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Independent auditors’ report to the members of 
Assured Guaranty (Europe) plc

Report on the audit of the financial statements 
Opinion 

In our opinion, Assured Guaranty (Europe) plc’s financial statements: 

give a true and fair view of the state of the Company’s affairs as at 31 December 2018 and of its loss for the 
year then ended; 

have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice 
(United Kingdom Accounting Standards, comprising FRS 102 “The Financial Reporting Standard 
applicable in the UK and Republic of Ireland”, and applicable law); and 

have been prepared in accordance with the requirements of the Companies Act 2006. 

We have audited the financial statements, included within the Annual Report and Financial Statements (the 
“Annual Report”), which comprise: the balance sheet as at 31 December 2018; the profit and loss account and the 
statement of changes in equity for the year then ended; and the notes to the financial statements, which include a 
description of the significant accounting policies. 

Our opinion is consistent with our reporting to the Audit Committee. 

Basis for opinion 

We conducted our audit in accordance with International Standards on Auditing (UK) (“ISAs (UK)”) and applicable 
law. Our responsibilities under ISAs (UK) are further described in the Auditors’ responsibilities for the audit of the 
financial statements section of our report. We believe that the audit evidence we have obtained is sufficient and 
appropriate to provide a basis for our opinion. 

Independence 

We remained independent of the Company in accordance with the ethical requirements that are relevant to our 
audit of the financial statements in the UK, which includes the FRC’s Ethical Standard, as applicable to public 
interest entities, and we have fulfilled our other ethical responsibilities in accordance with these requirements. 

To the best of our knowledge and belief, we declare that non-audit services prohibited by the FRC’s Ethical Standard 
were not provided to the Company. 

Other than those disclosed in note 8 to the financial statements, we have provided no non-audit services to the 
Company in the period from 1 January 2018 to 31 December 2018. 

Our audit approach 

Overview

Overall materiality: £7.5m (2017: £2m), based on 1% of net assets. 

We tailored the scope of our audit to ensure that we performed sufficient work
to be able to give an opinion on the financial statements as a whole, taking into
account the structure of the Company, the accounting processes and controls,
and the industry in which it operates.  
Our scope focused on where the directors made subjective judgements, for
example, significant accounting estimates involving assumptions and
inherently uncertain future events. 
We performed audit procedures over material balances and transactions.  

Valuation of Case Reserves and Unexpired Risk Provisions. 

The scope of our audit 

As part of designing our audit, we determined materiality and assessed the risks of material misstatement in the 
financial statements. 
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Capability of the audit in detecting irregularities, including fraud 

Based on our understanding of the Company and industry, we identified that the principal risks of non-compliance 
with laws and regulations related to breaches of UK and European regulatory principles, such as those established 
by the Prudential Regulation Authority, and we considered the extent to which non-compliance might have a 
material effect on the financial statements. We also considered those laws and regulations that have a direct impact 
on the preparation of the financial statements such as the Companies Act 2006. We evaluated management’s 
incentives and opportunities for fraudulent manipulation of the financial statements (including the risk of override 
of controls), and determined that the principal risks were related to posting inappropriate journal entries to 
manipulate balance sheet amounts and management bias in accounting estimates. Audit procedures performed by 
the engagement team included: 

Discussions with management, including considerations of known or suspected instances of non-
compliance with laws and regulation and fraud; 

Reading key correspondence with the Prudential Regulation Authority in relation to compliance with 
relevant regulations; 

Reviewing relevant meeting minutes including those of the Risk Oversight Committee; 

Identifying and testing journal entries, in particular any journal entries posted with unusual account 
combinations or posted by senior management; and  

Procedures relating to appropriateness of methodologies and assumptions applied in the valuation of case 
reserves and unexpired risk provision described in the related key audit matter. 

There are inherent limitations in the audit procedures described above and the further removed non-compliance 
with laws and regulations is from the events and transactions reflected in the financial statements, the less likely 
we would become aware of it. Also, the risk of not detecting a material misstatement due to fraud is higher than the 
risk of not detecting one resulting from error, as fraud may involve deliberate concealment by, for example, forgery 
or intentional misrepresentations, or through collusion. 

Key audit matters 

Key audit matters are those matters that, in the auditors’ professional judgment, were of most significance in the 
audit of the financial statements of the current period and include the most significant assessed risks of material 
misstatement (whether or not due to fraud) identified by the auditors, including those which had the greatest effect 
on: the overall audit strategy; the allocation of resources in the audit; and directing the efforts of the engagement 
team. These matters, and any comments we make on the results of our procedures thereon, were addressed in the 
context of our audit of the financial statements as a whole, and in forming our opinion thereon, and we do not 
provide a separate opinion on these matters. This is not a complete list of all risks identified by our audit.  

Key audit matter How our audit addressed the key audit matter 

Valuation of Case Reserves and Unexpired Risk 
Provisions 
The economic environment may impact on the ability of 
certain guaranteed financial instruments to continue to 
make interest or other payments as they fall due. 
Management’s surveillance team closely monitor and 
assess the future performance of the UK portfolio, and 
consider whether remedial actions or specific provisions 
are necessary. 
Additionally, an unexpired risks provision (‘URP’) is 
recognised when the estimated value of claims and 
expenses likely to arise after the end of the financial year 
exceed the provision for unearned premiums, after 
deduction of any deferred acquisition costs and 
premiums receivable under those contracts. 
Management’s policy is to review below investment 
grade (‘BIG’) credits and recognise a URP, if required, 
for those credits to which management perceives an 
expected loss is likely to occur. 
It is inherently difficult to predict the total liability that 
may arise from these losses. This therefore gives rise to 
a risk of a material misstatement occurring due to the 
incorrect estimation for these, and any other claims that 
may arise. 

We have performed the following procedures over case 
reserves and unexpired risk provisions: 

Understood, evaluated and tested management’s 
process and controls in identifying BIG credits, as 
well as the reserving considerations for these 
credits; 
Considered the methodology and assumptions 
used by management in determining the case 
reserves and the calculation of unexpired risk 
provisions; 
Evaluated the reasonableness of management's 
significant assumptions including a comparison to 
available market information when applicable; 
Evaluated the reasonableness of loss scenarios, 
including scenarios over representation and 
warranty recoveries; and 
Evaluated the reasonableness of recorded reserves 
by testing the Company’s models and key 
assumptions, if applicable, based upon publicly 
available information, status of negotiations with 
the counterparty, and review of evidence provided 
by management. 

Based on the work performed we consider the case 
reserves and unexpired risk provisions to be reasonable 
estimates in line with UK GAAP. 
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How we tailored the audit scope  

We tailored the scope of our audit to ensure that we performed enough work to be able to give an opinion on the 
financial statements as a whole, taking into account the structure of the Company, the accounting processes and 
controls, and the industry in which it operates.  

The principal activity of the Company is providing financial guarantees for public finance, infrastructure finance 
and structured finance obligations. 

As part of designing our audit, we determined materiality and assessed the risks of material misstatement in the 
financial statements. In particular, we considered where subjective judgements have been made; for example, in 
respect of significant accounting estimates that involve making assumptions and considering events that are 
inherently uncertain. As in all of our audits, we also addressed the risk of management override of controls, 
including, among other matters, consideration of whether there was evidence of bias in key judgements that 
represented a risk of material misstatement due to fraud. 

Materiality 

The scope of our audit was influenced by our application of materiality. We set certain quantitative thresholds for 
materiality. These, together with qualitative considerations, helped us to determine the scope of our audit and the 
nature, timing and extent of our audit procedures on the individual financial statement line items and disclosures 
and in evaluating the effect of misstatements, both individually and in aggregate on the financial statements as a 
whole.  

Based on our professional judgment, we determined materiality for the financial statements as a whole as follows: 

Overall materiality £7.5m (2017: £2m). 

How we determined it 1% of net assets. 

Rationale for benchmark 
applied 

The long-term nature of the business, significant co-insurance and reinsurance 
agreements and the fact that the subsidiary entities were in run-off pre-merger, 
leads us to conclude that the net assets value is the focus of the key users of the 
financial statements. This benchmark is different from the profit-based 
benchmark used in the prior year, which was considered appropriate due to the 
commutation of reinsurance agreements during 2017. These commutations 
generated large revenues and expenses through profit and loss that are not 
present in the current year. 

We agreed with the Audit Committee that we would report to them misstatements identified during our audit above 
£375,000 (2017: £100,000) as well as misstatements below that amount that, in our view, warranted reporting for 
qualitative reasons. 

Conclusions relating to going concern 

ISAs (UK) require us to report to you when:  

the directors’ use of the going concern basis of accounting in the preparation of the financial statements 
is not appropriate; or  

the directors have not disclosed in the financial statements any identified material uncertainties that may 
cast significant doubt about the Company’s ability to continue to adopt the going concern basis of 
accounting for a period of at least twelve months from the date when the financial statements are 
authorised for issue. 

We have nothing to report in respect of the above matters. 

However, because not all future events or conditions can be predicted, this statement is not a guarantee as to the 
Company’s ability to continue as a going concern. For example, the terms on which the United Kingdom may 
withdraw from the European Union are not clear, and it is difficult to evaluate all of the potential implications on 
the Company’s trade, customers, suppliers and the wider economy.   

Reporting on other information  

The other information comprises all of the information in the Annual Report other than the financial statements 
and our auditors’ report thereon. The directors are responsible for the other information. Our opinion on the 
financial statements does not cover the other information and, accordingly, we do not express an audit opinion or, 
except to the extent otherwise explicitly stated in this report, any form of assurance thereon.  

In connection with our audit of the financial statements, our responsibility is to read the other information and, in 
doing so, consider whether the other information is materially inconsistent with the financial statements or our
knowledge obtained in the audit, or otherwise appears to be materially misstated. If we identify an apparent 
material inconsistency or material misstatement, we are required to perform procedures to conclude whether there 
is a material misstatement of the financial statements or a material misstatement of the other information. If, based 
on the work we have performed, we conclude that there is a material misstatement of this other information, we 
are required to report that fact. We have nothing to report based on these responsibilities. 
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With respect to the Strategic Report and Directors’ report, we also considered whether the disclosures required by 
the UK Companies Act 2006 have been included.   

Based on the responsibilities described above and our work undertaken in the course of the audit, ISAs (UK) require 
us also to report certain opinions and matters as described below. 

Strategic Report and Directors’ report 

In our opinion, based on the work undertaken in the course of the audit, the information given in the Strategic 
Report and Directors’ report for the year ended 31 December 2018 is consistent with the financial statements and 
has been prepared in accordance with applicable legal requirements. 

In light of the knowledge and understanding of the Company and its environment obtained in the course of the 
audit, we did not identify any material misstatements in the Strategic Report and Directors’ report.  

Responsibilities for the financial statements and the audit 

Responsibilities of the directors for the financial statements 

As explained more fully in the Statement of directors’ responsibilities set out on page 7, the directors are responsible 
for the preparation of the financial statements in accordance with the applicable framework and for being satisfied 
that they give a true and fair view. The directors are also responsible for such internal control as they determine is 
necessary to enable the preparation of financial statements that are free from material misstatement, whether due 
to fraud or error. 

In preparing the financial statements, the directors are responsible for assessing the Company’s ability to continue 
as a going concern, disclosing as applicable, matters related to going concern and using the going concern basis of 
accounting unless the directors either intend to liquidate the Company or to cease operations, or have no realistic 
alternative but to do so. 

Auditors’ responsibilities for the audit of the financial statements 

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from 
material misstatement, whether due to fraud or error, and to issue an auditors’ report that includes our opinion. 
Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance 
with ISAs (UK) will always detect a material misstatement when it exists. Misstatements can arise from fraud or 
error and are considered material if, individually or in the aggregate, they could reasonably be expected to influence 
the economic decisions of users taken on the basis of these financial statements.  

A further description of our responsibilities for the audit of the financial statements is located on the FRC’s website 
at: www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditors’ report. 

Use of this report 

This report, including the opinions, has been prepared for and only for the Company’s members as a body in 
accordance with Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose. We do not, in giving 
these opinions, accept or assume responsibility for any other purpose or to any other person to whom this report is 
shown or into whose hands it may come save where expressly agreed by our prior consent in writing. 

Other required reporting 
Companies Act 2006 exception reporting 

Under the Companies Act 2006 we are required to report to you if, in our opinion: 

we have not received all the information and explanations we require for our audit; or 

adequate accounting records have not been kept by the Company, or returns adequate for our audit have 
not been received from branches not visited by us; or 

certain disclosures of directors’ remuneration specified by law are not made; or 

the financial statements are not in agreement with the accounting records and returns.  

We have no exceptions to report arising from this responsibility.  
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Financial Investments  

Investment in group undertakings 



Current tax 

Deferred taxation 



(i) Premiums written 

(ii) Claims reserves and unexpired risk provisions  















(a) Capital management  

(b) Insurance risk  

(i) Insurance risk – Approach to internal credit ratings and surveillance categories 



(ii) Insurance risk – Approach to credit underwriting 

(iii) Insurance risk – Claims estimation process 



(c) Financial risk  

(i) Market risk 

Interest risk 

Currency risk 

(ii) Credit risk  



(iii) Liquidity risk  



Unearned premium provision  

Deferred reinsurance commission  

Claims outstanding     



Unexpired risk provision    




