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

         Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes o    No ý

         Indicate by check mark whether the Registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the Registrant was required to file such reports), and
(2) has been subject to such filing requirements for the past 90 days. Yes ý    No o

         Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of Registrant's knowledge, in definitive proxy or information statements incorporated by reference in Part III of this
Form 10-K or any amendment to this Form 10-K. ý

         Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of "large accelerated filer," "accelerated filer," and "smaller reporting company" in Rule 12b-2 of the Exchange
Act.

Large accelerated filer ý Accelerated filer o Non-accelerated filer o
(Do not check if a smaller

reporting company)

Smaller reporting company o

         Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes o    No ý

         The aggregate market value of Common Stock held by non-affiliates of the Registrant as of the close of business on June 30, 2008 was
$1,061,302,528 (based upon the closing price of the Registrant's shares of the New York Stock Exchange on that date, which was $17.99). For
purposes of this information, the outstanding shares of Common Stock which were owned by all directors and executive officers of the
Registrant and by ACE Limited were deemed to be shares of Common Stock held by affiliates.

         As of February 12, 2009, 91,097,894 shares of Common Stock, par value $0.01 per share, were outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

         Certain portions of Registrant's definitive proxy statement relating to its 2008 Annual General Meeting of Shareholders are incorporated by
reference to Part III of this report.
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 FORWARD-LOOKING STATEMENTS

        Some of the statements under "Business," "Management's Discussion and Analysis of Financial Condition and Results of Operations" and
elsewhere in this Form 10-K may include forward-looking statements which reflect our current views with respect to future events and financial
performance. These statements include forward looking statements both with respect to us specifically and the insurance and reinsurance
industries in general. Statements which include the words "expect," "intend," "plan," "believe," "project," "anticipate," "may," "will," "continue,"
"further," "seek," and similar words or statements of a future or forward looking nature identify forward looking statements for purposes of the
federal securities laws or otherwise.

        All forward-looking statements address matters that involve risks and uncertainties. Accordingly, there are or will be important factors that
could cause our actual results to differ materially from those indicated in these statements. We believe that these factors include the following:

�
downgrades of the financial strength ratings assigned by the major rating agencies to any of our insurance subsidiaries at any
time, which has occurred in the past;

�
downgrades of the transactions we insure;

�
our inability to execute our business strategy;

�
reduction in the amount of reinsurance facultative cessions or portfolio opportunities available to us;

�
contract cancellations;

�
developments in the world's financial and capital markets that adversely affect our loss experience, the demand for our
products, our access to capital, our unrealized (losses) gains on derivative financial instruments or our investment returns;

�
more severe or frequent losses associated with our insurance products, or changes in our assumptions used to estimate loss
reserves and unrealized (losses) gains on derivative financial instruments;

�
changes in regulation or tax laws applicable to us, our subsidiaries or customers;

�
governmental actions;

�
natural catastrophes;

�
dependence on customers;

�
decreased demand for our insurance or reinsurance products or increased competition in our markets;

�
loss of key personnel;

�
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technological developments;

�
the effects of mergers, acquisitions and divestitures;

�
changes in accounting policies or practices (see Part II�Item 7. Management's Discussion and Analysis of Financial Condition
and Results of Operations under the heading "�Critical Accounting Estimates�Industry Methodology", for more information);

�
changes in the credit markets, segments thereof or general economic conditions, including the overall level of activity in the
economy or particular sectors, interest rates, credit spreads and other factors;

�
other risks and uncertainties that have not been identified at this time; and

�
management's response to these factors.
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        The foregoing review of important factors should not be construed as exhaustive, and should be read in conjunction with the other
cautionary statements that are included in this Form 10-K. We undertake no obligation to update publicly or review any forward looking
statement, whether as a result of new information, future developments or otherwise.

        If one or more of these or other risks or uncertainties materialize, or if our underlying assumptions prove to be incorrect, actual results may
vary materially from what we projected. Any forward looking statements you read in this Form 10-K reflect our current views with respect to
future events and are subject to these and other risks, uncertainties and assumptions relating to our operations, results of operations, growth
strategy and liquidity.

        For these statements, we claim the protection of the safe harbor for forward-looking statements contained in Section 27A of the Securities
Act of 1933 and Section 21E of the Securities Exchange Act of 1934.

Edgar Filing: ASSURED GUARANTY LTD - Form 10-K

5



 TABLE OF CONTENTS

Page
PART I
Item 1. Business 1
Item 1A. Risk Factors 50
Item 1B. Unresolved Staff Comments 70
Item 2. Properties 70
Item 3. Legal Proceedings 70
Item 4. Submission of Matters to a Vote of Security Holders 71
PART II
Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and

Issuer Purchases of Equity Securities 72
Item 6. Selected Financial Data 75
Item 7. Management's Discussion and Analysis of Financial Condition and Results of

Operations 78
Item 7A. Quantitative and Qualitative Disclosures About Market Risk 150
Item 8. Financial Statements and Supplementary Data 151
Item 9. Changes in and Disagreements With Accountants on Accounting and Financial

Disclosure 254
Item 9A. Controls and Procedures 254
Item 9B. Other Information 254
PART
III
Item 10. Directors, Executive Officers and Corporate Governance 254
Item 11. Executive Compensation 254
Item 12. Security Ownership of Certain Beneficial Owners and Management and Related

Stockholder Matters 255
Item 13. Certain Relationships and Related Transactions, and Director Independence 255
Item 14. Principal Accountant Fees and Services 255
PART
IV
Item 15. Exhibits, Financial Statement Schedules 256

Edgar Filing: ASSURED GUARANTY LTD - Form 10-K

6



Table of Contents

 PART I

 ITEM 1.    BUSINESS

Overview

        Assured Guaranty Ltd. (hereafter "Assured Guaranty," "we," "us," "our" or the "Company") is a Bermuda based holding company that
provides, through its operating subsidiaries, credit enhancement products to the public finance, structured finance and mortgage markets. Credit
enhancement products are financial guaranty or other types of financial support, including credit derivatives, that improve the credit of
underlying debt obligations. A derivative is a financial instrument whose characteristics and value depend upon the characteristics and value of
an underlying security or commodity. We apply our credit expertise, risk management skills and capital markets experience to develop
insurance, reinsurance and derivative products that meet the credit enhancement needs of our customers. We market our products directly and
through financial institutions, serving the U.S. and international markets.

        Assured Guaranty Ltd. was incorporated in Bermuda in August 2003. We operate through wholly owned subsidiaries including Assured
Guaranty US Holdings Inc., Assured Guaranty Re Ltd. ("AG Re"), and Assured Guaranty Finance Overseas Ltd. ("AGFOL"). Our principal
operating subsidiaries are Assured Guaranty Corp. ("AGC") and AG Re.

�
Assured Guaranty US Holdings Inc., a Delaware holding company, owns 100% of AG Financial Products Inc., a Delaware
corporation, and AGC. AGC, a Maryland-domiciled insurance company, was organized in 1985 and commenced operations
in January 1988. It provides insurance and reinsurance of investment-grade financial guaranty exposures and credit default
swap transactions. AGC owns 100% of Assured Guaranty (UK) Ltd., a United Kingdom ("UK") incorporated company
licensed as a UK insurance company.

�
AG Re is incorporated under the laws of Bermuda and is licensed as a Class 3 Insurer and a Long-Term Insurer under the
Insurance Act 1978 and related regulations of Bermuda. AG Re owns Assured Guaranty Overseas US Holdings Inc., a
Delaware corporation, which owns the entire share capital of a Bermuda reinsurer, Assured Guaranty Re Overseas Ltd.
("AGRO"). AGRO, in turn, owns Assured Guaranty Mortgage Insurance Company ("Assured Guaranty Mortgage"), a New
York corporation. AG Re and AGRO underwrite financial guaranty and residential mortgage reinsurance. AG Re and
AGRO write business as direct reinsurers of third-party primary insurers and as reinsurers/retrocessionaires of certain
affiliated companies. Under a reinsurance agreement, the reinsurer, in consideration of a premium paid to it, agrees to
indemnify another insurer, called the ceding company, for part or all of the liability of the ceding company under one or
more insurance policies that the ceding company has issued.

�
AGFOL, based in the UK, is regulated by the Financial Services Authority as an Arranger that markets and sources
derivative transactions. AGFOL does not take risk in the transactions it arranges or places, and may not hold funds on behalf
of its customers.

Acquisition of Financial Security Assurance Holdings Ltd.

        On November 14, 2008, Assured Guaranty Ltd. announced that it had entered into a definitive agreement ("the Purchase Agreement") with
Dexia Holdings, Inc. ("Dexia") to purchase Financial Security Assurance Holdings Ltd. ("FSAH") and, indirectly, all of its subsidiaries,
including the financial guaranty insurance company, Financial Security Assurance, Inc. The definitive agreement provides that the Company
will be indemnified against exposure to FSAH's Financial Products segment, which includes its guaranteed investment contract business.
Pursuant to the Purchase Agreement, the Company agreed to buy 33,296,733 issued and outstanding shares of common stock of FSAH,
representing as of the date thereof approximately 99.8524% of the issued and outstanding shares of

1
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common stock of FSAH. The remaining shares of FSAH are currently held by current or former directors of FSAH. Assured expects that it will
acquire the remaining shares of FSAH common stock concurrent with the closing of the acquisition of shares of FSAH common stock from
Dexia or shortly thereafter at the same price paid to Dexia. We expect to close this transaction in either the first or second quarter of 2009.

        The purchase price is $722 million (based upon the closing price of the Company's common shares on the NYSE on November 13, 2008 of
$8.10), consisting of $361 million in cash and up to 44,567,901 of the Company's common shares. If, prior to the closing date under the stock
purchase agreement, the Company issues new common shares (other than pursuant to an employee benefit plan) or other securities that are
convertible into or exchangeable for or otherwise linked to the Company's common shares at a purchase price per share of less than $8.10, the
Company has agreed to issue to Dexia on the closing date an additional number of the Company's common shares with an aggregate value as of
the closing date (measured based on the average of the volume weighted average price per share for each day in the 20 NYSE trading day period
ending three business days prior to the closing date) representing the amount of dilution as a result of such issuance. The amount of dilution is
defined to mean (x) the number of the Company's common shares issued (or that upon conversion or exchange would be issuable) as a result of
the dilutive issuance, multiplied by (y) the positive difference if any between $8.10 and the purchase (or reference, implied, conversion,
exchange or comparable) price per share received by the Company in the dilutive issuance, multiplied by (z) the percentage of the issued and
outstanding share capital of the Company represented by the Company common shares to be received by Dexia under the stock purchase
agreement (without taking into account any additional Assured Guaranty Ltd.'s common shares issued or issuable as a result of the anti-dilution
provision).

        Under the Purchase Agreement, the Company may elect to pay $8.10 per share in cash in lieu of up to 22,283,951 of the Company's
common shares that it would otherwise deliver as part of the purchase price.

        The Company may finance the cash portion of the acquisition with the proceeds of a public equity offering. The Company has received a
backstop commitment ("the WLR Backstop Commitment") from the WLR Funds, a related party, to fund the cash portion of the purchase price
with the purchase of newly issued common shares. The Company entered into the WLR Backstop Commitment on November 13, 2008 with the
WLR Funds. The WLR Backstop Commitment amended the Investment Agreement between the Company and the WLR Funds and provided to
the Company the option to cause the WLR Funds to purchase from Assured Guaranty Ltd. or Assured Guaranty US Holdings Inc. a number of
the Company's common shares equal to the quotient of (i) the aggregate dollar amount not to exceed $361 million specified by the Company
divided by (ii) the volume weighted average price of the Company's common share on the NYSE for the 20 NYSE trading days ending with the
last NYSE trading day immediately preceding the date of the closing under the stock purchase agreement, with a floor of $6.00 and a cap of
$8.50.

        The WLR Funds have no obligation to purchase these common shares pursuant to the WLR Backstop Commitment until the closing under
the stock purchase agreement occurs. The Company may use the proceeds from the sale of the Company's common shares pursuant to the WLR
Backstop Commitment solely to pay a portion of the purchase price under the stock purchase agreement. The WLR Funds' obligations under the
WLR Backstop Commitment have been secured by letters of credit issued for the benefit of the Company by Bank of America, N.A. and RBS
Citizens Bank, N.A., each in the amount of $180.5 million.

        The Company has paid the WLR Funds a nonrefundable commitment fee of $10,830,000 in connection with the option granted by the
WLR Backstop Commitment and has agreed to pay the WLR Funds' expenses in connection with the transactions contemplated thereby. The
Company has

2
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agreed to reimburse the WLR Funds for the $4.1 million cost of obtaining the letters of credit referred to above.

Our Operating Segments

        Our financial results include four principal business segments: financial guaranty direct, financial guaranty reinsurance, mortgage guaranty
and other. We primarily conduct our business in the United States, Bermuda and the European community. The following table sets forth our
gross written premiums by segment for the periods presented:

 Gross Written Premiums By Segment

Year Ended December 31,

2008 2007 2006
($ in millions)

Financial guaranty direct:
Structured finance $ 59.4 $ 45.0 $ 26.0
Public finance 425.3 122.1 98.8

Total financial guaranty direct 484.7 167.1 124.8

Financial guaranty reinsurance:
Structured finance 38.0 43.2 31.7
Public finance 91.3 207.8 92.2

Total financial guaranty reinsurance 129.3 251.0 123.9

Mortgage guaranty 0.7 2.7 8.4

Total financial guaranty gross written premiums 614.7 421.0 257.2
Other 3.5 3.5 4.1

Total $618.3 $424.5 $261.3

Financial Guaranty Direct

        Financial guaranty direct insurance provides an unconditional and irrevocable guaranty that protects the holder of a financial obligation
against non-payment of principal and interest when due. Financial guaranty insurance may be issued to the holders of the insured obligations at
the time of issuance of those obligations, or may be issued in the secondary market to holders of public bonds and structured securities. Both
issuers of and investors in financial instruments may benefit from financial guaranty insurance. Issuers benefit because the insurance may have
the effect of lowering an issuer's cost of borrowing to the extent that the insurance premium is less than the value of the difference between the
yield on the insured obligation (which carries the credit rating of the insurer) and the yield on the obligation if sold on the basis of its uninsured
credit rating. Financial guaranty insurance also improves the marketability of obligations issued by infrequent or unknown issuers, as well as
obligations with complex structures or backed by asset classes new to the market. Investors benefit from increased liquidity in the secondary
market, added protection against loss in the event of the obligor's default on its obligation, and reduced exposure to price volatility caused by
changes in the credit quality of the underlying issue.

        As an alternative to traditional financial guaranty insurance, credit protection relating to a particular security or issuer can be provided
through a credit derivative, such as a credit default swap. Under the terms of a credit default swap, the seller of credit protection makes a
specified payment to the buyer of credit protection upon the occurrence of one or more specified credit events with respect to a reference
obligation or entity. Credit derivatives typically provide protection to a buyer rather than
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credit enhancement of an issue as in traditional financial guaranty insurance. Credit derivatives may be preferred by some customers because
they generally offer ease of execution and standardized terms.

        Financial guaranty direct products are generally provided for structured finance and public finance obligations in the U.S. and international
markets.

        Structured Finance�Structured finance obligations in both the U.S. and international markets are generally backed by pools of assets, such
as residential mortgage loans, consumer or trade receivables, securities or other assets having an ascertainable cash flow or market value, which
are generally held by a special purpose issuing entity. Structured finance obligations can be "funded" or "synthetic." Funded structured finance
obligations generally have the benefit of one or more forms of credit enhancement, such as over-collateralization and excess cash flow, to cover
credit risks associated with the related assets. Synthetic structured finance obligations generally take the form of credit derivatives or credit
linked notes that reference a pool of securities or loans, with a defined deductible to cover credit risks associated with the referenced securities or
loans.

        Public Finance�Public finance obligations in both the U.S. and international markets consist primarily of debt obligations issued by or on
behalf of states or their political subdivisions (counties, cities, towns and villages, utility districts, public universities and hospitals, public
housing and transportation authorities), other public and quasi public entities, private universities and hospitals, and investor owned utilities.
These obligations generally are supported by the taxing authority of the issuer, the issuer's or underlying obligor's ability to collect fees or
assessments for certain projects or public services or revenues from operations. This market also includes project finance obligations, as well as
other structured obligations supporting infrastructure and other public works projects.

Financial Guaranty Reinsurance

        Financial guaranty reinsurance indemnifies a primary insurance company against part of a loss that the latter may sustain under a policy
that it has issued. The reinsurer may itself purchase reinsurance protection ("retrocessions") from other reinsurers, thereby reducing its own
exposure.

        Reinsurance agreements take two major forms: "treaty" and "facultative." Treaty reinsurance requires the reinsured to cede, and the
reinsurer to assume, specific classes of risk underwritten by the ceding company over a specified period of time, typically one year. Facultative
reinsurance is the reinsurance of part of one or more specified policies, and is subject to separate negotiation for each cession.

Financial Guaranty Portfolio

        The principal types of obligations covered on a global basis by our financial guaranty direct and our financial guaranty reinsurance
businesses are structured finance and public finance obligations. Because both businesses involve similar risks, we analyze and monitor our
financial guaranty direct portfolio and our financial guaranty reinsurance portfolio on a unified process and procedure basis. In the tables that
follow, our reinsurance par outstanding on treaty business is reported on a one-quarter
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lag due to the timing of receipt of reports prepared by our ceding companies. The following table sets forth our financial guaranty net par
outstanding by product line:

 Net Par Outstanding By Product Line

As of December 31,

2008 2007 2006
($ in billions)

U.S. Public Finance:
Direct $ 37.5 $ 7.5 $ 3.5
Reinsurance 69.9 74.4 48.8

Total U.S. public finance 107.3 81.9 52.3

U.S. Structured Finance:
Direct 65.6 65.0 44.5
Reinsurance 8.8 8.9 7.1

Total U.S. structured finance 74.4 73.8 51.6

International:
Direct 29.0 30.6 19.9
Reinsurance 12.1 14.0 8.5

Total international 41.0 44.5 28.4

Total net par outstanding(1) $222.7 $200.3 $132.3

(1)
Some amounts may not add due to rounding.

        U.S. Structured Finance Obligations�We insure and reinsure a number of different types of U.S. structured finance obligations. Credit
support for the exposures written by us may come from a variety of sources, including some combination of subordinated tranches, excess
spread, over-collateralization or cash reserves. Additional support also may be provided by transaction provisions intended to benefit
noteholders or credit enhancers. The types of U.S. Structured Finance transactions we insure and reinsure include the following:

        Pooled Corporate Obligations� These include securities primarily backed by various types of corporate debt obligations, such as
secured or unsecured bonds, bank loans or loan participations and trust preferred securities. These securities are often issued in
"tranches," with subordinated tranches providing credit support to the more senior tranches. Our financial guaranty exposures
generally are to the more senior tranches of these issues.

        Residential Mortgage-Backed and Home Equity� These include obligations backed by closed-end first mortgage loans and
closed- and open-end second mortgage loans or home equity loans on one-to-four family residential properties, including
condominiums and cooperative apartments. First mortgage loan products in these transactions include fixed rate, adjustable rate
("ARM") and option adjustable-rate ("Option ARM") mortgages. The credit quality of borrowers covers a broad range, including
"prime", subprime" and "Alt-A". A prime borrower is generally defined as one with strong risk characteristics as measured by factors
such as payment history, credit score, and debt-to-income ratios. A subprime borrower is a borrower with higher risk characteristics,
usually as determined by credit score and/or credit history. An Alt-A borrower is generally defined as a prime quality borrower that
lacks certain ancillary characteristics, such as fully documented income.
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        Structured Credit� These include program wide credit enhancement for commercial paper conduits, whole business
securitizations and intellectual property securitizations. Program wide credit enhancement generally involves insuring against the
default of asset backed securities in a bank sponsored commercial paper conduit. Whole business securitizations are obligations
backed by revenue-producing assets sold to a limited-purpose company by an operating company, including franchise agreements,
lease agreements, intellectual property and real property.

        Consumer Receivables� These include obligations backed by non-mortgage consumer receivables, such as automobile loans and
leases, credit card receivables and other consumer receivables.

        Commercial Receivables� These include obligations backed by equipment loans or leases, fleet auto financings, business loans
and trade receivables. Credit support is derived from the cash flows generated by the underlying obligations, as well as property or
equipment values as applicable.

        Commercial Mortgage-Backed Securities� These include debt instruments that are backed by pools of commercial mortgages.
The collateral supporting commercial mortgage-backed securities include office, multi-family, retail, hotel, industrial and other
specialized or mixed-use properties.

        Insurance Securitizations� These include bonds secured by the future earnings from pools of various types of
insurance/reinsurance policies and income produced by invested assets.

        Other Structured Finance� Other structured finance exposures in our portfolio include bonds or other securities backed by assets
not generally described in any of the other described categories.

        The following table sets forth our U.S. structured finance direct and reinsurance gross par written by asset type (stated as a percentage of
total U.S. structured finance direct and reinsurance gross par) for the periods presented:

 U.S. Structured Finance Gross Par Written by Asset Type

Year Ended December 31,

2008 2007 2006
($ in billions)

Pooled corporate obligations 30.0% 40.9% 49.2%
Residential mortgage-backed and home equity 25.0% 28.8% 22.1%
Structured credit 22.4% 2.9% 4.2%
Consumer receivables 16.8% 13.9% 5.9%
Commercial receivables 5.6% 6.8% 2.1%
Commercial mortgage-backed securities � 4.1% 14.1%
Insurance securitizations � 2.2% 2.1%
Other structured finance 0.3% 0.4% 0.3%

Total(1) 100.0% 100.0% 100.0%

Total U.S. structured finance gross par written $ 12.7 $ 36.0 $ 28.2

(1)
Total does not add due to rounding.
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        The following table sets forth our U.S. structured finance direct and reinsurance net par outstanding by asset type (stated as a percentage of
total U.S. structured finance direct and reinsurance net par outstanding) as of the dates indicated:

 U.S. Structured Finance Net Par Outstanding by Asset Type

As of December 31,

2008 2007 2006
($ in billions)

Pooled corporate obligations 46.6% 45.8% 49.6%
Residential mortgage-backed and home equity 24.7% 24.7% 21.8%
Commercial mortgage-backed securities 7.9% 8.1% 10.5%
Consumer receivables 6.9% 8.9% 5.2%
Commercial receivables 6.6% 7.1% 4.7%
Structured credit 4.4% 2.1% 3.0%
Insurance securitizations 2.1% 1.6% 1.5%
Other structured finance 0.6% 1.7% 3.7%

Total(1) 100.0% 100.0% 100.0%

Total U.S. structured finance par outstanding $ 74.4 $ 73.8 $ 51.6

(1)
Total does not add due to rounding.

        The table below shows our ten largest financial guaranty U.S. structured finance direct and reinsurance exposures by revenue source as a
percentage of total financial guaranty net par outstanding as of December 31, 2008:

 Ten Largest U.S. Structured Finance Exposures

Net Par
Outstanding

Percent of
Total Net

Par
Outstanding Rating(1)

($ in millions)
Fortress Credit Investments I & II $ 1,190 0.5% AAA
Field Point III & IV, Limited 1,178 0.5% AA-
Ares Enhanced Credit Opportunities Fund 1,152 0.5% AAA
Deutsche Alt-A Securities Mortgage Loan 2007-2 1,028 0.5% BB
Discover Card Master Trust I Series A 1,000 0.4% AAA
Anchorage Crossover Credit Finance Ltd 875 0.4% AAA /Super

senior
Prospect Funding I LLC 797 0.4% AAA
Park Avenue Receivables Company LLC 731 0.3% AAA
MortgageIt Securities Corp. Mortgage Loan
2007-2

672 0.3% AAA

280 Funding I�Class A-1 & A-2 660 0.3% AAA

Total of top ten U.S. structured finance
exposures

$ 9,283 4.1%
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The Company's internal rating. The Company's scale is comparable to that of the nationally recognized rating agencies. The super
senior category, which is not generally used by rating agencies, is used by the Company in instances where the Company's AAA-rated
exposure has additional credit enhancement due to either (1) the existence of another security rated AAA that is subordinated to the
Company's exposure or (2) the Company's exposure benefits from a different form of credit enhancement that would pay any claims
first in the event that any of the
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exposures incurs a loss, and such credit enhancement, in management's opinion, causes the Company's attachment point to be
materially above the AAA attachment point.

        U.S. Public Finance Obligations�We insure and reinsure a number of different types of U.S. public obligations, including the following:

        Tax-Backed Bonds� These include a variety of obligations that are supported by the issuer from specific and discrete sources of
taxation and include tax-backed revenue bonds, general fund obligations and lease revenue bonds. Tax-backed obligations may be
secured by a lien on specific pledged tax revenues, such as a gasoline or excise tax, or incrementally from growth in property tax
revenue associated with growth in property values. These obligations also include obligations secured by special assessments levied
against property owners and often benefit from issuer covenants to enforce collections of such assessments and to foreclose on
delinquent properties. Lease revenue bonds typically are general fund obligations of a municipality or other governmental authority
that are subject to annual appropriation or abatement; projects financed and subject to such lease payments ordinarily include real
estate or equipment serving an essential public purpose. Bonds in this category also include moral obligations of municipalities or
governmental authorities.

        General Obligation Bonds� These include full faith and credit bonds that are issued by states, their political subdivisions and
other municipal issuers, and are supported by the general obligation of the issuer to pay from available funds and by a pledge of the
issuer to levy ad valorem taxes in an amount sufficient to provide for the full payment of the bonds.

        Municipal Utility Bonds� These include the obligations of all forms of municipal utilities, including electric, water and sewer
utilities and resource recovery revenue bonds. These utilities may be organized in various forms, including municipal enterprise
systems, authorities or joint action agencies.

        Healthcare Bonds� These include obligations of healthcare facilities including community based hospitals and systems. In
addition to healthcare facilities, obligors in this category include a small number of health maintenance organizations and long-term
care facilities.

        Transportation Bonds� These include a wide variety of revenue-supported bonds, such as bonds for airports, ports, tunnels,
municipal parking facilities, toll roads and toll bridges.

        Higher Education Bonds� These include obligations secured by revenue collected by either public or private secondary schools,
colleges and universities. Such revenue can encompass all of an institution's revenue, including tuition and fees, or in other cases, can
be specifically restricted to certain auxiliary sources of revenue.

        Investor-Owned Utility Bonds� These include obligations primarily backed by investor-owned utilities, first mortgage bond
obligations of for-profit electric or water utilities providing retail, industrial and commercial service, and also include sale-leaseback
obligation bonds supported by such entities.

        Housing Revenue Bonds� These include obligations relating to both single and multi-family housing, issued by states and
localities, supported by cash flow and, in some cases, insurance from such entities as the Federal Housing Administration.

        Other Public Bonds� These include other debt issued, guaranteed or otherwise supported by U.S. national or local governmental
authorities, as well as student loans, revenue bonds, and obligations of some not-for-profit organizations.
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        The following table sets forth our U.S. public finance direct and reinsurance gross par written by bond type (stated as a percentage of total
U.S. public finance direct and reinsurance gross par written) for the years presented:

 U.S. Public Finance Gross Par Written by Asset Type

Year Ended December 31,

2008 2007 2006
($ in billions)

Tax-backed 25.5% 22.9% 28.3%
General obligation 24.5% 25.1% 28.3%
Municipal utilities 15.3% 8.9% 10.9%
Healthcare 12.2% 13.1% 20.1%
Transportation 11.9% 10.4% 5.3%
Higher education 4.9% 7.3% 3.0%
Investor-owned utilities 0.2% 2.2% 3.2%
Housing 0.1% 3.1% 0.4%
Other public finance 5.3% 7.0% 0.5%

Total(1) 100.0% 100.0% 100.0%

Total U.S. public finance gross par written $ 37.0 $ 34.8 $ 6.9

(1)
Total does not add due to rounding.

        The following table sets forth our U.S. public finance direct and reinsurance net par outstanding by bond type (stated as a percentage of
total U.S. public finance direct and reinsurance net par outstanding) as of the dates indicated:

 U.S. Public Finance Net Par Outstanding by Asset Type

As of December 31,

2008 2007 2006
($ in billions)

General obligation 25.2% 24.8% 24.3%
Tax-backed 24.1% 21.7% 22.6%
Municipal utilities 14.5% 14.2% 18.5%
Transportation 11.8% 12.2% 12.0%
Healthcare 10.9% 12.7% 12.6%
Higher education 5.0% 4.5% 2.4%
Investor-owned utilities 2.0% 2.8% 3.0%
Housing 1.8% 2.5% 2.1%
Other public finance 4.7% 4.6% 2.5%

Total 100.0% 100.0% 100.0%

Total U.S. public finance net par outstanding $107.3 $ 81.9 $ 52.3

9
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        The table below shows our ten largest financial guaranty U.S. public finance direct and reinsurance exposures by revenue source as a
percentage of total financial guaranty net par outstanding as of December 31, 2008:

 Ten Largest U.S. Public Finance Exposures

Net Par
Outstanding

Percent of
Total
Net Par

Outstanding Rating(1)
($ in millions)

State of California General Obligation & Leases $ 1,546 0.7% A+
State of New Jersey General Obligation & Leases 1,151 0.5% AA-
Commonwealth of Massachusetts General Obligation & Bay
Transportation 1,031 0.5% A
Commonwealth of Puerto Rico General Obligation & Leases 1,008 0.5% BBB-
New York City General Obligation & Leases 983 0.4% A+
City of Chicago General Obligation & Leases 934 0.4% AA-
Los Angeles Unified School District 897 0.4% AA
State of New York General Obligation & Leases 893 0.4% A+
North Texas Toll Road Authority 890 0.4% A
Miami-Dade County Florida Aviation Authority 883 0.4% A

Total of top ten U.S. public finance exposures $ 10,216 4.6%

(1)
The Company's internal rating. The Company's scale is comparable to that of the nationally recognized rating agencies.

        International Obligations�We insure and reinsure a number of different types of international public and structured obligations. Credit
support for the exposures written by us may come from a variety of sources, including some combination of subordinated tranches, excess
spread, over-collateralization or cash reserves. Additional support also may be provided by transaction provisions intended to benefit
noteholders or credit enhancers. The types of international transactions we insure and reinsure include the following:

        Residential Mortgage-Backed and Home Equity� These include obligations backed by closed-end first mortgage loans and
closed- and open-end second mortgage loans or home equity loans on one-to-four family residential properties, including
condominiums and cooperative apartments. First mortgage loan products in these transactions include fixed rate, adjustable rate
("ARM") and option adjustable-rate ("Option ARM") mortgages. The credit quality of borrowers covers a broad range, including
"prime", subprime" and "Alt-A". A prime borrower is generally defined as one with strong risk characteristics as measured by factors
such as payment history, credit score, and debt-to-income ratios. A subprime borrower is a borrower with higher risk characteristics,
usually as determined by credit score and/or credit history. An Alt-A borrower is generally defined as a prime quality borrower that
lacks certain ancillary characteristics, such as fully documented income.

        Regulated Utilities� These include obligations issued by government-regulated providers of essential services and commodities,
including electric, water and gas utilities. The majority of our international regulated utility business is conducted in the UK.

        Pooled Corporate Obligations� These include securities primarily backed by pooled corporate debt obligations, such as
corporate bonds, bank loans or loan participations and trust preferred securities. These securities are often issued in "tranches," with
subordinated tranches providing
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credit support to the more senior tranches. Our financial guaranty exposures generally are to the more senior tranches of these issues.

        Infrastructure and pooled infrastructure� These include obligations issued by a variety of entities engaged in the financing of
international infrastructure projects, such as roads, airports, ports, social infrastructure, and other physical assets delivering essential
services supported either by long-term concession arrangements with a public sector entity or a regulatory regime. The majority of our
international infrastructure business is conducted in the UK.

        Future Flow� These include obligations supported by future receivables generated by financial flows (foreign remittances and
foreign credit card flows), and by future receivables generated by commodity flows (future oil and gas, minerals, or refined product
production). Such receivables are typically generated in emerging market countries. Payments due to the issuer are made in the United
States or other developed countries and deposited into accounts in such countries. The issuer assigns such receivables to an offshore
special purpose vehicle that issues notes backed by such flows.

        Consumer receivables� These include obligations backed by non-mortgage consumer receivables, such as automobile loans and
leases, credit card receivables and other consumer receivables.

        Public Finance� These include obligations of local, municipal, regional or national governmental authorities or agencies.

        Commercial Receivables� These include obligations backed by equipment loans or leases, fleet auto financings, business loans
and trade receivables. Credit support is derived from cash flows generated by the underlying obligations as well as property and
equipment values as applicable.

        Commercial Mortgage-Backed Securities� These include debt instruments that are backed by pools of commercial mortgages.
The properties backing commercial mortgage-backed securities include office, multi-family, retail, hotel, industrial and other
specialized or mixed-use properties.

        Insurance Securitizations� These include bonds secured by the future earnings from pools of various types of
insurance/reinsurance policies and income produced by invested assets.

        Structured Credit� These include whole business securitizations and intellectual property securitizations. Whole business
securitizations are obligations backed by revenue-producing assets sold to a limited-purpose company by an operating company,
including franchise agreements, lease agreements, intellectual property and real property.

        Other International Structured Finance� Other international structured finance exposures in our portfolio include bonds or other
securities backed by assets not generally described in any of the other described categories.
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        The following table sets forth our international direct and reinsurance gross par written by bond type (stated as a percentage of total
international direct and reinsurance gross par written) for the years presented:

 International Gross Par Written by Asset Type

Year Ended December 31,

2008 2007 2006
($ in billions)

Residential mortgage-backed and home equity 48.8% 15.9% 17.5%
Regulated utilities 20.1% 18.2% 17.5%
Pooled corporate obligations 15.9% 31.0% 16.6%
Infrastructure and pooled infrastructure 7.8% 19.3% 34.1%
Future flow 3.9% 1.5% 1.8%
Consumer receivables 2.4% 2.0% �
Public finance 1.1% 4.3% 2.6%
Commercial receivables 0.1% 5.0% 2.2%
Commercial mortgage-backed securities � 1.8% 4.2%
Structured credit � 0.6% �
Insurance securitizations � � 3.2%
Other international structured finance � 0.4% 0.3%

Total(1) 100.0% 100.0% 100.0%

Total international gross par written $ 6.4 $ 17.3 $ 15.9

(1)
Total does not add due to rounding.

        The following table sets forth our international direct and reinsurance net par outstanding by bond type (stated as a percentage of total
international direct and reinsurance net par outstanding) as of the dates indicated:

 International Net Par Outstanding by Asset Type

As of December 31,

2008 2007 2006
($ in billions)

Infrastructure and pooled infrastructure 22.7% 26.0% 29.1%
Pooled corporate obligations 20.4% 19.0% 12.6%
Residential mortgage-backed and home equity 20.1% 16.5% 17.6%
Regulated utilities 18.3% 18.7% 16.8%
Commercial receivables 4.2% 4.3% 3.8%
Public finance 4.1% 4.5% 4.2%
Future flow 3.0% 2.5% 3.6%
Insurance securitizations 2.3% 1.9% 3.3%
Commercial mortgage-backed securities 1.9% 2.8% 3.8%
Structured credit 1.1% 1.3% 2.1%
Consumer receivables 0.3% 0.8% 0.4%
Other international structured finance 1.6% 1.7% 2.7%

Total 100.0% 100.0% 100.0%
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        The table below shows our ten largest financial guaranty international direct and reinsurance exposures by revenue source as a percentage
of total financial guaranty net par outstanding as of December 31, 2008:

 Ten Largest International Exposures

Net Par
Outstanding

Percent of
Total
Net Par

Outstanding Rating(1)
($ in millions)

Prime European RMBS $ 1,306 0.6% AAA
Permanent Master Issuer PLC 1,261 0.6% AAA
Arkle Master Issuer PLC 1,245 0.6% AAA
Gracechurch Mortgage Financing PLC 1,237 0.6% AAA
Essential Public Infrastructure Capital II 961 0.4% AAA
Granite Master Issuer PLC 943 0.4% AAA
Graphite Mortgages PLC Provide Graphite 2005-2 941 0.4% AAA
Essential Public Infrastructure Capital III 850 0.4% AAA
Paragon Mortgages (No.13) PLC 657 0.3% AAA
International Infrastructure Pool 643 0.3% AAA

Total of top ten international exposures $ 10,044 4.6%

(1)
The Company's internal rating. The Company's scale is comparable to that of the nationally recognized rating
agencies.

Financial Guaranty Portfolio by Internal Rating

        The following table sets forth our financial guaranty portfolio as of December 31, 2008 by internal rating:

 Financial Guaranty Portfolio by Internal Rating

Rating Category(1)
Net Par

Outstanding

Percent of Total
Net Par

Outstanding
($ in billions)

Super senior $ 32.4 14.5%
AAA 40.7 18.3%
AA 47.7 21.4%
A 66.0 29.6%
BBB 29.4 13.2%
Below investment grade 6.6 3.0%

Total(2) $ 222.7 100.0%

(1)
The Company's internal rating. The Company's scale is comparable to that of the nationally recognized rating
agencies. The super senior category, which is not generally used by rating agencies, is used by the Company in
instances where the Company's AAA-rated exposure has additional credit enhancement due to either (1) the
existence of another security rated AAA that is subordinated to the Company's exposure or (2) the Company's
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exposure benefits from a different form of credit enhancement that would pay any claims first in the event that any
of the exposures incurs a loss, and such credit enhancement, in management's opinion, causes the Company's
attachment point to be materially above the AAA attachment point.

(2)
Total does not add due to rounding.
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Financial Guaranty Portfolio by Geographic Area

        The following table sets forth the geographic distribution of our financial guaranty portfolio as of December 31, 2008:

 Financial Guaranty Portfolio by Geographic Area

Net Par
Outstanding

Percent of Total
Net Par

Outstanding
($ in billions)

United States:
California $ 16.2 7.3%
New York 9.5 4.3%
Florida 8.4 3.8%
Texas 7.3 3.3%
Illinois 5.9 2.7%
Pennsylvania 4.6 2.1%
Massachusetts 4.4 2.0%
New Jersey 4.2 1.9%
Michigan 3.1 1.4%
Washington 2.9 1.3%
Other states 40.8 18.3%
Mortgage and structured (multiple states) 74.4 33.4%

Total U.S.(1) 181.7 81.6%
International 41.0 18.4%

Total $ 222.7 100.0%

(1)
Percent total does not add due to rounding.

Financial Guaranty Portfolio by Issue Size

        We seek broad coverage of the market by insuring and reinsuring small and large issues alike. The following table sets forth the distribution
of our portfolio as of December 31, 2008 by original size of our exposure:

 Financial Guaranty Portfolio by Issue Size

Original Par Amount Per Issue
Number of
Issues

Percent of Total
Number of
Issues

Net Par
Outstanding

% of Total
Net Par

Outstanding
($ in billions)

Less than $10.0 million 5,555 64.4% $ 7.9 3.5%
$10.0 through $24.9 million 1,023 11.9% 11.0 4.9%
$25.0 through $49.9 million 730 8.5% 18.3 8.2%
$50.0 million and above 1,314 15.2% 185.6 83.3%

Total(1) 8,622 100.0% $ 222.7 100.0%
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Total does not add due to rounding.
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Financial Guaranty Portfolio by Source

        The following table sets forth our financial guaranty portfolio as of and for the year ended December 31, 2008 by source:

 Financial Guaranty Portfolio by Source

Gross Par
In Force

Gross Par
Written

($ in billions)
Direct $ 136.3 $ 47.6
Reinsurance:
Ambac Assurance Corporation 34.6 0.2
Financial Security Assurance Inc 33.6 7.0
Financial Guaranty Insurance Company 12.1 0.9
MBIA Insurance Corporation 8.9 �
Other ceding companies 1.6 0.5

Total Reinsurance 90.8 8.6

Total $ 227.2 $ 56.1

(1)
Total does not add due to rounding.

Mortgage Guaranty Insurance/Reinsurance

        Mortgage guaranty insurance is a specialized class of credit insurance that provides protection to mortgage lending institutions against the
default of borrowers on mortgage loans that, at the time of the advance, had a loan-to-value ("LTV") in excess of a specified ratio. In the United
States, governmental agencies and private mortgage guaranty insurance compete in this market, while some lending institutions choose to self
insure against the risk of loss on high LTV mortgage loans.

        Reinsurance in the mortgage guaranty insurance industry is used to increase the insurance capacity of the ceding company, to assist the
ceding company in meeting applicable regulatory and rating agency requirements, to augment the financial strength of the ceding company, and
to manage the ceding company's risk profile.

        The U.S. private mortgage guaranty insurance industry, composed of only monoline insurance companies as required by law, provides two
basic types of coverage: primary insurance, which protects lenders against default on individual residential mortgage loans by covering losses on
such loans to a stated percentage, and pool insurance, which protects lenders against loss on an underlying pool of individual mortgages by
covering the full amount of the loss (less the proceeds from any applicable primary coverage) on individual residential mortgage loans in the
pool, with an aggregate limit usually expressed as a percentage of the initial loan balances in the pool. Primary and pool insurance are used to
facilitate the sale of mortgage loans in the secondary mortgage market, principally to the Federal National Mortgage Association ("Fannie Mae")
and the Federal Home Loan Mortgage Corporation ("Freddie Mac"). Fannie Mae and Freddie Mac provide indirect funding for approximately
half of all mortgage loans originated in the United States. Fannie Mae and Freddie Mac are prohibited by their charters from purchasing
mortgage loans with LTV's of greater than 80% unless the loans are insured by a designated mortgage guaranty insurer or some other form of
credit enhancement is provided. In addition, pool insurance is often used to provide credit support for mortgage-backed securities and other
secondary mortgage market transactions.

        Mortgage guaranty reinsurance comprises the bulk of our in force mortgage business. We have provided reinsurance of primary mortgage
insurance and pool insurance in the United States on a
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quota share and excess of loss basis. Quota share reinsurance describes all forms of reinsurance in which the reinsurer shares in a proportional
part of the original premiums and losses of the business ceded by the primary company (subject to a ceding commission). Excess of loss
reinsurance refers to reinsurance which indemnifies the ceding company for that portion of the loss that exceeds an agreed upon "retention."
There has been a decrease in demand for our quota share mortgage guaranty reinsurance products over the last five years, as primary mortgage
insurers have expanded their capital bases. We have not written a new mortgage guaranty deal since 2005.

        We have been a leading provider of excess of loss reinsurance to lender captives and third party insurers in the United Kingdom. There is
not a consistent demand for mortgage insurance guaranty ("MIG") reinsurance in the United Kingdom although business opportunities may arise
from time to time. We have entered into multi year reinsurance arrangements with several lenders and third party insurers.

        We have also participated in the mortgage reinsurance markets in Ireland, Hong Kong and Australia. We have participated in these markets
on an excess of loss basis with high attachment points and believe that our risk of loss on these transactions is remote.

        The mortgage guaranty segment has a decreasing portfolio with limited possibilities for new business due to our change in business strategy
and the overall market for mortgage insurance.

Mortgage Portfolio

        The following table sets forth our mortgage insurance and reinsurance risk in force by geographic region as of December 31, 2008:

 Mortgage Guaranty Risk In Force By Geographic Region

Risk In Force Percent
($ in millions)

United Kingdom $ 257.1 64.4%
Ireland 139.9 35.0%
United States 2.5 0.6%

Total $ 399.5 100.0%

        The following table sets forth our mortgage guaranty risk in force by treaty type as of December 31, 2008:

 Mortgage Guaranty Risk In Force By Treaty Type

Risk In Force Percent
($ in millions)

Excess of loss $ 397.0 99.4%
Quota share 2.5 0.6%

Total $ 399.5 100.0%

Other

        We have participated in several lines of business that are reflected in our historical financial statements, but that we exited, including equity
layer credit protection, trade credit reinsurance, title reinsurance, and auto residual value reinsurance.
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Underwriting

        The underwriting, operations and risk management guidelines, policies and procedures of our insurance and reinsurance subsidiaries are
tailored to their respective businesses, providing multiple levels of credit review and analysis.

        Exposure limits and underwriting criteria are established, as appropriate, for sectors, countries, single risks and in the case of structured
finance obligations, servicers. Single risk limits are established in relation to the Company's capital base and are based on our assessment of
potential severity of loss as well as other factors. Sector limits are based on our assessment of intra sector correlation, as well as other factors.
Country limits are based on long term foreign currency ratings, history of political stability, size and stability of the economy and other factors.

        Critical risk factors for proposed public finance exposures include, for example, the credit quality of the issuer, the type of issue, the
repayment source, security pledged, the presence of restrictive covenants, and the issue's maturity. Underwriting consideration for exposures
include (1) class, reflecting economic and social factors affecting that bond type, including the importance of the proposed project, (2) the
financial management of the project and of the issuer, and (3) various legal and administrative factors. In cases where the primary source of
repayment is the taxing or rate setting authority of a public entity, such as general obligation bonds, transportation bonds and municipal utility
bonds, emphasis is placed on the overall financial strength of the issuer, the economic and demographic characteristics of the taxpayer or
ratepayer base and the strength of the legal obligation to repay the debt. In cases of not-for-profit institutions such as healthcare issuers and
private higher education issuers, emphasis is placed on the financial stability of the institution, its competitive position and its management.

        Structured finance obligations generally present three distinct forms of risk: (1) asset risk, pertaining to the amount and quality of assets
underlying an issue; (2) structural risk, pertaining to the extent to which an issue's legal structure provides protection from loss; and
(3) execution risk, which is the risk that poor performance by a servicer contributes to a decline in the cash flow available to the transaction.
Each risk is addressed in turn through our underwriting process. Generally, the amount and quality of asset coverage required with respect to a
structured finance exposure is dependent upon the historic performance of the subject asset class, or those assets actually underlying the risk
proposed to be insured or reinsured. Future performance expectations are developed from this history, taking into account economic, social and
political factors affecting that asset class as well as, to the extent feasible, the subject assets themselves. Conclusions are then drawn about the
amount of over-collateralization or other credit enhancement necessary in a particular transaction in order to protect investors (and therefore the
insurer or reinsurer) against poor asset performance. In addition, structured securities usually are designed to protect investors (and therefore the
guarantor) from the bankruptcy or insolvency of the entity which originated the underlying assets, as well as the bankruptcy or insolvency of the
servicer of those assets.

        For international transactions, an analysis of the country or countries in which the risk resides is performed. Such analysis includes an
assessment of the political risk as well as the economic and demographic characteristics of the country or countries. For each transaction, we
perform an assessment of the legal regime governing the transaction and the laws affecting the underlying assets supporting the obligations.

Underwriting Procedures

        The Risk Oversight Committee of the Board of Directors oversees our credit underwriting process. Subject to limits established by the Risk
Oversight Committee, the Portfolio Risk Management Committee implements specific underwriting procedures and limits for the Company. The
Portfolio Risk Management Committee also allocates underwriting capacity among the Company's subsidiaries. The Portfolio Risk Management
Committee focuses on the measurement and management of credit, market and liquidity risk for the overall company and its main operating
subsidiaries. It has established
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and maintains underwriting limits, policies and procedures and meets at least quarterly to review and set policy.

        Each insurance, facultative reinsurance and credit derivative transaction, after passing an initial assessment intended to consider the
desirability of the proposed exposure, is assigned to a team including relevant underwriting and legal personnel. Finance personnel review the
proposed exposure for compliance with applicable accounting standards and investment guidelines. The team reviews the structure of the
transaction, and the underwriter reviews credit issues pertinent to the particular line of business. In our structured financial guaranty and
mortgage guaranty lines, underwriters generally apply computer models to stress cash flows in their assessment of the risk inherent in a
particular transaction. For reinsurance transactions, stress model results may be provided by the primary insurer. Stress models may also be
developed internally by our underwriters and reflect both empirical research as well as information gathered from third parties, such as rating
agencies, investment banks or servicers. Where warranted to assess a particular credit risk properly, we may perform a due diligence review in
connection with a transaction. A due diligence review may include, among other things, meetings with issuer management, review of
underwriting and operational procedures, file reviews, and review of financial procedures and computer systems. The structure of a transaction is
also scrutinized from a legal perspective by in house and, where appropriate, external counsel, and specialty legal expertise is consulted when
our legal staff deems it appropriate.

        Upon completion of underwriting analysis, the underwriter prepares a formal credit report that is submitted to a credit committee for
review. An oral presentation is usually made to the committee, followed by questions from committee members and discussion among the
committee members and the underwriters. In some cases, additional information may be presented at the meeting or required to be submitted
prior to approval. Signatures of committee members are received and any further requirements, such as specific terms or evidence of due
diligence, is noted. U.S. direct business is submitted to AGC's Credit Committee, which consists of senior professionals including underwriting
officers, the President, Chief Credit Officer and other senior officers of AGC. Certain public finance transactions that meet specific criteria with
respect to size, rating and type of risk, may be eligible for an expedited approval process, in which the submission may be approved by certain
designated officers of AGC. Transactions submitted by Assured Guaranty (UK) Ltd. must be approved by Assured Guaranty (UK) Ltd.'s
Underwriting Committee, consisting of senior officers of Assured Guaranty (UK) Ltd., and by a Supervisory Underwriting Committee
consisting of the AGC Credit Committee. Transactions submitted for execution in AGRO must be recommended by the AG Intermediary Credit
Committee, consisting substantially of senior officers of AGC including the President and Chief Credit Officer, and approved by AGRO's
underwriting managers in Bermuda. Transactions submitted for approval within AG Re must be approved by the AG Re Underwriting
Committee, containing senior officers of AG Re, including the President and Chief Operating Officer. Certain transactions submitted for
approval within AG Re that meet specific criteria with respect to size, rating and type of risk, require further approval of one of four designated
officers of Assured Guaranty Ltd.

        The procedures for underwriting treaty business differ somewhat from those for facultative reinsurance, as we make a forward commitment
to reinsure business from a ceding company for a specified period of time. Although we have the ability to exclude certain classes or categories
of risk from a treaty, we have a limited ability to control the individual risks ceded pursuant to the terms of the treaty. As a result, we enter into
reinsurance treaties only with ceding companies with proven track records and after extensive underwriting due diligence with respect to the
proposed cedant. Prior to entering into a reinsurance treaty, we meet with senior management, underwriters, risk managers, and accounting and
systems personnel of the proposed cedant. We evaluate the ceding company's underwriting expertise and experience, capital position, in-force
book of business, reserves, cash flow, profitability and financial strength. We actively monitor ceded treaty exposures. Collected data is
evaluated regularly to detect ceded risks that are inconsistent with our expectations. If appropriate and permitted under the terms of the treaty,
we add exclusions in response to risks identified during our evaluations. Our surveillance department conducts periodic audits of each ceding
company. The audits
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entail review of underwriting and surveillance files, as well as meetings with management. Information gathered during these audits is used to
re-evaluate treaties at the time of renewal.

Risk Management

        The Risk Oversight and Audit Committees of the Board of Directors oversees our risk management policies and procedures. Within the
limits established by the board committees, specific risk policies and limits are set by the Portfolio Risk Management Committee, which
includes members of senior management and senior Credit and Surveillance officers. As part of its risk management strategy, the Company may
seek to obtain third party reinsurance or retrocessions and may also periodically enter into other arrangements to alleviate all or a portion of this
risk.

        Our Risk Management and Surveillance personnel are responsible for monitoring and reporting on all transactions in the insured portfolio,
including exposures in both the Direct and Reinsurance segments. The primary objective of the surveillance process is to monitor trends and
changes in transaction credit quality, detect any deterioration in credit quality, and take such remedial actions as may be necessary or
appropriate. All transactions in the insured portfolio are risk rated, and surveillance personnel are responsible for adjusting those ratings to
reflect changes in transaction credit quality. Surveillance personnel are also responsible for managing work-out and loss situations when
necessary. For transactions where a loss is considered probable, surveillance personnel present analysis related to potential loss situations to a
reserve committee. The reserve committee is made up of the Chief Executive Officer, Chief Financial Officer, Chief Surveillance Officer,
General Counsel and Chief Accounting Officer. The reserve committee considers the information provided by the surveillance personnel when
determining reserve recommendations of our operating subsidiaries.

Direct Businesses

        We conduct surveillance procedures to track risk aggregations and monitor performance of each risk. The review cycle and scope vary
based upon transaction type and credit quality. In general, the review process includes the collection and analysis of information from various
sources, including trustee and servicer reports, financial statements and reports, general industry or sector news and analyses, and rating agency
reports. For Public Finance risks, the surveillance process includes monitoring general economic trends, developments with respect to state and
municipal finances, and the financial situation of the issuers. For Structured Finance transactions, the surveillance process can include
monitoring transaction performance data and cash flows, compliance with transaction terms and conditions, and evaluation of servicer or
collateral manager performance and financial condition. Additionally, the Company uses various quantitative tools and models to assess
transaction performance and identify situations where there may have been a change in credit quality. For all transactions, surveillance activities
may include discussions with or site visits to issuers, servicers or other parties to a transaction.

Reinsurance Businesses

        For transactions in our Reinsurance segment, the primary insurers are responsible for conducting ongoing surveillance, and our surveillance
personnel monitor the activities of the primary insurers through a variety of means, such as review of surveillance reports provided by the
primary insurers, and meetings and discussions with their analysts. Our surveillance personnel take steps to ensure that the primary insurer is
managing risk pursuant to the terms of the applicable reinsurance agreement. To this end, we conduct periodic reviews of ceding companies'
surveillance activities and capabilities. That process may include the review of the primary insurer's underwriting, surveillance, and claim files
for certain transactions. In the event of credit deterioration of a particular exposure, more frequent reviews of the ceding company's risk
mitigation activities are conducted. Our surveillance personnel also monitor general news and information, industry trends, and rating agency
reports to help focus surveillance activities on sectors or credits of particular concern. For certain exposures, we also will undertake an
independent analysis and remodeling of the transaction.
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Closely Monitored Credits

        Our surveillance department is responsible for monitoring our portfolio of credits and maintains a list of closely monitored credits
("CMC"). The closely monitored credits are divided into four categories: Category 1 (low priority; fundamentally sound, greater than normal
risk); Category 2 (medium priority; weakening credit profile, may result in loss); Category 3 (high priority; claim/default probable, case reserve
established); Category 4 (claim paid, case reserve established for future payments). The closely monitored credits include all below investment
grade ("BIG") exposures where there is a material amount of exposure (generally greater than $10.0 million) or a material risk of the Company
incurring a loss greater than $0.5 million. The closely monitored credits also include investment grade ("IG") risks where credit quality is
deteriorating and where, in the view of the Company, there is significant potential that the risk quality will fall below investment grade. As of
December 31, 2008, the closely monitored credits include approximately 99% of our BIG exposure, and the remaining BIG exposure of
$92.3 million is distributed across 89 different credits. Other than those excluded BIG credits, credits that are not included in the closely
monitored credit list are categorized as fundamentally sound risks. The following table provides financial guaranty net par outstanding by credit
monitoring category as of December 31, 2008 and 2007:

As of December 31, 2008 As of December 31, 2007

Description:
Net Par

Outstanding
% of Net Par
Outstanding

# of
Credits in
Category

Net Par
Outstanding

% of Net Par
Outstanding

# of
Credits in
Category

($ in millions)
Fundamentally sound risk $ 215,987 97.0% $ 198,133 98.9%
Closely monitored
credits:
Category 1 2,967 1.3% 51 1,288 0.6% 36
Category 2 767 0.3% 21 743 0.4% 12
Category 3 2,889 1.3% 54 71 � 16
Category 4 20 � 14 24 � 16

CMC total(1) 6,643 3.0% 140 2,126 1.1% 80

Other below investment
grade risk 92 � 89 20 � 46

Total $ 222,722 100.0% $ 200,279 100.0%

(1)
Percent total does not add due to rounding.

        The increase of $4,517 million in financial guaranty CMC net par outstanding during 2008 is mainly attributable to the downgrade of
RMBS exposures.

Losses and Reserves

        Reserves for losses and loss adjustment expenses for non-derivative transactions in our financial guaranty direct, financial guaranty
assumed reinsurance and mortgage guaranty business include case reserves and portfolio reserves. See the "Fair Value of Credit Derivatives" of
the Critical Accounting Estimates section for more information on our derivative transactions. Case reserves are established when there is
significant credit deterioration on specific insured obligations and the obligations are in default or default is probable, not necessarily upon
non-payment of principal or interest by an insured. Case reserves represent the present value of expected future loss payments and loss
adjustment expenses ("LAE"), net of estimated recoveries, but before considering ceded reinsurance. This reserving method is different from
case reserves established by traditional property and casualty insurance companies, which establish case reserves upon notification of a claim
and establish incurred but not reported ("IBNR") reserves for the difference between actuarially estimated ultimate losses and recorded case
reserves. Financial guaranty insurance and assumed reinsurance case reserves and related salvage and subrogation, if any, are discounted at the
taxable equivalent yield on our investment
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portfolio, which is approximately 6%, in all periods presented. When the Company becomes entitled to the underlying collateral of an insured
credit under salvage and subrogation rights as a result of a claim payment, it records salvage and subrogation as an asset, based on the expected
level of recovery. Such amounts have been recorded as a salvage recoverable asset in the Company's balance sheets.

        We record portfolio reserves in our financial guaranty direct, financial guaranty assumed reinsurance and mortgage guaranty business.
Portfolio reserves are established with respect to the portion of our business for which case reserves have not been established.

        Portfolio reserves are not established based on a specific event, rather they are calculated by aggregating the portfolio reserve calculated for
each individual transaction. Individual transaction reserves are calculated on a quarterly basis by multiplying the par in-force by the product of
the ultimate loss and earning factors without regard to discounting. The ultimate loss factor is defined as the frequency of loss multiplied by the
severity of loss, where the frequency is defined as the probability of default for each individual issue. The earning factor is inception to date
earned premium divided by the estimated ultimate written premium for each transaction. The probability of default is estimated from rating
agency data and is based on the transaction's credit rating, industry sector and time until maturity. The severity is defined as the complement of
recovery/salvage rates gathered by the rating agencies of defaulting issues and is based on the industry sector.

        Portfolio reserves are recorded gross of reinsurance. We have not ceded any amounts under these reinsurance contracts, as our recorded
portfolio reserves have not exceeded our contractual retentions, required by said contracts.

        The Company records an incurred loss that is reflected in the statement of operations upon the establishment of portfolio reserves. When we
initially record a case reserve, we reclassify the corresponding portfolio reserve already recorded for that credit within the balance sheet. The
difference between the initially recorded case reserve and the reclassified portfolio reserve is recorded as a charge in our statement of operations.
Any subsequent change in portfolio reserves or the initial case reserves are recorded quarterly as a charge or credit in our statement of operations
in the period such estimates change. Due to the inherent uncertainties of estimating loss and LAE reserves, actual experience may differ from the
estimates reflected in our consolidated financial statements, and the differences may be material.

        At December 31, 2008 financial guaranty case reserves were $119.9 million. Case reserves may change from our original estimate due to
changes in assumptions including, but not limited to, severity factors, credit deterioration of underlying obligations and salvage estimates.

        Our most significant case reserves during 2008 related to U.S. residential mortgage backed securities ("RMBS"), specifically HELOC
transactions, Closed-End Second transactions and Alt-A transactions.

        As of December 31, 2008, we had net par outstanding of $1.7 billion related to HELOC securitizations, of which $1.5 billion are
transactions with Countrywide and $1.1 billion were written in the Company's financial guaranty direct segment ("direct Countrywide
transactions or "Countrywide 2005-J" and "Countrywide 2007-D").

        The performance of our HELOC exposures deteriorated during 2007 and 2008 and transactions, particularly those originated in the period
from 2005 through 2007, continue to perform below our original underwriting expectations. In accordance with our standard practice, during the
year ended December 31, 2008, we evaluated the most currently available information, including trends in delinquencies and charge-offs on the
underlying loans, draw rates on the lines of credit, and the servicer's ability to fulfill its contractual obligations including its obligation to fund
additional draws. In recent periods, CDR, CPR, Draw Rates and delinquency percentages have fluctuated within ranges that we believe make it
appropriate to use rolling averages to project future performance. Accordingly, the Company is using modeling assumptions that are based upon
or which approximate recent actual historical performance to project future performance and potential losses. During 2008, the Company
extended the time frame during which it expects the Constant Default Rate (CDR) to remain elevated.
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The Company also revised its assumptions with respect to the overall shape of the default and loss curves. Among other things, these changes
assume that a higher proportion of projected defaults will occur over the near term. This revision was based upon management's judgment that a
variety of factors including the deterioration of U.S. economic conditions could lead to a longer period in which default rates remain high. The
Company continues to model sensitivities around the results booked using a variety of CDR rates and stress periods as well as other modeling
approaches including roll rates and hybrid roll rate/CDR methods. As a result of this modeling and analysis, the Company incurred loss and loss
adjustment expenses of $111.0 million for its direct Countrywide transactions during 2008. The Company's cumulative incurred loss and loss
adjustment expenses on the direct Countrywide transactions as of December 31, 2008 were $111.0 million ($87.2 million after-tax). During
2008, the Company paid losses and loss adjustment expenses for its direct Countrywide transactions of $170.0 million, of which we expect to
recover $59.0 million from the receipt of excess spread from future cash flows as well as funding of future draws. This amount of $59.0 million
is included in "salvage recoverable" on the balance sheet. There were no incurred loss and loss adjustment expenses or salvage recoverable
amounts on these transactions in 2007.

        Credit support for HELOC these transactions comes primarily from two sources. In the first instance, excess spread is used to build a
certain amount of credit enhancement and absorb losses. Over the past 12 months, excess spread (the difference between the interest collections
on the collateral and the interest paid on the insured notes) has averaged approximately 270 basis points per annum. Additionally, for the
transactions serviced by Countrywide, the servicer is required to fund additional draws on the HELOC loans following the occurrence of a Rapid
Amortization Event. Among other things, such an event is triggered when claim payments by us exceed a certain threshold. Prior to the
occurrence of a Rapid Amortization Event, during the transactions' revolving period, new draws on the HELOC loans are funded first from
principal collections. As such, during the revolving period no additional credit enhancement is created by the additional draws, and the speed at
which our exposure amortizes is reduced to the extent of such additional draws, since principal collections are used to fund those draws rather
than pay down the insured notes. Subsequent to the occurrence of a Rapid Amortization Event, new draws are funded by Countrywide and all
principal collections are used to pay down the insured notes. Any draws funded by Countrywide are subordinate to us in the cash flow waterfall
and hence represent additional credit enhancement available to absorb losses before we have to make a claim payment. Additionally, since all
principal collections are used to pay down the insured notes, rather than fund additional draws, our exposure begins to amortize more quickly. A
Rapid Amortization Event occurred for Countrywide 2007-D in April 2008 and for Countrywide 2005-J in May 2008.

        We have modeled our HELOC exposures under a number of different scenarios, taking into account the multiple variables and structural
features that materially affect transaction performance and potential losses to us. The key variables include the speed or rate at which borrowers
make payments on their loans, as measured by the Constant Payment Rate (CPR)(1), the default rate, as measured by the CDR(2), excess spread,
and the amount of loans that are already delinquent more than 30 days. We also take into account the pool factor (the percentage of the original
principal balance that remains outstanding), and the timing of the remaining cash flows. Additionally, it should be noted that our contractual
rights allow us to retroactively claim that loans included in the insured pool were inappropriately included in the pool by the seller, and to put
these loans back to the seller such that we would not be responsible for losses related to these loans. Such actions would benefit us by reducing
potential losses. We have included in our loss model an estimated benefit for loans we expect Countrywide will repurchase.

(1)
The CPR is the annualized rate at which the portfolio amortizes, so that a 15% CPR implies that 15% of the collateral will be retired
over a one-year period.

(2)
The CDR is the annualized default rate, so that a 1.0% CDR implies that 1.0% of the remaining collateral will default each year.
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        The ultimate performance of the Company's HELOC transactions will depend on many factors, such as the level and timing of loan
defaults, interest proceeds generated by the securitized loans, repayment speeds and changes in home prices, as well as the levels of credit
support built into each transaction. Other factors also may have a material impact upon the ultimate performance of each transaction, including
the ability of the seller and servicer to fulfill all of their contractual obligations including its obligation to fund future draws on lines of credit, as
well as the amount of benefit received from repurchases of ineligible loans by Countrywide. The variables affecting transaction performance are
interrelated, difficult to predict and subject to considerable volatility. If actual results differ materially from any of our assumptions, the losses
incurred could be materially different from our estimate. We continue to update our evaluation of these exposures as new information becomes
available.

        The key assumptions used in our case loss reserves on the direct Countrywide transactions is presented in the following table:

Key Variables
Constant payment rate (CPR) 3-month average, currently 7-8%
Constant default rate (CDR) 6-month average CDR of

approximately 19�21% during months
1�9, declining to 1.0% at the end of
month 15. From months 16 onward, a
1.0% CDR is assumed.

Draw rate 3-month average, currently 1�2%
Excess spread 250 bps per annum
Repurchases of Ineligible loans by
Countrywide

$49.3 million; or approximately 2.1%
of original pool balance of $2.4 billion

Loss Severity 100%
        Another type of RMBS transaction is generally referred to as "Subprime RMBS". The collateral supporting such transactions is comprised
of first-lien residential mortgage loans made to subprime borrowers. A "subprime borrower" is one considered to be a higher risk credit based on
credit scores or other risk characteristics. As of December 31, 2008, we had net par outstanding of $6.6 billion related to Subprime RMBS
securitizations, of which $483 million is classified by us as Below Investment Grade risk. Of the total U.S. Subprime RMBS exposure of
$6.6 billion, $6.1 billion is from transactions issued in the period from 2005 through 2007 and written in our direct financial guaranty segment.
As of December 31, 2008, we had portfolio reserves of $8.8 million and case reserves of $7.8 million related to our $6.6 billion U.S. Subprime
RMBS exposure, of which $6.9 million were portfolio reserves related to our $6.1 billion exposure in the direct financial guaranty segment for
transactions issued from 2005 through 2007.

        The problems affecting the subprime mortgage market have been widely reported, with rising delinquencies, defaults and foreclosures
negatively impacting the performance of Subprime RMBS transactions. Those concerns relate primarily to Subprime RMBS issued in the period
from 2005 through 2007. The $6.1 billion exposure that we have to such transactions in our direct financial guaranty segment benefits from
various structural protections, including credit enhancement that on average currently equals approximately 54.3% of the remaining principal
balance of the transactions.
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        We also have exposure of $433.1 million to Closed-End Second ("CES") RMBS transactions, of which $424.2 million is in the direct
segment. As with other types of RMBS, we have seen significant deterioration in the performance of our CES transactions. On two transactions,
which had exposure of $185.0 million, during 2008 we have seen a significant increase in delinquencies and collateral losses, which resulted in
erosion of the Company's credit enhancement and the payment of claims totaling $16.2 million. Based on the Company's analysis of these
transaction and their projected collateral losses, the Company had case reserves of $37.7 million as of December 31, 2008 in its direct segment.
Additionally, as of December 31, 2008, the Company had portfolio reserves of $0.1 million in its financial guaranty direct segment and no case
or portfolio reserves in its financial guaranty reinsurance segment related to its U.S. Closed-End Second RMBS exposure.

        Another type of RMBS transaction is generally referred to as "Alt-A RMBS". The collateral supporting such transactions is comprised of
first-lien residential mortgage loans made to prime quality borrowers that lack certain ancillary characteristics that would make them prime.
Included in this category is Alt-A Option ARMs, which include transactions where 66% or more of the collateral is comprised of mortgage loans
that have the potential to negatively amortize. As of December 31, 2008, the Company had net par outstanding of $7.6 billion related to Alt-A
RMBS securitizations. Of that amount, $7.5 billion is from transactions issued in the period from 2005 through 2007 and written in the
Company's financial guaranty direct segment. As of December 31, 2008, the Company had portfolio reserves of $6.5 million and case reserves
of $1.5 million related to its $7.6 billion Alt-A RMBS exposure, in the financial guaranty direct and reinsurance segments, respectively.

        The ultimate performance of the Company's RMBS transactions remains highly uncertain and may be subject to considerable volatility due
to the influence of many factors, including the level and timing of loan defaults, changes in housing prices and other variables. The Company
will continue to monitor the performance of its RMBS exposures and will adjust the risk ratings of those transactions based on actual
performance and management's estimates of future performance.

        The Company has exposure on two life insurance reserve securitization transactions based on two discrete blocks of individual life
insurance business reinsured by Scottish Re (U.S.) Inc. ("Scottish Re"). The two transactions relate to Ballantyne Re p.l.c. ("Ballantyne") (gross
exposure of $500 million) and Orkney Re II, p.l.c. ("Orkney II") (gross exposure of $423 million). Under both transactions, monies raised
through the issuance of the insured notes support present and future U.S. statutory life insurance reserve requirements. The monies were invested
at inception of each transaction in accounts managed by a large, well-known investment manager. However, those investment accounts have
incurred substantial mark-to-market losses since mid-year 2007, principally as a result of their exposure to subprime and Alt-A RMBS
transactions. Largely as a result of these mark-to-market losses both we and the rating agencies have downgraded our exposure to both
Ballantyne and Orkney II to below investment grade. As regards the Ballantyne transaction, the Company is working with the directing
guarantor, who has insured exposure of $900 million, to remediate the risk. On the Orkney Re II transaction, the Company, as directing financial
guarantor, is taking remedial action.

        Some credit losses have been realized on the securities in the Ballantyne and Orkney Re II portfolios and significant additional credit losses
are expected to occur. Performance of the underlying blocks of life insurance business thus far generally has been in accordance with
expectations. The combination of cash flows from the investment accounts and the treaty settlements currently is sufficient to cover interest
payments due on the notes that we insure. Adverse treaty performance and/or a rise in credit losses on the invested assets are expected to lead to
interest shortfalls. Additionally, the transactions also contain features linked to the market values of the invested assets, reserve funding
requirements on the underlying blocks of life insurance business, and minimum capital requirements for the transactions themselves that may
trigger a shut off of interest payments to the insured notes and thereby result in claim payments by the Company.
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        Another key risk is that the occurrence of certain events may result in a situation where either Ballantyne and/or Orkney Re II are required
to sell assets and potentially realize substantial investment losses and for Assured Guaranty Ltd. to incur corresponding insured losses ahead of
the scheduled final maturity date. For example, cedants to Scottish Re may have the right to recapture blocks of life insurance business which
Scottish Re has ceded to Orkney Re II. Such recaptures could require Orkney Re II to sell assets and realize investment losses. In the Ballantyne
transaction, further declines in the market value of the invested assets and/or an increase in the reserve funding requirements could lead to a
similar mandatory realization of investment losses and for Assured Guaranty Ltd. to incur corresponding insured losses ahead of the scheduled
final maturity date.

        In order for the Company to incur an ultimate net loss on these transactions, adverse experience on the underlying block of life insurance
policies and/or credit losses in the investment portfolio would need to exceed the level of credit enhancement built into the transaction structures.
Based on its analysis of the information currently available, including estimates of future investment performance, projected credit impairments
on the invested assets and performance of the blocks of life insurance business, at December 31, 2008, the Company established a case reserve
of $17.2 million for the Ballantyne transaction. The Company has not established a case loss reserve for the Orkney Re II transaction.

        On December 19, 2008, the Company sued J.P. Morgan Investment Management Inc. ("JPMIM"), the investment manager in the Orkney II
transaction, in New York Supreme Court alleging that JPMIM engaged in breaches of fiduciary duty, gross negligence and breaches of contract
based upon its handling of the investments of Orkney Re II. JPMIM requested and was given an extension of time to answer until the end of
February.

        The Company has exposure to a public finance transaction for sewer service in Jefferson County, Alabama through several reinsurance
treaties. The Company's total exposure to this transaction is approximately $456 million as of December 31, 2008. The Company has made debt
service payments during the year and expects to make additional payments in the near term. Through our cedants, the Company is currently in
discussions with the bond issuer to structure a solution, which may result in some or all of these payments being recoverable. A case reserve of
$6.0 million has been established as of December 31, 2008.

        We also record IBNR reserves for our other segment. IBNR is an estimate of losses for which the insured event has occurred but the claim
has not yet been reported to us. In establishing IBNR, we use traditional actuarial methods to estimate the reporting lag of such claims based on
historical experience, claim reviews and information reported by ceding companies. We record IBNR for trade credit reinsurance within our
other segment, which is 100% reinsured. The other segment represents lines of business that we exited or sold as part of our 2004 initial public
offering ("IPO").

        For mortgage guaranty transactions we record portfolio reserves in a manner consistent with our financial guaranty business. While other
mortgage guaranty insurance companies do not record portfolio reserves, rather just case and IBNR reserves, we record portfolio reserves
because we write business on an excess of loss basis, while other industry participants write quota share or first layer loss business. We manage
and underwrite this business in the same manner as our financial guaranty insurance and reinsurance business because they have similar
characteristics as insured obligations of mortgage-backed securities.

        Statement of Financial Accounting Standards ("FAS") No. 60, "Accounting and Reporting by Insurance Enterprises" ("FAS 60") is the
authoritative guidance for an insurance enterprise. FAS 60 prescribes differing reserving methodologies depending on whether a contract fits
within its definition of a short-duration contract or a long-duration contract. Financial guaranty contracts have elements of long-duration
insurance contracts in that they are irrevocable and extend over a period that may exceed 30 years or more, but for regulatory purposes are
reported as property and liability insurance, which
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are normally considered short-duration contracts. The short-duration and long-duration classifications have different methods of accounting for
premium revenue and contract liability recognition. Additionally, the accounting for deferred acquisition costs ("DAC") could be different under
the two methods.

        We believe the guidance of FAS 60 does not expressly address the distinctive characteristics of financial guaranty insurance, so we also
apply the analogous guidance of Emerging Issues Task Force ("EITF") Issue No. 85-20, "Recognition of Fees for Guaranteeing a Loan"
("EITF 85-20"), which provides guidance relating to the recognition of fees for guaranteeing a loan, which has similarities to financial guaranty
insurance contracts. Under the guidance in EITF 85-20, the guarantor should assess the probability of loss on an ongoing basis to determine if a
liability should be recognized under FAS No. 5, "Accounting for Contingencies" ("FAS 5"). FAS 5 requires that a loss be recognized where it is
probable that one or more future events will occur confirming that a liability has been incurred at the date of the financial statements and the
amount of loss can be reasonably estimated.

        The Company is aware that there are certain differences regarding the measurement of portfolio loss liabilities among companies in the
financial guaranty industry. In January and February 2005, the Securities and Exchange Commission ("SEC") staff had discussions concerning
these differences with a number of industry participants. Based on those discussions, in June 2005 the Financial Accounting Standards Board
("FASB") staff decided additional guidance is necessary regarding financial guaranty contracts. In May 2008, the FASB issued FAS No. 163,
"Accounting for Financial Guarantee Insurance Contracts�An Interpretation of FASB Statement No. 60" ("FAS 163"). FAS 163 requires that an
insurance enterprise recognize a claim liability prior to an event of default (insured event) when there is evidence that credit deterioration has
occurred in an insured financial obligation. FAS 163 also clarifies the methodology to be used for financial guaranty premium revenue
recognition and claim liability measurement as well as requiring expanded disclosures about the insurance enterprise's risk management
activities. The provisions of FAS 163 related to premium revenue recognition and claim liability measurement are effective for financial
statements issued for fiscal years beginning after December 15, 2008, and all interim periods within those fiscal years. Earlier application of
these provisions is not permitted. The expanded risk management activity disclosure provisions of FAS 163 are effective for the third quarter of
2008 and are included in Note 11 "Significant Risk Management Activities" to the consolidated financial statements in Item 8 of this
Form 10-K. FAS 163 will be applied to all existing and future financial guaranty insurance contracts written by us. The cumulative effect of
initially applying FAS 163 will be recorded as an adjustment to retained earnings as of January 1, 2009. The adoption of FAS 163 is expected to
have a material effect on our financial statements. We are in the process of estimating the impact of the adoption of FAS 163. We will continue
to follow our existing accounting policies in regards to premium revenue recognition and claim liability measurement until we complete our first
quarter 2009 financial statements.
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        The following table provides a reconciliation of the beginning and ending balances of reserves for losses and LAE:

For the Years Ended December 31,

2008 2007 2006
(in thousands of U.S. dollars)

Balance as of January 1 $ 125,550 $115,857 $117,376
Less reinsurance recoverable (8,849) (10,889) (12,350)

Net balance as of January 1 116,701 104,968 105,026
Transfers to case reserves from portfolio reserves 69,360 10,363 9
Incurred losses and loss adjustment expenses pertaining to case
and IBNR reserves:
Current year 163,197 8,056 (228)
Prior years 111,194 (17,716) 3,248

274,391 (9,660) 3,020
Transfers to case reserves from portfolio reserves (69,360) (10,363) (9)
Incurred losses and loss adjustment expenses pertaining to
portfolio reserves (8,629) 15,438 8,303

Total losses and loss adjustment expenses 265,762 5,778 11,323
Loss and loss adjustment expenses (paid) and recovered
pertaining to:
Current year (90,339) (2,637) (20)
Prior years (169,061) 7,330 (11,422)

Total loss and loss adjustment expenses (paid) recovered (259,400) 4,693 (11,442)
Change in salvage recoverable, net 67,420 1,295 42
Foreign exchange (gain) loss on reserves (213) (33) 19

Net balance as of December 31 190,270 116,701 104,968
Plus reinsurance recoverable 6,528 8,849 10,889

Balance as of December 31 $ 196,798 $125,550 $115,857

        The unfavorable current and prior year development in 2008 of is primarily due to incurred losses related to our U.S. RMBS exposures as
well as other real estate related exposures. Additionally, during 2008 case reserves were established for two public finance transactions.

        The favorable prior year development in 2007 of $17.7 million is primarily due to $8.6 million of loss recoveries, $5.0 million reduction in
case reserves and $4.3 million increase in salvage reserves for aircraft related transactions, reported to us by our cedant. These losses were
incurred in 2002 and 2006.

        Losses and loss adjustment expenses paid (received), were $259.4 million, $(4.7) million and $11.4 million, respectively, for the years
ended December 31, 2008, 2007 and 2006. The loss payments of $259.4 million in 2008 are related to several HELOC and Closed-End Second
transactions, as these transactions have experienced significant deterioration during the year. The loss recovery of $4.7 million in 2007 was
mainly a result of loss recoveries of $8.6 million from two aircraft related transactions in which claims were paid in 2002 and 2006. These
recoveries were partially offset by loss payments related to assumed U.S. home equity line of credit exposures. The loss payments of
$11.4 million in 2006 were related to a U.S. Infrastructure transaction and a European Infrastructure transaction.
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Investments

        Our principal objectives in managing our investment portfolio are: (1) to preserve our subsidiaries' financial strength ratings; (2) to
maximize total after-tax net investment income while generating a competitive total rate of return; (3) to maintain sufficient liquidity to cover
unexpected stress in the insurance portfolio; (4) to manage investment risk within the context of the underlying portfolio of insurance risk; and
(5) to meet applicable regulatory requirements.

        We have a formal review process for all securities in our investment portfolio, including a review for impairment losses. Factors considered
when assessing impairment include: (1) a decline in the market value of a security by 20% or more below amortized cost for a continuous period
of at least six months; (2) a decline in the market value of a security for a continuous period of 12 months; (3) recent credit downgrades of the
applicable security or the issuer by rating agencies; (4) the financial condition of the applicable issuer; (5) whether scheduled interest payments
are past due; and (6) whether we have the ability and intent to hold the security for a sufficient period of time to allow for anticipated recoveries
in fair value. If we believe a decline in the value of a particular investment is temporary, we record the decline as an unrealized loss on our
balance sheet in "accumulated other comprehensive income" in shareholders' equity. If we believe the decline is "other than temporary," we
write down the carrying value of the investment and record a realized loss in our statement of operations. Our assessment of a decline in value
includes management's current assessment of the factors noted above. If that assessment changes in the future, we may ultimately record a loss
after having originally concluded that the decline in value was temporary.

        The Company recognized $71.3 million of other than temporary impairment losses primarily related to mortgage-backed and corporate
securities for the year ended December 31, 2008. The Company continues to monitor the value of these investments. Future events may result in
further impairment of the Company's investments. The Company had no write downs of investments for other than temporary impairment losses
for the years ended December 31, 2007 and 2006. For additional information regarding our investments, see "Management's Discussion and
Analysis of Financial Condition and Results of Operations�Liquidity and Capital Resources�Investment Portfolio."

        As of December 31, 2008, other than the securities discussed above, the Company's gross unrealized loss position stood at $122.5 million
compared to $8.9 million at December 31, 2007. The $113.6 million increase in gross unrealized losses was primarily attributable to mortgage
and asset-backed securities, $54.3 million, municipal securities, $48.6 million, and corporate securities, $10.4 million. The increase in these
unrealized losses during the year ended December 31, 2008 was related to the overall illiquidity in the financial markets, due in part to credit
concerns across all sectors and also due to general illiquidity, which resulted in a sudden and severe depressed demand for non-cash investments.

        As of December 31, 2008, the Company had 58 securities in an unrealized loss position for greater than 12 months, representing a gross
unrealized loss of $31.6 million. Of these securities, 20 securities had unrealized losses greater than 10% of book value. The total unrealized loss
for these securities as of December 31, 2008 was $24.1 million. This unrealized loss is primarily attributable to the market illiquidity and
volatility in the U.S. economy mentioned above and not specific to individual issuer credit. Except as noted below, the Company has recognized
no other than temporary impairment losses and has the ability and intent to hold these securities until a recovery in value.

        As of January 1, 2005, we retained BlackRock Financial Management, Inc. to manage our investment portfolio. Our investment managers
have discretionary authority over our investment portfolio within the limits of our investment guidelines approved by our Board of Directors.
We compensate each of these managers based upon a fixed percentage of the market value of our portfolio. During the years ended
December 31, 2008, 2007 and 2006, we paid aggregate investment management fees of $2.5 million, $1.9 million and $1.8 million, respectively,
to these managers.
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Competition

        Our principal competitors in the financial guaranty direct market are Ambac Assurance Corporation ("Ambac"), Berkshire Hathaway
Assurance Corporation ("BHAC"), Financial Security Assurance Inc. ("FSA") and MBIA Insurance Corporation ("MBIA"). On November 14,
2008, Assured entered into a definitive agreement to acquire Financial Security Assurance Holdings, Ltd, the parent company of FSA. We
expect to close this transaction in either the first or second quarter of 2009, subject to the satisfaction or waiver of the closing conditions
contained in the Purchase Agreement.

        There are companies that are entering or potentially may enter the market. Banks and multi-line insurers and reinsurers also participate in
the broader credit enhancement market. The principal competitive factors are: (1) premium rates; (2) conditions precedent to the issuance of a
policy related to the structure and security features of a proposed bond issue; (3) the financial strength ratings of the guarantor or credit ratings of
the bank; (4) the quality of service and execution provided to issuers, investors and other clients of the issuer and (5) secondary market trading
values of bonds insured by the financial guarantor. Financial guaranty insurance also competes domestically and internationally with other forms
of credit enhancement, including the use of senior and subordinated tranches of a proposed structured finance obligation and/or
overcollateralization or cash collateral accounts, as well as more traditional forms of credit support.

        The Company has no competitor devoted exclusively to financial guaranty reinsurance in the financial guaranty reinsurance market. The
Company competes in the financial guaranty reinsurance market with multi-line insurers, which are able to reinsure financial guaranty insurance,
and with the other primary financial guaranty insurers. Competition in the financial guaranty reinsurance business is based upon many factors
including financial strength ratings from the major rating agencies, a financial enhancement rating from S&P, pricing, service, size and
underwriting criteria.

Regulation

General

        The business of insurance and reinsurance is regulated in most countries, although the degree and type of regulation varies significantly
from one jurisdiction to another. Reinsurers are generally subject to less direct regulation than primary insurers. We are subject to regulation
under applicable statutes in the United States, the United Kingdom and Bermuda.

United States

        Assured Guaranty Ltd. has two operating insurance subsidiaries domiciled in the United States, which we refer to collectively as the
"Assured Guaranty U.S. Subsidiaries."

        AGC is a Maryland domiciled insurance company licensed to write financial guaranty insurance and reinsurance (and in some states
casualty, surety and other lines) in 50 U.S. states, the District of Columbia and Puerto Rico. AGC is also licensed as a Class 3 insurer in
Bermuda. It is registered as a foreign company in Australia and operates through a representative office in Sydney. AGC currently intends for
the representative office to conduct activities so that it does not have a permanent establishment in Australia.

        Assured Guaranty Mortgage, a wholly owned subsidiary of AGRO, is a New York corporation licensed as a mortgage guaranty insurer in
the State of New York and in the District of Columbia and thereby is authorized solely to transact the business of mortgage guaranty insurance
and reinsurance. Assured Guaranty Mortgage is an approved or accredited reinsurer in the States of California, Illinois and Wisconsin.
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Insurance Holding Company Regulation

        Assured Guaranty and the Assured Guaranty U.S. Subsidiaries are subject to the insurance holding company laws of Maryland and New
York. These laws generally require each of the Assured Guaranty U.S. Subsidiaries to register with its respective domestic state insurance
department and annually to furnish financial and other information about the operations of companies within their holding company system.
Generally, all transactions among companies in the holding company system to which any of the Assured Guaranty U.S. Subsidiaries is a party
(including sales, loans, reinsurance agreements and service agreements) must be fair and, if material or of a specified category, such as service
agreements, require prior notice and approval or non-disapproval by the insurance department where the applicable subsidiary is domiciled.

Change of Control

        Before a person can acquire control of a U.S. domestic insurance company, prior written approval must be obtained from the insurance
commissioner of the state where the domestic insurer is domiciled. Generally, state statutes provide that control over a domestic insurer is
presumed to exist if any person, directly or indirectly, owns, controls, holds with the power to vote, or holds proxies representing, 10% or more
of the voting securities of the domestic insurer. Prior to granting approval of an application to acquire control of a domestic insurer, the state
insurance commissioner will consider such factors as the financial strength of the applicant, the integrity and management of the applicant's
Board of Directors and executive officers, the acquirer's plans for the management of the applicant's Board of Directors and executive officers,
the acquirer's plans for the future operations of the domestic insurer and any anti-competitive results that may arise from the consummation of
the acquisition of control. These laws may discourage potential acquisition proposals and may delay, deter or prevent a change of control
involving us that some or all of our stockholders might consider to be desirable, including in particular unsolicited transactions.

State Insurance Regulation

        State insurance authorities have broad regulatory powers with respect to various aspects of the business of U.S. insurance companies,
including licensing these companies to transact business, accreditation of reinsurers, admittance of assets to statutory surplus, regulating unfair
trade and claims practices, establishing reserve requirements and solvency standards, regulating investments and dividends, and, in certain
instances, approving policy forms and related materials and approving premium rates. State insurance laws and regulations require the Assured
Guaranty U.S. Subsidiaries to file financial statements with insurance departments everywhere they are licensed, authorized or accredited to
conduct insurance business, and their operations are subject to examination by those departments at any time. The Assured Guaranty U.S.
Subsidiaries prepare statutory financial statements in accordance with Statutory Accounting Practices, or SAP, and procedures prescribed or
permitted by these departments. State insurance departments also conduct periodic examinations of the books and records, financial reporting,
policy filings and market conduct of insurance companies domiciled in their states, generally once every three to five years. Market conduct
examinations by regulators other than the domestic regulator are generally carried out in cooperation with the insurance departments of other
states under guidelines promulgated by the National Association of Insurance Commissioners.

        The Maryland Insurance Administration conducts a periodic examination of insurance companies domiciled in Maryland every five years.
The last such Report on Financial Examination, issued by the Maryland Insurance Administration on April 30, 2008 in connection with such
examination, did not contain any materially adverse findings. The New York Insurance Department, the regulatory authority of the domiciliary
jurisdiction of Assured Guaranty Mortgage, conducts a periodic examination of insurance companies domiciled in New York, also at five-year
intervals. During 2008, the New York
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Insurance Department completed its field work in connection with its examination of Assured Guaranty Mortgage for the period from 2003
though 2007. We anticipate the report will be issued in 2009.

        The terms and conditions of reinsurance agreements generally are not subject to regulation by any U.S. state insurance department with
respect to rates. As a practical matter, however, the rates charged by primary insurers do have an effect on the rates that can be charged by
reinsurers.

State Dividend Limitations

        Maryland.    One of the primary sources of cash for the payment of debt service and dividends by Assured Guaranty is the receipt of
dividends from AGC. If a dividend or distribution is an "extraordinary dividend," it must be reported to, and approved by, the Insurance
Commissioner prior to payment. An "extraordinary dividend" is defined to be any dividend or distribution to stockholders, such as Assured
Guaranty US Holdings Inc., which together with dividends paid during the preceding twelve months exceeds the lesser of 10% of an insurance
company's policyholders' surplus at the preceding December 31 or 100% of AGC's adjusted net investment income during that period. Further,
an insurer may not pay any dividend or make any distribution to its shareholders unless the insurer notifies the Insurance Commissioner of the
proposed payment within five business days following declaration and at least ten days before payment. The Insurance Commissioner may
declare that such dividend not be paid if the Commissioner finds that the insurer's policyholders' surplus would be inadequate after payment of
the dividend or could lead the insurer to a hazardous financial condition. AGC declared and paid dividends of $16.5 million, $12.1 million and
$13.8 million during 2008, 2007 and 2006, respectively, to Assured Guaranty US Holdings Inc. The maximum amount available during 2009 for
the payment of dividends by AGC which would not be characterized as "extraordinary dividends" is approximately $37.8 million.

        New York.    Under the New York Insurance Law, Assured Guaranty Mortgage may declare or pay any dividend only out of "earned
surplus," which is defined as that portion of the company's surplus that represents the net earnings, gains or profits (after deduction of all losses)
that have not been distributed to shareholders as dividends or transferred to stated capital, capital surplus or contingency reserves, or applied to
other purposes permitted by law, but does not include unrealized appreciation of assets. Additionally, no dividend may be declared or distributed
in an amount which, together with all dividends declared or distributed by it during the preceding twelve months, exceeds the lesser of 10% of
Assured Guaranty Mortgage's statutory surplus as shown on its latest statutory financial statement on file with the New York Superintendent of
Insurance, or 100% of Assured Guaranty Mortgage's adjusted net investment income during that period, unless, upon prior application, the
Superintendent approves a greater dividend or distribution after finding that the company will retain sufficient surplus to support its obligations
and writings. Assured Guaranty Mortgage did not declare or pay dividends during 2008. As of December 31, 2008, Assured Guaranty Mortgage
had negative unassigned funds and therefore cannot pay dividends during 2009.

Contingency Reserves

        In accordance with Maryland insurance law and regulations, AGC maintains a statutory contingency reserve for the protection of
policyholders against the effect of adverse economic cycles. The contingency reserve is maintained for each obligation and is equal to the greater
of 50% of the premiums written or a percentage of principal guaranteed (which percentage varies from 0.55% to 2.5% depending on the nature
of the asset). The contingency reserve is put up over a period of either 15 or 20 years, depending on the nature of the obligation, and then taken
down over the same period of time. The contingency reserve may be maintained net of reinsurance. AGC's contingency reserve as of
December 31, 2008 was in compliance with these insurance laws and regulations.
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        Under the New York Insurance Law, Assured Guaranty Mortgage must establish a contingency reserve to protect policyholders against the
effect of adverse economic cycles. This reserve is established out of net premiums (gross premiums less premiums returned to policyholders)
remaining after the statutory unearned premium reserve is established. Contributions to the contingency reserve must equal 50% of remaining
earned premiums and, except as otherwise approved by the Superintendent of Insurance, must be maintained in the contingency reserve for a
period of 120 months. Reinsurers are required to establish a contingency reserve equal to their proportionate share of the reserve established by
the ceding company. Assured Guaranty Mortgage's contingency reserve as of December 31, 2008 was in compliance with these insurance laws
and regulations.

Risk-to-Capital Requirements

        Under the New York Insurance Law, Assured Guaranty Mortgage's total liability, net of applicable reinsurance, under its aggregate
insurance policies may not exceed 25 times its total policyholders' surplus, commonly known as the "risk-to-capital" requirement. As of
December 31, 2008, the consolidated risk-to-capital ratio for Assured Guaranty Mortgage was below the limit.

Investments

        The Assured Guaranty U.S. Subsidiaries are subject to laws and regulations that require diversification of their investment portfolio and
limit the amount of investments in certain asset categories, such as below investment grade fixed maturity securities, equity real estate, other
equity investments, and derivatives. Failure to comply with these laws and regulations would cause investments exceeding regulatory limitations
to be treated as non-admitted assets for purposes of measuring surplus, and, in some instances, would require divestiture of such non-qualifying
investments. We believe that the investments made by the Assured Guaranty U.S. Subsidiaries complied with such regulations as of
December 31, 2008. In addition, any investment must be approved by the insurance company's Board of Directors or a committee thereof that is
responsible for supervising or making such investment.

Operations of Our Non-U.S. Insurance Subsidiaries

        The insurance laws of each state of the United States and of many other countries regulate or prohibit the sale of insurance and reinsurance
within their jurisdictions by unlicensed or non-accredited insurers and reinsurers. Assured Guaranty (UK) Ltd., AG Re and AGRO are not
admitted to do business in the United States. We do not intend that Assured Guaranty (UK) Ltd., AG Re or AGRO will maintain offices or
solicit, advertise, settle claims or conduct other insurance activities in any jurisdiction in the United States where the conduct of such activities
would require it to be admitted or authorized.

        In addition to the regulatory requirements imposed by the jurisdictions in which they are licensed, reinsurers' business operations are
affected by regulatory requirements in various states of the United States governing "credit for reinsurance" which are imposed on their ceding
companies. In general, a ceding company which obtains reinsurance from a reinsurer that is licensed, accredited or approved by the ceding
company's state of domicile is permitted to reflect in its statutory financial statements a credit in an aggregate amount equal to the ceding
company's liability for unearned premiums (which are that portion of premiums written which applies to the unexpired portion of the policy
period), loss reserves and loss expense reserves ceded to the reinsurer. The great majority of states, however, permit a credit on the statutory
financial statement of a ceding insurer for reinsurance obtained from a non-licensed or non-accredited reinsurer to the extent that the reinsurer
secures its reinsurance obligations to the ceding insurer by providing a letter of credit, trust fund or other acceptable security arrangement. A few
states do not allow credit for reinsurance ceded to non-licensed reinsurers except in certain limited circumstances and others impose additional
requirements that make it difficult to become accredited.
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Bermuda

        Each of AG Re and AGRO, our "Bermuda Subsidiaries," is an insurance company currently registered and licensed as a "Class 3 insurer"
and a "long term insurer" under the Insurance Act 1978 of Bermuda. AGC is permitted under a revocable permit granted under the Companies
Act 1981 of Bermuda (the "Companies Act") to engage in and carry on trade and business limited to engaging in certain non U.S. financial
guaranty insurance and reinsurance outside Bermuda from a principal place of business in Bermuda, subject to compliance with the conditions
attached to the permit and relevant provisions of the Companies Act (including having a Bermuda principal representative for the Companies
Act purposes, restrictions on activities in Bermuda, publication and filing of prospectuses on public offerings of securities, registration of
charges against its assets and certain winding up provisions). AGC is also licensed as a Class 3 insurer in Bermuda.

        The Insurance Act 1978 of Bermuda, amendments thereto and related regulations (collectively, the "Insurance Act") impose on insurance
companies certain solvency and liquidity standards; certain restrictions on the declaration and payment of dividends and distributions; certain
restrictions on the reduction of statutory capital; certain restrictions on the winding up of long term insurers; and certain auditing and reporting
requirements and also the need to have a principal representative and a principal office (as understood under the Insurance Act) in Bermuda. The
Insurance Act grants to the Bermuda Monetary Authority (the "Authority") the power to cancel insurance licenses, supervise, investigate and
intervene in the affairs of insurance companies and in certain circumstances share information with foreign regulators. Class 3 insurers are
authorized to carry on general insurance business (as understood under the Insurance Act), subject to conditions attached to the license and to
compliance with minimum capital and surplus requirements, solvency margin, liquidity ratio and other requirements imposed by the Insurance
Act. Long term insurers are permitted to carry on long term business (as understood under the Insurance Act) subject to conditions attached to
the license and to similar compliance requirements and the requirement to maintain its long term business fund (a segregated fund). Each of AG
Re and AGRO is required annually to file statutorily mandated financial statements and returns, audited by an auditor approved by the Authority
(no approved auditor of an insurer may have an interest in that insurer, other than as an insured, and no officer, servant or agent of an insurer
shall be eligible for appointment as an insurer's approved auditor), together with an annual loss reserve opinion of the Authority approved loss
reserve specialist and the required actuary's certificate with respect to the long term business. AGC has an exemption from such filings, subject
to certain conditions. On January 15, 2009 the Authority issued an On-site Assessment Final Management Report with respect to the 2007
review of AG Re. This report did not contain any adverse findings.

        In addition, pursuant to provisions under the Insurance Act, any person who becomes a holder of at least 10%, 20%, 33% or 50% of our
common shares must notify the Authority in writing within 45 days of becoming such a holder or 30 days from the date they have knowledge of
having become such a holder, whichever is later. The Authority has the power to object to a person holding 10% or more of our common shares
if it appears to the Authority that the person is not fit and proper to be such a holder. In such a case, the Authority may require the holder to
reduce their shareholding in us and may direct, among other things, that the voting rights attaching to their common shares shall not be
exercisable. A person that does not comply with such a notice or direction from the Authority will be guilty of an offence.

        Under a condition to its permit granted under the Companies Act, AGC must inform the Minister of Finance of any change in its beneficial
ownership within 14 days of the occurrence of such change.
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Restrictions on Dividends and Distributions

        The Insurance Act limits the declaration and payment of dividends and other distributions by AG Re, AGRO and AGC.

        Under the Insurance Act:

�
The minimum share capital must be always issued and outstanding and cannot be reduced (for a company registered both as
a Class 3 insurer and a long-term insurer the minimum share capital is US$370,000 and for a company registered as a
Class 3 insurer only, the minimum share capital is US$120,000).

�
With respect to the distribution (including repurchase of shares) of any share capital, contributed surplus or other statutory
capital, certain restrictions under the Insurance Act 1978 may apply if the proposal is to reduce its total statutory capital.
Before reducing its total statutory capital by 15% or more of the insurer's total statutory capital as set out in its previous
year's financial statements, a Class 3 insurer or a long-term insurer must obtain the prior approval of the Authority.

�
With respect to the declaration and payment of dividends:

(a)
the insurer may not declare or pay any dividends during any financial year if it would cause the insurer to fail the
applicable solvency margin or liquidity ratio (the "relevant margins");

(b)
if the insurer failed to meet any of its relevant margins on the last day of any financial year the insurer may not,
without the prior approval of the Authority, declare or pay any dividends during the next financial year; and

(c)
a Class 3 insurer which at any time fails to meet its general business solvency margin may not declare or pay any
dividend until the failure is rectified, and also in such circumstances the Class 3 insurer must report, within
30 days after becoming aware of its failure or having reason to believe that such failure has occurred, to the
Authority giving particulars of the circumstances leading to the failure and the manner and time in which the
Class 3 insurer intends to rectify the failure.

�
A long-term insurer may not:

(a)
use the funds allocated to its long-term business fund, directly or indirectly, for any purpose other than a purpose
of its long-term business except in so far as such payment can be made out of any surplus certified by the insurer's
approved actuary to be available for distribution otherwise than to policyholders; and

(b)
declare or pay a dividend to any person other than a policyholder unless the value of the assets of its long-term
business fund, as certified by the insurer's approved actuary, exceeds the extent (as so certified) of the liabilities of
the insurer's long-term business, and the amount of any such dividend shall not exceed the aggregate of (1) that
excess; and (2) any other funds properly available for the payment of dividends being funds arising out of the
business of the insurer other than its long-term business.

        The Insurance Act was amended in 2008 by the introduction of, amongst other things, a new classification system of the Class 3 insurance
sector. Subject to certain exceptions, all Class 3 insurers have been required to submit a re-classification application to the Authority by
December 31, 2008. Under the new classification criteria, all Class 3 companies are now classified as a Class 3 insurer, Class 3A (Small
Commercial) insurer or Class 3B (Large Commercial) insurer. AG Re has applied to be reclassified as a Class 3B insurer and AGRO has applied
to be reclassified as a Class 3A insurer. AGC is not currently required by the Authority to reclassify and will currently remain a Class 3 insurer.
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At present, Class 3A and 3B insurers are subject to the same regulation as Class 3 insurers, although we anticipate an increased level of
supervision for Class 3A and 3B insurers in the future. In particular, we anticipate that the Authority will extend the risk-based capital model
currently only applicable to Class 4 insurers to Class 3B insurers later in 2009 or 2010.

        Under the Companies Act, a Bermuda company (such as Assured Guaranty, AG Re and AGRO) may only declare and pay a dividend or
make a distribution out of contributed surplus (as understood under the Companies Act) if there are reasonable grounds for believing that the
company is and after the payment will be able to meet and pay its liabilities as they become due and the realizable value of the company's assets
will not be less than the aggregate of its liabilities and its issued share capital and share premium accounts. The Companies Act also regulates
and restricts the reduction and return of capital and paid in share premium, including the repurchase of shares and imposes minimum issued and
outstanding share capital requirements.

Certain Other Bermuda Law Considerations

        Although Assured Guaranty Ltd. is incorporated in Bermuda, it is classified as a non-resident of Bermuda for exchange control purposes by
the Authority. Pursuant to its non-resident status, Assured Guaranty may engage in transactions in currencies other than Bermuda dollars and
there are no restrictions on its ability to transfer funds (other than funds denominated in Bermuda dollars) in and out of Bermuda or to pay
dividends to U.S. residents who are holders of its common shares.

        Under Bermuda law, "exempted" companies are companies formed for the purpose of conducting business outside Bermuda from a
principal place of business in Bermuda. As an "exempted" company, Assured Guaranty (as well as each of AG Re and AGRO) may not, without
the express authorization of the Bermuda legislature or under a license or consent granted by the Minister of Finance, participate in certain
business and other transactions, including: (1) the acquisition or holding of land in Bermuda (except that held by way of lease or tenancy
agreement which is required for its business and held for a term not exceeding 50 years, or which is used to provide accommodation or
recreational facilities for its officers and employees and held with the consent of the Bermuda Minister of Finance, for a term not exceeding
21 years), (2) the taking of mortgages on land in Bermuda to secure a principal amount in excess of $50,000 unless the Minister of Finance
consents to a higher amount, and (3) the carrying on of business of any kind or type for which it is not duly licensed in Bermuda, except in
certain limited circumstances, such as doing business with another exempted undertaking in furtherance of Assured Guaranty's business carried
on outside Bermuda.

        The Bermuda government actively encourages foreign investment in "exempted" entities like Assured Guaranty that are based in Bermuda,
but which do not operate in competition with local businesses. Assured Guaranty is not currently subject to taxes computed on profits or income
or computed on any capital asset, gain or appreciation. Bermuda companies and permit companies, such as AGC, pay, as applicable, annual
government fees, business fees, payroll tax and other taxes and duties. See "Material Tax Considerations�Taxation of Assured Guaranty and
Subsidiaries�Bermuda."

        Special considerations apply to our Bermuda operations. Under Bermuda law, non-Bermudians, other than spouses of Bermudians and
individuals holding permanent resident certificates or working resident certificates, are not permitted to engage in any gainful occupation in
Bermuda without a work permit issued by the Bermuda government. A work permit is only granted or extended if the employer can show that,
after a proper public advertisement, no Bermudian, spouse of a Bermudian or individual holding a permanent resident certificate or working
resident certificate is available who meets the minimum standards for the position. The Bermuda government has a policy that places a six-year
term limit on individuals with work permits, subject to specified exemptions for persons deemed to be key employees. Currently, all of our
Bermuda based professional employees who require work permits have been granted work permits by the Bermuda government. This includes
the following key employees:
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Messrs. Frederico, Mills, Michener, Penchoff, Albert, Pickering and Bailenson and Ms. Purtill each of whom has received a work permit.

United Kingdom

General

        Since December 1, 2001, the regulation of the financial services industry in the United Kingdom has been consolidated under the Financial
Services Authority ("FSA UK"). In addition, the regulatory regime in the United Kingdom must comply with certain European Union ("EU")
directives binding on all EU member states and notably the Markets in Financial Instruments Directive ("MiFID") which came into effect on
November 1, 2007, replacing the Investments Services Directive, largely for the purposes of harmonizing the regulatory regime for investment
services and activities across the EEA (see definition of "EEA" under "Passporting" below).

        The FSA UK is the single statutory regulator responsible for regulating the financial services industry in the UK, having the authority to
oversee the carrying on of "regulated activities" (including deposit taking, insurance and reinsurance, investment management and most other
financial services), with the purpose of maintaining confidence in the UK financial system, providing public understanding of the system,
securing the proper degree of protection for consumers and helping to reduce financial crime. It is a criminal offense for any person to carry on a
regulated activity in the UK unless that person is authorized by the FSA UK and has been granted permission to carry on that regulated activity,
or otherwise falls under an exemption to such regulation.

        Insurance business in the United Kingdom falls into two main categories: long-term insurance (which is primarily investment related) and
general insurance. Subject to limited exceptions, it is not possible for a new insurance company to be authorized in both long-term and general
insurance business unless the long-term insurance business is restricted to reinsurance business. These two categories are both divided into
"classes" (for example: permanent health and pension fund management are two classes of long-term insurance; damage to property and motor
vehicle liability are two classes of general insurance). Under the Financial Services and Markets Act 2000 ("FSMA"), effecting or carrying out
contracts of insurance, within a class of general or long-term insurance, by way of business in the UK, constitutes a "regulated activity" requiring
authorization. An authorized insurance company must have permission for each class of insurance business it intends to write.

        Assured Guaranty (UK) Ltd. is authorized to effect and carry out certain classes of non-life insurance, specifically: classes 14 (credit), 15
(suretyship) and 16 (miscellaneous financial loss). This scope of permission is sufficient to enable Assured Guaranty (UK) Ltd. to effect and
carry out financial guaranty insurance and reinsurance. The insurance and reinsurance businesses of Assured Guaranty (UK) Ltd. are subject to
close supervision by the FSA UK. In addition to its requirements for senior management arrangements, systems and controls of insurance and
reinsurance companies under its jurisdiction, the FSA UK now regards itself as a principles based regulator and is placing an increased emphasis
on risk identification and management in relation to the prudential regulation of insurance and reinsurance business in the United Kingdom. In
recent years, there have been a number of changes to the FSA UK's rules that affect insurance and reinsurance companies authorized in the UK.
For example, the FSA UK introduced rules on the sale of general insurance, known as insurance mediation, and introduced the General
Prudential Sourcebook (GENPRU); the Prudential Sourcebook for Insurers (INSPRU); and the Interim Prudential Sourcebook for Insurers
(IPRU-INS), together the "Prudential Sourcebooks" which include measures such as risk-based capital adequacy rules, including individual
capital assessments which are intended to align capital requirements with the risk profile of each insurance company and proposals aimed at
ensuring adequate diversification of an insurer's or reinsurer's exposures to any credit risks of its reinsurers. Assured Guaranty (UK) Ltd. has
calculated its
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minimum required capital according to the FSA's individual capital adequacy criteria and is in compliance.

        As a consequence of the new insurance mediation rules, Assured Guaranty (UK) Ltd. now also has permission to arrange and advise on
deals in financial guaranties which it underwrites.

        Assured Guaranty Finance Overseas, Ltd. is not authorized as an insurer. It is authorized by the FSA UK as a "Category D" company to
carry out designated investment business activities in that it may "advise on investments (except on pension transfers and pension opt outs)"
relating to most investment instruments. In addition, it may arrange or bring about transactions in investments and make "arrangements with a
view to transactions in investments." It should be noted that Assured Guaranty Finance Overseas, Ltd. does not itself take risk in the transactions
it arranges or places, and may not hold funds on behalf of its customers.

Supervision

        The FSA UK carries out the prudential supervision of insurance companies through a variety of methods, including the collection of
information from statistical returns, review of accountants' reports, visits to insurance companies and regular formal interviews.

        The FSA UK has adopted a principles based and risk-based approach to the supervision of insurance companies. Under this approach, the
FSA UK periodically performs a formal risk assessment of insurance companies or groups carrying on business in the UK which varies in scope
according to the risk profile of the insurer. The FSA UK performs its risk assessment broadly, by analyzing information which it receives during
the normal course of its supervision, such as regular prudential returns on the financial position of the insurance company, or which it acquires
through a series of meetings with senior management of the insurance company and by making use of its thematic work. After each risk
assessment, the FSA UK will inform the insurer of its views on the insurer's risk profile. This will include details of any remedial action that the
FSA UK requires and the likely consequences if this action is not taken.

Solvency Requirements

        GENPRU and INSPRU require that non-life insurance companies such as Assured Guaranty (UK) Ltd. maintain a margin of solvency at all
times in respect of the liabilities of the insurance company, the calculation of which depends on the type and amount of insurance business a
company writes. The method of calculation of the solvency margin (known as the minimum capital requirement) is set out in the Prudential
Sourcebooks, and for these purposes, the insurer's assets and liabilities are subject to specified valuation rules. The Prudential Sourcebooks also
requires that Assured Guaranty (UK) Ltd. calculates and shares with the FSA UK its "enhanced capital requirement" based on risk-weightings
applied to assets held and lines of business written. This enhanced capital requirement is not yet a legally binding requirement but is required to
form the basis of Assured Guaranty (UK) Ltd.'s individual capital assessment which is then discussed with the FSA UK. Failure to maintain
capital at least equal to the higher of the minimum capital requirement and the individual capital assessment is one of the grounds on which the
wide powers of intervention conferred upon the FSA UK may be exercised.

        To the extent that the amount of premiums for such classes exceed certain specified minimum thresholds, each insurance company writing
property, credit and other specified categories of insurance or reinsurance business is required by the Prudential Sourcebooks to maintain an
equalization reserve calculated in accordance with the provisions of IPRU.
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        These solvency requirements came into force on January 1, 2005. They may need to be amended in order to implement the European
Union's proposed "Solvency II" directive on risk-based capital but that is not expected to be implemented until 2012.

        In addition, an insurer [(which as of December 10, 2007 includes a company conducting only reinsurance business)] is required to perform
and submit to the FSA UK a group capital adequacy return in respect of its ultimate parent and, if different, its ultimate EEA parent. The
calculation at the level of the ultimate EEA parent is required to show a positive result from December 31, 2006. There is no such requirement in
relation to the report at the level of the ultimate parent, although if the report at that level raises concerns the FSA may take regulatory action.
Public disclosure of the EEA group calculation is also required. The purpose of this rule is to prevent leveraging of capital arising from
involvements in other group insurance firms. Given the current structure of the Company, the main aspects of the Company's capital regime will
not apply to Assured Guaranty (UK) Ltd.'s ultimate parent, because it is incorporated in Bermuda, nor to the intermediate holding companies,
because they are incorporated in the United States, but reporting will be required to the FSA UK up to the ultimate parent.

        Further, an insurer is required to report in its annual returns to the FSA UK all material related party transactions (e.g., intragroup
reinsurance, whose value is more than 5% of the insurer's general insurance business amount).

Restrictions on Dividend Payments

        UK company law prohibits Assured Guaranty (UK) Ltd. from declaring a dividend to its shareholders unless it has "profits available for
distribution." The determination of whether a company has profits available for distribution is based on its accumulated realized profits less its
accumulated realized losses. While the UK insurance regulatory laws impose no statutory restrictions on a general insurer's ability to declare a
dividend, the FSA UK's capital requirements may in practice act as a restriction on dividends.

Reporting Requirements

        UK insurance companies must prepare their financial statements under the Companies Act of 1985 - 2006 (as amended), which requires the
filing with Companies House of audited financial statements and related reports. In addition, UK insurance companies are required to file
regulatory returns with the FSA UK, which include a revenue account, a profit and loss account and a balance sheet in prescribed forms. Under
sections of IPRU-INS, audited regulatory returns must be filed with the FSA UK within two months and 15 days of the financial year end (or
three months where the delivery of the return is made electronically).

Supervision of Management

        The FSA UK closely supervises the management of insurance companies through the approved persons regime, by which any appointment
of persons to perform certain specified "controlled functions" within a regulated entity must be approved by the FSA UK.

Change of Control

        FSMA regulates the acquisition of "control" of any UK insurance company authorized under FSMA. Any company or individual that
(together with its or his associates) directly or indirectly acquires 10% or more of the shares in a UK authorized insurance company or its parent
company, or is entitled to exercise or control the exercise of 10% or more of the voting power in such authorized insurance company or its
parent company, would be considered to have acquired "control" for the purposes of the relevant legislation, as would a person who had
significant influence over the
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management of such authorized insurance company or its parent company by virtue of his shareholding or voting power in either.

        Under FSMA, any person proposing to acquire "control" of a UK authorized insurance company must give prior notification to the FSA
UK of its intention to do so. The FSA UK then has three months to consider that person's application to acquire "control." In considering
whether to approve such application, the FSA UK must be satisfied that both the acquirer is a "fit and proper" person to have "control" and that
the interests of consumers would not be threatened by such acquisition of "control." "Consumers" in this context includes all persons who may
use the services of the authorized insurance company. Failure to make the relevant prior application could result in action being taken by the
FSA UK.

Intervention and Enforcement

        The FSA UK has extensive powers to intervene in the affairs of an authorized person, culminating in the ultimate sanction of the removal of
authorization to carry on a regulated activity. FSMA imposes on the FSA UK statutory obligations to monitor compliance with the requirements
imposed by FSMA, and to investigate and enforce the provisions of FSMA related rules made by the FSA UK such as the Prudential
Sourcebooks and breaches of the New Conduct of Business Sourcebook generally applicable to authorized persons as a result of the
implementation of MiFID.

        The FSA UK also has the power to prosecute criminal offenses arising under FSMA, and to prosecute insider dealing under Part V of the
Criminal Justice Act of 1993, and breaches of money laundering regulations. The FSA UK's stated policy is to pursue criminal prosecution in all
appropriate cases.

"Passporting"

        EU directives allow Assured Guaranty Finance Overseas, Ltd. and Assured Guaranty (UK) Ltd. to conduct business in EU states other than
the United Kingdom in compliance with the scope of permission granted these companies by FSA UK without the necessity of additional
licensing or authorization in other EU jurisdictions. This ability to operate in other jurisdictions of the EU on the basis of home state
authorization and supervision is sometimes referred to as "passporting." Insurers may operate outside their home member state either on a
"services" basis or on an "establishment" basis. Operating on a "services" basis means that the company conducts permitted businesses in the
host state without having a physical presence there, while operating on an establishment basis means the company has a branch or physical
presence in the host state. In both cases, a company remains subject to regulation by its home regulator although the company nonetheless may
have to comply with certain local rules, such as where the company is operating on an "establishment" basis in which case, the local conduct of
business (and other related) rules apply since the host state is regarded as better placed to detect and intervene in respect of suspected breaches
relating to the branch within its territory. In such cases, the home state rules apply in respect of "organisational" and "prudential" obligations. In
addition to EU member states, Norway, Iceland and Liechtenstein (members of the broader European Economic Area or "EEA") are
jurisdictions in which this passporting framework applies. Assured Guaranty (UK) Ltd. is permitted to operate on a passport basis in various
countries throughout the EEA; Assured Guaranty Finance Overseas, Ltd. is permitted to operate on a services basis in Austria, Belgium,
Denmark, Finland, France, Germany, the Republic of Ireland, Italy, Luxembourg, the Netherlands, Norway, Portugal, Spain and Sweden.

Fees and Levies

        Assured Guaranty (UK) Ltd. is subject to FSA UK fees and levies based on Assured Guaranty (UK) Ltd.'s gross written premiums. The
FSA UK also requires authorized insurers to participate in an
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investors' protection fund, known as the Financial Services Compensation Scheme (the "FSCS"). The FSCS was established to compensate
consumers of financial services, including the buyers of insurance, against failures in the financial services industry. Individual policyholders
and small businesses may be compensated by the FSCS when an authorized insurer is unable, or likely to be unable, to satisfy policyholder
claims. Assured Guaranty (UK) Ltd. does not expect to write any insurance business that is protected by the FSCS.

Tax Matters

Taxation of Assured Guaranty and Subsidiaries

Bermuda

        Under current Bermuda law, there is no Bermuda income, corporate or profits tax or withholding tax, capital gains tax or capital transfer tax
payable by Assured Guaranty or our Bermuda Subsidiaries. Assured Guaranty, AGC, and the Bermuda Subsidiaries have each obtained from the
Minister of Finance under the Exempted Undertakings Tax Protection Act 1966, as amended, an assurance that, in the event that Bermuda enacts
legislation imposing tax computed on profits, income, any capital asset, gain or appreciation, or any tax in the nature of estate duty or
inheritance, then the imposition of any such tax shall not be applicable to Assured Guaranty, AGC or the Bermuda Subsidiaries or to any of their
operations or their shares, debentures or other obligations, until March 28, 2016. This assurance is subject to the proviso that it is not to be
construed so as to prevent the application of any tax or duty to such persons as are ordinarily resident in Bermuda, or to prevent the application
of any tax payable in accordance with the provisions of the Land Tax Act 1967 or otherwise payable in relation to any land leased to Assured
Guaranty, AGC or the Bermuda Subsidiaries. Assured Guaranty, AGC and the Bermuda Subsidiaries each pay annual Bermuda government
fees, and the Bermuda Subsidiaries and AGC pay annual insurance license fees. In addition, all entities employing individuals in Bermuda are
required to pay a payroll tax and there are other sundry taxes payable, directly or indirectly, to the Bermuda government.

United States

        We have conducted and intend to conduct substantially all of our foreign operations outside the United States and to limit the U.S. contacts
of Assured Guaranty and its foreign subsidiaries (except AGRO, which has elected to be taxed as a U.S. corporation) so that they should not be
engaged in a trade or business in the United States. A foreign corporation, such as AG Re deemed to be engaged in a trade or business in the
United States would be subject to U.S. income tax at regular corporate rates, as well as the branch profits tax, on its income which is treated as
effectively connected with the conduct of that trade or business, unless the corporation is entitled to relief under the permanent establishment
provision of an applicable tax treaty, as discussed below. Such income tax, if imposed, would be based on effectively connected income
computed in a manner generally analogous to that applied to the income of a U.S. corporation, except that a foreign corporation may generally
be entitled to deductions and credits only if it timely files a U.S. federal income tax return. Assured Guaranty and AG Re have and will continue
to file protective U.S. federal income tax returns on a timely basis in order to preserve the right to claim income tax deductions and credits if it is
ever determined that they are subject to U.S. federal income tax. The highest marginal federal income tax rates currently are 35% for a
corporation's effectively connected income and 30% for the "branch profits" tax.

        Under the income tax treaty between Bermuda and the United States (the "Bermuda Treaty"), a Bermuda insurance company would not be
subject to U.S. income tax on income found to be effectively connected with a U.S. trade or business unless that trade or business is conducted
through a
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permanent establishment in the United States. AG Re currently intends to conduct its activities so that it does not have a permanent
establishment in the United States.

        An insurance enterprise resident in Bermuda generally will be entitled to the benefits of the Bermuda Treaty if (i) more than 50% of its
shares are owned beneficially, directly or indirectly, by individual residents of the United States or Bermuda or U.S. citizens and (ii) its income
is not used in substantial part, directly or indirectly, to make disproportionate distributions to, or to meet certain liabilities of, persons who are
neither residents of either the United States or Bermuda nor U.S. citizens.

        Foreign insurance companies carrying on an insurance business within the United States have a certain minimum amount of effectively
connected net investment income, determined in accordance with a formula that depends, in part, on the amount of U.S. risk insured or reinsured
by such companies. If AG Re is considered to be engaged in the conduct of an insurance business in the United States and is not entitled to the
benefits of the Bermuda Treaty in general (because it fails to satisfy one of the limitations on treaty benefits discussed above), the Internal
Revenue of 1986, as amended (the "Code") could subject a significant portion of AG Re's investment income to U.S. income tax.

        Foreign corporations not engaged in a trade or business in the U.S., and those that are engaged in a U.S. trade or business with respect to
their non-effectively connected income are nonetheless subject to U.S. income tax imposed by withholding on certain "fixed or determinable
annual or periodic gains, profits and income" derived from sources within the U.S. (such as dividends and certain interest on investments),
subject to exemption under the Code or reduction by applicable treaties. Generally under the U.S. income tax treaty with the United Kingdom
the withholding rate is reduced (i) on dividends from less than 10% owned corporations to 15%; (ii) on dividends from 10% or more owned
corporations to 5%; and (iii) on interest to 0%. The Bermuda Treaty does not reduce the U.S. withholding rate on U.S.-sourced investment
income. The standard non-treaty rate of U.S. withholding tax is currently 30%. Accordingly, dividends paid, if any, by Assured Guaranty U.S.
Holdings to Assured Guaranty or Assured Guaranty Overseas U.S. Holdings Inc. to AG Re should be subject to a 30% U.S. withholding tax.

        Assured Guaranty US Holdings, AGC, AG Financial Products Inc., Assured Guaranty Overseas US Holdings and Assured Guaranty
Mortgage are each a U.S. domiciled corporation and AGRO has elected to be treated as a U.S. corporation for all U.S. federal tax purposes. As
such, each corporation is subject to taxation in the United States at regular corporate rates.

Taxation of Shareholders

Bermuda Taxation

        Currently, there is no Bermuda capital gains tax, or withholding or other tax payable on principal, interests or dividends paid to the holders
of the common shares of Assured Guaranty.

United States Taxation

        This discussion is based upon the Code, the regulations promulgated thereunder and any relevant administrative rulings or pronouncements
or judicial decisions, all as in effect on the date hereof and as currently interpreted, and does not take into account possible changes in such tax
laws or interpretations thereof, which may apply retroactively. This discussion does not include any description of the tax laws of any state or
local governments within the United States or any foreign government.

        The following summary sets forth the material U.S. federal income tax considerations related to the purchase, ownership and disposition of
our shares. Unless otherwise stated, this summary deals only with holders that are U.S. Persons (as defined below) who purchase their shares and
who hold their
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shares as capital assets within the meaning of section 1221 of the Code. The following discussion is only a discussion of the material U.S.
federal income tax matters as described herein and does not purport to address all of the U.S. federal income tax consequences that may be
relevant to a particular shareholder in light of such shareholder's specific circumstances. For example, special rules apply to certain shareholders,
such as partnerships, insurance companies, regulated investment companies, real estate investment trusts, financial asset securitization
investment trusts, dealers or traders in securities, tax exempt organizations, expatriates, persons that do not hold their securities in the U.S.
dollar, persons who are considered with respect to any of us as "United States shareholders" for purposes of the controlled foreign corporation
("CFC") rules of the Code (generally, a U.S. Person, as defined below, who owns or is deemed to own 10% or more of the total combined voting
power of all classes of Assured Guaranty or the stock of any of our foreign subsidiaries entitled to vote (i.e., 10% U.S. Shareholders)), or persons
who hold the common shares as part of a hedging or conversion transaction or as part of a short-sale or straddle. Any such shareholder should
consult their tax advisor.

        If a partnership holds our shares, the tax treatment of the partners will generally depend on the status of the partner and the activities of the
partnership. Partners of a partnership owning our shares should consult their tax advisers.

        For purposes of this discussion, the term "U.S. Person" means: (i) a citizen or resident of the United States, (ii) a partnership or corporation,
created or organized in or under the laws of the United States, or organized under any political subdivision thereof, (iii) an estate the income of
which is subject to U.S. federal income taxation regardless of its source, (iv) a trust if either (x) a court within the United States is able to
exercise primary supervision over the administration of such trust and one or more U.S. Persons have the authority to control all substantial
decisions of such trust or (y) the trust has a valid election in effect to be treated as a U.S. Person for U.S. federal income tax purposes or (v) any
other person or entity that is treated for U.S. federal income tax purposes as if it were one of the foregoing.

        Taxation of Distributions.    Subject to the discussions below relating to the potential application of the CFC, related person insurance
income ("RPII") and passive foreign investment company ("PFIC") rules, cash distributions, if any, made with respect to our shares will
constitute dividends for U.S. federal income tax purposes to the extent paid out of current or accumulated earnings and profits of Assured
Guaranty (as computed using U.S. tax principles). Under current legislation, certain dividends paid to individual and certain other non-corporate
shareholders before 2011 are eligible for reduced rates of tax. Dividends paid by Assured Guaranty to corporate shareholders will not be eligible
for the dividends received deduction. To the extent such distributions exceed Assured Guaranty's earnings and profits, they will be treated first
as a return of the shareholder's basis in the common shares to the extent thereof, and then as gain from the sale of a capital asset.

        We believe dividends paid by us on our common shares before 2011 to non-corporate holders will be eligible for reduced rates of tax up to
a maximum of 15% as "qualified dividend income," provided that we are not a PFIC and certain other requirements, including stock holding
period requirements, are satisfied. Qualified dividend income is subject to tax and capital gain rates.

        Classification of Assured Guaranty or its Foreign Subsidiaries as a Controlled Foreign Corporation.    Each 10% U.S. Shareholder (as
defined below) of a foreign corporation that is a CFC for an uninterrupted period of 30 days or more during a taxable year, and who owns shares
in the foreign corporation, directly or indirectly through foreign entities, on the last day of the foreign corporation's taxable year on which it is
CFC, must include in its gross income for U.S. federal income tax purposes its pro rata share of the CFC's "subpart F income," even if the
subpart F income is not distributed. "Subpart F income" of a foreign insurance corporation typically includes foreign personal holding company
income (such as interest, dividends and other types of passive income), as well as insurance and reinsurance income (including underwriting and
investment income). A foreign corporation is
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considered a CFC if 10% U.S. Shareholders own (directly, indirectly through foreign entities or by attribution by application of the constructive
ownership rules of section 958(b) of the Code (i.e., "constructively")) more than 50% of the total combined voting power of all classes of voting
stock of such foreign corporation, or more than 50% of the total value of all stock of such corporation on any day during the taxable year of such
corporation. For purposes of taking into account insurance income, a CFC also includes a foreign insurance company in which more than 25% of
the total combined voting power of all classes of stock (or more than 25% of the total value of the stock) is owned by 10% U.S. Shareholders, on
any day during the taxable year of such corporation. A "10% U.S. Shareholder" is a U.S. Person who owns (directly, indirectly through foreign
entities or constructively) at least 10% of the total combined voting power of all classes of stock entitled to vote of the foreign corporation. We
believe that because of the dispersion of our share ownership, provisions in our organizational documents that limit voting power (these
provisions are described in "Description of Share Capital") and other factors, no U.S. Person who owns shares of Assured Guaranty directly or
indirectly through one or more foreign entities should be treated as owning (directly, indirectly through foreign entities, or constructively), 10%
or more of the total voting power of all classes of shares of Assured Guaranty or any of its foreign subsidiaries. It is possible, however, that the
Internal Revenue Service ("IRS") could challenge the effectiveness of these provisions and that a court could sustain such a challenge.

        The RPII CFC Provisions.    The following discussion generally is applicable only if the RPII of AG Re determined on a gross basis, is
20% or more of AG Re's gross insurance income for the taxable year and the 20% Ownership Exception (as defined below) is not met. The
following discussion generally would not apply for any taxable year in which AG Re's gross RPII falls below the 20% threshold or the 20%
Ownership Exception is met. Although we cannot be certain, Assured Guaranty believes that AG Re was in prior years of operations and will be
for the foreseeable future below either the 20% threshold or 20% Ownership Exception for each tax year.

        RPII is any "insurance income" (as defined below) attributable to policies of insurance or reinsurance with respect to which the person
(directly or indirectly) insured is a "RPII shareholder" (as defined below) or a "related person" (as defined below) to such RPII shareholder. In
general, and subject to certain limitations, "insurance income" is income (including premium and investment income) attributable to the issuing
of any insurance or reinsurance contract which would be taxed under the portions of the Code relating to insurance companies if the income
were the income of a domestic insurance company. For purposes of inclusion of the RPII of AG Re in the income of RPII shareholders, unless
an exception applies, the term "RPII shareholder" means any U.S. Person who owns (directly or indirectly through foreign entities) any amount
of Assured Guaranty's common shares. Generally, the term "related person" for this purpose means someone who controls or is controlled by the
RPII shareholder or someone who is controlled by the same person or persons which control the RPII shareholder. Control is measured by either
more than 50% in value or more than 50% in voting power of stock applying certain constructive ownership principles. AG Re will be treated as
a CFC under the RPII provisions if RPII shareholders are treated as owning (directly, indirectly through foreign entities or constructively) 25%
or more of the shares of Assured Guaranty by vote or value.

        RPII Exceptions.    The special RPII rules do not apply if (i) at all times during the taxable year less than 20% of the voting power and less
than 20% of the value of the stock of Assured Guaranty (the "20% Ownership Exception") is owned (directly or indirectly) by persons whose
(directly or indirectly) insured under any policy of insurance or reinsurance issued by AG Re or related persons to any such person, (ii) RPII,
determined on a gross basis, is less than 20% of AG Re's gross insurance income for the taxable year (the "20% Gross Income Exception),
(iii) AG Re elects to be taxed on its RPII as if the RPII were effectively connected with the conduct of a U.S. trade or business, and to waive all
treaty benefits with respect to RPII and meet certain other requirements or (iv) AG Re elects

43

Edgar Filing: ASSURED GUARANTY LTD - Form 10-K

55



Table of Contents

to be treated as a U.S. corporation and waive all treaty benefits and meet certain other requirements. AG Re does not intend to make either of
these elections. Where none of these exceptions applies, each U.S. Person owning or treated as owning any shares in Assured Guaranty (and
therefore, indirectly, in AG Re) on the last day of Assured Guaranty's taxable year will be required to include in its gross income for U.S. federal
income tax purposes its share of the RPII for the portion of the taxable year during which AG Re was a CFC under the RPII provisions,
determined as if all such RPII were distributed proportionately only to such U.S. Persons at that date, but limited by each such U.S. Person's
share of AG Re's current-year earnings and profits as reduced by the U.S. Person's share, if any, of certain prior-year deficits in earnings and
profits. AG Re intends to operate in a manner that is intended to ensure that it qualifies for either the 20% Gross Income Exception or 20%
Ownership Exception.

        Computation of RPII.    For any year in which AG Re does not meet the 20% Ownership Exception or the 20% Gross Income Exception,
Assured Guaranty may also seek information from its shareholders as to whether beneficial owners of shares at the end of the year are U.S.
Persons so that the RPII may be determined and apportioned among such persons; to the extent Assured Guaranty is unable to determine
whether a beneficial owner of shares is a U.S. Person, Assured Guaranty may assume that such owner is not a U.S. Person, thereby increasing
the per share RPII amount for all known RPII shareholders. The amount of RPII includable in the income of a RPII shareholder is based upon
the net RPII income for the year after deducting related expenses such as losses, loss reserves and operating expenses.

        If AG Re meets the 20% Ownership Exception or the 20% Gross Income Exception, RPII shareholders will not be required to include RPII
in their taxable income. The amount of RPII includable in the income of a RPII shareholder is based upon the net RPII income for the year after
deducting related expenses such as losses, loss reserves and operating expenses.

        Apportionment of RPII to U.S. Holders.    Every RPII shareholder who owns shares on the last day of any taxable year of Assured Guaranty
in which AG Re does not meet the 20% Ownership Exception and the 20% Gross Income Exception should expect that for such year it will be
required to include in gross income its share of AG Re's RPII for the portion of the taxable year during which AG Re was a CFC under the RPII
provisions, whether or not distributed, even though it may not have owned the shares throughout such period. A RPII shareholder who owns
shares during such taxable year but not on the last day of the taxable year is not required to include in gross income any part of AG Re's RPII.

        Uncertainty as to Application of RPII.    The RPII provisions are complex have never been interpreted by the courts or the Treasury
Department in final regulations, and regulations interpreting the RPII provisions of the Code exist only in proposed form. It is not certain
whether these regulations will be adopted in their proposed form or what changes or clarifications might ultimately be made thereto or whether
any such changes, as well as any interpretation or application of RPII by the IRS, the courts or otherwise, might have retroactive effect. These
provisions include the grant of authority to the Treasury Department to prescribe "such regulations as may be necessary to carry out the purpose
of this subsection including regulations preventing the avoidance of this subsection through cross insurance arrangements or otherwise."
Accordingly, the meaning of the RPII provisions and the application thereof to AG Re is uncertain. In addition, we cannot be certain that the
amount of RPII or the amounts of the RPII inclusions for any particular RPII shareholder, if any, will not be subject to adjustment based upon
subsequent IRS examination. Any prospective investor which does business with AG Re and is considering an investment in common shares
should consult his tax advisor as to the effects of these uncertainties.
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        Information Reporting.    Under certain circumstances, U.S. Persons owning shares (directly, indirectly or constructively) in a foreign
corporation are required to file IRS Form 5471 with their U.S. federal income tax returns. Generally, information reporting on IRS Form 5471 is
required by (i) a person who is treated as a RPII shareholder, (ii) a 10% U.S. Shareholder of a foreign corporation that is a CFC for an
uninterrupted period of 30 days or more during any tax year of the foreign corporation and who owned the stock on the last day of that year; and
(iii) under certain circumstances, a U.S. Person who acquires stock in a foreign corporation and as a result thereof owns 10% or more of the
voting power or value of such foreign corporation, whether or not such foreign corporation is a CFC. For any taxable year in which we
determine that the 20% Gross Income Exception and the 20% Ownership Exception does not apply, we will provide to all U.S. Persons
registered as shareholders of its shares a completed IRS Form 5471 or the relevant information necessary to complete the form. Failure to file
IRS Form 5471 may result in penalties.

        Tax-Exempt Shareholders.    Tax-exempt entities will be required to treat certain subpart F insurance income, including RPII, that is
includible in income by the tax-exempt entity as unrelated business taxable income. Prospective investors that are tax exempt entities are urged
to consult their tax advisors as to the potential impact of the unrelated business taxable income provisions of the Code. A tax-exempt
organization that is treated as a 10% U.S. Shareholder or a RPII Shareholder also must file IRS Form 5471 in certain circumstances.

        Dispositions of Our Shares.    Subject to the discussions below relating to the potential application of the Code section 1248 and PFIC rules,
holders of shares generally should recognize capital gain or loss for U.S. federal income tax purposes on the sale, exchange or other disposition
of shares in the same manner as on the sale, exchange or other disposition of any other shares held as capital assets. If the holding period for
these shares exceeds one year, any gain will be subject to tax at a current maximum marginal tax rate of 15% for individuals and 35% for
corporations. Moreover, gain, if any, generally will be a U.S. source gain and generally will constitute "passive income" for foreign tax credit
limitation purposes.

        Code section 1248 provides that if a U.S. Person sells or exchanges stock in a foreign corporation and such person owned, directly,
indirectly through certain foreign entities or constructively, 10% or more of the voting power of the corporation at any time during the five-year
period ending on the date of disposition when the corporation was a CFC, any gain from the sale or exchange of the shares will be treated as a
dividend to the extent of the CFC's earnings and profits (determined under U.S. federal income tax principles) during the period that the
shareholder held the shares and while the corporation was a CFC (with certain adjustments). We believe that because of the dispersion of our
share ownership, provisions in our organizational documents that limit voting power and other factors that no U.S. shareholder of Assured
Guaranty should be treated as owning (directly, indirectly through foreign entities or constructively) 10% of more of the total voting power of
Assured Guaranty; to the extent this is the case this application of Code Section 1248 under the regular CFC rules should not apply to
dispositions of our common shares. It is possible, however, that the IRS could challenge the effectiveness of these provisions and that a court
could sustain such a challenge. A 10% U.S. Shareholder may in certain circumstances be required to report a disposition of shares of a CFC by
attaching IRS Form 5471 to the U.S. federal income tax or information return that it would normally file for the taxable year in which the
disposition occurs. In the event this is determined necessary, Assured Guaranty will provide a completed IRS Form 5471 or the relevant
information necessary to complete the Form. Code section 1248 in conjunction with the RPII rules also applies to the sale or exchange of shares
in a foreign corporation if the foreign corporation would be treated as a CFC for RPII purposes regardless of whether the shareholder is a 10%
U.S. Shareholder or whether the 20% Ownership Exception or 20% Gross Income Exception applies. Existing proposed regulations do not
address whether Code section 1248 would apply if a foreign corporation is not a CFC but the foreign corporation has a subsidiary that is a CFC
and that would be taxed as an insurance company if it were a domestic corporation. We believe, however, that this application of Code
section 1248 under the RPII
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rules should not apply to dispositions of our shares because Assured Guaranty will not be directly engaged in the insurance business. We cannot
be certain, however, that the IRS will not interpret the proposed regulations in a contrary manner or that the Treasury Department will not amend
the proposed regulations to provide that these rules will apply to dispositions of common shares. Prospective investors should consult their tax
advisors regarding the effects of these rules on a disposition of common shares.

        Passive Foreign Investment Companies.    In general, a foreign corporation will be a PFIC during a given year if (i) 75% or more of its
gross income constitutes "passive income" (the "75% test") or (ii) 50% or more of its assets produce passive income (the "50% test").

        If Assured Guaranty were characterized as a PFIC during a given year, each U.S. Person holding our shares would be subject to a penalty
tax at the time of the sale at a gain of, or receipt of an "excess distribution" with respect to, their common shares, unless such person (i) is a 10%
U.S. Shareholder and we are a CFC or (ii) made a "qualified electing fund election" or "mark-to-market" election. It is uncertain that Assured
Guaranty would be able to provide its shareholders with the information necessary for a U.S. Person to make these elections. In addition, if
Assured Guaranty were considered a PFIC, upon the death of any U.S. individual owning common shares, such individual's heirs or estate would
not be entitled to a "step-up" in the basis of the common shares that might otherwise be available under U.S. federal income tax laws. In general,
a shareholder receives an "excess distribution" if the amount of the distribution is more than 125% of the average distribution with respect to the
common shares during the three preceding taxable years (or shorter period during which the taxpayer held common shares). In general, the
penalty tax is equivalent to an interest charge on taxes that are deemed due during the period the shareholder owned the common shares,
computed by assuming that the excess distribution or gain (in the case of a sale) with respect to the common shares was taken in equal portion at
the highest applicable tax rate on ordinary income throughout the shareholder's period of ownership. The interest charge is equal to the
applicable rate imposed on underpayments of U.S. federal income tax for such period. In addition, a distribution paid by Assured Guaranty to
U.S. shareholders that is characterized as a dividend and is not characterized as an excess distribution would not be eligible for reduced rates of
tax as qualified dividend income with respect to dividends paid before 2011.

        For the above purposes, passive income generally includes interest, dividends, annuities and other investment income. The PFIC rules
provide that income "derived in the active conduct of an insurance business by a corporation which is predominantly engaged in an insurance
business... is not treated as passive income." The PFIC provisions also contain a look-through rule under which a foreign corporation shall be
treated as if it "received directly its proportionate share of the income..." and as if it "held its proportionate share of the assets..." of any other
corporation in which it owns at least 25% of the value of the stock.

        The insurance income exception is intended to ensure that income derived by a bona fide insurance company is not treated as passive
income, except to the extent such income is attributable to financial reserves in excess of the reasonable needs of the insurance business. We
expect, for purposes of the PFIC rules, that each of our insurance subsidiaries will be predominantly engaged in an insurance business and is
unlikely to have financial reserves in excess of the reasonable needs of its insurance business in each year of operations. Accordingly, none of
the income or assets of our insurance subsidiaries should be treated as passive. Additionally, we expect that in each year of operations the
passive income and assets of our non-insurance subsidiaries will not exceed the 75% test or 50% test amounts in each year of operations with
respect to the overall income and assets of Assured Guaranty and its subsidiaries. Under the look-through rule Assured Guaranty should be
deemed to own its proportionate share of the assets and to have received its proportionate share of the income of its direct and indirect
subsidiaries for purposes of the 75% test and the 50% test. As a result, we believe that Assured Guaranty was not and should not be treated as a
PFIC. We cannot be certain, however, as there are currently no regulations regarding the application of the PFIC provisions
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to an insurance company and new regulations or pronouncements interpreting or clarifying these rules may be forthcoming, that the IRS will not
successfully challenge this position. Prospective investors should consult their tax advisor as to the effects of the PFIC rules.

        Foreign tax credit.    If U.S. Persons own a majority of our common shares, only a portion of the current income inclusions, if any, under
the CFC, RPII and PFIC rules and of dividends paid by us (including any gain from the sale of common shares that is treated as a dividend under
section 1248 of the Code) will be treated as foreign source income for purposes of computing a shareholder's U.S. foreign tax credit limitations.
We will consider providing shareholders with information regarding the portion of such amounts constituting foreign source income to the
extent such information is reasonably available. It is also likely that substantially all of the "subpart F income," RPII and dividends that are
foreign source income will constitute either "passive" or "general" income. Thus, it may not be possible for most shareholders to utilize excess
foreign tax credits to reduce U.S. tax on such income.

        Information Reporting and Backup Withholding on Distributions and Disposition Proceeds.    Information returns may be filed with the
IRS in connection with distributions on our common shares and the proceeds from a sale or other disposition of our common shares unless the
holder of our common shares establishes an exemption from the information reporting rules. A holder of common shares that does not establish
such an exemption may be subject to U.S. backup withholding tax on these payments if the holder is not a corporation or non-U.S. Person or
fails to provide its taxpayer identification number or otherwise comply with the backup withholding rules. The amount of any backup
withholding from a payment to a U.S. Person will be allowed as a credit against the U.S. Person's U.S. federal income tax liability and may
entitle the U.S. Person to a refund, provided that the required information is furnished to the IRS.

        Changes in U.S. Federal Income Tax Law Could Materially Adversely Affect Us or Our Shareholders.    Legislation has been introduced in
the U.S. Congress intended to eliminate certain perceived tax advantages of companies (including insurance companies) that have legal
domiciles outside the United States but have certain U.S. connections. For example, legislation has been introduced in Congress to limit the
deductibility of reinsurance premiums paid by U.S. companies to foreign affiliates. It is possible that this or similar legislation could be
introduced in and enacted by the current Congress or future Congresses that could have an adverse impact on us or our shareholders.

        Additionally, The tax laws and interpretations regarding whether a company is engaged in a U.S. trade or business or whether a company is
a CFC or a PFIC or has RPII are subject to change, possibly on a retroactive basis. There are currently no regulations regarding the application
of the PFIC rules to an insurance company. Additionally, the regulations regarding related person insurance income are still in proposed form.
New regulations or pronouncements interpreting or clarifying such rules may be forthcoming. We cannot be certain if, when or in what form
such regulations or pronouncements may be provided and whether such guidance will have a retroactive effect.

Description of Share Capital

        The following summary of our share capital is qualified in its entirety by the provisions of Bermuda law, our memorandum of association
and Bye-Laws, copies of which are incorporated by reference as exhibits to this Annual Report on Form 10-K. In this section, the "Company,"
"we," "us" and "our" refer to Assured Guaranty Ltd. and not to any of its subsidiaries.

General

        We have an authorized share capital of $5,000,000 divided into 500,000,000 shares, par value U.S. $0.01 per share, of which 91,097,894
common shares were issued and outstanding as of February 12, 2009. Except as described below, our common shares have no preemptive rights
or other rights to subscribe for additional common shares, no rights of redemption, conversion or exchange and no
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sinking fund rights. In the event of liquidation, dissolution or winding-up, the holders of our common shares are entitled to share equally, in
proportion to the number of common shares held by such holder, in our assets, if any remain after the payment of all our debts and liabilities and
the liquidation preference of any outstanding preferred shares. Under certain circumstances, we have the right to purchase all or a portion of the
shares held by a shareholder. See "�Acquisition of Common Shares by Us" below.

Voting Rights and Adjustments

        In general, and except as provided below, shareholders have one vote for each common share held by them and are entitled to vote with
respect to their fully paid shares at all meetings of shareholders. However, if, and so long as, the common shares (and other of our shares) of a
shareholder are treated as "controlled shares" (as determined pursuant to section 958 of the Code) of any "United States person" as defined in the
Code (a "U.S. Person") and such controlled shares constitute 9.5% or more of the votes conferred by our issued and outstanding shares, the
voting rights with respect to the controlled shares owned by such U.S. Person shall be limited, in the aggregate, to a voting power of less than
9.5% of the voting power of all issued and outstanding shares, under a formula specified in our Bye-laws. The formula is applied repeatedly until
there is no U.S. Person whose controlled shares constitute 9.5% or more of the voting power of all issued and outstanding shares and who
generally would be required to recognize income with respect to us under the Code if we were a controlled foreign corporation as defined in the
Code and if the ownership threshold under the Code were 9.5% (as defined in our Bye-Laws as a "9.5% U.S. Shareholder"). In addition, our
Board of Directors may determine that shares held carry different voting rights when it deems it appropriate to do so to (i) avoid the existence of
any 9.5% U.S. Shareholder; and (ii) avoid adverse tax, legal or regulatory consequences to the Company or any of its subsidiaries or any direct
or indirect holder of shares or its affiliates. "Controlled shares" includes, among other things, all shares of Assured Guaranty that such U.S.
Person is deemed to own directly, indirectly or constructively (within the meaning of section 958 of the Code). The foregoing provision does not
apply to ACE because it is not a U.S. Shareholder. Further, these provisions do not apply in the event one shareholder owns greater than 75% of
the voting power of all issued and outstanding shares.

        Under these provisions, certain shareholders may have their voting rights limited to less than one vote per share, while other shareholders
may have voting rights in excess of one vote per share. Moreover, these provisions could have the effect of reducing the votes of certain
shareholders who would not otherwise be subject to the 9.5% limitation by virtue of their direct share ownership. Our Bye-laws provide that we
will use our best efforts to notify shareholders of their voting interests prior to any vote to be taken by them.

        Our Board of Directors is authorized to require any shareholder to provide information for purposes of determining whether any holder's
voting rights are to be adjusted, which may be information on beneficial share ownership, the names of persons having beneficial ownership of
the shareholder's shares, relationships with other shareholders or any other facts our Board of Directors may deem relevant. If any holder fails to
respond to this request or submits incomplete or inaccurate information, our Board of Directors may eliminate the shareholder's voting rights.
All information provided by the shareholder will be treated by us as confidential information and shall be used by us solely for the purpose of
establishing whether any 9.5% U.S. Shareholder exists and applying the adjustments to voting power (except as otherwise required by applicable
law or regulation).

Restrictions on Transfer of Common Shares

        Our Board of Directors may decline to register a transfer of any common shares under certain circumstances, including if they have reason
to believe that any adverse tax, regulatory or legal consequences to us, any of our subsidiaries or any of our shareholders or indirect holders of
shares or its Affiliates may occur as a result of such transfer (other than such as our Board of Directors
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considers de minimis). Transfers must be by instrument unless otherwise permitted by the Companies Act.

        The restrictions on transfer and voting restrictions described above may have the effect of delaying, deferring or preventing a change in
control of Assured Guaranty.

Acquisition of Common Shares by Us

        Under our Bye-Laws and subject to Bermuda law, if our Board of Directors determines that any ownership of our shares may result in
adverse tax, legal or regulatory consequences to us, any of our subsidiaries or any of our shareholders or indirect holders of shares or its
Affiliates (other than such as our Board of Directors considers de minimis), we have the option, but not the obligation, to require such
shareholder to sell to us or to a third party to whom we assign the repurchase right the minimum number of common shares necessary to avoid or
cure any such adverse consequences at a price determined in the discretion of the Board of Directors to represent the shares' fair market value (as
defined in our Bye-Laws).

Other Provisions of Our Bye-Laws

        Our Board of Directors and Corporate Action.    Our Bye-Laws provide that our Board of Directors shall consist of not less than three and
not more than 21 directors, the exact number as determined by the Board of Directors. Our Board of Directors consists of ten persons, and is
divided into three classes. Each elected director generally will serve a three year term, with termination staggered according to class.
Shareholders may only remove a director for cause (as defined in our Bye-Laws) at a general meeting, provided that the notice of any such
meeting convened for the purpose of removing a director shall contain a statement of the intention to do so and shall be provided to that director
at least two weeks before the meeting. Vacancies on the Board of Directors can be filled by the Board of Directors if the vacancy occurs in those
events set out in our Bye-Laws as a result of death, disability, disqualification or resignation of a director, or from an increase in the size of the
Board of Directors.

        Generally under our Bye-Laws, the affirmative votes of a majority of the votes cast at any meeting at which a quorum is present is required
to authorize a resolution put to vote at a meeting of the Board of Directors. Corporate action may also be taken by a unanimous written
resolution of the Board of Directors without a meeting. A quorum shall be at least one-half of directors then in office present in person or
represented by a duly authorized representative, provided that at least two directors are present in person.

        Shareholder Action.    At the commencement of any general meeting, two or more persons present in person and representing, in person or
by proxy, more than 50% of the issued and outstanding shares entitled to vote at the meeting shall constitute a quorum for the transaction of
business. In general, any questions proposed for the consideration of the shareholders at any general meeting shall be decided by the affirmative
votes of a majority of the votes cast in accordance with the Bye-Laws.

        The Bye-Laws contain advance notice requirements for shareholder proposals and nominations for directors, including when proposals and
nominations must be received and the information to be included.

        Amendment.    The Bye-Laws may be amended only by a resolution adopted by the Board of Directors and by resolution of the
shareholders.

        Voting of Non-U.S. Subsidiary Shares.    If we are required or entitled to vote at a general meeting of any of AG Re, AGFOL or any other
directly held non-U.S. subsidiary of ours, our Board of Directors shall refer the subject matter of the vote to our shareholders and seek direction
from such shareholders as to how they should vote on the resolution proposed by the non-U.S. subsidiary. Our Board of Directors in its
discretion shall require substantially similar provisions are or will be contained
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in the bye-laws (or equivalent governing documents) of any direct or indirect non-U.S. subsidiaries other than UK and AGRO.

Employees

        As of December 31, 2008, we had 160 employees. None of our employees are subject to collective bargaining agreements. We believe that
employee relations are satisfactory.

Available Information

        We maintain an Internet web site at www.assuredguaranty.com. We make available, free of charge, on our web site (under Investor
Information/SEC Filings) our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to
those reports filed or furnished pursuant to Section 13 (a) or 15 (d) of the Exchange Act (15 U.S.C. 78m (a) or 78o(d)) as soon as reasonably
practicable after we file such material with, or furnish it to, the Securities and Exchange Commission.

        We also make available free of charge through our web site (under Investor Information / Corporate Governance) links to our Corporate
Governance Guidelines, our Code of Conduct and Charters for our Board Committees. These documents are also available in print to any
shareholder who requests them from our secretary by:

telephone (441) 278-6679
facsimile (441) 296-1083
e-mail jmichener@assuredguaranty.com

Nothing on our website should be considered incorporated by reference in this report.

 ITEM 1A.    RISK FACTORS

You should carefully consider the following information, together with the other information contained in this Annual Report on
Form 10-K. The risks and uncertainties described below are not the only ones we face. However, these are the risks our management believes
are material. Additional risks not presently known to us or that we currently deem immaterial may also impair our business or results of
operations. Any of the risks described below could result in a significant or material adverse effect on our results of operations or financial
condition.

 Risks Related to Our Company

A downgrade of the financial strength or financial enhancement ratings of any of our insurance subsidiaries would adversely affect our
business and prospects and, consequently, our results of operations and financial condition.

        Financial strength ratings are an important factor in establishing the competitive position of financial guaranty insurance and reinsurance
companies. The objective of these ratings is to provide an opinion of an insurer's financial strength and ability to meet ongoing obligations to its
policyholders. Ratings reflect the rating agencies' opinions of our financial strength, and are neither evaluations directed to investors in our
common shares nor recommendations to buy, sell or hold our common shares.
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        As of the date of this Form 10-K, our insurance company subsidiaries have been assigned the following insurance financial strength ratings:

Moody's S&P Fitch
Assured Guaranty Corp

Aa2(Excellent)
AAA(Extremely
Strong)

AAA(Extremely
Strong)

Assured Guaranty Re Ltd Aa3(Excellent) AA(Very Strong) AA(Very Strong)
Assured Guaranty Re Overseas Ltd Aa3(Excellent) AA(Very Strong) AA(Very Strong)
Assured Guaranty Mortgage Insurance Company Aa3(Excellent) AA(Very Strong) AA(Very Strong)
Assured Guaranty (UK) Ltd

Aa2(Excellent)
AAA(Extremely
Strong)

AAA(Extremely
Strong)

        "Aa2" (Excellent) is the third highest ranking and "Aa3" (Excellent) is the fourth highest ranking of 21 ratings categories used by Moody's
Investors Service ("Moody's"). A "AAA" (Extremely Strong) rating is the highest ranking and "AA" (Very Strong) is the third highest ranking of
the 21 ratings categories used by Standard & Poor's Inc. ("S&P"). "AAA" (Extremely Strong) is the highest ranking and "AA" (Very Strong) is
the third highest ranking of the 24 ratings categories used by Fitch Ratings ("Fitch"). An insurance financial strength rating is an opinion with
respect to an insurer's ability to pay under its insurance policies and contracts in accordance with their terms. The opinion is not specific to any
particular policy or contract. Insurance financial strength ratings do not refer to an insurer's ability to meet non-insurance obligations and are not
a recommendation to purchase or discontinue any policy or contract issued by an insurer or to buy, hold, or sell any security issued by an insurer,
including our common shares.

        The major rating agencies have developed and published rating guidelines for rating financial guaranty and mortgage guaranty insurers and
reinsurers. The insurance financial strength ratings assigned by S&P, Moody's and Fitch are based upon factors relevant to policyholders and are
not directed toward the protection of investors in our common shares. The rating criteria used by the rating agencies in establishing these ratings
include consideration of the sufficiency of capital resources to meet projected growth (as well as access to such additional capital as may be
necessary to continue to meet applicable capital adequacy standards), the company's overall financial strength, and demonstrated management
expertise in financial guaranty and traditional reinsurance, credit analysis, systems development, marketing, capital markets and investment
operations. Obligations insured by AGC generally are rated Aa2, AAA and AAA by Moody's, S&P and Fitch, respectively, by virtue of such
insurance. These ratings reflect only the views of the respective rating agencies and are subject to revision or withdrawal at any time.

        The rating agencies grant credit to primary companies in their calculations of required capital and single risk limits for reinsurance ceded.
The amount of credit is a function of the financial strength rating of the reinsurer. For example, S&P has established the following reinsurance
credit for business ceded to a monoline reinsurer, including AG Re and AGRO:

Monoline Reinsurer Rating
Ceding Company Rating AAA AA A BBB
AAA 100% 70% 50% n/a
AA 100% 75% 70% 50%
A 100% 80% 75% 70%

Below A: Not applicable.

        For reinsurance ceded to a multiline reinsurer, S&P has re-examined its methodology for the determination of reinsurance credit. In the
course of its examination, S&P considered the effect of having both monoline and multiline companies in the industry, determining that
multiline reinsurers had not demonstrated sufficient commitment to participation in the industry and occasionally had handled claims for
financial guaranty reinsurance as they handle claims in their other business lines. S&P therefore determined that no rating agency reinsurance
credit would be accorded cessions to multiline reinsurance companies that had not demonstrated their willingness and ability to make timely
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payment, which willingness and ability is measured by a financial enhancement rating ("FER") from S&P. A financial enhancement rating
reflects not only an insurer's perceived ability to pay claims, but also its perceived willingness to pay claims. FERs are assigned by S&P to
multiline insurers requesting the rating who meet stringent criteria identifying the company's capacity and willingness to pay claims on a timely
basis. S&P has established the following reinsurance credit for business ceded to a multiline reinsurer carrying an FER:

Multiline Reinsurer Rating
Ceding Company Rating AAA AA A BBB
AAA 95% 65% 45% n/a
AA 95% 70% 65% 45%
A 95% 75% 70% 65%

Below A: Not applicable.

        The ratings of AGRO, Assured Guaranty Mortgage and Assured Guaranty (UK) Ltd. are dependent upon support in the form of keepwell
agreements. AG Re provides a keepwell to its subsidiary, AGRO. AGRO provides a keepwell to its subsidiary, Assured Guaranty Mortgage.
AGC provides a keepwell to its subsidiary, Assured Guaranty (UK) Ltd. Pursuant to the terms of these agreements, each of AG Re, AGRO and
AGC agrees to provide funds to their respective subsidiaries sufficient for those subsidiaries to meet their obligations.

        The ratings assigned by S&P, Moody's and Fitch to our insurance subsidiaries are subject to periodic review and may be downgraded by
one or more of the rating agencies as a result of changes in the views of the rating agencies or adverse developments in our subsidiaries' financial
conditions or results of operations due to underwriting or investment losses or other factors. As a result, the ratings assigned to our insurance
subsidiaries by any of the rating agencies may change at any time. If the ratings of any of our insurance subsidiaries were reduced below current
levels by any of the rating agencies, it could have an adverse effect on the affected subsidiary's competitive position and its prospects for future
business opportunities. A downgrade may also reduce the value of the reinsurance we offer, which may no longer be of sufficient economic
value for our customers to continue to cede to our subsidiaries at economically viable rates.

        On November 21, 2008, Moody's downgraded the insurance financial strength ratings of AGC and its wholly owned subsidiary, AGUK, to
Aa2 from Aaa and also downgraded the insurance financial strength ratings of AG Re and its affiliated insurance operating companies to Aa3
from Aa2. In the same rating action, Moody's downgraded the senior unsecured rating of AGUS and the issuer rating of the ultimate holding
company, Assured Guaranty Ltd to A2 from Aa3. Commensurate with these downgrades, Moody's also announced that its ratings outlook for all
of Assured's ratings was "stable." As of the date of this filing, the Company's rating outlook is categorized as stable from Moody's, Standard &
Poor's Rating Service, a division of McGraw-Hill Companies, Inc. ("S&P") and Fitch Ratings ("Fitch").

        If the ratings of any of our insurance subsidiaries were reduced below current levels, we expect it would have an adverse effect on our
subsidiary's prospects for future business opportunities. A downgrade may also reduce the value of the reinsurance we offer, which may no
longer be of sufficient economic value for our customers to continue to cede to our subsidiaries at economically viable rates.

        With respect to a significant portion of our in-force financial guaranty reinsurance business, in the event that AG Re were downgraded from
Aa3 to A1, subject to the terms of each reinsurance agreement, the ceding company may have the right to recapture business ceded to AG Re
and assets representing substantially all of the statutory unearned premium and loss reserves (if any) associated with that business. As of
December 31, 2008, the statutory unearned premium, which represents deferred revenue to the Company, subject to recapture is approximately
$188 million. If this entire amount were recaptured, it would result in a corresponding one-time reduction to net income of
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approximately $4 million. With respect to FSA, the right to recapture business can only be exercised if AG Re were downgraded to the A
category by more than one rating agency, or below A2/A by any one rating agency. As of December 31, 2008, the statutory unearned premium
subject to recapture by this ceding company is approximately $390 million. If this entire amount were recaptured, it would result in a
corresponding one-time reduction to net income of approximately $43 million. Alternatively, the ceding company can increase the commissions
it charges AG Re for cessions. Any such increase may be retroactive to the date of the cession. As of December 31, 2008, the potential increase
in ceding commissions would result in a one-time reduction to net income of approximately $42 million and a higher ceding commission rate
going forward which would reduce future earnings. The effect on net income under these scenarios is exclusive of any capital gains or losses that
may be realized.

        If a credit derivative is terminated, the Company could be required to make a mark-to-market payment as determined under the ISDA
documentation. For example, if AGC's rating were downgraded to A+, under market conditions at December 31, 2008, if the counterparties
exercised their right to terminate their credit derivatives, AGC would have been required to make payments that the Company estimates to be
approximately $261 million. Further, if AGC's rating was downgraded to a level below BBB- it would have been required to make additional
payments that the Company estimates to be approximately $620 million at December 31, 2008. The Company's mark-to-market methodology is,
however, not the basis on which any such payment amount would be determined. The process for determining the amount of such payment is set
forth in the credit derivative documentation and generally follows market practice for derivative contracts. The actual amounts could be
materially larger than the Company's estimate.

        Under a limited number of credit derivative contracts, the Company may be required to post eligible securities as collateral, generally cash
or U.S. government or agency securities. The need to post collateral under these transactions is generally based on mark-to-market valuation in
excess of contractual thresholds. The particular thresholds decline if the Company's ratings decline. As of December 31, 2008 the Company had
pre-IPO transactions with approximately $1.9 billion of par subject to collateral posting due to changes in market value. Of this amount, as of
December 31, 2008, the Company posted collateral totaling approximately $157.7 million (including $134.2 million for AGC) based on the
unrealized mark-to-market loss position for transactions with two of its counterparties. Any amounts required to be posted as collateral in the
future will depend on changes in the market values of these transactions. Additionally, in the event AGC were downgraded below A-,
contractual thresholds would be eliminated and the amount of par that could be subject to collateral posting requirements would be $2.4 billion.
Based on market values as of December 31, 2008, such a downgrade would have resulted in AGC posting an additional $88.7 million of
collateral. Currently no additional collateral posting is required or anticipated for any other transactions.

        The Company's financial strength ratings assigned by S&P and Fitch were affirmed on June 18, 2008 and December 12, 2007, respectively.
Management is uncertain what, if any, impact Moody's ratings actions will have on the Company's financial strength ratings from S&P and
Fitch.

        A downgrade may also negatively impact the affected company's ability to write new business or negotiate favorable terms on new
business.

If the current difficult conditions in the national and world-wide financial markets continue for an extended period or intensify, our
business, liquidity, financial condition and stock price may be adversely affected.

        The volatility and disruption in the global financial markets have reached unprecedented levels. The availability and cost of credit has been
materially affected. These factors, combined with volatile oil prices, depressed home prices and increasing foreclosures, falling equity market
values, declining business and consumer confidence and the risks of increased inflation and unemployment, have precipitated an economic
slowdown and fears of a severe recession. These conditions may adversely affect our profitability, financial position, investment portfolio, cash
flow, statutory capital and stock price.

53

Edgar Filing: ASSURED GUARANTY LTD - Form 10-K

65



Table of Contents

        Issuers or borrowers whose securities or loans we hold and counterparties under swaps and other derivative contracts may default on their
obligations to us due to bankruptcy, insolvency, lack of liquidity, adverse economic conditions, operational failure, fraud or other reasons.
Additionally, the underlying assets supporting our structured securities may deteriorate causing these securities to incur losses. These losses
could be significantly more than we expect and could materially adversely impact the Company's financial strength, ratings and prospects for
future business.

        The Company's access to funds under its credit facilities is dependent on the ability of the banks that are parties to the facilities to meet their
funding commitments. Those banks may not be able to meet their funding commitments to the Company if they experience shortages of capital
and liquidity or if they experience excessive volumes of borrowing requests from the Company and other borrowers within a short period of
time. In addition, consolidation of financial institutions could lead to an increased credit risk.

We may require additional capital in the future, including soft capital and liquidity, which may not be available or may be available only on
unfavorable terms.

        Our capital requirements depend on many factors, including our in force book of business and rating agency capital requirements. To the
extent that our existing capital is insufficient to meet these requirements and/or cover losses, we may need to raise additional funds through
financings or curtail our growth and reduce our assets. The Company's access to external sources of financing, as well as the cost of such
financing, is dependent on various factors, including market supply of such financing, the long term debt ratings of the Company and the
insurance financial strength ratings and the perceptions of the financial strength of the Company and its insurance subsidiaries. Our debt ratings
are influenced by numerous factors, either in absolute terms or relative to our peer group, such as financial leverage, balance sheet strength,
capital structure and earnings trends. The current adverse conditions in the credit markets have generally restricted the supply of external sources
of financing and increased the cost of such financing when it is available. Equity financings could result in dilution to our shareholders and the
securities may have rights, preferences and privileges that are senior to those of our common shares. If our need for capital arises because of
significant losses, the occurrence of these losses may make it more difficult for us to raise the necessary capital.

        Financial guaranty insurers and reinsurers typically rely on providers of lines of credit, credit swap facilities and similar capital support
mechanisms (often referred to as "soft capital") to supplement their "hard capital." The ratings of soft capital providers directly affect the level of
capital credit which the rating agencies attribute to the financial guaranty insurer or reinsurer when rating its financial strength. We intend to
maintain soft capital facilities with providers having ratings adequate to provide the desired capital credit, although no assurance can be given
that one or more of the rating agencies will not downgrade or withdraw the applicable ratings of such providers in the future. In addition, we
cannot assure you that an acceptable replacement provider would be available in that event.

        We require liquidity in order to pay our operating expenses, interest on our debt and dividends on our common shares, and to make capital
investments in our operating subsidiaries. We anticipate that our need for liquidity will be met by (1) the ability of our operating subsidiaries to
pay dividends or to make other payments to us, (2) external financings and (3) investment income from our invested assets. Some of our
subsidiaries are subject to legal and rating agency restrictions on their ability to pay dividends and make other permitted payments, and external
financing may or may not be available to us in the future on satisfactory terms. Our other subsidiaries are subject to legal restrictions on their
ability to pay dividends and distributions. See "Business�Regulation." While we believe that we will have sufficient liquidity to satisfy our needs
over the next 12 months, there can be no assurance that adverse market conditions, changes in insurance regulatory law or changes in general
economic condition that adversely affect our liquidity will not occur. Similarly, there can be no assurance that adequate liquidity will be
available to us on favorable terms in the future.

        Liquidity at our operating subsidiaries is used to pay operating expenses, claims, payment obligations with respect to credit derivatives,
reinsurance premiums and dividends to Assured Guaranty US Holdings Inc. for debt service and dividends to us, as well as, where appropriate,
to make capital investments in their own subsidiaries. While we believe that the operating cash flows of our subsidiaries will be sufficient to
meet their needs, we cannot assure you that this will be the case, nor can we assure you that existing liquidity facilities will prove adequate to
their needs, or be available to them on favorable terms in the future.
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An increase in our subsidiaries' risk-to-capital ratio or leverage ratio may prevent them from writing new insurance.

        Rating agencies and insurance regulatory authorities impose capital requirements on our insurance subsidiaries. These capital requirements,
which include risk-to-capital ratios, leverage ratios and surplus requirements, limit the amount of insurance that our subsidiaries may write. Our
insurance subsidiaries have several alternatives available to control their risk-to-capital ratios and leverage ratios, including obtaining capital
contributions from us, purchasing reinsurance or entering into other loss mitigation agreements, or reducing the amount of new business written.
However, a material reduction in the statutory capital and surplus of a subsidiary, whether resulting from underwriting or investment losses or
otherwise, or a disproportionate increase in the amount of risk in force, could increase a subsidiary's risk-to-capital ratio or leverage ratio. This in
turn could require that subsidiary to obtain reinsurance for existing business (which may not be available, or may be available on terms that we
consider unfavorable), or add to its capital base to maintain its financial strength ratings. Failure to maintain such ratings could limit that
subsidiary's ability to write new business.

Our reinsurance business is primarily dependent on facultative cessions and portfolio opportunities which may not be available to us in the
future.

        In prior years we have derived a substantial portion of our revenues from financial guaranty reinsurance premiums. During 2008, there has
been a reduction of direct financial guaranty business underwritten by our principal ceding companies and a reduction in the amount of
reinsurance they utilize. As a result, reinsurance treaty business has declined and we are more dependent on facultative cessions and
opportunities to assume financial guaranty portfolios. These facultative cessions and portfolio opportunities may decline or may not be available
to us in the future, which would have an adverse effect on our reinsurance business.

        Additionally, our ability to receive profitable pricing for our reinsurance depends largely on prices charged by the primary insurers for their
insurance coverage and the amount of ceding commissions paid by us to these primary insurers.

Recent adverse developments in the credit and financial guaranty markets have substantially increased uncertainty in our business and may
materially and adversely affect our financial condition, results of operations and future business.

        Since mid-2007 there have been adverse developments in the credit and financial guaranty markets. U.S. RMBS transactions issued in
recent years are now expected to absorb mortgage losses far higher than originally expected by purchasers of these securities and financial
guarantors which guaranteed such securities. This poor performance has led to price declines for RMBS securities and the rating agencies
downgrading thousands of such transactions. The recent credit crisis has substantially reduced the demand for our structured finance guaranties.
These market conditions may also adversely affect the Company in a number of ways, including requiring us to raise and hold more capital,
reduce the demand for our direct guaranties or reinsurance, limit the types of guaranties we offer, encourage new competitors, make losses
harder to estimate, make our results more volatile and make it harder to raise new capital.

Actions taken by the rating agencies with respect to capital models and rating methodology of our business or transactions within our
insured portfolio may adversely affect our business, results of operations and financial condition.

        Changes in the rating agencies' capital models and rating methodology with respect to financial guaranty insurers and the risks in our
investment portfolio and insured portfolio could require us to hold more capital against specified credit risks in the insured portfolio. For
example, the rating agencies have recently made changes to their capital models and rating methodology in response to the
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deterioration in the performance of certain securities. There can be no assurance that capital will be available to us on favorable terms and
conditions or at all, and the failure to raise such capital could have an adverse impact on our business, results of operations and financial
condition. The rating agencies may also decide to change their rating scale for financial guaranty insurers or for the obligations that we insure. A
change in the ratings methodology for financial guaranty insurers could mean that AGC and AG Re could have lower ratings even if there was
no adverse change in their financial conditions. A change in the ratings methodology for the credits that we insure could result in us requiring
more capital to maintain our current ratings levels.

        Individual credits in our insured portfolio (including potential new credits) are assessed a rating agency "capital charge" based on a variety
of factors, including the nature of the credits, their underlying ratings, their tenor and their expected and actual performance. Factors influencing
rating agencies' actions are beyond management's control and are not always known to us. In the event of an actual or perceived deterioration in
creditworthiness, a reduction in the underlying rating or a change in the rating agency capital methodology, the rating agencies may require us to
increase the amount of capital allocated to support the affected credits, regardless of whether losses actually occur, or against potential new
business. Significant reductions in underlying ratings of credits in our insured portfolio can produce significant increases in assessed "capital
charges", which may require us to seek additional capital. There can be no assurance that our capital position will be adequate to meet such
increased reserve requirements or that we will be able to secure additional capital, especially at a time of actual or perceived deterioration in
creditworthiness of new or existing credits. Unless we are able to increase its amount of available capital, an increase in capital charges could
reduce the amount of capital available to support our ratings and could have an adverse effect on our ability to write new business.

        In recent months Fitch, Moody's and S&P have announced the downgrade of, or other negative ratings actions with respect to, a large
number of structured finance transactions, including certain transactions that we insure. There can be no assurance that additional securities in
our insured portfolio will not be reviewed and downgraded in the future. Moreover, we do not know what portion of the securities in our insured
portfolio already have been reviewed by the rating agencies and if, and when, the rating agencies might review additional securities in our
insured portfolio or review again securities that have already been reviewed and/or downgraded. Downgrades of credits that we insure will result
in higher capital charges to us under the relevant rating agency model or models. If the additional amount of capital required to support such
exposures is significant, we could be required to raise additional capital, if available, on terms and conditions that may not be favorable to us,
curtail current business writings, or pay to transfer a portion of our in-force business to generate capital for ratings purposes with the goal of
maintaining our ratings or suffer ratings downgrades. Such events or actions could adversely affect our results of operations, financial condition,
ability to write new business or competitive positioning.

Loss reserve estimates are subject to uncertainties and loss reserves may not be adequate to cover potential paid claims.

        The financial guaranties issued by us insure the financial performance of the obligations guaranteed over an extended period of time, in
some cases over 30 years, under policies that we have, in most circumstances, no right to cancel. As a result of the lack of statistical paid loss
data due to the low level of paid claims in our financial guaranty business and in the financial guaranty industry in general, particularly, until
recently, in the structured asset-backed area, we do not use traditional actuarial approaches to determine loss reserves. The establishment of the
appropriate level of loss reserves is an inherently subjective process involving numerous estimates, assumptions and judgments by management,
using both internal and external data sources with regard to frequency and severity of loss. Actual losses will ultimately depend on events or
transaction performance that will occur in the future. Therefore, there can be no assurance that actual paid claims in our insured portfolio will
not exceed our loss reserves. This uncertainty has substantially increased in recent months, especially for
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RMBS transactions. Current expected losses in subprime, Alt-A, Closed-End Second and HELOC RMBS transactions, as well as other
real-estate related transactions, are far worse than originally expected and in many cases far worse than the worst historical losses. As a result,
historical loss data may have limited value in predicting future RMBS losses. There can be no assurance that current estimates of probable and
estimable losses reflect the actual losses that we may ultimately incur. Actual paid claims could exceed our estimate and could significantly
exceed our loss reserves, which may result in adverse effects on our financial condition, ratings and ability to raise needed capital.

Our financial guaranty products may subject us to significant risks from individual or correlated credits.

        We could be exposed to corporate credit risk if the credit's securities are contained in a portfolio of collateralized debt obligations ("CDOs")
we insure, or if it is the originator or servicer of loans or other assets backing structured securities that we have insured. A CDO is a debt
security backed by a pool of debt obligations. While we track our aggregate exposure to single names in our various lines of business and have
established underwriting criteria to manage risk aggregations, there can be no assurance that our ultimate exposure to a single name will not
exceed our underwriting guidelines, or that an event with respect to a single name will not cause a significant loss. In addition, because we
insure or reinsure municipal bonds, we can have significant exposures to single municipal risks. While the risk of a complete loss, where we pay
the entire principal amount of an issue of bonds and interest thereon with no recovery, is generally lower than for corporate credits as most
municipal bonds are backed by tax or other revenues, there can be no assurance that a single default by a municipality would not have a material
adverse effect on our results of operations or financial condition.

        We are exposed to correlation risk across the various assets we insure. During strong periods of macro economic performance, stress in an
individual transaction generally occurs in a single asset class or for idiosyncratic reason. During a broad economic downturn, a broader range of
our insured portfolio could be exposed to stress at the same time. This stress may manifest itself in downgrades, which may require more capital,
or in actual losses.

Some of our direct financial guaranty products may be riskier than traditional financial guaranty insurance.

        A substantial portion of our financial guaranty direct exposures have been assumed as credit derivatives. Traditional financial guaranty
insurance provides an unconditional and irrevocable guaranty that protects the holder of a municipal finance or structured finance obligation
against non payment of principal and interest, while credit derivatives provide protection from the occurrence of specified credit events,
including non payment of principal and interest. In general, the Company structures credit derivative transactions such that circumstances giving
rise to our obligation to make payments is similar to that for financial guaranty policies and generally occurs as losses are realized on the
underlying reference obligation. Nonetheless, credit derivative transactions are governed by International Swaps and Derivatives
Association, Inc. ("ISDA") documentation and operate differently from financial guaranty insurance policies. For example, the Company's
control rights with respect to a reference obligation under a credit derivative may be more limited than when the Company issues a financial
guaranty insurance policy on a direct primary basis. In addition, while the Company's exposure under credit derivatives, like the Company's
exposure under financial guaranty insurance policies, has been generally for as long as the reference obligation remains outstanding, unlike
financial guaranty insurance policies, a credit derivative may be terminated for a breach of the ISDA documentation or other specific events. In
some older credit derivative transactions, one such specified event is the failure of AGC to maintain specified financial strength ratings ranging
from AA- to BBB-. If a credit derivative is terminated, the Company could be required to make a mark-to-market payment as determined under
the ISDA documentation. For example, if AGC's rating were downgraded to A+, under market conditions at December 31, 2008, if the
counterparties exercised their right to terminate their credit derivatives, AGC would have been required to make payments that the Company
estimates to be approximately $261 million. Further, if AGC's rating was downgraded to a level below BBB- it
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would have been required to make additional payments that the Company estimates to be approximately $620 million at December 31, 2008.
The Company's mark-to-market methodology is, however, not the basis on which any such payment amount would be determined. The process
for determining the amount of such payment is set forth in the credit derivative documentation and generally follows market practice for
derivative contracts. The actual amounts could be materially larger than the Company's estimate.

        Under a limited number of credit derivative contracts, the Company is required to post eligible securities as collateral, generally cash or
U.S. government or agency securities. The need to post collateral under these transactions is generally based on mark-to-market valuation in
excess of contractual thresholds. The particular thresholds decline if the Company's ratings decline. As of December 31, 2008 the Company had
pre-IPO transactions with approximately $1.9 billion of par subject to collateral posting due to changes in market value. Of this amount, as of
December 31, 2008, the Company posted collateral totaling approximately $157.7 million (including $134.2 million for AGC) based on the
unrealized mark-to-market loss position for transactions with two of its counterparties. Any amounts required to be posted as collateral in the
future will depend on changes in the market values of these transactions. Additionally, in the event AGC were downgraded below A-,
contractual thresholds would be eliminated and the amount of par that could be subject to collateral posting requirements would be $2.4 billion.
Based on market values as of December 31, 2008, such a downgrade would have resulted in AGC posting an additional $88.7 million of
collateral. Currently no additional collateral posting is required or anticipated for any other transactions.

Competition in our industry may adversely affect our revenues.

        The principal sources of direct and indirect competition are other financial guaranty insurance companies and other forms of credit
enhancement, which include structural enhancement, letters of credit, and credit derivatives provided by foreign and domestic banks and other
financial institutions, some of which are governmental enterprises.

        Our financial guaranty reinsurance business is vulnerable to a decline in demand by other financial guaranty insurance companies.

New entrants into the financial guaranty industry could have an adverse effect on our prospects either by furthering price competition or by
reducing the aggregate demand for our reinsurance as a result of additional insurance capacity.

        Recently a new financial guaranty insurer has been licensed to operate in New York and the New York State Insurance Superintendent is
encouraging other insurance regulators to rapidly license this new financial guaranty insurer. Increased competition, either in terms of price,
alternative structures, or the emergence of new providers of credit enhancement, could have an adverse effect on our business.

We are dependent on key executives and the loss of any of these executives, or our inability to retain other key personnel, could adversely
affect our business.

        Our success substantially depends upon our ability to attract and retain qualified employees and upon the ability of our senior management
and other key employees to implement our business strategy. We believe there are only a limited number of available qualified executives in the
business lines in which we compete. Although we are not aware of any planned departures, we rely substantially upon the services of Dominic J.
Frederico, our President and Chief Executive Officer, and other executives. Although Mr. Frederico and certain other executives have
employment agreements with us, we cannot assure you that we will be able to retain their services. The loss of the services of any of these
individuals or other key members of our management team could adversely affect the implementation of our business strategy.

58

Edgar Filing: ASSURED GUARANTY LTD - Form 10-K

70



Table of Contents

Our business could be adversely affected by Bermuda employment restrictions.

        Our location in Bermuda may serve as an impediment to attracting and retaining experienced personnel. Under Bermuda law, non
Bermudians, other than spouses of Bermudians and individuals holding permanent resident certificates or working resident certificates, are not
permitted to engage in any gainful occupation in Bermuda without a work permit issued by the Bermuda government. A work permit is only
granted or extended if the employer can show that, after a proper public advertisement, no Bermudian, spouse of a Bermudian or individual
holding a permanent resident certificate or working resident certificates is available who meets the minimum standards for the position. The
Bermuda government's policy places a six year term limit on individuals with work permits, subject to specified exemptions for persons deemed
to be key employees. All of our Bermuda based employees who require work permits have been granted permits by the Bermuda government,
including our President and Chief Executive Officer, Chief Financial Officer, General Counsel and Secretary, Chief Accounting Officer, Chief
Credit Officer, Chief Surveillance Officer and President of AG Re. It is possible that we could lose the services of one or more of our key
employees if we are unable to obtain or renew their work permits.

We may be adversely affected by interest rate changes affecting the performance of our investment portfolio.

        Our operating results are affected, in part, by the performance of our investment portfolio. Changes in interest rates could also have an
adverse effect on our investment income. For example, if interest rates decline, funds reinvested will earn less than expected. Our investment
portfolio contains interest rate-sensitive instruments, such as bonds, which may be adversely affected by changes in interest rates. Increases in
interest rates will reduce the value of these securities, resulting in unrealized losses that we are required to include in shareholder's equity as a
change in accumulated other comprehensive income. Accordingly, interest rate increases could reduce our shareholder's equity. See
"Management's Discussion and Analysis of Financial Condition and Results of Operations�Critical Accounting Policies�Valuation of
Investments."

        In addition, our investment portfolio includes mortgage-backed securities. As of December 31, 2008, mortgage-backed securities
constituted approximately 29% of our invested assets. As with other fixed maturity investments, the fair market value of these securities
fluctuates depending on market and other general economic conditions and the interest rate environment. Changes in interest rates can expose us
to significant prepayment risks on these investments. In periods of declining interest rates, mortgage prepayments generally increase and
mortgage-backed securities are prepaid more quickly, requiring us to reinvest the proceeds at then-current market rates. During periods of rising
interest rates, the frequency of prepayments generally decreases. Mortgage-backed securities having an amortized value less than par
(i.e., purchased at a discount) may incur a decrease in yield or a loss as a result of slower prepayment.

        Interest rates are highly sensitive to many factors, including monetary policies, domestic and international economic and political
conditions and other factors beyond our control. We do not engage in active management, or hedging, of interest rate risk, and may not be able
to mitigate interest rate sensitivity effectively.

The performance of our invested assets affects our results of operations and cash flows.

        Income from our investment portfolio is one of the primary sources of cash flows supporting our operations and claim payments. For the
years ended December 31, 2008, 2007 and 2006, our net investment income was $162.6 million, $128.1 million and $111.5 million,
respectively, in each case exclusive of net realized gains (losses) and unrealized gains (losses) on investments. If our calculations with respect to
our policy liabilities are incorrect, or if we improperly structure our investments to meet these liabilities, we could have unexpected losses,
including losses resulting from forced liquidation of investments before their maturity. The investment policies of our insurance subsidiaries are
subject to
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insurance law requirements, and may change depending upon regulatory, economic and market conditions and the existing or anticipated
financial condition and operating requirements, including the tax position, of our businesses.

        We have retained BlackRock Financial Management ("BlackRock") to manage our investment portfolio. The performance of our invested
assets is subject to their performance in selecting and managing appropriate investments. BlackRock has discretionary authority over our
investment portfolio within the limits of our investment guidelines.

Our net income may be volatile because a portion of the credit risk we assume is in the form of credit derivatives that are accounted for
under FAS 133/149/155, which requires that these instruments be marked-to-market quarterly.

        Any event causing credit spreads (i.e., the difference in interest rates between comparable securities having different credit risk) on an
underlying security referenced in a credit derivative in our portfolio either to widen or to tighten will affect the fair value of the credit derivative
and may increase the volatility of our earnings. Derivatives must be accounted for either as assets or liabilities on the balance sheet and
measured at fair market value. Although there is no cash flow effect from this "marking to market," net changes in the fair market value of the
derivative are reported in our statement of operations and therefore will affect our reported earnings. If the derivative is held to maturity and no
credit loss is incurred, any gains or losses previously reported would be offset by corresponding gains or losses at maturity. See "Management's
Discussion and Analysis of Financial Condition and Results of Operations�Critical Accounting Policies�Fair Value of Credit Derivatives ." Due to
the complexity of fair value accounting and the application of FAS 133/149/155, future amendments or interpretations of these accounting
standards may cause us to modify our accounting methodology in a manner which may have an adverse impact on our financial results.

        Common events that may cause credit spreads on an underlying municipal or corporate security referenced in a credit derivative to fluctuate
include changes in the state of national or regional economic conditions, industry cyclicality, changes to a company's competitive position within
an industry, management changes, changes in the ratings of the underlying security, movements in interest rates, default or failure to pay
interest, or any other factor leading investors to revise expectations about the issuer's ability to pay principal and interest on its debt obligations.
Similarly, common events that may cause credit spreads on an underlying structured security referenced in a credit derivative to fluctuate may
include the occurrence and severity of collateral defaults, changes in demographic trends and their impact on the levels of credit enhancement,
rating changes, changes in interest rates or prepayment speeds, or any other factor leading investors to revise expectations about the risk of the
collateral or the ability of the servicer to collect payments on the underlying assets sufficient to pay principal and interest.

Changes in tax laws could reduce the demand or profitability of financial guaranty insurance, or negatively impact our investment portfolio.

        Any material change in the U.S. tax treatment of municipal securities, the imposition of a national sales tax in lieu of the current federal
income tax structure in the United States, or changes in the treatment of dividends, could adversely affect the market for municipal obligations
and, consequently, reduce the demand for financial guaranty insurance and reinsurance of such obligations.

        Changes in U.S. federal, state or local laws that materially adversely affect the tax treatment of municipal securities or the market for those
securities, or other changes negatively affecting the municipal securities market, also may adversely impact our investment portfolio, a
significant portion of which is invested in tax-exempt instruments. These adverse changes may adversely affect the value of our tax-exempt
portfolio, or its liquidity.
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Regulatory change could adversely affect our ability to enter into future business.

        Future legislative, regulatory or judicial changes in the jurisdictions regulating our Company may adversely affect our ability to pursue our
current mix of business, materially impacting our financial results.

        The perceived decline in the financial strength of many financial guaranty insurers has caused a number of government officials to question
the breadth and complexity of some of the securities guaranteed by financial guaranty insurers. For example, the New York State Insurance
Department has announced that it is working to develop new rules and regulations for the financial guaranty industry. On September 22, 2008,
the New York State Insurance Department (the "Department") issued Circular Letter No. 19 (2008) (the "Circular Letter"), which establishes
best practices guidelines for financial guaranty insurers effective January 1, 2009. The Department plans to propose legislation and regulations
to formalize these guidelines. These guidelines and the related legislation and regulations may limit the amount of new structured finance
business that AGC is able to write in future periods. At this time it is not possible to predict if any such new rules will be implemented or, if
implemented, the content of the new rules.

        In addition, perceived problems in the credit derivative markets have led to calls for further regulation of credit derivatives at the state or
federal level. Changes in the regulation of credit derivatives could materially impact the market demand for derivatives and/or our ability to
enter into derivative transactions.

        Actions taken at the federal level in response to the current recession could materially affect the Company's business. Such risks include:

�
Federal money could be used to capitalize a competitor;

�
Federal money provided to the States could adversely impact the demand for insured bonds; and

�
Proposals with respect to assistance to mortgage borrowers and/or so called "mortgage cram-down" provisions could affect
our ability to realize on the collateral underlying our mortgage-backed transactions.

Our ability to meet our obligations may be constrained by our holding company structure.

        Assured Guaranty is a holding company and, as such, has no direct operations of its own. We do not expect to have any significant
operations or assets other than our ownership of the shares of our subsidiaries. Dividends and other permitted payments from our operating
subsidiaries are expected to be our primary source of funds to meet ongoing cash requirements, including any future debt service payments and
other expenses, and to pay dividends to our shareholders. Our insurance subsidiaries are subject to regulatory and rating agency restrictions
limiting their ability to declare and to pay dividends and make other payments to us. In addition, to the extent that dividends are paid from our
U.S. subsidiaries, they presently would be subject to U.S. withholding tax at a rate of 30%. The inability of our insurance subsidiaries to pay
sufficient dividends and make other permitted payments to us would have an adverse effect on our ability to satisfy our ongoing cash
requirements and on our ability to pay dividends to our shareholders. If we do not pay dividends, the only return on your investment in our
Company, if at all, would come from any appreciation in the price of our common shares. For more information regarding these limitations, see
"Business�Regulation."

Our ability to pay dividends may be constrained by certain regulatory requirements and restrictions.

        We are subject to Bermuda regulatory constraints that will affect our ability to pay dividends on our common shares and to make other
payments. Under the Bermuda Companies Act 1981, as amended (the "Companies Act"), we may declare or pay a dividend out of distributable
reserves only (1) if we have reasonable grounds for believing that we are, and after the payment would be, able to
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pay our liabilities as they become due and (2) if the realizable value of our assets would not be less than the aggregate of our liabilities and
issued share capital and share premium accounts. While we currently intend to pay dividends, if you require dividend income you should
carefully consider these risks before investing in our company. For more information regarding restrictions on our ability to pay dividends, see
"Business�Regulation."

There are provisions in our Bye-Laws that may reduce or increase the voting rights of our common shares.

        If, and so long as, the common shares of a shareholder are treated as "controlled shares" (as determined under section 958 of the Internal
Revenue Code of 1986, as amended (the "Code")) of any U.S. Person (as defined in "Tax Matters�Taxation of Shareholders") and such controlled
shares constitute 9.5% or more of the votes conferred by our issued shares, the voting rights with respect to the controlled shares of such U.S.
Person (a "9.5% U.S. Shareholder") shall be limited, in the aggregate, to a voting power of less than 9.5%, under a formula specified in our
Bye-Laws. The formula is applied repeatedly until the voting power of all 9.5% U.S. Shareholders has been reduced to less than 9.5%. In
addition, our Board of Directors may limit a shareholder's voting rights where it deems appropriate to do so to (1) avoid the existence of any
9.5% U.S. Shareholders, and (2) avoid certain material adverse tax, legal or regulatory consequences to us or any of our subsidiaries or any
shareholder or its affiliates. "Controlled shares" include, among other things, all shares of Assured Guaranty that such U.S. Person is deemed to
own directly, indirectly or constructively (within the meaning of section 958 of the Code).

        Under these provisions, certain shareholders may have their voting rights limited to less than one vote per share, while other shareholders
may have voting rights in excess of one vote per share. Moreover, these provisions could have the effect of reducing the votes of certain
shareholders who would not otherwise be subject to the 9.5% limitation by virtue of their direct share ownership. Our Bye-Laws provide that
shareholders will be notified of their voting interests prior to any vote taken by them.

        As a result of any reallocation of votes, your voting rights might increase above 5% of the aggregate voting power of the outstanding
common shares, thereby possibly resulting in your becoming a reporting person subject to Schedule 13D or 13G filing requirements under the
Exchange Act of 1934 (the "Exchange Act"). In addition, the reallocation of your votes could result in your becoming subject to the short swing
profit recovery and filing requirements under Section 16 of the Exchange Act.

        We also have the authority under our Bye-Laws to request information from any shareholder for the purpose of determining whether a
shareholder's voting rights are to be reallocated under the Bye-Laws. If a shareholder fails to respond to our request for information or submits
incomplete or inaccurate information in response to a request by us, we may, in our sole discretion, eliminate such shareholder's voting rights.

There are provisions in our Bye-Laws that may restrict the ability to transfer common shares, and that may require shareholders to sell their
common shares.

        Our Board of Directors may decline to approve or register a transfer of any common shares (1) if it appears to the Board of Directors, after
taking into account the limitations on voting rights contained in our Bye-Laws, that any adverse tax, regulatory or legal consequences to us, any
of our subsidiaries or any of our shareholders may occur as a result of such transfer (other than such as the Board of Directors considers to be de
minimis), or (2) subject to any applicable requirements of or commitments to the New York Stock Exchange, if a written opinion from counsel
supporting the legality of the transaction under U.S. securities laws has not been provided or if any required governmental approvals have not
been obtained.

        Our Bye-Laws also provide that if our Board of Directors determines that share ownership by a person may result in adverse tax, legal or
regulatory consequences to us, any of our subsidiaries or any
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of our shareholders (other than such as the Board of Directors considers to be de minimis), then we have the option, but not the obligation, to
require that shareholder to sell to us or to third parties to whom we assign the repurchase right for fair market value the minimum number of
common shares held by such person which is necessary to eliminate such adverse tax, legal or regulatory consequences. See "Description of
Share Capital."

Applicable insurance laws may make it difficult to effect a change of control of the Company.

        Before a person can acquire control of a U.S. insurance company, prior written approval must be obtained from the insurance commissioner
of the state where the domestic insurer is domiciled. See "Regulation�Change of Control." Because a person acquiring 10% or more of our
common shares would indirectly control the same percentage of the stock of our U.S. insurance company subsidiaries, the insurance change of
control laws of Maryland and New York would likely apply to such a transaction.

        These laws may discourage potential acquisition proposals and may delay, deter or prevent a change of control of our company, including
through transactions, and in particular unsolicited transactions, that some or all of our shareholders might consider to be desirable.

        While our Bye-Laws limit the voting power of any shareholder (other than ACE) to less than 10%, there can be no assurance that the
applicable regulatory body would agree that a shareholder who owned 10% or more of our common shares did not, notwithstanding the
limitation on the voting power of such shares, control the applicable insurance company subsidiary.

Some reinsurance agreement terms may make it difficult to effect a change of control of the Company

        Some of our reinsurance agreements have change of control provisions that are triggered if a third party acquires a designated percentage of
our shares. If these change of control provisions are triggered, the ceding company may recapture some or all of the reinsurance business ceded
to us in the past. Any such recapture could adversely affect our future income or ratings. These provisions may discourage potential acquisition
proposals and may delay, deter or prevent a change of control of our Company, including through transactions that some or all of our
shareholders might consider to be desirable.

Anti-takeover provisions in our Bye-Laws could impede an attempt to replace or remove our directors, which could diminish the value of our
common shares.

        Our Bye-Laws contain provisions that may make it more difficult for shareholders to replace directors even if the shareholders consider it
beneficial to do so. In addition, these provisions could delay or prevent a change of control that a shareholder might consider favorable. For
example, these provisions may prevent a shareholder from receiving the benefit from any premium over the market price of our common shares
offered by a bidder in a potential takeover. Even in the absence of an attempt to effect a change in management or a takeover attempt, these
provisions may adversely affect the prevailing market price of our common shares if they are viewed as discouraging takeover attempts in the
future.

Our foreign companies other than AGRO may be subject to U.S. tax.

        We intend to manage our business so that Assured Guaranty, AG Re, AGFOL, and Assured Guaranty (UK) Ltd. will operate in such a
manner that none of them should be subject to U.S. federal tax (other than U.S. excise tax on insurance and reinsurance premium income
attributable to insuring or reinsuring U.S. risks, and U.S. withholding tax on certain U.S. source investment income). However, because there is
considerable uncertainty as to the activities which constitute being engaged in a trade or business within the United States, we cannot be certain
that the IRS will not contend successfully that Assured Guaranty or any of our foreign subsidiaries is/are engaged in a trade or business in the
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United States. If Assured Guaranty , AG Re, AGFOL, or Assured Guaranty (UK) Ltd. were considered to be engaged in a trade or business in
the United States, each such company could be subject to U.S. corporate income and branch profits taxes on the portion of its earnings
effectively connected to such U.S. business. See "Tax Matters�Taxation of Assured Guaranty and Subsidiaries�United States."

We may become subject to taxes in Bermuda after 2016, which may have a material adverse effect on our results of operations and on your
investment.

        The Bermuda Minister of Finance, under Bermuda's Exempted Undertakings Tax Protection Act 1966, as amended, has given Assured
Guaranty, AGC, AG Re and AGRO an assurance that if any legislation is enacted in Bermuda that would impose tax computed on profits or
income, or computed on any capital asset, gain or appreciation, or any tax in the nature of estate duty or inheritance tax, then subject to certain
limitations the imposition of any such tax will not be applicable to Assured Guaranty, AGC or our Bermuda Subsidiaries, or any of our or their
operations, shares, debentures or other obligations until 2016. See "Tax Matters�Taxation of Assured Guaranty and Subsidiaries�Bermuda." Given
the limited duration of the Minister of Finance's assurance, we cannot be certain that we will not be subject to Bermuda tax after 2016.

U.S. Persons who hold 10% or more of our shares directly or through foreign entities may be subject to taxation under the CFC rules.

        Each 10% U.S. Shareholder of a foreign corporation that is a CFC for an uninterrupted period of 30 days or more during a taxable year, and
who owns shares in the foreign corporation directly or indirectly through foreign entities on the last day of the foreign corporation's taxable year
on which it is a CFC, must include in its gross income for U.S. federal income tax purposes its pro rata share of the CFC's "subpart F income,"
even if the subpart F income is not distributed. See "Tax Matters�Taxation of Shareholders�United States Taxation."

        We believe that because of the dispersion of our share ownership, provisions in our Bye-Laws that limit voting power and other factors, no
U.S. Person who owns our common shares directly or indirectly through foreign entities should be treated as a 10% U.S. Shareholder of us or of
any of our foreign subsidiaries. It is possible, however, that the IRS could challenge the effectiveness of these provisions and that a court could
sustain such a challenge.

U.S. Persons who hold shares may be subject to U.S. income taxation at ordinary income rates on their proportionate share of our RPII.

        If the gross RPII of AG Re was to equal or exceed 20% of AG Re's gross insurance income in any taxable year and direct or indirect
insureds (and persons related to such insureds) own (or are treated as owning directly or indirectly through entities) 20% or more of the voting
power or value of our shares, then a U.S. Person who owns our shares (directly or indirectly through foreign entities) on the last day of the
taxable year would be required to include in its income for U.S. federal income tax purposes such person's pro rata share of AG Re's RPII for the
entire taxable year, determined as if such RPII were distributed proportionately only to U.S. Persons at that date, regardless of whether such
income is distributed. In addition, any RPII that is includible in the income of a U.S. tax-exempt organization may be treated as unrelated
business taxable income. The amount of RPII earned by AG Re (generally, premium and related investment income from the direct or indirect
insurance or reinsurance of any direct or indirect U.S. holder of shares or any person related to such holder) will depend on a number of factors,
including the geographic distribution of AG Re's business and the identity of persons directly or indirectly insured or reinsured by AG Re. We
believe AG Re did not in prior years of operation and should not in the foreseeable future have either RPII income which equals or exceeds 20%
of gross insurance income or have direct or indirect insureds, as provided for by RPII rules, of AG Re (and related persons) directly or indirectly
own 20% or more of either the voting
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power or value of our shares. However, we cannot be certain that this will be the case because some of the factors which determine the extent of
RPII may be beyond our control.

U.S. Persons who dispose of our shares may be subject to U.S. income taxation at ordinary income tax rates in a portion of their gain, if any.

        The RPII rules provide that if a U.S. Person disposes of shares in a foreign insurance corporation in which U.S. Persons own 25% or more
of the shares (even if the amount of gross RPII is less than 20% of the corporation's gross insurance income and the ownership of its shares by
direct or indirect insureds and related persons is less than the 20% threshold), any gain from the disposition will generally be treated as ordinary
income to the extent of the holder's share of the corporation's undistributed earnings and profits that were accumulated during the period that the
holder owned the shares (whether or not such earnings and profits are attributable to RPII). In addition, such a holder will be required to comply
with certain reporting requirements, regardless of the amount of shares owned by the holder. These RPII rules should not apply to dispositions of
our shares because we will not ourselves be directly engaged in the insurance business; however, the RPII provisions have never been
interpreted by the courts or the U.S. Treasury Department in final regulations, and regulations interpreting the RPII provisions of the Code exist
only in proposed form. It is not certain whether these regulations will be adopted in their proposed form, what changes or clarifications might
ultimately be made thereto, or whether any such changes, as well as any interpretation or application of RPII by the IRS, the courts, or
otherwise, might have retroactive effect. The U.S. Treasury Department has authority to impose, among other things, additional reporting
requirements with respect to RPII. Accordingly, the meaning of the RPII provisions and the application thereof to Assured Guaranty and AG Re
is uncertain.

U.S. Persons who hold common shares will be subject to adverse tax consequences if we are considered to be a PFIC for U.S. federal income
tax purposes.

        If Assured Guaranty is considered a PFIC for U.S. federal income tax purposes, a U.S. person who owns any shares of Assured Guaranty
will be subject to adverse tax consequences, including subjecting the investor to greater tax liability than might otherwise apply and subjecting
the investor to tax on amounts in advance of when tax would otherwise be imposed, which could materially adversely affect your investment.
We believe that Assured Guaranty is not, and we currently do not expect Assured Guaranty to become, a PFIC for U.S. federal income tax
purposes; however, we cannot assure you that Assured Guaranty will not be deemed a PFIC by the IRS. There are currently no regulations
regarding the application of the PFIC provisions to an insurance company. New regulations or pronouncements interpreting or clarifying these
rules may be forthcoming. We cannot predict what impact, if any, such guidance would have on an investor that is subject to U.S. federal
income taxation.
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Changes in U.S. federal income tax law could materially adversely affect an investment in our common shares.

        Legislation has been introduced in the U.S. Congress intended to eliminate certain perceived tax advantages of companies (including
insurance companies) that have legal domiciles outside the United States but have certain U.S. connections. For example, legislation has been
introduced in Congress to limit the deductibility of reinsurance premiums paid by U.S. companies to foreign affiliates. It is possible that this or
similar legislation could be introduced in and enacted by the current Congress or future Congresses that could have an adverse impact on us or
our shareholders.

        U.S. federal income tax laws and interpretations regarding whether a company is engaged in a trade or business within the United States, is
a PFIC, or whether U.S. Persons would be required to include in their gross income the "subpart F income" of a CFC or RPII are subject to
change, possibly on a retroactive basis. There currently are no regulations regarding the application of the PFIC rules to insurance companies,
and the regulations regarding RPII are still in proposed form. New regulations or pronouncements interpreting or clarifying such rules may be
forthcoming. We cannot be certain if, when, or in what form such regulations or pronouncements may be implemented or made, or whether such
guidance will have a retroactive effect.

The Organization for Economic Cooperation and Development and the European Union are considering measures that might increase our
taxes and reduce our net income.

        The Organization for Economic Cooperation and Development (the "OECD") has published reports and launched a global dialogue among
member and non-member countries on measures to limit harmful tax competition. These measures are largely directed at counteracting the
effects of tax havens and preferential tax regimes in countries around the world. In the OECD's report dated April 18, 2002 and periodically
updated Bermuda was not listed as an uncooperative tax haven jurisdiction because it had previously committed to eliminate harmful tax
practices and to embrace international tax standards for transparency, exchange of information and the elimination of any aspects of the regimes
for financial and other services that attract business with no substantial domestic activity. We are not able to predict what changes will arise from
the commitment or whether such changes will subject us to additional taxes.

 Risk Factors Related to the Pending Acquisition of Financial Security Assurance Holdings Ltd.

Loss reserve estimates are subject to uncertainties and loss reserves may not be adequate to cover potential paid claims.

        The financial guarantees issued by Assured and FSA insure the financial performance of the obligations guaranteed over an extended
period of time, in some cases over 30 years, under policies that Assured and FSA have, in most circumstances, no right to cancel. The
acquisition of FSAH will increase our net par outstanding from approximately $227.3 billion to approximately $651.3 billion. As a result of the
lack of statistical paid loss data due to the low level of paid claims in our financial guaranty business and in the financial guaranty industry in
general, particularly, until recently, in the structured asset-backed area, we do not use traditional actuarial approaches to determine loss reserves.
The establishment of the appropriate level of loss reserves is an inherently subjective process involving numerous estimates, assumptions and
judgments by management, using both internal and external data sources with regard to frequency and severity of loss. Actual losses will
ultimately depend on events or transaction performance that will occur in the future. Therefore, we cannot assure you that current estimates of
probable and estimable losses reflect the actual losses that we may ultimately incur. Actual paid claims could exceed our estimate and could
significantly exceed our loss reserves, which may result in adverse effects on our financial condition, ratings and ability to raise needed capital.
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We may have exposure through financial guaranty insurance policies to FSAH's financial products business which we are not acquiring.

        FSAH, through its financial products subsidiaries, offers FSA-insured GICs and other investment agreements, including Medium Term
Notes ("MTNs"). In connection with the acquisition, FSAH is expected to transfer to Dexia Holdings the ownership interests in certain of its
financial products subsidiaries. Even if FSAH no longer owns such financial products subsidiaries, FSA's guarantees of the GICs and MTNs will
remain in place. While Dexia Holdings and FSAH have entered into and are entering into a number of agreements pursuant to which Dexia
Holdings or other Dexia affiliates will guarantee the assets and liabilities of the GIC subsidiaries for the benefit of FSA (and, if FSAH continues
to own Financial Security Asset Management ("FSAM") and the GIC subsidiaries; indemnify Assured for losses arising after the closing of the
acquisition from the assets, liabilities, operations and business of the financial products business); FSA may still be subject to certain risks,
including credit and liquidity risks, associated with FSAH's financial products business. To the extent FSA is required to pay any amounts on
financial products written by FSAH's financial products subsidiaries, FSA will be subject to the risk that it will not receive the guarantee
payment from Dexia Holdings or its affiliates before it is required to make the payment under its financial guarantee policies or that it will not
receive the guarantee payment at all. See "The Stock Purchase Agreement and Ancillary Agreements�Financial Products Agreements."

We will have substantial credit and liquidity exposure to Dexia.

        Dexia Holdings and its affiliates have entered into and are entering into a number of agreements pursuant to which Dexia Holdings or other
Dexia affiliates will guarantee certain amounts, lend certain amounts or lend securities to or in respect of FSAH's financial products business. In
addition, Dexia Holdings has agreed (directly or through an affiliate) to provide a liquidity facility to FSAH in respect of the leveraged tax lease
debt defeasance business FSAH is retaining. As a result of these various agreements, Assured will be subject to the risk that Dexia Holdings or
its various affiliates may not make such amounts or securities available on a timely basis, which is referred to as "liquidity risk," if the
beneficiary of the agreement would be required to fund the necessary amounts, or at all, which is referred to as "credit risk," because of the risk
of default. Even if Dexia Holdings and its affiliates have sufficient assets to pay all amounts when due, concerns regarding Dexia's financial
condition could cause one or more rating agencies to view negatively the ability of Dexia Holdings and its affiliates to perform under their
various agreements and could negatively affect FSA's ratings.

        Dexia Holdings and FSAH have entered into and are entering into a number of agreements pursuant to which Dexia Holdings or other
Dexia affiliates will guarantee the assets and liabilities of the GIC subsidiaries for the benefit of FSA (and, if FSAH continues to own FSAM and
the GIC subsidiaries, indemnify Assured for losses arising after the closing of the acquisition from the assets, liabilities, operations and business
of FSAH's financial products business). Dexia has also agreed to post from time to time eligible collateral (other than any assets of FSAM
owned as of the closing date) having an aggregate value (subject to customary "haircuts") equal to the excess of (i) the aggregate principal
amount of all outstanding GICs over (ii) the aggregate mark-to-market value of FSAM's assets. Under specified circumstances, including
issuance of the sovereign guarantees, Dexia will be relieved, in whole or in part, of its obligation to post collateral. See "The Stock Purchase
Agreement and Ancillary Agreements�Financial Product Agreements." As of September 30, 2008, the liabilities of FSAH's financial products
business exceeded their assets by approximately $4.3 billion (before any tax effects). To the extent FSA is required to pay any amounts in
respect of liabilities of FSAH's financial products subsidiaries, FSA will be subject to the risk that it will not receive the guarantee payment from
Dexia Holdings or its affiliate before it is required to make the payment under its financial guarantee policy or that it will not receive the
guarantee payment at all.
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        Dexia Holdings and/or it affiliates have also entered into agreements to:

�
provide a $5 billion revolving line of credit to FSAM;

�
provide capital contributions to FSAH, not to exceed $500 million in the aggregate, equal to the economic losses on assets
owned by FSAM for which other than temporary impairments have been determined in accordance with FSAH's accounting
principles for the quarter ending immediately prior to the contribution date, less certain realized tax benefits, if any, arising
from those economic losses; and

�
lend FSAM up to $3.5 billion of securities eligible to act as collateral for GICs.

        All of these agreements are described under "The Stock Purchase Agreement and Ancillary Agreements�Financial Product
Agreements�Pre-Existing Agreements."

        Dexia Holdings has agreed to (or cause an affiliate to) provide a liquidity facility for the purpose of covering the liquidity risk arising out of
claims payable in respect of "strip coverages" included in FSAH's leveraged tax lease debt defeasance business. The initial commitment under
this facility will not exceed $2 billion, subject to adjustment to $1 billion under specified conditions. See "The Stock Purchase Agreement and
Ancillary Agreements�Financial Product Agreements�Strip Coverage Liquidity Facility."

Restrictions on the conduct of FSA's business after the closing will limit Assured's operating and financial flexibility.

        Under the stock purchase agreement, Assured has agreed to conduct its business, including the business it acquires from FSAH, subject to
certain restraints described under "The Stock Purchase Agreement and Ancillary Agreements�Post-Closing Conduct of Business." These
restrictions will generally continue for three years after the closing of the acquisition. Among other things, Assured has agreed that unless FSA is
rated below A+, FSA will not write any business except municipal bond and infrastructure bond insurance, whether written directly, assumed,
reinsured or occurring through any merger transaction. Assured has also agreed that FSA will not repurchase, redeem or pay any dividends in
relation to any class of equity interests unless (i) (A) at such time FSA is rated at least AA- by S&P, AA- by Fitch and Aa3 by Moody's (if such
rating agencies still rate financial guaranty insurers generally) and (B) the aggregate amount of such dividends in any year does not exceed
$25 million or (ii) FSA receives prior rating agency confirmation that such action would not cause any rating currently assigned to FSA to be
downgraded immediately following such action. These agreements will limit Assured's operating and financial flexibility.

Although we expect that the acquisition of FSAH will result in benefits to Assured, we may not realize those benefits because of integration
difficulties.

        Integrating the operations of Assured and FSAH successfully or otherwise realizing any of the anticipated benefits of the acquisition of
FSAH, including anticipated cost savings and additional revenue opportunities, involve a number of potential challenges. The failure to meet
these integration challenges could seriously harm our results of operations and the market price of the Assured common shares may decline as a
result.

        Realizing the benefits of the acquisition will depend in part on the integration of information technology, operations and personnel. These
integration activities are complex and time-consuming and we may encounter unexpected difficulties or incur unexpected costs, including:

�
diversion of management attention from ongoing business concerns to integration matters;
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�
difficulties in consolidating and rationalizing information technology platforms and administrative infrastructures; and

�
difficulties in combining corporate cultures, maintaining employee morale and retaining key employees.

        We may not successfully integrate the operations of Assured and FSAH in a timely manner and we may not realize the anticipated net
reductions in costs and expenses and other benefits and synergies of the acquisition of FSAH to the extent, or in the time frame, anticipated. In
addition to the integration risks discussed above, our ability to realize these net reductions in costs and expenses and other benefits and synergies
could be adversely impacted by practical or legal constraints on our ability to combine operations.

The acquisition of FSAH is subject to the receipt of consents and approvals from government entities that may not be received or that may
impose conditions that could have an adverse effect on Assured following the completion of the acquisition.

        We cannot complete the acquisition unless we receive various consents, orders, approvals and clearances from certain regulatory authorities
in the United States and elsewhere. While we believe that we will receive the requisite regulatory approvals from these authorities, we cannot
assure you of this. In addition, these authorities may impose conditions on the completion of the acquisition of FSAH or require changes to the
terms of the acquisition. For example, the authorities may require divestiture of certain assets as a condition to the closing of the acquisition. We
are not obligated to agree to divest assets in order to obtain regulatory approval of the proposed acquisition if such divestiture would have a
material adverse effect on Assured and its subsidiaries (including FSAH and its subsidiaries (other than the financial products subsidiaries))
taken as a whole after the acquisition. While we do not currently expect that any such conditions or changes would be imposed, we cannot assure
you that they will not be, and such conditions or changes could have the effect of delaying completion of the acquisition or imposing additional
costs on or limiting the revenues of Assured following the acquisition, any of which may have an adverse effect on us following the acquisition.
See "The Transaction�Regulatory Approvals Required for the Transaction" and "The Stock Purchase Agreement�Closing Conditions" for a more
detailed discussion.

Subject to certain limitations, Dexia Holdings may sell Assured common shares at any time following the one year anniversary of the
acquisition, which could cause our stock price to decrease.

        Dexia Holdings has agreed not to transfer any of the Assured common shares received in connection with the acquisition at any time prior
to the one year anniversary of the stock purchase agreement. Assured has agreed to register all of such Assured common shares under the
Securities Act. The sale of a substantial number of Assured common shares by Dexia Holdings or our other stockholders within a short period of
time could cause Assured's stock price to decrease, make it more difficult for us to raise funds through future offerings of Assured common
shares or acquire other businesses using Assured common shares as consideration.

You will experience a reduction in percentage ownership and voting power with respect to Assured common shares as a result of the
acquisition.

        In connection with the transaction, we will issue to Dexia Holdings up to 44,567,901 Assured common shares. In order to finance the cash
portion of the purchase price under the stock purchase agreement, we expect to issue additional Assured common shares having a value of
approximately $361 million, or approximately 48.9 million Assured common shares based upon the closing price of the Assured common shares
on the NYSE on February 12, 2009. Therefore, following the completion of the acquisition, holders of Assured common shares will experience a
substantial reduction in their respective percentage ownership interests and effective voting power relative to their respective
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percentage ownership interests in Assured common shares and effective voting power prior to the acquisition.

 ITEM 1B.    UNRESOLVED STAFF COMMENTS

        None.

 ITEM 2.    PROPERTIES

        We and our subsidiaries currently occupy approximately over 142,000 square feet of leased office space in Bermuda, New York, London
and Sydney. Included in that amount are 45,000 square feet for New York office space for the lease that will expire in March 2009. In June
2008, the Company's subsidiary, Assured Guaranty Corp., entered into a new five-year lease agreement for New York office space. Management
believes that the office space is adequate for its current and anticipated needs.

 ITEM 3.    LEGAL PROCEEDINGS

Litigation

        Lawsuits arise in the ordinary course of the Company's business. It is the opinion of the Company's management, based upon the
information available, that the expected outcome of these matters, individually or in the aggregate, will not have a material adverse effect on the
Company's financial position, results of operations or liquidity, although an adverse resolution of a number of these items could have a material
adverse effect on the Company's results of operations or liquidity in a particular quarter or fiscal year.

        Effective January 1, 2004, Assured Guaranty Mortgage Insurance Company ("AGMIC") reinsured a private mortgage insurer (the
"Reinsured") under a Mortgage Insurance Stop Loss Excess of Loss Reinsurance Agreement (the "Agreement"). Under the Agreement, AGMIC
agreed to cover the Reinsured's aggregate mortgage guaranty insurance losses in excess of a $25 million retention and subject to a $95 million
limit. Coverage under the Agreement was triggered only when the Reinsured's: (1) combined loss ratio exceeded 100%; and (2) risk to capital
ratio exceeded 25 to 1, according to insurance statutory accounting. In April 2008, AGMIC notified the Reinsured it was terminating the
Agreement because of the Reinsured's breach of the terms of the Agreement. The Reinsured notified AGMIC that it considers the Agreement to
remain in effect and that the two coverage triggers under the Agreement apply as of April 1, 2008. By letter dated May 5, 2008, the Reinsured
demanded arbitration against AGMIC seeking a declaration that the Agreement remains in effect and alleged compensatory and other damages.
The arbitration hearing took place before a three person panel in December 2008 and January 2009. Post hearing briefing and oral arguments
will be completed on February 26, 2009, and the arbitration panel could render its decision at any time thereafter.

        It is the opinion of the Company's management, based upon the information available, that the expected outcome of litigation against the
Company, individually or in the aggregate, will not have a material adverse effect on the Company's financial position or liquidity, although an
adverse resolution of litigation against the Company could have a material adverse effect on the Company's results of operations in a particular
quarter or fiscal year.

        During 2007, the Company's wholly owned subsidiary, Assured Guaranty Re Overseas Ltd. ("AGRO"), and a number of other parties,
completed various settlements with defendants in the In re: National Century Financial Enterprises Inc. Investment Litigation now pending in
the United States District Court for the Southern District of Ohio�Eastern District. AGRO received approximately $0.4 million (pre-tax) in 2008,
$1.3 million (pre-tax) in 2007 and $13.5 million (pre-tax) in 2006 from the settlements. AGRO originally paid claims in 2003 of approximately
$41.7 million (pre-tax) related to National Century Financial Enterprises Inc. To date, including the settlements described above, the
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Company has recovered $20.5 million (pre-tax). These are a partial settlement of the litigation, and the litigation will continue against other
parties.

        In the ordinary course of their respective businesses, certain of the Company's subsidiaries assert claims in legal proceedings against third
parties to recover losses paid in prior periods. The amounts, if any, the Company will recover in these proceedings are uncertain, although
recoveries in any one or more of these proceedings during any quarter or fiscal year could be material to the Company's results of operations in
that particular quarter or fiscal year.

 ITEM 4.    SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

        No matters were submitted to a vote of stockholders during the fourth quarter of the fiscal year covered by this report.

        On February 6, 2009, a Proxy statement was distributed to Company's stockholders asking for their vote "FOR" 1) the approval of the
issuance of Assured common shares to Dexia Holdings or its designated affiliate in connection with Assured's acquisition of FSAH and 2) the
approval of the issuance of Assured common shares to the WLR Funds pursuant to the WLR Backstop Commitment. The votes for this Proxy
statement will be tallied at a Special General Meeting of the Company on March 16, 2009. .See Item 1. Business, "Acquisition of Financial
Security Assurance Holdings Ltd." for further details.

Executive Officers of the Company

        The table below sets forth the names, ages, positions and business experience of the executive officers of Assured Guaranty Ltd.

Name Age Position(s)
Dominic J. Frederico 56 President and Chief Executive Officer; Deputy

Chairman
Michael J. Schozer 51 President of Assured Guaranty Corp.
Robert B. Mills 59 Chief Financial Officer
James M. Michener 56 General Counsel and Secretary
Robert A. Bailenson 42 Chief Accounting Officer

Dominic J. Frederico has been President and Chief Executive Officer of Assured Guaranty since December 2003. Mr. Frederico served as
Vice Chairman of ACE from June 2003 until April 2004 and served as President and Chief Operating Officer of ACE and Chairman of ACE
INA Holdings, Inc. ("ACE INA") from November 1999 to June 2003. Mr. Frederico was a director of ACE since 2001, but retired from that
board when his term expired on May 26, 2005. Mr. Frederico has also served as Chairman, President and Chief Executive Officer of ACE INA
from May 1999 through November 1999. Mr. Frederico previously served as President of ACE Bermuda Insurance Ltd. ("ACE Bermuda") from
July 1997 to May 1999, Executive Vice President, Underwriting from December 1996 to July 1997, and as Executive Vice President, Financial
Lines from January 1995 to December 1996. Prior to joining ACE, Mr. Frederico spent 13 years working for various subsidiaries of American
International Group ("AIG"). Mr. Frederico completed his employment at AIG after serving as Senior Vice President and Chief Financial
Officer of AIG Risk Management. Before that, Mr. Frederico was Executive Vice President and Chief Financial Officer of UNAT, a wholly
owned subsidiary of AIG headquartered in Paris, France.

Michael J. Schozer has been President of Assured Guaranty Corp. since December 2003. Mr. Schozer was Managing Director�Structured
Finance and Credit Derivatives of Ambac Assurance Corporation from 1996 to December 2003 where he was also a member of Ambac's senior
credit committee.
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Robert B. Mills has been Chief Financial Officer of Assured Guaranty since January 2004. Mr. Mills was Managing Director and Chief
Financial Officer�Americas of UBS AG and UBS Investment Bank from April 1994 to January 2004 where he was also a member of the
Investment Bank Board of Directors. Previously, Mr. Mills was with KPMG from 1971 to 1994 where his responsibilities included being
partner-in-charge of the Investment Banking and Capital Markets practice.

James M. Michener has been General Counsel and Secretary of Assured Guaranty since February 2004. Mr. Michener was General
Counsel and Secretary of Travelers Property Casualty Corp. from January 2002 to February 2004. From April 2001 to January 2002,
Mr. Michener served as general counsel of Citigroup's Emerging Markets business. Prior to joining Citigroup's Emerging Markets business,
Mr. Michener was General Counsel of Travelers Insurance from April 2000 to April 2001 and General Counsel of Travelers Property Casualty
Corp. from May 1996 to April 2000.

Robert A. Bailenson has been Chief Accounting Officer of Assured Guaranty since May 2005 and has been with Assured Guaranty and its
predecessor companies since 1990. In addition to this position, Mr. Bailenson serves as the Chief Accounting Officer of the Company's
subsidiary, Assured Guaranty Corp; a position he has held since 2003. He was Chief Financial Officer and Treasurer of Assured Guaranty
Re Ltd. from 1999 until 2003 and was previously the Assistant Controller of Capital Re Corp., which was acquired by ACE Limited in 1999.

        Information pertaining to this item is incorporated by reference to the sections entitled "Proposal No. 1:Election of Directors", "Corporate
Governance�Did our Officers and Directors Comply with Section 16(a) Beneficial Ownership Reporting in 2008?", "Corporate Governance�How
are Directors Nominated?", "Corporate Governance�The Committees of the Board�The Audit Committee" of the definitive proxy statement for the
Annual General Meeting of Shareholders, which involves the election of directors and will be filed with the SEC not later than 120 days after the
close of the fiscal year pursuant to regulation 14A.

 PART II

 ITEM 5.    MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

        Our Common Stock is listed on the New York Stock Exchange under symbol "AGO." The table below sets forth, for the calendar quarters
indicated, the reported high and low sales prices and amount of any cash dividends declared:

2008 2007

Sales Price Sales PriceCash
Dividends

Cash
DividendsHigh Low High Low

First Quarter $26.98 $16.53 $ 0.045 $28.40 $25.90 $ 0.04
Second Quarter 27.58 17.94 0.045 31.99 26.65 0.04
Third Quarter 20.64 7.95 0.045 30.22 21.32 0.04
Fourth Quarter 16.65 5.49 0.045 29.46 13.34 0.04

        On February 12, 2009, the closing price for our common stock on NYSE was $7.38, and the approximate number of shareholders of record
at the close of business on that date was 14,743.

        The Company is a holding company whose principal source of income is net investment income and dividends from its operating
subsidiaries. The ability of the operating subsidiaries to pay dividends to us and our ability to pay dividends to our shareholders, are each subject
to legal and regulatory restrictions. The declaration and payment of future dividends will be at the discretion of the Board of Directors and will
be dependent upon the profits and financial requirements of Assured Guaranty Ltd. and other factors, including legal restrictions on the payment
of dividends and such other factors as the Board of Directors deems relevant. For more information concerning our dividends, please refer to
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Item 7 under caption "Liquidity and Capital Resources" and Note 14 "Insurance Regulations" to the consolidated financial statements in Item 8
of this Form 10-K.

        On May 4, 2006, the Company's Board of Directors approved a share repurchase program for 1.0 million common shares. Share
repurchases took place at management's discretion depending on market conditions. In August 2007 the Company completed this share
repurchase program. During 2007 and 2006 we repurchased 1.0 million common shares at an average price of $24.81.

        On November 8, 2007, the Company's Board of Directors approved a new share repurchase program for up to 2.0 million common shares.
Share repurchases will take place at management's discretion depending on market conditions. During 2007 we repurchased 0.3 million common
shares at an average price of $19.82. No repurchases were made during 2008.

        The following table reflects the Company share repurchase activity during the three months ended December 31, 2008. All shares
repurchased were for the payment of employee withholding taxes due in connection with the vesting of restricted stock awards:

Period

(a) Total
Number of

Shares Purchased

(b) Average
Price Paid
Per Share

(c) Total Number of
Shares Purchased as
Part of Publicly

Announced Program

(d) Maximum Number
of Shares that

May Yet Be Purchased
Under the Program

October 1�October 31 482 $ 14.61 � 1,717,400
November 1�November 30 626 $ 10.58 � 1,717,400
December 1�December 31 189 $ 12.91 � 1,717,400

Total 1,297 $ 12.42 �

        Set forth below are a line graph and a table comparing the dollar change in the cumulative total shareholder return on the Company's
Common Shares from April 22, 2004 through December 31, 2008 as compared to the cumulative total return of the Standard & Poor's 500 Stock
Index and the cumulative total return of the Standard & Poor's 500 Financials Index. The chart and table depict the value on April 22, 2004,
December 31, 2004, December 31, 2005, December 31, 2006, December 31,
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2007 and December 31, 2008 of a $100 investment made on April 22, 2004, with all dividends reinvested.

Assured Guaranty S&P 500 Index
S&P 500

Financial Index
04/22/04 $ 100.00 $ 100.00 $ 100.00
12/31/04 $ 109.67 $ 107.65 $ 108.25
12/31/05 $ 142.36 $ 112.93 $ 115.29
12/31/06 $ 149.98 $ 130.77 $ 137.45
12/31/07 $ 150.57 $ 137.95 $ 111.99
12/31/08 $ 65.56 $ 86.91 $ 50.09

Source: Bloomberg
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 ITEM 6.    SELECTED FINANCIAL DATA

        The following selected financial data should be read together with the other information contained in this Form 10-K, including
"Management's Discussion and Analysis of Financial Condition and Results of Operations" and the consolidated financial statements and related
notes included elsewhere in this Form 10-K.

Reclassification

        Effective with the quarter ended March 31, 2008, the Company reclassified the revenues, expenses and balance sheet items associated with
financial guaranty contracts that our financial guaranty subsidiaries write in the form of credit default swap ("CDS") contracts. The
reclassification does not change our net income (loss) or shareholder's equity. This reclassification is being adopted by the Company after
agreement with member companies of the Association of Financial Guaranty Insurers in consultation with the staffs of the Office of the Chief
Accountant and the Division of Corporate Finance of the Securities and Exchange Commission. The reclassification is being implemented in
order to increase comparability of our financial statements with other financial guaranty companies that have CDS contracts.

        In general, the Company structures credit derivative transactions such that the method for making loss payments is similar to that for
financial guaranty policies and generally occurs as losses are realized on the underlying reference obligation. Nonetheless, credit derivative
transactions are governed by International Swaps and Derivatives Association, Inc. documentation and operates differently from financial
guaranty insurance policies. Under GAAP CDS contracts are subject to derivative accounting rules and financial guaranty policies are subject to
insurance accounting rules.

        In the Company's accompanying consolidated statements of operations and comprehensive income, the Company has reclassified CDS
revenues from "net earned premiums" to "realized gains and other settlements on credit derivatives." Loss and loss adjustment expenses and
recoveries that were previously included in "loss and loss adjustment expenses (recoveries)" have been reclassified to "realized gains and other
settlements on credit derivatives," as well. Portfolio and case loss and loss adjustment expenses have been reclassified from "loss and loss
adjustment expenses (recoveries)" and are included in "unrealized gains (losses) on credit derivatives," which previously included only
unrealized mark to market gains or losses on the Company's contracts written in CDS form. In the consolidated balance sheet, the Company
reclassified all CDS-related balances previously included in "unearned premium reserves," "reserves for losses and loss adjustment expenses,"
"prepaid reinsurance premiums," "premiums receivable" and "reinsurance balances payable" to either "credit derivative liabilities" or "credit
derivative assets," depending on the net position of the CDS contract at each balance sheet date.
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        These reclassifications had no impact on net income (loss), comprehensive income (loss), earnings (loss) per share, cash flows or total
shareholders' equity.

Year Ended December 31,

2008 2007 2006 2005 2004
($ in millions, except per share amounts)

Statement of operations data:*
Gross written premiums $618.3 $ 424.5 $261.3 $192.1 $222.8
Net written premiums 604.6 408.0 255.8 159.1 114.6
Net earned premiums 261.4 159.3 144.8 139.4 98.7
Net investment income 162.6 128.1 111.5 96.8 94.8
Net realized investment (losses) gains (69.8) (1.3) (2.0) 2.2 12.0
Realized gains and other settlements on credit
derivatives 117.6 74.0 73.9 57.1 (13.1)
Unrealized gains (losses) on credit derivatives 38.0 (670.4) 11.8 4.4 137.4
Other income(1) 43.4 8.8 0.4 0.2 0.8

Total revenues 553.2 (301.6) 340.4 300.3 330.5

Loss and loss adjustment expenses (recoveries) 265.8 5.8 11.3 (63.9) (48.2)
Profit commission expense 1.3 6.5 9.5 12.9 15.5
Acquisition costs 61.2 43.2 45.2 45.4 49.7
Operating expenses 83.5 79.9 68.0 59.0 67.8
Interest expense 23.3 23.5 13.8 13.5 10.7
Other expense 5.7 2.6 2.5 3.7 1.6

Total expenses 440.9 161.4 150.4 70.7 97.2

Income (loss) before provision (benefit) for income
taxes 112.3 (463.0) 190.0 229.6 233.3
Provision (benefit) for income taxes 43.4 (159.8) 30.2 41.2 50.5

Net income (loss) $ 68.9 $(303.3) $159.7 $188.4 $182.8

Earnings (loss) per share:
Basic $ 0.78 $ (4.46) $ 2.18 $ 2.55 $ 2.44
Diluted $ 0.77 $ (4.46) $ 2.15 $ 2.53 $ 2.44

Dividends per share $ 0.18 $ 0.16 $ 0.14 $ 0.12 $ 0.06

*
Some amounts may not add due to rounding.
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Year Ended December 31,

2008 2007 2006 2005 2004
($ in millions, except per share amounts)

Balance sheet data (end of period):
Investments and cash $ 3,643.6 $ 3,147.9 $ 2,469.9 $ 2,256.0 $ 2,157.9
Prepaid reinsurance premiums 18.9 13.5 4.5 9.5 11.8
Total assets 4,555.7 3,762.9 2,931.6 2,689.8 2,689.0
Unearned premium reserves 1,233.7 887.2 631.0 524.6 507.2
Reserves for losses and loss adjustment
expenses 196.8 125.6 115.9 117.4 217.2
Credit derivative liabilities (assets), net 586.8 617.6 (49.0) (35.8) (31.3)
Long-term debt 347.2 347.1 347.1 197.3 197.4
Total liabilities 2,629.5 2,096.4 1,280.8 1,028.3 1,161.4
Accumulated other comprehensive
income 2.9 56.6 41.9 45.8 79.0
Shareholders' equity 1,926.2 1,666.6 1,650.8 1,661.5 1,527.6
Book value per share 21.18 20.85 24.44 22.22 20.19

Financial Ratios:
Loss and loss adjustment expense ratio(2) 81.4% 3.4% (3.3)% (35.0)% (17.0)%
Expense ratio(3) 38.7% 55.8% 59.2% 58.9% 65.4%

Combined ratio(4) 120.1% 59.2% 55.9% 23.9% 48.4%

Combined statutory financial
information:
Contingency reserve(5) $ 728.4 $ 598.5 $ 645.8 $ 572.9 $ 491.8
Policyholders' surplus(6) 1,578.4 1,489.9 1,010.0 977.3 906.2

Additional financial guaranty
information (end of period):
Net in-force business (principal and
interest)(7) $348,816 $302,413 $180,174 $145,694 $136,120
Net in-force business (principal only)(7) 222,722 200,279 132,296 102,465 95,592

(1)
Other income for the year ended December 31, 2008 and 2007 included a change in fair value of $42.7 million and $8.3 million related
to Assured Guaranty Corp.'s committed capital securities entered into in April 2005. The change in fair value was $0 in 2006 and
2005.

(2)
Loss and loss adjustment expense ratio, which is a non-GAAP financial measure, is defined as loss and loss adjustment expenses
(recoveries) plus the Company's net estimate of credit derivative incurred case and portfolio loss and loss adjustment expense reserves,
which is included in unrealized gains (losses) on credit derivatives, plus net credit derivative losses (recoveries), which is included in
realized gains and other settlements on credit derivatives, divided by net earned premiums plus net credit derivative premiums
received and receivable, which is included in realized gains and other settlements on credit derivatives.

(3)
Expense ratio is calculated by dividing the sum of ceding commissions expense (income), profit commission expense, acquisition
costs and operating expenses by net earned premiums plus net credit derivative premiums received and receivable, which is included
in realized gains and other settlements on credit derivatives.

(4)
Combined ratio, which is a non-GAAP financial measure, is the sum of the loss and loss adjustment expense ratio and the expense
ratio.

(5)
Under U.S. statutory accounting principles, financial guaranty and mortgage guaranty insurers are required to establish contingency
reserves based on a specified percentage of premiums. A contingency reserve is an additional liability established to protect
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(6)
Combined policyholders' surplus represents the addition of our combined U.S. based statutory surplus and our Bermuda based
statutory surplus.

(7)
The Company's 2008, 2007 and 2006 reinsurance par outstanding on facultative business are reported on a current quarter basis while
2005 and prior years are reported on a one-quarter lag.
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 ITEM 7.    MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATION

The following discussion and analysis of our financial condition and results of operations should be read in conjunction with our
consolidated financial statements and accompanying notes which appear elsewhere in this Form 10-K. It contains forward looking statements
that involve risks and uncertainties. Please see "Forward Looking Statements" for more information. Our actual results could differ materially
from those anticipated in these forward looking statements as a result of various factors, including those discussed below and elsewhere in this
Form 10-K, particularly under the headings "Risk Factors" and "Forward Looking Statements."

Executive Summary

        Assured Guaranty Ltd. is a Bermuda based holding company which provides, through its operating subsidiaries, credit enhancement
products to the public finance, structured finance and mortgage markets. We apply our credit expertise, risk management skills and capital
markets experience to develop insurance, reinsurance and credit derivative products that meet the credit enhancement needs of our customers.
We market our products directly and through financial institutions. We serve the U.S. and international markets.

        Our insurance company subsidiaries have been assigned the following insurance financial strength ratings:

Moody's S&P Fitch
Assured Guaranty Corp. 

Aa2(Excellent)
AAA(Extremely
Strong)

AAA(Extremely
Strong)

Assured Guaranty Re Ltd. Aa3(Excellent) AA(Very Strong) AA(Very Strong)
Assured Guaranty Re Overseas Ltd. Aa3(Excellent) AA(Very Strong) AA(Very Strong)
Assured Guaranty Mortgage Insurance Company Aa3(Excellent) AA(Very Strong) AA(Very Strong)
Assured Guaranty (UK) Ltd

Aa2(Excellent)
AAA(Extremely
Strong)

AAA(Extremely
Strong)

        "Aaa" (Exceptional) is the highest ranking, which Assured Guaranty Corp. ("AGC") and Assured Guaranty (UK) Ltd. achieved in July
2007, and "Aa2" (Excellent) is the third highest ranking of 21 ratings categories used by Moody's Investors Service ("Moody's"). A "AAA"
(Extremely Strong) rating is the highest ranking and "AA" (Very Strong) is the third highest ranking of the 21 ratings categories used by
Standard & Poor's Inc. ("S&P"). "AAA" (Extremely Strong) is the highest ranking and "AA" (Very Strong) is the third highest ranking of the 24
ratings categories used by Fitch Ratings ("Fitch"). An insurance financial strength rating is an opinion with respect to an insurer's ability to pay
under its insurance policies and contracts in accordance with their terms. The opinion is not specific to any particular policy or contract.
Insurance financial strength ratings do not refer to an insurer's ability to meet non insurance obligations and are not a recommendation to
purchase or discontinue any policy or contract issued by an insurer or to buy, hold, or sell any security issued by an insurer, including our
common shares.

        On July 21, 2008, Moody's placed under review for possible downgrade the Aaa insurance financial strength ratings of Assured Guaranty
Corp. ("AGC") and its wholly owned subsidiary, Assured Guaranty (UK) Ltd., as well as the Aa2 insurance financial strength ratings of Assured
Guaranty Re Ltd. ("AG Re") and its affiliated insurance operating companies. Moody's has placed under review for possible downgrade the Aa3
senior unsecured rating of parent company, Assured Guaranty US Holdings Inc. and the Aa3 issuer rating of the ultimate holding company,
Assured Guaranty Ltd. Moody's revised assessment of stress-case loss estimates on our residential mortgage-backed securities portfolio did not
change meaningfully from their prior estimates.

        On November 21, 2008, Moody's downgraded the insurance financial strength ratings of AGC and its wholly owned subsidiary, Assured
Guaranty (UK) Ltd., to Aa2 from Aaa and also downgraded the insurance financial strength ratings of AG Re and its affiliated insurance
operating companies to Aa3 from Aa2. In the same rating action, Moody's downgraded the senior unsecured rating of Assured
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Guaranty US Holdings Inc. and the issuer rating of the ultimate holding company, Assured Guaranty Ltd. to A2 from Aa3.

        If the ratings of any of our insurance subsidiaries were reduced below current levels, we expect it would have an adverse effect on our
subsidiary's competitive position and its prospects for future business opportunities. A downgrade may also reduce the value of the reinsurance
we offer, which may no longer be of sufficient economic value for our customers to continue to cede to our subsidiaries at economically viable
rates.

        With respect to a significant portion of our in-force financial guaranty reinsurance business, in the event that AG Re were downgraded from
Aa3 to A1, subject to the terms of each reinsurance agreement, the ceding company may have the right to recapture business ceded to AG Re
and assets representing substantially all of the statutory unearned premium and loss reserves (if any) associated with that business. As of
December 31, 2008, the statutory unearned premium, which represents deferred revenue to the Company, subject to recapture is approximately
$188 million. If this entire amount was recaptured, it would result in a corresponding one-time reduction to net income of approximately
$4 million. With respect to one of AG Re's ceding companies, the right to recapture business can only be exercised if AG Re were downgraded
to the A category by more than one rating agency, or below A2/A by any one rating agency. As of December 31, 2008, the statutory unearned
premium subject to recapture by this ceding company is approximately $390 million. If this entire amount were recaptured, it would result in a
corresponding one-time reduction to net income of approximately $43 million. Alternatively, the ceding company can increase the commissions
it charges AG Re for cessions. Any such increase may be retroactive to the date of the cession. As of December 31, 2008, the potential increase
in ceding commissions would result in a one-rime reduction to net income of approximately $42 million. The effect on net income under these
scenarios is exclusive of any capital gains or losses that may be realized.

        If a credit derivative is terminated, the Company could be required to make a mark-to-market payment as determined under the ISDA
documentation. For example, if AGC's rating were downgraded to A+, under market conditions at December 31, 2008, if the counterparties
exercised their right to terminate their credit derivatives, AGC would have been required to make payments that the Company estimates to be
approximately $261 million. Further, if AGC's rating was downgraded to a level below BBB- it would have been required to make additional
payments that the Company estimates to be approximately $620 million at December 31, 2008. The Company's mark-to-market methodology is,
however, not the basis on which any such payment amount would be determined. The process for determining the amount of such payment is set
forth in the credit derivative documentation and generally follows market practice for derivative contracts. The actual amounts could be
materially larger than the Company's estimate.

        Under a limited number of credit derivative contracts, the Company is required to post eligible securities as collateral, generally cash or
U.S. government or agency securities. The need to post collateral under these transactions is generally based on mark-to-market valuation in
excess of contractual thresholds. The particular thresholds decline if the Company's ratings decline. As of December 31, 2008 the Company had
pre-IPO transactions with approximately $1.9 billion of par subject to collateral posting due to changes in market value. Of this amount, as of
December 31, 2008, the Company posted collateral totaling approximately $157.7 million (including $134.2 million for AGC) based on the
unrealized mark-to-market loss position for transactions with two of its counterparties. Any amounts required to be posted as collateral in the
future will depend on changes in the market values of these transactions. Additionally, in the event AGC were downgraded below A-,
contractual thresholds would be eliminated and the amount of par that could be subject to collateral posting requirements would be $2.4 billion.
Based on market values as of December 31, 2008, such a downgrade would have resulted in AGC posting an additional $88.7 million of
collateral. Currently no additional collateral posting is required or anticipated for any other transactions.
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        The Company's financial strength ratings assigned by S&P and Fitch were affirmed on June 18, 2008 and December 12, 2007, respectively.
Management is uncertain what, if any, impact Moody's ratings actions will have on the Company's financial strength ratings from S&P and
Fitch.

        On April 8, 2008, investment funds managed by WL Ross & Co. LLC ("WL Ross") purchased 10,651,896 shares of the Company's
common equity at a price of $23.47 per share, resulting in proceeds to the Company of $250.0 million. The Company contributed $150.0 million
of these proceeds to its subsidiary, Assured Guaranty Re Ltd. In addition, the Company contributed $100.0 million of these proceeds to its
subsidiary, Assured Guaranty US Holdings Inc., which in turn contributed the same amount to its subsidiary, AGC. The commitment to
purchase these shares was previously announced on February 29, 2008. In addition, Wilbur L. Ross, Jr., President and Chief Executive Officer
of WL Ross, has been appointed to the Board of Directors of the Company to serve a term expiring at the Company's 2009 annual general
meeting of shareholders. Mr. Ross's appointment became effective immediately following the Company's 2008 annual general meeting of
shareholders, which was held on May 8, 2008. WL Ross has a remaining commitment through April 8, 2009 to purchase up to $750.0 million of
the Company's common equity, at the Company's option, subject to the terms and conditions of the investment agreement with the Company
dated February 28, 2008. In accordance with the investment agreement, the Company may exercise this option in one or more drawdowns,
subject to a minimum drawdown of $50 million, provided that the purchase price per common share for the subsequent shares is not greater than
$27.57, or less than $19.37, the price per common share for the initial shares. The purchase price per common share for such shares will be equal
to 97% of the volume weighted average price of a common share on the NYSE for the 15 NYSE trading days prior to the applicable drawdown
notice. As of December 31, 2008, and as of the date of this filing, the purchase price per common share is outside of this range and therefore the
Company may not, at this time, exercise its option for WL Ross to purchase additional shares.

        On September 16, 2008, the Company agreed to waive the standstill provisions of the investment agreement to permit investment funds
managed by WL Ross (the "WLR Funds") to purchase up to 5,000,000 additional common shares of the Company in open market transactions
from time to time. The timing and amount of any such purchases are in the sole discretion of WL Ross and they are not obligated to purchase
any such shares. The additional shares purchased by the WLR Funds, if any, will be purchased from current shareholders and therefore will not
result in an increase in shareholders' equity at the Company or its subsidiaries. If all 5,000,000 additional shares were purchased, the WLR
Funds would beneficially own 17,166,396 shares or approximately 18.9% of the Company's outstanding common shares based on shares
outstanding as of December 31, 2008. As of the date of this filing the Company has not been notified that WLR Funds purchased any additional
shares of the Company.

        On December 21, 2007, the Company completed the sale of 12,483,960 of its common shares at a price of $25.50 per share. The net
proceeds of the sale totaled approximately $303.8 million. The Company has contributed the net proceeds of the offering to its reinsurance
subsidiary, AG Re. AG Re has used the proceeds to provide capital support in the form of a reinsurance portfolio transaction with Ambac
Assurance Corp. ("Ambac") for approximately $29 billion of net par outstanding, as well as to support the growth of AGC, the Company's
principal direct financial guaranty subsidiary, by providing reinsurance. AG Re is AGC's principal financial guaranty reinsurer.

        We regularly evaluate potential acquisitions of other companies, lines of business and portfolios of risks and hold discussions with potential
third parties regarding such transactions. As a general rule, we publicly announce such transactions only after a definitive agreement has been
reached.

        On November 14, 2008, Assured Guaranty Ltd. announced that it had entered into a definitive agreement ("the Purchase Agreement") with
Dexia Holdings, Inc. ("Dexia") to purchase Financial Security Assurance Holdings Ltd. ("FSAH") and, indirectly, all of its subsidiaries,
including the financial guaranty insurance company, Financial Security Assurance, Inc. The definitive agreement provides that the Company
will be indemnified against exposure to FSAH's Financial Products segment,
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which includes its guaranteed investment contract business. Pursuant to the Purchase Agreement, the Company agreed to buy 33,296,733 issued
and outstanding shares of common stock of FSAH, representing as of the date thereof approximately 99.8524% of the issued and outstanding
shares of common stock of FSAH. The remaining shares of FSAH are currently held by current or former directors of FSAH. Assured expects
that it will acquire the remaining shares of FSAH common stock concurrent with the closing of the acquisition of shares of FSAH common stock
from Dexia or shortly thereafter at the same price paid to Dexia. We expect to close this transaction is expected to occur in either the first or
second quarter of 2009.

        The purchase price is $722 million (based upon the closing price of the Company's common shares on the NYSE on November 13, 2008 of
$8.10), consisting of $361 million in cash and up to 44,567,901 of the Company's common shares. If, prior to the closing date under the stock
purchase agreement, the Company issues new common shares (other than pursuant to an employee benefit plan) or other securities that are
convertible into or exchangeable for or otherwise linked to the Company's common shares at a purchase price per share of less than $8.10, the
Company has agreed to issue to Dexia on the closing date an additional number of the Company's common shares with an aggregate value as of
the closing date (measured based on the average of the volume weighted average price per share for each day in the 20 NYSE trading day period
ending three business days prior to the closing date) representing the amount of dilution as a result of such issuance. The amount of dilution is
defined to mean (x) the number of the Company's common shares issued (or that upon conversion or exchange would be issuable) as a result of
the dilutive issuance, multiplied by (y) the positive difference if any between $8.10 and the purchase (or reference, implied, conversion,
exchange or comparable) price per share received by the Company in the dilutive issuance, multiplied by (z) the percentage of the issued and
outstanding share capital of the Company represented by the Company common shares to be received by Dexia under the stock purchase
agreement (without taking into account any additional Assured Guaranty Ltd.'s common shares issued or issuable as a result of the anti-dilution
provision).

        Under the Purchase Agreement, the Company may elect to pay $8.10 per share in cash in lieu of up to 22,283,951 of the Company's
common shares that it would otherwise deliver as part of the purchase price.

        The Company expects to finance the cash portion of the acquisition with the proceeds of a public equity offering. The Company has
received a backstop commitment ("the WLR Backstop Commitment") from the WLR Funds, a related party, to fund the cash portion of the
purchase price with the purchase of newly issued common shares. The Company entered into the WLR Backstop Commitment on November 13,
2008 with the WLR Funds. The WLR Backstop Commitment amended the Investment Agreement between the Company and the WLR Funds
and provided to the Company the option to cause the WLR Funds to purchase from Assured Guaranty Ltd. or Assured Guaranty US
Holdings Inc. a number of the Company's common shares equal to the quotient of (i) the aggregate dollar amount not to exceed $361 million
specified by the Company divided by (ii) the volume weighted average price of the Company's common share on the NYSE for the 20 NYSE
trading days ending with the last NYSE trading day immediately preceding the date of the closing under the stock purchase agreement, with a
floor of $6.00 and a cap of $8.50.

        The WLR Funds have no obligation to purchase these common shares pursuant to the WLR Backstop Commitment until the closing under
the stock purchase agreement occurs. The Company may use the proceeds from the sale of the Company's common shares pursuant to the WLR
Backstop Commitment solely to pay a portion of the purchase price under the stock purchase agreement. The WLR Funds' obligations under the
WLR Backstop Commitment have been secured by letters of credit issued for the benefit of the Company by Bank of America, N.A. and RBS
Citizens Bank, N.A., each in the amount of $180.5 million.

        The Company has paid the WLR Funds a nonrefundable commitment fee of $10,830,000 in connection with the option granted by the
WLR Backstop Commitment and has agreed to pay the
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WLR Funds' expenses in connection with the transactions contemplated thereby. The Company has agreed to reimburse the WLR Funds for the
$4.1 million cost of obtaining the letters of credit referred to above.

        In January 2009, AGC finalized an agreement with CIFG Assurance North America, Inc. ("CIFG") to assume a diversified portfolio of
financial guaranty contracts totaling approximately $13.3 billion of net par outstanding. AGC received $75.6 million, which included
$85.7 million of upfront premiums net of ceding commissions and approximately $12.2 million of future installments related to this transaction.

        The financial guaranty industry, along with many other financial institutions, continues to be threatened by deterioration of the credit
performance of securities collateralized by U.S. residential mortgages. There is significant uncertainty surrounding general economic factors,
including interest rates and housing prices, which may adversely affect our loss experience on these securities. The Company continues to
monitor these exposures and update our loss estimates as new information is received. Additionally, scrutiny from state and federal regulatory
agencies could result in changes that limit our business.

        Our financial results include four principal business segments: financial guaranty direct, financial guaranty reinsurance, mortgage guaranty
and other. The other segment represents lines of business that we exited or sold as part of our 2004 initial public offering ("IPO").

        We derive our revenues principally from premiums from our insurance and reinsurance businesses, unrealized gains and losses and realized
gains and other settlements on credit derivatives, net investment income, and net realized gains and losses from our investment portfolio. Our
premiums and realized gains and other settlement on credit derivatives are a function of the amount and type of contracts we write as well as
prevailing market prices. We receive payments on an upfront basis when the policy is issued or the contract is executed and/or on an installment
basis over the life of the applicable transaction.

        Investment income is a function of invested assets and the yield that we earn on those assets. The investment yield is a function of market
interest rates at the time of investment as well as the type, credit quality and maturity of our invested assets. In addition, we could realize capital
losses on securities in our investment portfolio from other than temporary declines in market value as a result of changing market conditions,
including changes in market interest rates, and changes in the credit quality of our invested assets.

        Realized gains and other settlements on credit derivatives include credit derivative premiums received and receivable for credit protection
the Company has sold under its credit default swaps ("CDS"), any contractual claim losses paid and payable related to insured credit events
under these contracts, realized gains or losses related to their early termination and ceding commissions (expense) income. The Company
generally holds credit derivative contracts to maturity. However, in certain circumstances such as for risk management purposes or as a result of
a decision to exit a line of business, the Company may decide to terminate a derivative contract prior to maturity.

        Unrealized gains (losses) on credit derivatives represent the adjustments for changes in fair value that are recorded in each reporting period
under FAS No. 133, "Accounting for Derivative Instruments and Hedging Activities" ("FAS 133"). Changes in unrealized gains and losses on
credit derivatives are reflected in the consolidated statements of operations and comprehensive income in unrealized gains (losses) on credit
derivatives. Cumulative unrealized gains (losses), determined on a contract by contract basis, are reflected as either net assets or net liabilities in
the Company's balance sheets. Unrealized gains and losses resulting from changes in the fair value of credit derivatives occur because of
changes in interest rates, credit spreads, the credit ratings of the referenced entities, the Company's credit rating and other market factors. The
unrealized gains (losses) on credit derivatives will reduce to zero as the exposure approaches its maturity date, unless there is a payment default
on the exposure.
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Changes in the fair value of the Company's credit derivatives do not reflect actual claims or credit losses, and have no impact on the Company's
claims paying resources, rating agency capital or regulatory capital positions.

        In 2008 and 2007 the Company also recorded a fair value gain of $42.7 million and $8.3 million, pre-tax, respectively, related to Assured
Guaranty Corp.'s committed capital securities.

        Our expenses consist primarily of losses and loss adjustment expenses ("LAE"), profit commission expense, acquisition costs, operating
expenses, interest expense, put-option premium expense associated with our committed capital securities (the "CCS Securities") and income
taxes. Losses and LAE are a function of the amount and types of business we write. Losses and LAE are based upon estimates of the ultimate
aggregate losses inherent in the portfolio. The risks we take have a low expected frequency of loss and are investment grade at the time we
accept the risk. Profit commission expense represents payments made to ceding companies generally based on the profitability of the business
reinsured by us. Acquisition costs are related to the production of new business. Certain acquisition costs that vary with and are directly
attributable to the production of new business are deferred and recognized over the period in which the related premiums are earned. Operating
expenses consist primarily of salaries and other employee-related costs, including share-based compensation, various outside service providers,
rent and related costs and other expenses related to maintaining a holding company structure. These costs do not vary with the amount of
premiums written. Interest expense is a function of outstanding debt and the contractual interest rate related to that debt. Put-option premium
expense, which is included in "other expenses" on the Consolidated Statements of Operations and Comprehensive Income, is a function of the
outstanding amount of the CCS Securities and the applicable distribution rate. Income taxes are a function of our profitability and the applicable
tax rate in the various jurisdictions in which we do business.

Critical Accounting Estimates

        Our consolidated financial statements include amounts that, either by their nature or due to requirements of accounting principles generally
accepted in the United States of America ("GAAP"), are determined using estimates and assumptions. The actual amounts realized could
ultimately be materially different from the amounts currently provided for in our consolidated financial statements. We believe the items
requiring the most inherently subjective and complex estimates to be reserves for losses and LAE, fair value of credit derivatives, fair value of
committed capital securities, valuation of investments, other than temporary impairments of investments, premium revenue recognition, deferred
acquisition costs, deferred income taxes and accounting for share-based compensation. An understanding of our accounting policies for these
items is of critical importance to understanding our consolidated financial statements. The following discussion provides more information
regarding the estimates and assumptions used for these items and should be read in conjunction with the notes to our consolidated financial
statements.

Reserves for Losses and Loss Adjustment Expenses

        Reserves for losses and loss adjustment expenses for non-derivative transactions in our financial guaranty direct, financial guaranty
assumed reinsurance and mortgage guaranty business include case reserves and portfolio reserves. See the "Fair Value of Credit Derivatives" of
the Critical Accounting Estimates section for more information on our derivative transactions. Case reserves are established when there is
significant credit deterioration on specific insured obligations and the obligations are in default or default is probable, not necessarily upon
non-payment of principal or interest by an insured. Case reserves represent the present value of expected future loss payments and LAE, net of
estimated recoveries, but before considering ceded reinsurance. This reserving method is different from case reserves established by traditional
property and casualty insurance companies, which establish case reserves upon notification of a claim and establish incurred but not reported
("IBNR") reserves for the
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difference between actuarially estimated ultimate losses and recorded case reserves. Financial guaranty insurance and assumed reinsurance case
reserves and related salvage and subrogation, if any, are discounted at the taxable equivalent yield on our investment portfolio, which is
approximately 6%, in all periods presented. When the Company becomes entitled to the underlying collateral of an insured credit under salvage
and subrogation rights as a result of a claim payment, it records salvage and subrogation as an asset, based on the expected level of recovery.
Such amounts have been recorded as a salvage recoverable asset in the Company's balance sheets.

        We record portfolio reserves in our financial guaranty direct, financial guaranty assumed reinsurance and mortgage guaranty business.
Portfolio reserves are established with respect to the portion of our business for which case reserves have not been established.

        Portfolio reserves are not established based on a specific event, rather they are calculated by aggregating the portfolio reserve calculated for
each individual transaction. Individual transaction reserves are calculated on a quarterly basis by multiplying the par in-force by the product of
the ultimate loss and earning factors without regard to discounting. The ultimate loss factor is defined as the frequency of loss multiplied by the
severity of loss, where the frequency is defined as the probability of default for each individual issue. The earning factor is inception to date
earned premium divided by the estimated ultimate written premium for each transaction. The probability of default is estimated from rating
agency data and is based on the transaction's credit rating, industry sector and time until maturity. The severity is defined as the complement of
recovery/salvage rates gathered by the rating agencies of defaulting issues and is based on the industry sector.

        Portfolio reserves are recorded gross of reinsurance. We have not ceded any amounts under these reinsurance contracts, as our recorded
portfolio reserves have not exceeded our contractual retentions, required by said contracts.

        The Company records an incurred loss that is reflected in the statement of operations upon the establishment of portfolio reserves. When we
initially record a case reserve, we reclassify the corresponding portfolio reserve already recorded for that credit within the balance sheet. The
difference between the initially recorded case reserve and the reclassified portfolio reserve is recorded as a charge in our statement of operations.
Any subsequent change in portfolio reserves or the initial case reserves are recorded quarterly as a charge or credit in our statement of operations
in the period such estimates change. Due to the inherent uncertainties of estimating loss and LAE reserves, actual experience may differ from the
estimates reflected in our consolidated financial statements, and the differences may be material.

        The weighted average default frequencies and severities as of December 31, 2008 and December 31, 2007 are as follows:

Average
Default

Frequency

Average
Default
Severity

December 31, 2008 1.08% 23.87%
December 31, 2007 0.58% 26.53%

        The Company incorporates default frequency and severity by asset class into its portfolio loss reserve models. Average default frequency
and severity are based on information published by rating agencies. The increase in average default frequency shown in 2008 is reflective of
downgrades within the Company's direct insured portfolio, including HELOC exposures. Rating agencies update default frequency and severity
information on a periodic basis, as warranted by changes in observable data.

        The chart below demonstrates the portfolio reserve's sensitivity to frequency and severity assumptions. The change in these estimates
represent management's estimate of reasonably possible material changes and are based upon our analysis of historical experience. Portfolio
reserves were recalculated with changes made to the default and severity assumptions. In all scenarios, the starting point used to test the portfolio
reserve's sensitivity to the changes in the frequency and severity
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assumptions was the weighted average frequency and severity by rating and asset class of our insured portfolio. Overall the weighted average
default frequency was 1.08% and the weighted average severity was 23.87% at December 31, 2008. For example, in the first scenario where the
frequency was increased by 5.0%, each transaction's contribution to the portfolio reserve was recalculated by adding 0.05% (i.e. 5.0% multiplied
by 1.08%) to the individual transaction's default frequency.

(in thousands of U.S. dollars)
Portfolio
Reserve

Reserve
Increase

Percentage
Change

Portfolio reserve(1) as of December 31, 2008 $111,419 $ � �
5% Frequency Increase 116,673 5,254 4.72%
10% Frequency Increase 123,104 11,685 10.49%
5% Severity Increase 116,276 4,857 4.36%
10% Severity Increase 122,310 10,891 9.77%
5% Frequency and Severity Increase 123,020 11,601 10.41%

(1)
Includes portfolio reserve on credit derivatives of $39.1 million, which balance is included in credit derivative
liability in the Company's consolidated balance sheets.

        In addition to analyzing the sensitivity of our portfolio reserves to possible changes in frequency and severity, we have also considered the
effect of changes in assumptions on our financial guaranty and mortgage guaranty case reserves. At December 31, 2008 case reserves were
$119.9 million. Case reserves may change from our original estimate due to changes in assumptions including, but not limited to, severity
factors, credit deterioration of underlying obligations and salvage estimates. We discuss below the asset classes and credit for which we have
recorded expected case losses and which are the most significant credits in our insured portfolio.

Home Equity Line of Credit (HELOC) Transactions

        Specifically with respect to reserves related to our U.S. home equity line of credit ("HELOC") and other U.S. residential mortgage
exposures, there exists significant uncertainty as to the ultimate performance of these transactions. As of December 31, 2008, the Company had
net par outstanding of $1.7 billion related to HELOC securitizations, of which $1.5 billion are transactions with Countrywide and $1.1 billion
were written in the Company's financial guaranty direct segment ("direct Countrywide transactions" or "Countrywide 2005-J" and "Countrywide
2007-D").

        The performance of our HELOC exposures deteriorated during 2007 and 2008 and transactions, particularly those originated in the period
from 2005 through 2007, continue to perform below our original underwriting expectations. In accordance with our standard practice, during the
year ended December 31, 2008, we evaluated the most currently available information, including trends in delinquencies and charge-offs on the
underlying loans, draw rates on the lines of credit, and the servicer's ability to fulfill its contractual obligations including its obligation to fund
additional draws. In recent periods, Constant Default Rate (CDR), Constant Payment Rate (CPR), Draw Rates and delinquency percentages have
fluctuated within ranges that we believe make it appropriate to use rolling averages to project future performance. Accordingly, the Company is
using modeling assumptions that are based upon or which approximate recent actual historical performance to project future performance and
potential losses. During 2008, the Company extended the time frame during which it expects the CDR to remain elevated. The Company also
revised its assumptions with respect to the overall shape of the default and loss curves. Among other things, these changes assume that a higher
proportion of projected defaults will occur over the near term. This revision was based upon management's judgment that a variety of factors
including the deterioration of U.S. economic conditions could lead to a longer period in which default rates remain high. The Company
continues to model sensitivities around the results booked using a variety of CDR rates and stress periods as well as other modeling approaches
including roll rates and hybrid roll rate/CDR methods. As a result of this modeling and analysis, the Company incurred loss and loss adjustment
expenses of $111.0 million for
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its direct Countrywide transactions during 2008. The Company's cumulative incurred loss and loss adjustment expenses on the direct
Countrywide transactions as of December 31, 2008 were $111.0 million ($87.2 million after-tax). During 2008, the Company paid losses and
loss adjustment expenses for its direct Countrywide transactions of $170.0 million, of which we expect to recover $59.0 million from the receipt
of excess spread from future cash flows as well as funding of future draws. This amount of $59.0 million is included in "salvage recoverable" on
the balance sheet. There were no incurred loss and loss adjustment expenses or salvage recoverable amounts on these transactions in 2007.

        Credit support for HELOC transactions comes primarily from two sources. In the first instance, excess spread is used to build a certain
amount of credit enhancement and absorb losses. Over the past 12 months, excess spread (the difference between the interest collections on the
collateral and the interest paid on the insured notes) has averaged approximately 270 basis points per annum. Additionally, for the transactions
serviced by Countrywide, the servicer is required to fund additional draws on the HELOC loans following the occurrence of a Rapid
Amortization Event. Among other things, such an event is triggered when claim payments by us exceed a certain threshold. Prior to the
occurrence of a Rapid Amortization Event, during the transactions' revolving period, new draws on the HELOC loans are funded first from
principal collections. As such, during the revolving period no additional credit enhancement is created by the additional draws, and the speed at
which our exposure amortizes is reduced to the extent of such additional draws, since principal collections are used to fund those draws rather
than pay down the insured notes. Subsequent to the occurrence of a Rapid Amortization Event, new draws are funded by Countrywide and all
principal collections are used to pay down the insured notes. Any draws funded by Countrywide are subordinate to us in the cash flow waterfall
and hence represent additional credit enhancement available to absorb losses before we have to make a claim payment. Additionally, since all
principal collections are used to pay down the insured notes, rather than fund additional draws, our exposure begins to amortize more quickly. A
Rapid Amortization Event occurred for Countrywide 2007-D in April 2008 and for Countrywide 2005-J in May 2008.

        We have modeled our HELOC exposures under a number of different scenarios, taking into account the multiple variables and structural
features that materially affect transaction performance and potential losses to us. The key variables include the speed or rate at which borrowers
make payments on their loans, as measured by the CPR(3), the default rate, as measured by the CDR(4), excess spread, and the amount of loans
that are already delinquent more than 30 days. We also take into account the pool factor (the percentage of the original principal balance that
remains outstanding), and the timing of the remaining cash flows. Additionally, it should be noted that our contractual rights allow us to
retroactively claim that loans included in the insured pool were inappropriately included in the pool by the seller, and to put these loans back to
the seller such that we would not be responsible for losses related to these loans. Such actions would benefit us by reducing potential losses. We
have included in our loss model an estimated benefit for loans we expect Countrywide will repurchase.

(3)
The CPR is the annualized rate at which the portfolio amortizes, so that a 15% CPR implies that 15% of the collateral will be retired
over a one-year period.

(4)
The CDR is the annualized default rate, so that a 1.0% CDR implies that 1.0% of the remaining collateral will default each year.
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        The ultimate performance of the Company's HELOC transactions will depend on many factors, such as the level and timing of loan
defaults, interest proceeds generated by the securitized loans, repayment speeds and changes in home prices, as well as the levels of credit
support built into each transaction. Other factors also may have a material impact upon the ultimate performance of each transaction, including
the ability of the seller and servicer to fulfill all of their contractual obligations including its obligation to fund future draws on lines of credit, as
well as the amount of benefit received from repurchases of ineligible loans by Countrywide. The variables affecting transaction performance are
interrelated, difficult to predict and subject to considerable volatility. If actual results differ materially from any of our assumptions, the losses
incurred could be materially different from our estimate. We continue to update our evaluation of these exposures as new information becomes
available.

        The key assumptions used in our case loss reserves on the direct Countrywide transactions is presented in the following table:

Key Variables
Constant payment rate (CPR) 3-month average, currently 7�8%
Constant default rate (CDR) 6-month average CDR of approximately 19�21% during

months 1�9, declining to 1.0% at the end of month 15. From
months 16 onward, a 1.0% CDR is assumed.

Draw rate 3-month average, currently 1�2%
Excess spread 250 bps per annum
Repurchases of Ineligible loans by
Countrywide

$49.3 million; or approximately 2.1% of original pool
balance of $2.4 billion

Loss Severity 100%

Subprime, Alt-A and Closed End Second RMBS Transactions

        Another type of RMBS transaction is generally referred to as "Subprime RMBS". The collateral supporting such transactions is comprised
of first-lien residential mortgage loans made to subprime borrowers. A "subprime borrower" is one considered to be a higher risk credit based on
credit scores or other risk characteristics. As of December 31, 2008, we had net par outstanding of $6.6 billion related to Subprime RMBS
securitizations, of which $483 million is classified by us as Below Investment Grade risk. Of the total U.S. Subprime RMBS exposure of
$6.6 billion, $6.1 billion is from transactions issued in the period from 2005 through 2007 and written in our direct financial guaranty segment.
As of December 31, 2008, we had portfolio reserves of $8.8 million and case reserves of $7.8 million related to our $6.6 billion U.S. Subprime
RMBS exposure, of which $6.9 million were portfolio reserves related to our $6.1 billion exposure in the direct financial guaranty segment for
transactions issued from 2005 through 2007.

        The problems affecting the subprime mortgage market have been widely reported, with rising delinquencies, defaults and foreclosures
negatively impacting the performance of Subprime RMBS transactions. Those concerns relate primarily to Subprime RMBS issued in the period
from 2005 through 2007. The $6.1 billion exposure that we have to such transactions in our direct financial guaranty segment benefits from
various structural protections, including credit enhancement that on average currently equals approximately 54.3% of the remaining principal
balance of the transactions.
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        We also have exposure of $433.1 million to Closed-End Second ("CES") RMBS transactions, of which $424.2 million is in the direct
segment. As with other types of RMBS, we have seen significant deterioration in the performance of our CES transactions. On two transactions,
which had exposure of $185.0 million, during 2008 we have seen a significant increase in delinquencies and collateral losses, which resulted in
erosion of the Company's credit enhancement and the payment of claims totaling $16.2 million. Based on the Company's analysis of these
transaction and their projected collateral losses, the Company had case reserves of $37.7 million as of December 31, 2008 in its direct segment.
Additionally, as of December 31, 2008, the Company had portfolio reserves of $0.1 million in its financial guaranty direct segment and no case
or portfolio reserves in its financial guaranty reinsurance segment related to its U.S. Closed-End Second RMBS exposure.

        Another type of RMBS transaction is generally referred to as "Alt-A RMBS". The collateral supporting such transactions is comprised of
first-lien residential mortgage loans made to prime quality borrowers that lack certain ancillary characteristics that would make them prime.
Included in this category is Alt-A Option ARMs, which include transactions where 66% or more of the collateral is comprised of mortgage loans
that have the potential to negatively amortize. As of December 31, 2008, the Company had net par outstanding of $7.6 billion related to Alt-A
RMBS securitizations. Of that amount, $7.5 billion is from transactions issued in the period from 2005 through 2007 and written in the
Company's financial guaranty direct segment. As of December 31, 2008, the Company had portfolio reserves of $6.5 million and case reserves
of $1.5 million related to its $7.6 billion Alt-A RMBS exposure, in the financial guaranty direct and reinsurance segments, respectively.

        The ultimate performance of the Company's RMBS transactions remains highly uncertain and may be subject to considerable volatility due
to the influence of many factors, including the level and timing of loan defaults, changes in housing prices and other variables. The Company
will continue to monitor the performance of its RMBS exposures and will adjust the risk ratings of those transactions based on actual
performance and management's estimates of future performance.

Life Insurance Securitizations

        The Company has exposure on two life insurance reserve securitization transactions based on two discrete blocks of individual life
insurance business reinsured by Scottish Re (U.S.) Inc. ("Scottish Re"). The two transactions relate to Ballantyne Re p.l.c. ("Ballantyne") (gross
exposure of $500 million) and Orkney Re II, p.l.c. ("Orkney II") (gross exposure of $423 million). Under both transactions, monies raised
through the issuance of the insured notes support present and future U.S. statutory life insurance reserve requirements. The monies were invested
at inception of each transaction in accounts managed by a large, well-known investment manager. However, those investment accounts have
incurred substantial mark-to-market losses since mid-year 2007, principally as a result of their exposure to subprime and Alt-A RMBS
transactions. Largely as a result of these mark-to-market losses both we and the rating agencies have downgraded our exposure to both
Ballantyne and Orkney II to below investment grade. As regards the Ballantyne transaction, the Company is working with the directing
guarantor, who has insured exposure of $900 million, to remediate the risk. On the Orkney Re II transaction, the Company, as directing financial
guarantor, is taking remedial action.

        Some credit losses have been realized on the securities in the Ballantyne and Orkney Re II portfolios and significant additional credit losses
are expected to occur. Performance of the underlying blocks of life insurance business thus far generally has been in accordance with
expectations. The combination of cash flows from the investment accounts and the treaty settlements currently is sufficient to cover interest
payments due on the notes that we insure. Adverse treaty performance and/or a rise in credit losses on the invested assets are expected to lead to
interest shortfalls. Additionally, the transactions also contain features linked to the market values of the invested assets, reserve funding
requirements on the underlying blocks of life insurance business, and minimum capital
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requirements for the transactions themselves that may trigger a shut off of interest payments to the insured notes and thereby result in claim
payments by the Company.

        Another key risk is that the occurrence of certain events may result in a situation where either Ballantyne and/or Orkney Re II are required
to sell assets and potentially realize substantial investment losses and for Assured Guaranty Ltd. to incur corresponding insured losses ahead of
the scheduled final maturity date. For example, cedants to Scottish Re may have the right to recapture blocks of life insurance business which
Scottish Re has ceded to Orkney Re II. Such recaptures could require Orkney Re II to sell assets and realize investment losses. In the Ballantyne
transaction, further declines in the market value of the invested assets and/or an increase in the reserve funding requirements could lead to a
similar mandatory realization of investment losses and for Assured Guaranty Ltd. to incur corresponding insured losses ahead of the scheduled
final maturity date.

        In order for the Company to incur an ultimate net loss on these transactions, adverse experience on the underlying block of life insurance
policies and/or credit losses in the investment portfolio would need to exceed the level of credit enhancement built into the transaction structures.
Based on its analysis of the information currently available, including estimates of future investment performance, projected credit impairments
on the invested assets and performance of the blocks of life insurance business, at December 31, 2008, the Company established a case reserve
of $17.2 million for the Ballantyne transaction. This case reserve reflects expected losses resulting primarily from the deterioration in the
investment portfolio as discussed above. At this time we do not expect the shut off triggers or recaptures by cedants discussed above to occur.
Should these events occur our losses could be significantly greater than our case reserve. The Company has not established a case loss reserve
for the Orkney Re II transaction.

        On December 19, 2008, the Company sued J.P. Morgan Investment Management Inc. ("JPMIM"), the investment manager in the Orkney II
transaction, in New York Supreme Court alleging that JPMIM engaged in breaches of fiduciary duty, gross negligence and breaches of contract
based upon its handling of the investments of Orkney Re II. JPMIM requested and was given an extension of time to answer until the end of
February.

        The Company has exposure to a public finance transaction for sewer service in Jefferson County, Alabama through several reinsurance
treaties. The Company's total exposure to this transaction is approximately $456 million as of December 31, 2008. The Company has made debt
service payments during the year and expects to make additional payments in the near term. Through our cedants, the Company is currently in
discussions with the bond issuer to structure a solution, which may result in some or all of these payments being recoverable. A case reserve of
$6.0 million has been established as of December 31, 2008.

        A sensitivity analysis is not appropriate for our other segment reserves since the amounts are 100% reinsured.

        We also record IBNR reserves for our other segment. IBNR is an estimate of losses for which the insured event has occurred but the claim
has not yet been reported to us. In establishing IBNR, we use traditional actuarial methods to estimate the reporting lag of such claims based on
historical experience, claim reviews and information reported by ceding companies. We record IBNR for trade credit reinsurance within our
other segment, which is 100% reinsured. The other segment represents lines of business that we exited or sold as part of our 2004 IPO.

        For mortgage guaranty transactions we record portfolio reserves in a manner consistent with our financial guaranty business. While other
mortgage guaranty insurance companies do not record portfolio reserves, rather just case and IBNR reserves, we record portfolio reserves
because we write business on an excess of loss basis, while other industry participants write quota share or first layer loss business. We manage
and underwrite this business in the same manner as our financial guaranty
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insurance and reinsurance business because they have similar characteristics as insured obligations of mortgage-backed securities.

        Statement of Financial Accounting Standards ("FAS") No. 60, "Accounting and Reporting by Insurance Enterprises" ("FAS 60") is the
authoritative guidance for an insurance enterprise. FAS 60 prescribes differing reserving methodologies depending on whether a contract fits
within its definition of a short-duration contract or a long-duration contract. Financial guaranty contracts have elements of long-duration
insurance contracts in that they are irrevocable and extend over a period that may exceed 30 years or more, but for regulatory purposes are
reported as property and liability insurance, which are normally considered short-duration contracts. The short-duration and long-duration
classifications have different methods of accounting for premium revenue and contract liability recognition. Additionally, the accounting for
deferred acquisition costs ("DAC") could be different under the two methods.

        We believe the guidance of FAS 60 does not expressly address the distinctive characteristics of financial guaranty insurance, so we also
apply the analogous guidance of Emerging Issues Task Force ("EITF") Issue No. 85-20, "Recognition of Fees for Guaranteeing a Loan"
("EITF 85-20"), which provides guidance relating to the recognition of fees for guaranteeing a loan, which has similarities to financial guaranty
insurance contracts. Under the guidance in EITF 85-20, the guarantor should assess the probability of loss on an ongoing basis to determine if a
liability should be recognized under FAS No. 5, "Accounting for Contingencies" ("FAS 5"). FAS 5 requires that a loss be recognized where it is
probable that one or more future events will occur confirming that a liability has been incurred at the date of the financial statements and the
amount of loss can be reasonably estimated.

        The following tables summarize our reserves for losses and LAE by segment and type of reserve as of the dates presented. For an
explanation of changes in these reserves see "�Consolidated Results of Operations."

As of December 31, 2008
Financial
Guaranty
Direct

Financial
Guaranty
Reinsurance

Mortgage
Guaranty Other Total

(in millions of U.S. dollars)
Financial Guaranty Insurance Reserves by
segment and type(1):
Case $ 64.2 $ 55.7 $ 0.1 $ 1.5 $121.5
IBNR � � � 3.0 3.0
Portfolio reserves associated with fundamentally
sound credits 11.8 35.5 2.5 � 49.8
Portfolio reserves associated with CMC credits 15.8 6.7 � � 22.5

Total financial guaranty insurance loss and LAE
reserves 91.8 97.9 2.6 4.5 196.8

Credit Derivative Reserves by segment and
type(2):
Case 7.2 5.5 � � 12.7
Credit derivative portfolio reserves associated with
fundamentally sound credits 15.7 � � � 15.7
Credit derivative portfolio reserves associated with
CMC credits 23.4 � � � 23.4

Total credit derivative loss and LAE reserves 46.3 5.5 � � 51.8

Total loss and LAE reserves, including credit
derivatives(3) $ 138.1 $ 103.4 $ 2.6 $ 4.5 $248.6
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As of December 31, 2007
Financial
Guaranty
Direct

Financial
Guaranty
Reinsurance

Mortgage
Guaranty Other Total

(in millions of U.S. dollars)
Financial Guaranty Insurance Reserves by
segment and type of reserve(1):
Case $ � $ 35.6 $ 0.1 $ 2.4 $ 38.1
IBNR � � � 6.4 6.4
Portfolio reserves associated with fundamentally
sound credits 17.0 33.0 2.8 � 52.8
Portfolio reserves associated with CMC credits 16.5 11.7 � � 28.2

Total financial guaranty insurance loss and LAE
reserves 33.5 80.3 2.9 8.8 125.6

Credit Derivative Reserves by segment and
type(2):
Case 3.2 � � � 3.2
Credit derivative portfolio reserves associated with
fundamentally sound credits 3.9 � � � 3.9
Credit derivative portfolio reserves associated with
CMC credits 1.2 � � � 1.2

Total credit derivative loss and LAE reserves 8.3 � � � 8.3

Total loss and LAE reserves, including credit
derivatives(3) $ 41.8 $ 80.3 $ 2.9 $ 8.8 $133.8

(1)
Included in Reserves for losses and loss adjustment expenses on the Balance Sheet.

(2)
Included in Credit derivative liabilities/assets on the Balance Sheet.

(3)
Total does not add due to rounding.

        The following table sets forth the financial guaranty in-force portfolio by underlying rating:

As of December 31, 2008 As of December 31, 2007

Ratings(1)
Net par

outstanding
% of Net par
outstanding

Net par
outstanding

% of Net par
outstanding

(in billions of U.S. dollars)
Super senior $ 32.4 14.5% $ 36.4 18.2%
AAA 40.7 18.3% 47.3 23.6%
AA 47.7 21.4% 38.4 19.2%
A 66.0 29.6% 49.2 24.6%
BBB 29.4 13.2% 26.9 13.4%
Below investment grade 6.6 3.0% 2.1 1.1%

Total exposures(2) $ 222.7 100.0% $ 200.3 100.0%
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The Company's internal rating. The Company's scale is comparable to that of the nationally recognized rating agencies. The super
senior category, which is not generally used by rating agencies, is used by the Company in instances where the Company's AAA-rated
exposure has additional credit enhancement due to either (1) the existence of another security rated AAA that is subordinated to the
Company's exposure or (2) the Company's exposure benefits from a different form of credit enhancement that would pay any claims
first in the event that any of the
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exposures incurs a loss, and such credit enhancement, in management's opinion, causes the Company's attachment point to be
materially above the AAA attachment point.

(2)
Total does not add due to rounding.

        The change in ratings above is mainly related to the Company's U.S. RMBS exposures.

        Our surveillance department is responsible for monitoring our portfolio of credits and maintains a list of closely monitored credits
("CMC"). The closely monitored credits are divided into four categories: Category 1 (low priority; fundamentally sound, greater than normal
risk); Category 2 (medium priority; weakening credit profile, may result in loss); Category 3 (high priority; claim/default probable, case reserve
established); Category 4 (claim paid, case reserve established for future payments). The closely monitored credits include all below investment
grade ("BIG") exposures where there is a material amount of exposure (generally greater than $10.0 million) or a material risk of the Company
incurring a loss greater than $0.5 million. The closely monitored credits also include investment grade ("IG") risks where credit quality is
deteriorating and where, in the view of the Company, there is significant potential that the risk quality will fall below investment grade. As of
December 31, 2008, the closely monitored credits include approximately 99% of our BIG exposure, and the remaining BIG exposure of
$92.3 million was distributed across 89 different credits. As of December 31, 2007, the closely monitored credits include approximately 99% of
our BIG exposure, and the remaining BIG exposure of $19.8 million was distributed across 46 different credits. Other than those excluded BIG
credits, credits that are not included in the closely monitored credit list are categorized as fundamentally sound risks.

        The following table provides financial guaranty insurance policy and credit derivative contract net par outstanding by credit monitoring
category as of December 31, 2008 and 2007:

As of December 31, 2008

Description:
Net Par

Outstanding
% of Net Par
Outstanding

# of
Credits in
Category

Case
Reserves(2)

($ in millions)
Fundamentally sound risk $ 215,987 97.0%
Closely monitored credits:
Category 1 2,967 1.3% 51 $ �
Category 2 767 0.3% 21 1
Category 3 2,889 1.3% 54 111
Category 4 20 � 14 20

CMC total(1) 6,643 3.0% 140 133

Other below investment grade risk 92 � 89 �

Total(1) $ 222,722 100.0% $ 133
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As of December 31, 2007

Description:
Net Par

Outstanding
% of Net Par
Outstanding

# of
Credits in
Category

Case
Reserves(2)

($ in millions)
Fundamentally sound risk $ 198,133 98.9%
Closely monitored credits:
Category 1 1,288 0.6% 36 $ �
Category 2 743 0.4% 12 �
Category 3 71 � 16 17
Category 4 24 � 16 22

CMC total(1) 2,126 1.1% 80 39

Other below investment grade risk 20 � 46 �

Total $ 200,279 100.0% $ 39

(1)
Total does not add due to rounding.

(2)
Includes case reserves on credit derivatives of $12.7 million at December 31, 2008 and $3.2 million at December 31, 2007, which
balances are included in credit derivative liabilities in the Company's consolidated balance sheets.

        The following table summarizes movements in CMC exposure by risk category:

Net Par Outstanding Category 1 Category 2 Category 3 Category 4
Total
CMC

($ in millions)
Balance, December 31, 2007 $ 1,288 $ 743 $ 71 $ 24 $2,126
Less: amortization 66 395 211 1 673
Additions from first time on CMC 4,171 1,022 225 � 5,418
Deletions�Upgraded and removed 195 � 30 3 228
Category movement (2,231) (603) 2,834 � �

Net change 1,679 24 2,818 (4) 4,517

Balance, December 31, 2008 $ 2,967 $ 767 $ 2,889 $ 20 $6,643
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        The increase of $4,517 million in financial guaranty CMC net par outstanding during 2008 is mainly attributable to the downgrade of
RMBS or RMBS related exposures.

Industry Methodology

        The Company is aware that there are certain differences regarding the measurement of portfolio loss liabilities among companies in the
financial guaranty industry. In January and February 2005, the Securities and Exchange Commission ("SEC") staff had discussions concerning
these differences with a number of industry participants. Based on those discussions, in June 2005, the Financial Accounting Standards Board
("FASB") staff decided additional guidance is necessary regarding financial guaranty contracts. In May 2008, the FASB issued FAS No. 163,
"Accounting for Financial Guarantee Insurance Contracts�An Interpretation of FASB Statement No. 60" ("FAS 163"). FAS 163 requires that an
insurance enterprise recognize a claim liability prior to an event of default (insured event) when there is evidence that credit deterioration has
occurred in an insured financial obligation. FAS 163 also clarifies the methodology to be used for financial guaranty premium revenue
recognition and claim liability measurement as well as requiring expanded disclosures about the insurance enterprise's risk management
activities. The provisions of FAS 163 related to premium revenue recognition and claim liability measurement are effective for financial
statements issued for fiscal years beginning after December 15, 2008, and all interim periods within those fiscal years. Earlier application of
these provisions is not permitted. The expanded risk management activity disclosure provisions of FAS 163 are effective for the third quarter of
2008 and are included in Note 11 "Significant Risk Management Activities" to the consolidated financial statements in Item 8 of this
Form 10-K. FAS 163 will be applied to all existing and future financial guaranty insurance contracts written by us. The cumulative effect of
initially applying FAS 163 will be recorded as an adjustment to retained earnings as of January 1, 2009. The adoption of FAS 163 is expected to
have a material effect on our financial statements. We are in the process of estimating the impact of the adoption of FAS 163. We will continue
to follow our existing accounting policies in regards to premium revenue recognition and claim liability measurement until we complete our first
quarter 2009 financial statements.

Reclassification

        Effective with the quarter ended March 31, 2008, we reclassified the revenues, expenses and balance sheet items associated with financial
guaranty contracts that our financial guaranty subsidiaries write in the form of CDS contracts. The reclassification does not change our net
income (loss) or shareholder's equity. This reclassification is being adopted by us after agreement with member companies of the Association of
Financial Guaranty Insurers in consultation with the staffs of the Office of the Chief Accountant and the Division of Corporate Finance of the
Securities and Exchange Commission. The reclassification is being implemented in order to increase comparability of our financial statements
with other financial guaranty companies that have CDS contracts.

        Our CDS contracts provide for credit protection against payment default and have substantially the same terms and conditions as its
financial guaranty insurance contracts. Under United States Generally Accepted Accounting Principles, however, CDS contracts are subject to
derivative accounting rules and financial guaranty policies are subject to insurance accounting rules.

        In our accompanying consolidated statements of operations and comprehensive income, we have reclassified CDS revenues from "net
earned premiums" to "realized gains and other settlements on credit derivatives." Loss and loss adjustment expenses and recoveries that were
previously included in "loss and loss adjustment expenses (recoveries)" will be reclassified to "realized gains and other settlements on credit
derivatives," as well. Portfolio and case loss and loss adjustment expenses will be reclassified from "loss and loss adjustment expenses
(recoveries)" and will be included in "unrealized
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gains (losses) on credit derivatives," which previously included only unrealized mark to market gains or losses on our contracts written in CDS
form. In the consolidated balance sheet, we reclassified all CDS-related balances previously included in "unearned premium reserves," "reserves
for losses and loss adjustment expenses," "prepaid reinsurance premiums," "premiums receivable" and "reinsurance balances payable" to either
"credit derivative liabilities" or "credit derivative assets," depending on the net position of the CDS contract at each balance sheet date.

Fair Value of Credit Derivatives

        The Company follows FAS 133, FAS No. 149, "Amendment of Statement 133 on Derivative Instruments and Hedging Activities"
("FAS 149") and FAS No. 155, "Accounting for Certain Hybrid Financial Instruments" ("FAS 155"), which establishes accounting and reporting
standards for derivative instruments and FAS No. 157 "Fair Value Measurements" ("FAS 157"), which establishes a comprehensive framework
for measuring fair value. FAS 133 and FAS 149 require recognition of all derivatives on the balance sheet at fair value. FAS 157 defines fair
value as the exchange price that would be received for an asset or paid to transfer a liability (an exit price) in the principal or most advantageous
market for the asset or liability in an orderly transaction between market participants on the measurement date. FAS 157 also requires an entity
maximize the use of observable inputs and minimize the use of unobservable inputs when measuring fair value. The standard describes three
levels of inputs that may be used to measure fair value. The price shall represent that available in the principal market for the asset or liability. If
there is no principal market, then the price is based on the market that maximizes the value received for an asset or minimizes the amount paid
for a liability (i.e. the most advantageous market).

        FAS 157 specifies a fair value hierarchy based on whether the inputs to valuation techniques used to measure fair value are observable or
unobservable. Observable inputs reflect market data obtained from independent sources, while unobservable inputs reflect Company-based
market assumptions. In accordance with FAS 157, the fair value hierarchy prioritizes model inputs into three broad levels as follows:

�
Level 1�Quoted prices for identical instruments in active markets.

�
Level 2�Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments in markets
that are not active; and observable inputs other than quoted prices, such as interest rates or yield curves and other inputs
derived from or corroborated by observable market inputs.

�
Level 3�Model derived valuations in which one or more significant inputs or significant value drivers are unobservable. This
hierarchy requires the use of observable market data when available.

        An asset or liability's categorization within the fair value hierarchy is based on the lowest level of significant input to its valuation.

        We issue credit derivatives that we view as an extension of our financial guaranty business but that do not qualify for the financial guaranty
insurance scope exception under FAS 133 and FAS 149 and therefore are reported at fair value, with changes in fair value included in our
earnings.

        Our realized gains and other settlements on credit derivatives include credit derivative premiums received and receivable, credit derivative
losses paid and payable and realized gains or losses due to early terminations and ceding commissions (expense) income. Credit derivative
premiums and ceding commissions (expense) income are earned over the life of the transaction. Claim payments or recoveries are related to
credit events requiring payment by or to us under the credit derivative
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contract. Realized gains or losses are recorded related to the early termination of credit derivative contracts.

        Our unrealized gains and losses on credit derivatives represent changes in fair value of these instruments that are required to be recorded
under FAS 133. The unrealized gains and losses on credit derivatives will reduce to zero as the exposure approaches its maturity date, unless
there is a payment default on the exposure. However, in the event that we terminate a credit derivative contract prior to maturity the unrealized
gain or loss will be realized through realized gains or losses and other settlements on credit derivatives. Changes in the fair value of our credit
derivative contracts do not reflect actual claims or credit losses, and have no impact on the Company's claims-paying resources, rating agency
capital or regulatory capital positions or debt covenants.

        We do not typically exit our credit derivative contracts and there are not quoted prices for our instruments or similar instruments.
Observable inputs other than quoted market prices exist, however, these inputs reflect contracts that do not contain terms and conditions similar
to the credit derivatives issued by us. Therefore, the valuation of our credit derivative contracts requires the use of models that contain
significant, unobservable inputs. Thus, we believe that our credit derivative contract valuations are in Level 3 in the fair value hierarchy of
FAS 157.

        The fair value of these instruments represents the difference between the present value of remaining contractual premiums charged for the
credit protection and the estimated present value of premiums that a comparable financial guarantor would hypothetically charge for the same
protection at the balance sheet date. The fair value of these contracts depends on a number of factors including notional amount of the contract,
expected term, credit spreads, changes in interest rates, the credit ratings of the referenced entities, our own credit risk and remaining contractual
flows.

        Remaining contractual cash flows, which are included in the realized gains and other settlements on credit derivatives component of credit
derivatives, are the most readily observable variables since they are based on the CDS contractual terms. These variables include i) net
premiums received and receivable on written credit derivative contracts, ii) net premiums paid and payable on purchased contracts, iii) losses
paid and payable to credit derivative contract counterparties and iv) losses recovered and recoverable on purchased contracts. The remaining key
variables described above impact unrealized gains (losses) on credit derivatives.

        Market conditions at December 31, 2008 were such that market prices for our CDS contracts were generally not available. Where market
prices were not available, we used a combination of observable market data and valuation models, including various market indexes, credit
spreads, our own credit risk and estimated contractual payments to estimate the fair value of the Company's credit derivatives. These models are
primarily developed internally based on market conventions for similar transactions. Management considers the non-standard terms of its credit
derivative contracts in determining the fair value of these contracts. These terms differ from credit derivatives sold by companies outside of the
financial guaranty industry. The non-standard terms include the absence of collateral support agreements or immediate settlement provisions,
relatively high attachment points and the fact that the Company does not exit derivatives it sells for credit protection purposes, except under
specific circumstances such as exiting a line of business. Because of these terms and conditions, the fair value of the Company's credit
derivatives may not reflect the same prices observed in an actively traded market of credit default swaps that do not contain terms and conditions
similar to those observed in the financial guaranty market. These models and the related assumptions are continuously reevaluated by
management and enhanced, as appropriate, based upon improvements in modeling techniques and availability of more timely market
information
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        Valuation models include the use of management estimates and current market information. Management is also required to make
assumptions on how the fair value of credit derivative instruments is affected by current market conditions. Management considers factors such
as current prices charged for similar agreements, performance of underlying assets, life of the instrument, and the extent of credit default swaps
exposure the Company ceded under reinsurance agreements, and the nature and extent of activity in the financial guaranty credit derivative
marketplace. The assumptions that management uses to determine its fair value may change in the future due to market conditions. Due to the
inherent uncertainties of the assumptions used in the valuation models to determine the fair value of these credit derivative products, actual
experience may differ from the estimates reflected in the Company's consolidated financial statements, and the differences may be material.

        The fair value adjustment excluding incurred losses on credit derivatives recognized in our statement of operations for the year ended
December 31, 2008 was a $81.7 million gain compared with a $666.9 million loss for the year ended December 31, 2007 and a $5.5 million loss
for the year ended December 31, 2006. The 2008 gain includes a gain of $4,147.6 million associated with the change in AGC's credit spread,
which widened substantially from 180 basis points at December 31, 2007 to 1,775 basis points at December 31, 2008. Management believes that
the widening of AGC's credit spread is due to the correlation between AGC's risk profile and that experienced currently by the broader financial
markets and increased demand for credit protection against AGC as the result of its increased business volume. Offsetting the gain attributable to
the significant increase in AGC's credit spread were declines in fixed income security market prices primarily attributable to widening spreads in
certain markets as a result of the continued deterioration in credit markets and some credit rating downgrades, rather than from delinquencies or
defaults on securities guaranteed by the Company. The higher credit spreads in the fixed income security market are due to the recent lack of
liquidity in the high yield collateralized debt obligation and collateralized loan obligation markets as well as continuing market concerns over the
most recent vintages of subprime residential mortgage backed securities and commercial mortgage backed securities. The 2007 loss is primarily
related to spreads widening and includes no credit losses. For the year ended 2007, approximately 45% of the Company's unrealized loss on
credit derivatives was due to a decline in the market value of high yield and investment grade corporate collateralized loan obligation
transactions, with the balance generated by lower market values principally in the residential and commercial mortgage-backed securities
markets. The 2006 loss of $5.5 million is primarily related to the run-off of transactions and changes in credit spreads. With considerable
volatility continuing in the market, the fair value adjustment amount will fluctuate significantly in future periods.

Fair Value of Committed Capital Securities ("CCS")

        The fair value of CCS Securities represents the present value of remaining expected put option premium payments under the CCS
Securities agreements and the value of such estimated payments based upon the quoted price for such premium payments as of December 31,
2008 and 2007. The $51.1 million and $8.3 million fair value asset for CCS Securities as of December 31, 2008 and 2007, respectively, is
included in the consolidated balance sheets. Changes in fair value of this asset are included in other income in the consolidated statements of
operations and comprehensive income. In 2008 and 2007 the Company recorded a fair value gain of $42.7 million and $8.3 million, pre-tax,
respectively, related to Assured Guaranty Corp.'s CCS Securities.

Valuation of Investments

        As of December 31, 2008 and 2007, we had total investments of $3.6 billion and $3.1 billion, respectively. The fair values of all of our
investments are calculated from independent market valuations. The fair values of the Company's U.S. Treasury securities are primarily
determined based

97

Edgar Filing: ASSURED GUARANTY LTD - Form 10-K

111



Table of Contents

upon broker dealer quotes obtained from several independent active market makers. The fair values of the Company's portfolio other than U.S.
Treasury securities are determined primarily using matrix pricing models. The matrix pricing models incorporate factors such as tranche type,
collateral coupons, average life, payment speeds, and spreads, in order to calculate the fair values of specific securities owned by the Company.
As of December 31, 2008, under FAS 157, all of our fixed maturity securities were classified as Level 2 and our short-term investments were
classified as either Level 1 or Level 2.

        As of December 31, 2008, approximately 87% of our investments were long-term fixed maturity securities, and our portfolio had an
average duration of 4.1 years, compared with 82% and 3.9 years as of December 31, 2007. Changes in interest rates affect the value of our fixed
maturity portfolio. As interest rates fall, the fair value of fixed maturity securities increases and as interest rates rise, the fair value of fixed
maturity securities decreases. The Company's portfolio is comprised primarily of high-quality, liquid instruments. We continue to receive
sufficient information to value our investments and have not had to modify our approach due to the current market conditions.

        The following table summarizes the estimated change in fair value on our investment portfolio as of December 31, 2008 based upon an
assumed parallel shift in interest rates across the entire yield curve:

Change in Interest Rates

Estimated
Increase

(Decrease) in
Fair Value

($ in millions)
300 basis point rise $ (484.1)
200 basis point rise (329.2)
100 basis point rise (166.3)
100 basis point decline 161.6
200 basis point decline 304.2
300 basis point decline 420.6

        See Item 7A, "Quantitative and Qualitative Disclosures About Market Risk" for more information.

Other Than Temporary Impairments

        We have a formal review process for all securities in our investment portfolio, including a review for impairment losses. Factors considered
when assessing impairment include:

�
a decline in the market value of a security by 20% or more below amortized cost for a continuous period of at least six
months;

�
a decline in the market value of a security for a continuous period of 12 months;

�
recent credit downgrades of the applicable security or the issuer by rating agencies;

�
the financial condition of the applicable issuer;

�
whether scheduled interest payments are past due; and

�
whether we have the ability and intent to hold the security for a sufficient period of time to allow for anticipated recoveries
in fair value.

        If we believe a decline in the value of a particular investment is temporary, we record the decline as an unrealized loss on our balance sheet
in "accumulated other comprehensive income" in
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shareholders' equity. If we believe the decline is "other than temporary," we write down the carrying value of the investment and record a
realized loss in our statement of operations. In periods subsequent to the recognition of an other-than-temporary impairment, the impaired
security is accounted for as if it had been purchased on the measurement date of the impairment. Accordingly, the discount (or reduced
premium) based on the new cost basis is accreted into net investment income in future periods based upon the amount and timing of expected
future cash flows of the security, if the recoverable value of the investment based upon those cash flows is greater than the carrying value of the
investment after the impairment.

        Our assessment of a decline in value includes management's current assessment of the factors noted above. If that assessment changes in
the future, we may ultimately record a loss after having originally concluded that the decline in value was temporary.

        As part of our other than temporary impairment review process, we consider the nature of the investment, the cause for the impairment
(interest or credit related), the severity (both as a percentage of book value and absolute dollars) and duration of the impairment and any other
available evidence, such as discussions with investment advisors, volatility of the securities fair value, recent news reports, etc., when
performing our assessment.

        The Company recognized $71.3 million of other than temporary impairment losses substantially related to mortgage-backed and corporate
securities for the year ended December 31, 2008 primarily due to the fact that it does not have the intent to hold these securities until there is a
recovery in their value. The Company continues to monitor the value of these investments. Future events may result in further impairment of the
Company's investments. The Company had no write downs of investments for other than temporary impairment losses for the years ended
December 31, 2007 and 2006.

        As of December 31, 2008, excluding the securities described above, the Company's gross unrealized loss position stood at $122.5 million
compared to $8.9 million at December 31, 2007. The $113.6 million increase in gross unrealized losses was primarily attributable to mortgage
and asset-backed securities, $54.3 million, municipal securities, $48.6 million, and corporate securities, $10.4 million. The increase in these
unrealized losses during the year ended December 31, 2008 was related to the overall illiquidity in the financial markets and resulted in a sudden
and severe depressed demand for non-cash investments.

        As of December 31, 2008, the Company had 58 securities in an unrealized loss position for greater than 12 months, representing a gross
unrealized loss of $31.6 million. Of these securities, 20 securities had unrealized losses greater than 10% of book value. The total unrealized loss
for these securities as of December 31, 2008 was $24.1 million. This unrealized loss is primarily attributable to the market illiquidity and
volatility in the U.S. economy mentioned above and not specific to individual issuer credit. Except as noted below, the Company has recognized
no other than temporary impairment losses and has the ability and intent to hold these securities until a recovery in value.
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        The following table summarizes the unrealized losses in our investment portfolio by type of security and the length of time such securities
have been in a continuous unrealized loss position as of the dates indicated:

As of December 31, 2008
As of December 31,

2007

Length of Time in Continuous Unrealized Loss Position

Estimated
Fair
Value

Gross
Unrealized
Losses

Estimated
Fair
Value

Gross
Unrealized
Losses

($ in millions)
Municipal securities
0�6 months $ 168.8 $ (5.8) $ 67.2 $ (0.6)
7�12 months 310.6 (22.9) 123.0 (1.9)
Greater than 12 months 137.9 (22.7) 8.6 (0.3)

617.3 (51.4) 198.8 (2.8)
Corporate and foreign government securities
0�6 months 23.7 (1.7) 13.6 (0.3)
7�12 months 81.9 (8.5) 22.2 (0.8)
Greater than 12 months 14.2 (1.6) 12.8 (0.3)

119.8 (11.8) 48.6 (1.4)
U.S. Government obligations
0�6 months � � 25.4 �
7�12 months 8.0 � � �
Greater than 12 months � � � �

8.0 � 25.4 �
Mortgage and asset-backed securities
0�6 months 143.6 (15.5) 37.7 (0.4)
7�12 months 111.0 (36.2) 32.0 (0.3)
Greater than 12 months 74.4 (7.3) 254.4 (4.0)

329.0 (59.0) 324.1 (4.7)
Preferred stock
0�6 months 12.4 (0.3) � �
7�12 months � � � �
Greater than 12 months � � � �

12.4 (0.3) � �

Total $1,086.5 $ (122.5) $ 596.9 $ (8.9)
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        The following table summarizes the unrealized losses in our investment portfolio by type of security and remaining time to maturity as of
the dates indicated:

As of December 31, 2008 As of December 31, 2007

Remaining Time to Maturity

Estimated
Fair
Value

Gross
Unrealized
Losses

Estimated
Fair
Value

Gross
Unrealized
Losses

($ in millions)
Municipal securities
Due in one year or less $ � $ � $ � $ �
Due after one year through five years 5.4 � � �
Due after five years through ten years 42.4 (2.6) 1.9 (0.1)
Due after ten years 569.5 (48.8) 196.9 (2.7)

617.3 (51.4) 198.8 (2.8)
Corporate and foreign government securities
Due in one year or less 0.8 � 7.2 �
Due after one year through five years 23.9 (1.2) 16.1 (0.3)
Due after five years through ten years 72.6 (6.6) 12.0 (0.2)
Due after ten years 22.5 (4.0) 13.3 (0.9)

119.8 (11.8) 48.6 (1.4)
U.S. Government obligations
Due in one year or less 8.0 � � �
Due after one year through five years � � 25.4 �
Due after five years through ten years � � � �
Due after ten years � � � �

8.0 � 25.4 �
Mortgage and asset-backed securities

329.0 (59.0) 324.1 (4.7)
Preferred stock

12.4 (0.3) � �

Total $ 1,086.5 $ (122.5) $ 596.9 $ (8.9)
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        The following table summarizes, for all realized losses through December 31, 2008 and 2007, the fair value and realized loss by length of
time such securities were in a continuous unrealized loss position prior to the date of sale of the security or the recognition of an other than
temporary loss:

Year Ended December 31,

2008 2007

Length of Time in Continuous Unrealized Loss Position Prior to Sale

Estimated
Fair
Value

Gross
Realized
Losses(1)

Estimated
Fair
Value

Gross
Realized
Losses

($ in millions)
Municipal securities
0�6 months $ 2.5 $ (0.3) $ 45.6 $ (0.2)
7�12 months � � � �
Greater than 12 months 3.6 (1.5) � �

6.1 (1.8) 45.6 (0.2)
Corporate and foreign government securities
0�6 months 6.4 (6.1) 12.6 �
7�12 months 3.6 (7.5) 12.6 (0.1)
Greater than 12 months 2.9 (7.5) 16.4 (0.3)

12.9 (21.1) 41.6 (0.4)
U.S. Government securities
0�6 months � � 25.0 (0.4)
7�12 months � � 0.8 �
Greater than 12 months � � 17.8 (0.2)

� � 43.6 (0.6)
Mortgage and asset-backed securities
0�6 months 82.0 (13.5) 92.1 (0.6)
7�12 months 35.1 (20.9) 0.3 �
Greater than 12 months 51.4 (15.0) 105.8 (1.5)

168.5 (49.4) 198.2 (2.1)
Preferred stock
0�6 months 4.8 (3.1) � �
7�12 months � � � �
Greater than 12 months � � � �

4.8 (3.1) � �

Total $ 192.3 $ (75.4) $ 329.0 $ (3.3)

(1)
Includes $71.3 million of other than temporary realized losses in 2008. There were no other than temporary realized losses in 2007.

Premium Revenue Recognition

        Premiums are received either upfront or in installments. Upfront premiums are earned in proportion to the expiration of the amount at risk.
Each installment premium is earned ratably over its installment period, generally one year or less. Premium earnings under both the upfront and
installment revenue recognition methods are based upon and are in proportion to the principal amount guaranteed and therefore result in higher
premium earnings during periods where guaranteed principal is higher. For insured bonds for which the par value outstanding is declining during
the insurance
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period, upfront premium earnings are greater in the earlier periods thus matching revenue recognition with the underlying risk. For the years
ended December 31, 2008, 2007 and 2006, approximately 81%, 78% and 72%, respectively, of our gross written premiums were received
upfront, and 19%, 22% and 28%, respectively, were received in installments. The premiums are allocated in accordance with the principal
amortization schedule of the related bond issue and are earned ratably over the amortization period. When an insured issue is retired early, is
called by the issuer, or is in substance paid in advance through a refunding accomplished by placing U.S. Government securities in escrow, the
remaining unearned premium reserves are earned at that time. Unearned premium reserves represent the portion of premiums written that is
applicable to the unexpired amount at risk of insured bonds.

        In our reinsurance businesses, we estimate the ultimate written and earned premiums to be received from a ceding company at the end of
each quarter and the end of each year because some of our ceding companies report premium data anywhere from 30 to 90 days after the end of
the relevant period. Written premiums reported in our statement of operations are based upon reports received from ceding companies
supplemented by our own estimates of premium for which ceding company reports have not yet been received. As of December 31, 2008, 2007
and 2006 the assumed premium estimate and related ceding commissions included in our consolidated financial statements are $5.4 million and
$1.0 million, $8.8 million and $2.0 million and $25.1 million and $7.9 million, respectively. Key assumptions used to arrive at management's
best estimate of assumed premiums are premium amounts reported historically and informal communications with ceding companies.
Differences between such estimates and actual amounts are recorded in the period in which the actual amounts are determined. Historically, the
differences have not been material. We do not record a provision for doubtful accounts related to our assumed premium estimate. Historically
there have not been any material issues related to the collectibility of assumed premium. No provision for doubtful accounts related to our
premium receivable was recorded for 2008, 2007 or 2006.

Deferred Acquisition Costs

        Acquisition costs incurred, other than those associated with credit derivative products, that vary with and are directly related to the
production of new business are deferred and amortized in relation to earned premiums. These costs include direct and indirect expenses such as
ceding commissions, brokerage expenses and the cost of underwriting and marketing personnel. As of December 31, 2008 and 2007, we had
deferred acquisition costs of $288.6 million and $259.3 million, respectively. Ceding commissions paid to primary insurers are the largest
component of deferred acquisition costs, constituting 59% and 68% of total deferred acquisition costs as of December 31, 2008 and 2007,
respectively. Management uses its judgment in determining what types of costs should be deferred, as well as what percentage of these costs
should be deferred. We annually conduct a study to determine which operating costs vary with, and are directly related to, the acquisition of new
business and qualify for deferral. Ceding commissions received on premiums we cede to other reinsurers reduce acquisition costs. Anticipated
losses, LAE and the remaining costs of servicing the insured or reinsured business are considered in determining the recoverability of acquisition
costs. Acquisition costs associated with credit derivative products are expensed as incurred. When an insured issue is retired early, as discussed
in the Premium Revenue Recognition section of these Critical Accounting Estimates, the remaining related deferred acquisition cost is expensed
at that time.

Deferred Income Taxes

        As of December 31, 2008 and 2007, we had a net deferred income tax asset of $129.1 million and a net deferred income tax asset of
$147.6 million, respectively. Certain of our subsidiaries are subject to U.S. income tax. Deferred income tax assets and liabilities are established
for the temporary differences between the financial statement carrying amounts and tax bases of assets and liabilities using enacted rates in
effect for the year in which the differences are expected to reverse. Such temporary differences
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relate principally to unrealized gains and losses on investments and credit derivatives, deferred acquisition costs, reserves for losses and LAE,
unearned premium reserves, net operating loss carryforwards ("NOLs") and statutory contingency reserves. A valuation allowance is recorded to
reduce a deferred tax asset to the amount that in management's opinion is more likely than not to be realized.

        As of December 31, 2008, Assured Guaranty Re Overseas Ltd. ("AGRO") had a stand alone NOL of $47.9 million, compared with
$54.8 million as of December, 31, 2007, which is available to offset its future U.S. taxable income. The Company has $27.2 million of this NOL
available through 2017 and $20.7 million available through 2023. AGRO's stand alone NOL is not permitted to offset the income of any other
members of AGRO's consolidated group due to certain tax regulations.

        Under applicable accounting rules, we are required to establish a valuation allowance for NOLs that we believe are more likely than not to
expire before being utilized. Management has assessed the likelihood of realization of all of its deferred tax assets. Based on this analysis,
management believes it is more likely than not that $20.0 million of AGRO's $47.9 million NOL will not be utilized before it expires and has
established a $7.0 million valuation allowance related to the NOL deferred tax asset. Management believes that all other deferred income taxes
are more-likely-than-not to be realized. The valuation allowance is subject to considerable judgment, is reviewed quarterly and will be adjusted
to the extent actual taxable income differs from estimates of future taxable income that may be used to realize NOLs or capital losses.

Taxation of Subsidiaries

        The Company's Bermuda subsidiaries are not subject to any income, withholding or capital gains taxes under current Bermuda law. The
Company's U.S. and U.K. subsidiaries are subject to income taxes imposed by U.S. and U.K. authorities and file applicable tax returns. In
addition, AGRO, a Bermuda domiciled company, has elected under Section 953(d) of the U.S. Internal Revenue Code to be taxed as a U.S.
domestic corporation.

        The U.S. Internal Revenue Service ("IRS") has completed audits of all of the Company's U.S. subsidiaries' federal income tax returns for
taxable years through 2001. In September 2007, the IRS completed its audit of tax years 2002 through 2004 for Assured Guaranty Overseas US
Holdings Inc. and subsidiaries, which includes Assured Guaranty Overseas US Holdings Inc., AGRO, Assured Guaranty Mortgage Insurance
Company and AG Intermediary Inc. As a result of the audit there were no significant findings and no cash settlements with the IRS. In addition
the IRS is reviewing Assured Guaranty US Holdings Inc. and subsidiaries ("AGUS") for tax years 2002 through the date of the IPO. AGUS
includes Assured Guaranty US Holdings Inc., AGC and AG Financial Products and were part of the consolidated tax return of a subsidiary of
ACE Limited ("ACE"), our former Parent, for years prior to the IPO. The Company is indemnified by ACE for any potential tax liability
associated with the tax examination of AGUS as it relates to years prior to the IPO. In addition, tax years 2005 and subsequent remain open.

Uncertain Tax Positions

        The Company adopted the provisions of FASB Interpretation No. 48, "Accounting for Uncertainty in Income Taxes�an interpretation of
FASB Statement No. 109" ("FIN 48"), on January 1, 2007. As a result of the adoption of FIN 48, the Company reduced its liability for
unrecognized tax benefits and increased retained earnings by $2.6 million. The total liability for unrecognized tax benefits as of January 1, 2007
was $12.9 million. This entire amount, if recognized, would affect the effective tax rate.

        Subsequent to the adoption of FIN 48, the IRS published final regulations on the treatment of consolidated losses. As a result of these
regulations the utilization of certain capital losses is no longer at a level that would require recording an associated liability for an uncertain tax
position. As such, the
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Company decreased its liability for unrecognized tax benefits and its provision for income taxes $4.1 million during the period ended March 31,
2007. In September 2007, upon completion of the IRS audit of Assured Guaranty Overseas US Holdings Inc. and subsidiaries, the liability for
unrecognized tax benefits was reduced by approximately $6.0 million.

        The total liability for unrecognized tax benefits as of December 31, 2008 and 2007 was $5.1 million and $2.8 million, respectively, and is
included in other liabilities on the balance sheets. During the year ended December 31, 2008 the net liability increased by approximately
$2.3 million due to a position management intends to take on the Company's 2008 tax return. The Company does not believe it is reasonably
possible that this amount will change significantly in the next twelve months.

        The Company's policy is to recognize interest and penalties related to uncertain tax positions in income tax expense. As of the date of
adoption, the Company has accrued $0.9 million in interest and penalties.

Liability For Tax Basis Step-Up Adjustment

        In connection with the IPO, the Company and ACE Financial Services Inc. ("AFS"), a subsidiary of ACE, entered into a tax allocation
agreement, whereby the Company and AFS made a "Section 338 (h)(10)" election that has the effect of increasing the tax basis of certain
affected subsidiaries' tangible and intangible assets to fair value. Future tax benefits that the Company derives from the election will be payable
to AFS when realized by the Company.

        As a result of the election, the Company has adjusted its net deferred tax liability to reflect the new tax basis of the Company's affected
assets. The additional basis is expected to result in increased future income tax deductions and, accordingly, may reduce income taxes otherwise
payable by the Company. Any tax benefit realized by the Company will be paid to AFS. Such tax benefits will generally be calculated by
comparing the Company's affected subsidiaries' actual taxes to the taxes that would have been owed by those subsidiaries had the increase in
basis not occurred. After a 15 year period, to the extent there remains an unrealized tax benefit, the Company and AFS will negotiate a
settlement of the unrealized benefit based on the expected realization at that time.

        The Company initially recorded a $49.0 million reduction of its existing deferred tax liability, based on an estimate of the ultimate
resolution of the Section 338(h)(10) election. Under the tax allocation agreement, the Company estimated that, as of the IPO date, it was
obligated to pay $20.9 million to AFS and accordingly established this amount as a liability. The initial difference, which is attributable to the
change in the tax basis of certain liabilities for which there is no associated step-up in the tax basis of its assets and no amounts due to AFS,
resulted in an increase to additional paid-in capital of $28.1 million. As of December 31, 2008 and 2007, the liability for tax basis step-up
adjustment, which is included in the Company's balance sheets in "Other liabilities," was $9.1 million and $9.9 million, respectively. The
Company has paid ACE and correspondingly reduced its liability by $0.7 million and $5.1 million in 2008 and 2007, respectively.

Accounting for Share-Based Compensation

        Prior to January 1, 2006, we accounted for our share-based employee compensation plans under the measurement and recognition
provisions of Accounting Principles Board Opinion No. 25, "Accounting for Stock Issued to Employees" ("APB 25") and related Interpretations,
as permitted by FAS No. 123, "Accounting for Stock-Based Compensation" ("FAS 123").

        Effective January 1, 2006, we adopted the fair value recognition provisions of FAS No. 123 (revised), "Share-Based Payment"
("FAS 123R") using the modified prospective transition method. Under that transition method, compensation expense includes:
(a) compensation expense for all share-based payments granted prior to, but not yet vested as of January 1, 2006, based on the grant date fair
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value estimated in accordance with the original provisions of FAS 123, and (b) compensation expense for all share-based payments granted on
or after January 1, 2006, based on the grant date fair value estimated in accordance with the provisions of FAS 123R. Because we elected to use
the modified prospective transition method, results for prior periods have not been restated.

        The following table presents pre-DAC and pre-tax, share-based compensation cost by share-based expense type:

Year Ended December 31,
(in thousands of U.S. dollars) 2008 2007 2006
Share-Based Employee Cost
Restricted Stock
Recurring amortization $ 6,075 $ 9,371 $ 7,676
Accelerated amortization for retirement eligible employees 125 4,074 1,534

Subtotal 6,200 13,445 9,210

Restricted Stock Units
Recurring amortization 1,174 � �
Accelerated amortization for retirement eligible employees 1,632 � �

Subtotal 2,806 � �

Stock Options
Recurring amortization 3,373 3,632 3,581
Accelerated amortization for retirement eligible employees 1,498 1,782 655

Subtotal 4,871 5,414 4,236

ESPP 125 154 125

Total Share-Based Employee Cost 14,002 19,013 13,571

Share-Based Directors Cost
Restricted Stock 441
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