As of July 8, 2016

Ownership and Corporate Structure

The chart below isa simplified overview of our capitdization and corporate structure immediately
prior to and immediately following the Restructuring Transactionsdescribed in our pressreleasedated duly 1,

2016 (the* Regtructuring Transactions’).

Simplified Corporate Structure— Prior to the Transactions

Holders of
SHL Common
Shares

56,269,616
Common Shares®

Holders of
$200 million
Twin Reefs
Pass-Through
Trust
Securities
Twin Reefs Twin Reefs
Pass- Asset Trust
Through + 2,000 Series B
Preference
Trust Shares
100%

Syncora Capital Assurance

1%
Inc. (SCAI)

(New York Insurance Company)

Syncora Holdings Ltd. (SHL)

(Bermuda Exempt Company)

Syncora Holdings U.S. Inc. (SHI)
(Delaware Corporation)

Syncora Guarantee Inc. (SGI)

(New York Insurance Company)

$27.2 million SGI long-term surplus notes,
6% interest, due 2024

$21.2 million SGI short-term surplus notes,
5% interest, due 2011

$200 million SCAI long-term surplus note,
6% interest, due 2024

$65,000,000 Twin Reefs Pass-Through Trust
Securities

99%

Syncora Securities Holdings,
LLC (SSH)
+ 3,044,588 Common Shares

* 84,584 Series A Preference
Shares

Holders of
Series A
Preference
Shares

250,000 shares of Fixed/Floating Perpetual Non-
Cumulative Series A Preference Shares

$574.9 million long-term
surplus notes, 6% interest, due
2024 and $103.6 million of
accrued but unapproved
interest as of March 31, 2016

$144.2 million short-term surplus notes,

5% interest, due 2011 and $38.9 million
of accrued but unapproved interest as of
March 31, 2016¢

100%

Pike Pointe Holdings, LLC
(Pike Pointe)®

(Delaware Limited Liability
Company)

Long-term
Surplus
Noteholders

Short-term
Surplus
Noteholders

(1) Asof March 31, 2016. This amount of common shares does not include 3,044,588 common shares currently held by Syncora Securities Holdings LLC, a Delaware trust jointly held by

SGl and SCAI.

(2) The $574.9 million principal amount includes interest paid-in-kind as of March 31, 2016 of $121.5 million. However, it does not include $21.4 million, $5.6 million and $4.9 million of
principal, paid-in-kind interest and accrued interest, respectively, held by SGI as of March 31, 2016.
(3) The $144.2 million principal amount includes interest paid-in-kind as of March 31, 2016 of $13.4 million. However, it does not include $19.2 million, $2.0 million and $5.7 million of
principal, paid-in-kind interest and accrued interest, respectively, held by SGI as of March 31, 2016.
(4) Pike Pointe is a holding company that owns the American Roads business.




Holders of
$200 million
Twin Reefs

Pass-Through

Trust

Securities

Simplified Corporate Structure — After the Transactions®

Holders of
SHL Common
Shares

86,568,640
Common Shares

Syncora Holdings Ltd. (SHL)
(Bermuda Exempt Company)

Syncora Holdings U.S. Inc. (SHI)
(Delaware Corporation)

$555.3 million Existing Long-
Term Surplus Notes and

Syncora Guarantee Inc. (SGI)
(New York Insurance Company)

$27.2 million SGI long-term surplus notes,
6% interest, due 2024

$21.2 million SGI short-term surplus notes,
5% interest, due 2011

$200 million SCAI long-term surplus note,
6% interest, due 2024

$65,000,000 Twin Reefs Pass-Through Trust
Securities

$69.7 million of accrued
interest but unapproved
interest as of July 29,
2016. @)

$130.2 million Existing
Short-Term Surplus
Notes and $37.9 million
of accrued but
unapproved interest as

of July 29, 2016. @@

Twin Reefs Twin Reefs
Pass- Asset Trust
Through 2,000 Series B
Trust Preference
Shares
100%

Syncora Capital Assurance
Inc. (SCAI)

1%

99%

Syncora Securities Holdings,
LLC (SSH)

(New York Insurance Company)

e

GEBEBE

C)

« 3,044,588 Common Shares

The chart assumes the Restructuring Transactions close on July 29, 2016.

The $555.3 million principal amount includes $117.2 million of paid-in-kind interest.

The $130.2 million principal amount includes $12.1 million of paid-in-kind interest.

These values assume 100% participation of both short-term and long-term surplus noteholders.
Pike Pointe is a holding company that owns the American Roads business.

100%

Long-term
Surplus
Noteholders

Short-term
Surplus
Noteholders

Pike Pointe Holdings, LLC
(Pike Pointe)®
(Delaware Limited Liability
Company)




PRO FORMA FINANCIAL INFORMATION

The following unaudited pro forma consolidated GAAP baance sheet of SHL as of March 31, 2016,
the unaudited pro forma consolidated GAAP statements of operationsand comprehensive income (loss) of
SHL for the year ended December 31, 2015 and the three months ended March 31, 2016 are based on the
individua historica consolidated GAAP financid statements of SHL.

The following unaudited pro forma statutory basis statements of assets, ligbilities, surplus and other
funds of SGI as of March 31, 2016 and the unaudited pro forma statutory basis staements of income of SGI
for the year ended December 31, 2015 and the three months ended March 31, 2016 are based on the
individua historicd statutory financid statements of SGI.

The unaudited pro forma consolidated GAAP baance sheet of SHL as of March 31, 2016, the
unaudited pro forma consolidated GAAP statements of operations and comprehensive income (loss) of
SHL for the year ended December 31, 2015 and the three months ended March 31, 2016, the unaudited pro
forma statutory basis statements of assets ligbilities, surplus and other funds of SGI as of March 31, 2016,
and the unaudited pro forma statutory basis statements of income of SGI for the year ended December 31,
2015 and the three months ended March 31, 2016 give effect to the Restructuring Transactions as if they
had occurred on March 31, 2016 for the unaudited pro forma consolidated GAAP badance sheet of SHL
and the unaudited pro forma statutory basis stalements of assets liabilities surplus and other funds of
SGI and on January 1, 2015 for the unaudited pro forma consolidated GAAP statements of operations
and comprehensive income (loss) of SHL and the unaudited pro forma statutory basis statements of
income of SGI.

The unaudited pro forma consolidated GAAP financid information of SHL, and the unaudited pro
forma statutory basis financid information of SGI include unaudited pro forma adjustmentstha are
factudly supportable and directly attributable to the Restructuring Transactions In addition, with respect
to the unaudited pro forma consolidated GAAP statements of operationsand comprehensive income (10ss)
of SHL and the unaudited pro forma statutory basis staements of income of SGI, the unaudited pro
forma adjustments are expected to have a continuing effect on the combined results. The pro forma
adjustments set forth in the unaudited pro forma consolidated GAAP financid information of SHL and
the unaudited pro forma statutory basis financid information of SGI reflect the Restructuring
Transactions, including:

» the cancellation by SGI of $19.7 million and $4.0 million of principa (including paid-in-kind
interest) and accrued and unapproved interest, respectively, of Existing Long-Term Surplus Notes
and $4.9 million and $1.4 million of principd (including paid-in-kind interest) and accrued and
unapproved interest, respectively, of Existing Short-Term Surplus Notes that it receives pursuant
to the Restructuring Transactions,

e the approvad from the NYDFS for SGI to make a payment on the Existing SGI Surplus Notes in
aggregate amount of $58.9 million ($55 million on Existing SGI Surplus Notes owned by holders
other than SGI), which payment will be dlocated between the Existing Short-Term Surplus Notes
and the Existing Long-Term Surplus Notes pro rata based on the amount of outstanding principd
(including any paid-in-kind interest thereon) and accrued and unapproved interest through
July 29, 2016;

e the gpprovd from NYDFS of permitted accounting practices to dlow SGI to increase its
unassigned funds (surplus) to the greatest extent possible given its current gross paid-in and
contributed surplus by dlocating the entire badance of that account to earned surplus; and

e the Tax Sharing Amendment.




SyncoraHoldingsLtd.
Consolidated GAAP Balance Sheet

(U.S. Dollarsin thousands)
Assets
Debt securities, available-for-sde, at fairvdue .. ..........

Other invested assets, at fairvdue .. ..................

Cash and cash equivaents

Totd cashandinvestedassets . . ...................

Restricted cash and cash equivdents
Accrued investment income
Deferred acquisition costs, net

Premiumsreceivable . . . ......... ... ... ... ... .. ...

Salvage and subrogation recoverable
Credit default and other swap contracts, at fair vaue

Receivables on insurance cash flow certificates net . . .......

Interest rate derivative instrument, at fairvalue . . ... ......
Property and equipment, net
Leasehold rights and other definite-lived intangible assets net .
Toll rights and other indefinite-lived intangibleassets . . . .. ..
Other assets

Liabilities and Shareholders Equity
Liabilities

Assets of consolidated varidble interest entities, at fair vaue. . .
Tota @SSEtS . . o i

Unpaid losses and loss adjustment expenses.. . . . . ... ....
Unearned premium revenue
Credit default and other swap contracts, at fair vaue . . . . ..
Notes payable
Reinsurance premiumspayable .. ..................
Accounts payable, accrued expenses and other liabilities. . . .
Accrued interest on notes payable
Pension and other postretirement liabilities . . ..........

Lighilities of consolidated variable interest entities, at fair
VaUE . .

Totd ligbilities. . . . ......... ... .. ... ... ...

Shareholders equity

Non-controlling interest in subsidiary — Series B perpetud
non-cumulative preferred shares of Syncora Guarantee
INC. . .

Non-controlling interest in consolidated entity . ... ... ...
Series A perpetud non-cumulative preferred shares . . . . . . .
Common shares and additiona paid-in-capitd . . . .......
Accumulated deficit . ........ ... .
Accumulated other comprehensive income
Syncora Holdings Ltd. common shareholders’ equity . . . .
SyncoraHoldings Ltd. shareholders equity . .........
Tota shareholders’ equity
Totd liabilities and shareholders equity .. .........

Pro Forma

March31,2016  Adjustments March 31, 2016
$1,439943 $ — $ 1,439,943
66,562 — 66,562
171,677 (55,000)® 116,677
1,678,182 (55,000) 1,623,182
21,616 — 21,616
9,143 — 9,143
51,735 — 51,735
131,996 — 131,996
91,072 — 91,072

15 — 15

297,637 — 297,637

96 — 96

50,187 — 50,187
20,694 — 20,694
97,726 — 97,726
45,760 — 45,760
124,412 — 124,412
$2,620,271 $ (55,000) $ 2,565,271
1,037,559 — 1,037,559
355,578 — 355,578
131,043 — 131,043
373,973 6,544WR® 380,517
14,504 — 14,504
36,662 — 36,662
142,417 (53,239)P@® 89,178
11,310 — 11,310
69,703 — 69,703
2,172,749 (46,695) 2,126,054
13,453 — 13,453
2,957 — 2,957
163,162 (163,162)@ —
2,678,346 37,268@ 2,715,614
(2,428,881) 117,5899%  (2,311,292)
18,485 — 18,485
267,950 154,857 422,807
431,112 (8,305) 422,807
447522 (8,305) 439,217
$2,620271 $ (55,000) $ 2,565,271




1)

@)

3

(4)

The discount received in the Restructuring Transactions (principd, paid-in-kind interest and accrued and
unapproved interest) isbeing accounted for as a debt modification since the creditors before and after
the discount remain the same and the change in the terms isnot considered substantid. A substantid
change isconsidered to be a change in cash flows of greater than 10% as a result of the modification of
terms Asthe change in cash flowsislessthan 10%, modification accounting is appropriate. Under

debt modification accounting, no gain or lossisrecorded, and a new effectiveinterest rate is established
based on the carrying vaue of the surplus notes and new cash flows Additiondly, any consideration
paid to the creditors including non cash consideration is capitdized and amortized as part of the
effective yield cdculation. The fair value of the common shares issued isaccounted for as consideration
paid to the creditors in exchange for the reduction in principd, paid-in-kind interest, and accrued and
unapproved interest. The pro forma financid statements assume 100% participation in the Restructuring
Transactions by holders of Existing SGI Surplus Notes.

As Existing SHL Preferred Shares are considered to be extinguished as part of the Restructuring
Transactions, the difference between the consideration paid (15% pro forma SHL Common Shares
issued and outstanding after giving effect to the Restructuring Transactions, plus the estimated fair
vaue of $40.0 million of Existing SGI Surplus Notes comprised of principd, paid-in-kind interest and
accrued and unapproved interest and the carrying vaue of the origind preferred shares isrecognized as
areduction to accumulated deficit as a deemed dividend. The estimated fair vaue of the $40.0 million
of Existing SGI Surplus Notes principd, paid-in-kind interest and accrued and unapproved interest is
aso reflected as an increase to Notes payable and Accrued interest.

The $55 million payment to holders of Existing SGI Surplus Notes (other than SGI) isrecorded as a
$9.1 million reduction to principd of the Existing Short-Term Surplus Notes and a $45.9 million
reduction to accrued interest. The interest payment on Existing SGI Surplus Notes iscontingent on
NY DFS approvd which isoutside of SGI's control and isa condition precedent to the offer.

The SHL Common Share price used isthe price as of July 5, 2016 ($1.23). The number of SHL
Common Shares estimated to be issued to the holders of Existing SGI Surplus Notes participating in
the Restructuring Transactions and holders of Existing SHL Preferred Shares following in the variation
of rightsis 17,313,728 and 12,985,296, respectively. The pro forma financid statements assume 100%
participation in the Restructuring Transactions by holders of Existing SGI Surplus Notes




SyncoraHoldings Ltd.
Consolidated Statement of Operations and Comprehensive Income (L 0ss)

(U.S. Dollarsin thousands)
Revenues
Net premiums earned
Net investment income

Net redized (losses) gains on investments including
other-than-temporary impairment losses

Net (loss) earnings on insurance cash flow certificates net of
amortization of deferred gains

Toll revenue . . . ...
Fees and other income

Net (loss) earnings on credit default and other swap contracts,
net of unreaized gains and redized losses and other
settlements . .. ...

Net change in fair vaue of consolidated variable interest
entities . . . .. ...

Total revenues
Expenses
Net losses and loss adjustment expenses . . . ... ...... ...
Amortization of deferred acquisition costs, net
Realized loss on interest rate derivative instrument . . . . . . ..
Interestexpense . . . . . . ...
Operating expenses
Total expenses
(L oss) income before income tax expense
Income tax expense
Net (loss)income . . . . ...t
Net (loss) income attributable to non-controlling interest
Net (loss) income attributable to controlling interest

Comprehensive (loss) income:
Net (loss) income
Change in pension and other postretirement benefits . . . . . . ..
Net unredlized gains (losses) oninvestments . . . .. .........
Comprehensive (loss) income

Comprehensive (loss) income attributable to non-controlling
INterest . . ...

Comprehensive (loss) income attributable to controlling
INterest . . ...

Basic and diluted earnings (loss) per common share of Syncora
HoldingsLtd. .. ..... ... ... .. . . . .

Weighted average common shares outstanding

Pro Forma
ThreeMonths Three Months
Ended Ended

March3l, 2016  Adjustments?®  March 31, 2016
$ 16,643 $ — $ 16,643
10,530 — 10,530
(2,973) — (2,973)
(12,970) — (12,970)
5,949 — 5,949
1,809 — 1,809
(31,631) — (31,631)
6,807 — 6,807
(5,836) — (5,836)
35,088 — 35,088
2,508 — 2,508

425 — 425

20,561 — 20,561
20,889 — 20,889
79,471 — 79,471
(85,307) — (85,307)
409 — 409
(85,716) — (85,716)
(51) — (51)
(85,665) — (85,665)
(85,716) — (85,716)
(48) — (48)

18,127 — 18,127
(67,637) — (67,637)
(51) — (51)
(67,586) — (67,586)
(0.99) — (0.99)
86,568,640 — 86,568,640

(1) The discount received in the Restructuring Transactions (principd, paid-in-kind interest and accrued and
unapproved interest) isbeing accounted for as a debt modification since the creditors before and after
the discount remain the same and the change in the terms isnot considered substantid. A substantid
change isconsidered to be a change in cash flows of greater than 10% as a result of the modification of




terms. As the change in cash flows isless than 10%, modification accounting is appropriate. Under
debt modification accounting, no gain or loss isrecorded, and a new effective interest rate is
established based on the carrying value of the surplus notes and new cash flows.

(2) The effect of the new effective rate on the pro forma statement of operations and comprehensive
income (loss) as a result of the Exchange Offers isnot expected to have a material continuing effect
upon the consolidated results of SHL forthe three months ended March 31, 2016.




SyncoraHoldings Ltd.
Consolidated Statement of Operations and Comprehensive Income (L 0ss)

(U.S. Dollarsin thousands)
Revenues

Net premiums earned . .. ... ...... ... ... ...,
Net investment income . .....................

Net redized (losses) gains on investments including

other-than-temporary impairmentlosses . . . ... ...

Net (loss) earnings on insurance cash flow certificates,

net of amortization of deferred gains . ..........
Toll revenue . . . ..o oo i
Fees and other income . .....................

Net (loss) earnings on credit default and other swap
contracts, net of unredized gains and redized |osses

and other settlements . . .. ... ... .. . ...,

Net change in fair vaue of consolidated variable interest

eNtitieS . . ..
Total reVeNUES . . . o v vt e e e e

Expenses
Net (recoveries) losses and loss adjustment expenses . . .
Amortization of deferred acquisition costs, net . ... ..
Realized loss on interest rate derivative instrument . . . .

INnterestexpense . . ... ... e
OpErating eXPeNnSES . . v v v v v v et e
Total expenses . ... ...
(Loss) income beforeincometax expense . . ... ... ... ..
INnCOmetax eXpense . . .. ... oo i e e
Net (loss)income . .. ......... ..

Net (loss) income attributable to non-controlling interest . . .
Net (loss) income attributableto controlling interest . .. . .

Comprehensive (loss) income:

Net (loss)income. . . ... .. i e

Change in pension and other postretirement benefits . . . .
Net unredized gains (losses) oninvestments . .. .......

Comprehensive(loss)income. . .. .........c. ...

Comprehensive (loss) income attributable to

non-controllinginterest . . . ...................

Comprehensive (loss) income attributable to controlling

INEErESt . .

Basic and diluted (loss) income per share attributable to
common shareholders of SyncoraHoldingsLtd.:

Net (loss) income attributable to controlling interest

Gain on transfer of Series A perpetual non-cumulative

preferenceshares . ......... ... . .. ..

(L oss) earnings attributable to common shareholders of

SyncoraHoldingsLtd. . . ......... ... ... ... ...

Basic and diluted earnings (loss) per common share of

Syncora Holdings Ltd. . .....................

Weighted average common shares outstanding . .. ... ..

Year Ended

December 31, 2015

Adjustments®@

Pro Forma
Year Ended
December 31, 2015

$ 73147 $ — $ 73147
42,799 — 42,799
(3,330) — (3,330)

(55,578) — (55,578)
25,298 — 25,298
12,526 — 12,526

139,891 — 139,891

6,107 — 6,107
240,860 — 240,860
(149,278) — (149,278)
9,962 — 9,962
2,660 — 2,660
72,572 — 72,572
86,137 — 86,137
22,053 — 22,053
218,807 — 218,807
1,127 — 1,127
217,680 — 217,680
976 — 976
216,704 — 216,704
217,680 — 217,680
979 — 979
(23,074) — (23,074)
195,585 — 195,585
976 — 976

194,609 — 194,609

216,704 — 216,704
83,431 — 83,431

$ 300,135 $ — $ 300,135

5.33 —O 3.47
56,269,616 30,299,024 86,568,640




(1) The discount received in the Restructuring Transactions (principd, paid-in-kind interest and accrued
and unapproved interest) isbeing accounted for as a debt modification since the creditors before and
after the discount remain the same and the change in the terms isnot considered substantial. A
substantid change isconsidered to be a change in projected cash flows of greater than 10% as a result
of the modification of terms As the change in cash flowsislessthan 10%, modification accounting is
appropriate. Under debt modification accounting, no gain or lossisrecorded, and a new effective
interest rate isestablished based on the carrying vadue of the surplus notes and new cash flows

(2) The effect of the new effective rate on the pro forma statement of operationsand comprehensive
income (loss) as aresult of the Restructuring Transactions isnot expected to have a materid
continuing effect upon the consolidated results of SHL for the year ended December 31, 2015.

(3) The Earnings per share cdculaion only reflects earnings from continuing operations and excludes the
$117.6 million of gain on extinguishment of the Existing SHL Preferred Shares that would be recorded
upon close of the Restructuring Transactions.




SyncoraGuaranteelnc.
Statutory Basis— Statement of Assets, Liabilities, Surplus and Other Funds

Pro Forma
(U.S. Dollarsin thousands) March31,2016  Adjustments March 31, 2016
Admitted Assets
Bonds . . ... $ 939570 $ — $ 939,570
Cash, cash equivalents and short-terminvestments . . . . ... .. 78,640 (55,000)® 23,640
Derivatives . . .. . 96 — 96
Otherinvestedassets . ......... ..., 225,048 — 225,048
Totd cashand investedassets . .................. 1,243,354 (55,000) 1,188,354
Investment incomedue and accrued . ... .............. 3,151 — 3,151
Uncollected premiums . ... ... ... 483 — 483
Amounts recoverable fromreinsurers . . ... ... ... ... 361 — 361
Receivables from parent, subsidiaries and affiliates . . . . ... .. 415 — 415
Other @SSets . . . . . o 3,877 — 3,877
Tota admittedassets .. ............ ... ... $1251,641 $ (55,000) $1,196,641
Liabilities, Surplus and Other Funds
Liabilities
Unearned premiumrevenug, net . .................. $ 110342 $ — $ 110,342
L osses (recaverable) and loss adjustment expenses . . ... .. (48,441) — (48,441)
Mandatory contingency reserves . .. ................ 86,776 — 86,776
Fayables to parent, subsidiaries and affiliates . . . .. ...... 4,561 — 4,561
Other ligbilities .. ....... .. .. . .. 9,860 — 9,860
Totd ligbilities . . ...... ... .. . . 163,098 — 163,098
Capitd and surplus
Commoncapita stock . . . ... .. ... 15,000 — 15,000
Preferred capital stock . . ... ... ... .. .. ... ... .. 200,000 — 200,000
SUMPIUSNOES .« .« . v v et e et e e e e 584,334 (28,190)W@ 556,144
Gross paid in and contributed surplus . . .. .. ......... 2,046,972 (2,046,972)0C) —
Unassigned funds (sUrplus) . ... ..., (1,757,763) 2,020,162W@C) 262 399
Totd capitd andsurplus . . .. ................... 1,088,543 (55,000) 1,033,543
Totd liabilitiesand capita and surplus . .. .......... $1251641 $ (55,000) $1,196,641

(1) The principd component of the $30.0 million discount on Existing SGI Surplus Notes isconsidered an
equity transaction as it istransacted between related parties and therefore reported through Gross
paid in and contributed surplus (prior to application of the permitted practice as described in (3)
below). Under Statutory Accounting Principles, surplus notes are treated as equity instruments.

(2) Of the $55.0 million payment on Existing SGI Surplus Notes held by parties other than SGI at closing,
apro rata portion of only unapproved amounts are dlocaed to principa ($8.2 million), paid-in-kind
interest ($0.9 million) and accrued and unapproved interest ($45.9 million). For purposes of the pro
forma, the payment on the Existing SGI Surplus Notes isincluded. However such payment is
contingent on the NY DFS approva which isoutside of SGI’s control and isa condition precedent to
the Restructuring Transactions. Under statutory accounting principles, interest isrecorded as an expense
once approved by the NYDFS.

(3) Reflects the application of a permitted practice to increase SGI's unassigned funds (surplus) by
transferring its gross paid in and contributed surplus account to its earned surplus account. This
permitted practice issubject to NY DFS gpprovd which isoutside of SGI's control and isa condition
precedent to the Restructuring Transactions.
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SyncoraGuarantee Inc.
Statutory Basis— Statement of Income

Pro Forma
Three Months Three Months
Ended Ended
(U.S. Dallarsin thousands) March31, 2016  Adjustments®  March 31, 2016
Underwriting
Net premiums written . . . ............ ... ... $ 2,526 $ — $ 2,526
Change in unearned premium revenue ................. 720 — 720
Net premiums €arned . ... .o 3,246 - 3,246
Deductions —
Net losses (benefit) incurred .. ... ... ... ... ....... (2,796) — (2,796)
Loss adjustment expensesincurred . . .. ... ... L. 2,044 — 2,044
Underwriting eXpenses . . . . ..o v 6,234 — 6,234
Totd underwriting deductions . . ................... 5,482 — 5,482
Net underwriting (Ioss) .. ...................... (2,236) — (2,236)
Investment Income —
Netinvestmentincome .. ............ ... 7,032 — 7,032
Netredized capitd gains . ............ ... . ....... 732 — 732
Netinvestmentgain . ............. . ... . ....... 7,764 — 7,764
Other Income —
Feeand other income . . ........ ... .. .. ... .. . .. ..., 11 — 11
Interestexpense . . .. ... — — —
Totd otherincome . .......... ... ... ... .... 11 — 11
Income (loss) before federa incometaxesincurred . . .. ... .. 5,539 — 5,539
Federd and foreign income taxes (benefit) incurred . ... .. .. (2,887) — (2,887)
Netincome (I0SS) . ....... ..t $ 8,426 $ — $ 8,426

(1) Asno Existing SGI Surplus Note payments were requested from the NY DFSduring the three months
ended March 31, 2016, there are no pro forma adjustmentsto the statement of income.

11




SyncoraGuarantee Inc.
Statutory Basis— Statement of Income

Pro Forma Year

Year Ended Ended December
(U.S Dollarsinthousands) December 31,2015  Adjustments 31, 2015
Underwriting
Net premiums written .. ........... ... . ..., $ 12,771 $ — $ 12,771
Change in unearned premium revenue . .............. 30,575 — 30,575
Net premiums earned . . ..................... 43,346 — 43,346
Deductions —
Net losses (benefit) incurred . . . ... ... ... . L. (146,633) — (146,633)
Loss adjustment expensesincurred . ... ............. 5,675 — 5,675
Underwriting expenses . ... ..o e 36,262 — 36,262
Totd underwriting deductions . . . . ............... (104,696) — (104,696)
Net underwriting (I0sS) . .. ... ... o .. 148,042 — 148,042
Investment Income —
Netinvestmentincome . ........................ 39,433 — 39,433
Netredizedcapitd gains .. ...................... 14,382 — 14,382
Netinvestmentgain ........................ 53,815 — 53,815
Other Income —
Feeandotherincome .......................... 668 — 668
INtErESt EXPENSE . . . v oot et e e — (46,773)® (46,773)
Totd otherincome . . ......... .. ... ... ...... 668 (46,773) (46,105)
Income (loss) before federa income taxesincurred . . .. .. 202,525 (46,773) 155,752
Federd and foreign income taxes (benefit) incurred . . . . . . (6,444) — (6,444)
Netincome(loss) .. ... $ 208,969 $(46,773) $ 162,196

(1) Of the $55.0 million payment on Existing SGI Surplus Notes held by parties other than SGI at closing,
a pro rata portion of only unapproved amounts are dlocaed to principa ($8.2 million), paid-in-kind
interest ($0.9 million) and accrued and unapproved interest ($45.9 million). For purposes of the pro
forma, the payment on the Existing SGI Surplus Notes isincluded. However, such payment is
contingent on the NY DFS approva which isoutside of SGI’s control and isa condition precedent to
the offer. Under statutory accounting principles interest isrecorded as an expense once approved by

the NYDFS.
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RISK FACTORS

RisksRelated to theRestructuring Transactions

Thevalueof the SHL Common Sharesfollowing completion of the Restructuring Transactionswill depend on
variousfactors, including the valueof SGI’'sand its subsidiaries common equity following completion of the
Restructuring Transactions, in addition to our ability to raise capital at SHL and acquirea new business, which
are outside our control.

The vdue of the SHL Common Shares will depend, in part, upon our &bility to complete various future
initiatives, including attracting new capital, acquisition of a new business with adequate returns and income
and a the insurance company level completing other monetization or liquidity enhancing measures,
including remediations and litigation settlements We are not receiving a capitd investment a the time of
closing and may not receive one in the foreseeable future or ever. We may dso be unable to identify, acquire
or close suiteble acquisition targets. In addition, we may not be able to complete any or dl of our
contemplated monetization or liquidity enhancing measures or do so in a manner that maximizes the vaue
of such measures There can be no assurance that the vaue of the SHL Common Shares will increase
significantly or & dl. Holders of the SHL Common Shares may be prohibited from trading their SHL
Common Shares for some time because of restrictions on the ability to transfer the SHL Common Shares
For example, any holder that receivesor holds more than 5% of the SHL Common Shares following the
Restructuring Transactions.

There can be no assurance that we will be successful in obtaining a third-party investmentin SHL.

Following the consummation of the Restructuring Transactions, we plan to seek a third-party
investment in SHL. We cannot assure you that we will be able to atract one or more third-party investors
in the foreseeable future or a dl, or that any third-party investor will perceive vaue in SHL. In the event
tha weare unable to atract a third-party investor, SHI may not be able to utilize the NOLs that it is
permitted to use, and such NOLs may expire unutilized. In connection with any such investment, we may be
required to register our securities with the SEC, which would be time-consuming and costly.

A potential third-party investor of new capital may require a significant amount of equity in SHL, which
would dilutethe valueof SHL's common sharessubstantially.

We anticipate that any investor of new capita will expect to receive a significant amount of equity in
SHL in exchange for making an investment as well as governance and other rights Such equity may teke the
form of SHL Common Shares, preferred shares convertible debt, options, warrants or a combination of
the foregoing. While we believethat a third-party capitd contribution would increase the vaue of our
equity, the voting rights of a holder of SHL Common Shares will be diluted and there can be no assurance
tha the vdue of our equity will increase significantly or a dl. In addition, tax considerations may limit the
amount of common shares or other equity securities that can be issued to any such investor.
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Future acquisitions or business opportunitiescouldinvolve unknown risks that could harmour business and
adversely affect our financial condition.

If the Restructuring Transactions are consummated and if we are &ble to raise additiona capitd, as
part of our ongoing strategic initiatives we may acquire other businesses or make other acquisitions that
may involve unknown risks, some of which will be particular to the industry in which the acquisition target
operates Although weintend to conduct business, financid and legd due diligence in connection with the
evduation of any future business or acquisition opportunities, there can be no assurance our due diligence
investigations will identify every matter that could have a materid adverse effect on us

Potentid acquisitions may expose us to operationd chalenges and risks, including: integrating
financid and operationd reporting systems and management teams; funding increased capitd needs and
overhead expenses; diverting management’s attention away from running our business; and inheriting
unforeseen or undetected liabilities particularly where the seller(s) of the entities we acquire are unable or
unwilling to meet their indemnification, reinsurance and other obligations to us Our failure to successfully
manage these operationa chalenges and risks may adversely impact our financid condition or results of
operations.

The redization of any risks could prevent or limit us from redizing the projected benefits of the
businesses or acquisitions, which could adversely affect our financid condition and liquidity. In addition,
our financia condition, results of operationsand the ability to service our debt or pay dividends will be
subject to the specific risks applicable to any business or company we acquire.

If we are unable to identify, acquire, close or integrate suitable acquisition targets successfully we may not be
profitable, which would adversely affect the valueof the Company.

If we are successful in raising additiona capitd, weintend to anadyze and evduae potentia
acquisitions We cannot assure you that we will identify or successfully complete transactions with suitable
acquisition candidates in the future, nor can we assure you that completed acquisitions will be successful or
tha wewill obtain regulatory approval. In addition, our inability to make acquisitions may impair our
ability to be profitable. There may be a substantia period of time before we are able to attract new capitd,
invest and make suitable acquisitions Delays we encounter in the selection, acquisition and/or development
of targets could adversely affect the vdue of the Company. We anticipate that the assessment of each
specific target business, and the negotiation, drafting and execution of relevant agreements, disclosure
documents and other instruments or agreements relevant to the acquisition of any such target business, will
require substantia time and attention on the part of our management and the incurrence by the Company
of substantid costs for advisors Completion of an acquisition may be more costly or take longer than
expected, may dilute holders of SHL Common Shares or may have a different or more costly financing
structure than initidly contemplated.

Furthermore, we expect to encounter intense competition from other entities having a business
objective similar to ours including private investors (which may be individuds or investment partnerships)
and other entities domestic and international, competing for the types of businesses we may consider for
acquisition. Many of these individuds and entities are well-established and have extensive experience in
identifying and effecting, directly or indirectly, acquisitions of companies operating in or providing services
to various industries Many of these competitors may possess greater technica, human and other resources
or more locd industry knowledge than wedo and our financid resources may be relatively limited when
contrasted with those of many of these competitors. While we believe there are numerous target businesses
we could potentidly acquire, our ability to compete with respect to the acquisition of certain target
businesses that are sizable may be limited by our available financid resources This inherent competitive
limitation may give others an advantage in pursuing the acquisition of certain target businesses

Our Board of Directors may change our strategy without shareholder approval, which could alter the nature of
your investment.

Our Board of Directors continues to develop and review the strategy for the Company and determine
what isin the best interest of our shareholders This strategy may change over time and the methods of
implementing our strategy may vary, as trends emerge and new investment opportunities develop. Our
strategy, the methods for its implementation, and our other objectives may be dtered by our Board of
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Directors without the approva of our shareholders Asaresult, the nature of your investment could change
without your consent.

The amendmentto the Tax Sharing Agreement that will allow SH1 to utilize a portion of SGI’sNOLs without
compensating SGI will prevent SGI from being paid for the useof those NOLs and SGI may in the futurehave
taxable incomethat is not offset by NOLs or that isoffset by NOLs for which it isrequired to provide
reimbursement to other Syncora group members.

In connection with the Restructuring Transactions, we will amend the Tax Sharing Agreement to dlow
SHI and certain of its subsidiaries to utilize a portion of SGI’s NOLs that we expect would otherwise expire
unutilized. SHI will not be obligated to compensate SGI for the use of those NOLs We believethat after
the amendment to the Tax Sharing Agreement the amount of NOLSs retained by SGI, together with the
NOLs it is projected to generate in the future plus a cushion will be sufficient to offset its forecasted future
income, but there can be no assurance that SGI will have sufficient NOLs to offset dl future income. If
SGI has future taxable income that isnot offset by NOLs or that isoffset by NOLs for which it isrequired
to provide reimbursement to other Syncora group members, it may be required to make payments to SHI
in respect of any taxes attributableto SGI’s taxable income (determined on a stand-aone basis), which
could have an adverse effect on our liquidity and financiad condition. Likewise, if SHI has future taxable
income that isnot offset by NOLs dlocated to SHI, it may be required to make payments to SGI in respect
of any taxes attributable to SHI's taxable income (determined on a stand-alone basis) that isoffset by SGI’s
remaining NOLs, which could have an adverse effect on our liquidity and financid condition.

The 2009 MTA contains restrictive covenants that may impair our ability to pursue our business strategies.

The 2009 MTA restricts, among other things, asset dispositions, mergers and acquisitions, dividends,
stock repurchases and redemptions by SGI and SCAI unless we seek and obtain consent from surplus
noteholders and swap counterparties (as applicable). These covenants among other things, limit our ability
to fund our continuing operations or engage in future acquisitions or new business activities If we are unable
to obtain the required consents under the 2009 MTA, we may not be able to execute our planned business
strategies, including the Restructuring Transactions.

We may havefuturecapital needsand may not be ableto obtain third-party financing or raise additional
third-party capital on acceptableterms or at all.

An inability to obtain third-party debt financing or raise additiona third-party capitd, when required
by us or when business conditions warrant, could have a materid adverse effect on our business, financid
condition and results of operations In addition, as of March 31, 2016, we had little to no ability to borrow
a SHL, SGI or SCAI, other than pursuant to an intercompany capital support agreement in favor of SCAI.
The economic conditions affecting our industry, as well as other factors, may constrain our financing
abilities Our ability to secure third-party financing, if available, and to satisfy our financid obligations
under indebtedness outstanding from time to time will depend upon regulatory conditions, our future
operating performance, the availability of credit generdly, economic conditions and financid, business and
other factors, many of which are beyond our control. The market conditions and the macroeconomic
conditions that affect our industry could have a materid adverse effect on our ability to secure third-party
financing on favorable terms if a dl.

We may be unable to secure third-party financing or third-party financing on favorable terms or our
operating cash flow may be insufficient to satisfy our financid obligations under the indebtedness
outstanding from time to time Furthermore, if third-party financing isnot available when needed, or is
available on unfavorable terms, we may be unable to take advantage of business opportunitiesor respond to
competitive pressures, any of which could have a materid adverse effect on our business, financid condition
and results of operations.

If additiond funds are raised through the issuance of additiona equity securities, our stockholders
may experience significant dilution.

We will haveongoing obligationsrelated to the remaining Existing SGI Surplus Notes and SGI’s Twin Reefs
Pass-Through Trust Securities.
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SGI’'s Twin Reefs Pass-Through Trust Securities will remain outstanding until redeemed, repaid or
repurchased. Subject to the NY DFS approvd, we are dso required to make interest and principad (to the
extent due) payments in cash on the Existing SGI Surplus Notes on a semi-annud basis. We will be required
to continue to make such payments as and when approved by the NYDFS, until dl of the Existing SGI
Surplus Notes that are not cancelled mature, are repaid in full or are otherwise repurchased or retired. We
will be required to repay holders of the Existing SGI Surplus Notes and the Redlocated Surplus Notes (as
defined below) before making payments on the Twin Reefs Pass-Through Trust Securities and will be
required to make payments on the Twin Reefs Pass Through Trust Securities prior to making payments on the
SHL Common Shares We may not have the ability to borrow, raise or otherwise have accessto the funds
necessary to repay such amounts when due.

We havenot made payments on our Existing SGI Surplus Notes and may be unable to repay Existing SGI
Surplus Notes in full at maturity or ever.

No payments on our Existing SGI Surplus Note have been made to date and we may not receive
approvad from the NY DFSto make payments as and when scheduled. While a single payment on the
Existing SGI Surplus Notes isa condition precedent to the Restructuring Transactions, there can be no
assurance that any additiona payments will be made in the future Asaresult, holders of the Existing SGI
Surplus Notes may not be paid in full a maturity or ever. If the NY DFS does not begin to approve regular
payments on the Existing SGI Surplus Notes within the next severd years the accretion of Existing SGI
Surplus Notes may exceed our ability to ever repay in full the Existing SGI Surplus Notes If weor SGI
become subject to a bankruptcy or similar proceeding, such as rehabilitation or liquidation under the
NYIL, prior to the repayment of such Existing SGI Surplus Notes you may not receive any recoveries on
your investment on the Existing SGI Surplus Notes

RisksRelated to Our Company

The Company faces a potential liquidity mismatch between expected futureclaim payments and recoveries
relating to these claims. This potential liquidity mismatch could havea materially adverse effect on our ability
to satisfy our futureaobligations including interest and principal payments on our Existing SGI Surplus Notes
and other obligations.

The Company faces a potentid liquidity mismatch between expected future medium to long-term
claims payments and recoveries relating to these claims As of March 31, 2016, the Company anticipates
tha it will be requested to make gross claim payments in the period 2017 to 2029 of & least approximately
$186 million, excluding remediated RMBS claims, followed in later years (in some cases significantly later
years) by recoveries of these claims payments The Company dso remains exposed to transactions with
refinancing risk through to 2019, including one credit with a heightened risk of materid claims payments
with an aggregate par outstanding of $850.5 million and a number of other credits with exposure to
refinancing risk and the risk of materid principd repayments with an aggregate par outstanding of $2.5
billion, in each case as of March 31, 2016. The amount and timing of the recoveries related to future claims
payments are subject to greater uncertainty than the amount and timing of such future claims payments
themselves Pursuant to the Company’s accounting policy and guidance under GAAP, the net present vaue
of estimated claims and recoveries (including savage and subrogation) are reflected in the Company’s loss
reserves (seethe Company’s accounting policy on reserves in Note 4 to SHL'saudited consolidated financid
statements).

If redized, this liquidity mismaich may have a materid adverse effect on the Company and its ability to
saisfy its future obligations Because of the inherent uncertainty in estimating future claim payments and
recoveries (including, whether, when and to wha extent investment grade and non-investment grade credits
may be able to refinance), no assurance can be given that the amount or timing of claims payments, related
recoveries or ultimate losses match the Company’s estimates, and such differences could materidly and
adversely affect the Company’s results of operations, financid condition and liquidity. The Company may dso
experience significant adverse development on its insured obligationsthat may place further demands on the
Company’s liquidity and financid position. The Company cannot provide any assurance tha, wereit to
experience further adverse loss and claims development, the NY DFS would not take regulaory action, which
may include commencement of rehabilitation or liquidation proceedings.
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Even if we consummate the Restructuring Transactions, we may in the futurereport a policyholders' deficit or
becomeinsolvent.

Our expected financid condition after the consummation of the Restructuring Transactions, is based
on various assumptions concerning these transactions, including accounting and tax treatment. There can
be no assurance that the assumptionswill not differ materiadly from the ultimate results of such
transactions and any differences may be maerid. In addition, while the transactions contemplated herein
were designed to improve our financid condition, we will continue to be subject to risks and uncertainties
tha could materidly affect our financid position. Therefore, even if the Restructuring Transactions are
consummated, circumstances may occur that would cause us to report a policyholders’ deficit or not
comply in the future with the statutory minimum policyholders surplus or undergo additional
restructuring. In addition, we may become insolvent in the future If we are unable to utilize the permitted
or prescribed practices, we may not comply with the statutory minimum policyholders surplus

We havesubstantial indebtedness, which could adversely affect our finandal health and our ability to obtain
financing in the future, react to changes in our business and make payments or pay dividends on the SHL
Common Shares.

After the Restructuring Transactions, we will have a substantia amount of indebtedness As of July 29,
2016, on a pro forma basis after giving effect to the Restructuring Transactions, we would have had
outstanding totd Existing SGI Surplus Notes of approximately $793,059,885 (including principd, paid-in-
kind interest and accrued and unapproved interest, but excluding Existing SGI Surplus Notes held by SGI).
Furthermore, dl of our debt isstructurdly subordinated to $27.2 billion of policyholder exposure of our
insurance subsidiaries

Our substantid level of indebtedness and other financid obligations as well as the performance of our
insured portfolio, which isdriven by events outside our control, increase the possibility that we may be
unable to generate cash sufficient to pay, when due the principd of, interest on, or other amounts due, in
respect of our indebtedness Our substantia debt and events outside our control could dso have other
significant consequences For example, it could:

* increase our vulnerability to generd adverse economic, competitive and industry conditions;

e limit our ability to obtain additiona financing in the future for working capitd, capita
expenditures, payment of policyholder claims debt service requirements, acquisitions, generd
corporate purposes or other purposes on satisfactory terms or at dl;

e require usto dedicae a substantid portion of our cash flow from operationsto the payment of
our indebtedness thereby reducing the funds available to us for operations and any new business
opportunities and make payments on junior securities;

« limit or restrict us from making strategic acquisitions or cause us to make non-strategic
divestitures;
« limit our planning flexibility for, or &bility to react to, changes in our business and the industries in

which we operate;

e limit our ability to adjust to changing market conditions react to competitive pressures and
adverse changes in government regulation;

e limit our ability or increase the costs to refinance indebtedness or ever repay such indebtedness
due to ongoing interest accretion;

e limit our ability to attract and retain key employees; and

» limit our ability to enter into hedging transactions by reducing the number of counterparties with
whom we can enter into such transactions, as well as the volume of those transactions.

Despite current indebtedness levels we and our subsidiaries may incur additional debt. This couldfurther
exacerbate the risks associated with our substantial leverage.

While the 2009 MTA currently provides limits on the amount of additiona indebtedness SGI and
SCAI may incur, we may obtain a waiver of those restrictionsand incur additiona indebtednessin the
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future Likewise the NYIL provides limits on the amount of indebtedness our insurance subsidiaries may
incur. If weincur any additional indebtedness that ranks equdly or senior in right of payment with any
Existing SGI Surplus Notes tha remain outstanding after the Restructuring Transactions, subject to
collaterd arrangements, the holders of that debt will be entitled to share ratably with, or have priority in
right of payment to, the holders of any Existing SGI Surplus Notes that remain outstanding after the
Restructuring Transactionsin any proceeds distributed in connection with any insolvency, liquidation,
reorganization, dissolution or other winding up of our company. This may have the effect of reducing the
amount of proceeds paid to you.

We havesuspended writing substantially all newinsurance business as of January 2008 and we do not expect to
recommence writing newinsurance business.

Each of Fitch, S& P and Moody’s have downgraded our ratings which caused us to suspend writing
substantialy al new insurance business in January 2008. The downgrades to our Insurer Financid Strength
(“IFS") raings have had a materid adverse effect on our business and, consequently, our results of
operations and financid condition.

In connection with the 2009 MTA, SGI agreed, except in certain limited circumstances, not to
recommence writing any new business Asof March 31, 2016, in 28 states or jurisdictions SGI’s license to
conduct insurance business in such states or jurisdictions was suspended, revoked, had an order of
impairment placed against it, expired, was voluntarily surrendered by SGI, or SGI agreed to cease writing
business in such states or jurisdictions, or SGI opted not to renew its licensein such states or jurisdictions.
Although management anticipatesthat SGI will be able to continue to collect premiums on existing business
in such states or jurisdictions, additiond states or jurisdictions may suspend SGI’s license, place an order of
impairment against it, or in lieu of a suspension or order, SGI may let its licenses expire or opt not to
renew its licensesin additiond states or jurisdictions The suspension in writing new insurance business has
resulted in a significant loss of current and future income and has had and will continue to have materid
adverse effects on our business SGI does not intend to seek licenses so that it could write new business

SGI and SCAI continue to be materially exposed (directly andindirectly) to risks associated with the
residential mortgage market through its guarantees of RMBS, publicfinance and other bond sectors to which
SGI and SCAI havematerial exposure.

We continue to be materiadly exposed (directly and indirectly) to risks associated with deterioration in
the residentiad mortgage market through guarantees of RMBS, as well as other bond sectors to which SGI
has materid exposure, including the structured single risk, public finance (including Puerto Rico),
commercid mortgage, and corporate loan bond sectors The extent and duration of the deterioration of the
credit markets isunknown, as isthe effect, if any, on: (i) potentid claim payments and the ultimate amount
of losses SGI may incur on obligations it has guaranteed and (ii) potentid losses SGI may incur on its
invested assets In addition, we have exercised rights available to usin connection with certain RMBS we
insure and have issued put-back notices to sponsors of such securities to require the repurchase of
mortgage loans which back the securities and have recorded a reduction in our reserves for losses at
March 31, 2016, which reflects our estimate of our ultimate recovery from such repurchases Sponsors have
disputed our right to require them to repurchase the aforementioned mortgages and we are involved in
litigation to enforce these rights If we are unsuccessful in enforcing our rights and do not redize the benefit
we recorded through the aforementioned reduction in our reserves as and when expected, it may have a
materid effect on our anticipated liquidity position and policyholders surplus

Asof March 31, 2016, the Company has $460.7 million of net exposure to Puerto Rico (excluding
interest outstanding of $106.8 million), which includes reinsurance of bond policies and direct investments
by the Company as aresult of remediation transactions, consisting predominantly of bonds issued by
PREPA of $207.1 million (excluding interest outstanding of $50.1 million), generd obligation bonds of the
Commonwedth of Puerto Rico (the “Commonweath”) of $217.3 million (excluding interest outstanding
of $44.4 million) and other obligations of Puerto Rico’s instrumentalities of $36.3 million (excluding interest
outstanding of $12.3 million). On June 29, 2016, SGI entered into the RSA, which provides, among other
things, for the Company to purchase approximately $38.5 million of new PREPA power revenue bondsto
fund, in part, PREPA's July 1, 2016 payment of principa and interest due to its bondholders The RSA dso
contemplates the exchange a 85% of the origind principd vaue of certain existing SGI-owned PREPA
power revenue bonds for new securitization bonds, as well as the purchase of additiona PREPA power
revenue bonds to fund certain future obligations to bondholders

18



SGI also continues to have significant exposure to a number of large structured single risk transactions (9
transactions with an aggregate insured principal outstanding of $2.1 billion) with material risk of adverse
development, including exposure to event driven risks, such as political, operational, bankruptcy, legal and
regulatory actions. Such adverse events could have a material adverse effect on SGI’sliquity and financial
position.

L oss reserve estimates are subject to uncertainties and our lossreservesfor certain periods may not be adequate
to cover the ultimate amount of losses. If we establish additional lossreserves it may havea material adverse
effect on our financial condition and resultsof operations.

SGI's estimate of reserves for losses on its exposures isbased on certain assumptions. Changes in such
assumptions could materidly adversely affect such reserve estimates, including the amount and timing of any
clams Under certain conditions, many of which are event-driven and outside the control of SGI, these
exposures may result in significant increases in claims against SGI in the near to medium term beyond the
assumptions in SGI’s reserve estimate (which may result in an increase in such loss reserves).

Establishment of case basis reserves for unpaid losses and loss adjustment expenses on SGI’s in-force
business requires the use and exercise of significant judgment by management, including estimates
regarding the likelihood, timing and amount of loss on a guaranteed obligation. A materid portion of SGI's
case basis reserves reflect certain assumptions with respect to recoveries on rights available to SGI in
connection with certain RMBS it insures tha require the sponsors of such securities to repurchase mortgage
loans that breached certain representations and warranties For example, SGI has exercised rights available
to it in connection with certain RMBS it insures and has issued put-back notices to sponsors of such
securities to require the repurchase of mortgage loans which back the securities and has recorded a
reduction in its reserves for losses a March 31, 2016, which reflects its estimate of its ultimate recovery from
such repurchases Sponsors and originators have disputed SGI’s right to require them to repurchase the
aforementioned mortgages and SGI isinvolved in litigation to enforce these rights If SGI isunsuccessful
in enforcing its rights and does not redize the benefit it recorded through the aforementioned reduction in
its reserves as and when expected, it may have a materiad effect on SGI’s anticipated liquidity position and
materid adverse effect on SGI's financid position. SGI periodicdly engages in discussions aimed at
attempting to resolve these claims While a negotiated resolution could result in an amount below that
recorded in the aforementioned reserve reductions, it could aso result in an amount greater than such
reductions

Similarly, a materid portion of SGI's case basis reserves reflect certain assumptions that affect
reimbursements in the remainder of itsinsured and reinsured portfolio. Actua experience may, and likely
will, differ from those estimates and such difference may be materid due to the fact that the ultimate
dispositions of claims are subject to the outcome of events that have not yet occurred and, in certain cases,
will occur over many years in the future Examples of these events include changes in the level of interest
rates, credit deterioration of guaranteed obligations, recoveries in bankruptcy proceedings, changes in the
vaue of specific assets supporting guaranteed obligations, changes in the level of investment yield and
changes in the timing, level of successand collectability of the aforementioned mortgage loan repurchases.

Both quditative and quantitative factors are used in making such estimates From time to time SGI
reevduates dl such estimates Changes in these estimates may be materiad and may result in materia
changes in SGI's financid position. Any estimate of future costs issubject to the inherent limitation on
management’s ability to predict the aggregate course of future events It should, therefore, be expected that
the actud emergence of lossesand claims will vary, perhaps materidly, from any estimate The risk of loss
under SGI's guarantees extends to the full amount of unpaid principd and interest on dl debt obligations it
has guaranteed.

Thefair valueof liabilitieswith respect to our CDS contract guarantees may increase as a result of collateral
deterioration underlying these contracts. The fair valueof our CDS liabilities may increase as a result of
improvement in our Non-Performance Risk. Each of the aforementioned factors may havea material adverse
effect on our financial condition and resultsof operations.

In accordance with GAAP, derivatives must be accounted for as either assets or ligbilities on the
baance sheet and measured at fair vdue Any event causing credit spreads on an underlying security
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referenced in our CDS contracts to either widen or tighten will affect the fair vdue of CDS contracts and
may increase the volatility of our earnings In addition, in accordance with GAAP, fair vaue must reflect
therisk that the issuer of the derivative will not be financidly able to honor its obligations as they become
due (“Non-Performance Risk”) which, for our CDS contracts we estimate based on the cost of buying
credit protection on SGI and SCAI. For example, when the market price of buying credit protection on us
increases, reflecting our deteriorating financid position, the Non-Performance Risk component of the fair
vaue of our CDS contracts reduces our derivative liabilities and increases shareholders equity, whereas
when the market price of buying credit protection on us decreases, reflecting our improving financid
position, the Non-Performance Risk component of the fair vdue of our CDS contracts increases our
derivative liabilities and decreases shareholders equity. Although there isno cash flow effect from reporting
our CDS contracts et fair vadue net changes in the fair vdue of our CDS contracts are reported in our
statement of operations and therefore have affected and will continue to affect our reported earnings. If net
changes in the fair vadue of our CDS contracts cause us to report aloss, our shareholders’ equity would
potentidly decrease to a negative amount. In addition, our Non-Performance Risk may improve as a result
of the Restructuring Transactions, which could improve the fair value of our CDS contracts and therefore
increase our losses

Common events tha may cause credit spreads on an underlying municipa bond or pool of corporate
securities referenced in a CDS contract to fluctuate include changes in the state of nationa or regiond
economic conditions, industry cyclicdity, changes to a company’s competitive position within an industry,
management changes, changes in the raings of the underlying security, movements in interest rates default
or failure to pay interest or other factors leading investors to revise expectations about the issuer’s ability to
pay principd and interest on its debt obligations Similarly, common events that may cause credit spreads on
an underlying structured security referenced in a CDS contract to fluctuste may include the occurrence
and severity of collaterd defaults, rating changes changes in interest rates or underlying cash flows or other
factors leading investors to revise expectations about the sufficiency of the applicable collaterd or the
ability of the servicer to collect payments on the underlying assets sufficient to pay principa and interest
when due.

While not required under GAAPR, we dso estimate the ultimate losses we expect to incur in connection
with our CDS contracts assuming we hold them to maturity. We refer to such estimated ultimate losses as
anticipated claims, which represent the equivadent of reserves for losses and |oss adjustment expenses on our
insurance guarantees Further adverse loss development on securities referenced in our CDS contracts will
adversely affect our financid condition. Net (loss) earnings on credit default and other swap contracts for
the three months ended March 31, 2016 and 2015 were $(31.6) million and $79.7 million, respectively. For
the years ended December 31, 2015 and 2014, net earnings on credit default and other swap contracts were
$139.9 million and $123.9 million, respectively. In addition, & March 31, 2016 and December 31, 2015, our
net derivetive liability relating to our CDS and other swap contracts was $434.6 million and $404.0 million,
respectively, before Non-Performance Risk.

Our insurance subsidiaries are highly regulated and a regulator could rehabilitate or liquidate such subsidiaries
or take certain other actions.

Our insurance subsidiaries are highly regulated and our business activities are subject to the review of
regulators with broad power and authority. Under certain circumstances, aregulaor could rehabilitate or
liquidate our insurance subsidiaries suspend our insurance subsidiaries’ licenses, restrict our insurance
subsidiaries’ license authority or limit our dividend paying ability and controls our ability to make payments
on our surplus notes If not for the utilization of permitted and prescribed practices, as of December 31,
2015, SGI would not have complied with its regulatory minimum policyholders' surplus requirement. Under
these circumstances, the New York Superintendent could seek court appointment as rehabilitator or
liquidator of SGI or SCAI, which would have a materid adverse effect on our business, results of
operations and financid condition. In addition, as of March 31, 2016, in 28 states or jurisdictions SGI's
licenseto conduct insurance business in such states or jurisdictions was suspended, revoked, had an order of
impairment placed against it, expired, was voluntarily surrendered by SGI, or SGI agreed to cease writing
business in such states or jurisdictions, or SGI opted not to renew itslicensein such states or jurisdictions
(including New York).
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In addition, under the NYIL, the New York Superintendent may apply for an order from the New
York Supreme Court in the county in which the insurance company isdomiciled, directing the New York
Superintendent to rehabilitate or liquidate a domestic insurance company under certain other circumstances,
including upon the insolvency of the company, if the company has willfully violaed its charter or New York
State law or if the company isfound, after examination, to be in such condition that further transaction of
business would be hazardousto its policyholders creditors or the public. The New York Superintendent
may adso suspend an insurer’s license, restrict its license authority or limit its dividend paying ability if, after
a hearing, the New York Superintendent determines that the insurer’s surplus to policyholders is not
adequate inrelation to its outstanding liabilities or financid needs If the New York Superintendent were to
rehabilitate or liquidate us, it would have a materid adverse impact on our business, results of operations
and financid condition.

Any reduction in the carrying valueof the Company’sinvestmentin its subsidiaries or cessation or material
limitation of payments from its subsidiaries would havea material adverse effect on the Company’s financial
and liquidity position.

The Company’s subsidiary, SGI, holds 100% of the common shares issued by SCAI. SCAI’s &bility to
pay dividends on such common shares issubject to risks and uncertainties, including prior regulatory
approvad by the NYDFS and compliance with certain contractud restrictions Payment of dividends
requires a positive earned surplus level, which will require approvd by the NY DFS of a permitted practice
for SGI, and which isnot currently achievable at SCAI (even if the NY DFS approves the proposed
permitted practice). No assurance can be given as to whether or when SGI or SCAI may be able to pay any
dividends on their preferred and/or common shares or pay principa or interest on their respective surplus
notes SGI’s ability to pay dividends issubject to regulatory constraints Accordingly, any investment in
SGI’s securities should be considered speculative. SCAI has significant exposure to public finance
transactions (including Puerto Rico), structured singlerisk and collaterdized debt obligations These
exposures continue to pose arisk of maeriad adverse development. Reductionsin the carrying vdue of the
Company’s investment in SCAI could, directly or indirectly, have a materid adverse effect on the
Company’sliquidity and financid position.

Any payment of principd or interest on any future surplus notes that may be issued by SCAI to the
Company (pursuant to an intercompany capital support agreement in favor of SCAI or otherwise) (“Future
SCAI Surplus Notes'), issubject to the satisfaction of conditions precedent, including prior regulatory
approvad by the NYDFS and compliance with contractud restrictions in the 2009 MTA. No assurance
can be given as to whether and when the NY DFS would approve future payments of interest or principd
on any Future SCAI Surplus Notes The failure of SGI to (i) receive dl future principa and interest
payments on any Future SCAI Surplus Notes or (ii) monetize or redize vdue from any Future SCAI
Surplus Notes could have a materid adverse effect on SGI’s anticipated liquidity position.

SGI’s non-insurance subsidiary, Pike Pointe, isexposed to certain risks and uncertaintiesrelated to its
toll road facilities operations and toll collections. These uncertaintiesinclude decreased traffic; inability to
raise tolls due to politica pressures, or otherwise; the availability of free, competing roads and bridges; and
extensive and expensive capitd projects to maintain the assets The carrying vaue of Pike Pointe’s assets
includes long-lived tangible and intangible assets whose recovery ispredicated on toll collections Any
impairment of such assets could have a materid adverse effect on SGI’s financid position.

Any payment of principal or interest on the Existing SGI Surplus Notes and payments of any dividends to
SHL issubject to the satisfaction of conditions precedent, including, prior regulatory approval by the NYDFS.

Had the NY DFS granted its approval, SGI would have been obligated by the terms of its Existing
Short-Term Surplus Notes, which matured on December 28, 2011, to pay the outstanding principd baance
of $150 million, together with paid-in-kind interest and accrued, unapproved and unpaid interest, totaling
approximately $169.6 million. However, the NY DFS did not approve the payment, and accordingly, the
payment was not made Each year thereafter, SGI sought approva for payment of interest on the Existing
Long-Term Surplus Notes and of principa and interest on the Existing Short-Term Surplus Notes The
NY DFS has not approved any such payments since the issuance of the Existing SGI Surplus Notes in 2009.
In addition, SGI has not paid dividends in more than seven years on its Existing SHL Preferred Shares and
has never paid a dividend on its SHL Common Shares and does not expect to pay dividends of either class
for the foreseeable future Any future dividend payments would be subject to various conditions, including
the approva of the NY DFS. Notwithstanding the Company’s ongoing remediation transactions, SGI

21



remains exposed to significant risks and uncertaintiesthat may materidly and adversely affect its financid
condition, liquidity position and ability to make payments on its surplus notes or pay dividends
Consequently, there issignificant uncertainty and there can be no assurance as to whether and when the
NY DFS would approve any future payments on the short-term or long-term surplus notes other than the
payment contemplated in the Conditions Precedent (should the NY DFS approve such payment), or dlow
SGI to pay any dividends Investment in the Existing SGI Surplus Notes (including the Realocated Notes)
and SHL Common Shares should be considered speculative Under the terms of the Existing SGI Surplus
Notes, SGI will be required to pay dl accrued but previously unapproved and unpaid payments (including
payment of principa and interest related to the Existing Short-Term Surplus Notes) before it can make any
payment on its Existing SGI Surplus Notes In addition, the interest and principa payments under the
Existing SGI Surplus Notes, if approved, are large and, as aresult, any payment by SGI of principd or
interest on its short-term or long-term surplus notes or payment of any dividend could have a potentid
materid adverse effect on SGI’s prospective financid and liquidity position. If the NY DFS does not begin to
approve regular payments on the Existing SGI Surplus Notes within the next severd years, the accretion on
the Existing SGI Surplus Notes will exceed our ability to repay in full the Existing SGI Surplus Notes and
therefore any securities junior to the Existing SGI Surplus Notes

Portfolio modeling contains significant uncertainty, which makes it difficult to estimate our potential paid
claimsandlossreserves.

The securities we insure include highly complex structured transactions, the performance of which
depends on a wide variety of factors outside of our control, and in such transactions werely on
sophisticated financia models generated internally and supplemented by models generated by third parties,
to estimate future credit performance of the underlying assets and to evduate structures rights and our
potentid obligations over time Therefore, in some cases we put greater reliance on the models and anaysis
of third-party market participantsand are not able to fully, independently and precisely verify each data
point. In addition, many of these financid models include, and rely on, a number of assumptions many of
which are difficult to determine and are subject to change, and even smdl dterations in the underlying
assumptions of the model can have a significant impact on its results Moreover, the performance of the
securities we insure depends on a wide variety of factors that are outside our control, including the liquidity
and performance of the collaterd underlying such securities, the correlation of assets within collatera
pools the performance or non-performance of other transaction participants (including third-party
servicers) and the exercise of control or other rights held by other transaction participants.

We continudly monitor portfolio and transaction data and adjust these credit risk models to reflect
changes in expected and stressed outcomes over time We use internd models for ongoing portfolio
monitoring and to estimate case basis loss reserves and may review third-party models or use third-party
experts to consult with our internd modeling specidists However, modeling results from both internd and
externd models whether for caculaing estimates of case reserves on insurance contracts or anticipated
claims on CDS contracts, can be sensitive to changes in inputs and generd assumptions, including
economic and credit market stability and financid hedth of key transaction parties Such inputs, or specific
performance metrics, have recently been volatile, making forecasting difficult and significantly atering model
results In addition, both interna and externa models are subject to potentid errors of estimation and to
model risk and there can be no assurance that these estimates and models are accurate or comprehensive in
estimating our potentid future paid claims and related l0ss reserves

SGI isexposed to significant refinancing risks inits insured and reinsured portfolio.

SGI had assumed at origination that certain of the debt issuances it insures could be refinanced in the
market, but there isno assurance that such refinancing will be available under favorable terms or at dl. SGI
isexposed to this risk and, accordingly, may be required to make claims payments and then seek to recover
its payments from revenues produced by the transaction contemplated hereby. SGI believesit has reserved
appropriately to reflect this risk but a more difficult refinancing market at the time of refinancing could
lead to SGI facing additional, materid claims and losses Any such additiona claims or losses may put
further stress on a potentid liquidity mismatch resulting from the timing of anticipated future adverse loss
and claims development on our insured obligations

We may not be ableto successfully monetize assets or restructure, commute or exchangeoutstanding
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indebtedness and insurance obligationsfor valuegreater than or equal to the assets or indebtedness we
currently hold.

From time to time, we and our subsidiaries consider transactionsthat would enable us or them to
monetize certain assets and restructure, commute or exchange our outstanding indebtedness and insurance
obligations These potentid transactions may not ultimately be feasible or economicdly vigble Moreover,
we may not be able to secure the approva of the NYDFS (if required) to consummate any such
transaction, and even if any such transaction is consummated, it may produce lessvaue than we expect at
the time we enter into such transaction or be unsuccessful in creating any vaue Any failure to obtain
sufficient value for our assets or indebtedness may have an adverse effect on our financid condition and
liquidity.

Our insurance and reinsurance portfolio and financial guaranteeproducts expose usto concentrations of risks,
and a material adverse event or seriesof eventswith respect to oneor more of theserisks couldresultin
significant lossesto our business

The breadth of our business exposes us to potentid lossesin a variety of our products, which may be
correlated asto credit risk, market risk and sector risk. For example, we are significantly exposed to the risk
of increases in default rates across a wide range of credit instruments, including but not limited to
corporate debt securities within our CDO portfolio and residentia mortgages underlying both our direct
RMBS and ABS CDO transactions While wetrack our aggregate exposure to credit problems at a single
issuer or servicer, which werefer to as single name exposure, events with respect to single names have caused
a significant loss across a number of transactionstha we have guaranteed and may cause additiona
significant losses In addition, we have a number of individud large exposures to single obligors in our
public finance portfolio, concentrations of risk in infrastructure sectors, such as water and sewer utilities
and transportation, and concentrations of risk in certain geographic areas While the risk of a complete loss
on such public finance obligations, where we are required to pay the entire principd amount of an issue of
bonds and interest thereon with no recovery, isgenerdly lower than for single corporate credits as most
municipa bonds are backed by taxes or other revenue sources, there can be no assurance that a single
default by a municipdity or public authority would not have a materid adverse effect on our results of
operations or financid condition. In addition, many of our assets are concentrated in our subsidiary, Pike
Pointe, which exposes us to operationd issues and other risks

SGI and SCAI havesought, are currently seeking and may in the future seek, the NYDFS's approval of
permitted or prescribed accounting practices and other regulatory relief which have, andif granted may have,
a material effect on SGI’'sand SCAI’s statutory policyholders' surplus.

Pursuant to the NYIL and the approva of the NYDFS, SGI and SCAI are able to use permitted or
prescribed practices to prepare their statutory-basis financid statements using certain accounting
treatments and practices that differ from NAIC SAPR In addition, SGI and SCAI are seeking an additiona
permitted practice in connection with the Restructuring Transactions Once granted, these permitted
accounting practices have been subject to an annua approva or confirmation. Without the use of such
permitted accounting practices, as of March 31, 2016, SGI's and SCAI’s statutory policyholders’ surplus
(deficit) would have been $265.5 million and $(333.0) million, respectively, which would not meet the
minimum policyholders’ surplus requirements of the NYIL. Without the use of such permitted accounting
practices, as of December 31, 2015, SGI and SCAl would have had a policyholders’ surplus (deficit) of
$237.5 million and $(316.0) million, respectively. No assurance can be given tha the NY DFS will continue
to grant approvd of SGI's and SCAI’s past or any future permitted accounting practices or requested
regulatory relief. Failure to obtain continuing approva of the past or future permitted accounting practices
or requested regulatory relief could have a materid adverse effect on SGI's and SCAI’s statutory
policyholders’ surplus, which could lead to, among other things the NY DFSplacing SGI or SCAI into
rehabilitation or preventing SGI or SCAI from paying dividends on the Existing SGI Surplus Notes

Our valuation of our CDS contracts may include methodologies, estimations and assumptions which are
subject to differing judgment and couldresult in changes to investment valuations that may materially
adversely affect our resultsof operationsor financial condition.

Our CDS contracts are required under GAAP to be measured and reported & fair vdue on the
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consolidated baance sheet, with changes in fair vdue during each period included in earnings The
applicable GAAP guidance establishes a three-level hierarchy based on the priority of the inputs to the
respective vauation technique The fair vaue hierarchy givesthe highest priority to quoted pricesin active
markets for identicd instruments (Level 1) and the lowest priority to unobservable inputs (Level 3). An
instrument’s classification within the fair vaue hierarchy isbased on the lowest level of significant input to
its valuation. Quoted market prices are available only on a limited portion of our in-force portfolio of CDS
contracts Most of our CDS contracts are highly customized structured credit derivative transactions that
are not traded and do not have observable market prices If quoted market prices are not available, fair
valueisestimated based on the use of vauaion techniques involving management’s judgment. Due to the
significance of unobservable inputs required to vaue such CDS contracts they are considered to be Level 3
under the fair vaue hierarchy.

Key variables used in the vauation of substantidly dl of our CDS contracts include the bdance of
unpaid notiona, expected term, fair vdues of the underlying reference obligations, reference obligation
credit ratings, assumptions about current financid guarantee CDS feelevelsrelaive to reference obligation
spreads our credit spread and other factors Fair vaues of the underlying reference obligations are
obtained from broker quotes when available, or are derived from other market indications such as new
issuance and secondary spreads and quoted vaues for similar transactions and indices, such as ABX or
CDX. Implicit in the fair vdues obtained by us on the underlying reference obligations are the market's
assumptions about default probabilities, default timing, correlation, recovery rates and collatera vaues In
addition, we consider our Non-Performance Risk as implied by the market price of buying credit protection
on SGI by incorporating an assumed spread on CDS contracts using a market proxy into the discount rate
used. Therefore the fair vdue of our CDS contracts uses vauation methodologies which require a
significant amount of subjectivity and management judgment. Such vduations include inputs and
assumptions that are lessobservable or require greater estimation as well as vduation methods which are
more sophisticated or require greater estimation, thereby resulting in vaues which may be lessthan the
vaue & which our CDS may be ultimately sold. Decreases in vdue may have a materid adverse effect on
our results of operationsor financid condition.

We are dependent on key executives and thelossof any of these executives, or our inability to retain other key
personnel, could adversely affect our strategic plan or business operations.

Our success substantially depends upon our ability to retain qudified employees and upon the ability
of our senior management and other key employees to implement our strategic plan. We rely substantidly
upon the services of the current executive team and other key employees The Restructuring Transactions
and the run-off of our insured portfolio may lead usto fail to retain these key employees The loss of the
services of any of these individuds or other key members of our management team or the inability to hire
tdented personnd could adversely affect the implementation of our strategic plan or the operation of our
business

General economic factors including those asa result of the current financial environment, may adversely affect
our loss experienceand our investment portfolio.

Our loss experience could be materidly adversely affected by extended nationa or regiond economic
recessions, business failures, rising unemployment rates terrorist atacks, naturd or other catastrophic
events such as hurricanes and earthquakes, acts of war, or combinations of such factors The Company and
its financid position will continue to be subject to risk of globd financiad and economic conditions that
could materidly and adversely affect the amount of losses (including the timing and amount of claims and
subsequent recoveries) incurred on transactionsit guarantees the vaue of its investment portfolio, and
otherwise materidly and adversely affect the Company. A prolonged period of low interest rates dong with
declining investment baances, may adversely affect the Company’s ability to generate sufficient investment
income to fund its future obligations and operating expense requirements from its investment portfolio.

The Company has direct insurance and reinsurance exposure to certain credits within European
countries Globa economic conditions have been negatively affected with concerns about the continued
sovereign debt crisis within the European region and the possibility tha certain European Union member
states will default on their debt obligations or leave the European Union. The continued uncertainty over
the outcome of the European Union governments' efforts to provide financiad support for sovereigns and
sub-sovereigns and the possibility of further deteriorating conditions in Europe could have a materia
adverse effect on the Company’s financid and liquidity position. Asof March 31, 2016, the Company’s
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in-force guaranteed principa exposure to the European Union was approximately $6.3 billion of which
$231.2 million was specificdly related to certain credits in higher risk countries, such as Portugd and Itdy.

In addition to exposureto general economic factors including stress in the energy sector, the Company is
exposed to the specific risks faced by the particular businesses, municipalities or pools of assets covered by its
financial guaranteeproducts.

In light of the continuing economic and financid stresses, including stress in the energy sector, in the
United States and Europe, various businesses and municipdities are facing financid difficulties In addition,
catastrophic events or terrorist acts could adversely affect the ability of public sector issuers to meet their
obligations with respect to securities insured by the Company and the Company may incur materid losses
due to these exposures if the economic stress caused by these or other events is more severe than the
Company currently foresees Other events such asinterest rate changes or voldtility, could, in certain
instances, dso materidly affect the Company or itsinsured obligations

We are materially exposed to foreign exchangerisk sincesomeof our insured debt obligationsare denominated
inforeign currencies.

The Company ismateridly exposed to foreign exchange risk as the Company’s insured debt obligations
are denominated in a number of foreign currencies and the U.S. dollar. The principad currencies creating
foreign exchange risk are the British pound sterling, Australian dollar and the European Union euro. As of
March 31, 2016, approximately $7.6 billion of the Company’s in-force guaranteed net par outstanding
exposure of $27.2 billion was denominated in such currencies The Company translates foreign currencies
into U.S. dollars a the current market exchange rates Changes in the exchange rates between foreign
currencies and U.S. dollars may have an adverse effect on the settlement of potentid claims or the vadue of
sdvage/recoveries and therefore could have a materia adverse effect on the Company’s liquidity and
financid position. In addition, the Company ismateridly exposed to risks associated with its financid
guarantees covering foreign denominated inflation indexed-linked bonds in connection with the bonds
issued by UK and European utility and project finance issuers

We continue to be materially exposed, directly and indirectly, to risks associated with the financial condition of
other financial guarantors, including the placement of a financial guarantor into rehabilitation or liquidation.

Exposure to the risks associated with the financid condition of other financid guarantors may arise as
aresult of (i) direct contractua dedings with a financiad guarantor such as reinsurance (whether as ceding
company or reinsurer), or (ii) indirectly by means of (a) “wrapping over” another financid guarantor
(which exposes SGI to the credit risks of the insured transaction directly) or (b) participating in an insured
transaction with such other financid guarantor (where such rehabilitation or liquidation could have an
effect on the insured transaction or the rights and remedies available to the Company). The ultimate effects
of the financid condition of other financid guarantorsor any such rehabilitation or liquidation are
unknown, as isthe effect, if any, on potentiad claim payments and the ultimate amount of lossesthe
Company may incur on obligations it has guaranteed and such effects may be materidly adverse to the
Company’s financid position.

We face significant litigation risks.

SGI isinvolved (directly or indirectly) in a number of legd proceedings both as plaintiff and
defendant, including litigation filed by U.S. Bank Nationa Association against GreenPoint Mortgage
Funding, Inc. (“GreenPoint”) dleging that GreenPoint breached representations and warranties in
connection with a securitization of primarily home-equity mortgage loans originated by GreenPoint and
against Lehman Brothers Holdings Inc. in connection with the same securitization. The law with respect to
many of our casesisstill developing and, as a result, management cannot predict the outcomes of these
legd proceedings and other contingencies with certainty. The outcome of some of these legd proceedings
and other contingencies could require SGI to take or refrain from taking actions which could adversely
affect its business or could require SGI to pay (or fail to receive) substantia amounts of money. Similarly, a
favorable outcome of the suits where SGI isthe plaintiff could entitle SGI to receive (directly or indirectly)
substantia recoveries A favorable or unfavorable outcome could have a materid effect on SGI’s financid
and liquidity position. Prosecuting and defending against these lawsuits and proceedings involves
significant expense and diversion of management’s attention and resources from other matters In
addition, we could face litigation as aresult of the Restructuring Transactions which could further
strain our resources distract management and involve significant expense.
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L egidative and regulatory changes and interpretations could materially affect our resultsof operations,
financial condition and liquidity in ways that we cannot predict.

Changes in laws and regulations or the adoption of new laws such as the Puerto Rico Emergency
Moratorium and Financid Rehabilitation Act (the “Moratorium Act”) or the Puerto Rico Oversight,
Management, and Economic Stability Act (“PROMESA"), or laws and regulations affecting insurance
companies, the municipa and structured securities markets the frequency with which municipdities filefor
protection under Chapter 9 of the bankruptcy code or similar insolvency laws and the loss severities
associated therewith, the financid guarantee insurance and reinsurance markets and the credit derivatives
markets, as well as other governmentd regulations or acts may subject the Company, its affiliates and
subsidiaries to additiona legd liability and regulatory requirements, affect the credit performance of the
securities that the Company insures and otherwise affect the Company’s financid condition. The financid
guarantee industry issubject to extensive laws and regulaions that are administered and enforced by a
number of different governmentd authoritiesand non-governmentd self-regulatory agencies, including
foreign regulators, state insurance regulators state securities administrators, the SEC, the Financid Industry
Regulatory Authority, the NAIC, the U.S. Department of Justice and state attorneys genera. Changes in
laws and regulations affecting insurance companies, the municipa and structured securities markets, the
financid guarantee insurance and reinsurance markets and the credit derivatives markets aswell as other
governmentd regulations may subject us to additiond legd liability, impact the credit performance of the
securities that we insure and otherwise impact our financid condition.

Some of these authorities are considering or may in the future consider enhanced or new regulatory
requirements intended to prevent future crises or otherwise assure the stability of institutions under their
supervision. In addition, there have been various legidative initiatives proposed in response to the recent
didocaion in the credit markets and the adverse changes in the residentid mortgage loan sector. These
authorities may dso seek to exercise their supervisory or enforcement authority in new or more robust
ways. We cannot assure you that these changes or any other future legislative or regulatory action will not
materidly adversely affect our business or financid condition or our ability to successfully implement our
strategic plan. We cannot predict whether this or other proposas will be adopted, or what impact, if any,
such proposds or, if enacted, such laws, could have on our business financia condition or results of
operations.

State insurance regulators such asthe NYDFS, and the NAIC regularly re-examine existing laws and
regulaions applicable to insurance companies and their products. Changes in these laws and regulaions, or
in interpretations thereof, are often made for the benefit of the consumer &t the expense of the insurer and,
thus, could have a materid adverse effect on our financid condition and results of operations.

We cannot predict whether or when regulatory actions may be taken that could adversely affect our
operations. In addition, the interpretations of regulaions by regulators may change and statutes may be
enacted with retroactive impact, particularly in areas such as accounting or statutory reserve requirements

Because our financial guaranteeinsurance and reinsurance policiesare unconditional and irrevocable, we may
incur lossesfrom fraudulent conduct relating to the securitiesthat weinsure or reinsure.

Issuers of obligations that weinsure or reinsure may default on those obligations because of fraudulent
or other intentiona misconduct on the part of such issuers, their officers directors employees agents or
outside advisers or, in the case of public finance obligations, public officids Financid guarantee insurance
provided by SGI and SCAI isunconditiona and does not provide for any defense to payment based on
fraud or other misconduct, dthough such conduct may entitle us to terminate obligations under certain
credit derivative agreements that weinsure or to pursue actions for damages after making payment under
our financid guarantee policies Despite any risk andysis conducted by us or by the financid guarantors
whose policies wereinsure, it isimpossible to predict which, if any, of the obligations financidly guaranteed
by us will result in claims against us because of fraudulent or other intentiona misconduct involving the
issuer or whether or to wha extent we will have any remedy available to us against any party
in connection with such conduct. Any such claims against us could have a materid adverse effect on our
financid condition and results of operations.

Servicer risk couldadversely impact performance of our structured finance transactions.

Structured finance obligations contain certain risks including servicer risk, which relaes to problems
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with the transaction servicer (the entity which isresponsible for collecting the cash flow from the asset pool)
tha could affect the servicing of the underlying assets Servicer risks primarily involve bankruptcy risks,
such as whether the servicer of the assets may be required to delay the remittance of any cash collections
held by it or received by it after the time it becomes subject to bankruptcy or insolvency proceedings.
Structured finance transactions are usudly structured to reduce the risk to the investors from the
bankruptcy or insolvency of the servicer. The ability of the servicer to properly service and collect on the
underlying assets isa factor in determining future asset performance. We address these issues through our
servicer due diligence and underwriting guidelines, our forma credit review and approva process and our
post-closing servicing review and monitoring, however, no assurance can be given that the servicer will
properly effect its duties.

Our business could be negatively affected by actionsof activist investors.

We could be negatively affected as a result of actions by activist shareholders or creditors and
responding to any such actions could be costly and time-consuming, disrupt operationsand divert the
atention of management and employees Such activities could interfere with our ability to execute on our
strategic plans.

Revenues and liquidity would be adversely affected by a declinein realization of installment premiums.

Due to the instdlment nature of a significant percentage of its premium income, the Company has an
embedded future revenue stream. The amount of installment premiums actudly redized by the Company
could be materidly reduced in the future due to factors such as early termination of insurance contracts,
accelerated prepayments of underlying obligations, commutation of existing financid guarantee insurance
policies or non-payment. Such reductions could result in materidly lower revenues and reduced liquidity.

A breach of security measures for our information systems could disrupt operationsand could adversely affect
our businesses and resultsof operations.

Network and information systems and other technologies are important to our business activities.
Despite our security measures, network and information systems-related events, such as computer hackings,
cyber threats security breaches viruses or other destructive or disruptive software, process breakdowns or
malicious or other activities and naturd or other disasters could result in a disruption of our services and
operations or improper disclosure of persond data or confidentiad information, which could damage our
reputation and require usto expend resources to remedy any such breaches The occurrence of any of these
events could have a materid adverse effect on our business and results of operations

The vote by the United Kingdom to leave the European Union could adversely affect us.

The United Kingdom held a referendum on June 23, 2016, in which a mgjority of voters voted to exit
the European Union (“Brexit”). Negotiations are expected to commence to determine the future terms of the
United Kingdom'’s relationship with the European Union. Brexit has caused currency exchange rate
fluctuationsthat resulted in the weakening of the British Pound (“GBP"), in which a portion of our insured
portfolio isdenominated. In tota, Syncora has $6.3 billion of exposure to credits located within the
European Union as of March 31, 2016. $3.5 hillion isat SGI and $2.8 billion isa SCAI. $3.2 billion of the
SGI exposure isdenominated in GBP and $2.3 billion of the SCAI exposure isdso denominated in the
GBP In addition, we have indirect exposure to European banks for which Brexit will have unknown
conseguences. Until there isgreater certainty on the terms and conditions of the United Kingdom’s
relationship with the European Union, we cannot provide any assurance of itsimpact on our business,
results of operations, liquidity and surplus, which could be materid and adverse.

RisksRelated to Pike Pointeand American Roads

Pike Pointe was formed to hold the American Roads operating subsidiaries American Roads isan
owner/operator of tolling assets, including the Detroit Windsor Tunnel and four bridges in Alabama
(collectively, the “Toll Facilities”).

Therearelittle or no contractual or regulatory restrictions on competition from other toll roads

The Toll Facilities may in the future face competition from other toll roads The licenses for the four
Alabama bridges are not exclusive Accordingly, the counties in which each bridge islocated or Alabama
Department of Transportation (“ALDOT”) may grant to another party licensessimilar to the licenses

27



pursuant to which the American Roads subsidiaries have been granted rights to its bridges. If competing
toll facilities are built, they may have an adverse effect on American Roads revenues, profitability or ability
to raise capitd.

ALDOT publicly announced a proposed three stage project in Bddwin County, Alabama to construct
a new route running north to south from the Foley Beach Expressway to the coastd shore road in Orange
Beach/Gulf Shores If completed as proposed, the project would compete with American Roads existing
Foley Beach Expressway toll bridge (“FBX Bridge”) and may have an adverse effect on toll revenues at the
FBX Bridge.

The valuethe Company realizes from Pike Pointe and its subsidiaries is subject to variousfactors, many of
which are outside of the control of the Company.

The vdue of the Toll Facilities is subject to various factors including generd economic conditions, the
price of gas competing bridges (tolled or free), improvements to dternate routes, weather, locd market
conditions, politica elements, required capitd expenditures, which may be significant, due to the age or
condition of the Toll Facilities labor stoppages where there are union workers Many of these factors are
outside of the control of American Roads and the Company. These factors could have an adverse effect on
American Roads revenues, profitability or ability to raise capitd.

Our Pike Pointe business may be adversely impacted by work stoppages and other labor relations matters.

Our Pike Pointe business is subject to risk of work stoppages and other labor relations matters because
a significant number of our employees a our American Roads subsidiaries are represented by unions Any
prolonged work stoppage or strike at any of our Toll Facilities could have a negative impact on the Pike

Pointe business results of operationsand financia condition. In addition, upon the expiration of existing
collective bargaining agreements we may not reach new agreements without union action and any such new
agreements may not be on terms satisfactory to us

We hold purchase options on several properties, andif we chooseto exercise any or all of our optionswe may
incur significant costs including environmental-related investigation and remediation costs.

Pike Pointe currently holds options, which if exercised giveit the right to purchase, a no cost, severd
properties, including many in Detroit, Michigan. While Pike Pointe isunder no obligation to exercise these
options, Pike Pointe may incur significant costs, including environmentd-related investigation and
remediation costs, if Pike Pointe chooses to exercise any or dl of these options Any such costs could have
an adverse effect on Pike Pointe’s liquidity, financid condition or results of operations.

RisksRelated to Taxation

Our net operating loss carryforwards could be substantially limited if we experiencean ownership change.

As of March 31, 2016, our cumulative net operating lossesfor U.S. federd income tax purposes, which
may be carried forward to offset future taxable income, were $2.6 billion. Our ability to utilize these NOLs
will expire from 2027 through 2031. Currently, approximately $161.3 million of these NOLs are subject to
limitation under Section 382. Our NOLs and certain built-in losses could be substantidly further limited if
we experience an “ownership change” as defined in Section 382.

Section 382 limits the ability of a corporation that experiences an “ownership change” to utilize its
NOLs and certain built-in losses after the ownership change An ownership change isgenerdly a change in
ownership of more than 50 percentage points of a corporation's stock over arolling 3-year period. These
rules generdly operate by focusing on ownership changes among shareholders owning directly or indirectly
5% or more of the stock of a corporation (including for this purpose certain groups of shareholders each of
whom owns lessthan the 5% threshold) or certain changes in ownership arising from a new issuance or a
redemption of stock by the corporation. Generdly, under Section 382, in the event of an ownership change,
the amount of taxable income that a corporation can offset with its “pre-change losses” (which includes its
NOLs generated before the ownership change) isrestricted to an annud amount equa to the equity vadue of
the corporation immediately prior to the ownership change multiplied by the long-term tax-exempt rate.

We have generated significant NOLs and, depending upon our operating performance in future
periods, we may continue to generate additional NOLs If we undergo an ownership change for purposes of
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Section 382 as a result of future transactions involving our common shares including purchases or sdes of
shares by 5% shareholders, our ability to utilize our NOLs and recognize certain built-in losses would be
subject to limitation under Section 382. Depending on the resulting limitation, the utilization of a
significant portion of our NOLs could be deferred or the NOLs could expire before we would be able to use
them to offset positive taxable income in current or future tax periods. Our inability to utilize our NOLs
could have a negative impact on our financid position and results of our operations.

To protect against an unanticipated ownership change, SHL's Bye-laws generdly prohibit transactions
tha result in the creation of a new “Five Percent Shareholder” or increases in the ownership interest of an
existing Five Percent Shareholder. A “Five Percent Shareholder” for this purpose isdefined in SHL's
Bye-laws by reference to Section 382, and includes “public groups’. A prohibited transaction under SHL's
Bye-lavsisvoid a inception in the absence of Board approval, provided tha this will not preclude the
settlement of any transaction in SHL securities entered into through the facilities of any applicable stock
exchange on which SHL's securities may be listed (if any) or any applicable OTC (as such term isdefined in
our Bye-laws) on which the SHL securities may be listed. The SHL board of directors may decline to
approve or register any transfer, purchase or sde of shares if it gppears to the SHL board of directors after
teking into account, among other things any reduction in voting power required pursuant to the Bye-laws,
tha any non-de minimis adverse tax, regulatory or legd consequences to SHL, any subsidiary of SHL, or
any other direct or indirect holder of SHL's shares or its affiliates would result from such transfer owning
“Controlled Shares’ (including if such consequence arises as a result of any person owning “Controlled
Shares’ of more than 9.5% of the vdue of SHL or the voting shares of SHL).

One of the conditions precedent is that the Restructuring Transactions will not result, as determined by us in good
faith, in a cumulative aggregate owner shift greater than 38.5 percentage points for Section

382 purposes. In the event we are unable to satisfy this condition, we may seek to revise the terms of the

offer in accordance with applicable law.

We may incur tax liability asa result of the consummation of the Restructuring Transactions.

In generd, a debtor will redize cancellation of indebtedness income (“CODI”) upon saisfaction of its
outstanding indebtedness for totd consideration lessthan the amount of such indebtedness. The amount of
such CODI, in generd, isthe excessof (@) the adjusted issue price of the indebtedness sdtisfied over (b) the
sum of (x) the amount of cash paid and (y) the fair market vaue at the time of the exchange of any other
consideration given in satisfaction of such indebtedness.

We expect that SGI will realize a significant amount of CODI as aresult of the Restructuring Transactions.
The amount of such CODI will depend in part on the fair market value as determined for U.S. federal income
tax purposes, of the SHL Common Shares given in exchange for such Existing SGI Surplus Notes, which cannot
be known with certainty until after the Settlement Date. We expect that SGI will be able to utilize its NOLs to
offset all of such CODI. Any such CODI that cannot be offset with NOLs may cause SGI to incur tax liability.

While the Company currently hasassurances that the imposition of any Bermuda tax would not apply until
March 31, 2035, there can be no assurance that such date will be extended or that we will not become subject to
tax subsequent to such date.

At the present time, there isno Bermuda income or profits tax, withholding tax, capitd gains tax,
capitd transfer tax, estate duty or inheritance tax payable by the Company or by the Company’'s
shareholders The Bermuda Minister of Finance (the “Bermuda Minister”), under the Exempted
Undertakings Tax Protection Act 1966, as amended, of Bermuda has granted the Company an assurance
tha if any legidation isenacted in Bermuda that would impose tax computed on profits or income, or
computed on any capita asset, gain or appreciation, or any tax in the nature of estate duty or inheritance
tax, then the imposition of any such tax will not be applicable to the Company or any of its operations,
shares, debentures or other obligations until March 31, 2035. Given the limited duration of the Bermuda
Minister's assurance, it cannot be certain that the Company will not be subject to any Bermuda tax after
March 31, 2035. In the event that the Company becomes subject to any Bermuda tax after such date, this
could have a materia adverse effect on the group’s financid condition and results of operations
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RisksRelated to Owner ship of Our Common Shares

Because we are a holding company and substantially all of our operationsare conducted by our subsidiaries,
our ability to meet any ongoing cash requirements, including any debt service payments or other expenses and
to pay dividends on our SGI preferred or SHL Common Sharesin the futurewill depend on our ability to
obtain cash dividends or other cash payments or obtain loansfrom our primary subsidiaries or raise capital,
which are regulated insurance companies and whoseability to pay dividends or make loansto usislimited by
regulatory and contractual constraints.

We conduct substantidly dl of our operationsthrough our subsidiaries and our subsidiaries generate
substantialy dl of our operating income and cash flow. The operations of our subsidiaries primarily consist
of the run-off of our Financid Guarantee insurance business and SGI’s operation of its wholly owned
subsidiary, American Roads and, following the consummation of the Restructuring Transactions, any new
business we may pursue Our ability to meet our ongoing cash requirements, including any debt service
payments or other expenses, and pay dividends on our common shares in the future will depend on our
ability to raise new capita at SHL, generate new capita from new acquired businesses and to obtain cash
dividends or other cash payments or obtain loans from our subsidiaries, which will dso depend on the
financid condition of our subsidiaries and the contractua and regulatory restrictions to which we are then
subject. Our subsidiaries are separate and distinct legd entities that have no obligation to pay any dividends
or to lend or advance us funds and may be restricted from doing so by contract, including other financing
arrangements, charter provisions or applicable legd or regulatory requirements

Under the NYIL, SGI may pay a shareholder dividend only if it filesnotice of itsintention to declare
such dividend and the amount thereof with the New York Superintendent and the New York
Superintendent does not disapprove such dividend. NYIL contains a test governing the amount of
dividends that SGI can pay in any year and, as aresult of the application of such test, SGI cannot currently
pay dividends Aspart of the Restructuring Transactions SGI is seeking a permitted practice from the
NY DFSto reclassify certain elements of this test by resetting its unassigned funds (surplus) by transferring
its gross paid-in and contributed surplus account to its earned surplus account. There can be no assurance
tha the NYDFSwill dlow the requested permitted practice or that any dividends or advances will be
approved and if required dividends or advances are not approved, SHL has no other available sources of
funding.

Asof March 31, 2016, SHL had approximately $4.6 million of unrestricted cash and invested assets,
which, under current projections, islikely to be depleted within approximately three years If we are unable
toobtain NYDFS approvd for SGI to pay dividends if wefail to receive athird party equity investment, or
new businesses we may pursue do not generate cash, SHL may become insolvent.

Thereare provisions in our Bye-laws that, subject to certain exceptions, reduce the voting rights of common
sharesand preference shares(to thelimited extent such preference shareshavearight to vote) that are held by
a person or groupto the extent that such person or group holdsmore than 9.5% of the aggregate voting power
of all common sharesand preference sharesentitled to vote on a matter.

In generd, and except as provided below, shareholders have one vote for each common share held by
them and are entitled to vote at al meetings of shareholders However, if, and for so long as (and

whenever), the shares of a shareholder would otherwise represent more than 9.5% of the aggregate voting
power of dl shares entitled to vote on a matter, including an election of directors, the votes conferred by
such shares will be reduced by whatever amount isnecessary such that, after giving effect to any such
reduction (and any other reductions in voting power required by our Bye-laws), the votes conferred by such
shares represent 9.5% of the aggregate voting power of dl common shares entitled to vote on such matters.
The same limitation would apply to holders of the Existing SHL Preferred Shares to the limited extent that
such holders are entitled to vote on a matter under the Bye-laws the Companies Act or otherwise.

Notwithstanding the above, after having applied the above as best as they consider reasonably
practicable, the SHL board of directors may make such find adjustmentsto the aggregate number of votes
conferred, directly or indirectly or by attribution, by the “Controlled Shares’ of any “Person” that they
consider fair and reasonable in the circumstances to ensure that such votes represent 9.5%. The SHL Board
of Directors may take dl other appropriate steps and require such documentation, subject to reasonable
confidentidity provisions to effectuate the foregoing.

Thereare provisions in our Bye-laws which may limit a shareholder’s voting rightsif our Board of Directors
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determinesto do so to avoid certain material adverselegal, tax or regulatory consequences.

Our Board of Directors may limit a shareholder’s voting rights where it deems it appropriate to do so to
avoid certain materid adverse tax, legd or regulaory consequences to usor any of our subsidiaries or any
shareholder or its affiliates These consequences may include subjecting us or our subsidiaries to insurance
regulatory requirements in jurisdictions in which we would not otherwise be subject or subjecting us, or our
subsidiaries or shareholdersto adverse tax consegquences due to a particular person's ownership
of our shares We dso have the authority under our Bye-lavsto request information from any shareholder
for the purpose of determining ownership of controlled shares by such shareholder. It isexpected that our
Board of Directors would provide to the extent they deem appropriate and without subjecting us or our
shareholders to such materid adverse consequences, appropriate notification to the applicable shareholder
and an opportunity to make an appropriate presentation to our management or Board prior to so limiting
any shareholders' voting rights

Thereare provisions in our Bye-laws that may restrict shareholders ability to transfer, sell or purchase
common sharesand, therefore, may affect the liquidity of common shares.

Our Board of Directors may decline to approve or register a transfer, sell or purchase 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 tha any adverse tax, regulatory or legd consequences to us any of our
subsidiaries or any of our shareholders or their respective affiliates would result from such transfer (other
than such as our Board of Directors considers to be de minimis), (2) unless otherwise required by any
applicable requirements of an applicable stock exchange or applicable over-the-counter market, if the Board
of Directors does not receive a written opinion from counsel supporting the legdity of the transaction under
U.S. securities laws (3) if the transferee has not been approved by applicable governmenta authorities (if
such approvd isrequired) or if the transfer isnot in compliance with applicable consent, authorization or
permission of any governmenta body or agency in Bermuda or (4) if after such transfer, the transferee would
become a Five Percent Shareholder of us or the percentage share ownership of an existing Five Percent
Shareholder would be increased. Asaresult, any shareholder who currently owns, or following the
Restructuring Transactions will own, a number of Company common shares equd to or greater than 5% (as
determined for Section 382 purposes) may not acquire, sell, transfer or otherwise dispose of any shares
without prior Board approval, and any shareholder who currently owns or following the Restructuring
Transactions will own, fewer Company shares than 5% (as determined for Section 382 purposes) may not,
without prior Board approval, acquire additiona shares such that it accumulates ownership (as determined
for Section 382 purposes) of an aggregate number of shares equd to or exceeding 5%. Any purported
transfer of shares in violaion of the foregoing isvoid ab initio under the Company’s Bye-laws. These
restrictions in our Bye-laws could adversely affect the liquidity of the common shares that you own.

In addition, the BMA will require usto obtain specific permission for transfers whereby persons are
proposing to own 5% or more of our shares There isarisk the BMA will not grant such specific
permission.

Bermuda law and our Bye-laws provide broad indemnity and exculpation protections for the benefit of our
officers, directors and employees.

Under Bermuda law and our Bye-laws, we will indemnify our officers directors and employees to the
full extent permitted by Bermuda law and none of our officers directors or employees would be persondly
lidble to us or our shareholders, unless in any such case such officer, director or employee isfound, by a
court of competent jurisdiction in afind judgment or decree not subject to apped, guilty of any fraud or
dishonesty in relation to us

Provisionsin our Bye-laws couldimpedean attempt to replace or remove our directors or change our direction
or policies which could diminish the valueof our common shares.

Our Bye-laws contain provisions that may make it more difficult for shareholdersto replace directors, or
effect a change in corporate policy or direction, even if the shareholders consider it beneficia 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 potentiad takeover. Evenin
the absence of an attempt to effect a change in management or a takeover attempt, these provisions may
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adversely affect the prevailing market price of our common shares if they are viewed as discouraging
takeover atempts in the future

For example, our Bye-laws contain the following provisions that could have such an effect:

» election of our directors isstaggered, meaning that the members of only one of three classes of
our directors are elected each year;

e shareholders may not remove directors except for cause (as defined in our Bye-laws) and only by
the affirmative vote of a least 66 2/3% of the votes cast a a generd meeting; provided that the
notice of any such meeting convened for the purpose of removing a director shal contain a
statement of the intention to do so and be served on the director not more than 14 days before the
meeting and a such meeting such director shdl be entitled to be heard on the motion for such
director’s removd;

» if the controlled shares (as defined in our Bye-laws) of any person confer votes representing more
than 9.5% of the aggregate voting power of dl shares entitled to vote on a matter, including an
election of directors, the number of such votes shdl be reduced by whatever amount isnecessary
such tha, after giving effect to any such reduction (and any other reductions in voting power
required by our Bye-laws), votes conferred by such shares represent 9.5% of the aggregate voting
power of dl common shares entitled to vote on such matter;

e our Board of Directors may decline to approve or register the transfer of any common shares on
our share register 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 legd consequences
to us any of our subsidiaries or any of our shareholders or their respective affiliates would result
from such transfer (other than such as our Board of Directors considers to be de minimis) or, if the
Board of Directors does not receive: (i) a written opinion from counsel supporting the legdity
of the transaction under U.S. securities laws, provided that no such opinion will be required if it is
inconsistent with the applicable requirements of any applicable stock exchange and (ii) approva
from appropriate governmentd authoritiesif any such approvd isrequired or if the transfer isnot
in compliance with applicable consent, authorization or permission of any governmentd body or
agency in Bermuda; and

e shareholders may not pass aresolution in writing with respect to any matter and shdl only pass a
resolution a a duly cadled meeting of shareholders

Thereareregulatory limitations on the ownership and transfer of our common shares.

Specific permission isrequired from the BMA, pursuant to the provisions of the Exchange Control
Act for dl issuances and transfers of securities of Bermuda companies, other than in cases where the BMA
has granted a generd permission. The BMA, inits policy dated June 1, 2005, provides that where a

Bermuda company does not have any “Equity Securities’ listed on an “Appointed Stock Exchange” generd
permission isgiven for the issue and subsequent transfer of any securities of such company other than an
“Equity Security”. In addition, we had received a specific permission to this effect from the BMA. However,
upon the suspension from trading of the SHL's common shares on the New York Stock Exchange
(“NYSE"), which isan “Appointed Stock Exchange” under the Exchange Control Act, the specific
permission granted to us and the generd permission of the BMA under the Exchange Control Act alowing
issues and transfers of our shares involving persons who are non-residents of Bermuda, so long as our
common shares were listed on the NYSE, ceased to apply. We submitted a request to the BMA for (1) a
specific consent with respect to any issues or transfers which occurred since the suspension of trading of
our common shares and received the BMA's retroactive approva for such issues or transfers and (2) an
umbrella consent permitting trading on the OTC Bulletin Board and the Pink Sheets without BMA consent
on an individud basis but requiring that we submit certain information regarding a new shareholder
acquiring 5% or more of our shares In response to our request for an umbrella consent, the BMA gaveits
consent to al SHL share issuesand transfers to any new or existing shareholders on an ongoing basis of
shares issued and transferred, provided that such issuesand transfers do not result in any such person
holding 5% or more of our shares However, the BMA will require usto obtain permission for transfers
whereby persons are proposing to own 5% or more of our shares in addition alist of such persons (i.e,
those shareholders holding in excessof 5% of our shares) as of December 31isrequired to be provided to
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the BMA in each year. Once such permission has been obtained for any person to hold 5% or more of the
equity securities, the BMA's generd permission for that person to obtain up to 50% of the equity securities
of the company without the prior approvd of the BMA, conditiona upon subsequent notification to the
BMA will apply.

No holder or group of holders acting in concert may acquire “control” of the Company without
complying with significant requirements imposed by the NYIL. The NYIL broadly defines“control” to
include the power to cause the direction of the management and policies of a person, and presumes that
“control” exists where a person or group holds 10% or more of the SHL Common Shares Generdly, such
requirements include first obtaining the approvad of the NYDFSto acquire such control or an order
confirming that control does not in fact exist, as well as certain ongoing disclosure requirements. There can
be no assurance that the NY DFS would approve any such application or grant any such order in the event
tha an eligible holder were to hold 10% or more of the SHL Common Shares, whether as a result of the
Restructuring Transactions or otherwise

Our shareholders may havegreater difficultiesin protecting their intereststhan as a shareholder of a U.S.
corporation.

We are organized under the law of Bermuda. Asaresult, the Companies Act applies to usas a
Bermuda company, which differsin materid respects from laws generdly applicable to U.S. corporations
and their shareholders including the provisions relaing to interested directors, amagamations, mergers and
acquisitions, tekeovers, shareholder lawsuits and indemnification of directors Taken together with the
provisions of our Bye-laws some of these differences may result in your having greater difficulties in
protecting your interests as one of our shareholdersthan you would have as a shareholder of a U.S.
corporation. This affects among other things the circumstances under which transactionsinvolving an
interested director are voidable, whether an interested director can be held accountable for any benefit
redized in a transaction with us what approvas are required for business combinations by us with a large
shareholder or a wholly-owned subsidiary, what rights you may have as a shareholder to enforce specified
provisions of the Companies Act or our Bye-laws, and the circumstances under which we may indemnify
our directors and officers

We are a Bermuda company and it may be difficult for our shareholders to enforce judgments against usor
against our directors who may reside outside the United States.

We are incorporated under the laws of Bermuda. In addition, some of our directors and officers may
reside outside the United States, and dl or a substantia portion of their assets and our assets are or may be
located in jurisdictions outside of the United States Therefore, it may be difficult for investors to effect
service of process within the United States upon our non-U.S. based directors and officers or to recover
against us or such directors and officers or obtain judgments from U.S. courts against us or them, including
judgments predicated upon the civil liability of the U.S. federd securities laws.

We have been advised by our Bermuda counsdl, that there isno treaty in force between the United
States and Bermuda providing for the reciproca recognition and enforcement of judgments in civil and
commercid matters As aresult, whether a U.S judgment would be enforceable in Bermuda against us or
our directors and officers depends on whether the U.S. court that entered the judgment isrecognized by the
Bermuda court as having jurisdiction over us or our directors and officers, as determined by reference to
Bermuda conflict of law rules A judgment debt from a U.S. court tha isfind and for a sum certain based
on U.S. federd securities laws will not be enforceable in Bermuda unless the judgment debtor had submitted
to the jurisdiction of the U.S. court, and the issue of submission and jurisdiction isa matter of Bermuda
(not U.S) law.

In addition, and irrespective of jurisdictiond issues the Bermuda courts will not enforce a U.S. federd
securities law that iseither pend or contrary to Bermuda public policy. It isthe advice of Appleby
(Bermuda) Limited that an action brought pursuant to a public or pend law, the purpose of which isthe
enforcement of a sanction, power or right & the instance of the state in its sovereign capacity, will not be
entertained by a Bermuda court. Certain remedies available under the laws of U.S. jurisdictions, including
certain remedies under U.S. federd securities lavs would not be available under Bermuda law or
enforceable in a Bermuda court, as they would be contrary to Bermuda public policy. Further, no claim may
be brought in Bermuda against us or our directors and officers in the first instance for violation of U.S.
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federd securities laws because these laws have no extraterritoria jurisdiction under Bermuda law and do not
have force of law in Bermuda. A Bermuda court may, however, impose civil ligbility on us or our directors

and officers if the facts dleged in a complaint constitute or giverise to a cause of action under Bermuda
[aw.
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CAPITALIZATION OF SHL

The following table sets forth our unaudited cash and cash equivaents and our unaudited

capitdization as of March 31, 2016 on an actud basis and on a pro forma basis giving effect to the
Restructuring Transactions This table should be read in conjunction with “Management’s Discussion
and Andysis of GAAP Financid Condition and Results of Operations of SHL” and our historica

consolidated financid statements and the related notes thereto.

March 31, 2016

Actual Pro Forma®
(unaudited) (dollarsin
thousands)
Cash and cash equivaents® . .. ... ... ... ... . i, $ 171677 $ 116,677
Debt (including current portion)®
Existing Long-Term Surplus Notes . . ........... ..., $ 229,776 $ 245,402
Existing Short-Term Surplus Notes . .. .. ... ... ... . ... 144,197 135,115
Totd debt ... . $ 373973 $ 380517
Shareholders' Equity
SeriesB Preferred Shares . ... ... 13,453 13,453
Existing SHL Preferred Shares . ......... .. ... ... . . . .. . ... 163,162 —
Non-controlling interest in consolidated entity . . ................... 2,957 2,957
SHL Common Shares (par vdue $0.01 per share, (i) Actud: 500,000,000
shares authorized; 59,314,204 shares issued; 56,269,616 shares
outstanding; (ii) As Adjusted: 500,000,000 shares authorized; 89,613,228
shares issued and 86,568,640 shares outstanding) and additiond paid-in
capital .. 2,678,346 2,715,614
Accumulated deficit . . . . ... . (2,428,881) (2,311,292)
Accumulated other comprehensive income .. ...................... 18,485 18,485
Totd shareholders’ equity .. ....... ... . ... 447,522 439,217
Totd capitaization™® . ... ... ... $ (73549) $ (58,700)

(1) Assumes tha dl Existing SHL Preferred Shares are converted into the SHL Consideration and utilizes

assumptions noted in “Pro Forma Financid Information”.

(2) Reflects the $55 million cash debt service payment on the Existing SGI Surplus Notes owned by

holders of Existing SGI Surplus Notes other than SGI.
(3) Actud debt as of March 31, 2016 represents the carrying vaue of such debt.

(4) Totd capitdization equas totd debt lesstotd shareholders’ equity.
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CAPITALIZATION OF SGI

The following table sets forth SGI’s unaudited cash and cash equivaents and its unaudited
capitdization (on a statutory basis) as of March 31, 2016 on an actud basis and on a pro forma basis giving
effect to the Restructuring Transactions This table should be read in conjunction with “Management’s
Discussion and Andysis of Statutory Financiad Condition and Results of Operations of SGI” and our
historicd consolidated financid statements and the related notes thereto.

March 31, 2016

Actual Pro Forma
(unaud ted)
(dollarsini housands)

Cash, cash equivaents and short term investments® ... ................ $ 78640 $ 23,640
Statutory capitd and surplus

Commoncapita stock .. ......... .. . . e 15,000 15,000

Preferred capital stock ... ......... ... . . 200,000 200,000

SUIPIUS NOLES . . . o ot e 584,334 556,144

Gross paidin and contributed surplus® . .. ... ... 2,046,972 —

Unassigned fundst™ . ... ... ... ... ... (1,757,763) 262,399
Totd Statutory capitd andsurplus .. ... $1,088543 $1,033,543

(1) Pro forma reflects the application of a permitted practice to increase SGI's unassigned funds (surplus)
by transferring its gross paid in and contributed surplus account to its earned surplus account which is
subject to NYDFS gpprovd and dso utilizes other assumptions noted in “Pro Forma Financid
Information.”
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MANAGEMENT’S DISCUSSION AND ANALY SIS OF GAAP FINANCIAL CONDITION
AND RESULTS OF OPERATIONS OF SHL

The following discussion and analysis of our financial condition and results of operations should bereadin
conjunction with our GAAP financial statements. The following discussion contains forward-looking statements
based upon current expectations and related to future events and our future financial performance that involve
risks and uncertainties. Our actual results and timing of events could differ materially. Factorsthat could cause
or contribute to these differences include, but are not limited to, those discussed below and in our “ Risk
Factors”

References to the “ Company,
subsidiaries.

we” “us’ and “ our” mean SHL and, unless otherwise indicated, its

Executive Summary

SHL isa Bermuda exempted company incorporated with limited liability, which was formed on
March 17, 2006. SHL has two reportable business segments: Financid Guarantee and Other (or
non-insurance businesses).

SHL's Financid Guarantee segment isconducted through its primary operaing subsidiaries, SGI and
SCAI. We do not currently write new business, having ceased writing substantidly dl new business in
January 2008 as a result of materid credit impairments stemming from the globd financid crisis SHL's
Financid Guarantee business isand continues to be in active run-off which isbeing effectuated by
transaction terminations and commutations, asset recovery initiatives, scheduled amortization of contracts
and asset management activities Our in-force net par outstanding has declined from $133.7 billion in 2008
to $27.2 billion as of March 31, 2016. During the same period, SHL's Totd shareholders’ equity increased
from alow of $(1,366.2) million to $447.5 million as of March 31, 2016.

SHL's other, or non-insurance, segment is primarily conducted through Pike Pointe which owns and
operates a portfolio of toll road assets located in Alabama and Michigan and holds options to purchase
certain red estate assets and a parking concession located in Detroit, Michigan. The Company has and
continues to take various operating and strategic steps to preserve and improve the vaue of the assets and
its business

The Company’s strategy has the primary gods of stabilizing and reducing risk to the insurance
platforms and maximizing vaue for dl stakeholders The Restructuring Transactions described herein
are a key step of the Company’s strategic plan, designed to:

1. Simplify the Company’s capitd structure;

2. Delever and improve the Company’s financid condition by capturing discount on the exchanged
securities;

3. Enhance and protect key assets, and
4. Position SHL to raise new capitd in order to pursue future business opportunities.
Following completion of the Restructuring Transactions, SHL's primary goal isto continue

to maximize value through the following strategic activities:

e Increasing the vadue of itsinvestment in SGI and SCAI by actively managing their assets and
lidbilities In particular, we will continue to actively seek to (i) remediate insured exposures
(through our purchase on the open market or otherwise, commutation, defeasance or other
restructuring) to minimize potentiad claim payments, maximize recoveries and mitigate potentid
losses (ii) increase the Company’s capitd, financiad position, liquidity, claims paying resources and
reduce our lighilities (including through additiond third-party capitd), (iii) redize maximum
vaue, monetize and/or finance our assets (including litigation recoveries and redizing vaue from
our non-core subsidiaries), (iv) enhance returns from our investments to match our long-term
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ligbilities and (v) take other actions to enhance our current and future financid, liquidity, capitd
and surplus position.

e Identify new growth and vaue creating opportunitiesfor SHL through the development and
acquisition (either through a merger, purchase, business combination or other form of acquisition)
of businesses in such areas as insurance, credit, asset management and advisory, amongst others.

SHL will dso seek to raise capita in order to pursue new businesses SHL may raise such funds by
issuing debt, preferred equity or common equity either to a third-party investor, to existing investors
through arights offering or as consideration for a transaction. SHL may enter into an agreement to issue
and may issue such debt or equity before identifying a specific business expansion opportunity. As of the
date hereof, SHL has not agreed to the issuance of any debt or equity other than as described herein. In
addition, there can be no guarantee that SHL will pursue or consummate any expansion of its business
Findly, tax considerations may limit SHL's &bility to raise new capitd from athird-party investor or the
amount of capitd such investor may invest.

Overview of Our Business

General

SHL isa Bermuda holding company, which was formed on March 17, 2006 that provides, through its
wholly-owned subsidiaries financia guarantee insurance and reinsurance. SHL, collectively with its
consolidated subsidiaries ishereafter referred to as the Company.

SHL'sprincipd insurance business operaing subsidiaries consist of SGI and SGI’s wholly-owned
subsidiary SCAL.

SGI isan insurance company domiciled in the State of New York, regulated by the NY DFS, which at
one time was licensed to conduct financid guarantee insurance business throughout dl 50 of the United
States and other jurisdictions SGI collects and expects to continue to collect premiums on existing business;
however, because of the events discussed herein, SGI ceased writing dl new business in January 2008 and is
no longer licensed to do so in certain states and other jurisdictions SGI does not intend to seek licensesto
write new business

SCAIl isa New York domiciled financid guarantee insurance company aso regulated by the NYDFS,
which was formed on April 1, 2009 and commenced operations on July 15, 2009, in connection with the
restructuring of SGI as discussed in Note 3 to the Company’s audited consolidated financid statements
included elsewhere herein. SCAI collects and expects to continue to collect premiums on existing business
but is prohibited from writing new business and, therefore, does not intend to seek to obtain licensesto
transact new insurance business in any other state or jurisdiction.

Prior to January 2008, the Company was primarily engaged in the business of providing (i) credit
enhancement on fixed and variable rate debt obligations through the issuance of financid guarantee
insurance policies and (ii) credit protection on specific referenced credits or on pools of specific referenced
credits through the issuance of financid guarantee insurance policies covering the obligations under CDS
contracts issued by trusts established to comply with the NYIL. These trusts are consolidated by the
Company.

Financid guarantee insurance policies obligate the insurer to provide an unconditiona and irrevocable
guarantee to the holder of a debt obligation of full and timely payment of certain principa and interest
when due In the event of a default under the debt obligation, the insurer has recourse against the issuer
and/or any related collaterd (which ismore common in the case of insured asset-backed obligations or
other non-municipa debt) for amounts paid under the terms of the policy. CDS contracts are derivative
contracts that offer credit protection relating to a particular security or pools of specified securities Under
the terms of a CDS contract, 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 referenced security.
Credit derivatives typicdly provide protection to a buyer rather than credit enhancement of a debt security
asin traditiona financid guarantee insurance.
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Since 2009, the Company has engaged in various restructuring, commutation, remediation and other
transactionsto reduce its net par outstanding, improve surplus and increase its liquidity. However, we
continue to face significant surplus and liquidity issues

Pike Pointe

Pike Pointe isa wholly owned subsidiary of SGI which was formed as a Delaware limited liability
company to hold 100% of the equity ownership of its subsidiaries tha own and operate American Roads
and other assets The financid statements of Pike Pointe for years ended December 31, 2014 and
December 31, 2015 have been included in the Company’s audited consolidated financid statements.

On July 25, 2013, American Roads LLC and certain of its affiliates filed “ pre-packaged” bankruptcy
cases under Chapter 11 of the United States Bankruptcy Code in the United States Bankruptcy Court for
the Southern District of New York. At that time, SGI insured approximately $830 million of bonds and
interest rate swap ligbilities issued by American Roads LLC. On September 3, 2013, the approved
bankruptcy plan went effective and SGI as an indirect owner of the American Roads, LLC interest rate
swaps and issuer of related insurance policies received 100% of the equity ownership of the reorganized
American Roads The holders of the bonds origindly issued by American Roads which have been
discharged in bankruptcy, continue to benefit from SGI’s insurance policies as SGI isobligated to pay
100% of dl future principa and interest payments as and when due.

2015 MTA Amendment

On Jduly 15, 2009, the Company consummated the 2009 MTA, a master transaction agreement with
certain of itsfinancia counterpartiesto CDS contracts insured by itsfinancid guarantee insurance policies,
and certain related transactions which, dong with approvd of the NYDFSto apply certain accounting
practices in connection with the preparation of SGI’s statutory financid statements to certain of the
transactions comprising the 2009 MTA, resulted in SGI's return to compliance with its regulatory minimum
capitd and surplus.

On August 24, 2015, the Company entered into an amendment to the 2009 MTA (the “2015 MTA
Amendment”) and entered into a new intercompany capitd support agreement (the “SCAI Capitd Support
Agreement”). The 2015 MTA Amendment, among other things, eliminates or modifies certain contractud
constraints such as prohibitions on certain financings and other means of generating liquidity, reduces the
requisite consenting percentages for future amendments from 75% to 50% and bifurcates voting between
certain SGl-only matters and SCAIl-only matters The SCAI Capitd Support Agreement provides that SGlI,
under certain circumstances, would be obligated to purchase up to $100 million of additiona SCAI surplus
notes to bolster SCAI’s statutory surplus if SCAI’s surplus fdls below $100 million.

Effective Commutation or Defeasance of Syncora Guarantee's Exposure to Insured RMBS Securities
(the “ RMBS Offer”)

In connection with the 2009 MTA, the Company invested in afund (the “RMBS Fund”) that executed
certain transactions designed to effectively defease or, in-substance, commute the Company’s exposure on
certain of itsfinancia guarantee insurance policies written on RMBS. The RMBS Fund purchased certain
of such RMBS in return for atrust certificate of an owner trust representing the uninsured cash flows of
such RMBS (“Uninsured Cash Flow Certificate”) plus a cash payment. In generd, the RMBS Fund
contributed any such purchased RMBS (and certain of the Company’s reimbursement rights) to separate
owner trusts in return for certificates representing the cash flows consisting of insurance payments made on
the policiesinsuring such RMBS (“Insurance Cash Flow Certificates’). In return for such investments, the
Insurance Cash Flow Certificates were distributed to the Company. The Company will, should the cash
flows from the underlying RMBS transaction be sufficient, receive certain reimbursement payments in
respect of insurance payments previously made by the Company on such RMBS. The Company aso entered
into severd dternative transactions effectively replicating the economics of the RMBS Offer.
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In addition to the RMBS Offer, as part of itson-going strategic plan, the Company directly purchased
certain RMBS and other securities that it had insured. Certain of these directly purchased securities were
exchanged by the Company for Insurance Cash Flow Certificaes and Uninsured Cash Flow Certificates
using the mechanics described above The Uninsured Cash Flow Certificate may either be held or resold by
the Company. The Company continues to purchase certain of itsinsured RMBS and other securities

During the years ended December 31, 2015 and 2014, the Company purchased additiona RMBS and
other securities with an aggregate principa exposure of approximately $42.9 million and $256.5 million,
respectively, for consideration of approximately $39.1 million and $180.6 million, respectively (excluding
VIE activity).

The following table illustrates the components of net receivable on insurance cash flow certificates on
the accompanying consolidated baance sheets at December 31, 2015 and 2014.

(U.S. dollarsin thousands) 2015 2014

Receivables on insurance cash flow certificates . . .. ................ $399,282 $462,858

Deferred gain . . . ... oo (84,870)  (86,560)

Receivables on insurance cash flow certificates net .. ............... 314,412 $376,298
Regulatory

Asof March 31, 2016, in 28 states or jurisdictions SGI’s license to conduct insurance business in such
states or jurisdictions was suspended, revoked, had an order of impairment placed against it, expired, was
voluntarily surrendered by SGI, or SGI agreed to cease writing business in such states or jurisdictions, or
SGI opted not to renew its license in such states or jurisdictions Although management anticipates that
SGI will be able to continue to collect premiums on existing business in such states or jurisdictions,
additiona states or jurisdictions may suspend SGI’s license, place an order of impairment against it, or in
lieu of a suspension or order, SGI may voluntarily agree to cease writing business and let such licenses
expire or opt not to renew its licensesin additiona states or jurisdictions

Insured Portfolio

Set forth below iscertain historicd information regarding our in-force reinsurance of financid
guarantee insurance policies and CDS contracts issued by other financia guarantee companies.
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The following table sets forth the Company’s in-force guaranteed principal and interest exposure by
bond sector as of March 31, 2016, December 31, 2015 and 2014, respectively:

Bond Exposure

(U.S. doallarsin millions)

GPO @ NPO @
March31, December 31, December 31, March3l, December 31, December 31,
2016 2015 2014 2016 2015 2014
Public Finance
Specid Revenue .. .......... $ 5873 $ 6,068 $7933 $5730 $5924 $ 7,788
Generd Obligation .. ........ 4,017 4,379 7,700 4,017 4,379 7,700
Utility ... ... ... 2,558 2,659 3,944 2,558 2,659 3,944
Non Ad vdorem . .......... 1,604 1,721 2,587 1,604 1,721 2,587
Appropriation .. ........... 816 861 1,333 816 861 1,333
Other ................... 4 4 5 4 4 5
Totd Public Finance . ...... $14,872  $15,692 $23,502  $14,729  $15,548 $23,357
Asset-Backed Securities
RMBS .................. $ 534 $ 559 $ 971 $ 526 $ 552 $ 963
Commercid ABS . .......... 54 72 178 54 72 178
Totd Asset-Backed
Securities . ............ $ 58 $ 631 $1149 $ 580 $ 624 $ 1,141
Collaterdized Debt Obligations
CashflowCDO ............ $ 724 $ 897 $2216 $ 724 $ 897 $ 2,216
SyntheticCDO ............ 659 771 1,043 659 771 1,043
Totd Collaterdized Debt
Obligations . . .......... $ 1383 $ 1668 $3260 $1383 $ 1,668 $ 3,260
Structured Single Risk
Power & Utilities .. ......... $ 5701 $5780 $ 6,700 $5702 $ 5,780 $ 6,700
Globd Infrastructure . . . ... .. 4,913 4,896 6,296 4,320 4,275 6,244
Specidized Risk . .. ......... 462 474 842 462 474 842
Totd Structured SingleRisk . $11,076  $11,150 $13,838  $10,484  $10,529 $13,786
Totd Qutstanding . . .......... $27,919  $29,141 $41,749  $27,176  $28,369 $41,544

(1) GPO and NPO represent Gross Principd Outstanding and Net Principa Outstanding, respectively.
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The following table sets forth the number of years to maturity of the Company’s in-force guaranteed
principad and interest exposure a March 31, 2016:

Yearsto Maturity — Debt Service Amortization
(U.S. doallarsin millions)

Scheduled Net
Debt Service ~ NPIO®
2016 QL ... $ — $43,001
2006 Q2 . . 1,112 41,889
2016 Q3 . . 927 40,962
2016 Q4 . . 747 40,215
Totd 2016 . ... ... $ 2,786
2007 . $ 2,596 $37,619
2008 . . 2,071 35,548
2009 . . 1,816 33,732
2020 . .. 1,975 31,757
Totd 20172020 . . . ..ot $ 8,458
2021 — 2025 . . . e $ 8,817 $22,940
2026 —2030 . . . .. e 6,417 16,523
2031 — 2035 . . . 5151 11,372
2036 and thereafter .. ........ ... ... . ... ... ... ..., 11,372 —
Tota 2021 —thereafter . .............. .. .......... $31,757
Totd . .. $43,001

(1) NPIO represents Net Principd and Interest Outstanding.

42



The following table sets forth the Company’s in-force guaranteed principa exposure by geographic
concentration & March 31, 2016, December 31, 2015 and 2014, respectively:

Geographic Distribution — Par Exposure
(U.S. doallarsin millions)

GPO NPO % NPO
March31, December 31, December 31, March31, December 31, December 31, March 31, December 31, December 31,
2016 2015 2014 2016 2015 2014 2016 2015 2014
United States
Cdifornia . .......... $ 3339 $ 3527 $ 4567 $ 3295 $ 3483 $ 4,522 12.2% 12.2% 10.9%
NewYork ........... 1,900 1,916 2,510 1,900 1,916 2,510 7.0 6.8 6.0
Texas .. .ovviiii 988 1,074 1,439 988 1,074 1,439 3.6 3.8 35
Florida............. 806 816 1,647 706 716 1,547 2.6 25 3.7
Virginia . ........... 642 643 657 642 643 657 24 2.3 1.6
Colorado ........... 554 556 842 554 556 842 2.0 2.0 2.0
Aldbama . ........... 551 570 958 551 570 958 2.0 2.0 2.3
Washington . . ... ..... 509 510 594 509 510 594 1.9 1.8 14
Georgia ............ 475 484 685 475 484 685 1.7 1.7 1.6
District of
Columbia ......... 462 465 477 462 465 477 1.7 1.6 11
Mlinois . ............ 444 551 1,784 444 551 1,784 1.6 19 4.3
Pennsylvania . . ....... 434 582 1,033 434 582 1,033 1.6 21 25
Ohio .............. 431 452 605 431 452 605 1.6 1.6 15
Tennessee .. ......... 407 421 594 407 421 594 15 15 14
PuertoRico® ........ 389 396 470 389 39 470 1.4 1.4 1.1
NewJersey .......... 355 419 610 355 419 610 13 15 15
Massachusetts ... ..... 293 296 436 293 296 436 11 1.0 1.0
South Carolina. . ...... 289 289 496 289 289 496 11 1.0 1.2
Other® ... .......... 3,182 3,305 5,383 3,182 3,305 5,382 11.7 11.7 131
Non-PF Multi®® . 1,638 1,973 4,000 1,631 1,966 3,993 6.0 6.9 9.6
Totd United States . . . . . .. $18,088  $19,245 $29,787 $17,937 $19,094 $29,634 66.0% 67.3% 71.3%
Internationd
United Kingdom ... ... $ 6,238 $ 6,399 $7125 $5646 $5778 $ 7,073 20.9% 20.4% 17.2%
Austrdia. . .......... 1,371 1,305 1,638 1,371 1,305 1,638 5.0 4.6 3.9
Chile .............. 526 509 654 526 509 654 1.9 1.8 1.6
New Zedand . ........ 491 485 593 491 485 593 1.8 1.7 14
Netherlands. ... ... ... 306 298 513 306 298 513 11 1.1 1.2
Other™® ... .......... 806 807 1,173 806 807 1,173 3.0 2.8 2.8
Non-PF Multi®® .. 93 93 266 93 93 266 0.3 0.3 0.6
Totd Internationd . . ... .. $ 9831 $ 9896 $11962 $ 9239 $ 9,275 $11,910 34.0% 32.7% 28.7%
Totd Par Outstanding. . . . . $27,919 $29,141 $41,749 $27,176  $28,369 $41,544  $100.0% $100.0%  $100.0%

(1) Single state/country with NPO 1% of the tota exposure plus any multi-state/country Public Finance
exposures.

(2) Non-Public Finance deds with underlying securities in multiple states/countries
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3)

(4)
()

Consists of $1,077 million, $1,370 million and $2,746 million as of March 31, 2016, December 31,
2015 and December 31, 2014, respectively, in CDO net par, $554 million, $596 million and $1,103
million as of March 31, 2016, December 31, 2015 and December 31, 2014, respectively, in ABS net par.

Consists of $93 million, $93 million and $266 million as of March 31, 2016, December 31, 2015 and
December 31, 2014, respectively, in SSR net par.

Historicdly, there was no legd framework to restructure the debts of the Commonweadth and its
municipdities and public corporations such as PREPA. On June 30, 2016, PROMESA was enacted by
the President, which provides Puerto Rico and itsinstrumentadities with both an in-court and
out-of-court process to restructure debts and bind holdouts In addition, on April 6, 2016, the
Commonweadth enacted the Moratorium Act, which empowers the governor to declare a moratorium
on Puerto Rico’s debt payments on an entity-by-entity basis and to stay creditor remedies. The
Moratorium Act followed the Puerto Rico Public Corporation Debt Enforcement and Recovery Act,
enacted in June 2014 by the Commonweadth to provide a restructuring framework for its public
corporations and ruled unconstitutiona by the U.S. Supreme Court on June 13, 2016.

Against this legidlative backdrop, in August 2014, SGI, PREPA's other financid guarantors, an ad hoc
group of bondholdersand PREPA's bank lenders entered into a forbearance agreement with PREPA,
which was extended multiple times On November 5, 2015, PREPA entered into the RSA with the ad
hoc bondholder group and the bank lenders which, among other things, contemplaes a recovery plan
involving an exchange a 85% of the origind principa vaue of existing PREPA power revenue bonds
for new securitization bonds The RSA was amended and restated on December 23, 2015 to add the
terms of a restructuring of bonds insured by Nationa Public Finance Guarantee Corp. and Assured
Guaranty Municipad Corp, and has been amended multiple times since to extend milestone deadlines
and implement other modifications Pursuant to the first supplement to the RSA, daed as of June 29,
2016, PREPA and SGI reached an agreement with respect to the treatment of PREPA power revenue
bonds insured or owned by SGI, which contemplates, among other things, SGI’s purchase of PREPA
power revenue bonds to fund certain upcoming obligations to bondholders The recovery plan
contemplated by the RSA issubject to certain conditions precedent, including approva by the Puerto
Rico Energy Committee and the assignment of an investment grade to the new securitization bonds

On July 31, 2015, SGI and PREPA's other financid guarantors purchased $128 million of new PREPA
power revenue bonds to fund in part PREPA's uly 1, 2015 payment of principa and interest due to its
bondholders of which SCAI purchased approximately $10 million pursuant to an assignment (under
the Public Finance Reinsurance Agreement) by SGI of itsright to acquire the bonds The bonds, which
accrued interest, payable monthly, at a 7.25% annud rate and had a yield-to-maturity of 12%, matured
on January 1, 2016 and were paid in full. On January 27, 2016, certain bondholders and PREPA's other
financid guarantors entered into an agreement to purchase $111 million of new PREPA power revenue
bonds to fund PREPA's January 1, 2015 payment of interest due to its bondholders, which closed on
June 8, 2016. On June 29, 2016, certain bondholders, SGI and PREPA's other financid guarantors
purchased $263.8 million of new PREPA power revenue bonds to fund in part PREPA's uly 1, 2016
payment of principa and interest due to its bondholders, of which SCAI purchased approximately
$38.5 million pursuant to an assignment by SGI of itsright to acquire the bonds The bonds held by
SCAI accrue interest, payable monthly, at a 7.5% annud rae, have ayield-to-maturity of 7.5% and
mature on January 1, 2020 and July 1, 2020.

Exposureto Residential Mortgage Market

The Company isexposed to residentiad mortgages directly through itsinsurance guarantees of RMBS.
As of March 31, 2016, the Company’s totd net direct exposure to RMBS aggregated approximately

$0.5 billion (the amount excludes exposure related to guarantees which were effectively defeased or,
in-substance, commuted pursuant to ICFs — see Note 3 to the Company’s audited consolidated financid
statements), representing approximately 1.9% of its totd in-force guaranteed net principd outstanding at

such date The RMBS exposure consisted of various collatera types as set forth in the table below. The tebles

below dso set forth the Company’s internd ratings, as well as the ratings of certain rating agencies of the
insured transactions at March 31, 2016 (excluding exposure related to guarantees which were effectively
defeased or, in-substance, commuted pursuant to ICFs as discussed above).
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Exposureto RMBS

The following table presents the net principad outstanding for the Company’s insured RMBS portfolio
by type of collaterad™ as of March 31, 2016, December 31, 2015 and 2014, respectively:

RMBS Exposure (U.S. dollarsin millions)

NPO % NPO
March31, December 31, December 31, March31, December 31, December 31,

2016 2015 2014 2016 2015 2014

Prime (1stlien) . .. ............. $ 29 $ 31 $ 37 5.5% 5.6% 3.9%
Prime(2ndlien) ............... 18 20 28 34 3.6 29
Prime(HELOC) . .. ............ 131 139 179 24.9 252 18.6
Alt-A (Istlien) . . .............. 29 30 353 5.4 5.4 36.5
Alt-A (2ndlien) . .............. 5 5 6 0.9 0.9 0.6
Subprime (1stlien) . ............ 267 276 292 50.9 50.0 30.4
Subprime (2ndlien) ............ 21 23 35 4.0 4.2 3.6
Subprime (1st lien) — Internationd . . . 26 28 33 5.0 5.1 35

Totad RMBS Outstanding . . . . . . . $526 $552 $963 100.0%  100.0% 100.0%

(1) Collaerd typeisdefined as follows: Prime (1st lien) mortgage loans are secured by first liens on one-
to-four family residentid properties The underwriting standards used to underwrite prime mortgage
loans are the standards applied to the most creditworthy borrowers and are generdly acceptable to
Fannie Mae and Freddie Mac. Prime (2nd lien) mortgage loans are secured by 2nd liens on one-to-four
family residentid properties The underwriting standards used to underwrite prime mortgage loans are
the standards applied to the most creditworthy borrowers and are generaly acceptable to Fannie Mae
and Freddie Mac. This category dso includes Alt-A (2nd lien) loans. HELOC isan adjustable rae line
of credit secured by a second lien on residentid properties An Alt-A loan means a mortgage loan
secured by first liens on residentid properties, which isineligible for purchase by Fannie Mae or Freddie
Mac. Subprime (1st lien) mortgage loans are secured by first liens on residentia properties to non-prime
borrowers The underwriting standards used to underwrite subprime mortgage loans are less stringent
than the standards applied to the most creditworthy borrowers and lessstringent than the standards
generdly acceptable to Fannie Mae and Freddie Mac with regard to the borrower’s credit standing and
repayment ability. Subprime (2nd lien) mortgage loans are secured by second liens on residentid
properties to non-prime borrowers. See Subprime (1st lien) for a description of the underwriting
standards Subprime (1st lien) — Internationa mortgage loans are secured by first liens on residentid
properties to non-prime borrowers located outside the United States.

The following table presents the net principa outstanding and net reserves for unpaid lossesfor the
Company’s insured RMBS portfolio by year of origination (year the guarantee was underwritten and
issued) as of March 31, 2016. Net principd outstanding in the table below excludes principa effectively
defeased or, in-substance, commuted by the Company in connection with its acquisition of ICFs whereas
net reserves for unpaid lossesin the table below are reported on the same basis as reflected in the
Company’s badance sheet (not adjusted to reflect reserves effectively defeased or, in-substance, commuted
pursuant to the Company’s acquisition of 1CFs).
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RMBS Exposure
(U.S doallarsin millions)

2004 2005 2006 2007 Total

Prime/Alt-A . ... $ 96 $ 43 $ 65 $ 8 $212

SUDPAIME . .o oo e 340 93 — 187 314

Totd RMBS Outstanding .. ........... $130 $136 $ 65 $195 $526
(U.S. dollarsin millions)

Net cash reserves for unpaid losses? . ...... 54 143 246 195 638

(1) Includes $0.5 million releting to business underwritten and issued in 1999.

(2) Asdescribed further in Note 21 to the Company’s audited consolidated financid statements, net cash
reserves for unpaid lossesreflect the effect of the JPMorgan settlement.

The following tables show the Company’s current interna and reating agency ratings on dl of the
Company’s direct RMBS exposure by ded, grouped by collaterd type as of March 31, 2016. The
Company’sinternd ratings are based on itsinternd credit assessment of each transaction teking into
account the overal credit strengths and weaknesses transaction structure and the trends in the asset sector.
The Company bases its andysis on information received from the trustees or from the issuer, as well as
on-site visits to issuers servicers, collaterd managers and project sites Modeling results are dso considered.
The Company dso takes into consideration the rating agencies’ rationde for their ratings, however,
variations may exist between the Company’s ratings and the ratings of the rating agencies Rating agencies
may change their ratings on obligations on a frequent basis and in some cases ratings issued by ratings
agencies may be withdrawn by such ratings agencies Accordingly, the following tables may not reflect the
ratings agencies most current published ratings

RMBS Ratings
(U.S. doallarsin millions)

Moody’'s
Vintage Internal Rating S&P Rating® NPO
P-ime (1st lien)
1o 2004 bbb+ NR Ba2 $ 17
2 2004 aa AA+ NR 8
L 2004 aa AA+ Bd 4
Totd . ... ... .. $29
Prime (2nd lien)
1o 2006 d NR C $ 18
Totd . ... ... ... .. $18
Prime (HELOC)
1o 2004 d CcCC Ca $ 39
2 2004 d CcCC Ca 28
A 2005 d NR Ca 14
4 e 2006 d NR C 31
S 2006 d NR Ca 14
B 2006 d NR Ca 2
T 2006 d NR Ca —
8 2007 d NR Ca 3
Total . ... $131
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Alt-A (1st lien)

Totd . ....... ... ... ... ... ...

Totd . ....... ... ... ... ... ...

Totd ....... ... .. . ... .. ...

Moody’'s

Vintage Internal Rating &P Rating® NPO
2005 b AA+ Baa3 $ 22
2005 d NR Caa2 7
2007 d NR C —

$ 29
2007 d NR Caal $ 5
2007 d D Bl —
$ 5
1999 b NR Caal $ —
2004 b- A Ba2 15
2004 at AAA Aa2 12
2004 aa AA+ Al 7
2005 d CCC — 93
2005 aa AA- Aa3 —
2007 c CCC C 140
$267
2007 bb CCC Ba2 $ 15
2007 c CcC C 3
2007 CcC Ca 3
$ 21
2007 bbb BBB Baa2 $ 26
$ 26
$526

(1) A“—" raing indicates the ded isnot rated by the raiing agency.
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Exposureto CDOs

The following table presents the net notiona exposure of the Company’s guaranteed CDOs by typet®
of referenced asset as of March 31, 2016, December 31, 2015 and 2014, respectively. A CDO isa security
tha iscollaterdized by, or syntheticadly references a pool of debt obligations such as corporate loans,
bonds and ABS:

CDO Exposure
(U.S. doallarsin millions)

NPO % NPO # of Credits
March31, December 31, December 31, March31, December 31, December 31, March31l, December 31, December 31,
2016 2015 2014 2016 2015 2014 2016 2015 2014
S nthetic CDO
CMBSCDO ... ........ $ 574 $ 747 $ 893 41.6% 44.8% 27.4% 1 1 1
Corporate Synthetic CDO . . . 150 150 150 10.8 9.0 4.6 1 1 1
Totd Synthetic CDO . . . . . $ 724 $ 897 $1,043 52.4% 53.8% 32.0% 2 2
Cashflow CDO
EuroCLO . ........... $ 307 $ 298 $ 513 22.0% 17.8% 15.8% 1 1 1
USCLO .. ........... 273 389 1,588 19.8 23.4 48.6 7 8 11
TRUPSCDO . ......... 77 82 114 5.6 4.9 35 4 4 5
ABSCDO ............ 2 2 2 0.2 0.1 0.1 1 1 1
Totd CashflownCDO . ... $ 659 $ 771 $2,217 47.6% 46.2% 68.0% 13 14 18
Totd Collaerdized Debt
Obligations Outstanding . . . . $1,383 $1,668 $3,260 100.0% 100.0% 100.0% 15 16 20

(1) Asset type isdefined as follows A Cash flow CDO isa securitized bond tha is collaterdized by a pool
of debt obligations such as corporate loans bonds and ABS. A US CLO isa CDO with underlying
collaterd primarily consisting of senior secured bank loans made to corporate entities domiciled in the
United States and rated below investment grade at inception (i.e, rated below “BBB-" by S& P, “Baa3”
by Moody’s and “BBB-" by Fitch). A Euro CLO isa CDO with underlying collaterd primarily
consisting of senior secured bank loans made to corporate entities domiciled in Europe and generdly
rated below investment grade at inception (i.e, rated below “BBB-" by S&P, “Baa3” by Moody’s and
“BBB-" by Fitch). A Trups CDO isa CDO with underlying collaterd primarily consisting of trust
preferred securities issued by bank holding companies. A Multi-Sector CDO isa CDO with underlying
collaterd primarily consisting of ABS securities (including lessthan 50% RMBS bonds). An ABS
CDO isa CDO with underlying collaterd primarily consisting of RMBS bonds (greater than 50%) and
other ABS securities

A Synthetic CDO isa CDO that syntheticdly references a portfolio of debt obligations through the use
of credit default swaps A CMBS CDO isa CDO that syntheticaly references a portfolio of
Commercid Mortgage Backed Securities A Corporate Synthetic CDO isa CDO that references a pool
primarily consisting of senior unsecured corporate credits rated investment grade at inception (i.e,
rated a least “BBB-" by S&P, “Baa3” by Moody’s and “BBB-" by Fitch or higher).

48



The following table presents the net notiond exposure of the Company’s guaranteed CDOs by rating

as of March 31, 2016 and December 31, 2015:

CDO RatingstV
(U.S. dollarsin millions)

NPO NPO % NPO % NPO
March31l, December 31, March3l, December 31,
2016 2015 2016 2015
AAA $ 747 $ 858 54.0% 51.5%
AA 60 61 4.3 3.6
BBB . .. 574 747 415 44.8
Below Investment Grade .. ............. .. ...... 2 2 0.2 0.1
Totd Collaterdized Debt Obligations Outstanding . . . . . $1,383 $1,668 100.0% 100.0%

(1) Based on S&Prating as reflected in the Company’s records, if available, and internd rating if no S& P

raiing isavailable

Segments

Presently, for management and reporting purposes, we manage our business in two operating segments:
Financid Guarantee Insurance and Other. The financid guarantee insurance business segment provides
financid guarantee insurance and reinsurance on public finance, structured singlerisk, collaeraized debt
and asset-backed securities obligations The other business segment relates to the Company’s non-insurance
business and primarily includes the operations of Pike Pointe, the owner and operator of certain toll road

facilities located in the United States and Canada.
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The following tables contain financid information for each reportable business segment for the three

months ended March 31, 2016 and 2015:

Financial Guarantee

Insurance Other Eliminations Consolidated
(US. dollarsin thousands) 2016 2015 2016 2015 2016 2015 2016 2015
Revenues
Net premiums earned . . . .. ...... ... $ 16643 $ 13797 $ — 8 — $ — $ — $ 16643 $ 13797
Net investment income . . .. ......... 10,083 10,056 447 120 — — 10,530 10,176
Net redized (losses) gains on
investments . . .. .............. (3,993) 2,144 1,020 3) — — (2,973) 2,141
Net (loss) earnings on insurance cash flow
certificates . . .. ...... .. ... ... (12,970) 4,190 — — — — (12,970) 4,190
Toll revenue . .. ................ — — 5,949 5,232 — — 5,949 5,232
Fees and other income . . ........... 18 440 1,791 1,657 — — 1,809 2,097
Net (loss) earnings on credit default and
other swap contracts . . . ... ....... (31,631) 79,694 — — — — (31,631) 79,694
Net change in fair vaue of consolidated
VIES . .. o 6,807 11,309 — — — — 6,807 11,309
Totd Revenues . . .. .............. (15,044) 121,630 9,208 7,006 — — (5,836) 128,636
Expenses
Net losses and loss adjustment expenses . . . 35,088 26,855 — — — — 35,088 26,855
Amortization of deferred acquisition costs,
Net . . ... .o 2,508 2,107 — — — — 2,508 2,107
Redlized loss on interest rate derivative
instrument . .. .... ... ... ... 425 1,475 — — — — 425 1,475
Interestexpense . . . . ... .. ... ... .. 20,561 17,583 — — — — 20,561 17,583
Operatingexpenses . . . . .. ... ...... 15,074 18,313 5,815 4,412 — — 20,889 22,725
Totd Expenses. . . . .............. 73,656 66,333 5,815 4,412 — — 79,471 70,745
(Loss) Income beforeincometaxes . . . . . . (88,700) 55,297 3,393 2,594 — — (85,307) 57,891
Income tax (benefit) expense . ... ... .. (427) (197) 1,134 889  (298) — 409 692
Net (loss)income . ... ............ $ (88273) $ 55494 $ 2258 $ 1,705 $298 $ — $ (85716) $ 57,199
Totdassets . . . . ................ $2,328,183 $2,337,113 $292,089 $288612 $ — $ — $2,620,271 $2,625,725
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The following tables contain financid information for each reportable business segment for the year
ended December 31, 2015 and 2014:

Financial Guarantee

Insurance Other Eliminations Consolidated
(U.S. ddllarsin thousands) 2015 2014 2015 2014 2015 2014 2015 2014
Revenues
Net premiums
earned . .. ... L $ 73147 $ 69775 $ — 3 — $ — $ — $ 73147 $ 69775
Net investment
income . .. ... 41,809 39,687 990 503 — — 42,799 40,190
Net redized (losses) gains on
investments . . .. .............. (2,663) 321 (667) (16) — — (3,330) 305
Net (loss) earnings on insurance cash flow
certificates . ... ... .. .. .. ... (55,578)  (165,362) — — — — (55,578)  (165,362)
Toll revenue . .. ................ — — 25,298 23,295 — — 25,298 23,295
Fees and other
income . .. ... 1,163 10,126 11,363 4,410 — — 12,526 14,536
Net earnings on credit default and other
swap contracts . . . ... 139,891 123,889 — — — — 139,891 123,889
Net change in fair value of consolidated
VIES . ... o 6,107 (58,504) — — — — 6,107 (58,504)
Tota Revenues . .. ............. 203,876 19,932 36,984 28,192 — — 240,860 48,124
Expenses
Net (recoveries) losses and loss adjustment
EXPENSES .« .« . v e (149,278) (18,183) — — — — (149,278) (18,183)
Amortization of deferred acquisition costs,
net . . ... 9,962 11,979 — — — — 9,962 11,979
Redlized loss on interest rate derivative
instrument . ................. 2,660 3,852 — — — — 2,660 3,852
Interestexpense . . ... ......... ... 72,572 64,350 — — — — 72,572 64,350
Operating expenses . . . . . .. ... ..... 61,695 57,037 24,442 29,469 — — 86,137 86,506
Totd Expenses. . . .. ............. (2,389) 119,035 24,442 29,469 — — 22,053 148,504
Income (loss) beforeincometaxes . . ... ... 206,265 (99,103) 12,542 (,277) — — 218,807 (100,380)
Income tax (benefit) expense . . ... ... ... (2,410) 1,741 3,677 21 (1400 719 1,127 2,481
Netincome(loss) . . ... ............. $ 208,675 $ (100,844) $ 8865 $ (1,298) $ 140 $(719) $ 217,680 $ (102,861)
Totd assets . . ... ... $2,337,113 $2,664,238 $288,612 $231,513 $ — $ — $2,625725 $2,895,751

Critical Accounting Policies and Estimates

The discussion and andysis of our financid condition and results of operations are based on
consolidated financid statements, which have been prepared in accordance with GAAP. The preparation of
these financid statements requires us to make estimates and judgments that affect the reported amounts of
assets and ligbilities and disclosure of contingent assets and liabilities as of the date of the financid
statements and the reported amounts of revenues and expenses during the periods presented. Actud results
could differ from those estimates, and those differences may be materid.

Criticad accounting policies and estimates are defined as those that require management to make
significant judgments, as well as those where results therefrom may be materidly different under different
assumptions and conditions We have identified the accounting for losses and loss adjustment expenses, the
vauation of CDS contracts and investments, premium revenue recognition, deferred acquisition costs, and
deferred income taxes, as criticd accounting policies

An understanding of our accounting policies for these items isof criticd importanceto understanding
our consolidated financid 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 financid statements
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Unearned Premium Revenue and Receivable for Future Premiums

The Company recognizes a liability for unearned premium revenue a the inception of financid
guarantee insurance and reinsurance contracts on a contract-by-contract basis Unearned premium revenue
recognized a inception of a contract ismeasured & the present vaue of the premium due or expected to be
collected. For certain financid guarantee insurance contracts, the Company receives the entire premium due
a the inception of the contract, and recognizes unearned premium revenue liability a that time For other
financid guarantee contracts the Company receives premiums in instadlments over the term of the contract
a stipulated due dates Unearned premium revenue and a receivable for future premiums are recognized at
the inception of an instadlment contract, and measured &t the present vaue of premiums expected to be
collected over the contract period or expected period using a risk-free discount rate The expected period is
used in the present vaue determination of unearned premium revenue and receiveble for future premiums
for contracts where (@) the insured obligation is contractualy prepayable, (b) prepayments are probable,

(c) the amount and timing of prepayments are reasonably estimable, and (d) a homogenous pool of assetsis
the underlying collaterd for the insured obligation. The Company has determined that substantidly dl of
itsinstdlment contracts are required to be measured based on contract period. The receiveble for future
premiums isreduced asinstalment premiums are collected. The Company reports the accretion of the
discount on instdlment premiums receivable as premium revenue. The Company assesses the receivable for
future premiums for collectability each reporting period, adjusts the receivable for uncollectible amounts
and recognizes any write-off as an operaing expense.

Premium Revenue Recognition

Financid guarantee insurance and reinsurance enterprises recognize the premium from afinancid
guarantee insurance contract as revenue over the period of the contract in proportion to the amount of
insurance protection provided. As premium revenue isrecognized, a corresponding decrease in the
unearned premium revenue occurs The amount of insurance protection provided isa function of the
insured exposure outstanding. Therefore, the proportionate share of premium revenue to be recognized in a
given reporting period isa constant rate cdculated based on the relationship between the insured exposure
outstanding in a given reporting period compared with the sum of each of the insured exposure amounts
outstanding for dl periods

The Company’s accounting policies for the recognition of ceded premiums, ceding commissions and
ceded losses and loss adjustment expenses under its ceded reinsurance contracts mirror the policies
described herein for premium revenue recognition, deferred ceding commissions, and reserves for losses and
loss adjustment expenses

An issuer of an insured financid obligation may retire the obligation prior to its scheduled maturity
through an outright extinguishment, which terminates the Company’s obligation under itsinsurance policy.
Accordingly, any retirement which results in the extinguishment of the Company’s obligation under the
financid guarantee contract will cause the Company to recognize any remaining unearned premium
revenue on the insured obligation as premium revenue in the period the contract is extinguished to the
extent the unearned premium revenue has been collected (such retirements are hereafter referred to as
“Refundings”).

Unpaid Loss and Loss Adjustment Expenses

A claim liability (loss reserve) isrecognized a the measurement date on a contract-by-contract basis
based on the weighted average probability of net cash outflows to be paid under the contract, on a present
vaue basis, to the extent that the claim liability so determined exceedsthe unearned premium revenue
attributable to such contract at the measurement date (see Note 12 to the Company’ s most recentaudited
consolidated financial statements).

Establishment of reserves for unpaid losses and loss adjustment expenses requires the use and exercise
of significant judgment by management, including estimates regarding the occurrence and amount of aloss
on an insured obligation. Actud experience may differ from estimates and such difference may be materid,
due to the fact that the ultimate dispositions of claims are subject to the outcome of events that have not
yet occurred. Examples of these events include changes in the level of interest rates, credit deterioration of
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insured obligations and changes in the vaue of specific assets supporting insured obligations Both
guditative and quantitative factors are used in establishing such reserves In determining the reserves,
management considers dl factors in the aggregate, and does not attribute the reserve provisions or any
portion thereof to any specific factor. Any estimate of future costs issubject to the inherent limitation on
the Company’s ability to predict the aggregate course of future events It should, therefore, be expected that
the actud emergence of losses and loss adjustment expenses will vary, perhaps materidly, from any
estimate.

The present vadue of net cash outflows isdetermined based on arisk free rae of interest commensurate
with the expected duration of the related contract. For this purpose, the Company uses the rate on U.S.
Treasury obligations with a duration consistent with the duration of the underlying insured obligation for
U.S. dollar denominated insured obligations or the comparable risk free rate on foreign government
obligations relating to insured obligations denominated in foreign currencies The weighted average risk free
rae a March 31, 2016 and December 31, 2015 and 2014 was 1.4%, 1.8% and 1.7%, respectively. A claim
ligbility issubsequently remeasured each reporting period for increases or decreases due to changes in the
magnitude and likelihood of default and potentid recoveries, as well as changes in the risk free rate of
interest. Subsequent changes to the measurement of claim liability are recognized as loss expense in the
period of change Measurement and recognition of loss ligbility isreported gross of any reinsurance. The
Company estimates the likelihood of possible claims payments and possible recoveries using probability-
weighted expected cash flows based on available information, including market information. Accretion of
the discount on a claim liability, as well as any changes in the risk free rate of interest, are included in loss
expense.

Loss reserves represent the Company’s: (i) probability-weighted average estimate of the net present
vaue of claimsto be paid subsequent to the badance sheet date, less(ii) its probability-weighted average
estimate of the net present vaue of recoveries subsequent to the baance sheet date and (iii) any unearned
premium revenue relaiing to such guarantees at the end of the reporting period.

Loss reserves are generdly determined using cash flow models to estimate the net present vaue of the
anticipated shortfdl between (i) scheduled payments on the insured obligation plus anticipated loss
adjustment expenses and (ii) anticipated cash flow from the collaterd supporting the obligation and other
anticipated recoveries. A number of quantitative and quditative factors are considered when determining or
assessing the need for a case basis reserve These factors may include the creditworthiness of the underlying
issuer of the insured obligation, whether the obligation issecured or unsecured, the projected cash flow or
market vaue of any assets that collaterdize or secure the insured obligation, and the historicd and
projected loss rates on such assets Other factors that may affect the actua ultimate loss include the state of
the economy, changes in interest rates rates of inflation and the savage vaues of specific collaterd. Such
factors and the Company’s assessment thereof will be subject to the specific facts and circumstances
associated with the specificinsured transaction being considered for loss reserve establishment.

Loss reserves on financid guarantee reinsurance assumed are generdly established by the Company
upon quarterly current notifications from ceding companies There historicdly has been no time lag
between the time the Company records an assumed case basis reserve and the time the Company’s ceding
companies record such reserves. For each notification of a ceded loss reserve from ceding companies, the
Company conducts an examination of the basis of the ceding company’s reserve estimate to ensure that the
Company concurs with the ceding company’s evduation and conclusions In certain instances, the
Company may develop its own estimates of losses on assumed business due to refinements in the
assumptions used in the Company’s cash flow models based on research and information review. In other
cases, when the Company has assumed loss reserves, it has concurred with the ceding companies’ evauation
and conclusions with respect to such reserves and, accordingly, there has been no difference between the
amount of loss reserves reported to the Company by its ceding companies and the amount it has recorded
initsfinancid statements

In assessing reserves for unpaid losses, the Company considers dl available quditatiive and quantitative
evidence Quditative evidence may teke various forms and the nature of such evidence will depend upon the
type of insured obligation and the nature and sources of cash flowsto fund the insured obligation's debt
service For example, such evidence with respect to an insured specid revenue obligation such as an
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obligation supported by cash flows from atoll road would consider traffic statistics such as highway volume
and related demographic information, whereas an insured mortgage-backed securitization would consider
the qudity of the mortgage loans supporting the insured obligation including delinquency, default and
foreclosure rates loan to vaue statistics market vauation of the mortgaged properties and other pertinent
information. In addition, the Company will make quditative judgments with respect to the amount by
which certain other structura protections built into the transaction are expected to limit the Company’s loss
exposure. Examples of such structura protections may include: (i) rate covenants, which generdly stipulae
that issuers (i.e, public finance issuers) set rates for servicesat certain predetermined levels(i.e, water and
sewer rates which support debt obligations supported by such revenues), (ii) springing liens, which generdly
require the issuer to provide additional collaterd upon the breach of a covenant or trigger incorporated into
the terms of the transaction, (iii) consultant cdl-in rights which provide, under certain circumstances for a
consultant to be engaged to make certain binding recommendations, such as raising rates or reducing
expenses, (iv) the ability to transfer servicing of collaterad assets to another party, and (v) other legd rights
and remedies pursuant to representations and warranties made by the issuer and written into the terms of
such transactions. Quantitative information may take the form of cash flow projections of the assets
supporting the insured debt obligation (which may include, in addition to collaterd assets supporting the
obligation, structura protections subordinate to the attachment point of the Company’s risk, such as cash
reserve accounts and letters of credit), as well as (to the extent applicable) other metrics indicetive of the
performance of such assets and the trends therein. The Company’s ability to make a reasonable estimate of
its expected loss depends upon its evduation of the totadity of both the available quantitativeand
guditative evidence, and no one quantitative or quditative factor isdispositive.
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The following table sets forth certain information in regard to our net par outstanding as of March 31,
2016, December 31, 2015 and December 31, 2014 for SGI and SCAI:

Insured Portfolio— Net Par Outstanding
(U.S. dollarsin millions)

Asof March 31, 2016

Asof December 31, 2015

Asof December 31, 2014

SGI
NPO
Public Finance
Generd Obligation .............. $ 157
Specid Revenue . . .. ............. 78
Utility ........... ... ... ... 61
Appropriation . . ................ 11
Other ........... .. ... ........ 4
NonAdVdorem . ............... —
Totd PublicFinance . .. ......... $ 311
Asset-Backed Securities
RMBS ......... ... .. ... . ... $ 526
Commercid ABS . ............... —
Tota Asset-Backed Securities . . . .. $ 526
Collaterdized Debt
Obligations . . . . ................
CashflowCDO ................. $ 41
Totd Collaerdized Debt
Obligations . ............... § 4
Structured Single Risk
Globd Infrastructure . . .. ......... $2,783
Power & Utilities . .. ............. 2,504
Specidized Risk . ............... 412
Totd Structured SingleRisk ... ... $5,699
Totd Outstanding . . ............... $6,577

Notes.

Categories include domestic and internationa credits
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% NPO

4.7%

8.0%

0.6%

86.7%
100.0%

NPO

$ 161
108

61

12

4

$ 346

$ 552

$ 552

$2,710
2,560
424
$5,694

$6,634

% NPO

5.2%

8.3%

0.6%

85.8%
100.0%

NPO

$ 209
127

62

17

5

$ 420

$ 963

$ 967

$ 447

$ 447

$ 4,541
3,125
792

$ 8,458
$10,292

% NPO

4.1%

9.4%

4.3%

82.2%
100.0%



SCAI
Asof March31,2016 Asof December 31,2015 Asof December 31, 2014

NPO % NPO NPO % NPO NPO % NPO
Public Finance
Specid Revenue . . . .............. $ 5,654 $ 5,816 $ 7,661
Generd Obligation . ............. 3,859 4,218 7,490
Utility . ... 2,497 2,598 3,882
NonAdVdorem ................ 1,604 1,721 2,587
Appropriation . . ................ 805 849 1,317
Totd PublicFinance . . .......... $14,419 70.0% $15,202 69.6% $22,937 73.4%
Asset-Backed Securities
Commercid ABS . ............... $ 54 $ 72 $ 174
Totd Asset-Backed Securities . . . .. $ 54 03% $ 72 03% $ 174 0.6%
Collaterdized Debt Obligations
CashflowCDO ................. $ 724 $ 897 $ 1,770
SyntheticCDO . ................ 617 729 1,043
Totd Collaerdized Debt
Obligations . ............... $ 1,341 6.5% $ 1,626 75% $ 2,813 9.0%
Structured Single Risk
Power & Utilities . .. ............. $ 3,198 $ 3,220 $ 3,574
Globd Infrastructure . . . .......... 1,537 1,565 1,704
SpecidizedRisk . ............... 50 50 50
Totd Structured SingleRisk ...... $ 4,785 232% $ 4,835 22.2% $ 5328 17.0%
Totd Outstanding . . ............... $20,599 100.0% $21,735 100.0% $31,252 100.0%

Notes:
Categories include domestic and internationa credits

The following table sets forth certain information in regard to our closely monitored credits as of
March 31, 2016, December 31, 2015 and December 31, 2014 for SGI and SCAI. Closely monitored credits
are divided into four categories: (i) Loss List — credits where a loss is probable and reasonably estimable;
(i) Red Flag List — credits where alossispossible but not probable or reasonably estimable, including
credits where claims may have been paid or may be paid but full recovery isin doubt; (iii) Yellow Flag
List — credits that the Company determines to be non-investment grade but aloss isunlikely, including
credits where claims may have been paid or may be paid but reimbursement islikely; and (iv) Specid
Monitoring List — low investment grade credits where a maeria covenant or trigger may be breached and
closer monitoring iswarranted. Credits that are not closely monitored credits are considered to be
fundamentdly sound, norma risk.
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Insured Portfolio— Watch List
Asof March 31, 2016
(U.S. dollarsin millions)

SGI

Number of credits . . ..................

Remaining weighted-average contract period

(inyears) . ...

Insured contractua payments outstanding:

Principd .........................
Interest . ........ ... . .. ... . ...
Totd ... ...

Gross |OSSTreserves .« ... .o e i
Net lossreserves . ... i i

SGI

Number of credits . ...................

Remaining weighted-average contract period

(inyears) . ...

Insured contractua payments outstanding:

Principd ......... ... .. ... ... ... ..
Interest . ........... ...
Totd ....... ...

Gross lOSSIeserVesS .« .o oo e e e e
Net lossreserves . ...t

SGI

Number of credits ... .................

Remaining weighted-average contract period

(inyears) . ...

Insured contractua payments outstanding:

Principd ......... ... .. ... ... ... ..
Interest . ....... .. ...
Totd . ...
Gross lossreserves . .. ...
Net lossreserves . ....................

Asof March 31, 2016

Special Yellow Red
Monitoring Flag Flag Loss
List List List List Total
3 3 6 24 36
13.7 6.1 6.3 10.5 7.9
$255.5 $628.2  $1,003.7 $528.8 $2,416.2
132.1 329 246.0 164.2 575.1
$387.6 $661.1 $1,249.7  $692.9 $2,991.3
$ — $ — $ — $(261) $ (262
$ — $ — $ — $(656) $ (656)
Asof December 31, 2015
Special Yellow Red
Monitoring Flag Flag Loss
List List List List Total
4 2 6 24 36
7.2 19.2 51 10.5 7.7
$752.1 $109.5 $ 963.8 $5489 $2,374.3
141.9 259 228.7 1715 567.9
$894.0 $1354  $1,1925 $7204 $2,942.3
$ — $ — $ — $(367) $ (367
$ — $ — $ — $(634) $ (634
Asof December 31, 2014
Special Yellow Red
Monitoring Flag Flag Loss
List List List List Total
3 5 8 24 40
18.2 45 6.0 10.8 8.5
$319.4 $615.9 $1,294.8 $1,183.9 $3,414.0
242.8 178.3 350.1 319.8 1,091.1
$562.2 $794.3 $1,644.9 $1,503.7 $4,505.1
$ — $ — $ — $ 1070 $ 1070
$ — $ — $ — $ 938 $ 0938
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SCAI

Number of credits ... .................

Remaining weighted-average contract period

(inyears) . ... .

Insured contractua payments outstanding:

Principd .......... .. ... .. ... ... ..
Interest . .. ... .. ...
Totd . ...
Gross lossreserves . .. ...
Net lossreserves . ......... ... .......

SCAI

Number of credits . ...................

Remaining weighted-average contract period

(inyears) . ...

Insured contractua payments outstanding:

Principd .........................
Interest . ....... .. ...
Totd ....... ...
Gross |osSreserves . ... .o
Net lossreserves . ....................

SCAI

Number of credits ... .................

Remaining weighted-average contract period

(inyears) . ... .

Insured contractua payments outstanding:

Principd .......... .. .. ... ... ... ..
Interest . ....... .. ...
Totd . ...
Gross lossreserves . .. ...
Net lossreserves . ....................

Asof March 31, 2016

Special Yellow Red
Monitoring Flag Flag Loss
List List List List Total
16 12 1 4 33
4.3 17.1 5.2 4.8 104
$ 899.2 $1,056.1 $ 29 $278.9 $2,237.2
185.3 854.2 0.7 76.5 1,116.7
$1,0845 $19103 $ 36 $355.4 $3,353.9
$ — 3 — $ — $ 395 $ 395
$ — % — $ — $ 395 $ 395
Asof December 31, 2015
Special Yellow Red
Monitoring Flag Flag Loss
List List List List Total
16 13 1 4 34
2.8 16.9 51 51 9.9
$ 9936 $1,2078 $ 32 $282.3 $2,486.9
124.0 965.6 0.7 84.5 1,174.9
$1,1176 $2,1735 $ 39 $366.8 $3,661.8
$ — $ — $ — $267 $ 267
$ — $ — $ — $267 $ 267
Asof December 31, 2014
Special Yellow Red
Monitoring Flag Flag Loss
List List List List Total
22 16 3 2 43
7.3 17.6 4.2 6.8 115
$1,612.3 $1,447.4 $142.7 $212.7 $3,415.2
546.7 1,227.7 38.8 73.2 1,886.5
$2,159.1 $2,675.1  $181.6 $286.0 $5,301.8
$ — $ — $ — $133 $ 133
$ — $ — $ — $133 $ 133
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The following table sets forth our guaranteed in-force net par outstanding as of March 31, 2016,
December 31, 2015 and December 31, 2014.

Insured Portfolio— Distribution by Rating
(U.S. dollarsin millions)

SGI
Asof March3l, 2016 Asof December 31,2015  Asof December 31, 2014
NPO % NPO NPO % NPO NPO % NPO
AAA $ 93 14% $ 95 14% $ 398 3.9%
AA 357 5.4 395 6.0 708 6.9
A 1,250 19.0 1,275 19.2 1,682 16.3
BBB . ... 3,175 48.3 3,188 48.1 4,556 44.3
Below Investment Grade . .. ......... 1,701 25.9 1,680 25.3 2,948 28.6
Totd Net Par Outstanding . ........ $6,577  100.0% $6,634 100.0%  $10,292 100.0%
Notes:

Rating based on S&P bond rating as reflected in Syncora Guarantee’s records, if available, and interna
Syncora Guarantee'srating if no S&P bond rating is available.

Historicad NPO has been adjusted to reflect updated ratings from rating changes during prior quarters

SCAI
Asof March31,2016 Asof December 31,2015 Asof December 31, 2014
NPO % NPO NPO % NPO NPO % NPO
AAA $ 1,485 72% $ 1,613 74% $ 2,317 7.4%
AA 6,460 314 6,664 30.7 8,754 28.0
A 7,076 34.3 7,465 34.3 12,400 39.7
BBB ........ .. 4,190 20.3 4,473 20.6 6,206 19.9
Below Investment Grade .. .......... 1,389 6.7 1,520 7.0 1,576 5.0
Totd Net Par Outstanding . ........ $20,599 100.0% $21,735 100.0% $31,252 100.0%
Notes:

Rating based on S&P bond rating as reflected in Syncora Capitd Assurance’s records if available, and
internd Syncora Capitd Assurance’s rating if no S& P bond rating is available.

Historicad NPO has been adjusted to reflect updated ratings from rating changes during prior quarters

Valuation of Credit Default Swaps

Prior to suspending writing substantidly al new business, the Company issued CDS contracts and
entered into arrangements with other issuers of CDS contracts to assume dl or a portion of the risks in the
CDS contracts they issued (“back-to-back arrangements’) and, in certain cases the Company purchased
back-to-back credit protection on dl or a portion of the risk from the CDS contracts it issued or assumed.
Such back-to-back arrangements were generdly structured on a proportiona basis.

CDS contracts are derivative contracts which offer credit protection relating to a particular security or
pools of securities which are specificdly referenced in the CDS contract. Under the terms of a CDS
contract, the seller of credit protection (the issuer of the CDS contract) makes a specified payment to the
buyer of such protection (the CDS contract counterparty) upon the occurrence of one or more credit events
specified in the CDS contract with respect to a referenced security or securities The terms of the CDS
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contracts issued by the Company generdly only require the Company to make a payment upon the
occurrence of one or more specified credit events after exhaustion of various levelsof subordination or
first-loss protection. In addition, pursuant to the terms of the Company’s CDS contracts the Company is
precluded from transferring such contracts to other market participants without the consent of the
counterparty.

Securities or assets referenced in the Company’s in-force CDS contracts primarily include structured
pools of obligations, such as collaerdized loan obligations, corporate CDOs and commercid
mortgage-backed securities (“CMBS’) CDOs Such pools were rated investment-grade or better a the
issuance of the CDS contract.

The Company’s policy has been to hold its CDS contracts to maturity and not to manage such
contractsto redize gains or losses from periodic market fluctuations However, in certain circumstances the
Company may enter into an off-setting position or back-to-back arrangement, commute, terminate or
restructure a CDS contract prior to maturity for risk management purposes (for example, upon a
deterioration in underlying credit quaity or for the purposes of managing its capitd).

Typicd market CDS contracts are standardized, liquid instrumentsthat reference tradable securities
such as corporate bonds These market standard CDS contracts dso involve collaterd posting, and upon a
default of the referenced obligation, can be settled in cash. In contrast, the Company’s CDS contracts do
not contain the typicad CDS market standard features as described aove but have been customized to
replicate the Company’s financid guarantee insurance The Company’s CDS contracts provide protection
on specified obligations, such as those described above and, generdly, contain some form of subordination
prior to the attachment of the Company’s liability. The Company isnot required to post collaterd and,
upon an underlying default, the Company generaly makes payments on a “pay-as-you-go” basis after the
subordination in a transaction is exhausted.

The Company’s payment obligations after a default vary by ded type There are three primary types of
policy payment requirements: timely interest and ultimate principd; ultimate principd only at find
maturity; and payments upon settlement of individud collaterd losses as they occur upon erosion of
subordination. The Company’s CDS contracts are generdly governed by a single transaction Internationa
Swaps and Deders Association Master Agreement relating only to that particular transaction/contract.
Under most monoline financid guarantee standard termination provisions, there isno requirement for
mark-to-market termination payments upon the early termination of a guaranteed CDS contract. However,
substantidly dl of the Company’s CDS contracts provided for mark-to-market termination payments
following the occurrence of eventsthat are outside the Company’s control, such as SGI being placed into
receivership or rehabilitation or a regulator taking control of SGI or, in some instances, SGI’s insolvency.
Pursuant to the 2009 MTA, substantidly al of the Company’s guarantees of CDS contracts that were not
commuted were novated to SCAI and amended to remove any events triggering mark-to-market
termination payments except for SCAI failing to make payment under the applicable contract or being
placed into receivership or rehabilitation or aregulator taking control of SCAI. Under current market
conditions, if the Company were required to pay such termination payments, it would result in a liability to
the Company which would be substantidly in excessof that currently recorded by the Company and its
ability to pay. An additiond difference between the Company’s CDS contracts and the typicd market
standard CDS contracts isthat, except in the circumstances noted aove, there isno acceleraion of the
payment to be made under the Company’s CDS contracts unless the Company, at its option, electsto
accelerate Furthermore, by law, the Company’s guarantees are unconditional and irrevocable, and cannot
be transferred to most other capitd market participantsas they are not licensed to write such business.
However, through the purchase of back-to-back credit protection, the risk of loss (but not counterparty
risk) on these contracts can be transferred to other financiad guarantee insurance and reinsurance
companies

Set forth below is certain information regarding the Company’s in-force CDS and other swap contracts
as of March 31, 2016, December 31, 2015 and December 31, 2014, including the aggregate notionad amount
outstanding, the weighted average life of such contracts, and the ratings of obligations referenced in such
contracts.
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CDS Contracts

Asof
March 31, December 31, December 31,
(U.S dollarsin millions) 2016 2015 2014
Notiona amount outstanding . . ...................... $5,350 $5,699 $7,765
Weighted average life(years) ......................... 17.0 16.4 143
Percentage of referenced assets by rating ¥ -
AAA 18.6% 19.5% 21.4%
At or above investment grade but below AAA .. ...... ... 76.3 75.6 71.0
Belowinvestment grade . . ... ....... ... .. .. ... 51 4.9 7.6
Totd .. 100.0% 100.0% 100.0%

(1) Based on S&Prating as reflected in the Company’s records, if available, and internd rating if no S&P
raing isavailable

The following table provides the components of the net change in fair vaue of credit default and other
swap contracts for the three months ended March 31, 2016 and 2015 and the years ended December 31,
2015 and 2014:

ThreeMonths Ended Year Ended
March 31, March 31, December 31, December 31,

(U.S dollarsin thousands) 2016 2015 2015 2014
Change in fair value of credit default and other

swap contracts:
Redized gains (losses) and other settlements:
Net CDS contract premiums received and

receivable . .. ... ... .. $ 1,212 $ 1,712 $ 6,366 $ 10,781
Net CDS contract losses paid and payable . . . . . . — (5,006) (8,675) (710)
Tota redized gains and losses and other

settlements . ... ... 1,212 (3,294) (2,309) 10,071
Unredized gains (losses):
Changein fair vaue of CDS contracts ........ (32,843) 82,988 142,200 113,818
Net change in fair value of credit default and

other swap contracts® @ . . ... ... ... L. $(31,631) $79,694 $139,891 $123,889

(1) The change in redized/unredized gains relating to the CDS and other swap contracts still held as of
March 31, 2016 and 2015 and December 31, 2015 and 2014 was $(31.6) million, $84.7 million, $148.6
million, and $124.6 million, respectively.

(2) Includes unredized losses of $1.4 million, $1.7 million, $1.3 million and $8.9 million for interest rate
swap contracts for the three months ended March 31, 2016 and 2015 and for the years ended
December 31, 2015 and 2014, respectively.

Valuation Techniques — Credit Default Swap Contracts

The principd drivers of the fair vdue of the Company’s CDS contracts include: (i) generd market
credit spreads for the type(s) of assets referenced in CDS contracts, (ii) the specific quality and performance
of the actud assets referenced in the contracts, (iii) the amount of subordination in the transaction before
the Company’s liability ataches (iv) other customized structura features of such contracts (eg., terms,
conditions, covenants), (v) supply and demand factors, including the volume of new issuance, and (vi) the
market perception of the Company’s ability to meet its obligations under its CDS contracts which is
factored into the Company’s fair vaue estimates as discussed below.
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The fair vaue of the Company’s in-force portfolio of CDS contracts represents the net present vaue of
the difference between the remaining uncollected premiums that the Company origindly charged for credit
protection and management’s best estimate of wha a financid guarantor of comparable credit worthiness
would hypotheticdly charge to provide the same protection as of the measurement date The hypothetica
nature of this exit vaue isrepresentative of the lack of a principa market for the Company’'s CDS
contracts In the absence of such a principd market, the Company believes other financid guarantors of
comparable credit qudity to the Company best represent the hypothetica exit market for the Company’s
CDS contracts Fair vaue isdefined as the price & which an asset or a liability could be bought or
transferred in a current transaction between willing parties Fair vdue isdetermined based on quoted
market prices, if available Quoted market prices are available only on alimited portion of the Company’s
in-force portfolio of CDS contracts If quoted market prices are not available, fair vdue isestimated based
on vduation techniques involving management’s judgment. In determining the fair vaue of its CDS
contracts, the Company uses various vauation approaches with priority given to observable market prices
when they are available Market prices are generdly available for traded securities and market standard
CDS contracts but are lessavailable or unavailable for highly-customized CDS contracts Most of the
Company’s CDS contracts are highly customized structured credit derivetive transactionstha are not
traded and do not have observable market prices

Key variables used in the Company’s vduation of substantidly dl of its CDS contracts include the
baance of unpaid notional, expected remaining term, fair vaues of the underlying reference obligations,
reference obligation credit ratings, assumptions about current financid guarantee CDS feelevelsrelaive to
reference obligation spreads the Non-Performance Risk (as defined and described below) of its subsidiaries
with in-force CDS contract exposure, and other factors Fair vaues of the underlying reference obligations
are obtained from broker quotes when available, or are derived from other market indications such as new
issuance and secondary spreads and quoted vaues for similar transactions and indices, CDX (which index
iscomprised of investment grade corporate credits), or CMBX (which iscomprised of commercid
mortgage-backed securities). The Company’s vduation of such CDS contracts does not generdly provide
for any adjustment to broker quotes While such broker quotes are non-binding, the brokers from whom the
Company obtains such quotes actively monitor and participate in the markets where such collaterd is
traded. Accordingly, the Company believesthat such brokers rely on observable market information to the
greaest extent possible when determining such quotes; however, such brokers may dso rely on their internd
models and unobservable inputs in making such determinations

Implicit in the fair values obtained by the Company on the underlying reference obligations are the
market’s assumptions about default probabilities, default timing, correlation, recovery rates and collaterd
vaues In generd, the Company isusing a percentage of the credit spread over proxy index (the “premium
percentage”’) that management believesis consistent with (i) historicad premium pricing for high credit
spread transactions and (ii) levelsattainable in the market just prior to the collapse of the market for CDS
from financid guarantors This data indicates that this premium percentage decreases as a function of
increasing underlying credit spreads A component of this relationship isthe lack of liquidity reflected in
the credit spread (the liquidity premium) that has historicaly flowed directly to the CDS counterparty as
the funding institution and to cover the funders’ additiona funding costs and risks. Using the historicd
data available, aregression andysis was completed to determine the approximate rate of change of the
premium percentage as underlying credit spreads move up and down. The resulting relationship from these
analyses were applied to the current credit spread levelsof the underlying reference securities, or their proxy
index, to generate the expected current premium for each outstanding CDS.

In addition to that discussed above, the fair vaue of the Company’s CDS contracts reflects the risk that
SGI or SCAI, as gpplicable, will not be able to honor their obligations under their CDS contracts, or their
Non-Performance Risk. Generdly, the Company would measure Non-Performance Risk as implied by the
market price of buying credit protection on SGI or SCAI, as applicable Since SGI and SCAI do not have an
observable market credit spread, SGI and SCAI estimate their Non-Performance Risk based on market
observable credit spreads of comparable financid guarantee insurance companies

Such Non-Performance Risk was reflected in the fair value of the companies' CDS contracts by
incorporating the estimated spreads a which the CDS contracts would trade on the companies, as discussed
above, into the discount rate used. The companies estimated a discount rate for each CDS contract based
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on the swap rate and the companies estimated credit spread for the duration that isthe closest to the
remaining weighted average life of the obligation referenced in the CDS contract.

Since the estimate of fair vdue of the Company’s CDS contracts reflects significant unobservable
inputs the Company’s CDS contracts are categorized in Level 3 of the fair vdue hierarchy. See Note 8 to
the SHL consolidated GAAP financid statements

Valuation Techniques — Interest Rate Swap Guarantees

The Company’s interest rate swap exposure consists primarily of financid guarantees that cover one
party’s payment obligations to another party under an interest rate swap contract. These interest rate swap
guarantees are considered derivative financid instruments and are recorded at fair vdue The fair vadue of
these interest rate swap guarantees isincluded in the caption “credit default and other swap contracts, at
fair vdue’ on the consolidated baance sheets

The Company’s interest rate swap guarantees cannot be legdly traded and do not have observable
market prices The Company determines fair vaue based on vauation techniques involving management’s
judgment using internd vaduaion models The estimated fair vaue of the interest rate swap guarantees are
primarily based upon unobservable inputs, including estimated default probabilities of the obligor,
contractua terms, estimated recovery rates and the application of credit vadue adjustmentsfor the
Company’s own Non-Performance Risk.

Since the estimate of fair vdue of the Company’s interest rate swap guarantees reflects significant
unobservable inputs, the Company’s interest rate swap contracts are categorized in Level 3 of the fair value
hierarchy.

Non-Performance Risk

The Company considers the effect of nonperformance risk in determining the fair vdue of its CDS
ligbilities and the consolidated VIE ligbilities The fair vaue of the Company’s CDS reflects the risk that
SGI or SCAI, as gpplicable, will not be able to honor their obligations under their CDS contracts, or its
Non-Performance Risk. Since neither SGI nor SCAI have an observable market credit spread, SGI and
SCAI each measure their Non-Performance Risk based on market observable credit spreads of comparable
financid guarantee insurance companies

The fair vaue of the Company’s consolidated VIE liabilities reflects the Non-Performance Risk that
the Company will not be able to honor VIE obligations where VIE liabilities exceed the vdue of the related
pledged assets

Set forth below isinformation regarding the Company’s in-force CDS and other swap contracts and
VIE ligbilities as of March 31, 2016 and December 31, 2015, including the fair vdue of such contracts and
VIE liabilities the Non-Performance Risk discount on such contracts and VIE ligbilities which is embedded
in the credit default and other swap contracts and the VIE ligbilities on the accompanying consolidated
badance sheets:

CDS and other swap

contracts VIE liabilities
(U.S. dollarsin millions) 2016 2015 2016 2015
Fair vaue, before giving effect to Non-PerformanceRisk ...  $434.6 $404.0 $81.7 $86.5
Less:
Non-PerformanceRisk . ......................... 303.5 306.1 12.0 12.8
Fair vaue, after giving effect to Non-Performance Risk . ...  $131.1 $ 979 $69.7 $73.7
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Valuation of | nvestments

The Company has a forma review process for dl debt securities in the Company’s investment portfolio,
including a review for impairment losses Factors considered when assessing impairment include:

e adeclineinthe market vaue of asecurity by 20% or more below amortized cost for a continuous
period of a least six months;

e adeclineinthe market vaue of a security for a continuous period of 12 months;

*  recent credit downgrades of the applicable security or the issuer by rating agencies;
e thefinancid condition of the applicable issuer;

e whether loss of investment principd is anticipated;

»  whether scheduled interest payments are past due; and

e whether the Company intends to sell the security prior to its recovery in fair vaue

The Company’s review process, in certain instances, dso includes andyses of the ability to recover the
amortized cost by comparing the net present vaue of projected future cash flows with the amortized cost of
the security. If the Company believesa decline in the vadue of a particular investment istemporary, the
Company records the decline as an unredized loss on the Company’s consolidated baance sheetsin
“accumulated other comprehensive income” in shareholders equity. The Company recognizes an
other-than-temporary impairment loss in the consolidated statements of operationsfor a debt security in an
unredized loss position when either the Company has the intent to sell the debt security or it is
more-likely-than not that the Company will be required to sell the debt security before its anticipated
recovery.

Any credit-related impairment on debt securities the Company does not plan to sell and
more-likely-than-not will not be required to sell isrecognized in the consolidated statement of operations,
with the non-credit-related impairment recognized in other comprehensive income For other impaired debt
securities, where the Company has the intent to sell the security or where the Company will
more-likely-than-not be required to sell or where the entire impairment is deemed by the Company to be
credit-related, the entire impairment isrecognized in the consolidated statements of operations.

The Company dso has aformd review process for dl equity securities in the Company’s investment
portfolio, including a review for impairment losses. Factors considered when assessing impairment include;
the length of the time and the extent to which the market vaue has been lessthan cogt, the financid
condition and near-term prospects of the issuer, and the intent and ability of the Company to retain its
investment in the issuer for a period of time sufficient to adlow for any anticipated recovery in market vaue.
Management considers dl available evidence to evauate the redizable vaue of its investment in equity
securities classified as available-for-sde

If it isdetermined that an impairment isother than temporary, then an impairment loss is recognized
in the consolidated statements of operationsequd to the difference between the investment’s cost and its
fair vdue a the bdance sheet date for which the assessment ismade The measurement of the impairment
shdl not include partiad recoveries after the badance sheet date The fair vdue of the investment becomes the
new cost basis of the investment and shal not be adjusted for subsequent recoveries in fair vdue The
Company’s assessment of a decline in vaue includes management’s current assessment of the factors noted
above If that assessment changes in the future, the Company may ultimately record aloss after having
origindly concluded that the decline in vdue was temporary.
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Discussion of Consolidated Results of Operations for the Three Months Ended March 31, 2016 and 2015

Consolidated Results of Operations

The following table presents consolidated statements of operations for the three months ended
March 31, 2016 and 2015:

Three MonthsEnded March 31,

(inthousands) 2016 2015
Revenues
Net premiumsearned . . ... . ...t $ 16,643 $ 13,797
Netinvestmentincome . . ... ... .. 10,530 10,176
Net redized (losses) gainsoninvestments .. ....................... (2,973) 2,141
Net (loss) earnings on insurance cash flow certificates. . . .............. (12,970) 4,190
Toll revenue . . .. .o 5,949 5,232
Feesand otherincome ... ... ... ... . .. . . . . . . 1,809 2,097
Net (loss) earnings on credit default and other swap contracts .. ... ...... (31,631) 79,694
Net change in the fair vdue of consolidated varigble interest entities ... ... 6,807 11,309
Total FeVENUES . . . . ot e (5,836) 128,636
Expenses
Net losses and loss adjustment expenses . . .. .. ... i 35,088 26,855
Amortization of deferred acquisitioncosts net . .................... 2,508 2,107
Redized loss oninterest rate derivativeinstrument . .. ................ 425 1,475
INterest BXPENSE . . . o o e 20,561 17,583
Operating EXPENSES . . . o ¢ v v e e et e e 20,889 22,725
Total EXPENSES . . . o i 79,471 70,745
Income (loss) beforeincometax eXpense . . ... vttt (85,307) 57,891
INComMetax BXPENSE . . . . . ot i e 409 692
Net income (I0SS) .« . . v vt e (85,716) 57,199
Net income (loss) attributable to non-controllinginterest . ................ (51) 182
Net income (loss) attributableto Syncora HoldingsLtd. . . . ............... $(85,665)  $ 57,017

Discussion of Consolidated Results of Operations for the Three M onthsEnded M arch 31, 2016 and 2015

Net PremiumsEarned

The Company ceased writing substantidly al new business in January 2008 and isno longer licensed to
write new business in certain states and jurisdictions The Company collects and expects to continue to
collect premiums on existing business Premiums charged in connection with the issuance of the Company’s
financid guarantee insurance contracts and policies were received either upfront or are paid in instalments
Upfront premiums written are earned in proportion to the expiration of the related risk. Instalment
premiums written are earned ratably over the instdlment period, which isconsistent with the expiration of
the underlying risk or amortization of the underlying insured principd.

In addition, when an insured issueisretired early, iscaled by the issuer or isin substance paid in
advance through arefunding accomplished by placing U.S. Government securities in escrow, any remaining
unearned premium revenue isearned at tha time, since there isno longer risk to the Company. Also,
premiums earned may be accelerated as aresult of the Company’s remediation transactions, which result in
the Company no longer being at risk (hereafter collectively with Refundings referred to as “Premium
Accelerations”). While financid guarantee premiums assumed are earned based on reports provided by the
ceding companies, we believe that the underlying reinsured companies generdly follow our revenue
recognition policies and practices discussed above.
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The following table presents, for the three months ended March 31, 2016 and 2015, the amount of
earned premiums attributableto upfront and instdlment policies and contracts and a reconciliation of
totd premiums earned to net premiums earned:

Three Months Ended

March 31,
(inthousands) 2016 2015
Premiums earned:
Upfront policies/contracts . . .. ......................... $12,353 $ 8,871
Instalment policies/contracts . . . ......... ... ... ... 5,502 6,638
Tota . 17,855 15,509
Less: Earned premiumson CDScontracts . ............. (1,212) (4,712)
Net premiumsearned . ............. ..., $16,643 $13,797

Net premiums earned in 2016 were $16.6 million, as compared to $13.8 million in 2015. The overal
decline in net premiums earned resulted primarily from the orderly run-off of the insured portfolio,
partidly offset by higher earnings from Premium Acceleraions. Net premiums earned from Premium
Accelerations were $6.2 million in 2016, as compared to $1.0 million in 2015.

Net | nvestment | ncome

Net investment income was $10.5 million in 2016, as compared to $10.2 million in 2015. The increase
in net investment income was due primarily to higher average invested assets combined with a higher
average yield as disclosed below.

The following tables present net investment income, net of fees average invested assets, and the
effective yield on our average invested assets for the three months ended March 31, 2016 and 2015, and the
average duration of our invested assets as of March 31, 2016 and 2015:

Three Months Ended

March 31,
(inthousands) 2016 2015
Netinvestmentincome . . . ...t $ 10530 $ 10,176
Averageinvested assets® ... ... ... $1,683,073  $1,653,148
Effectiveyidd® . ... . ... . .. 2.50% 2.46%

(1) Represents the quarterly average of the cost or amortized cost of debt securities equities, other
investments short-term investments and cash and cash equivdents for the respective periods.

(2) Effective yield represents net investment income as a percentage of average invested assets annualized
for the three months ended March 31, 2016 and 2015, respectively.

Asof March 31,
2016 2015

Averageduration (iNYears) . ... ... vv it 2.6 2.7

Net Realized (L osses) Gainson | nvestments

Net redized (losses) gains on investments were $(3.0) million and $2.1 million in 2016 and 2015,
respectively. The increase in net redized losses was primarily due to higher other-than-temporary
impairments of $(6.4) million, partidly offset by net redized gains on disposition of securities in the
portfolio.

Net (Loss) Earningson Insurance Cash Flow Certificates

Net (loss) earnings on insurance cash flow certificates which represent expected future claim payments
tha will be returned to the Company as a result of remediating certain insurance risks were $(13.0) million
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in 2016, as compared to $4.2 million in 2015. This reduction was primarily due to changes in loss reserves
net of reimbursements as a result of positive RMBS developments.

Toll Revenue

Pike Pointe and its American Roads operating subsidiaries generate toll revenue Pike Pointe isone of
the Company’s non-insurance subsidiaries and was formed as the holding company for the American Roads
assets after its emergence from Chapter 11 reorganization on September 4, 2013. American Roads isthe
owner and operator of certain toll road facilities located in the United States and Canada.

Toll revenue was $5.9 million in 2016, as compared to $5.2 million in 2015. The increase was primarily
due to the combination of higher traffic volume and toll rate increases.

Feesand Other Income

Fees and other income include waiver, consent, termination and other feesin connection with certain
of the Company’s financid guarantee insurance transactionsand feesrelated to Syncora Investment
Holdings investments commenced in 2015. Rentd, lease income and management feesrelated to Pike
Pointe’s operations are dso included within feesand other income

Fees and other income were $1.8 million and $2.1 million in 2016 and 2015, respectively. The decrease
was primarily due to lower waiver, consent and termination feesrelated to certain remediation transactions
of $0.4 million as compared to these received in 2015 and by lower feesof $0.5 million received in 2016
related to Syncora Investment Holdings investments partidly offset by higher rentd, lease income and
management fees of $0.5 million as compared to these received in 2015. Certain fees, including waiver,
consent and termination feesare typicdly of a non-recurring nature and may vary significantly.

Net Earnings on Credit Default and Other Swap Contracts

Net earnings on credit default and other swap contracts consist of two components: (1) “ Redized gains
and losses and other settlements’ and (2) “Unredized gains and losses” The “Redized gains and losses and
other settlements’ component includes (i) net premiums received and receivable on issued credit derivatives,
(i) net premiums paid and payable on purchased credit derivatives (iii) losses paid and payableto credit
derivative counterparties due to the occurrence of a credit event or settlement, and (iv) losses recovered and
recoverable on purchased credit derivatives due to the occurrence of a credit event. The “Unredized gains
and losses” component includes anticipated claims payable and anticipated recoveries, aswell as dl other
changes in fair vaue.

Net (loss) earnings on credit default and other swap contracts were $(31.6) million in 2016, as
compared to $79.7 million in 2015. The decrease was primarily due to the combination of higher collaterd
spreads and tightening of the Company’s Non-Performance Risk.

Net Changein the Fair Value of Consolidated Variable I nterest Entities

Net change in the fair vdue of consolidated variable interest entities was $6.8 million in 2016, as
compared to $11.3 million in 2015. The decrease for the net change in the fair vaue of consolidated variable
interest entities was primarily the result of unredized gains on the deconsolidation of Redbank in 2015.

Net Losses and Loss Adjustment Expenses

Net losses and loss adjustment expenses include current year net lossesincurred and adverse or
favorable development of prior year net losses and loss adjustment expenses reserves
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The following table presents, for the periods indicated, the activity in our reserves for lossesand loss
adjustment expenses net of reinsurance;

Three Months Ended

March 31,

(inthousands) 2016 2015
Gross unpaid losses and loss adjustment expenses a beginning of period ... .. $1,007,186 1,169,778
Sdvage and subrogationrecoverable . ... ... ... L (87,829) (72,823)
Reinsurance baances recoverable on unpaid losses and loss adjustment

EBXPENSES & o i e e e e — (139)
Net unpaid losses and loss adjustment expenses at beginning of period . . ... .. 919,357 1,096,816
Increase in net losses and |oss adjustment expenses incurred in respect

of losses occurring in:

CUMTENEYEAI . . . . o e e e e 794 72

Prior years . . .. 34,294 26,783
Current year effect for consolidationof VIES . . .. ..................... — 10,890
Net losses and loss adjustment expenses (paid) recovered . . .. ............. (7,958) (12,318)
Net unpaid losses and loss adjustment expenses at end of period ........... 946,487 1,122,243
Sdvage and subrogationrecoverable . ... ... ... L 91,072 71,898
Reinsurance baances recoverable on unpaid losses and loss adjustment

EXPENSES . . . o et e e — 139
Gross unpaid losses and loss adjustment expenses at end of period . . . ......... $1,037,559  $1,194,280

Net losses and loss adjustment expenses were $35.1 million in 2016, as compared to $26.9 million in
2015. The increase was primarily due to adverse development on Puerto Rico exposures partidly offset by
positive developments on certain RMBS deds and certain structured singlerisk credits in 2016.

Amortization of Deferred Acquisition Costs

In January 2008, the Company suspended writing substantidly dl new business and as a result, the
Company has not deferred any policy acquisition costs since then. Prior to January 2008, the Company had
deferred policy acquisition costs for those expenses tha primarily were incurred in connection with the
production of new business, which included direct and indirect expenses related to underwriting, marketing
and policy issuance, rating agency feesand premium taxes Such policy acquisition costs were deferred and
amortized over the period in which the related premiums are earned. In the event of Premium
Accelerations, the remaining net amount of the deferred acquisition costs isrecognized at such time

Amortization of deferred acquisition costs were $2.5 million and $2.1 million in 2016 and 2015,
respectively. The increase in amortization of deferred acquisition costs in 2016 was primarily due to higher
net premium earned.

Interest Expense
Interest expense was $20.6 million in 2016 compared to $17.6 million in 2015. The increase was
primarily due to accretion of discount and accrud of interest on SGI’s short-term and long-term notes.
Operating Expenses

Operaing expenses primarily include compensation and employee benefits professiond and legd fees
computer related costs rent and occupancy, depreciation and amortization expense, foreign currency
exchange losses and other generd and administrative expenses

Operating expenses were $20.9 million in 2016 compared to $22.7 million in 2015. Operating expenses
recorded in 2016 contained lower foreign currency exchange losses and lower professiond feesrelated to
generd legd and consulting expenses
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IncomeTax Expense

Income tax expense was $0.4 million and $0.7 million in 2016 and 2015, respectively, which primarily
represents foreign, state and locd income taxes.

At March 31, 2016, the Company had net operating loss carryforwards expiring from 2027 through
2031 of $2.6 billion. Management has concluded tha results from operations forecasted to be generated in
the future are more likely than not insufficient to permit redization of the Company’s U.S. deferred tax
assets, thus a vduation dlowance has been established against the entire U.S. deferred tax assets of the
Company a March 31, 2016 and December 31, 2015. The vauation dlowance was cdculaed in accordance
with the provisions of the accounting pronouncements for income taxes, which place primary importance
on operating results in recent periods when assessing the need for a vduation dlowance The Company
intends to maintain a full vduation alowance for its net U.S. deferred tax assets until sufficient positive
evidence existsto support reversa of dl or aportion of the vauation dlowance.

Consolidated Results of Operations

The following table presents consolidated statements of operations for the years ended December 31,
2015, 2014 and 2013:

Year Ended December 31,

(inthousands) 2015 2014 2013
Revenues
Net premiumsearned . ... ....... ... $ 73147 $ 69,775 $132,714
Netinvestmentincome . .............. ... 42,799 40,190 36,421
Net redized (losses) gainsoninvestments . ................. (3,330) 305 (7,355)
Net (loss) earnings on insurance cash flow certificates . . .. ... ... (55,578) (165,362) 232,604
Tollrevenue . . ... ... 25,298 23,295 6,805
Feesand otherincome .......... .. ... . ... ... ... ... ... 12,526 14,536 14,423
Net earnings on credit default and other swap contracts .. ... ... 139,891 123,889 21,550
Net change in the fair vdue of consolidated varigble interest
BNLLIES . . o oo 6,107 (58,504)  (108,620)
Total revenues . . . . .. 240,860 48,124 328,542
Expenses
Net (recoveries) and loss adjustment expenses .. .. ........... (149,278) (18,183)  (397,298)
Amortization of deferred acquisitioncosts net .............. 9,962 11,979 18,409
Redlized loss (gain) on interest rate derivative instrument .. ... .. 2,660 3,852 (1,470)
INterest eXpense . ... .. 72,572 64,350 55,243
OpErating EXPENSES . & v v v v vt et e 86,137 86,506 69,012
Total eXPeNSES . . o o o 22,053 148,504  (256,104)
Income (loss) beforeincometax expense. . .. .o oo i i i e 218,807  (100,380) 584,646
Incometax eXpense . . . . .. ot 1,127 2,481 2,849
Netincome (I0SS) . .. v v v vt 217,680  (102,861) 581,797
Net income attributableto non-controllinginterest . .. ............ 976 — —
Net income (loss) attributableto controllinginterest . ............ $ 216,704 $(102,861) $ 581,797

Discussion of Consolidated Results of Operations for the Year sEnded December 31, 2015, 2014 and 2013

Net PremiumsEarned

The Company ceased writing substantidly al new business in January 2008 and isno longer licensed to
write new business in certain states and jurisdictions The Company collects and expects to continue to
collect premiums on existing business Premiums charged in connection with the issuance of the Company’s
financid guarantee insurance contracts and policies were received either upfront or are paid in instalments.
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Upfront premiums written are earned in proportion to the expiration of the related risk. Instalment
premiums written are earned ratably over the instdlment period, which isconsistent with the expiration of
the underlying risk or amortization of the underlying insured principd.

In addition, when an insured issueisretired early, iscdled by the issuer or isin substance paid in
advance through arefunding accomplished by placing U.S. Government securities in escrow, any remaining
unearned premium revenue isearned at tha time, since there isno longer risk to the Company. Also,
premiums earned may be accelerated as aresult of the Company’s remediation transactions, which result in
the Company no longer being at risk (hereafter collectively with refunding referred to as “Premium
Accelerations”). While financid guarantee premiums assumed are earned based on reports provided by the
ceding companies, we believe that the underlying reinsured companies generadly follow our revenue
recognition policies and practices discussed above.

The following table presents, for the years ended December 31, 2015, 2014 and 2013, the amount of
earned premiums attributableto upfront and instadlment policies and contracts and a reconciliation of
totd premiums earned to net premiums earned:

Year Ended December 31,

(inthousands) 2015 2014 2013
Premiums earned:
Upfront policies/contracts . . ..........ooiiiinnnnn. $55,892 $49,078 $103,456
Instalment policies/contracts . . .. ................... 23,621 31,478 46,920
Tota . 79,513 80,556 150,376
Less: Earned premiumson CDScontracts. . . ........ (6,366) (10,781) (17,662)
Net premiumsearned . . ... ... ... ... ... $73,147 $69,775 $132,714

Net premiums earned in 2015 were $73.1 million, as compared to $69.8 million in 2014. The overdl
increase in net premiums earned resulted primarily from higher refunding volume in municipd finance and
management’s continued active remediation efforts partidly offset by the orderly run-off of the insured
portfolio. The increase in upfront earned premiums isprimarily attributed to higher earnings from Premium
Acceleraions in 2015 compared to 2014. The decrease in instalment premiums earned isprimarily due to
lower earnings from the installment premium book of business as a result of the reduction of the insured
portfolio. Net premiums earned from Premium Accelerations were $29.0 million in 2015, as compared to
$16.4 million in 2014.

Net premiums earned in 2014 were $69.8 million, as compared to $132.7 million in 2013. The decrease
in premiums earned in 2014, as compared to 2013, was primarily due to lower earnings from Premium
Accelerations Earned premiums from Premium Accelerations were $16.4 million in 2014 as a result from
the combination of the Company’s remediation activities and issuer Refundings, as compared to $67.6
million in 2013.

Net I nvestment | ncome

Net investment income was $42.8 million in 2015, as compared to $40.2 million in 2014. The increase
in net investment income was due primarily to higher average invested assets combined with a higher
average yield as disclosed below.

Net investment income was $40.2 million in 2014, as compared to $36.4 million in 2013. The increase
in net investment income was due primarily to higher average invested assets as a result of the JPMorgan
litigation settlement proceeds of $400.0 million received in 2014.
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The following tables present net investment income, net of fees average invested assets, and the
effective yield on our average invested assets for the years ended December 31, 2015, 2014 and 2013, and the
average duration of our invested assets as of December 31, 2015, 2014 and 2013:

Year Ended December 31,

(inthousands) 2015 2014 2013
Netinvestmentincome . ................c...... $ 42799 $ 40,190 $ 36,421
Averageinvestedassets? . ... .. ... ... ... $1,670,824 $1,657,531  $1,425,815
Effectiveyidd® . ... ... ... . ... ... ... . ... .. 2.56% 2.42% 2.55%

(1) Represents the quarterly average of the cost or amortized cost of debt securities equities, other
investments short-term investments and cash and cash equivdents for the respective periods.

(2) Effective yield represents net investment income as a percentage of average invested assets The changes
in the effective yield were due primarily to the mix of investment holdings and reflective of interest rate
environments during each respective year.

Asof December 31,
2015 2014 2013

Averagedurdtion (inyears) . ................... 2.6 2.7 2.8

Net Realized (L osses) Gainson | nvestments

Net redized (losses) gains on investments were $(3.3) million, $0.3 million, and $(7.4) million in 2015,
2014 and 2013, respectively. The change in net redized (losses) gains was primarily due to higher
other-than-temporary impairmentsof $(12.3) million, partidly offset by net redized gains on disposition of
securities in the portfolio.

Net redized gains in 2014 were primarily attributableto $9.7 million of net redized gains on
dispositions of securities which were mostly offset by other-than-temporary impairment charges of $(9.4)
million. Net redized lossesin 2013 were primarily attributableto other-than-temporary impairment charges
of $(20.2) million, partidly offset by $12.8 million of net redized gains on dispositions of securities

Net (Loss) Earningson Insurance Cash Flow Certificates

Net (loss) earnings on insurance cash flow certificates which represent expected future claim payments
tha will be returned to the Company as a result of remediating certain insurance risks were $(55.6) million
in 2015, as compared to $(165.4) million in 2014. This reduction was primarily due to changes in loss
reserves net of reimbursements as a result of positive RMBS devel opments

Net earnings on insurance cash flow certificates were $(165.4) million in 2014, as compared to $232.6
million in 2013. This reduction primarily reflects the reclassification of $124.9 million of future receipts
associated with remediated Detroit exposures into varigble interest entity assets.

Toll Revenue

Pike Pointe and its American Roads operating subsidiaries generate toll revenue Pike Pointe isone of
the Company’s non-insurance subsidiaries and was formed as the holding company for the American Roads
assets after its emergence from Chapter 11 reorganization on September 4, 2013. American Roads isthe
owner and operator of certain toll road facilities located in the United States and Canada.

Toll revenue was $25.3 million in 2015, as compared to $23.3 million in 2014. The increase was
primarily due to the combination of higher traffic volume and toll rate increases during 2015.

Toll revenue was $23.3 million in 2014, as compared to $6.8 million in 2013. The increase was primarily
due to the full year of toll revenue in 2014 attributed to Pike Pointe as compared to only four months of toll
revenue in 2013 from the date Pike Pointe became the owner of the American Roads assets.
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Feesand Other Income

Fees and other income include waiver, consent, termination and other feesin connection with certain
of the Company’s financid guarantee insurance transactions Rentd, lease income and management fees
related to Pike Pointe’'s operations are dso included within feesand other income.

Fees and other income were $12.5 million, $14.5 million and $14.4 million in 2015, 2014 and 2013,
respectively. The decrease was primarily due to lower waiver, consent and termination feesof $8.8 million
received in 2014 related to certain remediation transactions partidly offset by higher feesof $6.9 million
received in 2015 related to Syncora Investment Holdings investments Certain fees including waiver,
consent and termination feesare typicdly of a non-recurring nature and may vary significantly. Fees and
other income in 2014 as compared to 2013 werein line

Net Earnings on Credit Default and Other Swap Contracts

Net earnings on credit default and other swap contracts consist of two components: (1) “ Redized gains
and losses and other settlements’ and (2) “Unredized gains and losses” The “Redized gains and losses and
other settlements’ component includes (i) net premiums received and receivable on issued credit derivatives,
(i) net premiums paid and payable on purchased credit derivatives (iii) losses paid and payableto credit
derivative counterparties due to the occurrence of a credit event or settlement, and (iv) losses recovered and
recoverable on purchased credit derivatives due to the occurrence of a credit event. The “Unredized gains
and losses” component includes anticipated claims payable and anticipated recoveries, aswell as dl other
changes in fair vaue.

Net earnings on credit default and other swap contracts were $139.9 million in 2015, as compared to
$123.9 million in 2014. The increase was primarily due to the combination of widening of the yield curve
and the Company’s Non-Performance Risk spread as a result of adverse developments related to Puerto
Rico and terminations of CDS policies.

Net earnings on credit default and other swap contracts were $123.9 million in 2014, as compared to
$21.6 million in 2013. The increase was primarily due to collaerd spread tightening as a result of
improvements to the underlying reference obligations, as well as the Company’s Non-Performance Risk
spread widening.

Net Changein the Fair Value of Consolidated Variable I nterest Entities

Net change in the fair vdue of consolidated varidble interest entities was $6.1 million in 2015, as
compared to $(58.5) million in 2014. The decrease of the net change in the fair value of consolidated
variableinterest entities was primarily the result of the write-off of Detroit related VIE in connection with
the settlement and related extinguishment of the City of Detroit's debt upon emergence from bankruptcy in
December 2014.

Net change in the fair vdue of consolidated variable interest entities was $(58.5) million in 2014, as
compared to $(108.6) million in 2013. The net change in the fair value of consolidated varigble interest
entities in 2014 was primarily a result of a $66.7 million write-off of the Detroit-related VIE in connection
with the settlement and related extinguishment of the City of Detroit’s debt upon emergence from
bankruptcy in December 2014.

Net (Recoveries) Lossesand Loss Adjustment Expenses

Net (recoveries) losses and loss adjustment expenses include current year net (recoveries) losses
incurred and adverse or favorable development of prior year net (recoveries) losses and loss adjustment
EXPenses reserves
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The following table presents for the periods indicated, the activity in our reserves for losses and loss
adjustment expenses net of reinsurance:

(US dollars in thousands) 2015 2014 2013
Gross unpaid losses and loss adjustment expenses a beginning of

= $1,169,778 $1,359,547 $1,232,045
Sdvage and subrogation recoverable .. ... ... ... L (72,823) (468,003) (139,226)
Reinsurance baances recoverable on unpaid lossesand loss

adjustment eXPENSES . . . o v v i e (139) (165) (3,715)
Net unpaid losses and loss adjustment expenses a beginning of

VEA o o 1,096,816 891,379 1,089,104

Increase (decrease) in net losses and loss adjustment expenses
incurred in respect of losses occurring in:

CUMTENL YA . . o ottt e e e 39,494 62,839 98,203

Prioryears. . ... (188,772) (81,022) (495,501)
Current year effect for consolidationof VIES .. ............. 10,925 14,932 1,262
Net losses and loss adjustment expenses recovered (paid) .. ... .. (39,106) 208,688 198,311
Net unpaid losses and loss adjustment expenses a end of period . . 919,357 1,096,816 891,379
Sdvage and subrogation recoverable .. ... ... ... L 87,829 72,823 468,003
Reinsurance baances recoverable on unpaid losses and loss

adjusStment eXPeNnSES . . . . . v — 139 165

Grossunpaid lossesand lossadjustment expenses at end of period .. $1,007,186 $1,169,778 $1,359,547

Net recoveries and loss adjustment expenses was $(149.3) million in 2015, as compared to $(18.2)
million in 2014. The decrease was primarily due to positive developments on RMBS deds and release of
reserves related to commutation transactions in 2015, partidly offset by further adverse development on
Puerto Rico exposures During 2014, net loss and loss adjustment expenses were higher reflecting adverse
developments on the Company’s Puerto Rico and City of Detroit exposures.

Net (recoveries) losses and |oss adjustment expenses was $(18.2) million in 2014, as compared to
$(397.3) million in 2013. The decrease in recoveries was primarily due to the 2013 recognition of the RMBS
litigation settlement with JP Morgan and the Jefferson County settlement, as well as increased reserves (net
of recoveries) of $166.2 million during 2014, partidly offset by a $184.4 million reduction to reserves as a
result of the Detroit settlement. The increase in reserves in 2014 resulted primarily from $56.7 million of
adverse developments on the Company’s PREPA exposure, and $127.5 million from the establishment of
reserves for certain distressed U.S. structured single risk exposures with existing or expected claims

Amortization of Deferred Acquisition Costs

In January 2008, the Company suspended writing substantidly dl new business and as a result, the
Company has not deferred any policy acquisition costs since then. Prior to January 2008, the Company had
deferred policy acquisition costs for those expenses tha primarily were incurred in connection with the
production of new business, which included direct and indirect expenses related to underwriting, marketing
and policy issuance, rating agency feesand premium taxes Such policy acquisition costs were deferred and
amortized over the period in which the related premiums are earned. In the event of Premium
Accelerations, the remaining net amount of the deferred acquisition costs isrecognized at such time

Amortization of deferred acquisition costs were $10.0 million, $12.0 million and $18.4 million in 2015,
2014 and 2013, respectively. The decrease in amortization of deferred acquisition costs in 2015 was
primarily due to lower Premium Accelerations.

Interest Expense

Interest expense was $72.6 million, $64.4 million and $55.2 million in 2015, 2014 and 2013, respectively.
The increase was primarily due to accretion of discount and accrud of interest on SGI's short-term and
long-term notes.
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Operating Expenses

Operaing expenses primarily include interest expense, compensation and employee benefits,
professiond and legd fees computer related costs, rent and occupancy, depreciation and amortization
expense, foreign currency exchange losses and other generd and administrative expenses.

Operating expenses were $86.1 million in 2015 compared to $86.5 million in 2014. The decrease was
primarily due to impairment charges recorded in 2014 related to Pike Pointe's toll assets, partidly offset by
higher professiond feesrelated to generd legd and consulting expenses related to the Company’s ongoing
strategic actions in 2015.

Operating expenses were $86.5 million in 2014 compared to $69.0 million in 2013. The increase was
primarily due to the inclusion of afull year of Pike Pointe operating expenses in 2014 as compared to only
four months of operating expensesin 2013.

IncomeTax Expense

Income tax expense was $1.1 million, $2.5 million and $2.8 million in 2015, 2014 and 2013,
respectively, which primarily represents foreign and state and loca income taxes.

At December 31, 2015, the Company had net operaing loss carryforwards expiring from 2027 through
2031 of $2.7 billion. Management has concluded tha results from operations forecasted to be generated in
the future are more likely than not insufficient to permit redization of the Company’'s U.S. deferred tax
assets, thus a vduation dlowance has been established against the entire U.S. deferred tax assets of the
Company a December 31, 2015 and December 31, 2014. The vduation dlowance was cdculaed in
accordance with the provisions of the accounting pronouncements for income taxes, which place primary
importance on operating results in recent periods when assessing the need for a vduation dlowance The
Company intends to maintain a full vauation dlowance for its net U.S. deferred tax assets until sufficient
positive evidence existsto support reversd of dl or aportion of the vduation dlowance.

Liquidity and Capital Resources

The Company’s principa source of liquidity resources isits invested assets and cash. The Company’s
liquid assets include its investments in debt and equity securities, short-term investments, cash and cash
equivaents and accrued investment income The Company’s liquidity resources can be affected by the
amount and timing of claim payments, reimbursements, changes in interest rates and generd market
conditions The Company’s liquidity resources are primarily used to pay its claims, operating expenses and
support in-force business At March 31, 2016 and December 31, 2015 and 2014, our totd liquidity resources
(including restricted cash and investments and accrued investment income), on a consolidated basis were
$1.7 billion and $1.7 billion and $1.7 billion, respectively.

SHL's Liquidity

SHL isaholding company with no operations or significant assets other than $4.6 million, $5.2
million, and $8.4 million of liquidity resources at March 31, 2016 and December 31, 2015 and 2014,
respectively, and its common equity ownership of its subsidiaries SHL'sonly potentid sources of funds are
dividends and/or reimbursements for certain expenses related to the generd services agreement with its
subsidiaries to provide funds for its working capitd needs and to pay operating expenses. The remainder of
its capital isheld a SGI and SCAI, and any dividends and/or distributions from these entities are subject to
contractua and regulaory prohibitions and limitations and to the prior claims of SGI's surplus
noteholders and preferred shareholders Based on the liquidity resources as of March 31, 2016, which
aggregated $4.6 million, management believesthat SHL will have sufficient liquidity to fund its obligations
over the next twelve months There can be no assurance that SHL will be able to maintain adequate capitd
or have sufficient liquidity in the future to pay its operaing expenses.

The payment of dividends or advances from SGI issubject to regulatory restrictions NYIL contains a
test governing the amount of dividends that SGI can pay in any year and, as a result of the application of
such test, SGI cannot currently pay dividends In addition, SGI entered into an undertaking with the
NY DFS pursuant to which it agreed not to pay any dividends to the shareholders of SGI, including SHL,
without the prior consent of the NYDFS.
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SHL's Board of Directors did not declare a quarterly dividend with respect to its Existing SHL
Common Shares or a semi-annud dividend with respect to the Existing SHL Preferred Shares during the
years ended December 31, 2015 or 2014 or at any time thereafter through to the issuance date of these
financid statements Any future dividends would be subject to the discretion and approvd of SHL's Board
of Directors, applicable law, regulatory, and contractua requirements As dividends on Existing SHL
Preferred Shares have not been paid in an aggregate amount equivaent to dividends for at least six full
quarterly periods, holders of its Existing SHL Preferred Shares exercised their right to nominate two
personsto serve as additiond directors to the Board of Directors of SHL. Two persons were so elected and
were seated as directors following their approva by the NYDFS. In connection with the Restructuring
Transactions the entitlement to these director sests will be eliminated; however, one or more of these
directors may remain on the Board of Directors of SHL.

SGl’sand SCAI’s Liquidity

Liquidity resources a SGI and SCAI are primarily used to pay claims, operatiing expenses and support
in-force business. SGI's and SCAI’s principa sources of liquidity resources are their portfolio of liquid
assets and net operaing cash flows SGI’'s and SCAI’s liquidity resources can be affected by many factors,
including the amount and timing of claim payments, reimbursements, changes in interest rates and generd
market conditions

SGlI's and SCAI’s liquidity resources include investments in debt (including securities acquired through
remediation of claims) and equity securities short-term investments, cash and cash equivdents and accrued
investment income These liquidity resources are subject to market conditions and regulation requirements
and we cannot guarantee that they will have sufficient liquidity resources in the future or that they will not
have to seek dternative sources of liquidity, which may be more expensive than their current liquidity
resource options Based on each company’s estimates, management believes, however, that SGI’s and SCAI’s
sources of liquidity are adequate to meet their anticipated needs for a least the next twelve months There
can be no assurance that actud results will not differ materialy from our estimates

Payments made in connection with the Company’s financid guarantee obligations arising from its
insured portfolio may vary significantly from year-to-year, depending primarily on the frequency and
severity of payment defaults and the Company’s on-going remediation strategies in order to mitigate future
claim payments and losses

SGI continues to face a potentid “liquidity mismatch” between expected future medium to long-term
claim payments and recoveries relaing to such claims. As of March 31, 2016, SGI anticipates it will be
requested to make substantia gross claim payments in the period 2017 to 2029 (of approximately $186
million, excluding remediated RMBS claims), followed in later years (in some cases significantly later years)
by substantia anticipated recoveries of these claims payments In addition, the potentid “liquidity
mismatch” aso results from SGI’s exposure to other transactions with refinancing risk through 2019,
including one credit with a heightened risk of materid claims payments with an aggregate par outstanding
of $850.5 million and a number of other credits with exposure to refinancing risk and the risk of materid
principd repayments with an aggregate par outstanding of $2.5 billion, in each case as of March 31, 2016.

Pursuant to the Company’s accounting policy and guidance under GAAP, the net present vaue of
estimated claims and recoveries (including sdvage and subrogation) are reflected in the Company’s loss
reserves (seethe Company’s accounting policy on reserves in Note 4 to the Company’s most recent financial
statements). The amount and timing of the recoveries related to the anticipated future claims payments are
subject to greater uncertainty and timing than the amount and timing of such future claims payments
themselves If redized, this liquidity mismatch may have a materid adverse effect on SGI and its ability to
saisfy interest and principad payments on its surplus notes, and other obligations Because of the inherent
uncertainty in estimating future claim payments and recoveries (including, whether, when and to what extent
investment grade and
non-investment grade credits may be able to refinance), no assurance can be given that the actud severity or
timing of claims payments, related recoveries or ultimate losses will not be different than SGI's estimates,
and such differences could materidly and adversely affect SGI's results of operations, financid condition
and liquidity. Further, no assurance can be given that SGI will be successful in further enhancing liquidity
or mitigating adverse developments associated with its future claim payments, recoveries, reserves for losses
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or the aforementioned potentid “liquidity mismatch”. SGI may experience significant adverse
development on itsinsured obligations that may place further demands on its liquidity and financiad
position. SGI cannot provide any assurance that, were it to experience further adverse loss and claims
development, the NY DFS would not take regulatory action, which may include commencement of
rehabilitation or liquidation proceedings.

The ability of SGI and SCAI to declare and pay a dividend to shareholdersisgoverned by applicable
New York law, including the NYIL. Under Section 4105 of the NYIL, each of SGI and SCAI ispermitted
to pay dividends to shareholdersin any 12-month period, without the prior approvd of the NYDFSin an
amount equa to the lesser of 10% of its policyholders surplus as of last financia statement filed with the
NYDFS (annud or quarterly) or their adjusted net investment income for the 12-month period, as
determined in accordance with Statutory Accounting Practices prescribed or permitted by the NYDFS.
The NYIL dso provides that each of SGI and SCAIl may distribute dividends to shareholdersin excess of
the aforementioned amount only upon approva thereof by the NY DFS. Notwithstanding the foregoing,
SGI and SCAI may not declare or distribute any dividends to shareholders except out of “earned surplus’
(an amount equd to “unassigned funds (surplus)” as shown on SGI’s and SCAI’s respective statutory
baance sheets which as of March 31, 2016 and December 31, 2015 were $(1.758) billion and $(1.760)
billion, respectively, for SGI and $(237) million and $(229) million, respectively, for SCAI, lessin each case
their respective “unredized appreciation of assets’).

The NYDFSretains broad discretion to approve or disapprove the payments of dividends to
shareholders including if it finds that the company will retain insufficient surplus to support its obligations
In addition, SGI entered into an undertaking with the NY DFS pursuant to which it agreed not to pay any
dividends to the shareholders of SGI, including SHL, without the prior consent of the NYDFS.

Pursuant to the terms of the 2009 MTA, SGI isnot permitted to pay dividends or repurchase, redeem,
exchange or convert any equity securities until such time as the principd amount of the SGI Surplus Notes,
and dl accrued and unpaid interest thereon, have been paid in full in cash.

Pursuant to the terms of the 2009 MTA, SCAI isnot permitted to pay any dividend or make any
distribution to SGI of any other affiliate unless SCAI’s remaining surplus note has been paid in full (the
terms of which provide for full repayment on June 27, 2024) and provided that, after giving effect to any
such dividend or distribution SCAI would have sufficient capitd as cdculated pursuant to the 2009 MTA.

Among other requirements, Article 69 of the NYIL provides that financid guarantee insurance
companies maintain minimum policyholders surplus of $66 million. In accordance with accounting
practices prescribed or permitted by the NYDFS, as of March 31, 2016 and December 31, 2015, SGI and
SCAI reported policyholders’ surplus of $1,088.5 million and $1,087.0 million, respectively and $184.5
million and $192.1 million, respectively. For the three months ended March 31, 2016 and 2015, SGI and
SCAI reported net income (loss) of $8.4 million and $(6.2) million, respectively and $(11.8) million and $6.7
million, respectively.

It would be an event of default under most of the CDS contracts insured by SGI or SCAI if either
company should be placed into rehabilitation, receivership, liquidation or other similar proceedings by a
regulator. If there were an event of default or termination event under the CDS contracts guaranteed by
SGI or SCAI, as aresult of either company’s insolvency or otherwise, while the event of default or
determination event continued, in certain cases the holders of these CDS contracts may have the right to
terminate the CDS contracts and to assert claims for termination payments from SGI or SCAI, based on
the market vaue of the CDS contracts a the time of termination. If SGI or SCAI were required to make
such payments, such amounts would, in the aggregate, significantly and adversely affect SGI's and SCAI’s
financid liquidity.
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Consolidated Cash Flowsfor the Three Months Ended March 31, 2016 and 2015

Operating Activities

The Company reported net cash (used in) operating activities of $(16.1) million for the three months
ended March 31, 2016, as compared to $(18.5) million for the three months ended March 31, 2015. The
change was primarily attributableto higher premiums collected, lower losses paid on credit default swaps,
partidly offset by higher claims and loss adjustment expenses

Investing Activities

The Company reported net cash (used in) investing activities of $(53.7) million for the three months
ended March 31, 2016, as compared to net cash provided by investment activities of $36.9 million for the
three months ended March 31, 2015. The decrease was primarily attributableto higher net purchases of
investments in 2016, as compared to 2015, as a result of the deployment of cash and cash equivdents
baances held as of December 31, 2015 in anticipation of ariseininterest rates into higher yielding
securities.

Financing Activities
Financing activities relate to the Company’s consolidated financid guarantee VIESs ligbilities The
Company reported net cash (used in) financing activities of $(4.3) million for the three months ended

March 31, 2016, as compared to $(2.2) million for the three months ended March 31, 2015. The increase
was primarily attributableto higher net paydowns of liabilities in 2016 as compared with 2015.

Consolidated Cash Flowsfor the Years Ended December 31, 2015, 2014 and 2013

Operating Activities

The Company reported net cash (used in) operating activities of $(1.1) million for the year ended
December 31, 2015, as compared to net cash provided by operating activities of $183.3 million for the year
ended December 31, 2014. The decrease was primarily the result of the JPMorgan settlement proceeds of
$400.0 million received in 2014, partidly offset by lower net claim, loss adjustment expenses and
commutation related payments

The Company reported net cash provided by operating activities of $183.3 million for the year ended
December 31, 2014, as compared to $73.2 million for the year ended December 31, 2013. The increase was
primarily the result of the JPMorgan settlement proceeds of $400.0 million received in 2014, partidly offset
by higher net claim, loss adjustment expenses and commutation related payments

Investing Activities

The Company reported net cash provided by investing activities of $110.3 million for the year ended
December 31, 2015, as compared to net cash (used in) investment activities of $(262.3) million for the year
ended December 31, 2014. The increase was primarily attributableto lower net purchases of investments in
2015, as compared to 2014, which was the result of the deployment of proceeds from the JPMorgan
settlement.

The Company reported net cash (used in) investing activities of $(262.3) million for the year ended
December 31, 2014, as compared to net cash provided by investment activities of $278.8 million for the year
ended December 31, 2013. The decrease was primarily attributable to higher net purchases of investments
in 2014, as aresult of the deployment of proceeds from the JPMorgan settlement and lower net proceeds
from consolidated financid guarantee VIEs in 2014 as compared to 2013, which included higher proceeds
for consolidated financid guarantee VIEs related to the American Roads remediation transaction.

Financing Activities

Financing activities relate to the Company’s consolidated financid guarantee VIEs ligbilities The
Company reported net cash (used in) financing activities of $(13.5) million for the year ended December 31,
2015, as compared to $(8.1) million for the year ended December 31, 2014. The increase was primarily
atributable to higher net paydowns of liabilities in 2015 as compared with 2014.

77



The Company reported net cash (used in) financing activities of $(8.1) million for the year ended
December 31, 2014, as compared to $(230.2) million for the year ended December 31, 2013. The decrease
was primarily attributableto significantly lower net paydowns of ligbilities in 2014 as compared with 2013.
During 2013, a consolidated financid guarantee VIE made payments to terminate interest rate swap
ligbilities and repaid a note in connection with the American Roads remediation transaction.

I nvestments

The Finance and Risk Oversight Committee of our Board of Directors approves our generd
investment objectives and interna policy guidelines Our investment portfolio isdso subject to certain
restrictions as to dollar limits, minimum thresholds types and qudity of investments imposed by the State
of New York insurance laws and regulations, as SGI and SCAI are New York domiciled financid guarantee
insurance companies Such investment policy guidelines set forth, among other criteria, minimum credit
raing requirements and credit risk concentration limits.

Our primary investment objective isthe preservation of capitd, to maintain sufficient liquidity to meet
our financia guarantee insurance obligations with respect to policyholder claims and other liabilities and
generate investment income to support our operating and on-going strategic plan.

Independent investment managers manage most of our consolidated investment portfolio, while an
insignificant amount ismanaged interndly. We select our investment managers on the basis of various
criteria, including investment style, historicd performance, internd controls, operationd risk, ahility to
contribute to the diversification of our portfolio and the reasonableness of fees

Changes in the vduation of our invested assets reflect changes in interest rates (for example, changes in
the level, slope and curveture of yield curves, volaility of interest rates, mortgage prepayment speeds and
credit spreads), credit qudity and generd market conditions Market risk therefore arises due to the
uncertainty surrounding the future vauaions of these different assets the factors that affect their vaues
and the effect that this could have on our results of operations.

We seek to manage the risks of our investment portfolio through a combination of asset class industry
and security level diversification. In addition, individua security and issuer exposures are controlled and
monitored a the investment portfolio level via specific investment constraints outlined in our investment
policy guidelines and agreed with the externa and internd investment professionds Additiond constraints
are generaly agreed upon with the externd and internd investment professionds and may address
exposures to eligible securities, prohibited investments/transactions credit qudity and concentrations limits.
We dso have a policy not to invest in any securities tha we guarantee unless executed as part of our overdl
remediation strategy.

At March 31, 2016 and December 31, 2015 and 2014, our consolidated investment portfolio, which
primarily consisted of restricted and unrestricted debt securities; equity securities; restricted and
unrestricted cash and cash equivdents; and accrued investment income was $1.7 billion, $1.7 billion and
$1.7 billion, respectively. Our debt and equity securities are designated as available for sde securities in
accordance with generdly accepted accounting principles The debt and equity securities are reported at fair
vaue and the change in fair vaue isreported as part of accumulated other comprehensive income in the
shareholders’ equity section on the Company’s consolidated balance sheets unless a determination is made
tha the security isimpaired and therefore fair value change would be charged to operations. Short-term
investments consist of securities with maturities equa to or greater than 90 days but lessthan one year at
time of purchase.

The average duration of our investment portfolio was 2.6 years, 2.6 years and 2.7 years a March 31,
2016, December 31, 2015 and December 31, 2014, respectively.
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The teble below shows the percentage of our debt securities portfolio by credit rating (excluding cash
and cash equivdents) at March 31, 2016 and December 31, 2015:

March 31, December 31,

(inthousands) 2016 2015
Credit Rating™:
AAA 15.8% 17.4%
A 38.8% 37.8%
A 21.4% 20.4%
BBB .. 9.2% 9.0%
BB & BEOW . .. .o e 14.8% 15.4%
Tota .. 100.0% 100.0%

(1) Ratings represent the lower of S&P or Moody’s classifications.

Our debt securities portfolio isexposed to interest rate risk. Interest rate risk isthe price sensitivity of a
debt security to changes in interest rates We manage interest rate risk by setting duration targets for our
investment portfolio, thus mitigating the overdl economic effect of interest rate risk. We remain
nevertheless exposed to interest rate risk since the assets are marked-to-market, thus subject to market
conditions, while liabilities are accrued primarily & a static rate The hypothetica case of an immediate 100
basis point adverse pardlel shift in globd bond yield curves a March 31, 2016 would have decreased the
estimated fair vaue of our consolidated investment portfolio by approximately $44.4 million. The
hypothetica case of an immediate 100 basis point adverse pardlel shift in globa bond yield curves at
December 31, 2015 would have decreased the estimated fair value of our consolidated investment portfolio
by approximately $44.0 million.

In addition to our debt securities portfolio, we dso manage a smal amount of invested assets primarily
in exchange listed equity securities We generdly strive to invest in companies or issuers that possess
favorable business and economic prospects, which adso pay dividends Our equity securities portfolio is
exposed to fluctuationsin market price and consequently, the amount redized in any subsequent sde of an
equity security may significantly vary from the reported market vaue Fluctuation in the market price of an
equity security may result from perceived changes in the underlying economic characteristics, financid
condition and near-term prospects of the issuer, as well as generd market conditions

The following tables summarize the amortized cost and fair vaue of investments as of March 31, 2016
and December 31, 2015 as follows:

March 31, 2016

Cost or Gross Gross
Amortized Unrealized  Unrealized
(U.S. dadllarsinthousands) Cost Gains L osses Fair Value
Debt securities:
Mortgage-backed securities:
RMBS® $ 118562 $ 2,868 $(1) $ 121,429
CMBS .. 127,085 1,208 — 128,293
Asset-backed securities. . . ... ... Lo oL 158,034 434 — 158,468
U.S. Government and government agencies . ....... 350,640 2,985 2 353,623
Corporateandother . ....................... 515,959 16,668 (53) 532,574
U.S. states and politica subdivisions of the states . . . . 140,982 4574 — 145,556
Totd debt securities .. ....... ... ... ... $1,411,262 $28,737 $(56)  $1,439,943

(1) Residentid mortgage-backed securities include $4.3 million of fair vaue and $4.1 million of amortized
cost relaed to UCFs a March 31, 2016.
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December 31, 2015

Cost or Gross Gross
Amortized Unrealized  Unrealized
(U.S. dadllarsinthousands) Cost Gains L osses Fair Value
Debt securities:
Mortgage-backed securities:
RMBSY .. $ 100,848 $ 1991 $ (574) $ 102,265
CMBS ... 120,894 562 (2,963) 118,493
Asset-backed securities. . . ... ... . L 170,434 60 (282) 170,212
U.S. Government and government agencies .. ...... 337,237 1,027 (281) 337,983
Corporateandother . ....................... 469,137 13,035 (2,409) 479,763
U.S. states and politica subdivisions of the states . . . . 144,884 4,450 (2,065) 147,269
Totd debt securities ... ....... ... ... .. ... $1,343,434 $21,125  $(8,574) $1,355,985

(1) Residentid mortgage-backed securities include $2.8 million of fair vaue and $2.5 million of amortized
cost related to UCFs a December 31, 2015.

The amortized cost and fair vaue of bonds a March 31, 2016 and December 31, 2015 by contractud
maturity are shown below. Actud maturity may differ from contractua maturity because issuers may have
the right to cal or prepay obligations with or without cdl or prepayment pendties M ortgage-backed
securities are generdly more likely to be prepaid than other fixed-maturity securities As the stated
maturities of such securities may not be indicative of actua maturities the totds for mortgage-backed
securities are shown separately. See Note 5to SHL'saudited Consolidated Financid Statements for
additiond information regarding our debt securities available for sde a March 31, 2016 and December 31,
2015.

2016 2015
Amortized Amortized

(U.S. dadllarsinthousands) Cost Fair Value Cost Fair Value
Duewithinoneyear ....................... $ 163,196 $ 163619 $ 93448 $ 93,656
Due after one through fiveyears . ............. 582,680 588,005 598,588 599,420
Due after fivethroughtenyears . . .. ........... 118,301 121,532 115,354 115,235
Dueaftertenyears .. ..., 143,404 158,597 143,868 156,704

Subtotal .. ...... .. 1,007,581 1,031,753 951,258 965,015
Mortgage- and asset-backed securities . ......... 403,681 408,190 392,176 390,970

Totd ... $1,411,262 $1,439,943 $1,343,434  $1,355,985

At March 31, 2016 and December 31, 2015 and 2014, our consolidated investment portfolio contained
cash and securities of $79.7 million, $75.6 million and $104.1 million, respectively, based on fair vaue, that
were primarily either held in trust or placed on deposit to collaterdize our contractua obligations under
certain agreements, or otherwise restricted.

Long-Term Contractual Obligations

The following table presents our long-term contractua obligations and related payments as of
March 31, 2016, due by period:

(in millions) 2016 2017 2018 2019 2020 2021-2025 2026-2030 2031-2035 After 2035  Total
Estimated gross claim

payments? ... ... ... $51.1 $57.4 $29.9 $18.7 $15.6 $80.1 $86.5 $111.3 $206.2 $656.9
Totd ............... $51.1 $57.4 $29.9 $18.7 $15.6 $80.1  $86.5 $111.3 $206.2 $656.9
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(1) Represents estimated and undiscounted cash outflows under direct and assumed financia guarantee
contracts, excluding remediated RMBS claims and after ceded insurance The timing and ultimate
amount of the claims payments net of anticipated recoveries before giving effect to reinsurance, could
differ materidly from our estimated amounts For information regarding the estimates for unpaid loss
and loss expenses as well as factors affecting potentid payment patterns of reserves for actud and
potentid claims related to our different lines of business, see“— Criticd Accounting Policies and
Estimates’ above

The following table presents our long-term contractua obligations and related payments as of
December 31, 2015, due by period:

(inmillions) 2016 2017 2018 2019 2020 2021-2025 2026-2030 2031-2035 After 2035 Total
Estimated gross claim

payments®d .. ... .... $55.7 $459 $29.4 $18.1 $15.7 $76.9 $845 $1104 $212.7 $649.4
Totd ............... $55.7 $45.9 $29.4 $18.1 $15.7 $769  $845 $1104 $212.7 $649.4

(1) Represents estimated and undiscounted cash outflows under direct and assumed financia guarantee
contracts, excluding remediated RMBS claims and after ceded insurance.

Off-Balance Sheet Arrangements

As of March 31, 2016 and December 31, 2015, we did not have any off-bdance sheet arrangements
that were not accounted for or disclosed in our consolidated financid statements.

Non-GAAP Financial M easures

In addition to our results of operations prepared in accordance with GAAP, we dso prepare Adjusted
Book Vdue afinancid measure that isnot cdculated in accordance with GAAR While the Company does
not manage its business or measure its performance using non-GAAP measures, such as Adjusted Book
Vdue, we have included this measure because we believe it provides investors with important additiona
information to compare the Company to other financid guarantors Reference should be made to Note 20
of SHL'sconsolidated GAAP financid statements as of and for the period ended March 31, 2016. In
addition, because other financid guarantors may cadculate Adjusted Book Vaue or similarly titled
measures differently, or may not be subject to the restrictions noted above, Adjusted Book Vaue isnot
necessarily comparable to similarly titled measures reported by other financia guarantors Set forth in the
table below isa reconciliation of GAAP common shareholders’ equity reported by us as of March 31, 2016,
December 31, 2015 and December 31, 2014, respectively, to Adjusted Book Vdue at such dates.
Non-GAAP financid measures should not be viewed in isolation or as substitutes for their most directly
comparable GAAP measures
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SyncoraHoldings Ltd.
Reconciliation of GAAP Common Shareholders Equity to
Adjusted Book Value

(in millions)
Asof
March31, December 31, December 31,
2016 2015 2014
(unaudited)  (unaudited) (unaudited)

GAAP Common Shareholders Equity . .................... $ 268.0 $ 3355 $ 575
SeriesA preferredshares™ . ... ... ... (2.2) (2.2 (3.4)
SeriesB preferredshares™ . ... ... ... (121.0) (121.0) (121.0)
Adjusted GAAP Common Shareholders Equity .. ............. $144.8 $212.3 $ (66.9)
After-tax adjustments:
Deferred acquisitioncosts® . ... ... ... (51.7) (54.2) (64.2)
Effect of deconsolidatingVIES® . .. ... ... ... ... ... ...... 69.1 69.9 53.7
Net credit derivative liability®. . .. ....... ... ... ... ....... 83.2 53.4 179.5
Net present vadue of estimated net future credit derivative

revenue® . L 735 72.1 85.4
Net unearned premium reserve on financid guaranty contracts in

excess of expected losstobeexpensed® .. ... ... ... ....... 295.6 298.6 373.0
Notespayable. . .. ... ... . . (345.1) (352.9) (378.1)
Unredized gainsoninvestments® . . ... ................... (30.7) (15.8) (32.1)
Adjusted Book Value .. ........ ... ... .. $ 238.7 $ 2834 $150.3
Common shares outstanding at end of theperiod . ............ 56.3 56.3 56.3
Book valuepercommonshare .......................... $ 257 $ 377 $ (119
Adjusted book vdue per commonshare. . .................. $ 424 $ 503 $ 267
(1) Addition of the excessof the outstanding liquidation preference of the Existing SHL Preferred Shares

@)

3)

(4)

and the Series B Preferred Shares over their carrying vdues Including the Existing SHL Preferred
Shares and the Series B Preferred Shares at their outstanding liquidation value (which, for the SeriesB
Preferred Shares isnet of the shares received in connection with our 2012 settlement with
Countrywide, Bank of America Corp.) instead of their carrying vaue ismore in line with the residud
vaue to common shareholders

Elimination of after-tax deferred acquisition costs as these amounts represent net deferred expenses
that have dready been paid and will be expensed in future accounting periods.

Elimination of the effects of consolidating VIES as GAAP requires the Company to consolidate
certain VIEs that (a) have issued debt obligations that are insured and controlled by the Company and
(b) were designed to effectively defease or, in-substance, commute the Company’s exposure on certain
of itsother financid guarantee insurance policies Excluding the effects of consolidating VIEs presents
dl financid guarantee contracts and remediation transactions on a more consistent basis of
accounting, whether or not GAAP requires consolidation.

Elimination of the consolidated net credit derivative ligbility which represents an estimate of the fair
vaue of the Company’s guarantees issued as CDS contracts in excessof the present vaue of the
expected losses By excluding the net credit derivative ligbility, this metric eliminates the benefit to our
shareholders’ equity embedded therein from the Company’s Non-Performance Risk, which reflects the
market’s view of the risk that the Company will not be able to financidly honor its obligations as they
become due The fair vdue adjustments on derivative financiad instruments are heavily influenced by,
and fluctuate, in part according to, market interest rates, credit spreads and other factors that
management cannot control or predict and that are not expected to result in an economic gain or loss
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In addition, by including our best estimate of losses we expect to incur on our CDS contracts if we
were to hold such CDS contracts to maturity and pay claims as they arise over the remaining life of
such contracts, the metric presents our guarantees of insurance and derivatives on a consistent basis,
which results in a more meaningful measure of our vaue.

(5) Addition of the after-tax net present vaue of estimated net future credit derivative revenues Including
the net present vaue of estimated net future credit derivaive revenues enables an evauation of the
vaue of future estimated credit derivetive revenue for which there isno corresponding GAAP financid
measure.

(6) Addition of the after-tax vaue of the unearned premium reserve on financid guarantee contracts in
excessof expected lossesto be expensed, net of reinsurance as the unearned premium reserve on
financid guarantee contracts represents revenues that are expected to be earned in the future.

(7) Addition of the full face amount, in excessof the carrying amount, of the surplus notes payable held
by third parties (including interest paid-in-kind), as including the full face amount of the surplus notes
isconsistent with the treatment of these instruments as debt.

(8) Elimination of the after-tax unredized gains (losses) on the Company’s investments that are recorded
as a component of AOCI, excluding the effects of foreign exchange The effects of the AOCI
component of the fair vdue adjustment on investments is not deemed economic as the Company
generdly holds such investments to maturity and therefore the Company should not recognize an
economic gain or loss

Asof March 31, 2016, Adjusted Book Vdue decreased by $44.7 million to $238.7 million from $283.4
million as of December 31, 2015. This decrease was primarily due to adverse developments during the
quarter on SHL'sinsured book of business Asof December 31, 2015, Adjusted Book Vaue increased by
$133.1 million to $283.4 million from $150.3 million as of December 31, 2014. This increase was primarily
due to net positive developments on SHL'sinsured book of business, as well as from gains resulting from
our remediation activities

Recent Accounting Pronouncements

Recently Adopted Accounting Pronouncements

In August of 2014, the FASB issued “Consolidation — Measuring the Financid Assets and the
Financid Liabilities of a Consolidated Collaterdized Financing Entity”. This standard applies to a
consolidated collaterdized financing entity defined as a consolidated VIE that holds financid assets and
issues beneficid interests in those financid assets that are classified as financid liabilities The Company
may elect to measure the financid assets and the financid liabilities of a consolidated collaterdized
financing entity using a measurement dternative provided in this standard. The measurement aternative
requires both the financiad assets and the financid ligbilities of the consolidated collaterdized financing
entity to be measured using the more observable of the fair vdue of the financid assets and the fair vadue of
the financid liabilities with the changes in fair vaue recognized to earnings Upon adoption, a reporting
entity may apply the measurement dternative to existing consolidated collaterdized financing entities This
standard was effective for interim and annud periods beginning January 1, 2016. The adoption of this
standard did not affect the Company’s consolidated financid statements

In February of 2015, the FASB issued “ Consolidation — Amendmentsto the Consolidation Anaysis’
for consolidation of legd entities including VIEs This standard eliminates the specidized consolidation
model and guidance for limited partnerships amends the conditions for evauaing whether afeepaid to a
decision maker or a service provider represents a varigble interest in a VIE, amends the related party
guidance for the determination of the primary beneficiary of a VIE, and requires certain investment funds
designed as VIEs, except money market funds to apply the amended consolidation guidance The standard
was effective for interim and annud periods beginning January 1, 2016. The adoption of this standard did
not have a materia effect on the Company’s consolidated financid statements
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Accounting Pronouncements Pending Adoption

In May of 2014, the FASB issued “Revenue from Contracts with Customers”. This standard amends
the accounting guidance for recognizing revenue for the transfer of goods or services from contracts with
customers unless those contracts are within the scope of other accounting standards. In August 2015, the
FASB issued “Revenue from Contracts with Customers — Deferrd of the Effective Date” which defers the
effective date of this standard to interim and annua periods beginning January 1, 2018, and isapplied on a
retrospective or modified retrospective basis The Company isevduaing the effect of adopting this
standard.

In August of 2014, the FASB issued “Disclosure of Uncertainties About an Entity’s Ability to
Continue as a Going Concern”, which provides guidance on determining when and how to disclose going
concern uncertaintiesin the consolidated financid statements Under the new guidance, management would
be required to perform interim and annua assessments of an entity’s ability to continue as a going concern
within one year of the date the financid statements are issued. Certain disclosures must be provided if
“conditions or events raise substantia doubt about an entity’s ability to continue as a going concern.” The
new standard is effective for annua reporting periods ending after December 15, 2016, with early adoption
permitted. The Company will adopt this standard for the year ending December 31, 2016 and subsequent
interim periods Asthis isa disclosure requirement, adoption of this standard will not have a materid effect
on the Company’s consolidated financid statements

In May of 2015, the FASB issued “Financia Services— Insurance — Disclosures about
Short-Duration Contracts” The primary objective of this standard isto improve disclosures for insurance
entities which issue short-duration contracts This standard made significant amendmentsto the
Short-Duration Contract disclosure section and limited amendments affecting the Generd disclosures The
Company, as aprovider of financid guarantee contracts, issubject to the Generd sections but not the
Short-Duration Contract sections As such, the limited amendments made to the Generd disclosure section
are not expected to have a materid effect on the Company’s financid statement disclosures This standard is
effective for annua periods beginning after December 15, 2015, and interim periods within annua periods
beginning after December 15, 2016.

In January 2016, the FASB issued “Financia Instruments — Overdl — Recognition and M easurement
of Financid Assets and Financid Ligbilities’. This standard amends certain aspects of recognition,
measurement, presentation and disclosure of financid instruments This guidance includes requirements for
certain equity investments with readily determinable fair vaues to be measured at fair vaue with changes
recognized in net income and for financid liabilities where the fair vaue option has been elected, requiring
the portion of the fair vdue change relaed to instrument-specific credit risk (which includes a Company’s
own credit risk) to be separately reported in other comprehensive income This standard is effective for
fiscd years beginning after December 15, 2017, including interim periods within those years The Company
isevauating the effect of adopting this standard.

In February 2016, the FASB issued “Leases’. This standard amends the accounting guidance for
leasing transactions, which requires lesseesto recognize right-of-use assets and lease ligbilities, initidly
measured a the present vadue of the lease payments, on the badance sheet. This standard is effective for
fiscd years beginning after December 15, 2018, including interim periods within those fiscd years The
Company isevduating the effect of adopting this standard.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF STATUTORY FINANCIAL CONDITION
AND RESULTS OF OPERATIONS OF SGI

The following discussion and analysis of SGI’s financial condition and results of operationsis preparedin
conformity with SAP and the accounting practices permitted and prescribed by the NYDFSand should be read
in conjunction with SGI's Satutory Financial Statements. The following discussion contains forward-looking
statements based upon current expectations and related to future events and SGI’s future financial performance
that involve risks and uncertainties. SGI’s actual results and timing of events could differ materially. Factors
that could cause or contribute to these differences include, but are not limited to, those discussed below and in
our “ Risk Factors”

Overview of SGI’sBusiness

General

SGI isan insurance company domiciled in the State of New York and was licensed to conduct financid
guarantee insurance business throughout dl 50 of the United States as well as in the Commonweadlth of
Puerto Rico, the District of Columbia, and the U.S Virgin Islands However, because of the events
discussed below, as of March 31, 2016, in 28 states or jurisdictions, SGI’s licenseto conduct insurance
business in such states or jurisdictions was suspended, revoked, had an order of impairment placed against
it, expired, was voluntarily surrendered by SGI, or SGI agreed to cease writing business in such states or
jurisdictions, or SGI opted not to renew its licensein such states or jurisdictions
Management anticipates that SGI will be able to continue to collect premiums on existing business in such
states or jurisdictions Additiond states or jurisdictions may suspend SGI’s license, place an order of
impairment against it or, in lieu of a suspension or order, SGI may voluntarily agree to cease writing
business and let such licenses expire or opt not to renew its licensesin additiona states or jurisdictions SGI
does not intend to seek licensesto write new business

Prior to January 2008, SGI was primarily engaged in the business of providing (i) credit enhancement
on fixed and variable rate debt obligations through the issuance of financid guarantee insurance policies,
and (ii) credit protection on specific referenced credits or on pools of specific referenced credits through the
issuance of financid guarantee insurance policies covering the obligations under credit default swap CDS
contracts issued by trusts established to comply with the NYIL. SGI ceased writing substantidly al new
business in January of 2008.

SGI isthe 100% owner of an insurance company, SCAI, a New York licensed financid guarantee
insurer. SGI isaso 100% owner of a non-insurance holding company, Pike Pointe, which wholly owns a
number of subsidiaries that ultimately own and operate certain toll road facilities located in the United
States and Canada.

SGI isdso 100% owner of Syncora Investment Holdings LLC (“SIH"), a Delaware limited liability
company, which was established to enhance asset and liability management for longer dated liabilities and
create long-term vaue for SGI. SIH commenced investing in 2015 and plans to invest an aggregate amount
of up to $43.0 million in debt and equity investments in positions in smdl-to mid-market privete companies
within the financid servicesand related sectors

Financid guarantee insurance policies obligate the insurer to provide an unconditiona and irrevocable
guarantee to the holder of a debt obligation of full and timely payment of certain principa and interest
when due In the event of a default under the debt obligation, the insurer has recourse against the issuer
and/or any related collaterd (which ismore common in the case of insured asset-backed obligations or
other non-municipa debt) for amounts paid under the terms of the policy. CDS contracts are derivative
contracts that offer credit protection relating to a particular security or pools of specified securities Under
the terms of a CDS contract, 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 referenced security.
Credit derivatives typicdly provide protection to a buyer rather than credit enhancement of a debt security
asin traditiond financid guarantee insurance.
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Per mitted or Prescribed Practices

SGI prepares its statutory basis financid statements in accordance with accounting practices prescribed
or permitted by the NYDFS. The NY DFS recognizes only statutory accounting practices prescribed or
permitted by the State of New York for determining and reporting the financid condition and results of
operations of an insurance company and for determining its solvency under insurance law. The NAIC SAPR,
has been adopted as a component of prescribed or permitted practices by the State of New York. The State
of New York hasadopted certain prescribed accounting practices that differ from thosefound in NAIC SAP.
TheNYDFS hastheright to permit, and hasper mitted SGI to use, other specific practices which deviate from
prescribed practices, including thefollowing:

@

(b)

(©

(d)

Pursuant to certain prescribed accounting practices under Articles 14 and 69 of the NYIL that
differ with those found in NAIC SAP, the admissible carrying vdue of a share of an insurer is
limited to a stipulated percentage of policyholders surplus, and investments in certain securities
(including the Uninsured Cash Flow Certificates (see Note 21.H. to the Statutory Financid
Statements)) are dso subject to limitations In connection with the 2009 MTA discussed in the

NY DFS permitted SGI to admit these assets notwithstanding the otherwise applicable limitations

Pursuant to approva granted by the NY DFSin accordance with section 6903 of the NYIL, as of
March 31, 2016 and December 31, 2015, SGI has de-recognized $398.6 million and $398.6 million,
respectively, in the aggregate, of contingency reserves on terminated policies and policies on
which SGI has established case reserves, whereas under NAIC SAP SGI would still be required to
carry such reserves. SGI applies the permitted practice described above to release contingency
reserves on an obligation by obligation basis under policiesinsuring multiple obligations rather
than on a policy by policy basis.

The NYDFS granted SGI a permitted practice to de-recognize reserves for unpaid losses, unearned
premium reserve and contingency reserves relaing to, and expense payments (which arereflected in
“Losses incurred” on the Statement of Income) made to effect, certain transactions executed in
connection with its continued remediation efforts described in Note 21.H. to the Statutory
Financid Statements which effectively defeased or, in-substance, commuted, in whole or in part, the
policies relating thereto, whereas under NAIC SAP such reserves would continue to be carried until
such time as the underlying contracts were legdly extinguished and the payments made to effect the
transactions would have resulted in the recording of an asset, as such payments were made in
exchange for the assignment to SGI or an affiliate of SGI of dl rights under the aforementioned
policies Asof March 31,

2016, such de-recognized reserves for unpaid losses unearned premium reserve and contingency
reserves (as of the date of the effective defeasance or, in-substance commutations) aggregated $6.1
billion, $4.2 million and $3.1 million, respectively. As of December 31, 2015, such de-recognized
reserves for unpaid losses unearned premium reserve and contingency reserves (as of the date of
the effective defeasance or, in-substance commutations) aggregated $6.1 billion, $4.2 million and
$3.1 million, respectively. As of December 31, 2015, SGI no longer sought approvd for the
de-recognition of unpaid losses unearned premium reserves and contingency reserves relating to,
and expense payments made which effectively defeased or, in-substance, commuted certain CDS
contracts executed in connection with the consummation of the 2009 MTA and that were
previously disclosed on an aggregate basis Assuch CDS contracts were legdly extinguished as of
December 31, 2015, the associated reserves were released under NAIC SAP resulting in no
difference between NAIC SAP and NY basis, and therefore the permitted practice isno longer
required.

The NYDFS granted SGI a permitted practice to vaue the surplus notes issued by SGI in
settlement of certain policy obligations in connection with the 2009 MTA (seeNote 21.H. to the
Statutory Financid Statements) a origind face vdue of $625.0 million in the aggregate, as
compared to the estimated fair vaue thereof, that SGI would otherwise have been required to
reflect such surplus notes in accordance with NAIC SAP.
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Any adjustment to the carrying value of surplus notes would result in an equal and offsetting
adjustment to unassigned funds. As both surplus notes and unassigned funds are elements of
policyholders’ surplus a change in the vaue of the surplus notes would not affect policyholders
surplus

(e) The NYDFSgranted SGI a permitted practice to account for its ownership of the common stock
of American Roads entities (seeNote 10to SGI’s 2015 Statutory Financid Statements) as sdvage
recoverable using a discounted cash flow model, which isdeducted from the liability for unpaid
claims or losses whereas under NAIC SAP, SGI would be required to record its 100% equity
ownership of the American Roads entities using GAAP equity vaue.

Description of Financial Guarantee Insurance, and Reinsurance

Financial Guarantee I nsurance

Financid guarantee insurance provides an unconditiona and irrevocable guarantee to the holder of a
debt obligation of full and timely payment of the guaranteed principd and interest thereon when due.
Financid guarantee insurance adds another potentid source of repayment of principd and interest for an
investor, namely the credit qudity of the financid guarantor.

Generdly, inthe event of any default on an insured debt obligation, payments made pursuant to the
applicable insurance policy may not be accelerated by the holder of the insured debt obligation without the
approvd of the insurer. While the holder of such an insured debt obligation continues to receive guaranteed
payments of principa and interest on schedule as if no default had occurred, and each subsequent
purchaser of the obligation generdly receivesthe benefit of such guarantee, the insurer normdly retains the
option to pay the debt obligation in full & any time Also, the insurer generdly has recourse against the
issuer of the defaulted obligation and/or any related collatera for amounts paid under the terms of the
insurance policy as well as pursuant to generd rights of subrogation.

The issuer of an insured debt obligation generdly pays the premium for financid guarantee insurance,
either in full a the inception of the policy, asisthe case in most public finance transactions, or in periodic
installments funded by the cash flow generated by related pledged collaerd, asisthe case in most
structured finance and internationd transactions. Typicdly, premium rates paid by an issuer are stated asa
percentage of the totd principd (inthe case of structured finance and internationa transactions) or
principad and interest (in the case of public finance transactions) of the insured obligation. Premiums are
amost dways non-refundable and are invested upon receipt. See Note 1.C.(1) to SGI’'s 2015 Statutory
Financid Statements.

Financial Guarantee Reinsurance

Reinsurance indemnifies a primary insurance company against part or dl of the loss that it may
sustain under a policy that it has issued. All of the reinsurance protection purchased or provided by SGI is
guota share reinsurance. Quota share reinsurance involves one or more reinsurers teking a stated percent
share of each policy that an insurer produces (“writes’). This means that the reinsurer will receive that
stated percentage of each dollar of premiums and will pay that percentage of each dollar of losses In
addition, the reinsurer will dlow a “ceding commission” to the insurer to compensate the insurer for the
costs of writing and administering the business Under atraditiona reinsurance arrangement, the ceding
company collects premiums from, and pays claims to, its policyholders, and then periodicdly (usudly
quarterly) settles with its reinsurer based on the reinsurer’s share of the premium collected and claims paid.

Reinsurance does not relieve a primary insurance company of its obligations under an insurance policy.
Generdly, apolicyholder of areinsured policy has no rights to pursue areinsurer for payment of its claims
or obligation to pay it premiums However, certain reinsurance agreements contain cut-through provisions
tha dlow a policyholder to have rights directly against or obligations directly to, the reinsurer under the
reinsurance agreement. SGI’s reinsurance agreement with SCAI (see Note 10to SGI's 2015
Statutory Financid Statements) represents a 100% quota share reinsurance agreement and contains
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cut-through provisions, that require policyholders to remit premiums due under such reinsured policies
directly to SCAI and provides policyholders the ability to submit claims under such policies directly to
SCAI for payment.

Information About Financial Instrumentswith Off-Balance Sheet Risk And Financial InstrumentsWith
Concentrations of Credit Risk

While SGI establishes reserves for losses and loss adjustment expenses on obligations it has guaranteed
or reinsured to the extent it determines that losses are probable and reasonably estimable, the risk of loss
under SGI’s guarantees extends to the full amount of unpaid principad and interest on dl debt obligations it
has guaranteed (see description of financid guarantee insurance and reinsurance in Note 21.1. of SGI's
March 31, 2016 Statutory Financid Statements). The table below reflects certain information regarding
SGI's in-force principd and interest exposure a March 31, 2016, December 31, 2015 and December 31,
2014. SeeNote 16 to SGI's March 31, 2016 Statutory Financid Statements and to SGI's Annud Statements
for the years ended December 31, 2015 and 2014 for further information. References in the table below to
“Gross’ mean that the amounts are before the effect of ceded reinsurance and references to “Net” mean
tha the amounts are after the effect of ceded reinsurance. The table below excludes SGI’s gross principad
and interest exposure of $5.4 hillion and $4.0 billion & March 31, 2016, $5.7 billion and $4.2 billion at
December 31, 2015 and $7.4 billion and $5.0 billion a December 31, 2014, respectively, (net principd and
interest exposure of $5.4 billion and $4.0 billion a March 31, 2016, $5.7 billion and $4.1 billion at
December 31, 2015 and $7.4 billion and $5.0 billion a December 31, 2014, respectively) under the Back-Up
Guarantees, which relate to policies novated by SGI to SCAI.

The following table sets forth SGI’s in-force guaranteed principa and interest exposure by bond sector
as of March 31, 2016, December 31, 2015 and 2014, respectively:

Bond Exposure

(U.S. dollarsin millions) GPO® NPO®
March 31, December 31, December 31, March31, December 31, December 31,
2016 2015 2014 2016 2015 2014
Public Finance
Generd Obligation . ............... $ 4,017 $ 4,379 $ 7,700 $ 157 $ 161 $ 209
Specid Revenue . .. ............... 4,865 5,056 6,741 78 108 127
Utility ... ... 2,558 2,659 3,944 61 61 62
Appropriation . ... ... ... ... ... ... 816 861 1,333 11 12 17
Other . ....... .. .. ... .. .. ...... 4 4 5 4 4 5
Non Advdorem . ................ 1,604 1,721 2,587 — — —
Totd Public Finance . . ... ......... $13,864 $14,680 $22,310 $ 311 $ 346 $ 420
Asset-Backed Securities
RMBS . ...... ... .. . . . $ 533 $ 559 $ 971 526 552 $ 963
Commercid ABS .. ............... — — 4 — — 4
Total Asset-Backed Securities . .. ... .. $ 533 $ 559 $ 975 $ 526 $ 552 $ 967
Collaterdized Debt Obligations
CashflowCDO. ... ............... $ 4 $ 42 $ 447 $ 41 $ 42 $ 447
Totd Collaterdized Debt Obligations . . .. $ 41 $ 42 $ 447 $ 41 $ 42 $ 447
Structured Single Risk
Globd Infrastructure . . . ... ......... $ 3,829 $ 3,793 $ 5,096 $2,783 $2,710 $ 4,541
Power & Utilities. . . ... ............ 3,873 3,927 4,699 2,504 2,560 3,125
SpecidizedRisk . .. ...... ... .. .. 412 424 792 412 424 792
Totd Structured SingleRisk . . ... .... $ 8114 $ 8,144 $10,587 $5,699 $5,694 $ 8,458
Totd Outstanding . . . ... ............. $22,552 $23,425 $34,319 $6,577 $6,634 $10,292

(1) GPO and NPO represent Gross Principd Outstanding and Net Principa Outstanding, respectively.
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Statements of Admitted Assets, Liabilities and Capital and Surplus:

The following table presents Statements of Admitted Assets, Liabilities and Capital and Surplus as of

March 31, 2016 and December 31, 2015:

Asof
March 31, December 31,
(U.S dollarsin thousands) 2016 2015
Admitted Assets
Cash and invested assets
Bonds atamortized cost ... ... .. ... $ 939570 $ 872,250
DErVatiVES . . . oo 97 521
Other invested aSsetS . . . . . oot 225,048 229,094
Cash, cash equivaents and short-term investments .. ................ 78,640 138,547
Totd cashandinvestedassets . ............ .. .. ... 1,243,355 1,240,412
Premiumsreceivable . ... ... ... .. . .. 483 945
Amountsrecoverablefromreinsurers . ...... ... ... e 361 516
Investmentincomedueandaccrued .. ........ ... ... 3,151 2,930
Receivable from parent, subsidiariesand affiliates . ................... 415 109
Other 8SSEtS . . . . o o 4,534
Totd admitted @SSELS . .. .. ... $1,251,641 $ 1,249,446
Liabilities and Capital and Surplus
Ligbilities
Unearned Premiums . . ... v vttt e $ 110342 $ 111,061
Losses (recoverables) and loss adjustment expenses . . . .. ............. (48,441) (45,407)
Mandatory ContingenCy reSErve . . . ..o v it ittt 86,776 85,147
Ceded reinsurance premiumspayable . ........... ... ... ... ... ... 336 151
Payablefor securities . . ... 6,644 —
Other BXPENSES . . . o it e e e e 2,526 3,695
Payable to parent, subsidiaries and affiliates . . ... .................. 4,561 7,485
Provisionforreinsurance . ... ......... ... 133 133
Taxes, licensesandfees .. ... ... . . 221 224
Totd ligbilities . . .. .. 163,098 162,489
Capitd and surplus
CommMONStOCK . . . .o e 15,000 15,000
Preferred Stock . ... ... 200,000 200,000
SUIPIUS NOLES . . o . ot e e e e 584,334 584,334
Gross paid-in capitd and contributed surplus . . . . ...... ... ... ... 2,046,972 2,046,972
Unassigneddeficit . . . ... ... e (1,757,763)  (1,759,349)
Totd capitd and surplus . . . . ... ... 1,088,543 1,086,957
Totd ligbilitiesand capitd and surplus . . .. ... ... ... ... .. ... $ 1,251,641 $ 1,249,446
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Discussion of Statements of Admitted Assets, Liabilities and Capital and Surplus as of March 31, 2016 and
December 31, 2015

Set forth below isa discussion of certain lineitems of the Statements of Admitted Assets Liabilities
and Capitd and Surplus above.

Cash and | nvested Assets

Cash and invested assets were $1,243.4 million & March 31, 2016, an increase of $3.0 million,
compared to $1,240.4 million a December 31, 2015. The increase is primarily the result of $7.8 million of
net investment gain, $3.0 million net premium receipts, $2.3 million of unredized foreign exchange gains,
$0.8 million net claim and commutation related recoverables, partidly offset by $10.3 million of expenses
paid primarily related to operating, loss adjustment, commission and other expenses and $0.4 million of
unredized losses on derivatives held.

Premiums Receivable

Premiums receivable were $0.5 million at March 31, 2016, a decrease of $0.4 million, as compared to
$0.9 million a December 31, 2015. The decrease isprimarily due to a reduction in receiveble bdance from
SGI-UK as aresult of the termination of the quota share reinsurance agreement with SGI-UK upon the
effectiveness of the Part VII Transfer.

I nvestment | ncomeDue and Accrued

Seediscussion of net investment income bel ow.

Receivable from Parent, Subsidiaries and Affiliates

Receiveble from parent, subsidiaries and affiliates were $0.4 million and $0.1 million a March 31, 2016
and a December 31, 2015, respectively. The slight increase represents a higher receivable due from SCAL.

Other Assets

Other assets were $3.9 million a March 31, 2016, a decrease of $0.6 million, as compared to $4.5
million a December 31, 2015. The net decrease was primarily due to collection of account receivables.

Unearned Premiums

Unearned premiums were $110.3 million at March 31, 2016, a decrease of $0.8 million, as compared to
$111.1 million a December 31, 2015. The decrease was primarily due to the recognition of premiums
earned from the upfront business

Losses (Recoverables) and Loss Adjustment Expenses

Losses (recovergbles) and loss adjustment expenses were $(48.4) million a March 31, 2016, a change of
$(3.0) million, as compared to $(45.4) million a December 31, 2015. The change from the December 31,
2015 bdances is attributable to positive development in SGI's guarantees of RMBS reserves and improved
recoveries on certain other loss exposures partidly offset by adverse developments on SGI's Puerto Rico
exposures

Mandatory Contingency Reserve

Pursuant to section 6903 of the NYIL, the NYDFS granted SGI approvd, in connection with the
preparation of our statutory basis financid statements as of and for the period ended March 31, 2016 and
December 31, 2015, to release statutory basis contingency reserves on terminated policies syntheticaly
commuted policies and policies on which we have established case basis reserves for losses Effective for
both the period ended March 31, 2016 and December 31, 2015, the NY DFS confirmed that SGI may apply
the permitted practice described above to release contingency reserves on an obligation by obligation basis
under policiesinsuring multiple obligations rather than on a policy by policy basis.
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Mandatory contingency reserve was $86.8 million a&t March 31, 2016, an increase of $1.7 million, as
compared to $85.1 million a December 31, 2015. The increase was due to norma accretion to contingency
reserves on the in-force business.

Other Expenses

Other expenses were $2.5 million at March 31, 2016, a decrease of $1.2 million, as compared to $3.7
million a December 31, 2015. The decrease isprincipaly due to lower professiond legd, audit and
consulting expenses as well as premium taxes.

Payable to Parent, Subsidiaries and Affiliates

Payable to parent, subsidiaries and affiliates was $4.6 million a March 31, 2016, a decrease of $2.9
million, as compared to $7.5 million a December 31, 2015. The decrease isprincipdly due to SGI's
payment to Syncora Guarantee Services Inc. of its bdance due as of December 31, 2015.

SGI and its affiliates are parties to a Second Amended and Restated Generd Services Agreement,
whereby Syncora Guarantee Services Inc. provides SGI and its affiliates with generd services including
substantialy dl personnel support, certain office overhead and expenses rent, information technol ogy
services and other items Under the terms of such agreement, the costs of the aforementioned services are
charged to SGI and its affiliates in accordance with the requirements of NY DFS Insurance Regulation 30.
For the period ended March 31, 2016 and March 31, 2015, SGI incurred costs under this agreement in the
amount of $4.1 million and $5.3 million, respectively.

Preferred Capital Stock

Refer to Note 13.B of SGI's 2015 Annud Statement for information regarding SGI’s preferred capita
stock. There was no change in the preferred capitd stock.

Existing SGI Surplus Notes

The carrying vdue of the Existing SGI Surplus Notes was $584.3 million & March 31, 2016 and
December 31, 2015.

In 2009, SGI issued $625.0 million face amount of surplus notes. Pursuant to a permitted accounting
practice granted to SGI by the NYDFS, SGI reports the carrying vaue of the Existing SGI Surplus Notes
a aface vaue amount of $625.0 million, as compared to the estimated fair value thereof, that SGI would
otherwise have been required to reflect such Existing SGI Surplus Notes at in accordance with NAIC SAP.
Any adjustment to the carrying vaue of Existing SGI Surplus Notes would result in an equa and offsetting
adjustment to unassigned funds. As both surplus notes and unassigned funds are elements of capitd and
surplus, a change in the vaue of the surplus notes would not impact capitd and surplus.

Gross Paid-In and Contributed Surplus

There was no change in the gross paid-in-capitd and contributed surplus The baance for gross paid-in
and contributed surplus was $2,047.0 million a March 31, 2016 and December 31, 2015.

Unassigned Deficit

The unassigned deficit was $(1,757.8) million a March 31, 2016, a change of $1.5 million, as
compared to a deficit of $(1,759.3) million & December 31, 2015. The improvement was primarily
attributable to $8.4 million in net income, a change of $(3.0) million in non admitted assets, $(1.8) million
of net unredized loss $(1.6) million in mandatory contingency reserves and $(0.4) million in unredized loss
of derivative asset.
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Statements of |ncome

The following teble presents Statements of Income data for the three months ended March 31, 2016
and 2015:

Three Months Ended March 31,

(U.S. dollarsin thousands) 2016 2015
Underwriting Income
Net premiumsearned . .............i .. $ 3,246 $ 8,077
Underwriting deductions
Net losses (benefit) and loss adjustment expense . . .. ....... ... (752) 14,237
Other underwriting expenses . . . ... ..ot 6,234 8,512
Totd underwritingdeductions . . . . ..................... 5,482 22,749
Net underwritingincome (I0ss) ... ....... .. ... ... ...... (2,236) (14,672)
Investment Income
Netinvestmentincome . ........ ... ... .. ... 7,032 6,561
Netredized capitd gains . . . ... . ... 732 816
Netinvestmentincome . .. ....... .. ... ... 7,764 7,377
Feesandotherincome. .. ..... ... ... . ... . . . 11 75
Income beforefederd incometaxes . .. .................... 5,539 (7,220)
Current federa income tax (benefit) expense . ............... (2,887) (1,027)
Netincome(loSs) . . ... $ 8,426 $ (6,193)

Discussion of Statementsof Income for the Three MonthsEnded M arch 31, 2016 and 2015

Set forth below isa discussion of the change in certain line items of the Statements of Income above.

Net PremiumsEarned

Premiums charged in connection with the issuance of SGI’s policies are received either upfront or in
installments Such premiums are recognized as written when due. Accordingly, under NAIC SAP, future
installment premiums are not recognized as receivable until they are due Once due, instadlment premiums
written are earned ratably over the instalment period, generdly one to six months, which isconsistent with
the expiration of the underlying risk or amortization of the underlying insured principd. Upfront
premiums written are earned based on the proportion of principa and interest paid during the period, as
compared to the totd amount of principa and interest to be paid over the contractud life of the insured
debt obligation.

In addition, when an insured issueisretired early, iscdled by the issuer or isin substance paid in
advance through arefunding accomplished by placing U.S. Government securities in escrow (hereafter
collectively referred to as “Accelerations’), the remaining unearned premium isearned a that time While
financid guarantee premiums assumed are earned based on reports from the reinsured companies, we
believe that the underlying reinsured companies generdly follow the revenue recognition policies and
practices discussed above
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The following table presents for the three months ended March 31, 2016 and 2015, the amount of
earned premiums attributableto upfront and instadlment policies and contracts:

Three Months Ended March 31,

(U.S. dollarsin thousands) 2016 2015
Net premiums earned:
Upfront policies/contracts . .. ........... . i, $ 283 $4,143
Instalment policies/contracts . .. ............ .. ... ... 2,963 3,934
Net premiumsearned . . .. ... . $3,246 $8,077

Net premiums earned were $3.2 million for the three months ended March 31, 2016, a decrease of $4.9
million, as compared to $8.1 million for three months ended March 31, 2015. The decrease in upfront
earned premiums isprimarily attributed to lower earnings from premium Acceleraions in 2016 compared to
2015 and as aresult of the reduction of the insured portfolio. The decrease in instdlment premiums earned
isprimarily due to lower earnings from the instalment premium book of business as a result of the
reduction of the insured portfolio and the cumulative effect of management’s continued remediation efforts.

Discussion of Certain Components of Net Premiums Earned for the Three M onthsEnded M arch 31, 2016 as
Compared tothe Three M onthsEnded March 31, 2015

Direct PremiumsWritten

Financid guarantee insurance premiums written during the period include: (i) premiums received
upfront on insurance policies and (ii) installment premiums due during the period on in-force insurance
policies Accordingly, SGI guarantee premiums written during any period are a function of the mix of such
business. SGI ceased writing substantidly dl new business since January 2008.

The following table presents, for the three months ended March 31, 2016 and 2015, the amount of
direct premiums written attributable to upfront and instdlment policies.

Three Months Ended March 31,

(U.S. dollarsin thousands) 2016 2015
Direct premiums written:
Upfront policies/contracts ... ............ouiinnenn. $ — $ —
Instalment policies/contracts . . .. ......... .. ... .. ... 3,984 3,799
Totd direct premiumswritten . .. ........... ... ... ..... $3,984 $3,799

Direct premiums written were $4.0 million for the three months ended March 31, 2016, an increase of
$0.2 million, from $3.8 million for the three months ended March 31, 2015. The increase in instalment
premiums written ismainly due to premiums recognized by SGI upon the termination of the quota share
reinsurance agreement with SGI-UK in connection with the effectiveness of the Part VII Transfer, partidly
offset by terminations and runoff of the instalment book of business

Reinsurance Premiums Assumed

The following table presents, for the three months ended March 31, 2016 and 2015, the amount of
premiums assumed from SGI-UK, Assured Guaranty Municipd Corp. and other third-party companies

Three Months Ended March 31,

(U.S. dollarsin thousands) 2016 2015
Assumed premiums written:
Affiliate—SGI-UK . .. .. $ — $1,091
Assured Guaranty Municipd Corp. .. ........ ... o 1,467 1,287
XL Insurance (Bermuda) Ltd. .......................... 19 30
Totd assumed premiumswritten . ... ................... $1,486 $2,408
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Reinsurance premiums assumed were $1.5 million for the three months ended March 31, 2016, a
decrease of $0.9 million as compared to $2.4 million for the three months ended March 31, 2015. The
decrease ismainly due to the termination of the quota share reinsurance agreement with SGI-UK upon the
effectiveness of the Part VII Transfer.

Ceded Premiums

The following table presents for the three months ended March 31, 2016 and 2015, the amount of
premiums ceded to SCAI and third-party reinsurers:

Three Months Ended March 31,

(U.S. dollarsin thousands) 2016 2015
Ceded premiums written:
SCAl L $2,622 $2,775
Third-party reinsurers . . .. ... .. 322 26
Totd premiums ceded written . .. ........ .. . ... . $2,944 $2,801

Ceded premiums remained flat and were $2.9 million and $2.8 million for the three months ended
March 31, 2016 and March 31, 2015 respectively.
Net Losses and Loss Adjustment Expenses|ncurred

Net losses and loss adjustment expenses include current year net lossesincurred and adverse or
favorable development of prior year net losses and loss adjustment expenses reserves

The following table presents, for the periods indicated, the activity in SGI’s reserves for losses and loss
adjustment expenses net of reinsurance:

(U.S. dollarsin thousands)

Net ending balance, December 31,2014 . . . .. .. ... ... $111,302
CaSE rESEIVE PIOVISION . . vttt e e 8,741
Lossadjustment eXpense . . . .. ..ot 5,496

Net losses and loss adjustment eXpenses . . ... .o o e et i e 14,237
Paid losses and loss adjustment eXpenses . ... ... .. (24,391)

Net ending balance, March 31,2015 ........... ... ... $101,148

Net ending baance, December 31,2015 . . . .. ......... ... ... ... . ... $(45,407)
Casereservebenefit . ... ... . . e (2,796)
Loss adjusStment EXPENSE . . . . v v vt e 2,044

Net (benefit) lossesand loss adjustment expenses . . . . . .. .o oot (752)
Paid losses and loss adjustment expenses . ... .. ... (2,282)
Net ending balance, March 31,2016 . ... ......... ... $(48,441)

Case Basis Reserves for Losses and Loss Adjustment Expenses

A summary of case basis reserves for losses and loss adjustment expenses as of March 31, 2016 and
December 31, 2015 are summarized as follows:

(U.S. dollarsin thousands) 2016 2015

HELOC, CES and Alt-A mortgageloan collatera . . .............. $ 114,269 $ 121,923
Publicfinance . .. ... .. . . 35,296 22,717
Structured singlerisk . ... ... (198,797)  (190,829)
CDOS .« vttt 791 782
Tota . .. $ (48,441) $ (45,407)
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SGI recorded a (benefit) provision for losses and loss adjustment expenses of $(0.8) million and $14.2
million for the three months ended March 31, 2016 and 2015, respectively. The benefit primarily reflects
positive development in SGI’'s guarantees of certain RMBS and structured singlerisk transactions, partialy
offset by adverse development in SGI’s guarantees of certain public finance transactions See below for
discussion.

Asset-Backed Securities

For the three months ended March 31, 2016 and 2015, SGI recorded a benefit for losses and loss
adjustment expenses, after giving effect to reinsurance, of $(7.9) million and $(1.6) million, respectively,
relating to its guarantees of insured obligations related to RMBS, supported by HELOC, CES, and Alt-A
(first lien mortgages indligible for purchase by Fannie Mae or Freddie Mac) mortgage loan collaterd.
Reserves for unpaid losses and loss adjustment expenses on such guarantees, after giving effect to
reinsurance, were $114.3 million and $121.9 million as of March 31, 2016 and December 31, 2015,
respectively ($114.3 million and $121.9 million, respectively, before giving effect to reinsurance).

SGI's estimates of reserves are determined based on an andysis of results of cash flow models The
models project expected cash flows from the underlying mortgage notes The model output is dependent on,
and sensitive to, key assumptions regarding default rates draw rates draw periods, recoveries and
prepayment rates, among others The cash flow from the mortgages isthen run through the payment
“waerfdl” as set forth in the indenture for each transaction. Claims in respect of principa generdly result
when the outstanding principal badance of the mortgages islessthan the outstanding principd baance of
theinsured notes, except when the principd baance isdue for payment on the scheduled maturity date.
Recoveries result when cash flow from the mortgages is available for repayment, typicdly after the insured
notes are paid off in full.

SGI bases its default assumptions for the second lien transactions (HELOCs and CESs) in large part
on recent observed default rates and the current pipeline of delinquent loans The losses for the second lien
transactions (HELOCs and CESs) are estimated based on a model using a constant default rate curve.

SGI generdly observed peak defaults for the second lien transactionsin 2009 and 2010. Default rates
a March 31, 2016 are mostly forecasted with steady state default rates Exceptions to this may include
transactions for which there isan excessivebuild-up of severely delinquent loans for which defaults are
anticipated or transactions whose collaterd includes loans whose interest-only periods will end, a which
point temporary increases to default rates are expected.

SGI assumes a steady state constant default rate a arate well above historicd norms Net losses will be
greaer if the time it takes the mortgage performance to stabilize islonger than currently anticipated or if
ramp down periods are extended beyond SGI’s current assumption. The constant default rate isa function
of severd factors, one of which isthe state of the economy and unemployment.

SGI's default assumptions for the first lien transactionsa March 31, 2016 were based on current
delinquent loans and andysis of historicd defaults for loans with similar characteristics A loss severity was
applied to the first lien defaults ranging from 41.8% to 66.8% based upon actud loss severity observances
and collatera characteristics to determine the expected loss on the collaerd in those transactions

SGI has exercised rights available to it in connection with its insurance of certain RMBS to require the
sponsor of such securities and/or the originator of mortgage loans backing such securities to repurchase
mortgage loans backing such securities that breached certain representations and warranties and/or to pay
damages, and in the case of claims against GreenPoint, these claims are now being pursued by U.S. Bank as
indenture trustee While a sponsor and GreenPoint have disputed, and may in the future dispute, their
obligations to repurchase dl or a portion of these mortgages and/or to pay damages, if SGI or the
indenture trustee issuccessful in enforcing its rights, whether through litigation or otherwise, it will reduce
the ultimate losses SGI expects to incur through its insurance of the aforementioned securities As of
March 31, 2016, SGI recorded a net benefit for a portion of SGI's interest in noticed putbacks, which
include approximately $527 million in origind principd baance of mortgage loans putbacks that have been
noticed to date by U.S. Bank which, despite the strength of SGI’'s or indenture trustee's claims, are subject to
materid discounts for the inherent uncertainty of litigation, timing and collectability. The amount of
noticed putbacks may increase through future repurchase demands SGI’s discounted interest in this benefit
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isrecorded in SGI's financia statements through a reduction in reserves for lossesthat it would otherwise
have had to carry. Given the inherent uncertainty of litigation, no assurance can be giventhat SGI or
indenture trustee will be successful in enforcing its rights to require a sponsor or GreenPoint to repurchase
the mortgage loans and/or pay damages discussed above or, if successful, in collecting. If SGI or indenture
trustee were successful in enforcing these rights the ability of SGI to redize afinanciad benefit from the
repurchase of mortgages loans and/or damages paid by a sponsor or GreenPoint islimited to the losses
incurred by SGI through itsinsurance of the RMBS backed by such mortgages and by the financid ability
of the sponsor or GreenPoint to honor their obligations Asaresult, and due to the risks involved in any
litigation, the actud recoveries and therefore the benefit to SGI may vary materidly (favorably or
unfavorably) from SGI’s estimates.

Public Finance

During the three months ended March 31, 2016 and 2015, SGI recorded a provision for losses and loss
adjustment expenses, after giving effect to reinsurance, of $12.6 million and $6.2 million, respectively,
relating to its guarantees of public finance transactions As of March 31, 2016 and December 31, 2015,
SGI’s reserves for unpaid losses and |oss adjustment expenses on such guarantees, after giving effect to
reinsurance, were $35.3 million and $22.8 million ($87.4 million and $62.5 million before giving effect to
reinsurance).

Sructured Single Risk

During the three months ended March 31, 2016 and 2015, SGI recorded a (benefit) provision for losses
and loss adjustment expenses, after giving effect to reinsurance, of $(5.5) million and $9.6 million,
respectively, relating to its guarantees of structured singlerisk transactions. As of March 31, 2016 and
December 31, 2015, SGI's reserves for unpaid losses and loss adjustment expenses on such guarantees, after
giving effect to reinsurance, were $(198.8) million and $(190.9) million ($(198.4) million and $(190.1)
million before giving effect to reinsurance).

Collateralized Debt Obligations

During the three months ended March 31, 2016 and 2015, SGI recorded a benefit for losses and loss
adjustment expenses, after giving effect to reinsurance, of $0 million, relating to its guarantees of CDOs
Reserves for unpaid losses and loss adjustment expenses on such guarantees, after giving effect to
reinsurance, were $0.8 million as of March 31, 2016 ($0.8 million before giving effect to reinsurance). Such
reserves relae to one transaction with totd gross principa exposure of $2.2 million a March 31, 2016.

Reserves for unpaid losses and loss adjustment expenses on such guarantees, after giving effect to
reinsurance, were $0.8 million as of December 31, 2015 ($0.8 million before giving effect to reinsurance).
Such reserves relate to one transaction with totd gross principd exposure of $2.2 million a& December 31,
2015.

Other Underwriting Expenses

Other underwriting expenses were $6.2 million for the three months ended March 31, 2016, a decrease
of $2.3 million as compared to $8.5 million for the three months ended March 31, 2015. The decrease
resulted primarily from lower compensation for employee servicesand professiond services (including legd,
financid advisory, consulting, accounting and tax services) of $(1.0) million and lower operating expenses
of $(1.1) million.

SGI and its affiliates are parties to a Second Amended and Restated Generd Services Agreement,
whereby Syncora Guarantee Services Inc. provides SGI and its affiliates with generd services including
substantialy dl personnel support, certain office overhead and expenses rent, information technol ogy
services and other items Under the terms of such agreement, the costs of the aforementioned services are
charged to SGI and its affiliates in accordance with the requirements of NYDFS Insurance Regulation 30.
For the three months ended March 31, 2016 and 2015, SGI incurred costs under this agreement in the
amount of $4.1 million and $5.3 million, respectively.
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Net | nvestment | ncome

Net investment income was $7.0 million for the three months ended March 31, 2016, an increase of
$0.4 million, as compared to $6.6 million for the three months ended March 31, 2015. The increase in net
investment income was primarily due to the higher level of average invested assets coupled with alonger
duration.

The following tables present investment income, net of fees, average invested assets, and the effective
yield for the three months ended March 31, 2016 and 2015, and the duration of SGI’s invested assets as of
March 31, 2016 and 2015:

Three MonthsEnded March 31,

(U.S. dollarsin thousands) 2016 2015
Investmentincome netof fees . .. ... ... ... .. ... .. ... $ 7032 $ 6,561
Averageinvestedassets™® . . ... ... $1,252,783  $1,170,491
Effectiveyidd® . ... ... . .. .. 2.25% 2.24%

(1) Represents the average of the amortized cost of debt securities, other invested assets, short-term
investments and cash and cash equivaents for the respective periods

(2) Effective yield represents investment income, net of feesas a percentage of average invested assets The
increase in effective yield was mainly due to disposition of lower yielding bonds to fund loss related
and remediation activity.

Asof March 31,
2016 2015

Duraion (iNYears) . .. ..cvv vt e e e e 1.6 15

Net Realized Capital Gains

Net redized capitd gains on investments were $0.7 million for three months ended March 31, 2016, as
compared to net redized capitd gains of $0.8 million for the three months ended March 31, 2015. The net
redized capitd gains for the three months ended March 31, 2016 were primarily due to redized gains on
dispositions of uninsured cash flow certificates of $0.9 million, partidly offset by other than temporary
impairments of $(0.2) million on bonds in the portfolio.

Current Federal IncomeTax Benefit

Under SHI's tax sharing agreement with its subsidiaries, a complimentary method isused which results
in reimbursement by profitable affiliates to loss affiliates for tax benefits generated by loss effiliates As a
result of this tax sharing agreement, SGI recorded a $2.9 million tax benefit for current federd and foreign
income taxes during the three months ended March 31, 2016 compared to a $1.0 million tax benefit during
the three months ended March 31, 2015.
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Statements of Admitted Assets, Liabilities and Capital and Surplus:

The following table presents Statements of Admitted Assets, Liabilities and Capitd and Surplus as of

December 31, 2015 and 2014:

Asof December 31,

(U.S dollarsin thousands) 2015 2014
Admitted Assets
Cash and invested assets
Bonds, atamortized Cost . . ... ... $ 872250 $ 884,210
Common StOCK . . . . o — 59,406
DerivatiVeS . . . . 521 3,182
Other invested assetS . . . . . v vt oo 229,094 165,670
Cash, cash equivdents and short-term investments . . . ... ............ 138,547 92,147
Totd cashandinvestedassets . . . . ... 1,240,412 1,204,615
Premiumsreceivable . . . ... ... 945 2,370
Amountsrecoverablefromreinsurers . .. ... .. . 516 370
Investment incomedueandaccrued . . . . ... ... .. 2,930 2,807
Receivable from parent, subsidiariesand affiliates ... ................. 109 1,491
Other 8SSEtS . . . . o 4,534 7,878
Totd admitted @SSEtS . . . . . .. $ 1,249,446 $ 1,219,531
Liabilities and Capital and Surplus
Ligbilities
Unearned premiums . . ... ..ottt $ 111,061 $ 141,637
Losses (recoverables) and loss adjustment expenses . ... ....... ... ... (45,407) 111,302
Reinsurance payable on paid loss and loss adjustment expenses . ... ..... — 462
Mandatory ContingenCy reSEIVE . . . . v v v vttt et e e 85,147 98,454
Ceded reinsurance premiumspayable . .. ....... ... .. .. .. ... 151 164
Payablefor securities. . . .. ... .. — 3,774
Other BXPENSES . . . o o v it e 3,695 966
Deferred gain. . ... ... — 139
Payable to parent, subsidiaries and affiliates . ..................... 7,485 6,219
Provision for reinsuranCe . . . . ..o vt e 133 199
Taxes licensesandfees . . ... .. 224 219
Totd lidbilities .. ... . 162,489 363,535
Capitd and surplus
Commonstock . ... 15,000 15,000
Preferred stock . . ... .. 200,000 200,000
SUPIUS NOLES . . . o o e e e e 584,334 584,334
Gross paid-in capitd and contributed surplus . .. ... ... .o L. 2,046,972 2,046,972
Unassigned deficit . ......... .. e (1,759,349)  (1,990,310)
Totd capitd andsurplus .. ........... . .. 1,086,957 855,996
Totd liabilitiesand capitd andsurplus .. ...................... $ 1,249,446  $ 1,219,531
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Discussion of Statementsof Admitted Assets, Liabilities and Capital and Surplus as of December 31, 2015
and 2014

Set forth below isa discussion of certain lineitems of the Statements of Admitted Assets Liabilities
and Capitd and Surplus above

Cash and | nvested Assets

Cash and invested assets were $1,240.4 million at December 31, 2015, an increase of $35.8 million,
compared to $1,204.6 million at December 31, 2014. The increase is primarily the result of $53.8 million of
net investment income, $23.7 million of unredized gains on other invested assets, $14.7 million of net
premium receipts and $1.3 million of other income, partidly offset by $38.7 million of expenses paid
primarily related to operating, loss adjustment, commission and other expenses, $11.2 million of net claim
and commutation related payments $5.8 million of unredized foreign exchange loss and $2.7 million of
unredized losses on derivatives held.

Premiums Receivable

Premiums receivable were $0.9 million a December 31, 2015, a decrease of $1.5 million, as compared
to $2.4 million & December 31, 2014. The decrease isprimarily due to areduction in receiveble baance
from SGI-UK as aresult of the termination of the quota share reinsurance agreement with SGI-UK upon
the effectiveness of the Part VII Transfer.

I nvestment | ncomeDue and Accrued

Seediscussion of net investment income below.

Receivable from Parent, Subsidiaries and Affiliates

Receivable from parent, subsidiaries and affiliates were $0.1 million and $1.5 million at December 31,
2015 and & December 31, 2014, respectively. The $1.4 million decrease represents $1.5 million of payments
to SGI from Pike Pointe and SHI on their December 31, 2014 baances due SGI partidly offset by a $0.1
million December 31, 2015 SGI receivable due from SCAI.

Other Assets

Other assets were $4.5 million a December 31, 2015, a decrease of $3.4 million, as compared to $7.9
million a December 31, 2014. The net decrease was primarily due to areturn of the $3.8 million collaterd
deposit in 2015 as a result of the associated policy termination.

Unearned Premiums

Unearned premiums were $111.1 million a December 31, 2015, a decrease of $30.5 million, as
compared to $141.6 million a& December 31, 2014. The decrease was primarily due to the recognition of
premiums earned from the upfront business and Premium Accelerations (as defined below) as a result of
the effect of management’s active remediation efforts during the year.

Losses (Recoverables) and Loss Adjustment Expenses

Losses (recoverables) and loss adjustment expenses were $(45.4) million a December 31, 2015, a
change of $(156.7) million, as compared to $111.3 million & December 31, 2014. This positive change was
primarily driven by the release of reserves related to transactionsin December 2015 that commuted and
reinsured key structured singlerisk credits with refinancing, foreign exchange and/or index-linked risks, as
well as structured RMBS credits, in addition to an increase in savage recoverable.

Mandatory Contingency Reserve

Pursuant to section 6903 of the NYIL, the NYDFS granted SGI approvd, in connection with the
preparation of our statutory basis financiad statements as of and for the year ended December 31, 2015 and
2014, to release statutory basis contingency reserves on terminated policies, syntheticdly commuted policies
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and policies on which we have established case basis reserves for losses Effective for both the year ended
December 31, 2015 and 2014, the NY DFS confirmed that SGI may apply the permitted practice described
above to release contingency reserves on an obligation by obligation basis under policies insuring multiple
obligations rather than on a policy by policy basis

Mandatory contingency reserve was $85.1 million et December 31, 2015, a decrease of $13.4 million,
as compared to $98.5 million a December 31, 2014. The decrease was primarily due to $(11.2) million of
contingency reserves released pursuant to SGI's permitted accounting practices noted above and $(6.2)
million of reinsurance contingency reserves ceded, partidly offset by $4.0 million of norma accretion to
contingency reserves on the in-force business.

Other Expenses

Other expenses were $3.7 million a December 31, 2015, an increase of $2.7 million, as compared to
$1.0 million a December 31, 2014. The increase isprincipdly due to accruds related to legd, professiond
and consulting fees

Payable to Parent, Subsidiaries and Affiliates

Payable to parent, subsidiaries and affiliates was $7.5 million a December 31, 2015, an increase of $1.3
million, as compared to $6.2 million a December 31, 2014. The increase isdue to $3.0 million increase in
SGI’s liability to Syncora Guarantee Services Inc. for charges under the generd services agreement, partidly
offset by SGI's payment to SCAI of its December 31, 2014 baance due of $1.8 million.

SGI and its affiliates are parties to a Second Amended and Restated Generd Services Agreement,
whereby Syncora Guarantee Services Inc. provides SGI and its affiliates with generd services including
substantialy dl personnel support, certain office overhead and expenses rent, information technology
services and other items Under the terms of such agreement, the costs of the aforementioned services are
charged to SGI and its affiliates in accordance with the requirements of NY DFS Insurance Regulation 30.
For the year ended December 31, 2015 and 2014, SGI incurred costs under this agreement in the amount of
$19.4 million and $18.9 million, respectively.

Preferred Capital Stock

Refer to Note 13.B of SGI’s 2015 Annud Statement for information regarding SGI’s preferred capita
stock. There was no change in the preferred capitd stock.

Existing SGI Surplus Notes

The carrying vadue of Existing SGI Surplus Notes were $584.3 million at December 31, 2015 and
December 31, 2014.

In 2009, SGI issued $625.0 million face amount of surplus notes. Pursuant to a permitted accounting
practice granted to SGI by the NYDFS, SGI reports the carrying vaue of the Existing SGI Surplus Notes
a aface vaue amount of $625.0 million, as compared to the estimated fair value thereof, that SGI would
otherwise have been required to reflect such Existing SGI Surplus Notes at in accordance with NAIC SAP
Any adjustment to the carrying vaue of Existing SGI Surplus Notes would result in an equa and offsetting
adjustment to unassigned funds. As both surplus notes and unassigned funds are elements of capitd and
surplus, a change in the vaue of the Existing SGI Surplus Notes would not impact capitd and surplus

Gross Paid-In and Contributed Surplus

There was no change in the gross paid-in-capitd and contributed surplus The baance for gross paid-in
and contributed surplus was $2,047.0 million a December 31, 2015 and 2014.
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Unassigned Deficit

The unassigned deficit was $(1,759.3) million a December 31, 2015, a positive change of $231.0
million, as compared to a deficit of $(1,990.3) million & December 31, 2014. The improvement was
primarily attributableto $209.0 million in net income, a change of $17.9 million of net unredized gains,
$13.3 million in mandatory contingency reserves, partidly offset by $(2.7) million in unredized loss of
derivaive asset and $(6.6) million in change in non admitted assets.

Statements of Income

The following table presents Statements of Income data for the year ended December 31, 2015 and
2014:

Year Ended December 31,

(U.S. dollarsin thousands) 2015 2014
Underwriting Income
Net premiumsearned . . ... .......''tiiinnn $ 43346  $ 49,210
Underwriting deductions
Net (benefit) losses and loss adjustment expense ... ........... (140,958) 118,263
Other underwriting expenses . . . . .. oo vttt e e 36,262 27,531
Totd underwritingdeductions .. ....................... (104,696) 145,794
Net underwritingincome (I0ss) . .. .........c ... 148,042 (96,584)
Investment Income
Netinvestmentincome .. ......... ... . ... i 39,433 36,475
Netredizedcapitd gains. . .. ... ... i 14,382 1,311
Netinvestmentincome . ........ ... .. ... 53,815 37,786
Feesandotherincome .. ... ... ... ... . . .. . . i, 668 1,140
Income (loss) before federa incometaxesbenefit . . . ............. 202,525 (57,658)
Current federd incometax benefit . . . ......... ... ... ....... (6,444) (4,916)
Netincome (I0SS) .. ... $208,969  $(52,742)

Discussion of Statements of Income for the Year Ended December 31, 2015 and 2014

Set forth below isa discussion of the change in certain line items of the Statements of Income above

Net PremiumsEarned

Premiums charged in connection with the issuance of SGI’s policies are received either upfront or in
instalments Such premiums are recognized as written when due. Accordingly, under NAIC SAP, future
installment premiums are not recognized as receivable until they are due Once due, instadlment premiums
written are earned ratably over the instalment period, generdly one to six months, which isconsistent with
the expiration of the underlying risk or amortization of the underlying insured principd. Upfront
premiums written are earned based on the proportion of principa and interest paid during the period, as
compared to the totd amount of principa and interest to be paid over the contractud life of the insured
debt obligation.

In addition, when an insured issue isretired early, iscdled by the issuer or isin substance paid in
advance through arefunding accomplished by placing U.S. Government securities in escrow, any remaining
unearned premium revenue isearned at tha time since there isno longer risk to SGI. Also, premiums
earned may be accelerated as a result of SGI's remediation transactions, which result in SGI no longer
being a risk (hereafter collectively referred to as“Premium Accelerations’). While financid guarantee
premiums assumed are earned based on reports from the reinsured companies, we believethat the
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underlying reinsured companies generdly follow the revenue recognition policies and practices discussed
above

The following table presents, for the year ended December 31, 2015 and 2014, the amount of earned
premiums attributable to upfront and instdlment policies and contracts:

Year Ended December 31,

(U.S. dallarsinthousands) 2015 2014
Net premiums earned:
Upfront policies/contracts . . ......... .., $30,399  $29,791
Instalment policies/contracts .. .............. ... ... 12,947 19,419
Net premiumsearned .. ......... .. $43,346  $49,210

Net premiums earned were $43.3 million for the year ended December 31, 2015, a decrease of $5.9
million, as compared to $49.2 million for year ended December 31, 2014. The increase in upfront earned
premiums isprimarily attributed to higher earnings from Premium Accelerations in 2015 compared to 2014.
The decrease in instdlment premiums earned isprimarily due to lower earnings from the instalment
premium book of business as aresult of the reduction of the insured portfolio.

Discussion of Certain Componentsof Net Premiums Earned for the Year Ended December 31, 2015 as
Compared to the Year Ended December 31, 2014

Direct PremiumsWritten

Financid guarantee insurance premiums written during the period include: (i) premiums received
upfront on insurance policies and (ii) installment premiums due during the period on in-force insurance
policies Accordingly, SGI’s guarantee premiums written during any period are a function of the mix of
such business SGI ceased writing substantidly dl new business since January 2008.

The following table presents, for the year ended December 31, 2015 and 2014, the amount of direct
premiums written attributable to upfront and installment policies

Year Ended December 31,

(U.S. dallarsin thousands) 2015 2014
Direct premiums written:
Upfront policies/contracts . ............................... $59,401  $ 3,957
Instalment policies/contracts .. ................ . ... 13,225 14,285
Totd direct premiumswritten . ..............c.ciinan. $72,626  $18,242

Direct premiums written were $72.6 million for the year ended December 31, 2015, an increase of
$54.4 million, from $18.2 million for the year ended December 31, 2014. Upfront premiums written
increased as a result of the novated policies from SGI-UK. The lower instdlment premiums written is
mainly due to terminations and the runoff of the instdlment book of business

Reinsurance Premiums Assumed

The majority of SGI's financid guarantee reinsurance business was assumed from SGI-UK (see Note
10 of SGI's 2015 Annud Statement) and Assured Guaranty Municipa Corp.
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The following table presents for the year ended December 31, 2015 and 2014, the amount of premiums
assumed from SGI-UK, Assured Guaranty Municipd Corp. and other third-party companies

Year Ended December 31,

(U.S. dallarsinthousands) 2015 2014
Assumed premiums written:
Affiliate—SGI-UK . . ... $(56,051) $1,317
Assured Guaranty Municipd Corp. ... ... o 3,786 5,599
XL Insurance (Bermuda) Ltd. ........................... 104 130
Third-party primary companies . . . ..., — 30
Totd assumed premiumswritten . . ..., $(52,161) $7,076

Reinsurance premiums assumed were $(52.2) million for the year ended December 31, 2015, a decrease
of $(59.3) million as compared to $7.1 million for the year ended December 31, 2014. The decrease is mainly
due to the termination of the quota share reinsurance agreement with SGI-UK upon the effectiveness of the
Part VII Transfer.

Ceded Premiums

The following table presents, for the year ended December 31, 2015 and 2014, the amount of premiums
ceded to SCAI and other third-party reinsurers:

Year Ended December 31,

(U.S. dallarsinthousands) 2015 2014
Ceded premiums written:
SCAl $6,037 $6,070
Other third-party reinsurers . . . ... 1,657 112
Totd premiumsceded written . . . ..., $7,694 $6,182

Ceded premiums were $7.7 million for the year ended December 31, 2015, an increase of $1.5 million
as compared to $6.2 million for the year ended December 31, 2014. The increase in other third party
reinsurance ismainly the result of SGI’'s remediation related transactions.

Net (Benefit) Losses and Loss Adjustment Expenses

Net (benefit) losses and loss adjustment expenses include current year net (benefit) lossesincurred and
adverse or favorable development of prior year net losses and loss adjustment expenses

The following table presents, for the periods indicated, the activity in SGI’s reserves for losses and loss
adjustment expenses net of reinsurance;

(U.S. dollarsin thousands)

Net ending balance, December 31,2013 ... ........o ittt $(258,784)
CasereserVe PrOVISION . . . o v it e e e e e e 113,520
Lossadjustment eXpense . . . . . ... 4,743

Net losses and loss adjustment eXpenses. . . . ..o v v v e e e e e e 118,263
Paid losses and loss adjustment expenses . . . . . . ... 251,823

Net ending baance, December 31,2014 . . ... ... .. .. 111,302
Casereservebenefit . ........ ... . .. (146,633)
Lossadjustment eXpense . . . . . ... 5,675

Net (benefit) lossesand loss adjustmentexpense . . . ... ... o i i i (140,958)
Paid losses and loss adjustment eXpenses . . . . . ..o oo (15,751)
Net ending baance, December 31,2015 ... ......... 0ttt $ (45,407)
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Net (benefit) for losses and loss adjustment expenses incurred were $(141.0) million and $118.3 million
for the year ended December 31, 2015 and 2014, respectively. The benefit was primarily driven by the
release of reserves related to the commutation transactions noted above, as well asimproved recoveries on
loss exposures. See below for further discussion.

Asset-Backed Securities

For the year ended December 31, 2015 and 2014, SGI recorded a benefit for losses and loss adjustment
expenses, after giving effect to reinsurance, of $(23.9) million and $(29.2) million, respectively, relaing to its
guarantees of insured obligations related to RMBS, supported by HELOC, CES, and Alt-A (first lien
mortgages ineligible for purchase by Fannie Mae or Freddie Mac) mortgage loan collaterd. Reserves for
unpaid losses and loss adjustment expenses on such guarantees, after giving effect to reinsurance, were
$121.9 million and $142.5 million as of December 31, 2015 and 2014, respectively ($121.9 million and
$142.5 million, respectively, before giving effect to reinsurance).

SGI's estimates of reserves are determined based on an andysis of results of cash flow models The
models project expected cash flows from the underlying mortgage notes The model output is dependent on,
and sensitive to, key assumptions regarding default rates draw rates draw periods, recoveries and
prepayment rates among others The cash flow from the mortgages isthen run through the payment
“waerfdl” as set forth in the indenture for each transaction. Claims in respect of principa generdly result
when the outstanding principal badance of the mortgages islessthan the outstanding principd baance of
theinsured notes, except when the principd baance isdue for payment on the scheduled maturity date.
Recoveries result when cash flow from the mortgages is available for repayment, typicdly after the insured
notes are paid off in full.

SGI bases its default assumptions for the second lien transactions (HELOCs and CESs) in large part
on recent observed default rates and the current pipeline of delinquent loans The losses for the second lien
transactions (HELOCs and CESs) are estimated based on a model using a constant default rate curve.

SGI generdly observed peak defaults for the second lien transactionsin 2009 and 2010. Default rates
at December 31, 2015 are mostly forecasted with steady state default rates Exceptions to this may include
transactions for which there isan excessivebuild-up of severely delinquent loans for which defaults are
anticipated or transactions whose collaterd includes loans whose interest-only periods will end, a which
point temporary increases to default rates are expected.

SGI assumes a steady state constant default rate a arate well above historicd norms Net losses will be
greaer if the time it takes the mortgage performance to stabilize islonger than currently anticipated or if
ramp down periods are extended beyond SGI’s current assumption. The constant default rate isa function
of severd factors, one of which isthe state of the economy and unemployment.

SGI's default assumptions for the first lien transactions a December 31, 2015 were based on current
delinquent loans and andysis of historicd defaults for loans with similar characteristics A loss severity was
applied to the first lien defaults ranging from 42.3% to 67.3% based upon actud |oss severity observances
and collatera characteristics to determine the expected loss on the collaerd in those transactions

SGI has exercised rights available to it in connection with its insurance of certain RMBS to require the
sponsor of such securities and/or the originator of mortgage loans backing such securities to repurchase
mortgage loans backing such securities that breached certain representations and warranties and/or to pay
damages, and in the case of claims against GreenPoint, these claims are now being pursued by U.S. Bank as
indenture trustee While a sponsor and GreenPoint have disputed, and may in the future dispute, their
obligations to repurchase dl or a portion of these mortgages and/or to pay damages, if SGI or the
indenture trustee issuccessful in enforcing its rights, whether through litigation or otherwise, it will reduce
the ultimate losses SGI expects to incur through its insurance of the aforementioned securities (see Note 21
of SGI's 2015 Annud Statement). As of December 31, 2015 and December 31, 2014, SGI recorded a net
benefit for a portion of SGI's interest in noticed putbacks, which include approximately $527 million in
origind principa bdance of mortgage loan putbacks that have been noticed to date by U.S. Bank which,
despite the strength of SGI’s or indenture trustee’s claims, are subject to materiad discounts for the inherent
uncertainty of litigation, timing and collectebility. The amount of noticed putbacks may increase through
future repurchase demands SGI’s discounted interest in this benefit isrecorded in SGI's financid
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statements through areduction in reserves for lossesthat it would otherwise have had to carry. Given the
inherent uncertainty of litigation, no assurance can be given that SGI or indenture trustee will be successful
in enforcing its rights to require a sponsor or GreenPoint to repurchase the mortgage loans and/or pay
damages discussed above or, if successful, in collecting. If SGI or indenture trustee were successful in
enforcing these rights, the ability of SGI to redize a financid benefit from the repurchase of mortgages
loans and/or damages paid by a sponsor or GreenPoint islimited to the lossesincurred by SGI through its
insurance of the RMBS backed by such mortgages and by the financid ability of the sponsor or
GreenPoint to honor their obligations. Asa result, and due to the risks involved in any litigation, the actua
recoveries and therefore the benefit to SGI may vary materidly (favorably or unfavorably) from SGI’s
estimates.

Public Finance

During the year ended December 31, 2015 and 2014, SGI recorded a provision (benefit) for losses and
loss adjustment expenses, after giving effect to reinsurance, of $19.5 million and $(6.0) million, respectively,
relating to its guarantees of public finance transactions As of December 31, 2015 and 2014, SGI’s reserves
for unpaid losses and loss adjustment expenses on such guarantees, after giving effect to reinsurance, were
$22.8 million and $11.4 million ($62.5 million and $33.5 million before giving effect to reinsurance).

Sructured Single Risk

During the year ended December 31, 2015 and 2014, SGI recorded a (benefit) provision for losses and
loss adjustment expenses, after giving effect to reinsurance, of $(136.7) million and $155.8 million,
respectively, relating to its guarantees of structured single risk transactions As of December 31, 2015 and
2014, SGI’s reserves for unpaid losses and loss adjustment expenses on such guarantees, after giving effect
to reinsurance, were $(190.9) million and $(43.3) million ($(190.1) million and $(43.3) million before giving
effect to reinsurance).

Collateralized Debt Obligations

During the year ended December 31, 2015 and 2014, SGI recorded a provision (benefit) for losses and
loss adjustment expenses, after giving effect to reinsurance, of $0.1 million and $(2.3) million, respectively,
relating to its guarantees of CDOs Reserves for unpaid lossesand loss adjustment expenses on such
guarantees, after giving effect to reinsurance, were $0.8 million as of December 31, 2015 ($0.8 million before
giving effect to reinsurance). Such reserves relate to one transaction with totd gross principd exposure of
$2.2 million a December 31, 2015.

Reserves for unpaid losses and loss adjustment expenses on such guarantees, after giving effect to
reinsurance, were $0.7 million as of December 31, 2014 ($0.7 million before giving effect to reinsurance).
Such reserves relate to one transaction with totd gross principd exposure of $2.2 million a& December 31,
2014.

Other Underwriting Expenses
Other underwriting expenses were $36.3 million for the year ended December 31, 2015, an increase of
$8.8 million as compared to $27.5 million for the year ended December 31, 2014. The increase resulted
primarily from higher compensation expenses, as well as increased professiona services (including legdl,
financid advisory, consulting, accounting and tax services) related to SGI's strategic initiatives

SGI and its affiliates are parties to a Second Amended and Restated Generd Services Agreement,
whereby Syncora Guarantee Services Inc. provides SGI and its affiliates with generd services including
substantialy dl personnel support, certain office overhead and expenses rent, information technol ogy
services and other items Under the terms of such agreement, the costs of the aforementioned services are
charged to SGI and its affiliates in accordance with the requirements of NY DFS Insurance Regulation 30.
For the year ended December 31, 2015 and 2014, SGI incurred costs under this agreement in the amount of
$19.4 million and $18.9 million, respectively.

Net | nvestment | ncome

Net investment income was $39.4 million for the year ended December 31, 2015, an increase of $2.9
million, as compared to $36.5 million for the year ended December 31, 2014. The increase in net investment
income was primarily due to the higher level of average invested assets coupled with alonger duration.
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The following tables present investment income, net of fees average invested assets, and the effective
yield for the year ended December 31, 2015 and 2014, and the duration of SGI's invested assets as of
December 31, 2015 and 2014:

Year Ended December 31,

(U.S. dollarsin thousands) 2015 2014
Investment income, netof fees™® . .. ... ... ... ... $ 39433 $ 36475
Averageinvested assets® . ... ... ... $1,212,403  $1,146,485
Effectiveyidd® . ... . ... 3.25% 3.18%

(1) Net investment income includes $12.2 million and $12.2 million of interest earned on surplus note of
SCAI for the year ended December 31, 2015 and December 31, 2014, respectively.

(2) Represents the average of the amortized cost of debt securities, other invested assets, short-term
investments and cash and cash equivaents for the respective periods

(3) Effective yield represents investment income, net of feesas a percentage of average invested assets The
increase in effective yield was mainly due to 2015'smix of investment holdings with longer-duration,
higher-yielding securities as compared to 2014.

Asof
December 31,
2015 2014

Duraion (iNYears) .. ... ...t 15 1.3

Net Realized Capital Gains

Net redized capitd gains on investments were $14.4 million, before provision for capitd gains tax
expense of zero for year ended December 31, 2015, as compared to net redized capitd gains of $1.7 million
before provision for capitd gains tax expense of $(0.4) million for the year ended December 31, 2014. The
net redized capitd gains for the year ended December 31, 2015 were primarily due to redized gains on
dissolution of the common stock of SGI-UK of $17.4 million, redized gains on dispositions of uninsured
cash flow certificates and bonds of $0.4 million and $0.3 million, respectively, and the recapture of $0.1
million of previously deferred capitd gains on securities transferred in the initid capitalization of SCAI,
partidly offset by other than temporary impairmentsof $3.7 million on bonds in the portfalio.

Current Federal IncomeTax Benefit

Under SHI tax sharing agreement with its subsidiaries, a complimentary method isused which results
in reimbursement by profitable affiliates to loss affiliates for tax benefits generated by loss affiliates As a
result of this tax sharing agreement, SGI recorded a current federd income tax benefit of $(6.7) million
that was partidly offset by a $0.3 million foreign tax provision during the year ended December 31, 2015
compared to current federad income tax benefit of $(5.6) million that was partidly offset by a $0.7 million
foreign tax provision during the year ended December 31, 2014.
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Statements of Admitted Assets Liabilities and Capital and Surplus:

The following table presents Statements of Admitted Assets, Liabilities and Capitd and Surplus data

for the as of December 31, 2014 and 2013:

Asof December 31,

(U.S. dallarsinthousands) 2014 2013
Admitted Assets
Cash and invested assets
Bonds at amortized CoSt . ... ... ... $ 884210 $ 678,624
Commonstock . . ... 59,406 58,297
DeriVatiVES . . . . o 3,182 7,033
Other invested assetS . . . . . . oot 165,670 186,425
Cash, cash equivaents and short-term investments . ................. 92,147 89,248
Totd cashandinvestedassets . ............. ... 1,204,615 1,019,627
Premiumsreceivable . . ... ... ... .. 2,370 3,275
Amountsrecoverablefromreinsurers . ........ .. ... 370 163
Investment incomedueand accrued . ... ....... .. ..o 2,807 2,116
Receivable from parent, subsidiariesand affiliates . ................... 1,491 3,655
Other 8SSEtS . . . . o ot 7,878 5,684
Totd admitted a@SSetS . ... ... .. $1,219,531 $ 1,034,520
Liabilities and Capital and Surplus
Ligbilities
Unearned Premiums . . ..ottt e e e $ 141637 $ 171,711
Lossesand loss adjustment eXpenses . . . ..o oo e 111,302 (258,784)
Reinsurance payable on paid loss and loss adjustment expenses .. .. ... .. 462 (42)
Mandatory ContingenCy reSErve . . .. ..o v ittt 98,454 102,449
Ceded reinsurance premiumspayable . . ......... .. .. ... .. ... 164 72
Payablefor securities . .. ... .. 3,774 —
Other BXPENSES . . . o ot e e e e 966 13,864
Deferred gain . ... ..ot e 139 1,042
Payable to parent, subsidiaries and affiliates . . ... .................. 6,219 30,718
Provisionforreinsurance . . .. ... ... .. 199 24
Taxes licensesandfees ... ... ... 219 134
Totd ligbilities . . .. .. 363,535 61,188
Capitd and surplus
CommOoNStOCK . . . .o 15,000 15,000
Preferred Stock . . ... .. 200,000 200,000
SUIPIUS NOLES . . o . ot e e e e 584,334 584,334
Gross paid-in capitd and contributed surplus . . . .. ... ... L oL 2,046,972 2,046,972
Unassigneddeficit . . . ... ... e (1,990,310) (1,872,974)
Totd capitd and surplus . . . . ... ... 855,996 973,332
Totd liabilitiesand capitd andsurplus . .. ...................... $ 1,219,531 $ 1,034,520
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Discussion of Statementsof Admitted Assets, Liabilities and Capital and Surplus as of December 31, 2014
and 2013

Set forth below isa discussion of certain lineitems of the Statements of Admitted Assets Liabilities
and Capitd and Surplus above

Cash and | nvested Assets

Cash and invested assets were $1,204.6 million at December 31, 2014, an increase of $185.0 million,
compared to $1,019.6 million a December 31, 2013. The increase is primarily the result of net claim and
commutation related benefits of $275.9 million (JPMorgan settlement proceeds of $400 million, partidly
offset by net claim and commutation related payments), $38.2 million of net investment gain, $20.0 million
net premium receipts, $3.7 million of federa income tax recovered, partidly offset by $64.1 million of
expenses paid primarily related to operating, loss adjustment, commissions and other expenses, $54.4
million of unredized losses on other invested assets, $25.9 million of other cash applied and $8.0 million of
unredized foreign exchange loss

Premiums Receivable

Premiums receivable were $2.4 million a December 31, 2014, a decrease of $0.9 million, as compared
to $3.3 million a December 31, 2013. The decrease isprimarily due to terminations and the runoff of the
instalment premium book of business

I nvestment | ncomeDue and Accrued

Seediscussion of net investment income below.

Receivable from Parent, Subsidiaries and Affiliates

Receivable from parent, subsidiaries and affiliates were $1.5 million and $3.7 million at December 31,
2014 and a December 31, 2013, respectively, the $2.2 million decrease represents a lower admitted
receivable bdance due from Syncora Holdings US Inc. related to itstax sharing arrangement.

Other Assets

Other assets were $7.9 million a December 31, 2014, an increase of $2.2 million, as compared to $5.7
million a& December 31, 2013. The net increase was primarily due to a $3.8 million collatera deposit made
in 2014, partidly offset by lower accounts receivable

Unearned Premiums

Unearned premiums were $141.6 million a December 31, 2014, a decrease of $30.1 million, as
compared to $171.7 million a December 31, 2013. The decrease was primarily due to the recognition of
premiums earned of $29.7 million from the upfront business and the effect of SGI's remediation
transactions

Losses and Loss Adjustment Expenses

Losses and loss adjustment expenses (recoverable) were $111.3 million & December 31, 2014, a change
of $370.1 million, as compared to $(258.8) million a December 31, 2013. The change from the
December 31, 2013 bdances reflect the effects of the receipt of cash from the JPMorgan settlement, adverse
development in SGI's guarantees of structured singlerisk transactions, an increase to the recoverable
amount related to a structured single risk transaction and positive development in SGI’s guarantees of
RMBS transactions.

Mandatory Contingency Reserve

Pursuant to section 6903 of the NYIL, the NYDFS granted SGI approvd, in connection with the
preparation of SGI's Statutory Financid Statements as of and for the year ended December 31, 2014 and
2013, to release statutory basis contingency reserves on terminated policies, syntheticdly commuted policies
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and policies on which we have established case basis reserves for losses Effective for both the year ended
December 31, 2014 and 2013, the NY DFS confirmed that SGI may apply the permitted practice described
above to release contingency reserves on an obligation by obligation basis under policies insuring multiple
obligations rather than on a policy by policy basis

Mandatory contingency reserve was $98.5 million & December 31, 2014, a decrease of $3.9 million, as
compared to $102.4 million at December 31, 2013. The decrease was primarily due to $13.7 million of
contingency reserves released pursuant to SGI's permitted accounting practices noted above, partidly offset
by $9.7 million of norma accretion to contingency reserves on the in-force business

Other Expenses

Other expenses were $1.0 million a December 31, 2014, a decrease of $12.9 million, as compared to
$13.9 million at December 31, 2013. The decrease isprimarily due to $12.6 million of warrants tha were
ceded and distributed to a third-party reinsurer as aresult of the Jefferson County settlement.

Deferred Gain

The gains on bonds transferred by SGI to SCAI to effect the Public Finance Reinsurance Agreement
and the CDS Novation Agreement were required to be deferred by SGI and recognized on a basis
consistent with the amortization of the individua securities or upon their sde paydown or disposa.

Asaresult of dispositions of securities by SCAI in 2014, SGI amortized or recognized approximately
$0.9 million of such deferred gains during the year ended December 31, 2014. As of December 31, 2014, the
remaining baance of the aforementioned deferred gain was $0.1 million.

Payable to Parent, Subsidiaries and Affiliates

Payeble to parent, subsidiaries and affilistes was $6.2 million & December 31, 2014, a decrease of
$24.5 million, as compared to $30.7 million & December 31, 2013. The decrease isdue to charges under
SGI's generd services agreements with Syncora Guarantee Services Inc. discussed below. Bdances may
fluctuate from period to period as aresult of the timing of settlement payments

SGI and its affiliates are parties to a Second Amended and Restated Generd Services Agreement,
whereby Syncora Guarantee Services Inc. provides SGI and its affiliates with generd services including
substantialy dl personnel support, certain office overhead and expenses rent, information technol ogy
services and other items Under the terms of such agreement, the costs of the aforementioned services are
charged to SGI and its affiliates in accordance with the requirements of NYDFS Insurance Regulation 30.
For the year ended December 31, 2014 and 2013, SGI incurred costs under this agreement in the amount of
$18.9 million and $22.8 million, respectively.

Preferred Capital Stock

Refer to Note 13.B of SGI's 2014 Statutory Financid Statements for information regarding the SGI's
preferred capitad stock. There was no change in the preferred capitd stock.

Existing SGI Surplus Notes

The carrying vadue of Existing SGI Surplus Notes was $584.3 million & December 31, 2014 and
December 31, 2013.

In 2009, SGI issued $625.0 million face amount of the Existing SGI Surplus Notes Pursuant to a
permitted accounting practice granted to SGI by the NY DFS, SGI reports the carrying vaue the Existing
SGI Surplus Notes at face vaue of $625.0 million, as compared to the estimated fair vaue thereof, that SGI
would otherwise have been required to reflect such Existing SGI Surplus Notes at in accordance with NAIC
SAP. Any adjustment to the carrying value of the Existing SGI Surplus Notes would result in an equd and
offsetting adjustment to unassigned funds As
both surplus notes and unassigned funds are elements of capitd and surplus a change in the vdue of the
Existing SGI Surplus Notes would not impact capitd and surplus
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Gross Paid-In and Contributed Surplus
There was no change in the Gross Paid-In-Capita and Contributed Surplus The badance for gross
paid-in and contributed surplus was $2,047.0 million a December 31, 2014 and 2013.
Unassigned Deficit

The unassigned deficit was $(1,990.3) million a December 31, 2014, a change of $117.3 million, as
compared to a deficit of $(1,873.0) million & December 31, 2013. The change was primarily due to the
current year net loss of $52.7 million and $54.4 million of net unredized loss on its investment in
subsidiaries

Statements of Income

The following table presents Statements of Income data for the year ended December 31, 2014 and
2013:

Year Ended December 31,

(U.S. dallarsinthousands) 2014 2013
Underwriting Income
Net premiumsearned . ... ...ttt $ 49210 $ 74,366
Underwriting deductions
Net losses and loss adjustment expense (benefit) ................ 118,263  (397,553)
Other underwriting eXpenses . . . . . .. oo ittt 27,531 33,267
Totd underwriting deductions . .. ......... ... .. . .. .. ..., 145,794  (364,286)
Net underwriting (loss)income. . . ........ ... ... ... (96,584) 438,652
Investment Income
Netinvestmentincome . .. ... ...t 36,475 31,292
Net redized capitd gains(10Sses) . ... ... .. 1,311 (48,513)
Net investmentincome (10ss) . .. ....... .. i 37,786 (17,221)
Feesandotherincome ........ ... .. ... . .. ... .. . ... 1,140 1,305
(Loss) Income before federd income taxes (benefit) . ............. (57,658) 422,736
Current federa income tax (benefit)expense . .. ................ (4,916) 31,238
Net (10SS) iNComMe . . . ... $(52,742) $ 391,498

Discussion of Statements of Income for the Year Ended December 31, 2014 and 2013

Set forth below isa discussion of the change in certain line items of the Statements of Income above.

Net PremiumsEarned

Premiums charged in connection with the issuance of SGI’s policies are received either upfront or in
installments Such premiums are recognized as written when due. Accordingly, under NAIC SAP, future
installment premiums are not recognized as receivable until they are due. Once due, instalment premiums
written are earned ratebly over the instalment period, generaly one to nine months which is consistent
with the expiraion of the underlying risk or amortization of the underlying insured principad. Upfront
premiums written are earned based on the proportion of principad and interest paid during the period, as
compared to the totd amount of principa and interest to be paid over the contractud life of the insured
debt obligation. In addition, when an insured issueisretired early, iscdled by the issuer or isin substance
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paid in advance through a refunding accomplished by placing U.S. Government securities in escrow
(hereafter collectively referred to as “Refundings’), the remaining unearned premiums isearned & that
time While financid guarantee premiums assumed are earned based on reports from the reinsured
companies, we believetha the underlying reinsured companies generdly follow the revenue recognition
policies and practices discussed above

The following table presents, for the year ended December 31, 2014 and 2013, the amount of earned
premiums attributable to upfront and instdlment policies and contracts:

Year Ended December 31,

(U.S. dallarsin thousands) 2014 2013
Net premiums earned:
Upfront policies/contracts . .. ......... .., $29,791  $49,589
Instalment policies/contracts .. ................ . ... 19,419 24,777
Net premiumsearned .. .. ....... .. $49,210  $74,366

Net premiums earned were $49.2 million for the year ended December 31, 2014, a decrease of $25.2
million or 33.9%, as compared to $74.4 million for year ended December 31, 2013. The decrease in upfront
earned premiums isprimarily attributed to lower earnings from Refundings in 2014 compared to 2013. The
decrease in instalment premiums earned isprimarily due to lower earnings from the instalment premium
book of business as aresult of the reduction of the insured portfolio.

Discussion of Certain Componentsof Net Premiums Earned for the Year Ended December 31, 2014 as
Compared to the Year Ended December 31, 2013

Direct PremiumsWritten

Financid guarantee insurance premiums written during the period include: (i) premiums received
upfront on insurance policies and (ii) installment premiums due during the period on in-force insurance
policies Accordingly, SGI’s guarantee premiums written during any period are a function of the mix of
such business SGI ceased writing substantidly dl new business since January 2008.

The following table presents, for the year ended December 31, 2014 and 2013, the amount of direct
premiums written attributable to upfront and instalment policies

Year Ended December 31,

(U.S. dallarsinthousands) 2014 2013
Direct premiums written:
Upfront policies/contracts . .. ......... ... $39%7 $ —
Instalment policies/contracts .. ............. .. .. .. ... 14,285 17,686
Totd direct premiumswritten . ..............c.innan. $18,242  $17,686

Direct premiums written were $18.2 million for the year ended December 31, 2014, an increase of $0.5
million or 2.8%, from $17.7 million for the year ended December 31, 2013. Upfront premium written
increased due to the receipt of premiums as aresult of a novated policy from SGI-UK. The lower
installment premiums written is mainly due to terminations and the runoff of the installment book of
business

Reinsurance Premiums Assumed

The mgjority of SGI's financid guarantee reinsurance business isassumed from SGI-UK and Assured
Guaranty Municipd Corp.
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The following table presents for the year ended December 31, 2014 and 2013, the amount of premiums
assumed from SGI-UK, Assured Guaranty Municipd Corp. and other third-party companies

Year Ended December 31,

(U.S. dallarsinthousands) 2014 2013
Assumed premiums written:
Affiliate—SGI-UK . ... $1,317  $ 6,696
Assured Guaranty Municipd Corp. . . ... 5,599 5,607
XL Insurance (Bermuda) Ltd. .. ........... ... ... .. ... .. ... 130 253
Third-party primary companies. . . . ... ...t 30 (315)
Totd assumed premiumswritten . ............c.c..uunnnnnn. $7,076  $12,241

Reinsurance premiums assumed were $7.1 million for the year ended December 31, 2014, a decrease of
$5.1 million as compared to $12.2 million for the year ended December 31, 2013. The decrease is mainly
due to lower instdlment premiums written as a result of remediation transactions during the year and the
runoff of the instdlment premium book of business.

Ceded Premiums

The following table presents for the year ended December 31, 2014 and 2013, the amount of premiums
ceded to SCAI and other third-party reinsurers:

Year Ended December 31,

(U.S. dallarsinthousands) 2014 2013
Ceded premiums written:
SCAl $6,070 $6,159
Other third-party reinsurers . .. ....... ... 112 111
Totd premiumsceded written . ..............c.ciiiiinan. $6,182 $6,270

Ceded premiums remained flat and were $6.2 million and $6.3 million for the year ended December 31,
2014 and December 31, 2013, respectively.
Net Losses and Loss Adjustment Expenses|ncurred

Net losses and loss adjustment expenses include current year net lossesincurred and adverse or
favorable development of prior year net losses and loss adjustment expenses reserves

The following table presents, for the periods indicated, the activity in SGI’s reserves for losses and loss
adjustment expenses net of reinsurance;

(U.S. dollarsin thousands)

Net ending baance, December 31,2012 . ... ... .. . $ 209,558
Casereservebenefit . ... .. . . . . (410,267)
Lossadjustment eXpense . . . . ..o 12,714

Net losses and loss adjustment benefit .. ... ... ... ... .. . ... (397,553)
Paid lossesand lossadjustment eXpenses . . . .. . .o i e (70,789)

Net ending baance, December 31,2013 . . .. ... .. . (258,784)
CasereSEIVE PrOVISION & v v vt e e e e e e e e 113,520
Lossadjustment eXpense . . . . ..o e 4,743

Net losses and loss adjustment eXpenses . . . . . . ..o oo i i 118,263
Paid lossesand lossadjustment eXpenses . . . .. ... e 251,823
Net ending baance, December 31,2014 . .. ... ... i $ 111,302
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SGI recorded a provision (benefit) for losses and loss adjustment expenses of $118.3 million and
$(397.6) million for the year ended December 31, 2014 and 2013, respectively. The provision primarily
reflects adverse development in SGI's guarantees of structured single risk transactions partidly offset by
positive development in SGI's guarantees of RMBS transactions See below for discussion.

Collateralized Debt Obligations

During the year ended December 31, 2014 and 2013, SGI recorded a (benefit) provision for losses and
loss adjustment expenses, after giving effect to reinsurance, of $(2.3) million and $0.4 million, respectively,
relating to its guarantees of CDOs Reserves for unpaid lossesand loss adjustment expenses on such
guarantees, after giving effect to reinsurance, were $0.7 million as December 31, 2014 ($0.7 million before
giving effect to reinsurance). Such reserves relate to one transaction with totd gross principd exposure of
$2.2 million a December 31, 2014.

Reserves for unpaid losses and loss adjustment expenses on such guarantees, after giving effect to
reinsurance, were $3.7 million as of December 31, 2013 ($3.7 million before giving effect to reinsurance).
Such reserves relate to two transactions with totd gross principa exposure of $9.6 million a December 31,
2013.

Asset-Backed Securities

For the year ended December 31, 2014 and 2013, SGI recorded a benefit for losses and loss adjustment
expenses, after giving effect to reinsurance, of $(29.2) million and $(355.1) million, respectively, relaing to its
guarantees of insured obligations related to RMBS, supported by HELOC, CES, and Alt-A (first lien
mortgages ineligible for purchase by Fannie Mae or Freddie Mac) mortgage loan collaterd. Reserves for
unpaid losses and loss adjustment expenses on such guarantees, after giving effect to reinsurance, were
$142.5 million and $(233.9) million as of December 31, 2014 and December 31, 2013, respectively ($142.5
million and $(233.9) million, respectively, before giving effect to reinsurance).

SGI’s estimates of reserves are determined based on an andysis of results of cash flow models The
models project expected cash flows from the underlying mortgage notes The model output is dependent on,
and sensitive to, key assumptions regarding default rates draw rates draw periods, recoveries and
prepayment rates, among others The cash flow from the mortgages isthen run through the payment
“waterfdl” as set forth in the indenture for each transaction. Claims in respect of principd generdly result
when the outstanding principa badance of the mortgages islessthan the outstanding principd baance of
theinsured notes, except when the principd baance isdue for payment on the scheduled maturity date.
Recoveries result when cash flow from the mortgages is available for repayment, typicdly after the insured
notes are paid off in full.

SGI bases its default assumptions for the second lien transactions (HELOCs and CESs) in large part
on recent observed default rates and the current pipeline of delinquent loans The losses for the second lien
transactions (HELOCs and CESs) are estimated based on a model using a constant default rate curve.

SGI generdly observed peak defaults for the second lien transactionsin 2009 and 2010. Default rates
at December 31, 2014 are forecasted to further ramp down for as long as 30 months dthough some deds
are now forecasted with steady state default rates Exceptions to this may include transactions for which
there isan excessive build-up of severely delinquent loans for which defaults are anticipated or transactions
whose collaterd includes loans whose interest-only periods will end, a which point temporary increases to
default rates are expected.

After dl ramp down periods, SGI assumes a steady state constant default rete at arate well above
historicd norms Net losses will be greater if the time it takes the mortgage performanceto stabilize is
longer than currently anticipated or if ramp down periods are extended beyond SGI’s current assumption.
The constant default rate isa function of severd factors, one of which isthe state of the economy and
unempl oyment.

SGI’s default assumptions for the first lien transactions a December 31, 2014 were based on current
delinquent loans and andysis of historicad defaults for loans with similar characteristics A loss severity was
applied to the first lien defaults ranging from 46.3% to 75.7% based upon actud |oss severity observances
and collatera characteristics to determine the expected loss on the collaera in those transactions
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SGI has exercised rights available to it in connection with itsinsurance of certain RMBS to require the
sponsor of such securities and/or the originator of mortgage loans backing such securities to repurchase
mortgage loans backing such securities that breached certain representations and warranties and/or to pay
damages and in the case of claims against GreenPoint, these claims are now being pursued by U.S. Bank as
indenture trustee While a sponsor and GreenPoint have disputed, and may in the future dispute, their
obligations to repurchase dl or a portion of these mortgages and/or to pay damages, if SGI or the
indenture trustee issuccessful in enforcing its rights, whether through litigation or otherwise, it will reduce
the ultimate losses SGI expects to incur through its insurance of the aforementioned securities (see Note 21
to SGI's 2014 Statutory Financid Statements). Asof December 31, 2014 and December 31, 2013, SGI
estimated that it would redize a net benefit for certain of these cases from such recoveries which are subject
to maeriad discounts for uncertainty, timing and collectability. This benefit isrecorded in SGI's Statutory
Financid Statements through areduction in reserves for lossesthat it would otherwise have had to carry.
Given the inherent uncertainty of litigation, no assurance can be giventhat SGI or the indenture trustee
will be successful in enforcing its rights to require a sponsor or GreenPoint to repurchase the mortgages
and/or pay damages discussed above or, if successful, in collecting. If SGI or indenture trustee were
successful in enforcing these rights the ability of SGI to redize a financid benefit from the repurchase of
mortgages loans and/or damages paid by a sponsor or originator islimited to the lossesincurred by SGI
through itsinsurance of the RMBS backed by such mortgages and by the financid ability of the sponsor or
GreenPoint to honor their obligations. Asa result, and due to the risks involved in any litigation, the actua
recoveries and therefore benefit to SGI may vary materidly (favorably or unfavorably) from SGI’s estimates.
In addition, no benefit isavailable to SGI to the extent it defeased such insured RMBS through the
acquisition of Insurance Cash Flow Certificates or the use of dternative structures which mirror the
economics of the Insurance Cash Flow Certificates (see Note 21.H. to SGI's 2014 Statutory Financid
Statements).

Public Finance

During the year ended December 31, 2014 and 2013, SGI recorded a benefit for losses and loss
adjustment expenses, after giving effect to reinsurance, of $(6.0) million and $(34.9) million, respectively,
relating to its guarantees of public finance transactions As of December 31, 2014 and December 31, 2013,
SGI’s reserves for unpaid losses and loss adjustment expenses on such guarantees after giving effect to
reinsurance, were $11.4 million and $24.5 million ($33.5 million and $95.2 million before giving effect to
reinsurance).

Structured Single Risk

During the year ended December 31, 2014 and 2013, SGI recorded a provision (benefit) for losses and
loss adjustment expenses, after giving effect to reinsurance, of $155.8 million and $(8.0) million,
respectively, relating to its guarantees of structured single risk transactions The increase in the provision for
losses was primarily due to refinements in the assumptions used in SGI’s cash flow models based on
research and information review. As of December 31, 2014 and December 31, 2013, SGI’s reserves for
unpaid losses and loss adjustment expenses on such guarantees, after giving effect to reinsurance, were
$(43.3) million and $(53.1) million ($(43.3) million and $(48.6) million before giving effect to reinsurance).

Other Underwriting Expenses

Other underwriting expenses were $27.5 million for the year ended December 31, 2014, a decrease of
$5.8 million as compared to $33.3 million for the year ended December 31, 2013. The decrease resulted
primarily from (i) lower compensation for employee services and professiona services (including legd,
financid advisory, consulting, accounting and tax services) of $2.7 million (ii) lower operaing expenses for
information technology and related office expenses of $1.7 million and (iii) lower assumed commission
expense of $1.3 million.

SGI and its affiliates are parties to a Second Amended and Restated Generd Services Agreement,
whereby Syncora Guarantee Services Inc. provides SGI and its affiliates with generd services including
substantialy dl personnel support, certain office overhead and expenses rent, information technology
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services and other items Under the terms of such agreement, the costs of the aforementioned services are
charged to SGI and its affiliates in accordance with the requirements of NYDFS Insurance Regulation 30.
For the year ended December 31, 2014 and 2013, SGI incurred costs under this agreement in the amount of
$18.9 million and $22.8 million, respectively.

Net [ nvestment | ncome
Net investment income was $36.5 million for the year ended December 31, 2014, an increase of $5.2
million, as compared to $31.3 million for the year ended December 31, 2013. The increase in net investment
income was primarily due to the higher average asset baances.
The following tables present investment income, net of fees average invested assets, and the effective
yield for the year ended December 31, 2014 and 2013, and the duration of SGI's invested assets as of
December 31, 2014 and 2013:

Year Ended December 31,

(U.S. dollarsin thousands) 2014 2013
Investment income, netof fees™® . . ... ... ... .. .. $ 36475 $ 31,292
Averageinvested assets? . ... ... $1,146,485  $881,331
Effectiveyidd® . ... . ... . . 3.18% 3.55%

(1) Net investment income includes $12.2 million and $12.2 million of interest earned on surplus note of
Syncora Capita Assurance for the year ended December 31, 2014 and December 31, 2013, respectively.

(2) Represents the average of the amortized cost of debt securities, other invested assets, short-term
investments and cash and cash equivaents for the respective periods

(3) Effective yield represents investment income, net of feesas a percentage of average invested assets The
decrease in effective yield was mainly due to 2014’smix of investment holdings with a focus on
shorter-duration, lower-yielding securities compared to 2013.

Asof December 31,
2014 2013

Duration (inyears) . . ... ...t 1.3 1.4

Net Realized Capital Gains(L 0sses)

Net redized capitd gains on investments were $1.7 million, before provision for capitd gains tax
expense of $(0.4) million for the year ended December 31, 2014, as compared to net redized capitd losses
of $(48.5) million for the year ended December 31, 2013. The net redized capitd gains for 2014 were
primarily due to redized gains on dispositions of uninsured cash flow certificates and bonds of $2.7 million
and $0.4 million, respectively, and the recapture of $0.9 million of previously deferred capitd gains on
securities transferred in the initia capitaization of SCAI, partidly offset by other than temporary
impairments of $2.3 million on uninsured cash flow certificates.

Current Federal IncomeTax (Benefit) Expense
Under Syncora Holding US Inc. tax sharing agreement with its subsidiaries a complimentary method
isused which results in reimbursement by profitable affiliates to loss affiliates for tax benefits generated by
loss affiliates Asaresult of this tax sharing agreement, SGI recorded a current federd income tax benefit
of $5.6 million tha was partidly offset by a $0.7 million foreign tax provision during the year ended
December 31, 2014 compared to current federd tax provision of $31.2 million during the year ended
December 31, 2013.

Liquidity Resources

SGI’'s liquidity resources are primarily used to pay its claims, operating expenses, premiums for
reinsurance, and support in-force business. SGI’s principa source of liquidity resources isits portfolio of
invested assets SGI’s liquidity resources can be affected by the amount and timing of claim payments and
changes ininterest rates SGI’s liquid assets include its investments in debt securities, short-term investments
and cash and cash equivdents
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At March 31, 2016 SGI’s totd liquid assets (including restricted cash and investments) aggregated
$1,018.2 million, an increase of $7.4 million from $1,010.8 million a December 31, 2015. The increase is
primarily the result of $7.8 million of net investment gain, $6.6 million of payable for securities $3.0
million net premium receipts $2.2 million of unredized foreign exchange gain and $0.8 million of loss
relaed benefits partidly offset by $10.3 million of expenses paid in the ordinary course of business $2.6
million of other net cash applied.

At March 31, 2016, approximately 99.9% of SGI’s debt securities, short-term investments and cash
equivaents (excluding uninsured cash flow certificates of $59.0 million and other bonds purchased for
remediation of $8.6 million) were rated investment grade

At December 31, 2015 SGI's totd liquid assets (including restricted cash and investments) aggregated
$1,010.8 million, an increase of $34.4 million from $976.4 million et December 31, 2014. The increase is
primarily the result of the dissolution of SGI-UK of $59.4 million, $53.8 million of net investment gain,
$14.7 million net premium receipts and $1.3 million of other income, partidly offset by $38.7 million of
expenses paid primarily related to operating, loss adjustment, commission and other expenses $34.9 million
of additiona investments in subsidiaries $11.2 million of loss related payments $2.5 million of other net
cash applied and $5.8 million of unredized foreign exchange loss

At December 31, 2014, SGI's totd liquid assets (including restricted cash and investments) aggregated
$976.4 million, an increase of $208.5 million from $767.9 million a December 31, 2013. The increase is
primarily the result of net claim and commutation related benefits of $275.9 million (JPMorgan settlement
proceeds of $400 million, partidly offset by net claim and commutation related payments), $38.2 million of
net investment gain, $20.0 million net premium receipts, $3.7 million of federa income tax recovered,
partidly offset by $64.1 million of expenses paid primarily related to operating, loss adjustment,
commissions and other expenses $33.6 million of additiond investments in subsidiaries, $25.9 million of
other cash applied and $8.0 million of unredized foreign exchange loss

At December 31, 2015, approximately 99.9% of SGI’s debt securities, short-term investments and cash
equivaents (excluding uninsured cash flow certificates of $54.2 million and other bonds purchased for
remediation of $8.5 million) were rated investment grade

At December 31, 2014, approximately 100.0% of SGI’s debt securities short-term investments and
cash equivdents (excluding uninsured cash flow certificates of $62.8 million and other bonds purchased for
remediation of $9.5 million) were rated investment grade

Cash Flowsfor the Three Months Ended March 31, 2016 and 2015

SGI reported net cash (used in) operating activities of $(2.5) million for the three months ended March
31, 2016, a change of $19.2 million from $(21.7) million a March 31, 2015. The decrease was primarily the
result of lower net clam payments of $(26.0) million, partidly offset by $6.8 million of higher expenses paid
primarily related to operating, loss adjustment, commissions and lower premiums and investment income.

SGI reported net cash (used in) investments of $(54.8) million for the three months ended March 31,
2016, a change of $(42.1) million, as compared to $(12.7) million net cash (used in) investments for the
three months ended March 31, 2015. The change was primarily attributable to redeployment of cash and
equivaents into longer-term securities coupled with lower proceeds from dispositions of investments used
to fund operationa needs during 2016, as compared to 2015.

SGI reported net cash (used in) financing and miscellaneous sources of $(2.6) million for the three
months ended March 31, 2016, a change of $(6.6) million, as compared to net cash provided by financing
and miscellaneous sources of $4.0 million for the three months ended March 31, 2015. The change was
primarily attributableto fluctuation of intercompany baances

Cash Flowsfor the Years Ended December 31, 2015 and 2014

SGI reported net cash (used in) operating activities of $(1.0) million for the year ended December 31,
2015, a decrease of $266.0 million from net cash provided by of $265.0 million at December 31, 2014. The
decrease was primarily the result of the JPMorgan settlement proceeds of $400.0 million received in 2014,
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partidly offset by $25.4 million of lower expenses paid primarily related to operating, loss adjustment,
commissions and other expense.

SGI reported net cash provided by investments of $42.9 million for the year ended December 31, 2015,
a change of $279.1 million, as compared to $(236.2) million net cash (used in) investments for the year
ended December 31, 2014. The change was primarily attributableto lower net purchases of investments in
2015. In 2014, the higher net purchases were the result of the deployment of proceeds from the JPMorgan
settlement.

SGI reported net cash provided by financing and miscellaneous sources of $4.5 million for the year
ended December 31, 2015, a change of $30.4 million, as compared to net cash (used in) financing and
miscellaneous sources of $(25.9) million during 2014. The change was primarily attributable to fluctuation
of intercompany baances

Cash Flowsfor the Years Ended December 31, 2014 and 2013

SGI reported net cash provided by operaing activities of $265.0 million for the year ended
December 31, 2014, an increase of $125.7 million from $139.3 million &t December 31, 2013. The increase
was primarily the result of higher net claim benefits of $114.2 million primarily from litigation recovery,
$13.7 million of lower expenses paid primarily relaed to operating, loss adjustment, commissions and other
expenses, $3.6 million of higher net tax recoveries, partidly offset by $4.3 million of lower net premium
receipts and $1.4 million of lower net investment income.

SGI reported net cash used in investments of $(236.2) million for the year ended December 31, 2014, a
change of $85.2 million, as compared to $(151.0) million net cash used in investments for the year ended
December 31, 2013. The change was primarily attributableto higher net purchases of investments as a
result of the deployment of proceeds from the JPMorgan settlement, partidly offset by the proceeds from
investments sold to fund operational needs.

SGI reported net cash used in financing and miscellaneous sources of $(25.9) million for the year ended
December 31, 2014, a decrease of $50.2 million, as compared to net cash provided by financing and
miscellaneous sources of $24.3 million during 2013. The change was primarily attributableto fluctuation of
intercompany baances.

Contractual Obligations

Existing Surplus Notes

Payment of $150.0 million origina principd baance of the Existing Short-Term Surplus Notes issued
by SGI, together with paid-in-kind interest and accrued and unapproved interest, totding approximately
$169.6 million, that was scheduled to be paid on December 28, 2011, was subject to the satisfaction of
certain conditions precedent, including prior regulatory approva by the NYDFS. SGI has sought such
approva nine times since such date, none of which requests were granted. Although the terms of the
Existing Short-Term Surplus Notes do not require SGI to seek the NY DFS approvd for payments
according to any schedule, SGI intends to seek approva for such payments on at least an annud basis.

In addition, had the NY DFS granted approva to do so, SGI would have been obligated by the terms
of its Existing Long-Term Surplus Notes to pay interest thereon of approximately $97.5 million and $56.8
million on each of December 28, 2015 and December 28, 2014. SGI sought NY DFS approvd for dl
scheduled interest payments on the Existing Long-Term Surplus Notes, including such amounts both prior
to the scheduled payment dates and thereafter. The NY DFS has not to date approved such requests In
June 2016, SGI sought approva for payment of interest on its Existing Long-Term Surplus Notes, and on
June 28, 2016, the NY DFS did not approve such payment. Notwithstanding SGI’s litigation settlements,
SGI remains exposed to significant risks and uncertaintiesthat may materidly and adversely affect its
financid condition, liquidity position and ability to make payments on its surplus notes Consequently,
there issignificant uncertainty and there can be no assurance asto whether and when the NY DFS would
approve any future payments on the Existing SGI Surplus Notes

117



Surplus Notes:

Asof March 31, 2016

Principal and
Interest Paid for
Par Value(Face Carrying Value theThree Total Interest Unapproved
Interest Amount of of Notesat MonthsEnded and Principal  Principal and Date of

Date | ssued Rate Notes)® March31, 2016 March31, 2016 Paid I nterest Maturity
Surplus Notes held by Third Parties:
7/15/2009 5.00%®" $144,197,488 $130,760,000 $ — $ — $180,704,978 12/28/2011
7/15/2009 6.00%®? 574,944,298 453,574,000 — — 93,084,907 6/27/2024

$719,141,786  $584,334,000 $ — $ — $273,789,885
Surplus Notes held by the Company:
7/15/2009 5.00% $ 21,217,189 $ 19,240,000 $ — $ — $ 26,588,894 12/28/2011
7/15/2009 6.00% 27,159,309 21,426,000 — — 4,397,159  6/27/2024

$ 48,376,498 40,666,000 $ — $ — $ 30,986,053
Total Surplus Notes:
7/15/2009 5.00% $165,414,677 $150,000,000 $ — $ — $207,293,872 12/28/2011
7/15/2009 6.00% 602,103,607 475,000,000 — 97,482,066 6/27/2024

$767,518,284 $625,000,000 $ — $ — $304,775,938

D

@)

3

Interest on the Existing Short-Term Surplus Notes was payable semi-annudly, on June 27th and
December 28th of each year (commencing December 28, 2009). Such interest was payable in cash or
in-kind at the election of SGI through June 27, 2011. Interest subsequent to June 27, 2011 was required
to be paid in cash, subject in each case to the prior approvd of the NYDFS. Absent the satisfaction of
the conditions to payment, including the approva of the NY DFS, SGI isnot entitled to make
payments on its Existing SGI Surplus Notes Failure to make any payment as a result of the failure of
any such condition (asin the present case) would not constitute a default thereunder. Accordingly, any
interest not approved for payment by the NYDFSon or after December 28, 2011 will not be
capitdized on the outstanding principa baance reflected above, but will continue to accrue interest at
the existing rate. The outstanding principad baance of the Existing Short-Term Surplus Notes as of
June 27, 2011 dso will separately continue to accrue interest a such rate.

Interest on the Existing Long-Term Surplus Notes was payable semi-annuadly on June 27th and
December 28th of each year (commencing December 28, 2009). Such interest was payable in cash or
in-kind at the election of SGI through June 27, 2013. Interest subsequent to June 27, 2013 was required
to be paid in cash, subject in each case to the prior approvd of the NY DFS. Absent the sdtisfaction of
the conditions to payment, including the approva of the NY DFS, SGI isnot entitled to make
payments on its Existing Long-Term Surplus Notes Failure to make any payment as a result of the
failure of any such condition (asin the present case) would not constitute a default thereunder.
Accordingly, any interest not approved for payment by the NYDFSon or after December 28, 2013 will
not be capitdized on the outstanding principa badance reflected above, but will continue to accrue
interest a the existing rate The outstanding principad baance of the Existing Long-Term Surplus
Notes as of June 27, 2013 dso will separately continue to accrue interest at such rate. Commencing on
December 28, 2018, principa amortizes in twelve equa instdlments payable semi-annudly on

June 27th and December 28th through the maturity of the Existing Long-Term Surplus Notes.

Includes interest paid-in-kind as of March 31, 2016 of $142.5 million.
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Asof December 31, 2015

Principal and
Interest Paid
for the Year
Par Value (Face  Carrying Valueof Ended Total Interest Unapproved
I nterest Amount of Notes at December 31, and Principal  Principal and Date of
Date | ssued Rate Notes) @ December 31, 2015 2015 Paid I nterest Maturity
Existing SGI_Surplus Notes held by Third Parties:
7/15/2009 5.00%Y $144,197,488  $130,760,000 $ — $ — $180,704,978 12/28/2011
7/15/2009 6.00%? 574,944,298 453,574,000 — — 93,084,907 6/27/2024
$719,141,786  $584,334,000 $ — $ — $273,789,885
Existing SGI_Surplus Notes held by the SGI :
7/15/2009 500% $ 21,217,189 $ 19,240,000 $ — $ — $ 26,588.894 12/28/2011
7/15/2009 6.00% 27,159,309 21,426,000 — — 4,397,159  6/27/2024
$ 48,376,498 $ 40,666,000 $ — $ — $ 30,986,053
Total Existing SGI Surplus Notes:
7/15/2009 5.00% $165,414,677  $150,000,000 $ — $ — $207,293,872 12/28/2011
7/15/2009 6.00% 602,103,607 475,000,000 — — 97,482,066  6/27/2024
$767,518,284  $625,000,000 $ — $ — $304,775,938

(1) Interest on the Existing Short-Term Surplus Notes was payable semi-annudly, on June 27th and
December 28th of each year (commencing December 28, 2009). Such interest was payable in cash or

in-kind at the election of SGI through June 27, 2011. Interest subsequent to June 27, 2011 was required

to be paid in cash, subject in each case to the prior approvd of the NYDFS. Absent the satisfaction of
the conditions to payment, including the approva of the NY DFS, SGI isnot entitled to make
payments on its Existing SGI Surplus Notes Failure to make any payment as a result of the failure of
any such condition (asin the present case) would not constitute a default thereunder. Accordingly, any
interest not approved for payment by the NYDFSon or after December 28, 2011 will not be
capitdized on the outstanding principa baance reflected above, but will continue to accrue interest at
the existing rate. The outstanding principad baance of the Existing Short-Term Surplus Notes as of
June 27, 2011 dso will separately continue to accrue interest a such rate.

(2) Interest on the Existing Long-Term Surplus Notes was payable semi-annudly on June 27th and
December 28th of each year (commencing December 28, 2009). Such interest was payable in cash or

in-kind at the election of SGI through June 27, 2013. Interest subsequent to June 27, 2013 was required

to be paid in cash, subject in each case to the prior approvd of the NYDFS. Absent the satisfaction of
the conditions to payment, including the approva of the NYDFS, SGI isnot entitled to make
payments on its Existing SGI Surplus Notes Failure to make any payment as a result of the failure of
any such condition (asin the present case) would not constitute a default thereunder. Accordingly, any
interest not approved for payment by the NYDFSon or after December 28, 2013 will not be
capitdized on the outstanding principa baance reflected above, but will continue to accrue interest at
the existing rate. The outstanding principad baance of the Existing Long-Term Surplus Notes as of
June 27, 2013 dso will separately continue to accrue interest a such rate Commencing on
December 28, 2018, principa amortizes in twelve equa instdlments payable semi-annudly on
June 27th and December 28th through the maturity of the Existing Long-Term Surplus Notes.

(3) Includes interest paid-in-kind as of December 31, 2015 of $142.5 million.

Each payment of interest on (other than that paid-in-kind) or principd of the Existing SGI Surplus
Notes issubject to restrictions under the terms of the Existing SGI Surplus Notes themselves and NYIL,
including that such payments may only be made with the prior approvd of the NYDFSand to the extent
SGI has sufficient free and divisible surplus to make such payment. Absent the satisfaction of these
conditions, SGI isnot entitled to make any payments on its Existing SGI Surplus Notes
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Each of the Existing SGI Surplus Notes noted in the table above ranks pari passu. In the event SGI is
subject to liquidation or other such proceeding, claims for payment of policy payments and other
obligations of SGI would be afforded greater priority than claims for payment under the Existing SGI
Surplus Notes but claims for distributionson SGI’s equity securities would rank junior to such claims.

The following table presents SGI's undiscounted claim payments only for exposures in which SGI has
loss reserves established as of March 31, 2016, due by period:

After
(US. dollarsinmillions) 2016 2017 2018 2019 2020 2021-2025 2026-2030 2031-2035 2035 Total
Estimated gross clam
payments® . ... ... ... $29.1 $274 $19.8 $159 $13.8 $64.2 $72.3 $1105 $202.3 $555.2
Totd . ............... $29.1 $274 $19.8 $159 $138  $64.2 $72.3 $1105 $202.3 $555.2

(1) Represents estimated and undiscounted cash outflows under direct and assumed financid guarantee
contracts, excluding remediated RMBS claims and after ceded insurance The timing and ultimate
amount of the claims payments net of anticipated recoveries before giving effect to reinsurance, could
differ materidly from our estimated amounts For information regarding the estimates for unpaid loss
and loss expenses as well as factors affecting potentid payment patterns of reserves for actud and
potentid claims related to our different lines of business, see“— Criticd Accounting Policies and
Estimates’ above
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LEGAL PROCEEDINGSUPDATE

On May 27, 2016, Lehman Brothers filed a new motion against SGI in the bankruptcy court, seeking to
disdlow SGI’s claim inits entirety or, in the dternaive, to reduce the reserve on tha claim to $0. In that
motion, Lehman Brothers argues tha (1) the claims set forth in the Syncora Claim fail to plead adequately
aclaim for relief under New York law; and (2) any contractud or other bases for relief that are not
explicitly set forth in the proof of claim are barred by the Bankruptcy Court’s Bar Date Order or, in the
dternative, fail as a matter of lan. SGI’s response to this motion isdue on July 15, 2016. A hearing on the
motion isset for August 16, 2016.

Other Litigation

In May, Macquarie Capital (USA) Inc. filed a motion to dismiss SGI's amended complaint and, in the
dternative, to narrow SGI’s claims and damages SGI’s opposition to the motion to dismiss isdue on July
18, 2016. Pretrid discovery iscontinuing and isanticipated to conclude in the fourth quarter of 2016
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