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Fourth Quarter and Year-End 2016 Earnings Call 
 

 
Robert Tucker 
Senior Managing Director, Investor Relations and Corporate Communications  
 
Thank you, operator. And thank you all for joining Assured Guaranty for our 2016 fourth quarter 
and year-end financial results conference call.  

Today’s presentation is made pursuant to the safe harbor provisions of the Private Securities 
Litigation Reform Act of 1995.  

The presentation may contain forward-looking statements about our new business and credit 
outlooks, market conditions, credit spreads, financial ratings, loss reserves, financial results or 
other items that may affect our future results.  

These statements are subject to change due to new information or future events; therefore you 
should not place undue reliance on them, as we do not undertake any obligation to publicly 
update or revise them, except as required by law.  

If you are listening to the replay of this call, or if you are reading the transcript of the call, please 
note that our statements made today may have been updated since this call.  

Please refer to the Investor Information section of our website for our most recent presentations 
and SEC filings, most current financial filings, and for the risk factors.  

This presentation also includes references to non-GAAP financial measures. 

We present the GAAP financial measures most directly comparable to the non-GAAP financial 
measures referenced in this presentation, along with a reconciliation between such GAAP and 
non-GAAP financial measures, in our current Financial Supplement and Equity Investor 
Presentation, which are on our website, at AssuredGuaranty.com.  

Turning to the presentation, our speakers today are:  

Dominic Frederico, President and Chief Executive Officer of Assured Guaranty Ltd., and Rob 
Bailenson, our Chief Financial Officer. After their remarks, we will open the call to your 
questions.  

As the webcast is not enabled for Q&A, please dial in to the call if you would like to ask a 
question.  

I will now turn the call over to Dominic. 
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Dominic Frederico, President and Chief Executive Officer 

Thank you, Robert, and welcome to everyone joining today’s call.   
 
2016 was a very successful year, as Assured Guaranty continued to build on the solid 
foundation of our financial strength, strategic flexibility, disciplined risk management and robust 
business model to remain the proven leader in financial guaranty insurance. The list of our 2016 
accomplishments includes: 
 

• $895 million in operating income, $185 million more than the previous record set in 2015 

• 40% year-over-year growth in annual operating income per share, to $6.68  

• year-end operating shareholders’ equity per share of $49.89, a new high - and16% 
higher than a year earlier  

• a record year-end adjusted book value per share of $66.46 

• the return to shareholders of $375 million of excess capital through $69 million in 
dividends and the repurchases of 10.7 million common shares  

• an 8% increase in our quarterly dividend to $0.13 per common share (and in February 
2017, a further increase of 9.6% to 14 and a quarter cents) 

• $214 million of present value business production, or PVP, the highest annual amount in 
five years  

• continued leadership in the U.S. municipal bond insurance market, providing insurance 
for more par issued than the rest of the industry combined and more transactions than 
any other insurer  

• important progress in our strategy of acquiring legacy bond portfolios, with the 
acquisition of CIFG NA in July and the September announcement that we would acquire 
MBIA UK, which we accomplished in January of 2017 

• removal of all debt from the balance sheet of MAC by completing its full repayment of 
the $400 million in surplus notes that AGM and AGC had provided for MAC’s initial 
capitalization (In contrast, the next most active bond insurer has been unable to pay 
even the interest on its surplus notes, while continuing to produce statutory losses even 
without accounting for the surplus note interest charge.) 

• the establishment of an Alternative Investment Strategies group to develop profitable 
ways to deploy our excess capital 

• and the equity market’s response to our achievements by raising the price of a common 
share of AGO at year-end to $37.77, resulting in a 46% annual total return that 
significantly outstripped the 12% return of the S&P 500 index and the 23% return of the 
S&P 500 Financials index. And it is further noteworthy that this stock appreciation did not 
stop at year-end. Earlier this quarter, our price per share surpassed $40 per share for 
the first time.  
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We have built our success by solidly executing strategies designed for the prevailing business 
and economic conditions. In recent years, this has meant dealing with the constraining effect of 
low interest rates on the new business activity of our financial guaranty subsidiaries.  

As a result, in addition to being the only monoline to maintain an active presence in all three of 
our core financial guaranty markets – U.S. public finance, international infrastructure finance 
and structured finance – we have focused strategically on managing capital efficiently, 
executing acquisitions and commutations, and mitigating losses. These alternative strategies 
have helped us to increase both shareholder value and the company’s financial strength for the 
long term. 

In terms of new business production in 2016, total PVP was up 20% from the prior year, with 
significant contributions from each of our core businesses. 

In U.S. public finance, we saw low rates throughout the year, with 30-year, AAA municipal 
bonds descending – for the first time -- below 2%. The low interest rates had the effect of 
increasing refundings and overall municipal issuance in the United States but also limited the 
penetration rate of municipal bond insurance. While penetration declined, the total insured 
volume actually increased slightly during the year. 

In this environment, as we normally do, we carefully focused on opportunities that would 
generate the most attractive long-term returns on the capital we committed. We consciously 
gave up some market share and insured volume by sticking to that discipline, but we were still 
selected to insure more par volume and more transactions than any other municipal bond 
insurer. We guaranteed 904 new issues sold with our insurance, for a total par insured of $14.2 
billion, $3 billion more than the rest of the industry combined and 40% more than the next most 
active bond insurer. We also increased the par volume of our secondary market business by 
91%. In total, we guaranteed over $16 billion of U.S. municipal bonds in 2016. 

While the total par volume of transactions we closed was 2% less than in 2015, our commitment 
to pricing discipline, and the market’s recognition of the value we add, were reflected in a 30% 
increase in U.S. public finance PVP, which reached $161 million.  

We have an important competitive advantage in our ability to insure significant portions, or all, of 
very large municipal transactions. In the primary market, we guaranteed 18 U.S. public finance 
transactions where we provided $100 million or more of bond insurance, for a total of $2.8 
billion. These were among 57 transactions issued with $50 million or more of our insurance. 

One of the most important of our large transactions was the landmark public-private partnership 
(P3) transaction to help finance redevelopment of New York’s LaGuardia Airport, in which we 
guaranteed $412 million of par in the primary market and more than $180 million in the 
secondary market. With general agreement across the political spectrum in favor of significant 
infrastructure development, the P3 model is attracting a great deal of interest in public policy 
circles.  
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P3 transactions have been executed infrequently in the United States, but we have been 
engaged for decades in such transactions in the United Kingdom and Europe. We are uniquely 
qualified to provide credit enhancement for financings of P3 projects, because we have the 
resources and experience, as well as business relationships with the major infrastructure project 
developers. We can assist in transaction development and provide the underwriting, diligence 
and long-term surveillance that can attract capital market investors to this type of project 
finance. 

Assured Guaranty is the only active guarantor with the balance sheet strength, underwriting 
capabilities and trading values to insure, on a regular basis, large transactions that are bought 
predominantly by institutional investors. But the bulk of our public finance business still comes 
from our strong market presence among medium-sized and small transactions. These are 
transactions where our market leadership and brand recognition, as well as our bonds’ market 
liquidity and multiple rating agency financial strength ratings, should be important to retail 
investors and their financial advisors.  

For all these reasons, the market places a high value on our guaranty. This is evident in the 
$1.6 billion of par we insured on double-A quality issues, including 38 primary-market issues 
totaling $1.1 billion.  

In public finance outside the United States, we guaranteed infrastructure or regulated utility 
transactions in each quarter of 2016, indicating a more consistent deal flow than in previous 
years, and booked $27 million of PVP. We further signaled our commitment to international 
infrastructure finance through our acquisition of MBIA UK. The $12 billion of net par of European 
infrastructure transactions it has added to our insured portfolio will be reflected in our first 
quarter 2017 results. Under its new name, Assured Guaranty (London) Ltd., it will operate as a 
stand-alone subsidiary of AGC for the time being. We are actively working to combine all of our 
European insurance companies, but doing so is subject to regulatory and court approvals. 

Similarly, many of our best structured finance opportunities in 2016 were those where we work 
with institutional clients to devise one-of-a-kind solutions for specific concerns relating to capital 
management, credit or liquidity. In one case, through our Bermuda-based specialty insurance 
company, AGRO, we provided reinsurance to facilitate a life insurance excess reserve 
financing. An example in the asset-backed market was an aircraft ABS transaction in which we 
guaranteed the issuer’s obligations to repay advances under a bank liquidity facility. Also in 
asset finance, we actively pursued opportunities in the aviation space, one of which was 
executed by AGRO during the first quarter of 2017. Additionally, in the fourth quarter of ‘16, we 
provided our first balloon note guaranty for a commercial tenant.  In total, structured finance 
business closed in 2016 produced $28 million of PVP. 

We are pleased with the quality and volume of our business, given the interest rate conditions, 
but we have not generated enough new business in recent years to fully offset the natural 
amortization of our insured portfolio. That means we continue to generate excess capital, which 
we last estimated to be $2.6 billion above the AAA requirement under the S&P capital adequacy 
model at December 31, 2015, a number that we are confident will increase when it is calculated 
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for year-end 2016, even when considering our $306 million in share repurchases during the 
year. 

Our excess capital demands a vigorous capital management strategy. Since the beginning of 
2013, we have repurchased approximately 72.2 million common shares, or roughly 37% of our 
shares outstanding, which has made each dollar of revenue we generate significantly more 
valuable to our shareholders. On a per-share basis, many of the measures our management 
and board consider most important in assessing company performance have improved, 
including operating earnings, operating shareholders’ equity and adjusted book value. In 
November, our board of directors authorized a $250 million increment to our existing share 
repurchase authorization. This week, our board approved an additional $300 million in share 
repurchases, which brings the current authorization to $407 million. 

The pace of buybacks is governed by the paramount importance of protecting policyholders and 
our financial strength ratings and by the statutory limits on regular and special dividends, or 
distributions, that apply to our insurance subsidiaries. In order to release more excess insurance 
company capital, we obtained regulatory approval for a stock redemption plan that AGM 
executed in the fourth quarter, which upstreamed $300 million to the holding company level.  

This was a prudent stock redemption. Even after releasing that AGM capital, and also paying 
$184 million in net claims in 2016 to protect holders of defaulting Puerto Rico-related bonds, our 
group statutory capital increased $231 million during the year and our insured leverage ratios 
declined. For example, the ratio of statutory net par outstanding to total claims-paying resources 
declined from 27:1 at year-end 2015 to 22:1 at year-end 2016. AGM, MAC and AGC each have 
insured leverage ratios well below those of our next most active competitor. 

One reason our statutory capital grew is that we continued to execute our acquisition strategy. 
By acquiring CIFG NA, we added approximately $310 million to our statutory capital. We also 
added $4.2 billion of net insurance exposure, with the related unearned premiums. 

In addition to new business production, capital management and acquisitions, our fourth core 
strategy is loss mitigation. In 2016, this strategy focused largely on our various Puerto Rico 
exposures. A number of these issues have already defaulted, and we have fully protected our 
insured bondholders by making a total of $226 million in claim payments to date. During the 
year, we and other creditors have commenced lawsuits to remedy violations by the Puerto 
Rican government of its constitutional, statutory and contractual obligations to creditors. But we 
know that, to achieve the best overall outcome, we must not only stand up for our rights but also 
make a constructive contribution to resolving Puerto Rico’s financial crisis and revitalizing its 
economy.  

We played an active role in the process that led to the U.S. government’s Puerto Rico 
Oversight, Management, and Economic Stability Act, known as PROMESA, which was signed 
into law in June of 2016. PROMESA establishes an Oversight Board to supervise Puerto Rico’s 
financial affairs and debt negotiations, and it has created an orderly and clear track for both 
consensual and non-consensual restructurings. Critically, PROMESA requires respect for 
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existing constitutional and statutory priorities and liens, which is essential to maintain the rule of 
law and preserve the contractual rights of creditors and other stakeholders. We believe the 
board members have appropriate qualifications for their challenging job, and we have met with a 
number of them. 

In pursuit of a consensual resolution that are fair and support the island’s economic recovery, 
we have also met with a number of creditors and stakeholders and with the new administration 
of Governor Roselló, who took office in January 2017.  Unlike his predecessor, the new 
governor has indicated he is realistic about Puerto Rico’s need for future market access and 
therefore its need to embrace a more consensual approach with creditors.  

In a positive sign, the new governor recently decided to make an interest payment on 
constitutionally protected general obligations of the commonwealth using money clawed back 
from certain other obligations. While we still believe that clawback to be illegal, the use of these 
funds to pay G.O.’s at least applies the clawed back funds to the only purpose the law allows 
and indicates a measure of respect for the legal priorities among various classes of Puerto Rico 
debt, as PROMESA requires.  

However, we understand that he may also reevaluate the Restructuring Support Agreement that 
we, other bond insurers, certain bondholders and the Puerto Rico Electric Power Authority 
negotiated for more than two years. We and others have provided forbearance and liquidity that 
have allowed PREPA to proceed past numerous legislative, regulatory and judicial hurdles. We 
understand the governor’s desire to review the RSA and welcome his input but note that the 
PREPA transaction, as currently configured, provides substantial debt service savings 
compared with the status quo and permits PREPA to re-access the capital markets to refinance 
its current debt and to invest in needed capital expenditures.   

In addition to keeping investors whole through multiple Puerto Rico defaults, our guaranty has 
done an outstanding job of supporting the market value of our insured Puerto Rico bonds. For 
example, as of December 31, 2016, certain AGM-insured PREPA bonds were trading near par 
– which is a price almost $40 higher per $100 of exposure than for uninsured PREPA bonds 
with the same coupon and maturity.  

We have a history of working through difficult situations like Puerto Rico’s to reach outcomes 
that are better for us than was widely assumed at the outset of negotiations. As S&P, Moody’s 
and KBRA each have concluded, we have the resources to manage potential losses under even 
severely stressed Puerto Rico scenarios and retain our current ratings. Our approximately $400 
million of annual investment income, alone, is higher than the average annual net debt service 
for the next ten years on all of our Puerto Rico exposures.  

In the end, only true economic development will be the answer for Puerto Rico.  We support the 
efforts of the Congressional Task Force on Economic Growth in Puerto Rico, whose recent 
report contains many recommendations including, for example, some related to making federal 
support of the health care system more equitable with that of the states, and changes in the tax 
policy, such as extension of the Earned Income Tax Credit to Puerto Rico. 
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By executing our four core strategies well, we have increased shareholder value while 
maintaining a very strong financial position. All of our U.S. insurance companies’ current ratings 
were affirmed with stable outlooks in the second half of 2016.  

We periodically assess the value of each rating assigned to each of our companies and may 
request that a rating agency add or drop a given company’s rating. In September, KBRA 
initiated its coverage of AGC by assigning its AA rating, giving AGC AA stable ratings from both 
KBRA and S&P. With these two ratings, we no longer believe the Moody’s rating has value for 
AGC, and we have asked Moody’s to withdraw it. Before we did so, in January of 2017, we 
arranged for S&P to assign AGC’s AA stable rating to publicly traded AGC-insured bonds that 
did not already have a public S&P insured rating and had either an underlying public Moody’s 
rating below AA or no public underlying Moody’s rating.  

Looking ahead, we are confident that our strength and resilience will see us through whatever 
conditions develop. The Federal Reserve Board has signaled a probable increase in interest 
rates, and higher rates have historically increased demand for bond insurance, allowed for 
better pricing and enlarged the number of opportunities we found economically viable. However, 
even if the central bank raises short-term rates, it could take some time for the effects to reach 
the long-term debt markets where we operate, and issuers may bring fewer transactions to the 
market. We will constantly review our strategic priorities with the twin goals of improving 
shareholder returns and, most importantly, maintaining long-term financial strength to protect 
our policyholders. 

I will now turn the call over to Rob. 

Robert Bailenson - Chief Financial Officer 

Thank you Dominic, and good morning to everyone on the call.  

Before I review this quarter's results, I would like to draw your attention to a change we made to 
our calculation of non-GAAP measures.  In 2016, the SEC issued updated Compliance and 
Disclosure Interpretations for non-GAAP measures and how they may be presented to 
investors.   After discussing these new interpretations with the SEC, we agreed to include the 
effect of FG VIE consolidation in our non-GAAP measures.  This change affects our reported 
operating income, operating ROE, non-GAAP operating shareholders' equity, and non-GAAP 
adjusted book value. 

Our release and financial supplement provides the effects of FG VIE consolidation that are now 
included in each of these measures.   All prior periods presented in the earnings release, 
investor presentations, and those that I discuss today, have been revised to reflect our new non-
GAAP measures in a consistent, comparative manner.    

As I noted, this change was made in accordance with the SEC’s updated interpretations and not 
as a result of any change in the terms of our economics of our contracts. FG VIEs relate 
principally to RMBS transactions and are typically consolidated when certain triggers are met 
that give the Company additional control rights.  Despite the trigger event, the Company’s 
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obligation was, and remains, solely an obligation to pay only the shortfall on scheduled principal 
and interest when due.    

The new interpretations also resulted in a change to the presentation of the detailed line-item 
reconciliation of net income to operating income.  The earnings release and supplement now 
show only two columns -- one for "operating income adjustments," and the other for the "effect 
of FG VIE consolidation."  The first "operating income adjustment" column shows amounts 
reported in each line item that we subtract from GAAP amounts to arrive at operating income.  
The second column, which is titled "effect of FG VIE consolidation," represents amounts 
included in operating income related to FG VIE consolidation that management subtracts from 
operating income to arrive at its internal core metrics.  These core metrics are used to assess 
financial performance, and is a basis for our compensation measures.  

Let me give you an example so you can see how including the effect of FG VIE consolidation 
affects our non-GAAP measures.  Operating income in the fourth quarter of 2016 was $139 
million, including a $16 million gain related to the effect of FG VIE consolidation.  Under our 
previous calculation, this FG VIE gain would have been eliminated and therefore we would have 
reported $123 million in operating income.    

We have revised our fourth quarter 2015 operating income to $130 million, which now includes 
a $13 million gain related to FG VIE consolidation that had been eliminated to $117 million 
operating income reported at this time last year.  

The effect of including FG VIE consolidation gains in both periods was not a source of any 
material variance. The primary drivers of the increase in operating income on a quarter-to-date 
basis are lower loss expense on Puerto Rico exposures and higher net earned premiums due to 
refundings and terminations, offset in part by lower credit derivative revenues. 

Economic loss development was $102 million in the fourth quarter of 2016 -- $53 million of 
public finance loss development, and $49 million of structured finance loss development.  The 
public finance development was primarily attributable to Puerto Rico, while structured finance 
development was mainly due to a reduction in excess spread in first lien RMBS transactions.  
These amounts are net of a $94 million dollar benefit attributable to higher risk-free rates used 
to discount losses.  

On a full year basis, we hit record operating income of $895 million in 2016, a 26% increase 
over operating income of $710 million in 2015.   

Full year 2016 operating income of $895 million includes a benefit of $12 million for FG VIE 
consolidation, which would have been eliminated under our previous calculation and would have 
resulted in operating income of $883 million.  

Full year 2015 operating income was $710 million, which now includes an $11 million gain 
related to FG VIE consolidation that was not included in the $699 million in operating income 
reported at this time last year. 
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The increase in operating income was driven primarily by net earned premium accelerations 
due to higher refundings and terminations and lower losses on Puerto Rico exposures, offset in 
part by lower credit derivative revenues as we actively terminate existing CDS and the inforce 
book of business amortizes as transactions reach maturity. 

Operating income in both 2016 and 2015 included significant gains attributable to acquisitions.  
The full year effect of the CIFG Acquisition in 2016 was approximately $320 million, compared 
with $318 million for the Radian acquisition in 2015.   

Total economic loss development in the full year 2016 was $139 million, which is net of a $15 
million benefit attributable to changes in discount rates.  This was comprised of $269 million of 
public finance loss development, primarily attributable to Puerto Rico exposures, offset in part 
by $130 million in positive development in the structured finance asset class resulting from loss 
mitigation strategies such as the acceleration of claims and bond repurchases. 

We have continued to execute on our share repurchase initiative in 2016, as Dominic described.  
We received approval from the New York Department of Financial Services to return $300 
million from AGM to its holding company, which will allow us to expand the program in 2017.  
This week the Board of Directors authorized an additional $300 million in share repurchases 
bringing our current remaining authorization to $407 million.  The Board also approved an 
increase in our quarterly dividends to 14.25 cents per share.    

Shareholder dividends, share repurchases, recurring debt service and operating expenses of 
the holding companies are supported by the capacity of our insurance companies to return 
capital and pay dividends to the holding companies.  Currently, we have $29 million in cash and 
investments at the Bermuda holding company and approximately $268 million at the US holding 
companies.   

During four years of steady execution of the share repurchase programs, we have repurchased 
35% of our outstanding shares for a total of $1.7 billion.  The accretive value of this program is 
reflected in a 41% higher operating income per share and 28% higher adjusted book value per 
share than would have been reported without these repurchases. 

In the first quarter of 2017, we will report on the MBIA UK acquisition, which has been renamed 
Assured Guaranty (London). We are still working on the fair value analysis of MBIA UK's book 
of business but I expect the acquisition to be accretive to our key metrics. 

I'll now turn the call over to our operator, to give you the instructions for the Q&A period. 

Q&A TO COME 


