding against the United States, and (iii) other related litigation
brought by the United States against or involving Ambac Assurance Corporation and the
Segregated Account (IRS Settlement). The Joint Committee has no objection to the Offer and
will issue a response of “no adverse criticism” subject to the satisfaction of certain conditions,
including (a) execution of closing documentation acceptable to the United States, (b) approval of
the IRS Settlement by the United States Bankruptcy Court for the Southern District of New York,
and (c) the payment by Ambac Financial Group, Inc., of $1.9 million and the payment by Ambac
Assurance Corporation and/or the Segregated Account of $100 million to the United States. This
settlement was concluded on April 30, 2013.

Ambac Financial Group, Inc., emerged from bankruptcy on May 1, 2013.
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