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Municipal Bond Insurers
If Puerto Rico’s Fiscal Plan Offers Zero Debt Service to
Bondholders, Buy AGO, MBI, AMBC on Any Weakness

This Wednesday, January 10, looks be a momentous day for municipal
bond insurers Assured Guaranty (AGO, Buy, $50 PT), MBIA (MBI, Buy, $14
PT) and Ambac Financial Group (AMBC, Buy, $26 PT) for a couple of
reasons. First, it is date on which the Puerto Rico government is required to
submit a revised fiscal plan to the island’s financial oversight board —a plan
that many observers believe will include zero provision for debt service for
bondholders and, by extension, for the insurers. Second, Judge Laura
Taylor Swain on that day will hear arguments on a motion from a hedge
fund and the UTIER union seeking to have the Puerto Rico Oversight,
Management and Economic Stability Act (PROMESA) declared
unconstitutional and the ongoing Title Il bankruptcy cases dismissed.

» Thefiscal plan that the oversight board certified last March provided
for bondholders to receive 24% of the debt service they were
scheduled to receive over the next 10 years. The post-Hurricane Maria
plan that Puerto Rico’s government will submit to the board on
Wednesday will cover only five years, which some believe will make it
easier to justify a zero for bondholders. AMBC CEO Claude Leblanc
stated during the company’s 3Q17 conference call that “the
recommended five-year fiscal plan seems deliberately designed to
show large expenditures for recovery, but not the actual recovery and
rebuilding of the island in the later years.”

» AGO and MBI last May filed a lawsuit objecting to the fiscal plan, a suit
that the insurers withdrew after it became apparent after Hurricane
Maria that a revised plan would be forthcoming. They did so in
anticipation of refiling their suit after the new plan was certified. We
believe the insurers will have even more fodder the second time
around which to characterize the fiscal plan as disingenuous,
particularly amidst evidence that Puerto Rico’s post-Maria tax
revenues and manufacturing activity are much stronger than most
observers had expected.

» We believe shares of AGO, MBIl and AMBC may come under pressure
if, as we expect, reports begin to hit that tape about Puerto Rico’s
revised fiscal plan offering bondholders no debt service payments over
the next five years. We would view such a pullback as a buying
opportunity as the revised plan represents just the opening salvo in a
battle whose outcome ultimately will be decided in court, in our view.
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» While PROMESA clearly stated that the oversight board’s fiscal plan
would need to “respect the relative lawful priorities or lawful liens, as
may be applicable, in the constitution, other laws, or agreements of a
covered territory or covered territorial instrumentality,” the
consensus view at this point — reflected in the severely depressed
prices of Puerto Rico’s bonds — is that the board will get away with
ignoring the law that created the positions they occupy. Our
bullishness on the insurers’ stocks is largely predicated on our belief
that the courts will uphold the liens supporting their insured
exposures; as the bondholders’ legal victories accumulate, the
insurers’ shares will appreciate, in our view.

» Our positive view of shares of AGO, MBIl and AMBC is also rooted in
our belief that they each would be able to withstand a dire outcome
for their insured exposures to Puerto Rico’s debt. In the case of AMBC,
for example, that belief is shared by the company’s Wisconsin
regulator. A December 11 court filing that was largely overlooked
disclosed that “the Rehabilitator’s durability model, which has been
continuously updated and incorporates many conservative
assumptions, accounts for the risks associated with Puerto Rico; in
fact, there is sufficient capital and reserves to pay 100% of potential
losses under all 4 of the scenarios — base and stress cases, in the
Rehabilitator's model.”

» Meanwhile, an interesting source of upside optionality for the
municipal bond insurer stocks is the legal challenge to PROMESA that
will see two former U.S. Solicitors General on Wednesday each
allocated go minutes to argue for and against the law'’s
unconstitutionality: Ted Olsen for the plaintiffs and Donald Verrilli for
the defendants. The plaintiffs have asserted that the provisions within
PROMESA for selecting the members of the oversight board —the
members were chosen by the White House from a list provided by
congressional leaders from both parties, with the President allowed
one name of his choosing — violated the “appointments clause” of the
U.S., which calls for all principal officers of the federal government to
be appointed by the president, and then confirmed by the Senate.

» The thrust of the plaintiffs’ argument was offered in the objection and
motion to dismiss the oversight board’s Title lll bankruptcy petition
they filed last September: “The Board is composed of seven voting
members who have no superior officer save the President, yet were
never subject to Senate confirmation. Moreover, six of them were
effectively hand-picked by individual members of Congress pursuant
to an intricate system of Balkanized lists designed to severely
constrain the President’s appointment powers. There are no
*historical analogues for this novel structure.”

» The defendants countered by arguing that Puerto Rico is an
“unincorporated territory” and that the oversight board members are
territorial officers under the territorial clause of the U.S. Constitution
rather than federal officers subject to the appointments clause. The
territorial clause provides Congress with the power to “make all
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needful rules and regulations respecting the territory or other
property belonging to the United States.”

» If the plaintiffs were to prevail in the case, Puerto Rico could revert to
the pre-PROMESA state of affairs in which the Commonwealth,
lacking the ability to file for bankruptcy, would be more likely to
engage in consensual negotiations with bondholders and the insurers,
in our view. We believe that at the very least the current oversight
board members, whose apparent intent is to minimize bondholders’
recoveries, would be replaced by new members who would need to be
confirmed by the Senate. While there are no guarantees that new
board members would be creditor-friendly, from the standpoint of
bondholders they could not be any worse than the current group.
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Appendix: Analyst Certification and Other Important Disclosures

Analyst Certification

|, Mark Palmer, hereby certify that the views about the companies and securities discussed in this report are
accurately expressed and that | have not received and will not receive direct or indirect compensation in exchange
for expressing specific recommendations or views in this report.

l, Giuliano Bologna, hereby certify that the views about the companies and securities discussed in this report are
accurately expressed and that | have not received and will not receive direct or indirect compensation in exchange
for expressing specific recommendations or views in this report.

Regulatory Disclosures

Ratings Definitions

BTIG LLC's ("BTIG") ratings, effective June 12, 2017, are defined as follows:

BUY — A security which is expected to produce a positive total return of 15% or greater over the 12 months
following the recommendation. The BUY rating may be maintained as long as it is deemed appropriate,
notwithstanding price fluctuations that would cause the target to fall outside of the 15% return.

SELL — A security which is expected to produce a negative total return of 15% or greater over the next 12 months
following the recommendation. The SELL rating may be maintained as long as it is deemed appropriate,
notwithstanding price fluctuations that would cause the target to fall outside of the 15% return.

NEUTRAL - A security which is not expected to appreciate or depreciate meaningfully over the next 12 months.
NOT RATED - A security which is not rated or covered by BTIG.

UNDER REVIEW - Effective immediately, coverage of the following securities is Under Review. Ratings, price
targets, disclosures, and estimates for the companies listed below are suspended and should no longer be relied
upon.

Distribution of Ratings and Investment Banking Clients

BTIG must disclose in each research report the percentage of all securities rated by the member to which the
member would assign a “buy”, “neutral” or “sell” rating. The said ratings are updated on a quarterly basis. BTIG
must also disclose the percentage of subject companies within each of these three categories for whom the
member has provided investment banking services within the previous twelve months. Stocks under coverage as

of the end of the most recent calendar quarter (September 30, 2017): 272

Distribution of BTIG's Research Recommendations (as of September 30, 2017):
BUY: 56.8%; NEUTRAL: 39.1%; SELL: 4.1%

Distribution of BTIG’s Investment Banking Services (as of September 30, 2017):
BUY: 20.8%; NEUTRAL: 5.7%; SELL: 0.0%

For purposes of FINRA ratings distribution rules, BTIG’s stock ratings of Buy, Neutral and Sell fall into Buy, Hold
and Sell categories, respectively.

Company Valuation and Risk Disclosures

Assured Guaranty Ltd. (AGO, Buy, $50.00 PT)

Valuation: Our $50 price target is based on 0.65x our YE18E adjusted book value (ABV) per share of $81.14, minus
$3.82 per share representing the estimated impact of potential losses related to AGO's insured exposure to Puerto
Rico's debt.

Risks: The primary risk to achieving our target price include ratings downgrade risks, credit risk related to
municipal bond and structured product exposures, and exposures to troubled Puerto Rico credits.
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Rating
Buy
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Buy
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Buy
Buy

MBIA, Inc. (MBI, Buy, $14.00 PT)

Valuation: Our $14 price target is based on 0.60x on our estimate of the company’s pro forma ABV of $30.82
adjusted for estimated losses of $6.72 per share related to the company’s insured exposure to Puerto Rico’s debt.
Our new valuation reflects our assumption that MBI will now realize no tax benefit on its Puerto Rico-related

losses.

Risks: The primary risks to our valuation include greater than expected losses with respect to insured exposure to
Puerto Rico's debt. Increased losses on the broader insured municipal portfolio. The potential negative impact of a
credit rating downgrade on the company’s ability to write new business and regulatory risks.
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Ambac Financial Group, Inc. (AMBC, Buy, $26.00 PT)

Valuation: Our $26 price target for AMBC is based on a sum-of-the-parts analysis in which we assessed the value
of AMBC's operating company, its holding company, and its adjusted operating earnings through FY19E.

Risks: The primary risks to achieving our recommendation and price target include the possibility that reserves
against losses associated with RMBS and other insured instruments may prove inadequate, that fiscal stress of
state and local governments could translate into increased losses, declines in value of investment portfolio could
impede Ambac's ability to pay its liabilities and Ambac Assurance Corp. may be unable to exit rehabilitation.
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Company-Specific Regulatory Disclosures
BTIG LLC expects to receive or intends to seek compensation for investment banking services in the next 3
months from: Ambac Financial Group, Inc. (AMBC), Assured Guaranty Ltd. (AGO), MBIA, Inc. (MBI)

BTIG LLC has received compensation for investment banking services in the past 12 months from:
Ambac Financial Group, Inc. (AMBC), Assured Guaranty Ltd. (AGO), MBIA, Inc. (MBI)

BTIG LLC had an investment banking services client relationship during the past 12 months with:
Ambac Financial Group, Inc. (AMBC), Assured Guaranty Ltd. (AGO), MBIA, Inc. (MBI)

BTIG LLC makes a market in the shares of:
MBIA, Inc. (MBI)

Other Disclosures
Additional Information Available Upon Request

General Disclosures

Research reports produced by BTIG LLC ("BTIG") are published for and intended to be distributed solely to BTIG
institutional and corporate clients. Recipients of BTIG reports will not be considered clients of BTIG solely because
they may have received such BTIG report.

The research analyst(s) responsible for the preparation of this report receives compensation based upon a variety
of factors, including the quality and accuracy of research, internal/client feedback, and overall Firm revenues.

BTIG reports are based on public information and BTIG considers the same to be reliable, comprehensive
information, but makes no representation or warranty that the reports are accurate or complete. BTIG opinions
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and information provided in this report are as of the date of the report and may change without notice. An issuer
may be classified as “"Under Review” or “Research Restricted”. In these cases, investors should consider any
previous investment recommendation and/or rating to a subject company/issuer to no longer be current and
should not be relied upon nor considered a solicitation.

This research report is not an offer to buy or sell or solicitation of an offer to buy or sell any security in any
jurisdiction where such an offer or solicitation would be illegal. This research report was not drafted specifically for
any particular individual or entity and is not a personal recommendation to participate in any particular trading
strategy or transaction. Any recipient of this research report should obtain independent advice specific to their
personal circumstances before undertaking any investment activity and must make their own independent
evaluation of any securities or financial instruments.

Facts, views or opinions presented in this report have not been reviewed by, and may not reflect information
known to, employees or other professionals in the "BTIG Group” (BTIG Group includes, but is not limited to, BTIG
and its parents, subsidiaries and/or affiliates). BTIG Group employees, including Sales Representatives and
Traders, may provide oral or written commentary or advice that may be inconsistent with the opinions and/or
views expressed in this research report. BTIG Group employees and/or its affiliates not involved in the preparation
of this research report may have investments in securities or derivatives of securities of companies mentioned in
this report that are inconsistent with the views discussed in this report.

Investors in securities products bear certain risks in conjunction with those investments. The value of, and income
from, any investments may vary because of changes in interest rates or foreign exchange rates, securities prices
or market indexes, operational or financial conditions of companies or other factors within or beyond the
companies control. Recipient of the research reports should be aware that investments in securities may pose
significant risks due to the inherent uncertainty associated with relying on forecasts of various factors that can
affect the earnings, cash flow and overall valuation of a company. Any investment in securities should be
undertaken only upon consideration of issues relating to the recipient’s overall investment portfolio and
objectives (such as diversification by asset class, industry or company) as well as time horizon and liquidity needs.
Further, past performance should not be taken as an indication or guarantee of future performance, and no
representation or warranty, express or implied, is made regarding future performance. There may be time
limitations on the exercise of options or other rights in any securities transactions.

Investing in foreign markets and securities, including ADRs, is subject to additional risks such as currency
fluctuation, limited information, political instability, economic risk, and the potential for illiquid markets. Investing
in emerging markets may accentuate these risks. Non-U.S. reporting issuers of foreign securities, however, may
not make regular or complete public disclosure relating to their financial condition or the securities that they
issue.

The trademarks and service marks contained herein are the property of their respective owners. Third-party data
providers make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness
of the data they provide and shall not have liability of any damages of any kind relating to such data. The report or
any portion hereof may not be reprinted, sold or redistributed without the written consent of BTIG. This report is
intended only for use by the recipient. The recipient acknowledges that all research and analysis in this report are
the property of BTIG and agrees to limit the use of all publications received from BTIG within his, or her or its, own
company or organization. No rights are given for passing on, transmitting, re transmitting or reselling the
information provided.

Jurisdiction and Dissemination
BTIG is a U.S. broker-dealer and member of FINRA and SIPC.

BTIG Australia Limited ACN 128 554 601, member of ASIC and ASX; BTIG Hong Kong Limited, an Exchange
Participant of SEHK and licensed and regulated by the SFC; BTIG Ltd, member of the LSE, authorized and
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regulated by the FSA; and BTIG Singapore Pte Ltd, registered and licensed with MAS; are all separate but
affiliated entities of BTIG. Unless governing law permits otherwise, you must contact a BTIG entity in your home
jurisdiction for further information, or if you want to use our services in effecting a transaction.

Issues and approved for distribution in the UK and EEA by BTIG Ltd. to eligible counterparties and professional
clients only. Issued and distributed in Australia to “wholesale clients” only by BTIG Australia Limited. In Singapore

and Hong Kong, further information may be obtained from BTIG Singapore Pte Ltd and BTIG Hong Kong Limited,
respectively.
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