Assured Guaranty (Europe) SA

Solvency and Financial Condition Report

2022

ASSURED
GUARANTY"



Contents

Section A

Section B

Section C

Section D

Section E

Section F

Glossary of Abbreviations and Definitions

Directors' Statement

Executive Summary
Business and Performance

A.1 Business

A.2 Underwriting Performance

A.3 Investment Performance

A.4 Performance of Other Activities
A.5 Any Other Information

System of Governance

B.1 General Governance Information
B.2 Fit and Proper Requirements
B.3 Risk Management System
B.4 Internal Control System
B.5 Internal Audit Function
B.6 Actuarial Function
B.7 Outsourcing
B.8 Any Other Information
Risk Profile
C.1 Underwriting Risk
C.2 Market Risk
C.3 Credit Risk
C.4 Liquidity Risk
C.5 Operational Risk
C.6 Other Material Risks
C.7 Any Other Information
Valuation for Solvency Purposes
D.1 Assets
D.2 Technical Provisions
D.3 Valuation of Other Liabilities
D.4 Alternative Methods for Valuation
D.5 Any Other Information
Capital Management
E.1 Own Funds
E.2 SCR and MCR
E.3 Use of the Duration-Based Equity Risk Sub-Module

E.4 Differences between the Standard Formula and Any Internal Models Used

E.5 Non-Compliance with MCR and Significant Non-Compliance with SCR
E.6 Any Other Information

Quantitative Reporting Templates

Page

S NI W N =

iR EEIRB
NO |00 W [W N N |—

[\8}
—_

N
[\8}

BRRERREI

(O8]
—

e L R o S R A S T T T |V I |V I VS B (VS I (PR I (98}



GLOSSARY OF ABBREVIATIONS AND DEFINITIONS

Term Definition

ACPR Autorité de Controle Prudentiel et de Résolution

AGC Assured Guaranty Corp

AGC Transferred The AGM Transferred Business Reinsurance Agreement between the Company and AGC
Business Reinsurance  reinsures business transferred to the Company under the Portfolio Transfer.

Agreement

AGE or the Company  Assured Guaranty (Europe) SA

AGL Assured Guaranty Ltd.

Assured Guaranty AGL and its subsidiaries

Group

AGLN Assured Guaranty (London) plc

AGM Assured Guaranty Municipal Corp

AGM Excess of Loss The AGM Excess of Loss Reinsurance Agreement between the Company and AGM dated 2
Reinsurance January 2020.

Agreement

AGM Net Worth AGM Net Worth Maintenance Agreement between the Company and AGM dated 2 January
Maintenance 2020

Agreement

AGM New Business Quota share and excess of loss reinsurance agreement between the Company and AGM dated 2
Reinsurance January 2020

Agreement

AGM Transferred The AGM Transferred Business Reinsurance Agreement between the Company and AGM
Business Reinsurance  reinsures business transferred to the Company under the Portfolio Transfer.

Agreement

AGRE Assured Guaranty Reinsurance Limited

AGRE Transferred The AGRE Transferred Business Reinsurance Agreement between the Company and AGRE
Business Reinsurance  reinsures the AGUK and legacy AGLN policies transferred to the Company under the Portfolio
Agreement Transfer.

AGUK Assured Guaranty UK Limited (formerly Assured Guaranty (Europe) plc)

AG (UK) Services

AGUS Services
BIG

Board

Brexit

CFO

Company
Directive

ECM

EEA

EIOPA

ERC

EU

Fitch

French GAAP
GPO

Group Service
Agreement

GWP
ICA
IG
ISCC
IT
KBRA
KFH

Assured Guaranty (UK) Services Limited
AG US Group Services Inc
Below-investment-grade

Board of Directors

UK’s departure from the EU

Chief Financial Officer

Assured Guaranty (Europe) SA

Directive 2009/138/EC of the European Parliament and of the Council on the taking-up and
pursuit of the business of Insurance and Reinsurance (Solvency II), as amended from time to
time

Economic Capital Model

European Economic Area

European Insurance and Occupational Pensions Authority
Executive Risk Committee

European Union

Fitch Ratings Inc

French Generally Accepted Accounting Principles

Gross par outstanding

Third Amended and Restated Service Agreement among the Company, AGUS Services and
other affiliates, effective 2 January 2020.

Gross Written Premiums

Internal Capital Assessment

Investment Grade

International Supervisory Credit Committee
Information Technology

Kroll Bond Rating Agency Inc

The holders of Key Functions



Term Definition

KRIs Key risk indicators

LTIP Long term incentive plan
MCR Minimum Capital Requirement
Moody’s Moody’s Investors Service Inc

Non-Public Finance

Business Reinsurance

Agreement

NPO

NYDFS

ORSA

Par

PF

plc

Portfolio Transfer

PVP

Rating Agencies
RCS

RMBS

S&P

SCR

SCR Ratio

SF

SFCR

Solvency II Regulation

Standard Formula
UK

usS

USPs

The Non-Public Finance Business Reinsurance Agreement, dated 1 July 2021, is between the
Company and AGC and reinsures to AGC 90% of the Company’s retention on any new non-
public finance policies.

Net par outstanding

The New York Department of Financial Services

Own Risk and Solvency Assessment

Par value of the obligation

Public finance

Public limited company

During 2020, AGUK transferred its existing EEA insured risks based policies to the Company,
utilising an insurance transfer under Part VII of the United Kingdom Financial Services and
Markets Act 2000 and French insurance portfolio transfer procedures.

A non-GAAP (Generally Accepted Accounting Principles) financial measure used by the
Assured Guaranty Group which is defined as gross upfront and instalment premiums received
plus the present value of gross estimated future instalment premiums, on contracts written in the
current year, discounted at the approximate average pre-tax book yield of fixed-maturity
securities purchased across the Assured Guaranty Group during the prior calendar year,
excluding loss mitigation securities.

S&P, KBRA and Moody’s

Trade and Companies Register

Residential Mortgage-Backed Securities

S&P Global Ratings, a division of Standard & Poor's Financial Services LLC
Solvency Capital Requirement

Ratio of eligible own funds to SCR

Structured finance

Solvency and Financial Condition Report

Commission Delegated Regulation EU 2015/35 of 10 October 2014, as amended
Standard formula prescribed by EIOPA

United Kingdom of Great Britain and Northern Ireland

United States of America

Undertaking-specific parameters



Executive Summary

This Solvency and Financial Condition Report has been prepared in accordance with the Solvency II regulatory framework
and sets out information on the business and performance of the Company, its system of governance, risk profile, valuation
of assets and liabilities for solvency purposes and capital management as at 31 December 2022.

Solvency II regulations and guidelines prescribe the structure of the document and the information required to be reported in
each section. In preparing this report we have referenced each reporting requirement, separately commenting on its
relevance to the Company.

Principal activities

AGE was incorporated in July 2019 and was established to enable the Assured Guaranty Group to continue underwriting
new business and service existing EEA policies following the UK's departure from the EU and EEA (commonly known as
“Brexit”) in January 2020. On 1 October 2020 AGUK transferred certain of its existing EEA policies to the Company under
Part VII of the United Kingdom Financial Services and Markets Act 2000 and French insurance portfolio transfer
procedures (the “Portfolio Transfer”).

The principal activity of the Company is providing financial guarantees for public finance (including infrastructure finance)
and structured finance obligations. Financial guarantee insurance written by the Company generally guarantees scheduled
payments of principal and interest on an issuer’s obligations in the event, and to the extent of, a payment default.

The Company is governed by the French Insurance Code and regulated by the ACPR and is registered with the RCS in
France (SIREN: 852 597 384). The Company is authorised to carry out three classes of general insurance business in
France: classes 14 (credit), 15 (suretyship) and 16 (miscellaneous financial loss).

AGE is a subsidiary of AGM. AGM is an insurance company domiciled in the State of New York, United States of
America. AGM provides financial guarantee insurance on debt obligations issued in the US public finance and global public
finance and infrastructure markets.

Ratings

The obligations insured by the Company are generally awarded ratings on the basis of the financial strength ratings given to
the Company by major rating agencies. As at 5 April 2023, AGM and the Company have been assigned the following
insurance financial strength ratings set out below, by S&P Global Ratings, a business unit of S&P and KBRA:

S&P: AA / Stable Outlook
KBRA: AA+ / Stable Outlook
Business and Performance
Underwriting performance

During 2022 the Company underwrote business in both the public finance and structured finance sectors, generating PVP
and gross written premiums of €47.0 million (2021: €18.1 million) and €76.0 million (2021: €19.0 million) respectively.

The Company’s overall underwriting result for the year was a loss of €0.6 million (2021: profit of €1.5 million). The loss
was primarily due to negative net earned premiums which are the result of the pricing of certain reinsurance contracts
assumed from AGUK during the Portfolio Transfer. The underwriting result is described further in Section A.2,
Underwriting performance.

The overall profitability of the Company is expected to increase over the coming years as further new business is added and
the business reaches scale.

The Company has not incurred any claims to date. No claims reserves or unexpired risks provision have been recognised as
at the balance sheet date.

As at 31 December 2022, the Company had issued guarantees on financial obligations with gross outstanding par of €7.4
billion (2021: €8.0 billion) and net par after reinsurance of €518.8 million (2021: €547.3 million).

The Company's insured portfolio of guarantees split by obligation type as at 31 December 2022 is summarised below:



Insured Portfolio by Sector

As at 31 December 2022 2021

€'000 GPO NPO GPO NPO
Sector

Regulated Utilities 3,585,394 238,773 3,398,326 227,148
Sovereign and Sub-sovereign 1,145,049 47,160 1,212,734 50,325
Renewable Energy 1,110,500 119,282 1,178,654 126,604
Infrastructure Finance 906,480 58,288 1,818,147 110,925
Subscription Finance 272,163 27,216 35,693 3,569
Pooled Corporates 250,000 25,000 250,000 25,000
RMBS 110,797 3,127 130,272 3,683
Total 7,380,383 518,846 8,023,826 547,254

Investment performance

The Company’s investment strategy focuses on establishing highly liquid, diversified investment portfolios of high credit
quality managed by an external investment manager. Under French GAAP, the Company’s investments are recorded on an
amortised cost basis. The net investment loss of €1.42 million (2021: loss of €0.02 million) is due to realised losses on
disposals in the fourth quarter following the sale of several bonds in order to reduce portfolio duration.

System of Governance

The Company's Board has overall responsibility for directing and controlling the activities of the Company which includes
the establishment and oversight of its system of governance. The Board and management of the Company are committed to
high standards of corporate governance and have placed significant focus on the establishment and maintenance of a
comprehensive and effective governance framework. Integral to this framework are the committees and functions
established by the Board to oversee the day-to-day operations of the Company and to implement policies, procedures,
guidelines and limits approved by the Board. Each of the committees operates under terms of reference which are reviewed
and approved by the Board, at least annually.

The Company's risk management framework is organised around a three lines of defence model which ensures that all
functions (both those that own risks, as well as the risk management and compliance functions) are responsible for
managing risks. These functions are supplemented by an independent (outsourced) Internal Audit function which provides
assurance over the operation of the risk management framework, including the Company's internal control framework.

The Company's governance and risk management framework is described in more detail in Sections Bl. and B3.

Risk Profile

The most significant risk to which the Company is exposed remains underwriting risk, the key element of which, due to the
nature of financial guarantee contracts, is credit risk, i.e. the risk that obligors of insured obligations will fail to pay. The
other material components of the Company's risk profile are market risk, counterparty default risk, liquidity risk and
operational risk. The Company's tolerance for risk is established within its Risk Appetite Statement. Risk exposures are
controlled and monitored under the Risk Management Framework, which ensures a continuous process of risk
identification, measurement, monitoring, management and reporting.

Section C further describes the Company's material risk exposures, quantified measures of those risks and how the
Company manages these risks

Valuation for Solvency Purposes

Under Solvency II rules all assets and liabilities are required to be valued on a basis that reflects their fair value. The excess
of the Company's assets over liabilities within its Solvency II balance sheet as at 31 December 2022 was €49.0 million. Net
assets as reported within the Company's French GAAP financial statements were €108.2 million (2021: €110.8 million).
The adjustments made to the Company's French GAAP shareholder's equity to derive the Solvency II own funds are set out
below.



Summary of adjustments to French GAAP balance sheet

As at 31 December 2022 2021
€'000
Shareholders' equity under French GAAP 108,189 110,752
Disallowed items (prepayments & deferred acquisition costs) (2,432) (1,849)
Solvency II fair value adjustment to investments (20,151) (2,941)
Solvency II adjustment to net best estimate provision & discounting (18,968) (31,021)
Risk margin (17,634) (13,207)
49,004 61,734

Solvency II excess of assets over liabilities

Section D provides further details of the Company's assets, technical provisions and other liabilities under the Solvency 11
basis of valuation.

Capital Management

The primary objective of the Company's capital management policy is to ensure sufficient capital resources to meet both the
Company's regulatory capital requirements as well as its own economic capital assessment, the [CA.

The Company calculates its SCR using the Standard Formula. The ratios of the Company's own funds to its SCR and MCR
are shown below. The Company remains in a strong financial position with an SCR Ratio of 256% (2021: 281%). The
solvency surplus decreased during 2022 due to a decrease in Own Funds which was primarily due to an increase in the run-
off expense provision component of the the best estimate and an increase in the risk margin due to methodology changes in
the calculations of these provisions. The MCR is at the floor of 25% of the SCR.

Summary of SCR and MCR

As at 31 December 2022 2021
€'000
Solvency II own funds 49,004 61,734
SCR 19,176 21,940
SCR Ratio 256 % 281 %
MCR 4,794 6,819
MCR Ratio 1,022 % 905 %

The Company's own funds structure, as defined under Solvency II rules, is comprised of Tier One own funds only.

As at 31 December

€'000 2022 2021
Tier 1 49,004 61,734
Tier 2 — —
Tier 3 — —
Total 49,004 61,734

Section E provides details of the Company's policies and procedures for the management of capital, as well as further details
on the components of the Company's SCR.



Directors' Statement
Year ended 31 December 2022

We acknowledge our responsibility for preparing this Solvency and Financial Condition Report in all material respects in
accordance with the ACPR Rules and the Solvency II Regulations as applicable to the Company. We are satisfied that:

(a) throughout the financial year in question, the Company has complied in all material respects with the requirements of
the ACPR Rules and the Solvency II Regulations applicable to the Company; and

(b) it is reasonable to believe that, at the date of the publication of this Solvency and Financial Condition Report, the
Company continues to comply and will continue to comply in the future.

For and on behalf of the Board of Assured Guaranty (Europe) SA

Photer

Richard Nicholas
Director

5 April 2023



A. Business and Performance

This section of the SFCR provides information about the Company's business, its structure and financial performance.

The Company prepares its financial statements in accordance with French GAAP. The information on financial performance
provided in this section is therefore presented on a French GAAP basis, unless otherwise stated.

A.1 Business
a. Name and legal form

The Company is a Société Anonyme registered in France (registration number 852 597 384 RCS Paris).
The registered office of the Company is:

71, rue du Faubourg Saint-Honoré
75008 Paris
France

b. Name and contact details of the supervisory authority responsible for financial supervision

The Company is governed by the French Insurance Code and regulated by the ACPR.

4 Place de Budapest
CS 92459

75436 Paris

Cedex 09

France

c. Name and contact details of the external auditor

PricewaterhouseCoopers LLP

Chartered Accountants and Statutory Auditors
63 Rue de Villiers

92200 Neuilly sur Seine

France

d. Holders of qualifying holdings in the Company

The Company is a subsidiary of AGM. AGM is an insurance undertaking governed by the laws of the State of New York,
United States of America. AGM commenced operations in 1985 and has its principal place of business in New York. AGM
provides financial guarantee insurance and reinsurance on debt obligations issued in the US, and together with the
Company, in the international public finance and infrastructure finance markets. AGM is regulated by the NYDFS. The
NYDFS has agreed to serve as the Assured Guaranty Group regulator for the insurance companies in the Assured Guaranty
Group. AGM is an indirect wholly-owned subsidiary of AGL.

AGM holds 99.999894% of the share capital of the Company. The remaining 0.000106% is owned by Assured Guaranty
Municipal Holdings Inc., which is also an indirect wholly-owned subsidiary of AGL.

AGL (through a wholly-owned holding company) acquired AGM (then named Financial Security Assurance Inc.), together
with its holding company Financial Security Assurance Holdings Ltd. (renamed Assured Guaranty Municipal Holdings Inc.)
on 1 July 2009.

AGL is a Bermuda-based holding company, which was formed in 2003, and as a public company, is subject to certain
requirements of the US Securities and Exchange Commission.



e. Details of the undertaking's position within the legal structure of the Assured Guaranty

Group

The abbreviated organisational chart below shows the position of the Company as an indirect wholly owned subsidiary of

AGL.

Assured Guaranty Ltd. Corporate Structure

(the ownership interest is 100% unless otherwise indicated below)

Assured Guaranty Ltd.
Hamilton, Bermuda
Publicly traded Holding Company (NYSE: AGO)

Assured Guaranty Re Ltd.

(AG Re)
Financial Guaranty Reinsurance

Assured Guaranty
US Holdings Inc. (AGUS)
U.S. Holding Company

Assured Guaranty Overseas
US Holdings Inc.
U.S. Holding Company

Assured Guaranty
Municipal Holdings Inc.
U.S. Holding Company

Assured Guaranty (UK)
Services Limited
UK Service Company

Assured Investment

Management LLC
Alternative Asset Manager

Assured Guaranty Re
Overseas Ltd. (AGRO)

Specialty Reinsurance Assured Guaranty

Municipal Corp. (AGM)
Financial Guaranty Direct

Assured Guaranty Corp.
(AGC)
Financial Guaranty Direct

Assured Guaranty
UK Limited (AGUK)
Financial Guaranty Direct

Assured Guaranty
(Europe) SA (AGE)
Financial Guaranty Direct

*AGM holds 99.999894% of the share capital of the Company. The remaining 0.000106% is owned by Assured Guaranty Municipal Holdings Inc., which
is also an indirect wholly-owned subsidiary of AGL.

f. Material lines of business and material geographical areas where business is underwritten

The principal activity of the Company is providing financial guarantees in the EEA, specifically to the public finance
(including infrastructure finance) and structured finance markets. On 1 October 2020, in response to the impacts of Brexit
upon the Assured Guaranty Group's ability to continue underwriting new business and service existing EEA policies,
AGUK transferred certain of its existing EEA policies to AGE under Part VII of the United Kingdom Financial Services
and Markets Act 2000 and French insurance portfolio transfer procedures. AGE was authorised to conduct insurance
business in France and certain other EEA countries from 2 January 2020, and from that date AGUK ceased underwriting
new business in the EEA.

The Company's insured portfolio by risk location, split between Public and Structured finance is given in the table below.



Par insured by location of risk

As at 31 December 2022

Gross Par Net Par
€'000 Outstanding Outstanding
Public finance
UK 3,647,412 239,309
Spain 1,456,693 125,622
France 708,695 48,226
Japan 438,194 25,986
Poland 221,578 7,718
Italy 145,000 3,657
USA 129,851 12,985
Total public finance 6,747,423 463,503
Structured finance
Italy 99,444 3,215
USA 96,884 9,688
UK 75,633 6,620
Germany 62,435 5,964
France 61,763 6,176
Netherlands 48,634 4,863
Luxembourg 48,631 4,863
Other 139,536 13,954
Total structured finance 632,960 55,343
Total 7,380,383 518,846

g. Significant business or other events that have occurred over the reporting period that have
had a material impact on the undertaking and its subsidiaries

In recent years, the European Union and the financial markets have been impacted by the COVID-19 pandemic, political
events, including the withdrawal of the UK from the European Union (“Brexit”) and Russia’s invasion of Ukraine and,
related to these events, significant increases in inflation and interest rates.

Central banks around the world have raised interest rates to address the current levels of inflation, resulting in decreased
global economic growth forecasts and increased risk of global recession during 2023. Several economic forecasts predict the
UK economy, which is the Company's largest location of risk, will contract during 2023 for the first time since 2009 and the
Eurozone economy is also expected to contract but to a lesser extent. Regardless, the risk of recession is heightened heading
into the first half of 2023.

Primarily, a rising interest rate environment is regarded as favourable for the Company. Although inflation and higher
interest rates could impact certain of AGE’s insured transactions, the majority have business models under which cost
inflation can be passed to customers or for which revenues are contractually inflation-linked, largely mitigating the financial
impacts of the current environment. More favourably, higher interest rates are often accompanied by wider credit spreads
which generally make the Company’s financial guarantees more attractive, increase the level of premiums which can be
charged and improve the competitiveness of the Company’s guarantee in a range of sectors. A deteriorating economy can
create a more challenging environment for certain of the Company’s insured transactions. Such an environment generally
also increases investor sensitivity to credit risk, potentially increasing demand for the Company's guarantee.

Equally, although further interest rate rises may impact the market value of fixed-rate securities held in the Company’s
investment portfolio, over time such impacts are expected to be negated by the Company’s book yield investment strategy
under which it seeks to hold investments to maturity. Higher interest rates will also increase the amount the Company can
earn on its investment portfolio as fixed-rate securities mature and the proceeds are reinvested in higher yielding securities.
The Company does not expect unrealised losses on the investment portfolio to significantly impact liquidity coverage ratios,
and there was no significant impact on these ratios as as at the balance sheet date.

Consumer price inflation increases the Company’s insured par for contracts where the insured obligations are inflation-
linked. However, such increases are accompanied by corresponding increases in future instalment premiums the Company
receives in respect of these exposures.



In addition, fluctuations in foreign exchange rates as a result of the global economic environment may adversely affect the
Company’s financial performance. The Company’s reporting currency is euros. The Company maintains both assets and
liabilities in currencies different from euros, which exposes it to changes in currency exchange rates.

A.2 Underwriting Performance

New business

The Company measures new business production in terms of PVP. The Company believes PVP is a useful measure for
management and other users of the financial statements because it enables the evaluation of new business production by
taking into account the impact of the time value of money on estimated future instalment premiums.

The new business written by the Company is shown in the table below. Gross par written refers to the value of debt
principal insured at inception.

New Business Written

Year Ended 31 December 2022 2021
Gross Gross
Par  Number of Par  Number of
PVP GWP Written Transactions PVP GWP  Written Transactions
Sector €'000 €'000 €'000 # €'000 €'000 €'000 #
Sovereign and Sub-Sovereign — — — — 1,693 1,693 — 1
Renewable Energy — — — — 3,333 3,815 125,000 1
Other Infrastructure 11,108 11,640 133,481 2 9,465 9,465 — 3
Other Structured Finance 1,284 1,377 286,226 4 1,854 2,031 125,000 1
Pooled Corporate Obligations — — — — 1,800 1,960 172,591 2
Regulated Utilities 34,615 62,935 1 — — — —
Total 47,007 75,952 419,707 7 18,145 18,964 422,591 8

The Company underwrote business during the year in the public finance sector, including a bilateral financial guarantee for
a European financial institution and a secondary market transaction extending insurance coverage on several UK regulated
utilities, and in the structured finance sector, including bilateral financial guarantees for subscription facilities of a European
bank. Total PVP and gross written premiums were €47.0 million (2021: €18.1 million) and €76.0 million (2021: €19.0
million) respectively. As at the end of the year, the value of net par insured was €518.8 million (2021: €547.3 million).

Underwriting result

The underwriting result of the Company for the year, as presented within the Company's financial statements, is summarised

below.

Technical Account for General Business

Year Ended 31 December

€'000 2022 2021
Earned premiums, net of reinsurance (3,103) (1,534)
Net operating income / (expense) 2,511 3,022
Other technical income — 4
Balance on the technical account for general business (592) 1,492

The Company’s overall underwriting result for the year was a loss of €0.6 million (2021: profit of €1.5 million). The loss
was primarily due to negative net earned premiums which are the result of the pricing of certain reinsurance contracts
assumed from AGUK during the Portfolio Transfer. During 2022, there was a termination of one such policy, resulting in
the acceleration of the reinsurance premiums which were greater than the make-whole premium received.

The overall profitability of the Company is expected to increase over the coming years as further new business is added and
the business reaches appropriate scale.

10



The Company has not incurred any claims to date. No claims reserves or unexpired risks provision have been recognised as
at the balance sheet date.

Net operating income / (expense)
The Company recognised net operating income of €2.5 million (2021: income of €3.0 million), a breakdown of which is

provided below. Administration expenses increased from prior year as the Company continues to build the scale of its
operations. Reinsurance commission income continues to increase in line with the growth of the insured portfolio.

Year Ended 31 December

€'000 2022 2021
Acquisition costs deferred 1,141 1,086
Change in deferred acquisition costs (503) (278)
Administration expenses (12,755) (11,643)
Reinsurance commissions 14,628 13,857
Net operating income / (expense) 2,511 3,022

A.3 Investment Performance
Investment Portfolio

The table below presents the Company's investment return for the year. All financial investments are held at amortised cost,
with accretion and amortisation of bonds recognised within the income statement.

a. Income and Expenses

Investment Return

Year Ended 31 December
€'000 2022 2021

Interest income

Euro-zone Government bonds 208 266

Non Eurozone Government bonds 7 —

Supranational bonds 277 360

Corporate bonds 834 797
Total Interest income 1,326 1,423
Amortisation / Accretion

Euro-zone Government bonds (149) (256)

Non Euro-zone Government bonds 28 —

Supranational bonds (106) (290)

Corporate bonds (499) (573)
Total Amortisation / Accretion (726) 1,119)
Interest expense

Other (24) (48)
Total interest income / (expense) 576 256
Realised losses (1,908) (204)
Investment expenses and charges (85) (68)
Total investment return (1,417) (16)

The Company’s investment strategy focuses on establishing highly liquid, diversified investment portfolios of high credit
quality managed by an external investment manager. Under French GAAP, the Company’s investments are recorded on an
amortised cost basis. The net investment loss of €1.42 million (2021: loss of €0.02 million) is due to realised losses on
disposals in the fourth quarter following the sale of several bonds in order to reduce portfolio interest rate duration.

11



The overall duration of the Company’s investment portfolio as at 31 December 2022 was 5.8 years (2021: 8.3 years), with
an average credit quality of AA- (2021: AA-), excluding short term deposits.

b. Gains and Losses on Investments Recognised Directly in Equity
All investments gains and losses are recognised within the income statement.
c¢. Investments in Securitisation

The were no investment in securitisations as at 31 December 2022 (31 December 2021: €nil).

A.4 Performance of other activities

The Company also recorded a foreign exchange loss of €0.6 million during the year (2021: gain of €1.8 million) due to the
weakening of Pound Sterling against the Euro during the year, offset in part by the strengthening of the US Dollar against
the Euro.

A.5 Any other information

Lease Payments

The Company leases and occupies office space in Paris and had the following future minimum lease payments under a non-
cancellable operating lease agreement for each of the following periods:

Future minimum lease payments
Year Ended 31 December

€'000 2022 2021
Not later than one year 166 166
Later than one year and not later than five years 42 208

Later than five years — —
Total 208 374

12



B. System of Governance

This section of the SFCR describes the principal components of the Company's management and governance structure,
including its risk management processes.

B.1 General information on the system of governance

a. Structure of the undertaking’s administrative, management or supervisory body, main roles
and responsibilities, segregation of responsibilities, committees, description of the main roles
and responsibilities of key functions

Board of Directors

The Company's Board has overall responsibility for the Company's system of governance, oversight of its business and
affairs and establishment of its key strategic direction and key financial objectives, both directly and through its
Committees. The Board is comprised of seven directors, three of which are non-executive directors of which one is an
independent non-executive director.

The Board has delegated, pursuant to written terms of reference, responsibility for a number of matters to two sub-
committees of the Board; the Audit Committee and the Risk Oversight Committee.

Each Committee's terms of reference are reviewed at least annually to ensure that they remain appropriate and to reflect any
changes in good practice. Each of the committees is comprised of two non-executive directors of the Company and one
independent non-executive director.

The Board has delegated the day-to-day management of the Company to the Managing Director and to the Deputy
Managing Director. The Managing Director and the Deputy Managing Director are supported by a number of management
committees; an Executive Committee, an Executive Risk Committee, a Surveillance Committee and an Underwriting
Committee and by the key functions.

The Company's overall governance structure is summarised below.

*Key Function Holder

Board of Directors

Chairman (N ED) Dominic Frederico
INED NED ED ED ED ED
Penny Shaw Robert Bailenson Nick Proud Raphagl de Tapol Dominic Nathan Richard Nicholas
Risk Oversight Audit
Committee Committee
Executive Underwriting Surveillance Executive
Committee Committee Committee Risk Committee
|
Origination Under Surveillance i 3 Risk* : Internal*
writing i.e. Portfolio 2 : Audit
Management o5 : i
designing & anLl'r’L? Transaction o
und?‘r;\;ltm TR monih_)ling& 3 .
s undenwriting cHLnE i3 Compliance*
o4 IT & Ops
Legal Transactions 1
Business First Line :Support First Line: Second Line . Third Line

—_
W



Audit Committee

The Audit Committee is responsible for assisting the Board in its oversight of the integrity of the Company’s financial
statements, the effectiveness of the systems of internal controls over financial reporting, including fraud prevention and
detection, and monitoring the effectiveness, performance, objectivity and independence of the external and internal auditors.
The Committee receives regular reporting from the Finance, Internal Audit and Actuarial functions.

Risk Oversight Committee

The Risk Oversight Committee is responsible for assisting the Board in the identification and assessment of the Company’s
key risks and the effectiveness of internal control matters relating to the Company’s business operations including
compliance with laws and regulations. The Committee’s responsibilities include oversight of the Company’s risk appetite
and monitoring the effectiveness of the Company’s risk management framework. The Risk Oversight Committee reviews
the Company’s risk profile against risk appetite, oversees the management of current and emerging risk exposures and risk
issues, oversees the ORSA process and reviews its results and reviews the Company’s scenario and stress testing and the use
of the Company’s ECM.

The Committee receives regular reporting under the Company’s ORSA process, which includes a quarterly risk dashboard
and reporting from the Chief Risk Officer (Key Function Holder for Risk Management). It is also responsible for overseeing
and challenging the activities of the Risk Management and Compliance functions.

Executive Committee

The purpose of the Executive Committee is to manage the operational activities of the Company. The Committee is
responsible for assisting in the development of the Company's strategy (for example via the development of the business and
capital plans) and, once approved by the Board, overseeing the implementation of those strategies, including key initiatives
and projects. The Committee oversees operational performance, including outsourcing arrangements and the performance
and financial position of the business and ensuring the business is managed in line with regulatory and legal requirements.
The Committee is chaired by the Managing Director.

Executive Risk Committee

The Executive Risk Committee is responsible for assisting the Risk Oversight Committee and Board in the management of
risk and oversight of the Company’s Risk Management Framework and processes. This includes monitoring the Company’s
compliance with risk strategy, risk appetite, risk limits, as well as overseeing and challenging the Risk Management and
Compliance functions. The Committee is also responsible for assisting the Audit Committee in assessing the
appropriateness of the Company’s French GAAP and Solvency II technical provisions. The Committee is chaired by the
Chief Risk Officer.

Surveillance Committee

The Surveillance Committee’s main purpose is to review and monitor the Company’s insured portfolio and analyse the
impact of external or other events on the underlying credit risk of existing transactions and take appropriate management
action. The Surveillance Committee is required to approve all changes in the internal ratings of the Company’s insured
transactions. The Committee is chaired by the Head of Surveillance.

Underwriting Committee

The Underwriting Committee is responsible for reviewing proposed transactions that are within the Company’s risk
appetite and either approving or rejecting these transactions. It is also responsible for assessing and approving the initial
internal rating assigned to new transactions. The Committee is chaired by the Head of Underwriting Oversight.

Roles and Responsibilities of Key functions

The system of governance for the Company includes the four Key Functions (risk management, internal audit, compliance,

and actuarial) specified in the Directive. Below is a brief description of the main roles and responsibilities of those key
functions.
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Risk Management function

The Risk Management function is responsible for the development and implementation of the Risk Management
Framework. As such, it is responsible for ensuring that the Company has in place an effective risk management system
comprising risk strategies, risk policies and the processes necessary to identify, measure, monitor, manage and report on
risks on a continuous basis. The responsibilities of the Risk Management function are further detailed in Section B.3.

The Risk Management function is independent of any business or operational unit.
Internal Audit function

The Internal Audit function is responsible for providing the Company with independent, objective assurance and advisory
services. The primary responsibility of the Internal Audit function is to provide independent assurance over the adequacy
and effectiveness of the internal control system within the Company and other elements of the Company's system of
governance.

The Company appointed a Key Function Holder for Internal Audit and outsourced the performance of the Internal Audit
function to an international public accounting firm, which is objective and independent from the Company's operational
functions. The Key Function Holder is responsible for overseeing and monitoring the performance of the outsourcing of that
function and for performing an evaluation of the adequacy and effectiveness of the risk management, governance and
internal control frameworks. The Key Function Holder and the outsourced Internal Audit function report directly to the
Audit Committee and Board on the results of its internal audit activities and any other internal audit matters. Section B.5
provides further detail on the activities of the Internal Audit function, including its purpose, independence, authority, and
roles and responsibilities..

Compliance function

The Compliance function assists the organisation in ensuring its compliance with applicable laws and regulations, makes an
assessment of the possible impact of any changes in the legal and regulatory environment on the operations of the Company,
and identifies and assesses compliance risk. The Compliance function is also independent from any business or operational
unit. Section B.4.b provides further detail on the activities of the Compliance function.

Actuarial function

The Chief Actuary carries out the responsibilities of the Actuarial function, which includes coordinating the Company’s
French GAAP and Solvency II technical provisions calculations, ensuring that the methodologies and models underlying the
technical provisions are appropriate and assessing uncertainties underlying the estimates. The Actuarial function is also
responsible for assessing the appropriateness of the Company’s underwriting policy and the adequacy of its reinsurance
programme. Section B.6 provides further detail on the activities of the Actuarial function.

Other functions

As well as the functions specified in the Directive, the Board and Managing Directors are supported by the Finance, Human
Resources, Legal and IT functions which are also of key importance to the operation and management of the Company.

b. Material changes in the system of governance over the reporting period
There were no material changes in the system of governance over the 2022 year.

¢. Remuneration policy and practices

i. Principles of the remuneration policy, with an explanation of the relative importance of the fixed and variable
components of remuneration

The Company ensures that it has appropriate fixed and variable remuneration arrangements through the adoption of a
remuneration policy which is annually reviewed.

The Company's remuneration principles and the remuneration policy are grounded in the concept of attracting and retaining

talented and experienced business leaders who can drive financial and strategic growth objectives intended to build long-
term shareholder value while protecting the interests of policyholders. The guiding principles are:
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* pay for performance by providing an incentive for exceptional performance and the possibility of reduced
compensation for underperformance;

* accountability for short and long-term performance;

» alignment to shareholder interests; and

» retention of highly qualified and successful employees.

The Company's remuneration principles are designed to assess performance, using pre-established measures of success that
are tied to the key business strategies. The principles encourage balanced performance, measured relative to financial and
non-financial goals, and discourage excessive risk taking or undue leverage by avoiding too much emphasis on any one
metric or on short-term performance.

The Company's remuneration principles have been designed to reward performance by providing more variable and
performance-based remuneration to senior management of the Company. The principles employ a mix of variable incentive
compensation with various pay-out forms paid over staggered time horizons to provide an incentive for annual and
sustained performance over the longer term. The majority of the remuneration of the most senior personnel consists of
variable incentive compensation, in the form of an annual cash incentive as well as long-term equity incentives.

When the remuneration principles were developed, they were evaluated for any areas of risk or potential for unintended
consequences and also evaluated relative to enterprise risks. The Company's remuneration principles are designed and
administered with the appropriate balance of risk and reward in relation to the overall business strategy and do not
encourage executives to take unnecessary or excessive risks that could have a material adverse impact on the Company.

Remuneration consists of the following three principal elements: base salary, variable cash incentive remuneration and
potentially, variable long-term incentive compensation. The Company's remuneration principles are structured with upside
potential for high performers, but also the possibility of reduced variable remuneration if individuals under-perform (e.g.
they are unable to successfully execute Assured Guaranty Group strategies or meet their business or regulatory obligations).

The Company’s remuneration principles include a risk adjustment process. This provides for an ex-ante downward
adjustment of the Company’s overall bonus pool as a result of its current risk profile and position compared with risk
appetite. The risk adjustment process also provides for an ex-post risk adjustment relating to a downward adjustment to the
Company’s overall bonus pool or variable remuneration for certain individual members of staff as a result of one or more
risk events which materialised during a performance year.

The independent non-executive director of the Company's Board receives a fixed fee.
iil. Criteria on which any entitlement to share options, shares or variable components of remuneration is based

In addition to base pay, certain members of senior management may be eligible for a cash incentive award. This award is
discretionary and the amount of the cash incentive is determined using a formulaic approach and is based on the extent to
which an executive achieves six financial performance goals and other non-financial objectives. Cash incentive awards, if
awarded, are paid the year following the performance year on which they are based.

AGL also maintains a long term incentive plan ("LTIP"), which was designed to enable the employees of its subsidiaries to
participate in the long-term growth of the Assured Guaranty Group. A LTIP award may be made in the form of non-
qualified and incentive stock options, stock appreciation rights, full value awards, which include awards such as restricted
shares, restricted stock units or performance share units, and cash incentive awards. Awards are made at the discretion of
AGL’s Compensation Committee, in consultation with, the Company's Board. For certain senior management of the
Company, LTIP awards granted in recent years have been in the form of (i) performance restricted share units (PSUs) that
represent a contingent right to receive a varying number of AGL common shares, depending on the extent to which
specified performance hurdles are achieved and (ii) restricted share units (RSUs) that represent the right to receive AGL
common shares at the end of a three-year vesting period if the holder of the restricted share unit remains employed at that
time.

The equity granted to certain senior management of the Company in 2023 for 2022 performance consist of:

—  PSUs representing the right to receive up to two AGL common shares at the end of a three-year performance
period, depending on the growth in core adjusted book value per share over the three-year performance period (at
the target growth rate, one AGL common share for each PSU; at 80% of the target growth rate, one-half share for
each PSU; for growth rates below 80%, no shares; and at 120% of the target growth rate or above, two shares for
each PSU)

—  PSUs representing the right to receive up to 2.5 AGL common shares at the end of a three-year performance
period, depending on the performance of AGL’s total shareholder return (TSR) over that three-year period relative
to the TSR of the Russell Midcap Financial Services Index (at the target AGL TSR at the 55th percentile of the
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index, one AGL common share for each PSU; at the 25™ percentile of the index, one-half share for each PSU;
below the 25" percentile, no shares; and at the 95t percentile of the index or above, 2.5 shares for each PSU)

—  RSUs representing the right to receive one AGL common share on the three-year anniversary of the grant date, if
the holder remains employed at such time.

The form of LTIP awards may change at any time. For other personnel who are granted awards, the awards are made in the
form of RSUs that generally vest over a four year period

Variable remuneration is subject to a downwards risk adjustment process overseen by the Company's Risk Management
function. The measurement of performance as a basis for variable remuneration must include appropriate consideration of
the Company's risk position compared with risk appetite and limits, capital adequacy, changes to the risk profile and other
relevant risk metrics as set out in the Remuneration Policy.

iii. Supplementary pension or early retirement schemes for the members of the administrative, management or
supervisory body and other key function holders

AG (UK) Services and AGUS Services provide employees the opportunity to participate in a defined contribution pension
scheme, which is designed to help their respective employees prepare for retirement by allowing them to contribute a
percentage of their remuneration to the scheme and by matching an employee's contribution up to a certain amount.
Employees of AG (UK) Services or AGUS Services who serve as executive directors of the Company and who hold Key
Functions, are also permitted to participate in the scheme. The Company does not provide any supplementary pension or
retirement schemes for independent non-executive members of the Board.

d. Material transactions during the reporting period with shareholders, persons who exercise a
significant influence on the undertaking, and members of the administrative, management or
supervisory body

The Company did not undertake any transactions during the year with members of its Board or management, other than in
respect of emoluments paid to directors.

During the year, transactions were entered into with parent Company, AGM, and other Assured Guaranty Group affiliate
companies under the following arrangements: these agreements fall within the scope of Article L. 225-38 of the French
commercial Code and are described below.

i. Reinsurance and support agreements

The Company is party, with its parent company AGM, to the AGM Net Worth Maintenance Agreement, the AGM New
Business Reinsurance Agreement, the AGM Transferred Business Agreement and the AGM Excess of Loss Reinsurance
Agreement. It also is a party to other reinsurance agreements with affiliated Assured Guaranty Group companies.
Additional information on these agreements is provided in Section E. 1.

ii Management, service Contracts or cost sharing arrangements
Service Agreement with AG (UK) Services

The Company is party to a services agreement with AG (UK) Services pursuant to which AG (UK) Services provides
professional insurance executives and staff, as well as administrative and clerical personnel. Under such agreement, the
Company pays a fee equal to the costs incurred by AG (UK) Services in providing the services of those individuals plus a
mark-up.

Service Agreement with AGUS Services

In addition, the Company is also party to the Group Services Agreement. Under the Group Services Agreement, the
Company's US affiliates make services available to the Company, including actuarial, marketing, underwriting, claims
handling, surveillance, legal, compliance, corporate secretarial, information technology, human resources, accounting, tax
and investment planning services. Expenses under the Group Service Agreement are allocated directly where appropriate
and, where not appropriate, based upon an allocation of employee time and corresponding office overhead. Intra-group
outsourcing is further described in Section B.7.
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B.2 Fit and proper requirements

a. Requirements concerning skills, knowledge and expertise applicable to the persons who
effectively run the undertaking or have other key functions

The Company ensures that all persons who effectively run or oversee the Company, or who hold a Key Function, are able to
provide competent and prudent management through the assessment process described below. Each person is assessed at the
time they enter into a non-executive role or are first hired by the Company, AG (UK) Services or AGUS Services. Ongoing
assessments are conducted through the annual appraisal process and through an annual self-assessment.

b. Process for assessing the fitness and the propriety of the persons who effectively run the
undertaking or have other key functions

Executives and non-executives who are considered for appointment to the Company's Board go through a rigorous internal
vetting process including interviews with senior management and members of the Board. Employees of the Company, AG
(UK) Services or AGUS Services who are considered as KFHs are subject to additional scrutiny prior to commencement of
that role. In addition, the Company obtains the background checks and references required by its internal policies and
regulation. Certain checks such as criminal checks are conducted on an annual basis. The Company also requires members
of the Company's Board and KFHs to sign a declaration about their ongoing fitness and proprietary.

The Company's assessment of whether an individual is fit to perform a particular role includes an assessment of the person's
professional qualifications, knowledge and experience for the position and the person's:

» understanding of financial guaranty insurance;
*  honesty, integrity, and reputation;

* judgement, competence and capability; and

+ financial soundness.

Consideration is also given to the individual's competence and capability to undertake the role, and (i) whether the
individual has demonstrated, by experience and training, that they are suitable to perform the role and possess the necessary
skills, knowledge, expertise, diligence and soundness of judgement to undertake and fulfil the duties and responsibilities of
the role; (ii) whether the individual has demonstrated the appropriate competence, honesty, and integrity in fulfilling
professional responsibilities previously or in their current role; and (iii) where the individual has any potential conflicts of
interest.

Members of the Company's Board and individuals who hold Key Functions are required to complete training at the
inception of their role and thereafter training on an ongoing basis which is appropriate to their regulatory roles and

responsibilities and to the professional competencies required for their position.

The Company's assessment of whether an individual is proper includes consideration of criminal and regulatory offences.
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B.3 Risk management system
Risk Management Framework

The Company has established a Risk Management Framework, which sets out the approach taken to risk management. The
Risk Management Framework seeks to identify, measure, monitor, manage and report on the risks to which the Company is,
or could be exposed. Under this framework risks are categorised into five areas: underwriting risk, counterparty default risk,
market risk, liquidity risk and operational risk.

Identify

Measure

Monitor

The Risk Management Framework provides the basis for implementing and integrating the risk management systems into
the organisation’s structure and decision making process.

Risk identification, measurement, monitoring, managing and reporting

The Risk Management function works with the business function leaders to identify and prioritise risks and to establish the
most effective ways to measure, monitor and manage them. The results of the risk identification process are documented in
the Company's Risk Universe and Risk Registers along with the internal controls and other actions designed to mitigate
these risks consistent with risk appetite. The Risk Management function monitors both current and emerging risks,
compares risk exposures to risk appetite as well as confirming that risk mitigation strategies remain effective. The results of
their ongoing review are reported to the Executive Risk Committee at least quarterly in order to inform business decisions
and are subject to review and challenge by the Risk Oversight Committee.

Risk Appetite Framework

The Company's Risk Appetite Framework describes the Company’s overall risk appetite statement along with its risk
preferences across the areas of underwriting credit risk, counterparty default risk, market risk, liquidity risk and operational
risk. It also sets risk tolerances, prohibits the execution of certain kinds of transactions, sets single risk, sector and country
exposure limits and establishes capital allocations for each key risk area. The Company’s compliance with risk appetite is
monitored on a quarterly basis and reported to both the Executive Risk Committee and the Risk Oversight Committee. The
Risk Appetite Framework is reviewed by the Board at least annually or more frequently, if required.

Risk Governance

The Company has adopted the three lines of defence model to ensure the effective implementation of the Risk Management
Framework.

e The first line of defence is the business functions who have the primary responsibility for risk identification,
measurement, monitoring, management and reporting;

*  The second line of defence comprises the Risk Management and Compliance functions. These functions provide
support for management and independent challenge on the completeness and accuracy of risk identification,
measurement, monitoring, management and reporting; and

e The third line of defence is provided by the Internal Audit function which provides independent assurance of both
first and second line activities.
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Each line of defence does its part to ensure that risk management is considered in all of their day-to-day operations and that
business activities are aligned with the Company’s risk strategy and appetite. This approach is designed to guard the
Company against the materialisation of unwanted risks that are not in line with its risk appetite.

The Board is responsible for setting the Company’s risk appetite and monitoring the establishment of effective internal
controls to assess and manage the risks associated with all the Company’s activities. The Board has delegated significant
elements of risk monitoring and oversight to the Risk Oversight Committee and Audit Committee. The roles of the Risk
Oversight Committee and Audit Committee with respect to risk governance are described in Section B.1 above.

Risk oversight is also provided by the Chief Risk Officer (who is the Key Function Holder for risk management), the
Company's Risk Management Function and the Executive Risk Committee. The Executive Risk Committee is chaired by
the Chief Risk Officer and consists of relevant senior managers. It supports executive management in the execution and
conduct of their risk management duties. The scope of the Executive Risk Committee is enterprise-wide and covers all of
the Company’s risks including underwriting risk, counterparty default risk, other financial risks and operational risks.

The Risk Management function provides support for management and independent challenge on the completeness and
accuracy of risk identification, measurement, monitoring, management and reporting. This requires the second line to
review proposals and partner with and advise management on key business decisions before they are taken. The second line
functions set and monitor policies, define work practices and oversee the first line’s compliance with these policies.

The Risk Management function is responsible for the operational aspects of risk management for the Company, including:

* implementing the Risk Management Framework;

»  assessing the risk profile;

* maintaining the Risk Register;

» updating the Risk Appetite Framework;

* developing and preparing the ORSA;

» overseeing the ECM used to calculate the ICA;

» performing scenario and stress testing on the Company's capital ratios;

» analysing the impact of potential emerging risks and issues;

* identifying and reporting on any material risk issues to the Executive Risk Committee and presenting quarterly
management information to the Risk Oversight Committee;

* determining the impact of proposed transactions on SCR and ICA, including acquisitions and changes in
reinsurance arrangements; and

» assisting the Chief Financial Officer in development of the Capital Risk Appetite.

The Risk Management function delegates, oversees and approves certain activities performed by the Assured Guaranty
Group Risk Management function, including the operation of the ECM and the calculation of the SCR and ICA capital
requirements.

ORSA Process

The ORSA process assists the Company in understanding the risk management and solvency implications of its strategy and
business planning. The business strategy, which sets out the Company’s 3-year forward business projection, and the capital
requirements needed to support that plan are at the heart of the ORSA process. The ORSA process helps the Company and
the Risk Management function understand how the business plan impacts the forward-looking risks that the Company may
face and their potential impact on the future capital requirements for the business and the ability of the Company to
withstand adverse events should they occur. The ORSA process includes stress and scenario testing, including reverse stress
testing, to ensure the Company can maintain adequate capital in line with its Capital Management Policy, even after
unexpected remote events.

When interlinked with the management of risk and assessment of future risks and solvency positions under different
scenarios, the ORSA process provides a framework for making key decisions and effectively running the business. While
managing risk and capital is an ongoing process, the results of the solvency assessment are required to be reported at least
annually in the ORSA Report.

To calculate its regulatory required capital, the Company uses the Solvency II Standard Formula approach. For its own
assessment of required capital, the Company uses an internally developed model, the ECM, to measure credit underwriting
risk (including reinsurance counterparty credit risk), a bespoke calculation for operational risk and the Standard Formula for
market risk.
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ORSA report

The ORSA report projects capital requirements for the next three years based on both expected business volumes and
market conditions and results from the Company’s stress and scenario testing framework. It considers the suitability of the
Standard Formula capital calculation SCR, against those capital requirements derived from the Company’s own view of
risks, based on its own assessment using the ECM. It has been concluded that the Standard Formula is an appropriate
measure for the Company’s risks over a one-year time horizon.

The Company produces its ORSA annually, and will produce it more frequently if there is a material change in its risk
profile or other events that warrant an off-cycle review. The results of the ORSA are presented to the Executive Risk
Committee, and the ORSA Report is subject to review and challenge by the Risk Oversight Committee before being
recommended to the Board for approval.

Governance of the ORSA process

The Board approves the ORSA Policy and the conclusions from the ORSA process that are documented in ORSA Reports.
The Risk Oversight Committee oversees the implementation of the ORSA Policy and related processes, challenges the
results and how they are incorporated into the ORSA Report, and recommends the final ORSA report to the Board.

The ORSA reports are prepared by the Chief Risk Officer and the Risk Management function with input from Finance and
other core first line management functions. The Chief Risk Officer is responsible for ensuring that there is appropriate
visibility of the ORSA Policy and the conclusions from the ORSA Report in decision making committees. The Chief Risk
Officer also provides second line oversight and support to the processes relied upon for each ORSA.

B.4 Internal control system
a. A description of the undertaking’s internal control system

The Company has put in place an effective internal control system, the policies and procedures in respect of which are
documented within the Company's Internal Control Policy. The Company's control framework is based upon five key
components:

»  Control environment - the overall control culture is established by the Company's management and its key
governance functions. The Assured Guaranty Group's Code of Ethics establishes standards by which the
Company's directors, management and all personnel acting as officers or otherwise providing services to the
Company, must abide and sets the tone for how personnel supporting the Company should conduct themselves.
The Code of Ethics is available at www.assuredguaranty.com/about-us/governance. The Code of Ethics is designed
to discourage personnel from engaging in activities that could jeopardise the Company's business and reputation.
The Company and the Assured Guaranty Group have established a suite of entity-level control processes to
contribute to the establishment of an appropriate control environment;

*  Risk assessment - each function completes a risk assessment exercise to identify the key risks relevant to their
business objectives and related processes. This risk assessment is required to be reviewed annually;

»  Control activities - control activities are the actions that individuals are required to undertake to implement and
operate the Company's internal controls. The effectiveness of the design and operation of internal controls is the
responsibility of the first line risk and control owners and is assessed at least annually;

»  Information and communication - information on risk and risk assessments is routinely shared within the business
by both the first and second lines of defence. Management utilises information from both internal and external
sources and assessments to support the functioning of the system of internal control, which includes the results of
control effectiveness assessments; and

*  Monitoring - the monitoring of risks and controls is primarily the responsibility of the first line risk and control
owners. On an annual basis key risks and controls are assessed and confirmed as appropriate by the risk owners as
part of the Risk and Control Register review and update process. The Risk Management function oversees a
programme of regular control assessments as established by the Risk Management Framework and Operational
Risk Policy, with regular reporting provided to the Risk Oversight Committee. The Internal Audit function is also
responsible for assessing the effectiveness of the Company's internal controls and reporting to the Audit Committee
on the effectiveness of the internal controls environment.
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b. Description of how the Compliance function is implemented

The Compliance function is a second line of defence function responsible for assessing the Company's compliance with
applicable law and regulations. The principal activities of the Compliance function are:

*  Advising on compliance with applicable laws and regulations and assessing the possible impact of new laws and
regulations;

*  Assessing, monitoring and reporting on compliance risk;

*  Ensuring that all relevant personnel complete training on their regulatory roles and responsibilities, and in
compliance with applicable laws and regulations, on a regular basis (including anti-money laundering, anti-bribery/
corruption and Insurance Distribution training); and

*  Assessing, together with the Risk and Internal Audit functions, the adequacy and effectiveness of compliance
related procedures and controls.

The Compliance function works with the Internal Audit function to develop an internal audit plan that addresses, as
appropriate, compliance by the Company with internal policies and procedures. The Internal Audit function is responsible
for monitoring compliance with internal strategies, processes and reporting procedures. Section B.5 describes the Internal
Audit function in more detail. The Compliance function reports to the Executive Committee, the Risk Oversight Committee
and the Board of the Company.

B.5 Internal audit Function
a. How the undertaking’s Internal Audit function is implemented

The purpose, independence, authority, and roles and responsibilities of the Internal Audit function are set out below. The
company maintains an Internal Audit policy in which the matters described below are set out. There were no changes made
to the Internal Audit policy during the year.

Purpose
The Internal Audit function provides the Company with independent, objective assurance on the adequacy and effectiveness
of the risk management, governance and internal control frameworks. The Internal Audit function achieves this by planning
and executing internal audits to verify that the Company's systems of governance, risk management and internal controls are
sufficient to ensure all significant risks are identified and appropriately managed, in accordance with the Board’s stated risk
appetite.

The Company has concluded that, at this time, the Internal Audit function is most effective being outsourced to an
international professional services firm. The Key Function Holder for Internal Audit maintains responsibility for oversight
of the Internal Audit function.

Independence

The Internal Audit function is independent of any other business function, has no direct responsibility or authority over any
operating activities of the Company and is specifically prohibited from performing management functions. Internal Audit
have an independent reporting line to both the Chair of the Audit Committee and the Audit Committee. The Audit
Committee is also responsible for appointing and/or removing the outsourced Internal Audit function. In the case that a
conflict of interest is identified, it needs to be reported to the Audit Committee as soon as possible and remedial action must
be taken.

Authority
In order to fulfil its objectives, the Internal Audit function is authorised to:
e carry out its responsibilities objectively, impartially, and free from bias or interference;
* have full, free and unrestricted rights of access to any member of staff and to all property, documentation, records,
data and information of the Company;
* have full and free access to the Audit Committee and Risk Oversight Committee;
*  obtain the necessary assistance of personnel within the Company when they perform audits, and;
*  consult with the Company General Counsel to maintain attorney-client and work product privileges.

The Internal Audit function also has access to resources from the Assured Guaranty Group pursuant to an outsourcing
services agreement between the Company and the Assured Guaranty Group.
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Roles and Responsibilities

As noted above, the primary responsibility of the Internal Audit function is to provide independent assurance over the
governance, risk and internal control framework of the Company. In discharging this responsibility their activities are
focused upon testing the key controls that mitigate the material risks to the Company.

The Internal Audit function will determine whether the Company’s systems of governance, risk management and internal
controls are appropriately designed and operating in a manner to validate that:

o risks are appropriately identified and managed;

o the first and second lines of defence are effective in discharging their respective responsibilities for internal control
and risk management, including their compliance with the requirements of risk management policies;

o significant financial, management, and operating information is accurate, reliable, and timely;

> employees have the appropriate knowledge and expertise to carry out their responsibilities;

> employees’ actions are in compliance with policies, standards, procedures and applicable laws and regulations;

o quality and continuous improvements are fostered in the control processes;

o significant legislative or regulatory issues impacting the organisation are recognized and addressed appropriately,
and;

o additional controls are considered that appropriately address the risk of fraud and misappropriation of assets.

On an annual basis, the Internal Audit function will submit to the Audit Committee a risk-based internal audit plan for
review and approval, incorporating input from senior management, including the Chief Risk Officer, the external auditors
and the Audit Committee. Because the Company outsources certain activities and processes to the Assured Guaranty Group,
the Company's internal audit plan will include internal audits on the operations of other Assured Guaranty Group
companies, in addition to Company level processes.

On a quarterly basis, or when required, the Internal Audit function reports its findings directly to the Company's Audit
Committee and informs the CEO of any material issues.

b. How the Internal Audit function maintains its independence and objectivity from the
activities it reviews

In addition to the above, the Internal Audit function remains independent of and objective from other functions of the
Company primarily through outsourcing the Internal Audit function to an external party who is not involved in the
operations that are subject to internal audit activities. To provide an appropriate level of organisational independence, the
Internal Audit function reports directly to the Chair of the Audit Committee.

B.6 Actuarial function

The Actuarial function is responsible for coordinating the calculation of technical provisions and recommending them for
for approval by the Executive Risk Committee. This includes ensuring the selection of appropriate methodologies and
assumptions, assessing the appropriateness of data used and monitoring differences between actual experience and that
estimated by actuarial models. The Actuarial function is also responsible for:

i. reporting to the Board on the underwriting policy, reinsurance arrangements and the adequacy of technical
provisions;

ii. reviewing the Company's ECM, including reviewing assumptions, methods, and data used in modelling; and

iii. contributing to the effective operation of risk management and internal control processes.

The Actuarial function comprises the Assured Guaranty Group Chief Actuary, who is also the Chief Actuary for the
Company. The Chief Actuary is supported by various members of the Assured Guaranty Group actuarial team under

outsourced services provided to the Company by the Assured Guaranty Group. The Actuarial function reports annually to
the Audit Committee when presenting its actuarial function report and to the Board.

B.7 Outsourcing

Given the relatively small size of its operations and the desire to ensure the efficiency and effectiveness of its operations, the
Company has determined that certain functions and processes should be outsourced to affiliate companies or third parties.
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Outsourcing of all critical or important functions is carried out in accordance with the Company's Outsourcing Policy. The
objectives of the policy are to ensure that outsourcing does not adversely impact the Company's system of governance or
unduly increase operational risk. The Company remains fully responsible for discharging its legal and regulatory obligations
in respect of the outsourced functions or processes.

The policy identifies those members of management responsible for the oversight of each outsourced process or function,
and their respective responsibilities in assessing, monitoring and reporting on outsourcing arrangements, both prior to
entering into an arrangement and ongoing performance. The requirements of the policy differ depending on whether the
outsourcing arrangement is assessed as material. The requirements for material outsourcing arrangements include:
« completion of a risk assessment considering the impact upon overall risk profile, operational risk and risk
concentration, including consideration of any material sub-outsourcing and specifically, cloud service providers;
* completion of appropriate due diligence, including in respect of service provider's financial position, ownership
structure, scale, capabilities, expertise, reputation, people and technology resources;
* ongoing assessment of the service providers’ performance, performed by the relevant managers or KFHs;
» cach outsourcing arrangement must have a documented and tested business continuity plan and documented exit
strategy; and
*  Board approval of all material outsourcing.

The impact of outsourcing arrangements on operational risk is monitored by the relevant KFHs in conjunction with the Risk
Management function. The Company's internal audit plan includes a comprehensive plan of work in respect of processes

outsourced to the Assured Guaranty Group, with results reported directly to the Audit Committee.

Outsourcing to companies within the Assured Guaranty Group

The Company outsources certain functions and processes to its affiliate, AGUS Services, which is domiciled in the US and
AG (UK) Services, which is domiciled in the UK.

Outsourcing to third parties

Investment Management

The Company outsources the management of its investment portfolio to a third party investment manager.
Internal Audit

The Company outsources its Internal Audit function to an international professional services firm. The role and
responsibilities of the Internal Audit function are described in further detail in Sections B.1.a and B.5.

B.8 Any other information

a. Assessment of the Company’s system of governance relative to the nature, scale and
complexity of the risks inherent in its business

The Board of the Company regularly assesses the adequacy of its system of governance. The Board may also recommend
changes outside of any formal review as a result of observations or regulatory changes.

The Board has reviewed the governance system as described in this report and concluded that it provides for sound and
prudent management of the business which is proportionate to the nature, scale and complexity of the operations.

b. Any other material information regarding system of governance

None.
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C. Risk Profile

This section of the SFCR provides information on the material risks faced by the Company. The Company's Risk
Management Framework categorises these risks into five areas: underwriting risk, counterparty default risk, market risk,
liquidity risk and operational risk.

All key risks are captured within the Company’s risk register along with the internal control and other actions designed to
mitigate these risks to a level consistent with that set out within the Company’s Risk Appetite Framework. Key risks are
monitored via the use of bespoke reporting against risk appetite thresholds and key risk indicators prescribed under the Risk
Appetite Framework. The Company’s ORSA, which forms an integral part of the Risk Management Framework, is the
process by which management determines an appropriate level of capital to hold against the identified risks.

C.1 Underwriting risk

Financial guaranty insurance protects holders of debt instruments and other monetary obligations from defaults in scheduled
payments. As a result, the Company's key underwriting risk is credit risk, i.e., the risk that obligors of insured debt or other
obligations will fail to pay. The policies issued by the Company are generally non-cancellable, with the premiums paid up
front, in instalments, or a combination of both. The obligation to make claim payments generally cannot be accelerated,
although the Company generally retains the right to accelerate payment on defaulted obligations. The Company actively
seeks underwriting risk; taking insurance credit risk for an appropriate financial return.

Risk Measurement & Mitigation

The Company's considers certain key factors in the assessment of underwriting risk (in addition to the methods used under
the ORSA processes, as described in Section B.3), including par outstanding, sector categorisation and internal ratings. The
Company also considers, single counterparty, sectoral and geographic concentrations. At the closing of each transaction, the
Underwriting Committee assigns the transaction to a sector (i.c., a group of transactions with similar risk characteristics) for
purposes of evaluating risk and potential correlations. The Underwriting Committee also assigns an internal credit rating
reflecting the credit qua