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Form 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the Quarter Ended September 30, 2007
or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the transition period from to
Commission file number 1-9583
(Exact name of registrant as specified in its chaetr)
Connecticut 06-118570¢€
(State of Incorporation) (I.R.S. Employer Identification No.)
113 King Street, Armonk, New York 10504
(Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code(914) 273-4545

Indicate by check mark whether the registrant € filed all reports required to be filed by Seeti or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sstobrter period that the registrant was requirdilésuch reports), and (2) has been
subject to such filing requirements for the past@s. Yes[x No O

Indicate by check mark whether the Registrantl&asge accelerated filer, an accelerated filer, noa-accelerated filer. See definition of
“accelerated filer and large accelerated filerRnle 12b-2 of the Exchange Act. (Check one):

Large accelerated filelx] Accelerated filer O Non-accelerated filer
Indicate by check mark whether the Registrantskell company (as defined in Rule 12b-2 of the Bxrgfe Act). Yes[ No
As of October 31, 2007, 125,394,150 shares of Com&tock, par value $1 per share, were outstanding.




Table of Contents

INDEX
_PAGE_

PART | FINANCIAL INFORMATION
Item 1. Financial Statements (Unaudited) MBIA Inc. and Sdibsies

Consolidated Balance She~ September 30, 2007 and December 31, : 3

Consolidated Statements of Inco— Three and nine months ended September 30, 200Z0&& 4

Consolidated Statement of Changes in Sharehc¢ Equity — Nine months ended September 30, 2 5

Consolidated Statements of Cash Fl— Nine months ended September 30, 2007 and 6

Notes to Consolidated Financial Stateme 7-22
Item 2. Managemer's Discussion and Analysis of Financial Conditiod &esults of Operatior 23-51
ltem 3. Quantitative and Qualitative Disclosures About MarRisk 52
Item 4. Controls and Procedur 52
PART Il OTHER INFORMATION
Item 1. Legal Proceeding 52-55
Item 1A Risk Factore 55
Item 2. Unregistered Sales of Equity Securities and Udero€eed: 55
Item 3. Defaults Upon Senior Securiti 55
Item 4. Submission of Matters to a Vote of Security Holc 55
Item 5. Other Informatior 55
Item 6. Exhibits 56
SIGNATURES 57



Table of Contents

MBIA INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS (Unaudited)
(In thousands except per share amounts)

Assets
Investments
Fixed-maturity securities held as available-foresatt fair value (amortized cost $31,325,1
and $27,327,315)(2007 includes hybrid financialrimeents at fair value $736,88
Investments he-to-maturity, at amortized cost (fair value $5,646,889 $5,187,76¢€
Investment agreement portfolio pledged as collgtatdair value (amortized cost $787,59!
and $176,179
Shor-term investments, at amortized cost (which apprexés fair value
Other investment

Total investment

Cash and cash equivalel

Accrued investment incorn

Deferred acquisition cos

Prepaid reinsurance premiul

Reinsurance recoverable on unpaid lo:

Goodwill

Property and equipment, at cost (less accumulapcediation of $130,499 and $124,9
Receivable for investments sc

Derivative asset

Other asset

Total assets

Liabilities and Shareholders Equity
Liabilities:
Deferred premium revent
Loss and loss adjustment expense rese
Investment agreemer
Commercial pape
Mediun-term notes (2007 includes hybrid financial instratseat fair value $371,49.
Variable interest entity floating rate not
Securities sold under agreements to repurc
Shor-term deb!
Long-term deb
Current income taxe
Deferred income taxes, n
Deferred fee revent
Payable for investments purcha:
Derivative liabilities
Other liabilities
Total liabilities
Commitments and contingencies (See Note
Shareholders' Equit
Preferred stock, par value $1 per share; authoshades—10,000,000; issued and
outstandin—none
Common stock, par value $1 per share; authorizatesh—400,000,000; issued shares —
160,224,666 and 158,330,2
Additional paic-in capital
Retained earning
Accumulated other comprehensive income, net ofrdeddncome tax of $20,777 and
$172,79¢
Treasury stock, at cost (she—34,837,931 and 23,494,8C
Total shareholders equity
Total liabilities and shareholders’ equity

September 30, 20C

$ 31,316,34
5,666,15:

785,67
3,552,76!
858,52
42,179,46

365,82¢
614,71.
466,92
331,03t
50,67
79,40¢
98,55¢
209,16
749,77¢
183,45
$ 45,329,00

$ 3,117,69
545,07¢
15,063,10
848,35!
13,643,86
1,372,471
727,61:
13,38:
1,220,73
11,26¢
232,05
14,49¢
520,22:
922,10
545,21:
38,797,65

160,22!
1,639,201
6,640,07.

54,59¢

(1,962,74)
6,531,35!

$ 45,329,00

The accompanying notes are an integral part of¢imsolidated financial statements.
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December 31, 20C

$ 27,755,66
5,213,46

175,83«
2,960,641
971,70
37,077,31

269,27°
526,46¢
449,55¢
363,14(

46,94

79,40¢
105,95(

77,59
521,27¢
246,10¢

$ 39,763,03

$ 3,129,62
537,03
12,482,97
745,99¢
10,951,37
1,451,92!
169,43:
40,89¢
1,215,28!
6,97(
476,18¢
14,86:
319,64(
400,31¢
616,24

32,558,77

158,33
1,533,10.
6,399,33!

321,29
(1,207,80)
7,204,25.
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MBIA INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME (Unaudited)

(In thousands except per share amounts)

Insurance
Revenues
Gross premiums writte
Ceded premium
Net premiums writtel
Scheduled premiums earn
Refunding premiums earni

Premiums earned (net of ceded premiums of

$31,016, $35,469, $104,459 and $109,t
Net investment incom
Fees and reimbursemel
Net realized gains (losse

Net gains (losses) on financial instruments at\alue

and foreign exchanc
Total insurance revenu
Expenses
Losses and loss adjustm
Amortization of deferred acquisition co:
Operating
Interest expens
Total insurance expens
Insurance income (los
Investment management service
Revenue:
Net realized gains (losse

Net gains (losses) on financial instruments atvalue

and foreign exchanc

Total investment management services reve

Interest expens
Expense!

Total investment management services expe

Investment management services ince
Corporate

Net investment incom

Insurance recoverie

Net realized gains (losse

Net gains (losses) on financial instruments atvalue

and foreign exchanc
Interest expens
Corporate expenst
Corporate los
Income (loss) from continuing operations beforeme
taxes
Provision (benefit) for income tax
Income (loss) from continuing operatic

Income (loss) from discontinued operations, neag

Net income (loss

Income (loss) from continuing operations per common

share:
Basic
Diluted

Net income (loss) per common share
Basic
Diluted

Three months ended

Nine months ended

September 30 September 30
2007 2006 2007 2006

249,53! $ 202,17¢ $ 714,72: 626,52¢
(24,459 (26,46)) (72,357 (77,537
225,07¢ 175,71 642,37( 548,99
185,02 170,11: 530,45 506,95’
18,16¢ 42,218 103,90: 128,00!
203,19¢ 212,32 634,35¢ 634,96
145,45¢ 164,13: 437,74¢ 447 ,88¢
4,87¢ 17,04¢ 19,68: 29,23¢
6,411 4,19¢ 38,45¢ 12,56¢
(335,31) (4,706) (347,529 1,35¢
24,62 392,99¢ 782,71! 1,126,00!
22,20: 20,41 63,65¢ 60,83t
16,052 16,77+ 50,11« 50,16:
30,517 37,34¢ 98,12¢ 109,56¢
19,51« 22,22t 61,96 53,92¢
88,28¢ 96,75 273,85!¢ 274,49:
(63,667) 296,23¢ 508,85 851,51!
434.,87: 308,47: 1,187,28 860,97¢
(5,979 361 (1,949 5,59¢
(17,407 5,41F (29,024 8,72¢
411,49: 314,24¢ 1,156,30: 875,29!
378,78’ 263,80« 1,034,79 730,47
25,42°¢ 19,06: 70,88: 55,111
404,21: 282,86t 1,105,67 785,58!
7,28( 31,38 50,62¢ 89,71(
721 2,67 14,45( 9,741

— — 6,40(C —
(749) 86€ (9,249 2,33¢
317 297 151 43t
20,18¢ 20,19¢ 60,54 60,49¢
6,544 4,711 23,46( 10,37¢
(26,447 (21,06¢) (72,250) (58,360
(82,829 306,55 487,23! 882,86!
(46,187) 89,98! 113,43: 248,16¢
(36,640 216,57: 373,80: 634,69
— 1,37¢ — 3,604
(36,640 $ 217,94 $ 373,80. 638,30:
(0.30) $ 1.67 $ 2.9¢ 4.7¢
(0.30) $ 1.5¢ $ 2.8¢ 4.6
(0.30) $ 1.62 $ 2.9¢ 4.81
(0.30) $ 1.5¢ $ 2.8¢ 4.67



Weighted average number of common shares
outstanding:

Basic 123,705,54 132,794,39 127,658,10
Diluted 123,705,54 136,739,40 131,537,51
Gross revenues from continuing operati 436,40! 711,08: 1,950,78!
Gross expenses from continuing operati 519,22¢ 404,52¢ 1,463,54!

The accompanying notes are an integral part ofdmsolidated financial statements.
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132,759,33
136,676,94
2,013,81!
1,130,95
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MBIA INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY (Unaudited)
For the nine months ended September 30, 2007
(In thousands except per share amounts)

Common Stock

Accumulated
Other Treasury Stock

Total

Additional Comprehensive Shareholders’
Paid-in Retained
Shares Amount Capital Earnings Income (Loss) Shares Amount Equity
Balance, December 31, 20 158,33( $158,33( $1,533,10. $6,399,33: $ 321,290 (23,49Y) $(1,207,80) $7,204,25
SFAS 155 transition adjustme — — — (1,929 — — — (1,929
Comprehensive incom
Net income — — — 373,80: — — — 373,80:
Other comprehensive incom
(loss):
Change in unrealized
appreciation of
investments net of
change in deferred
income taxes of
$(145,795; — — — — (272,069 — — (272,069
Change in fair value of
derivative
instruments net of
change in deferred
income taxes of
$(9,161) — — — — (17,019 — — (17,019
Change in foreign
currency translation
net of change in
deferred income
taxes of $2,93! — — — — 22,38¢ — — 22,38¢
Other comprehensive incom
(loss) (266,699
Comprehensive incorr 107,10°
Treasury shares acquired under
share repurchase agreement, — — — — (9,959 (659,94 (659,94
Stocl-based compensatic 1,89¢ 1,89t 106,10:¢ — — (1,389 (94,999 13,00:
Dividends (declared per common
share $1.020, paid per commo
share $0.99C — — — (131,139 — — — (131,139
Balance, September 30, 20 160,22! $160,22! $1,639,201 $6,640,07. $ 54,59¢ (34,83¢) $(1,962,74) $6,531,35!

Disclosure of reclassification
amount:
Change in unrealized appreciation of investmenssnay during
the period, net of taxe
Reclassification adjustment, net of ta:

Change in net unrealized appreciation, net of t

2007

$ (242,179
(29,89)
$ (272,069

The accompanying notes are an integral part of¢insolidated financial statements.
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MBIA INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

(In thousands)

Cash flows from operating activities of continuingoperations:
Net income
Income from discontinued operations, net of
Income from continuing operatiol

Adjustments to reconcile net income from continuapgrations to net cash provided by opere

activities of continuing operation
Amortization of bond discount (premium), r
Increase in accrued investment incc
Increase in deferred acquisition cc
Decrease in prepaid reinsurance premi
(Increase) decrease in reinsurance recoverablapaidilosse
Depreciatior
Decrease in salvage and subroga
Decrease in deferred premium reve
Increase in loss and loss adjustment expense e
Increase in accrued interest paye
Decrease in accrued expen
Decrease in penalties and disgorgement ac

Amortization of mediur-term notes and commercial pa—(premium) discount, ne

Net realized (gains) losses on sale of investrr
Net (gains) losses on financial instruments atfalue and foreign exchan
Current income tax provisic
Deferred income tax (benefit) provisi
Shar-based compensatic
Other, ne’
Total adjustments to net incor
Net cash provided by operating activities of comitig operation:
Cash flows from investing activities of continuingoperations:
Purchase of fixe-maturity securitie:
Sale of fixe-maturity securitie:
Redemption of fixe-maturity securitie:
Purchase of he-to-maturity investment
Redemptions of he-to-maturity investment
Net purchase of sh-term investment
Net (purchase) sale of other investme
Increase in receivable for investments ¢
Increase in payable for investments purchs
Capital expenditure
Disposals of capital asse
Other, investing
Net cash used by investing activities of continudpgration:s
Cash flows from financing activities of continuingoperations:
Proceeds from issuance of investment agreen
Payments for drawdowns of investment agreen
Increase (decrease) in commercial pe
Issuance of mediu-term notes
Principal paydown of mediu-term notes
Issuance of variable interest entity floating nadées
Principal paydown of variable interest entity fiogtrate note:
Securities sold under agreements to repurchas
Dividends paic
Capital issuance cos
Net repayment of sh«-term debt
Payments for derivative
Purchase of treasury sto
Exercise of stock optior
Excess tax benefit on sh-based paymer

Nine months ended September 30

2007

$ 373,80:

373,80:

13,52¢
(88,24/)
(17,377)
32,10«
(3,739
7,621
59,96¢
(11,929
8,04z
140,04°
(28,007)
(75,000)
(12,099
(27,267)
376,40
4,29¢
(91,667
12,80¢
24,49t
324,02
697,83

(23,777,84)
18,777,06
44,38:
(1,072,85()
723,78.
(71,26¢)
(44,410
(131,57)
200,58:
(4,386)
4,18¢
11,12:

(5,341,209

7,007,28.
(4,558,45)
71,18
5,272,02!
(2,667,43)

(77,08%)
558,18:
(130,300)

(3,997)
(27,515
(9,319)
(736,611
37,51¢
6,937

2006

$ 638,30:

(3,609
634,60

24,09
(101,62
(10,53)
34,15
11,96:
9,32:
47,53(
(100,78))
4,127
120,83
(24,92)

(13,869
(20,49))
(10,519)
95,61
1,28¢
10,96
98t
78,13¢
712,83t

(14,951,43)
10,774,05
318,91
(459,95()
1,144,02:
(32,189
194,56°
(52,349)
83,58¢
(7,579

614

3,011

(2,984,73)

4,289,44!
(3,406,73)
(135,45¢)
3,647,59;
(2,145,30)
300,00(
(107,05
110,91
(121,06
(1,727)
(17,847
(24,077
(28,259
22,24:
1,181



Other, financing
Net cash provided by financing activities of contirg operation:
Discontinued operations:
Net cash used by operating activit
Net cash provided by investing activiti
Net cash provided by financing activiti
Net cash provided by discontinued operati

Net increase in cash and cash equival
Cash and cash equivale—beginning of periot

Cash and cash equivale—end of perioc

Supplemental cash flow disclosures:

Income taxes pai

Interest paid
Investment agreemer
Commercial pape
Mediun-term notes
Variable interest entity floating rate not
Securities sold under agreements to repurc
Other borrowings and depos
Long-term debt

Non cash items
Shar-based compensatic
Dividends declared but not pe

(2,499

4,739,92.

$

96,55
269,27

365,82¢

197,35:

473,23.
30,91¢
464,46t
54,87¢
14,66
1,60¢
52,14¢

12,80:
42,64¢

The accompanying notes are an integral part of¢insolidated financial statements.
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(709)
2,383,14.

(822)
174
97C

322

111,57¢
221,71(

$ 153,02

$ 370,73(
30,96¢
287,12;
39,877
29,76¢

6,15:

52,41¢

$ 10,96:
41,78¢
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MBIA Inc. and Subsidiaries

NOTE 1: Basis of Presentati

The accompanying unaudited consolidated finanta#éments have been prepared in accordance withgtractions to Form 10-Q and
Article 10 of Regulation S¢c and, accordingly, do not include all of the infaation and disclosures required by accounting fpies generall
accepted in the United States of America (“GAARNese statements should be read in conjunctionthitttonsolidated financial stateme
and notes thereto included in the Annual Repof@m 10-K for the fiscal year ended December 30620r MBIA Inc. and Subsidiaries
(“MBIA” or the “Company”). The accompanying considited financial statements have not been auditethbigdependent registered public
accounting firm in accordance with the standardhefPublic Company Accounting Oversight Board (EaiStates), but in the opinion of
management such financial statements include plsadents, consisting only of normal recurring atljuoents, necessary for a fair statement
of the Company’s financial position and result®pérations.

The results of operations for the nine months er@iatember 30, 2007 may not be indicative of tealte that may be expected for the year
ending December 31, 2007. The December 31, 20@hbalsheet was derived from audited financial statgs, but does not include all
disclosures required by GAAP. The consolidatedraia statements include the accounts of MBIA lits.wholly owned subsidiaries and all
other entities in which the Company has a contrglfinancial interest. All significant intercompahglances have been eliminated and
business segment results are presented net oh#dlial intersegment transactions. Certain amadusg been reclassified in prior years’
financial statements to conform to the current@néstion. This includes the reclassification of amts related to MBIA’s discontinued
operations, which had no effect on net income] taets, total liabilities or shareholders’ eqaisypreviously reported.

NOTE 2: Significant Accounting Policie

The Company has disclosed its significant accogntivlicies in “Note 2: Significant Accounting Paks” in the Notes to Consolidated
Financial Statements included in the Company’s AhiReport on Form 10-K for the fiscal year endedd&eber 31, 2006. The following
significant accounting policy provides an updaté¢htat included under the same caption in the Coipadnnual Report on Form 10-K.

I nvestments

The Company classifies its fixed-maturity investtseas either available-for-sale or held-to-matydty defined by Statement of Financial
Accounting Standards No. (“SFAS”) 115, “Accountifog Certain Investments in Debt and Equity Secesiti Available-for-sale investments
are reported in the consolidated balance sheésr aalue, with unrealized gains and losses, heeterred taxes, reflected in accumulated
other comprehensive income in shareholders’ egBitynd discounts and premiums are amortized usia@tiective yield method over the
remaining term of the securities. For bonds puretiag a price above par value that also have eatilifes, premiums are amortized to the call
date that produces the lowest yield. For mortgagkéd and asset-backed securities, discounts antyms are adjusted quarterly for the
effects of actual and expected prepayments onr@spactive basis. For pre-refunded bonds, the r@ntaterm is determined based on the
contractual refunding date. Investment incomedsmed as earned. Realized gains or losses omlhefsinvestments are determined by
utilizing the first-in, first-out method to idenyithe investments sold and are included as a sepesenponent of revenues.

Held-to-maturity investments consist mainly of dsbturities, loans, lease receivables and tradévedaes for which the Company has the
ability and intent to hold such investments to migtuThese investments are reported in the codatdd balance sheets at amortized cost.
Discounts and premiums are amortized using thetffeyield method over the remaining term of teseds. Investment income is recorded
as earned.

Short-term investments are carried at amortizet] edsch approximates fair value, and include idé-maturity securities with a remaining
effective term to maturity of less than one year.

Other investments include the Company’s intereggjunity-oriented and equity method investmentsadcordance with SFAS 115, the
Company records its share of the unrealized gaidda@sses on equity-oriented investments, net plieable deferred income taxes, in
accumulated other comprehensive income in sharetsldquity when it does not have a controllingfinial interest in or exert significant
influence over an entity (generally a voting instref less than 20%).
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MBIA Inc. and Subsidiaries

When the Company does not have a controlling firsmtterest in an entity but exerts significarfiience over the entity’s operating and
financial policies (generally a voting interestai® to 50%) and has an investment in common stoskilosstance common stock, the
Company accounts for its investments in accordanttethe equity method of accounting prescribedMogounting Principles Board Opinion
No. (‘APB”) 18, “The Equity Method of Accounting for Imstments in Common Stock.” The carrying amounesqofity method investments
are initially recorded at cost and adjusted to gaixe the Company’s share of the profits or lossespf any intercompany gains and losses,
of the investees subsequent to the purchase datk.[fBofits and losses are recorded within netstnent income in the consolidated
statements of income. Dividends are applied aslacten of the carrying amount of equity methoddstments.

MBIA regularly monitors its investments in whichirfaalue is less than amortized cost in order seas whether such a decline in value is
other than temporary. In assessing whether a @etlimalue is other than temporary, the Compangicens several factors, including but not
limited to (a) the magnitude and duration of thelishe and (b) the reasons for the decline, sudredit rating downgrades, issuer-specific
changes in credit spreads, and the financial cmmddf the issuer. Based on this assessment, i€tdmpany believes that either (a) the
investments fair value will not recover to an amount equaltscamortized cost or (b) the Company does nothhg ability and intent to ho
the investment to maturity or until the fair vakgeovers to an amount at least equal to amortiaet] it will consider the decline in value to
be other than temporary. If MBIA determines thalegline in the value of an investment is other tteanporary, the investment is written
down to its fair value and a realized loss is rdedrin net income.

NOTE 3: Recent Accounting Pronounceme

Recently Adopted Accounting Standards

In July 2006, the Financial Accounting StandardaiBiq“FASB”) issued FASB Interpretation No. (“FIN4B, “Accounting for Uncertainty i
Income Taxes — an Interpretation of FASB Stateri@8t” FIN 48 requires that the Company determinetivér a tax position is more likely
than not to be sustained upon examination, inclydasolution of any related appeals or litigatioogesses, based on the technical merits of
the position. Once it is determined that a positieets this recognition threshold, the positiomé&asured to determine the amount of benefit
to be recognized in the financial statements. N0 provides guidance on the derecognitionsiflaation and disclosure of tax positions.
MBIA adopted the provisions of FIN 48 on JanuarQQ7. The adoption of FIN 48 did not have a matémpact on the Company’s
consolidated financial statements. See “Note Srnme Taxes” for disclosures required by FIN 48.

In February 2006, the FASB issued SFAS 155, “Actiagrfor Certain Hybrid Financial Instruments,” whiamends SFAS 133Atcounting
for Derivative Instruments and Hedging Activitiesid SFAS 140, “Accounting for Transfers and Sengaf Financial Assets and
Extinguishments of Liabilities.” SFAS 155 permits @ntity to measure at fair value any financiatimsient that contains an embedded
derivative that would otherwise require bifurcatidime fair value designation may be applied omatriment-by-instrument basis; however,
the election to apply fair value accounting isvoeable. MBIA adopted the provisions of SFAS 155January 1, 2007 and elected the fair
value option for certain structured investments amdedium-term note liability. The effect of adogtiSFAS 155 resulted in a $1.9 million
after-tax ($3.0 million pre-tax) decrease to opgmietained earnings as of January 1, 2007, reptingehe difference between the fair values
of the hybrid financial instruments and the repditarrying values as of December 31, 2006. Theedserin retained earnings includes after-
tax gross gains of $0.3 million ($0.5 million pe¢} and after-tax gross losses of $2.2 million §%8illion pre-tax). For the nine months
ended September 30, 2007, changes in the fair wdliogbrid financial instruments resulted in a peg-tax loss of $8.9 million, which is
included in “Net gains (losses) on financial ingtents at fair value and foreign exchange” on them@any’s consolidated statement of
income.

Standards to be Adopted in Future Periods

In June 2007, the FASB ratified the consensus exhbly the Emerging Issues Task Force (“EITF”) auésNo. 06-11, “Accounting for
Income Tax Benefits of Dividends on Share-Basedi®ay Awards.” EITF Issue No. 06-11 requires thattdx benefit with respect to
dividends or dividend equivalents for neasted restricted shares or restricted share thatsare paid to employees be recorded as an b&
to additional paid-in capital. MBIA currently recs such tax benefit as a reduction of income tgeerge. EITF Issue No. 06-11 is to be
applied prospectively for tax benefits on dividenéslared in fiscal years beginning after Decenitsei2007, with early adoption permitted.
The Company expects to adopt the provisions of BH§Ebe No. 06-11 in the fourth quarter of 2007 believes that the adoption of EITF
Issue No. 06-11 will not have a material impaciterfinancial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
MBIA Inc. and Subsidiaries

In April 2007, the FASB issued FASB Staff PositidRSP”) FIN 39-1, “Amendment of FASB Interpretatitvo. 39.” FSP FIN 3% permits ¢
reporting entity that is a party to a master ngtiigreement to offset fair value amounts recognifiaethe right to reclaim cash collateral or
the obligation to return cash collateral againstf¥alue amounts recognized for derivative instratsahat have been offset under the same
master netting agreement. FSP FIN 39-1 is effedtivéiscal years beginning after November 15, 2864 is required to be applied
retrospectively for all financial statements pradsedrunless it is impracticable to do so. MBIA isremtly evaluating the impact of adopting
FSP FIN 39-1 on the Company’s financial statements.

On April 18, 2007, the FASB issued an Exposure Qt&D") entitled “Accounting for Financial Guarasg Insurance Contracts”, an
interpretation of SFAS 60, “Accounting and Repaytby Insurance Enterprisesihe ED clarifies how SFAS 60 applies to financiahante:
insurance contracts issued by insurance enterpiis#sading the methodologies to account for pramievenue and claim liabilities, as well
as related disclosures. The proposals containdtiiD are not considered final accounting guidamdé the FASB completes its due
process procedures and issues a final statemeitt) whuld differ from the ED. Under the ED, MBIA widl be required to recognize
premium revenue only in proportion to contractuaympents (principal and interest) made by the isefiite insured financial obligation. The
proposed recognition approach for a claim liabiityuld require MBIA to recognize a claim liabilityhen there is an expectation that a claim
loss will exceed the unearned premium revenueilftigbon a policy basis based on the present valuexpected cash flows. Additionally, 1
ED would require MBIA to provide expanded disclasirelating to factors affecting the recognitiod ameasurement of financial guarantee
contracts.

Following a 60 day comment period, the FASB hettissussion forum with interested parties in Sepena®07 and plans to begin
redeliberations of the ED in the fourth quarte2067. The final statement is expected to be isgudtk first quarter of 2008. The cumulative
effect of initially applying the final statementlirbe recorded as an adjustment to the openinghbalaf retained earnings for that fiscal year.
MBIA is in the process of evaluating how the expesdraft will impact its financial statements arabsprovided comments on the ED to the
FASB. Until final guidance is issued by the FASRias effective, MBIA will continue to apply its esting policies with respect to the
establishment of both case basis and unallocassdréserves and the recognition of premium revehdierther description of the Company’s
loss reserving and premium recognition policiesiactuded in “Note 2: Significant Accounting Poks” in the Notes to Consolidated
Financial Statements included in the Company’s AhiReport on Form 10-K for the fiscal year endedémber 31, 2006.

In February 2007, the FASB issued SFAS 159, “Thie Value Option for Financial Assets and Finantimbilities.” SFAS 159 provides the
Company an irrevocable option to measure eligiiiarfcial assets and liabilities at fair value, wattanges in fair value recorded in earnings,
that otherwise are not permitted to be accountedtféair value under other accounting standartie. dption is applied, on a contract-by-
contract basis, to an entire contract and not tmgpecific risks, specific cash flows or othertfors of that contract. Upfront costs and fees
related to a contract for which the fair value optis elected shall be recognized in earnings@siiad and not deferred. SFAS 159 also
establishes presentation and disclosure requirengesigned to facilitate comparisons between corapdhat choose different measurement
attributes for similar types of assets and liailelit SFAS 159 is effective for fiscal years begngnafter November 15, 2007. MBIA is
currently evaluating the provisions of SFAS 159 #ralr potential impact on the Company’s finanesi@tements. MBIA will adopt the
provisions of SFAS 159 beginning January 1, 2008.

In September 2006, the FASB issued SFAS 157, Valne Measurements.” SFAS 157 defines fair valuaresxit price, representing the
amount that would be received to sell an asseainr fp transfer a liability in an orderly transactibetween market participants. SFAS 157
requires that fair value measurement reflect tseimptions market participants would use in pri@ngasset or liability based on the best
information available. Assumptions include the sigkherent in a particular valuation technique lsas a pricing model) and/or the risks
inherent in the inputs to the model. SFAS 157 aladfies that an issuer’s credit standing showddcbnsidered when measuring liabilities at
fair value. SFAS 157 establishes a fair value ha@mathat prioritizes the inputs to valuation teiclues used to measure fair value. The
hierarchy gives the highest priority to unadjusgedted prices in active markets for identical asaed liabilities (level 1 measurement) and
the lowest priority to unobservable inputs (leveh8asurements). SFAS 157 is effective for finanstialements issued for fiscal years
beginning after November 15, 2007. MBIA is currgralaluating the provisions of SFAS 157 and theteptial impact on the Company’s
financial statements. MBIA will adopt the provis®af SFAS 157 beginning January 1, 2008.

NOTE 4: Dividends Declare
Dividends declared by the Company during the nioatims ended September 30, 2007 were $131.1 million.
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NOTE 5: Earnings Per Sha

Basic earnings per share excludes dilution andnsputed by dividing income available to common shalders by the weighted-average
number of common shares outstanding during the@gebiluted earnings per share reflect the dilutffect of all stock options and other
items outstanding during the period that could ptigdly result in the issuance of common stock. fherthree months ended September 30,
2007, there were 1,404,106 stock options and 239#9estricted stock and units outstanding thaewet included in the diluted earnings
share calculation because they were antidilutiee tie nine months ended September 30, 2007 there 361,680 stock options outstanding
that were not included in the diluted earningsgiere calculation because they were antidilutiee tire three and nine months ended
September 30, 2006, there were 1,699,934 and BZ32tock options outstanding, respectively, thatamnot included in the diluted earnings
per share calculation because they were antiddutiv

The following table presents the computation ofibasd diluted earnings per share for the threeramel months ended September 30, 2007
and 2006:

3" Quarter Year-to-date

In thousands except per share amounts 2007 2006 2007 2006
Income (loss) from continuing operations, net af $ (36,64() $ 216,57: $ 373,80: $ 634,69¢
Income (loss) from discontinued operations, neag — 1,37¢ — 3,60¢
Net income (loss $ (36,640 $ 217,94 $  373,80: $ 638,30
Basic weighte-average share 123,705,54 132,794,39 127,658,10 132,759,33
Effect of common stock equivalen

Stock options — 1,821,76! 1,712,52 1,794,36!

Restricted stock and uni — 2,123,24: 2,166,88! 2,123,24i
Diluted weighte-average share 123,705,54 136,739,40 131,537,51 136,676,94
Basic EPS
Income (loss) from continuing operatic $ (0.30) $ 1.6 $ 2.9¢ $ 4.7¢
Income (loss) from discontinued operatic — 0.01 — 0.0z
Net income (loss $ (0.30 $ 1.64 $ 2.92 $ 4.81
Diluted EPS:
Income (loss) from continuing operatic $ (0.30) $ 1.5¢ $ 2.8¢ $ 4.64
Income (loss) from discontinued operatic — 0.01 — 0.0:
Net income (loss $ (0.30) $ 1.5¢ $ 2.84 $ 4.67

NOTE 6: Business Segmer

MBIA manages its activities primarily through twanxipal business operations: insurance and invesstimanagement services. The
Company'’s reportable segments within its businggsations are determined based on the way managassssses the performance and
resource requirements of such operations.

The insurance operations is a reportable segmenpravides an unconditional and irrevocable guaanf the payment of principal of, and
interest or other amounts owing on, insured ohilgatwhen due or, in the event that MBIA Corp. tiesright, at its discretion, to accelerate
insured obligations upon default or otherwise, upoch acceleration by MBIA Corp. MBIA issues finelguarantees for municipal bonds,
asset-backed and mortgage-backed securities, orvesned utility bonds, bonds backed by publiclyparately funded public-purpose
projects, bonds issued by sovereign and sub-s@reegitities, obligations collateralized by divepamls of corporate loans and pools of
corporate and asset-backed bonds, and bonds bbgl®ter revenue sources such as corporate franodwenues, both in the new issue and
secondary markets. Additionally, MBIA insures ctetifault swaps primarily on pools of collaterahigh it considers part of its core
financial guarantee business. This segment inclatiestivities related to global credit enhancetrsmrvices provided principally by MBIA
Insurance Corporation and its subsidiaries (“MBI&rg”).
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The Company’s investment management services apesgirovide an array of products and servicebégublic, not-for-profit and
corporate sectors. Such products and servicesavalpd primarily through wholly owned subsidiarefsMBIA Asset Management, LLC
(“MBIA Asset Management”) and include cash managetndiscretionary asset management and fund admaitie services and investment
agreement, medium-term note and commercial papgrams related to funding assets for thpedty clients and for investment purposes.
investment management services operations’ rederssgments consist of: asset/liability productsiclv include investment agreements and
medium-term notes (“MTNSs") not related to the coimguogram; advisory services, which consist ofdkparty and related-party fee-based
asset management; and conduits.

The asset/liability products segment principallysists of the activities of MBIA Investment Managam Corp. (“IMC”), MBIA Global
Funding, LLC (“GFL") and Euro Asset Acquisition Litad (“EAAL"). IMC, along with MBIA Inc., providesustomized investment
agreements, guaranteed by MBIA Corp., for bond geds and other public funds for such purposesmsetion, loan origination, escrow
and debt service or other reserve fund requiremérdtso provides customized products for funds Hre invested as part of asset-backed or
structured product transactions. GFL raises fuhdsugh the issuance of MTNs with varying maturitiekich are, in turn, guaranteed by
MBIA Corp. GFL lends the proceeds of these MTN #@&mes to MBIA Inc. (“GFL Loans”). MBIA Inc. investhe proceeds of investment
agreements and GFL Loans in eligible investmenitsghvconsist of investment grade securities withisimum average double-A credit
quality rating. MBIA Inc. primarily purchases doniessecurities, which are pledged to MBIA Corp sasurity for its guarantees on
investment agreements and MTNs. Additionally, MBh&. loans a portion of the proceeds from investnagmeements and MTNs to EAAL.
EAAL primarily purchases foreign assets as permiitteder the Company’s investment guidelines.

The advisory services segment primarily consisthefoperations of MBIA Municipal Investors Servicerporation (“MBIA-MISC”), MBIA
Capital Management Corp. (“CMC”") and MBIA Asset Magrement UK (“AM-UK"). MBIA-MISC provides investmemhanagement
programs, including pooled investments productsarstiomized asset management services. In addiiBMA-MISC provides portfolio
accounting and reporting for state and local gawemts, including school districts. MBIA-MISC is a&irrities and Exchange Commission
(“SEC")-registered investment adviser. CMC provifles-based asset management services to the Conifsaalffiliates and third-party
institutional clients. CMC is a SEC-registered istveent advisor and Financial Industry Regulatoryhfdty member firm. AM-UK provides
fee-based asset management services to the Comsgarsign insurance affiliates and EAAL, and tadhparty institutional clients and
investment structures. AM-UK is registered with Eieancial Services Authority in the United Kingdgt).K.”).

The Company’s conduit segment administers thredi+seller conduit financing vehicles through MBIAsget Finance, LLC. The conduits
provide funding for multiple customers through spepurpose vehicles that issue primarily comménzéger and medium-term notes.

The Company'’s corporate operations are a reporsgagment and include revenues and expenses thatflen general corporate activities,
such as net investment income, net gains and losseest expense on MBIA Inc. debt and generglaate expenses.

In December 2006, MBIA completed the sale of Capitset Holdings GP, Inc. and certain affiliatedites (“Capital Asset”) and MBIA
MuniServices Company and certain of its wholly odisebsidiaries (“MuniServices”). The sale of Capitaset also included three variable
interest entities (“VIES”) established in connentigith MBIA-insured securitizations of Capital As$ax liens, which were consolidated
within the Company'’s insurance operations in acancg with FIN 46(R), “Consolidation of Variable énést Entities (Revised).” MBIA's
municipal services segment consisted of the a@é/iaf MuniServices and Capital Asset. As a resilhe sale of MuniServices and Capital
Asset, the Company no longer reports municipalisesvoperations and the assets, liabilities, reegmund expenses of these entities have
been reported within discontinued operations fopafiods presented prior to their sale in accocdamith SFAS 144, “Accounting for the
Impairment or Disposal of Long-lived Assets.” S&te 15: Discontinued Operations” in the Notes tméblidated Financial Statements
included in the Company’s Annual Report on FormKlfdr the fiscal year ended December 31, 2006rtorimation relating to the
Company’s discontinued operations.

Reportable segment results are presented net efialahtersegment transactions. The following ¢éaldummarize the Company’s operations
for the three and nine months ended September080, 2nd 2006:
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Three months ended September 30, 2007
Investment

Management

In thousands Insurance Services Corporate Total
Revenues$) $ 35353( $ 43487. $ 721 $ 789,12
Net realized gains (losse 6,411 (5,979 (749) (311
Net gains (losses) on financial instruments atfalue and foreign exchan (335,31) (17,407 317 (352,40

Total revenue 24,624 411,49: 28¢ 436,40"
Interest expens 19,51+ 378,78’ 20,18¢ 418,48
Operating expenst 68,77 25,42t 6,544 100,74:

Total expense 88,28¢ 404,21: 26,73( 519,22¢
Income (loss) before tax $ (63,667 $ 7,280 $(26,44) $ (82,82)
Identifiable asset $12,967,36 $31,702,85 $658,78" $45,329,00

Three months ended September 30, 2006
Investment

Management

In thousands Insurance Services Corporate Total
Revenue$) $ 393500 $ 30847 $ 2,67 $ 704,65
Net realized gains (losse 4,19¢ 361 86¢€ 5,42
Net gains (losses) on financial instruments atvalue and foreign exchan (4,70¢6) 5,41¢ 297 1,00¢

Total revenue 392,99¢ 314,24¢ 3,83¢ 711,08
Interest expens 22,22t 263,80 20,19t 306,22
Operating expense 74,53 19,06: 4,711 98,30¢

Total expense 96,757 282,86t 24,90¢ 404,52¢
Income (loss) before tax $ 296,23¢ $ 31,380 $(21,069 $ 306,55
Identifiable asset® $13,717,87 $23,646,91  $549,20¢ $37,913,99

@ Represents the sum of net premiums earned, neftmeat income, insurance-related fees and reimimasts, investment management
fees and other fees.

@ At September 30, 2006, identifiable assets exchte6 million related to the Company’s discontinoperations.
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Nine months ended September 30, 2007
Investment

Management

In thousands Insurance Services Corporate Total
Revenues$) $ 1,091,78 $ 1,187,28 $ 20,85( $ 2,299,91
Net realized gains (losse 38,45¢ (1,949 (9,244 27,26
Net gains (losses) on financial instruments atfalue and foreign exchan (347,529 (29,029 151 (376,40

Total revenue 782,71! 1,156,30: 11,757 1,950,78!
Interest expens 61,96! 1,034,79 60,541 1,157,30-
Operating expenst 211,89¢ 70,88 23,46( 306,24

Total expense 273,85¢ 1,105,67! 84,00 1,463,54!
Income (loss) before tax $ 508,85t $ 50,62¢ $(72,25() $ 487,23!
Identifiable asset $12,967,36 $31,702,85 $658,78" $45,329,00

Nine months ended September 30, 2006
Investment

Management

In thousands Insurance Services Corporate Total
Revenue$) $1,112,08 $ 860,97¢ $ 9,747 $ 1,982,81
Net realized gains (losse 12,56¢ 5,594 2,33: 20,49:
Net gains (losses) on financial instruments atvalue and foreign exchan 1,35¢ 8,72¢ 43% 10,51«

Total revenue 1,126,00! 875,29! 12,51¢ 2,013,81!
Interest expens 53,92¢ 730,47 60,49¢ 844,89’
Operating expense 220,56! 55,11 10,37¢ 286,05

Total expense 274,49: 785,58! 70,87¢ 1,130,95
Income (loss) before tax $ 85151f $ 89,71( $(58,36() $ 882,86!
Identifiable asset® $13,717,87 $23,646,91  $549,20¢ $37,913,99

@ Represents the sum of net premiums earned, neftmeat income, insurance-related fees and reimimasts, investment management
fees and other fees.
@ At September 30, 2006, identifiable assets exchte6 million related to the Company’s discontinoperations.
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The following tables summarize the segments with@investment management services operationtdéahtee and nine months ended

September 30, 2007 and 2006:

Three months ended September 30, 2007

Total

Asset/ Investment
Liability Advisory Management
In thousands Products Services Conduits Eliminations Services
Revenues$) $ 35225¢ $1887¢ $ 71527 $ (7,78Y) $ 434,87.
Net realized gains (losse (5,979 6 — — (5,979
Net gains (losses) on financial instruments atfalue and foreig
exchange (12,66¢) (33 (4,710 — (17,407
Total revenue 333,61: 18,84¢ 66,81’ (7,789 411 ,49:.
Interest expens 312,37: — 67,38¢ (972) 378,78
Operating expense 15,18: 15,17¢ 1,97: (6,909 25,42t
Total expense 327,55:. 15,17¢ 69,36 (7,880) 404,21.
Income (loss) before tax $ 6,06( $ 3667 $ (2549 $ 97 % 7,28(
Identifiable asset $26,889,43 $ 49,92t $4,793,88 $ (30,39() $31,702,85
Three months ended September 30, 2006
Total
Asset/ Investment
Liability Advisory Management
In thousands Products Services Conduits Eliminations Services
Revenues$) $ 247,86t $ 16,80 $ 51,297 $ (7,492 $ 308,47
Net realized gains (losse 354 7 — — 361
Net gains (losses) on financial instruments atfalue and foreig
exchange 10,36¢ 2 (4,947 — 5,41¢
Total revenue 258,58: 16,801 46,35( (7,492 314,24¢
Interest expens 218,97¢ — 47,23¢ (2,417) 263,80
Operating expenst 11,21 10,82« 2,06¢ (5,047) 19,06:
Total expense 230,18¢ 10,82/ 49,30" (7,459 282,86t
Income (loss) before tax $ 2839 $ 598 $ (2,95) % (38) $ 31,38
Identifiable asset $19,948,55 $140,65( $3,811,741 $(254,049) $23,646,91

@ Represents the sum of interest income, investmanagement services fees and other fees.
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Nine months ended September 30, 2007

Total
Asset/ Investment
Liability Advisory Management
In thousands Products Services Conduits Eliminations Services
Revenues$) $ 971,07¢ $ 56,15 $ 183,60¢ $ (23,55() $ 1,187,28
Net realized gains (losse (1,705 5 (249) — (1,949
Net gains (losses) on financial instruments atfalue and foreig
exchange (23,220) (74) (5,730 — (29,029
Total revenue 946,15: 56,08: 177,62t (23,55() 1,156,30:
Interest expens 867,40: — 170,92 (3,53%) 1,034,79
Operating expenst 41,68’ 42,42: 6,151 (19,379 70,88:
Total expense 909,09: 42,42 177,07¢ (22,919 1,105,67!
Income (loss) before tax $ 37,060 $ 13,65¢ % 54¢ $ (637 $ 50,62¢
Identifiable asset $26,889,43 $ 49,92t $4,793,88 $ (30,39() $31,702,85
Nine months ended September 30, 2006
Total
Asset/ Investment
Liability Advisory Management
In thousands Products Services Conduits Eliminations Services
Revenue$) $ 680,72t $ 47,58 $ 155,200 $ (22,537) $ 860,97¢
Net realized gains (losse 5,587 7 — — 5,594
Net gains (losses) on financial instruments atvalue and foreig
exchange 12,25: (1149 (3,41%) — 8,72:
Total revenue 698,56 47,47¢ 151,78 (22,537 875,29!
Interest expens 598,25( — 140,04« (7,8272) 730,47:
Operating expense 32,06¢ 30,72¢ 6,92/ (14,607 55,11
Total expense 630,31! 30,72¢ 146,96¢ (22,427) 785,58!
Income (loss) before tax $ 6825( $16,75¢ $ 4821 $ (1149 $  89,7A(
Identifiable asset $19,948,55 $140,65( $3,811,741 $(254,049) $23,646,91

@M Represents the sum of interest income, investmantgement services fees and other fees.

A significant portion of premiums reported withimetinsurance segment is generated outside thedJgitges. The following table
summarizes net premiums earned by geographic tocafirisk for the three and nine months ended&aper 30, 2007 and 2006:

3" Quarter Year-to-date
In thousands 2007 2006 2007 2006
Net premiums earne:
United State: $142,96! $158,99¢ $459,14: $460,25¢
Non-United State: 60,22¢ 53,33: 175,21 174,70:
Total $203,19:  $212,32°  $634,35¢  $634,96:
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NOTE 7: Loss and Loss Adjustment Expense Reseh/&R)(

MBIA establishes two types of loss and LAE reseffeesion-derivative financial guarantees: casedaserves and an unallocated loss
reserve. See “Note 2: Significant Accounting Pektiin the Notes to Consolidated Financial Statamtiuded in the Company’s Annual
Report on Form 10-K for the fiscal year ended Dewen31, 2006 for information regarding the Compangss reserving policy. A summary
of the case basis and unallocated activity anad¢imeponents of the liability for loss and LAE resesare presented in the following table:

In thousands 3Q 2007 2Q 2007 1Q 2007
Case basis loss and LAE resen
Beginning balanc $316,85¢ $333,90¢ $323,71¢
Less: reinsurance recovera 48,07¢ 47,62¢ 46,94
Net beginning balanc 268,77¢ 286,28: 276,77
Case basis transfers from unallocated loss reselated to:
Current yea 1,97¢ 6,047 2,60z
Prior years 9,44 11,29¢ 31,12(
Total 11,42: 17,34¢ 33,72:
Net paid (recovered) related
Current yea 13 343 (337
Prior years (487) 34,50¢ 24 ,55¢
Total net (recovered) pa (474 34,84¢ 24,21¢
Net ending balanc 280,67 268,77¢ 286,28
Plus: reinsurance recoveral 50,67 48,07¢ 47,62t
Case basis loss and LAE reserve ending bal 331,34 316,85¢ 333,90t
Unallocated loss reserv
Beginning balanc 203,22: 199,86 213,31¢
Losses and LAE incurred 22,20: 20,96¢ 20,48
Channel Re eliminatiof® (2793 (26€) (2149
Transfers to case basis and LAE rese (11,427) (17,345 (33,727)
Unallocated loss reserve ending bala 213,73: 203,22: 199,86°
Total $545,07¢ $520,08( $533,77:

(1) Represents the Company'’s provision for losses tzkxas 12% of scheduled net earned premium.
@ Represents the amount of losses and LAE incur&tchdve been eliminated in proportion to MBIA’s @wship interest in Channel
Reinsurance Ltd. (“Channel Re"), which is carriedam equity-method accounting basis.

During the nine months ended September 30, 20€4,riet case basis activity transferred from then@any’s unallocated loss reserve was
$62 million. Net case basis activity primarily cated of incurred activity related to the Studengh Finance Corporation (“SFC”) and a
multi-sector collateralized debt obligation (“CDQ&¥ecuted in the cash market, as well as insurégations within the home equity loan
(2000 vintage) and manufactured housing sectortialaoffsetting these loss reserves were reusrshpreviously established case basis
reserves within the aircraft enhanced equipmest tertificates (‘EETCs”) sector. The unallocatess reserve approximated $214 million at
September 30, 2007, which represents the Compastitmate of losses associated with credit detartrahat has occurred in the
Company’s insured portfolio but has not been sl identified and is available for future casgecific activity. The Company recorded
$64 million in losses and loss adjustment expefwethe nine months ended September 30, 2007 las&@% of scheduled net earned
premium.
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NOTE 8: Derivative Instrumen

The fair values of the Comparsyderivative instruments are estimated using oldéevnarket prices when they are available. Suskmhabl
market prices are typically obtained for reguldrBded contracts in active markets. Most of thévdéive contracts insured by MBIA are
structured transactions that are not traded bbérahsured to maturity by MBIA. As they are illiglithere are no observable market prices
for these derivative contracts. For these contrditesCompany estimates fair values using availataeket credit spreads for the underlying
reference obligations within valuation models. Thampany utilizes both vendor-developed and progmyetnodels, depending on the type
and structure of contracts. The significant datd ififluence the Company’s valuation models inclodeket credit spreads, current interest
rates, portfolio credit quality ratings and cortiela assumptions within portfolios. Market datautgpare determined based on the specific
attributes of each structured credit derivativel$ervable market credit spreads are not avaifablle underlying reference obligations,
then a market index is used that most closely rbtesihe underlying reference obligations, spettifig asset class, credit quality rating and
maturity of the underlying reference obligationkisTdata is obtained from recognized sources argl/iswed on an ongoing basis for
reasonableness and applicability to the Compargrwative portfolio.

The fair values of insured structured credit denes within the Company’s insurance portfolio arestly derived from a valuation approach
that uses actual market prices or market indiceariderlying reference obligations within a profaig valuation model utilizing a binomial
expansion technique. This approach estimates thedlaes of the Company’s structured credit ddiiacontracts based on the key
components of a transaction’s structure, of calidtportfolio credit quality and of market spreadéls for the underlying reference
obligations, in addition to other factors suchtesdiversity of the collateral portfolio and assuimecovery rates for defaulted collateral. The
level of subordination below MBIA’s exposure or ditdranche is a very significant factor that affethe estimated fair values of MBIA'’s
exposure as subordination below MBIA’s exposureodissall losses in the transaction’s underlyingfptio before any claim is made on
MBIA'’s insurance policy. Most of MBIA's insured sittured credit derivatives have subordination icess of that required for the most
senior triple-A rating within a transaction. Theimdrivers of changes in the estimated fair valofethe Company’s insured structured credit
derivatives are changes in market spread levelseofinderlying reference obligations, changeseditiquality ratings of the underlying
reference obligations, and declines in the amooingsibordination. During the third quarter of 20€¥% primary factor affecting changes in
fair values produced by this valuation approach thesvidening of underlying reference obligatioadit spread levels.

The Company also considers arms-length transadfi@iseduce its exposure to insured credit davigat such as reinsurance, to be good
measures of fair value when the transaction is tigtgd independently of other transactions and whisrexecuted on or near the valuation
date. In such cases, the premiums paid to theurgirssare used to fair value the derivative comtrac

The following table presents the net par outstagdisof September 30, 2007 and the related inctatensent net gain or loss for the three
months ended September 30, 2007 by fair value tgabrof all insured credit derivatives within ther@pany’s insurance portfolio.

% of

Net Par Net Par Net
In millions Outstanding QOutstanding Gain/(Loss)
Binomial expansion valuation moc 92.8% $128,35: $ (319
Reinsurance transactio 2.8 3,92¢ 0
Specific dealer quote 0.7 921 (22)
Other 3.7 5,04( (3
Total 100.(% $ 138,24( $ (349
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The Company’s investment management services opesadnd corporate operations enter into OTC divies, such as interest rate swaps,
currency swaps, credit default swaps and totatmetwaps, which predominately trade in liquid méskd@he fair values for these derivatives
are either based on specific dealer quotes or asiirusing valuation models that combine observaldleket prices and market data inputs.
The following table presents the net notional valuestanding as of September 30, 2007 and theetelatome statement net gain or loss for
the three months ended September 30, 2007 bydhievechnique of all credit and other derivatiwéhin the Company’s investment
management services portfolio and two derivatiedsted to the corporate operations.

% of Net Net Notional
Notional Value
Value Net
In millions Outstanding Outstanding Gain/(Loss,
Valuation models using market pric 86.4% $ 39,35: $ (9)
Specific dealer quote 13.€ 6,217 23
Total 100.(% $ 45,56¢ $ 14

The use of market data within valuation models iegumanagement to make assumptions on how thedhies of derivative instruments
affected by current market conditions. This is esdly true during periods of market illiquiditysavas experienced during the third quarte
2007. The availability of market data and the datien of market data to a derivative instrumenit détermine the degree to which
assumptions affect a derivative instrument’s faiue. Therefore, results can significantly diffetween models due to differences among
assumptions used by different participants in tlaekets.

The Company maintains an ongoing review of its &t models and has ongoing control and crosskihg@rocedures for the approval
and control of market and portfolio data inputsribg the third quarter of 2007, the Company’s rev@ its valuation approach primarily
focused on the source of market credit spreadsinge valuation of its insurance credit derivatportfolio to ensure that these spreads
were indicative of the current market environmeiithe asset class of the underlying referencegabitins within each transaction, and of the
current credit ratings of the underlying referenbégations. As a result of this review, the Comparpanded its sources of market price and
data inputs in order to enhance the quality of iafior certain types of contracts. The overall atibn technique, however, was unchanged.
Additionally, on September 30, 2007, the Compaiystged certain insured credit derivative contracts quota share basis with two of its
reinsurers and used the reinsurance prices todhie its aggregate exposure to those derivatimgracts. One of the reinsurers was Channel
Re, a related party.

NOTE 9: Income Taxe

MBIA'’s tax policy is to optimize after-tax incomey lnaintaining the appropriate mix of taxable anddéaempt investments. In general, the
effective tax rate fluctuates from time to timetlas Company manages its investment portfolio oafter-tax total return basis. The effective
tax rate, including tax related to discontinuedragiens, for the third quarter of 2007 was a ban#fb5.8% compared with a provision of
29.4% for the third quarter of 2006. For the ninenths ended September 30, 2007, the effectiveataX including tax related to discontinued
operations, decreased to 23.3% from 28.2% fordhsesperiod in 2006. The changes in the Companféstife tax rates for the quarter and
nine months were a result of mark-to-market netdesecorded on the Company’s derivatives portfoltte third quarter of 2007. The
Company has calculated its year-to-date effectixeate by treating these mark+tarket net losses as a discrete item. As suchiaihleenefi

of these net losses, calculated at the statutaryate of 35%, is an adjustment to the annual &ffe¢ax rate that the Company has estimated
for all other pre-tax income. The Company beliethet its decision to treat the mark-to-market nesés as a discrete item is appropriate
given its inability to estimate these mark-to-maiksses for the full year of 2007, which diredlffects the Company’s ability to estimate
pre-tax income and the related effective tax rataHe full year of 2007.

The Company adopted the provisions of FIN 48 omdanl, 2007. The adoption of FIN 48 did not haveaterial impact on the Company’s
financial statements. Prior to the adoption of BB\ the Company classified interest and/or persaitéated to income taxes as a component
of income from continuing operations. In connectiath the adoption of FIN 48, the Company has eléc¢b classify interest and penalties as
components of income taxes. The total amount addareinterest and penalties was $4.2 million atdate of adoption, and the interest and
penalties recognized during the first nine montha0®7 amounted to $1.8 million.
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MBIA’s major tax jurisdictions include the Uniteddges (“U.S.”), the U.K. and France. MBIA and itsSJsubsidiaries file a U.S.
consolidated federal income tax return. Federairime tax returns have been examined through 2008edly, the Company is under an
examination for the 2004 and 2005 years by the lbt8rnal Revenue Service, which is anticipatedaaoncluded in the fourth quarter of
2007. The U.K. tax matters have been substantalbcluded through 2004 with the exception of MBIK lhsurance Ltd., which is expect
to be concluded in the first quarter of 2008. ThenkEh tax authority has concluded the examinatiomugh 2003 with the issue on the
recognition of premium income for tax purposes [regdesolution.

The total amount of unrecognized tax benefits atddte of adoption of FIN 48 was $28.8 million, gfhivas included in the tax reserves. The
total amount of unrecognized tax benefits thatedognized, would affect the effective tax rate wpgroximately $3.4 million as of
September 30, 2007.

In April 2005, the French tax authority commencade@amination of the Company’s French tax returr2f@02 and 2003. Upon completion
of the audit, the Company received a notice ofsssent in which the French tax authority has acatdd the way in which the Company
recognizes earned premium for tax purposes, cgontoathe French statutory method. The Company hategted and has filed for an appeal
with respect to the assessment and the Compangisquois currently under review. Due to the unainty surrounding the outcome of the
examination, the Company accrued the potentidiaaiity relating to the French tax audit for alben tax years through 2006 prior to the
adoption of FIN 48. The total amount accrued witbpect to the uncertain tax position is approxiigai26.5 million and the related interest
and penalties is approximately $4.2 million. Itéssonably possible that the French tax authorityrwe in the Company’s favor within the
next 12 months at which time the entire amountwatyincluding the interest and penalties, wilr&eersed.

NOTE 10: Commitments and Contingenc

In the normal course of operating its businessesCompany may be involved in various legal proesd

In July 2002, MBIA Corp. filed suit against Royaldemnity Company (“Royal”) in the United Statestilict Court for the District of
Delaware, to enforce insurance policies that Rsgled on certain vocational student loan transastihat MBIA Corp. insured. To date,
claims in the amount of approximately $355 millitave been made under the Royal policies with régpdoans that have defaulted. MBIA
Corp. expects that there will be additional clammesde under the policies with respect to studemddhat may default in the future. Royal |
filed an action seeking a declaration that it is sldigated to pay on its policies. In October 20@@ court granted MBIA Corp.’s motion for
summary judgment and ordered Royal to pay all daimder its policies. Royal appealed the order, sncbnnection with the appeal,
pledged $403 million of investment grade collatéoaMBIA Corp. to secure the entire amount of thégment, with interest, and agreed to
post additional security for future claims and ietd.

On October 3, 2005, the U.S. Court of Appealsfiier Third Circuit upheld the decision of the Uni&tates District Court for the District of
Delaware insofar as it enforced the Royal insurgradieies, but remanded the case to the DistriatrCimr a determination of whether the
Royal policies cover all losses claimed under thicies. In particular, the Court of Appeals diettthe District Court to consider whether
Royal policies would cover losses resulting froma thisappropriation of student payments rather fran defaults by students. MBIA Corp.
believes that the Royal policies would cover lomem if they result from misappropriation of stotlpayments, but in any event it appears
that all or substantially all of the claims madelenthe Royal policies relate to defaults by stisleather than misappropriation of funds.
Therefore, MBIA Corp. expected Royal to be requi@@ay all or substantially all of the claims madtler its policies and to be reimbursed
for any payments MBIA Corp. made under its policies

Royal filed a petition with the Third Circuit recgteng that the case be reheard, which was deni@giiih2006. In April 2006, Royal filed a
motion with the District Court seeking a release¢hef collateral it pledged in connection with ipgpaal of the District Court judgment against
it in 2003.

On April 2, 2007, MBIA announced that MBIA Corpaehed aragreement with Royal to settle the outstandingdtibn. The amount paid |
Royal under the terms of the settlement was sefiicio repay the approximately $362 million of ¢atsling par amount of the bonds insured
by MBIA as well as to reimburse MBIA for a portiofi the claims that MBIA has paid to date undeirigirance policies. As a result of the
settlement, MBIA incurred approximately $20 millianlosses in the first quarter of 2007. The legzresents a reduction to MBIg\expecte:
recoveries for claims it has paid to date undepdltcies and will be covered by MBIA’s unallocatieds reserves.
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The District Court in Delaware entered a final jodnt in the case implementing the settlement orcman, 2007. The approximately $362
million of outstanding par amount of the bonds nesllby MBIA were repaid in full during the secongbgter of 2007.

In November 2004, the Company received identicalidtent subpoenas from the SEC and the New YorkrdtioGeneral's Office
(“NYAG”) requesting information with respect to ndraditional or loss mitigation insurance produdéseloped, offered or sold by the
Company to third parties from January 1, 1998 &present. While the subpoenas did not identifyspscific transaction, subsequent
conversations with the SEC and the NYAG revealedltiie investigation included the arrangementsredtato by MBIA Corp. in 1998 in
connection with the bankruptcy of the Delaware #alDbligated Group, an entity that is part of AHegy Health, Education and Research
Foundation (“AHERF").

On March 9, 2005, the Company received a subpagenathe U.S. Attorney’s Office for the Southern tiit of New York (“U.S. Attorney)
seeking information related to the agreementstéred into in connection with the AHERF loss. Tladter, the Company has received
additional subpoenas, substantively identical thesther, and additional informal requests, from 8C and the NYAG for documents and
other information.

On August 19, 2005, the Company received a “Weliid¢” from the SEC indicating that the staff oftBEC is considering recommending
that the SEC bring a civil injunctive action agaitie Company alleging violations of federal settesilaws “arising from MBIA's action to
retroactively reinsure losses it incurred from A#ERF bonds MBIA had guaranteed, including, butlimatted to, its entering into excess of
loss agreements and quota share agreements vathdbparate counterparties.”

On January 29, 2007, the Company announced thatitts principal operating subsidiary MBIA Corfndgether with MBIA, the
“Companies”) had concluded civil settlements with SEC, the NYAG, and the New York State Insurddepartment (“NYSID”) with
respect to transactions entered into by the Conagani1998 following defaults on insured bondsessby AHERF.

The terms of the settlements, under which the Comeganeither admit nor deny wrongdoing, include:

» A restatement, which was completed and report@dBihA's third quarter 2005 earnings release, of @Gmmpany’s GAAP and
statutory financial results for 1998 and subseqyeats related to the agreements with AXA Re Firéhié\. and Muenchener
Rueckversicherungs-Gesellshaft, as discussed ite“RioRestatement Of Consolidated Financial Statéshén the Notes to
Consolidated Financial Statements of MBIA Inc. &ubsidiaries included in the Company’s Annual ReporForm 10-K for the
fiscal year ended December 31, 2005 (the “2005 T)drKPart II, Item 8 and “Restatement of ConsolathFinancial Statements”
in Managemer's Discussion and Analysis of Financial Conditiod &®esults of Operations in Part I, Item 7 in t@92 1(-K;

» Payment of penalties and disgorgement totalingrifiton, of which $60 million will be distributecbtMBIA shareholders
pursuant to the Fair Fund provisions of the Sarbdbdey Act of 2002 and $15 million will be paidtiee State of New York.
MBIA accounted for the $75 million in penalties agidgorgement as a charge in the third quarteD65¢

» The Compani€ consent to a cease and desist order with respéafute violations of securities law

» Avreport by the Company’s independent auditors;éRvaterhouseCoopers, to MBIA’s Board of Directting, SEC staff, the
NYAG and the NYSID concerning the Compi’'s accounting for and disclosure of advisory feabthe assets of certain condu
and

» Retention of an Independent Consultant to reviesvraport to the SEC, the NYAG and the NYSID onéhaluation previously
undertaken at the direction of the Audit Commié®1BIA’s Board of Directors by Promontory Finankfaroup LLC of the
Company’s controls, policies and procedures wigipeet to compliance, internal audit, governansé, management and records
management; the Company’s implementation of Proargist recommendations; the Company’s accountingfat disclosure of
its investment in Capital Asset Holdings GP, Imnd the Company’s accounting for and disclosulies@xposure to the US
Airways 1998-1 Repackaging Trust and any others@ation in which the Company paid or acquired afiubstantially all of an
issue of insured securities other than as a realtclaim under the related polic
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The foregoing summary description of the termshefdettiements is qualified in its entirety by refece to Exhibits 10.82-10.85 to the
Company’s Annual Report on Form 10-K for the fisgahr ended December 31, 2006.

On July 25, 2007, the Company announced that thepkendent Consultant retained by the Company inexion with the regulatory
settlements completed his review. The Independens@tant concluded that MBIA's accounting and ltisares concerning these matters
were consistent with GAAP and the federal secritgvs. The Independent Consultant also reportétet&EC, the NYAG and the NYSID
on the evaluation previously undertaken at thectiva of the Audit Committee of MBIA'’s board of dictors by Promontory Financial Group
LLC. Promontory’s review included a comprehensissessment of the Company’s compliance organizatidrmonitoring systems, internal
audit functions, governance process and other @gnincluding risk management and records managepwicies and procedures. The
Independent Consultant examined the design of Pmtomgs review and the Company’s implementatiofPadmontory’s recommendations.
The Independent Consultant found that both the Brdony review and MBIA’s implementation of Promont@ recommendations were
reasonable and concluded that no further changespsovements to MBIA'’s policies and procedureseveecessary to achieve best
practices.

The Independent Consultant reported his findinge@dSEC, the NYAG and the NYSID, and to MBIA'’s bobaf directors. As the Company
announced on July 25, 2007, the regulatory ageiheies completed their review of the IndependentsQttant’s report. The Company does
not expect any further enforcement actions in cotioe with the matters covered by the Independamts@itant’s report.

The Company was named as a defendant in privatgies actions consolidated bsre MBIA Inc. Securities Litigation ; (Case No. 05 CV
03514(LLS); S.D.N.Y.) (filed October 3, 2005). JpkaV. Brown, the Company’s former Chairman and €Bieecutive Officer, Gary C.
Dunton, the Company’s Chief Executive Officer, Nitdks Ferreri, the Compars/former Chief Financial Officer, Neil G. Budnidiormerly a
Vice President of the Company and the CompanytséorChief Financial Officer and Douglas C. Hamilttme Company’s Controller were
also named as defendants in the suit, as were faZimgrman and Chief Executive Officer David H.i&hH and former Executive Vice
President, Chief Financial Officer and Treasurdiefhe S. Tehrani. The plaintiffs asserted claimder Section 10(b) of the Securities
Exchange Act of 1934 (the “Exchange Act”), Rule B)promulgated thereunder, and Section 20(a) oEttelhange Act. The lead plaintiffs
purport to be acting as representatives for a dassisting of purchasers of the Company’s stogkndithe period from August 5, 2003 to
March 30, 2005 (the “Class Period”). The allegadionntained in the lawsuit included, among othergh, violations of the federal securities
laws arising out of the Company'’s allegedly falsd anisleading statements about its financial céowliand the nature of the arrangements
entered into by MBIA Corp. in connection with th&lBRF loss, and about the effectiveness of the Cogipanternal controls. The plaintiffs
alleged that, as a result of these misleadingratés or omissions, the Company’s stock tradediéitally inflated prices throughout the
Class Period.

The defendants, including the Company, filed matitmdismiss this lawsuit on various grounds. Oor&ary 13, 2007, the Court granted
those motions, and dismissed the lawsuit in itg@eyt on the grounds that these claims are bayetthe applicable statute of limitations. The
Court did not reach the other grounds for dismiasgiied by the Company and the other defendanésplEmntiffs filed a notice of appeal on
March 14, 2007. The Company does not expect theomé of the private securities litigation to havaaterial adverse affect on its financial
condition, although the outcome is uncertain an@sgurance can be given that the Company will ufé¢sa loss.

Certain current and former officers of the Compang certain members of the Company’s Board of Borsovere named as defendants in a
shareholder derivative action filed in the Supreé@oeirt of New York, Westchester County on Novemhe2(D5:Robert Purvis, Derivatively

on Behalf of Nominal Defendant MBIA, Inc. v. Joseph W. Brown, Neil G. Budnick, C. Edward Chaplin, David C. Clapp, Clifford D. Corso,

Gary C. Dunton, Claire L. Gaudiani, Daniel P. Kearney, Laurence H. Meyer, Debra J. Perry, John A. Rolls, and Ruth M. Whaley (Case

No. 20099-05) (the “Purvis Litigation”). The plaintiff asserted claims for the benefit c& thompany to redress injuries suffered by the
Company as a result of alleged breaches of fidudaties by the named defendants in connection th#hCompany’s accounting for certain
transactions, including the AHERF loss. In addititthre plaintiff alleged that the officer defendawisre unjustly enriched as a result of such
alleged breach. The lawsuit was dismissed on Deeefily 2006, pursuant to court order and an agneeameong all parties.
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Certain current and former officers of the Compang certain current and former members of the Cogip&8oard of Directors have been
named as defendants in a shareholder derivatii@ndded in the United States District Court, Soertn District of New York, on April 24,
2006:J. Robert Orton Jr., Derivatively on Behalf of Nominal Defendant MBI A, Inc. v. Joseph (Jay) W. Brown, Gary C. Dunton, Neil G.
Budnick, Nicholas Ferreri, Douglas C. Hamilton, Juliette S. Tehrani, Richard L. Weill, David H. Elliott, Claire L. Gaudiani, Daniel P.

Kearney, David C. Clapp, John A. Rolls, C. Edward Chaplin, Debra J. Perry, Laurence Meyer, Jeffrey W. Yabuki, Pierre-Henri Richard,
William H. Gray 11, Freda S Johnson and James A. Lebenthal (Case No. 06 CV 3146) (the “Orton Litigation”). The plaintiff asserts claims
for the benefit of the Company to redress injusefered by the Company as a result of allegeddhessof fiduciary duties, insider trading,
abuse of control, gross mismanagement, waste pbcate assets, unjust enrichment and violationbeSarbanes-Oxley Act of 2002 by
some or all of the named defendants in connectitimalleged false statements in the Company’s fir@rstatements arising from improper
accounting for certain transactions, including agrents to reinsure the AHERF loss. The lawsuitseglief on behalf of the Company that
includes disgorgement of certain compensation gaatt such officers, unspecified damages, resiitudf profits and compensation, legal
costs, an order directing the Company to implengerthin governance procedures and other equitatis.r

A Special Litigation Committee of three independeinéctors of MBIA Inc. has determined after a gdaith and reasonable investigation-
pursuit of the Orton Litigation is not in the basterests of MBIA and its shareholders, and hasadde dismiss the action. The lawsuit was
dismissed on September 18, 2007, pursuant to oodeet and an agreement among all parties.

There are no other material lawsuits pending othéoknowledge of the Company, threatened, to wtiiehCompany or any of its subsidiaries
is a party.
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FORWARD-LOOKING AND CAUTIONARY STATEMENTS

This quarterly report of MBIA Inc. (“MBIA” or the Company”) includes statements that are not hisibdc current facts and are “forward-
looking statements” made pursuant to the safe hgmmwisions of the Private Securities LitigatioefBrm Act of 1995. The words “believe,”
“anticipate,” “project,” “plan,” “expect,” “intend,“will likely result,” “looking forward” or “will continue,” and similar expressions identify
forward-looking statements. These statements dijecLto certain risks and uncertainties that caaldse actual results to differ materially
from historical earnings and those presently auditeid or projected. MBIA cautions readers not &x@lundue reliance on any such forward-
looking statements, which speak only to their retipe dates. The following are some of the factbeg could affect financial performance or
could cause actual results to differ materiallyrrestimates contained in or underlying the Compafgrward-looking statements:

» fluctuations in the economic, credit, interest m@téoreign currency environment in the United 8¢a“U.S") and abroad
» level of activity within the national and interratial credit markets

» competitive conditions and pricing leve

» legislative or regulatory developmen

« technological development

e changes in tax law:

« changes in the Compg’s credit ratings

» the effects of mergers, acquisitions and diveggpanc

* uncertainties that have not been identified attihis.

The Company undertakes no obligation to publiclyrect or update any forward-looking statement iaier becomes aware that such results
are not likely to be achieved.

OVERVIEW

MBIA is a leading provider of financial guarante®gucts and specialized financial services. MBlAyudes innovative and cost-effective
products and services that meet the credit enhagmefinancial and investment needs of its pulditd private-sector clients worldwide.
MBIA manages its activities primarily through twanxipal business operations: insurance and investimanagement services. The
Company’s corporate operations include revenueeapdnses that arise from general corporate desvit

MBIA'’s insurance operations are principally condutthrough MBIA Insurance Corporation and its sdiasies (“MBIA Corp.”). MBIA
Insurance Corporation has triple-A financial stibngtings from Standard and Poor’s Corporatio&f3, Moody’s Investors Service, Inc.
(“Moody’s”), Fitch Ratings Ltd. (“Fitch”) and Ratghand Investment Information, Inc. Additionally, MBInsurance Corporation’s insurance
subsidiaries have triple-A financial strength rgtifrom at least S&P and Moody’s. MBIA Corp. isstiaancial guarantees for municipal
bonds, asset-backed and mortgage-backed secuntresfor-owned utility bonds, bonds backed by piypbr privately funded public-
purpose projects, bonds issued by sovereign and®dreign entities, obligations collateralizeddiyerse pools of corporate loans and pools
of corporate and asset-backed bonds, and bondsdagkother revenue sources such as corporatehfsnevenues, both in the new issue
and secondary markets. Additionally, MBIA Corp.uress credit default swaps primarily on pools ofatelral, which it considers part of its
core financial guarantee business. The financiatajtees issued by MBIA Corp. provide an uncond#i@nd irrevocable guarantee of the
payment of the principal of, and interest or othrounts owing on, insured obligations when duénahe event that MBIA Corp. has the
right, at its discretion, to accelerate insuredgattlons upon default or otherwise, upon such acaébn by MBIA Corp.

MBIA’s investment management services operationsige an array of products and services to theipubbt-for-profit and corporate
sectors. Such products and services are providethply through wholly owned subsidiaries of MBlAsSet Management, LLC (“MBIA
Asset Management”) and include cash managementgtisnary asset management and fund administragorices and investment
agreement, medium-term note and commercial papgrams related to funding assets for third-parignts and for investment purposes.
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In December 2006, MBIA completed the sale of Capisset Holdings GP, Inc. and certain affiliatedites (“Capital Asset”) and MBIA
MuniServices Company and certain of its wholly odisebsidiaries (“MuniServices”). The sale of Capitaset also included three variable
interest entities (“VIEs”) established in connentigith MBIA-insured securitizations of Capital Assax liens, which were consolidated
within the Company'’s insurance operations in acancg with Financial Accounting Standards Board @BA) Interpretation No. (“FIN”) 46
(R), “Consolidation of Variable Interest Entitidedvised).” MBIA’s municipal services operations sited of the activities of MuniServices
and Capital Asset. As a result of the sale of Manies and Capital Asset, the Company no longssrte municipal services operations and
the assets, liabilities, revenues and expensdmgeétentities have been reported within discontiryeerations for all periods presented prior
to their sale in accordance with Statement of Fir@ccounting Standards No. (“SFAS”) 144, “Accadimg for the Impairment or Disposal
of Long-lived Assets.” See “Note 15: Discontinuegetations” in the Notes to Consolidated Financtat&8nents included in the Company’s
Annual Report on Form 10-K for the fiscal year eshddecember 31, 2006 for information relating to @mmpany’s discontinued operations.

The Company'’s results of operations for the threr@ine months ended September 30, 2007 and 26Qfismussed in the “Results of
Operations” section included herein. Results ofrafiens are presented in accordance with accouptingiples generally accepted in the
United States of America (“GAAP").

On July 25, 2007, MBIA announced that the Indepah@mnsultant, who was retained by MBIA pursuaritggreviously announced
settlement with the Securities and Exchange Coniomg8SEC”), the New York Attorney General's Offi¢gtNYAG”) and the New York
State Insurance Department (“NYSID”), has complétisdreview. The Independent Consultant was rethioessess MBIA’s accounting and
disclosures for its investment in Capital Assetdittds GP, Inc., and for its exposure on notes stiyethe US Airways 1998-1 Repackaging
Trust. The Independent Consultant has concludedvuB&A’s accounting and disclosures concerning éhemtters were consistent with
GAAP and the federal securities laws.

The Independent Consultant also reported to the, BEONYAG and the NYSID on the evaluation previgusidertaken at the direction of
the Audit Committee of MBIA’s board of directors Byomontory Financial Group LLC (“Promontory”). Prontory’s review included a
comprehensive assessment of the Company’s complianganization and monitoring systems, internaltgfudctions, governance process
and other controls, including risk management @ednds management policies and procedures. Theéndent Consultant examined the
design of Promontory’s review and the Company’slénentation of Promontory’s recommendations. Tl pendent Consultant found that
both the Promontory review and MBIA’s implementatiaf Promontory’s recommendations were reasonatidecancluded that no further
changes or improvements to MBIA'’s policies and pawres were necessary to achieve best practices.

The Independent Consultant has reported his firdioghe SEC, the NYAG and the NYSID, and to MBlAtard of directors. The
regulatory agencies have now completed their rewatthe Independent Consultant’s report. The Comtnes not expect any further
enforcement actions in connection with the mattessgered by the Independent Consultant’s report.

CRITICAL ACCOUNTING ESTIMATES

The Company has disclosed its critical accountsigreates in its Annual Report on Form 10-K for fiseal year ended December 31, 2006.
The following critical accounting estimates provate update to and should be read in conjunctioh thibse included under the same caption
in the Company’s Annual Report on Form 10-K.

LOSSES AND LOSS ADJUSTMENT EXPENSES

The Company'’s financial guarantee insurance pravadeunconditional and irrevocable guarantee opthenent of the principal of, and
interest or other amounts owing on, insured ohiligatwhen due or, in the event that the Companythesght, at its discretion, to accelerate
insured obligations upon default or otherwise, upach acceleration by the Company. Loss and Igsstagent expense (“LAE™eserves ar
established by the Company’s Loss Reserve Committieieh consists of members of senior managemaeudtrequire the use of judgment
and estimates with respect to the occurrence, giraitd amount of a loss on an insured obligation.
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The Company establishes two types of loss and LleSEmves for non-derivative financial guaranteesirallocated loss reserve and case
basis reserves. The unallocated loss reserveablissied with respect to the Company’s entire nenivdtive insured portfolio. The
Company’s unallocated loss reserve representsahg@ny’s estimate of losses that have or are pteliatwccur as a result of credit
deterioration in the Company’s insured portfolid nich have not yet been specifically identifiedlapplied to specific insured obligations.

The Company establishes specific reserves in amanagual to the Company’s estimate of identifiedase basis reserves with respect to
specific policies. A number of variables are tak@n account in establishing specific case basiemes for individual policies that depend
primarily on the nature of the underlying insurddigation. These variables include the nature aeditworthiness of the underlying issuer of
the insured obligation, whether the obligationgswged or unsecured and the expected recoveryaatiée insured obligation, the projected
cash flow or market value of any assets that sugperinsured obligation and the historical andgeted loss rates on such assets. Factor
may affect the actual ultimate realized lossesfor policy include the state of the economy, charigénterest rates, rates of inflation and
salvage values of specific collateral. The Compdwgs not believe that reasonably likely changekdee factors would materially change
amount of the Company’s case basis loss reserves.

As of September 30, 2007, the Company’s total oes teserves of $545 million represent 0.05% dafutstanding net debt service insured of
$1,009 billion. We believe that these reservesadegjuate to cover ultimate net losses. Given ligatdserves are based on estimates, there
can be no assurance that the ultimate liability mot exceed such estimates resulting in the Compacognizing additional loss and loss
adjustment expense in earnings. While the undeglgimciples applied to loss reserving are constsieross the financial guarantee industry,
differences exist with regard to the methodologgt areasurement of loss reserves. Alternative meth@sproduce different estimates than
the method used by the Company. Additionally, tbeoanting for non-derivative financial guarantegsloeserves is possibly subject to
change. See “Note 2: Significant Accounting PoSitie the Notes to Consolidated Financial Statemértluded in the Company’s Annual
Report on Form 10-K for the fiscal year ended Dewen31, 2006 for a description of the Company’s lasd loss adjustment expense
accounting policy.

FAIR VALUE OF DERIVATIVE INSTRUMENTS

MBIA issues insurance policies insuring payments da derivative instruments and directly enters ddrivative instruments for purposes of
hedging risks associated with existing assets iabdities and forecasted transactions. The Compampunts for derivative instruments in
accordance with SFAS 133, “Accounting for Derivatimstruments and Hedging Activities”, as amendédch requires that all such
contracts be recorded on the Company’s balance ahésr value. Changes in the fair value of dafive instruments are recorded each
period in current earnings within “Net gains (Iagsen financial instruments at fair value and foreéxchange” or in shareholders’ equity
within “Accumulated other comprehensive income’peieding on whether the derivative is designateal lasdge, and if so designated, the
type of hedge. All of the Company’s derivative gants are transacted as over-the-counter (“OTQ'lydtves.

Through MBIA Corp., the Company regularly insuresidative instruments as part of its core finangarantee business, which represent
the majority of the Company’s notional derivativeoesure. These derivative instruments do not qu#dif the financial guarantee scope
exception under SFAS 133. MBIA has insured credittives that reference primarily structured goafl cash securities and credit default
swaps. The Company’s insured credit derivativesly provide credit default swap protection oa thost senior liabilities of structured
finance transactions, and the Company’s exposurerglly has more subordination than needed to aehigle-A ratings from credit rating
agencies (referred to as “Super Triple-A” exposuf@ke underlying reference obligations of thesédsesurities and credit default swaps
principally consist of corporate, asset-backeddesgial mortgage-backed and commercial mortgagédrzhsecurities.

The fair values of the Comparsyderivative instruments are estimated using olakdevmarket prices when they are available. Suskemhbli
market prices are typically obtained for reguldrBded contracts in active markets. Most of thévdéive contracts insured by MBIA are
structured transactions that are not traded bberansured to maturity by MBIA. As they are illiguthere are no observable market prices
for these derivative contracts. For these contréisésCompany estimates fair values using availaialeket credit spreads for the underlying
reference obligations within valuation models. Thampany utilizes both vendor-developed and progmyetnodels, depending on the type
and structure of contracts. The significant da#d thfluence the Company’s valuation models incloteket credit spreads, current interest
rates, portfolio credit quality ratings and cortiela assumptions within portfolios. Market datautgpare determined based on the specific
attributes of each structured credit derivatival$ervable market credit spreads are not avaifabkle underlying reference obligations,
then a market index is used that most closely rbtesihe underlying reference obligations, spettifig asset class, credit quality rating and
maturity of the underlying reference
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obligations. This data is obtained from recognigedrces and is reviewed on an ongoing basis feoredbleness and applicability to the
Company’s derivative portfolio.

The fair values of insured structured credit ddnixs within the Company’s insurance portfolio avestly derived from a valuation approach
that uses actual market prices or market indiceariderlying reference obligations within a profaig valuation model utilizing a binomial
expansion technique. This approach estimates thedlaes of the Company’s structured credit ddisacontracts based on the key
components of a transaction’s structure, of calidtportfolio credit quality and of market spreadéls for the underlying reference
obligations, in addition to other factors suchtesdiversity of the collateral portfolio and assuimecovery rates for defaulted collateral. The
level of subordination below MBIA’s exposure or ditdranche is a very significant factor that affethe estimated fair values of MBIA'’s
exposure as subordination below MBIA’s exposureodissall losses in the transaction’s underlyingfptio before any claim is made on
MBIA'’s insurance policy. Most of MBIA’s insured sictured credit derivatives have subordination icess of that required for the most
senior triple-A rating within a transaction. Theimdrivers of changes in the estimated fair valofethe Company’s insured structured credit
derivatives are changes in market spread levelseofinderlying reference obligations, changeseditiquality ratings of the underlying
reference obligations, and declines in the amooingsibordination. During the third quarter of 20€¥% primary factor affecting changes in
fair values produced by this valuation approach thesvidening of underlying reference obligatioadit spread levels.

The Company also considers arms-length transadfi@iseduce its exposure to insured credit davigat such as reinsurance, to be good
measures of fair value when the transaction is tigtgd independently of other transactions and whisrexecuted on or near the valuation
date. In such cases, the premiums paid to thewn@rsare used to fair value the derivative comtrac

The following table presents the net par outstagdisof September 30, 2007 and the related inctatensent net gain or loss for the three
months ended September 30, 2007 by fair value tgabrof all insured credit derivatives within ther@pany’s insurance portfolio.

% of

Net Par Net Par Net
In millions Outstanding Outstanding Gain/(Loss,
Binomial expansion valuation moc 92.8% $128,35: $ (319
Reinsurance transactio 2.8 3,92¢ 0
Specific dealer quote 0.7 921 (22)
Other 3.7 5,04( (3
Total 100.(% $ 138,24( $ (349

The Company'’s investment management services opesand corporate operations enter into OTC davies, such as interest rate swaps,
currency swaps, credit default swaps and totatmetwaps, which predominately trade in liquid méskd@he fair values for these derivatives
are either based on specific dealer quotes or asiirusing valuation models that combine observaldleket prices and market data inputs.
The following table presents the net notional valuestanding as of September 30, 2007 and theetelatome statement net gain or loss for
the three months ended September 30, 2007 bydhievechnique of all credit and other derivatiwéhin the Company’s investment
management services portfolio and two derivatiedsted to the corporate operations.

% of Net Net Notional
Notional Value
Value Net
In millions Qutstanding Qutstanding Gain/(Loss)
Valuation models using market pric 86.4% $ 39,35: $ 9)
Specific dealer quote 13.€ 6,217 23
Total 100.(% $ 45,56¢ $ 14
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The use of market data within valuation models iegumanagement to make assumptions on how thedhies of derivative instruments :
affected by current market conditions. This is esdly true during periods of market illiquiditysavas experienced during the third quarte
2007. The availability of market data and the datien of market data to a derivative instrumenit détermine the degree to which
assumptions affect a derivative instrument’s faiue. Therefore, results can significantly diffetween models due to differences among
assumptions used by different participants in tlaekets.

The Company maintains an ongoing review of its &t models and has ongoing control and crosskihg@rocedures for the approval
and control of market and portfolio data inputsribg the third quarter of 2007, the Company’s revd its valuation approach primarily
focused on the source of market credit spreadsingde valuation of its insurance credit derivatportfolio to ensure that these spreads
were indicative of the current market environmeiithe asset class of the underlying referencegabitins within each transaction, and of the
current credit ratings of the underlying referenbégations. As a result of this review, the Comparpanded its sources of market price and
data inputs in order to enhance the quality of isfiar certain types of contracts. The overall atibn technique, however, was unchanged.
Additionally, on September 30, 2007, the Compaiystged certain insured credit derivative contractsa quota share basis with two of its
reinsurers and used the reinsurance prices todhie its aggregate exposure to those derivatimgracts. One of the reinsurers was Channel
Reinsurance Ltd. (“Channel Re"), a related party.

The fair value of the Company’s derivatives poitfahay be materially affected by several factorthimprocesses described above, including
changes in market credit spread levels, the aukliilabf new or improved market spread data relatio the underlying reference obligations
within MBIA'’s transactions, changes in specific tract data due to transaction performance or frahmacements to the Company’s
valuation models. There is no market-standard nieglékchnique for fair valuing the illiquid type$ structured credit derivative contracts
within the Company’s insurance operations. Thersftire techniques used by other market particigargstimate fair values for similar
contracts could produce materially different vailoas.

MBIA typically insures all structured credit dertixge instruments to their contractual maturity. Wpuaturity of a contract, any gain or loss
recorded in the Company’s financial statements bélreduced to zero. The Company may periodicalighdish offsetting positions, which
have primarily been executed in the reinsurancé&etarhese positions provide a hedging benefit BIAIs risk exposure. When the
Company enters into an offsetting position at &ed#nt price than its original position, the nesiion can result in a gain or loss for the
Company. Also, in the unlikely event circumstanasguire the termination and settlement of a coheor to maturity, any resulting gain or
loss upon settlement will be recorded in the Comgjsafinancial statements.

For further information regarding the Company’sditréerivative portfolio, see the “Market Risk” siem included herein.

RECENT ACCOUNTING PRONOUNCEMENTS
Recently Adopted Accounting Standards

In July 2006, the FASB issued FIN 48, “Accounting Uncertainty in Income Taxes — an InterpretatbRrASB Statement 109.” FIN 48
requires that the Company determine whether adaitipn is more likely than not to be sustainedrupgamination, including resolution of
any related appeals or litigation processes, basdte technical merits of the position. Once désermined that a position meets this
recognition threshold, the position is measuredeiermine the amount of benefit to be recognizatierfinancial statements. FIN 48 also
provides guidance on the derecognition, classiticeéind disclosure of tax positions. MBIA adoptkd provisions of FIN 48 on January 1,
2007. The adoption of FIN 48 did not have a makémaact on the Company’s consolidated financiatehents. See “Note 9: Income Taxes”
in the Notes to Consolidated Financial Statemamtslisclosures required by FIN 48.

In February 2006, the FASB issued SFAS 155, “Actiogrfor Certain Hybrid Financial Instruments,” whiamends SFAS 133 and SFAS
140, “Accounting for Transfers and Servicing of &icial Assets and Extinguishments of Financial litéds.” SFAS 155 permits an entity to
measure at fair value any financial instrument teaitains an embedded derivative that would ottsewnequire bifurcation. The fair value
designation may be applied on an instrument-by+insént basis; however, the election to apply falug accounting is irrevocable. MBIA
adopted the provisions of SFAS 155 on January Q7 20d elected the fair value option for certaintired investments and a medium-term
note liability. The effect of adopting SFAS 155uked in a $1.9 million after-tax ($3.0 million ptax) decrease to opening retained earnings
as of January 1, 2007, representing the differbeteeen the fair values of the hybrid financiatinments and the reported carrying value

of December 31, 2006. The decrease in retainednggrimcludes after-tax gross gains of $0.3 mill{$a.5 million pre-tax) and afteax gros
losses of $2.2 million ($3.5 million pre-tax). Rbe nine months ended September 30, 2007, chamgies fair value of hybrid financial
instruments resulted in a pre-tax loss of $8.9
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million, which is included in “Net gains (losses) financial instruments at fair value and foreigleange” on the Company’s consolidated
statement of income.

Standards to be Adopted in Future Periods

In June 2007, the FASB ratified the consensus eshbly the Emerging Issues Task Force (“EITF”) auésNo. 06-11, “Accounting for
Income Tax Benefits of Dividends on Share-Basediay Awards.” EITF Issue No. 06-11 requires thatttx benefit with respect to
dividends or dividend equivalents for nwasted restricted shares or restricted share thaitsare paid to employees be recorded as an se
to additional paid-in capital. MBIA currently rects such tax benefit as a reduction of income ta@erse. EITF Issue No. 06-11 is to be
applied prospectively for tax benefits on dividenéslared in fiscal years beginning after Decenitaei2007, with early adoption permitted.
The Company expects to adopt the provisions of H§BEe No. 06-11 in the fourth quarter of 2007 believes that the adoption of EITF
Issue No. 06-11 will not have a material impaciterinancial statements.

In April 2007, the FASB issued FASB Staff PositidRSP”) FIN 39-1, “Amendment of FASB Interpretatitvo. 39.” FSP FIN 3% permits ¢
reporting entity that is a party to a master ngtigreement to offset fair value amounts recognifiaethe right to reclaim cash collateral or
the obligation to return cash collateral againstfalue amounts recognized for derivative instratsahat have been offset under the same
master netting agreement. FSP FIN 39-1 is effedtwéiscal years beginning after November 15, 2864d is required to be applied
retrospectively for all financial statements prasedrunless it is impracticable to do so. MBIA isremtly evaluating the impact of adopting
FSP FIN 39-1 on the Company'’s financial statements.

On April 18, 2007, the FASB issued an Exposure Qf&D") for public comment entitled “Accounting fd-inancial Guarantee Insurance
Contracts”, an interpretation of SFAS 60, “Accougtand Reporting by Insurance Enterprises.” Th@@sals contained in the ED are not
considered final accounting guidance until the FA®Bpletes its due process procedures and isdured atatement, which could differ frc
the ED. The FASBS due process procedures include obtaining the @mtmfrom its constituency, including preparerfirdincial statement
users of financial statements such as investorsatird) agencies, and other interested parties asi@uditors and regulators. Following a 60
day comment period, the FASB held a discussiomfiowith interested parties in September 2007 anadspia begin redeliberations of the ED
in the fourth quarter of 2007. The final statemieréxpected to be issued in the first quarter @320

Under the ED, MBIA would be required to recognizermium revenue only in proportion to contractugirpants (principal and interest)
made by the issuer of the insured financial obiigatThe proposed recognition approach for a clatility would require MBIA to

recognize a claim liability when there is an expéon that a claim loss will exceed the unearneaum revenue (liability) on a policy basis
based on the present value of expected cash flsslditionally, the ED would require MBIA to providexpanded disclosures relating to
factors affecting the recognition and measureméfibhancial guarantee contracts.

While certain provisions of the ED are still beimgalyzed by the Company, MBIA believes that the alative effect of initially applying the
premium recognition provisions of this ED wouldraterial to its financial statements. Additionattye proposed changes to premium and
claim liability recognition would be substantiatiyfferent than our current premium revenue andhelébility recognition methodologies.

Until final guidance is issued by the FASB andffe&ive, MBIA intends to continue to apply its sting policy with respect to the
establishment of both case basis and unallocassdréserves and the recognition of premium revehdierther description of the Company’s
loss reserving and premium recognition policiesiactuded in “Note 2: Significant Accounting Poks” in the Notes to Consolidated
Financial Statements included in the Company’s AhiReport on Form 10-K for the fiscal year endedé&mrber 31, 2006.

In February 2007, the FASB issued SFAS 159, “Thie Value Option for Financial Assets and Finantiabilities.” SFAS 159 provides the
Company an irrevocable option to measure eligiilarfcial assets and liabilities at fair value, wattanges in fair value recorded in earnings,
that otherwise are not permitted to be accountedtféair value under other accounting standartie. dption is applied, on a contract-by-
contract basis, to an entire contract and not tmgpecific risks, specific cash flows or othertjmors of that contract. Up front costs and fees
related to a contract for which the fair value optis elected shall be recognized in earnings@siiad and not deferred. SFAS 159 also
establishes presentation and disclosure requirengesigned to facilitate comparisons between comapdhat choose different measurement
attributes for similar types of assets and lialelit SFAS 159 is effective for fiscal years begignafter November 15, 2007. MBIA is
currently evaluating the provisions of SFAS 159 #rar potential impact on the Company’s finansi@tements. MBIA will adopt the
provisions of SFAS 159 beginning January 1, 2008.
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In September 2006, the FASB issued SFAS 157, ‘Valme Measurements.” SFAS 157 defines fair valuarasxit price, representing the
amount that would be received to sell an asseair tp transfer a liability in an orderly transactibetween market participants. SFAS 157
requires that fair value measurement reflect themptions market participants would use in pri@ngasset or liability based on best
information available. Assumptions include the sigkherent in a particular valuation technique lsas a pricing model) and/or the risks
inherent in the inputs to the model. SFAS 157 aladfies that an issuer’s credit standing showdabnsidered when measuring liabilities at
fair value. SFAS 157 establishes a fair value h@mathat prioritizes the inputs to valuation teicjues used to measure fair value. The
hierarchy gives the highest priority to unadjustedted prices in active markets for identical assed liabilities (level 1 measurement) and
the lowest priority to unobservable inputs (levehB8asurements). SFAS 157 is effective for finarstialements issued for fiscal years
beginning after November 15, 2007. MBIA is currgrglaluating the provisions of SFAS 157 and theteptial impact on the Company’s
financial statements. MBIA will adopt the provis®af SFAS 157 beginning January 1, 2008.

RESULTS OF OPERATIONS
SUMMARY OF CONSOLIDATED RESULTS

The following table presents highlights of the C@my's consolidated financial results for the thaed nine month periods ended
September 30, 2007 and 2006. Items listed undéréiQier share information (effect on net incona¥ items that we commonly identify 1
the readers of our financial statements becauseattgea by-product of the Company’s operationsuar td general market conditions beyond
the control of the Company.
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3" Quarter Year-to-date

In millions except per share amounts 2007 2006 2007 2006
Revenues

Insurance $ 25 $39: $ 78: $1,12¢

Investment management servi 411 314 1,15¢ 87t

Corporate — 4 12 13

Gross revenues from continuing operati 43€ 711 1,951 2,014

Expenses

Insurance 88 97 274 27¢

Investment management servi 404 28  1,10¢ 78t

Corporate 27 24 84 71

Gross expenses from continuing operati 51¢ 404 1,46¢ 1,131

Provision (benefit) for income tax (46) 90 113 24¢
Income (loss) from continuing operations, net af (37 217 374 63E

Income (loss) from discontinued operations, natg — 1 — 3
Net income (loss $ (37) $21¢ $ 374 $ 63€
Net income (loss) per share informati®

Net income (loss $(0.30) $15¢ $ 284 $ 4.67
Other per share information (effect on net incotoss)):

Accelerated premium earned from refunded is: $0.0¢ $0.1¢ $ 047 $ 0.5¢

Net realized gains (losse $0.0C $0.0: $ 0.1z $ 0.1C

Net gains (losses) on financial instruments at\alue and foreign exchan $(1.85) $0.0C $(1.8€) $ 0.0¢

Net income (loss) from discontinued operati $0.0C $0.01 $ 0.0C $ 0.02

@ All per share calculations are diluted.

Consolidated revenues in the third quarter of 208Gteased 39% to $436 million from $711 milliorthe third quarter of 2006. The decline
in consolidated revenues was primarily due to &2%88lion net loss on financial instruments at feaue and foreign exchange in the third
quarter of 2007, which was the result of changeherfair value of the Company’s insurance crediivditive portfolio, compared with $1
million of net gains on financial instruments at fealue and foreign exchange in the third quanfe2006. For a further discussion of net g
and losses on financial instruments at fair vahe fareign exchange, see the following “Net Gaingd hosses” section. Insurance revenues
also declined due to a decrease in net investmeatrie, fees and reimbursements and premiums edrhedncrease in investment
management services’ revenues was due to a subbtaatease in investment management servicestést income resulting from strong
growth in asset/liability products, partially oftdey net losses on financial instruments at falugand foreign exchange and net realized
losses. Corporate revenues decreased primarilyodaeecline in net investment income. Consolidatquenses in the third quarter of 2007
increased 28% to $519 million from $404 milliontire third quarter of 2006. This increase was ppally due to an increase in investment
management services’ interest expense, which wasnemsurate with the increase in interest income.ddtrease in insurance expenses
primarily resulted from a decrease in operatingemges and interest expense, partially offset bipaease in loss and loss adjustment
expenses (LAE) incurred. The increase in corpaapenses primarily resulted from an increase itscalfocated from the insurance
operations and intercompany interest expense aigrtiffset by a decrease in costs related to d¢tention of the Independent Consultant and
other legal expenses associated with the regul&ggstigations.
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The Company recorded a net loss in the third quaft2007 of $37 million compared with net inconfeb@18 million in the third quarter of
2006. The net loss per diluted share for the thirdrter of 2007 was ($0.30) compared with net ine@er diluted share of $1.59 for the same
period in 2006. The decrease in net income petedilshare was due to the decline in net incoméafigroffset by a decline in the number of
diluted shares outstanding as a result of shargehpses by the Company in prior quarters undesliaee repurchase program.

Consolidated revenues for the first nine month20df7 declined 3% to $1,951 million from $2,014 roitlin the first nine months of 2006.
The decline in consolidated revenues was primdrily to the net losses in the Companp'surance credit derivatives portfolio recordedthie
third quarter of 2007. Insurance revenues alsdriEtidue to a decrease in net investment incomdesrsdand reimbursements, partially
offset by an increase in net realized gains orssaisecurities. Investment management servicgshnges increased due to a substantial
increase in investment management services’ irttaresme resulting from strong growth in assetiligbproducts, partially offset by net
losses on financial instruments at fair value ardifin exchange and net realized losses. The @edlicorporate revenues resulted from net
realized losses, partially offset by an increaseehinvestment income and insurance recoverissirémce recoveries represent the
reimbursement of a portion of expenses incurrezbimection with the regulatory investigations & @ompany and related litigation.
Consolidated expenses in the first nine month<06f74ncreased 29% to $1,464 million from $1,131iomilin the first nine months of 2006.
This increase was principally due to an increagavastment management services’ interest expaviseh was commensurate with the
increase in interest income. The decrease in inseraxpenses was due to a decline in operatingiegpgepartially offset by an increase in
interest expense and loss and LAE incurred. Thee@se in corporate expenses primarily resulted frarimcrease in costs allocated from the
insurance operations, costs related to the reteofithe Independent Consultant and other legaéesgs associated with the regulatory
investigations.

Net income in the first nine months of 2007 of $3Tdlion was 41% lower compared with the first nmenths of 2006. Net income ¢
diluted share for the first nine months of 2007 $as84 compared with $4.67 for the same periodB62 The decrease in net income per
diluted share was due to the decline in net incpar@ally offset by a decline in the number of thld shares outstanding as a result of the
share repurchases by the Company.

The Company’s book value at September 30, 20075299 per share, compared with $53.43 at DeceBhe2006. The decrease was
principally driven by an increase in treasury staslka result of the share repurchases by the Congratha decline in the unrealized
appreciation of the Company’s investment portfgtiartially offset by net income from operations amdincrease in additional paid-in capital
due to stock-based compensation activity.

INSURANCE OPERATIONS

The Company’s insurance operations principally casepthe activities of MBIA Corp. MBIA Corp. issuéisancial guarantees for municipal
bonds, asset-backed and mortgage-backed securitrestor-owned utility bonds, bonds backed by ljobr privately funded public

purpose projects, bonds issued by sovereign and®dreign entities, obligations collateralizeddiyerse pools of corporate loans and pools
of corporate and asset-backed bonds, both in twdgseie and secondary markets. Additionally, MBI#r& insures credit default swaps
primarily on pools of collateral, which it considgrart of its core financial guarantee business.

The municipal obligations that MBIA Corp. insureslude tax-exempt and taxable indebtedness ofsstedenties, cities, utility districts and
other political subdivisions, as well as airpohigiher education and healthcare facilities andlainaiuthorities and obligations issued by
private entities that finance projects which semaibstantial public purpose. The asset-backedtanctured finance obligations insured by
MBIA Corp. typically consist of securities that grayable from or which are tied to the performaoice specified pool of assets that have an
expected cash flow. Securities of this type inclte@dential and commercial mortgages, a varietgoosumer loans, corporate loans and
bonds, trade and export receivables, aircraft,@mgent and real property leases and infrastructtojeqts. MBIA also provides guarantees on
portfolios of credit default swaps, which are dilgtied to the performance of underlying referenbdéigations. Underlying reference
obligations typically include residential mortgalgaeked, commercial mortgage-backed, asset-backdd;aporate securities.

In certain cases, the Company may be requiredrisatinlate entities established as part of secatitims when it insures the assets or
liabilities of those entities. These entities tygllg meet the definition of a VIE under FIN 46(RYe do not believe there is any difference in
the risks and profitability of financial guaranteesvided to VIEs compared with other financial gardees written by the Company.
Additional information relating to VIEs is contaihén the “Variable Interest Entities” section inded herein.
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The Company’s gross premiums written (“GPW"), negrpiums written (“NPW”) and net premiums earnedtfa third quarter and first nine
months of 2007 and 2006 are presented in the follptable:

Percent Change

3" Quarter Year-to-date 3" Quarter Year-to-date
In millions 2007 2006 2007 2006 2007 vs. 200 2007 vs. 200
Gross premiums writtel
u.s. $184 $13% $471 $38: 38% 23 %
Non-U.S. 66 69 244 244 (5% 0%
Total $25C $20z $71E  $627 23% 14 %
Net premiums written
u.s. $17z  $12C $43¢  $34¢ 44 % 26 %
Non-U.S. 53 56 20z 20C (5% 2%
Total $225  $17€ $64z $54¢ 28% 17 %
Net premiums earne:
u.s. $14%  $15¢  $45¢  $46C (10)% 0%
Non-U.S. 60 53 17& 17& 13% 0%
Total $205 $21z $634 $63E (4% 0%

GPW reflects premiums received and accrued fdnerperiod and does not include the present valfigtwfe cash receipts expected from
installment premium policies originated during gexiod. GPW was $250 million in the third quarté2607, up 23% from the third quarter
of 2006. The increase in GPW resulted primarilyrfran increase in the volume of U.S. public finadeals written in the third quarter of
2007 compared with 2006. In addition, both U.S. aad-U.S. structured finance GPW increased compaithdthe same period in 2006.
These increases were partially offset by a dedimen-U.S. public finance GPW in the third quadé&2007 compared with 2006. For the
nine months ended September 30, 2007, GPW incrda8édlue to an increase in the number of dealdrendverage deal size written
compared with the same period of 2006.

NPW represents gross premiums written net of premeiceded to reinsurers. Reinsurance enables th@&gnto cede exposure and com
with its single risk and credit guidelines, althbuge Company continues to be primarily liable loa teinsured policies. NPW increased 28%
to $225 million in the third quarter of 2007 frorh @ million in the third quarter of 2006. The inase in the third quarter of 2007 was a re

of the increase in GPW as well as a decrease mipmas ceded to reinsurers. Premiums ceded to nersfrom all insurance operations w
$24 million or 10% of GPW in the third quarter @@ compared to $26 million or 13% of GPW in thiedlguarter of 2006. For the nine
months ended September 30, 2007, NPW increasechs @4esult of the increase in GPW and a decregsemiums ceded to reinsurers.
Premiums ceded to reinsurers in the nine monthedkB8eéptember 30, 2007 were $72 million or 10% o\GImpared with $78 million or
12% of GPW in the first nine months of 2006.

Net premiums earned include scheduled premium megsnas well as premium earnings from refundecesshet premiums earned in 1

third quarter of 2007 of $203 million decreased #6ém $212 million in the third quarter of 2006. THecrease in net premiums earned was
due to a 57% decrease in refunded premiums egpaedihlly offset by a 9% increase in scheduled puems earned. In the nine months en
September 30, 2007, net premiums earned were $8Bdnma slight decrease compared with $635 millin the nine months ended
September 30, 2006. The decrease in net premiumscdewvas due to a 19% decrease in refunded prengamed partially offset by a 5%
increase in scheduled premiums earned.

MBIA evaluates the premium rates it charges fouiaace guarantees through the use of internal sednal rating agency quantitative
models. These models assess the Company’s preratesiand return on capital results on a risk agljuisasis. In addition, market research
data is used to evaluate pricing levels acroséin@cial guarantee industry for comparable risiisen available. Our pricing levels indicate
continued acceptable trends in overall portfoliofiability under all models, and we believe théjmg charged for our insurance products
produces results that meet our long-term returnagmital targets.
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When an MBIA-insured obligation is refunded or mredi early, the related remaining deferred premiemenue is earned at that time. The
level of refundings and calls is influenced by aety of factors such as prevailing interest ratks,coupon rate of the issue, the issuer’s
desire or ability to modify covenants and applieatagulations under the Internal Revenue Code.tiagilly, the Company may receive
premiums upon the early termination of installmeased policies, which are earned when receivedrmhated in premiums from refunded
issues. Given the variety of factors that influetieelevel of refundings and early terminationgnsiured obligations, premium earnings from
such insured obligations may vary from period taqze

CREDIT QUALITY Financial guarantee companies usaaety of approaches to assess the underlyingtaiskl profile of their insured
portfolios. MBIA uses both an internally developeddit rating system as well as third-party ratiegrces in the analysis of credit quality
measures of its insured portfolio. In evaluatingdir risk, the Company obtains, when available uthéerlying rating of the insured obligati
before the benefit of its insurance policy fromioaally recognized rating agencies (Moody’s, S&H® &itch). All references to insured credit
quality distributions contained herein reflect thelerlying rating levels from these third-party sms. Other companies within the financial
guarantee industry may report credit quality infation based upon internal ratings that would natdraeparable to MBIA’s presentation.

Total net par insured rated A or above before gidffect to MBIA’s guarantee was 82% for the ninentis ended September 30, 2007
compared with 76% for the same period of 2006. ifheease in the percentage of net par insured va@dabove reflects a change in the

of business written among sectors that typicallyehdiffering credit rating levels. At September 2007, 82% of the Company’s outstanding
net par insured was rated A or above before giefifigct to MBIA’'s guarantee, compared with 81% apt&sber 30, 2006.

GLOBAL PUBLIC FINANCE MARKET MBIA’s premium writingg and premium earnings in both the new issue atmhslary global public
finance markets are presented in the followingeabl

Percent Change

3" Quarter Year-to-date 3" Quarter Year-to-date
Global Public Finance
In millions 2007 2006 2007 2006 2007 vs. 200 2007 vs. 200
Gross premiums writtel
u.s. $10€ $ 65 $26z $19z 66 % 37%
Non-U.S. 29 36 137 144 (18)% (5)%
Total $137 $101 $39¢ $33¢ 36 % 19%
Net premiums written
u.s. $10E $ 63 $257 $187 67 % 38 %
Non-U.S. 24 31 11€ 12: (23)% (4%
Total $12¢ $ 94 $37E  $31C 38% 21%
Net premiums earne:
u.s. $ 77 $10z $277 $29: (24)% (5)%
Non-U.S. 30 26 87 89 15% (3)%
Total $107 $12&8 $364 $38- (16)% (5)%

Global public finance GPW increased 36% to $13Tianilin the third quarter of 2007 from $101 milliamthe third quarter of 2006. U.S.
GPW increased 66% as a result of business writtéimel transportation and utilities sectors. Non:WGBW decreased 18% resulting from a
decline in deal volume and the termination of twstallment policies. NPW increased 38% to $129iomilin the third quarter of 2007 as a
result of the increase in GPW as well as a lowssioa rate. The overall cession rate for businegtew during the third quarter of 2007 was
6% compared with 7% in the third quarter of 20@6tHe third quarter of 2007, global public finamm premiums earned decreased 16% to
$107 million from $128 million in the third quartef 2006. The decrease principally resulted frofi24 million decrease in refunded
premiums earned and a $1 million decrease in stbeguemiums earned from U.S. business, offset & million increase in scheduled
premiums earned from non-U.S. business.
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For the nine months ended September 30, 2007, Igholbdic finance GPW increased 19% to $399 millemmpared with $336 million in the
first nine months of 2006. U.S. GPW increased 38% eesult of business written in the utilitiegher education and transportation sectors.
Non-U.S. GPW decreased 5% primarily due to the impéet$55 million non-U.S. public finance upfrontligg written in the second quarter
of 2006 with no comparatively large upfront polisyitten in the first nine months of 2007. Howevsgyeral large policies written in the
utilities and healthcare sectors primarily in thietfquarter of 2007 partially offset the declilPW increased 21% to $375 million in the first
nine months of 2007 as a result of the increag&HlV and a lower cession rate. The overall cessitenfor business written during the first
nine months of 2007 was 6% compared with 8% irfitlsenine months of 2006. In the first nine mondi007, global public finance net
premiums earned decreased 5% to $364 million fr882$nillion in the first nine months of 2006. Thecdease resulted from a $14 million
decrease in refunded premiums earned from U.Snéssj an $11 million decrease in refunded premeamsed from notd.S. business and
$2 million decrease in scheduled premiums earr@d fd.S. business. These decreases were partiédgtdify an $8 million increase in
scheduled premiums earned from non-U.S. business.

Total net par insured rated A or above before giéffect to the Company’s guarantee represented@5$lobal public finance business
written in the first nine months of 2007, up froi288 in the first nine months of 2006. At Septemh&rZ)07, 83% of the outstanding global
public finance net par insured was rated A or allzefere the Company’s guarantee, compared with 82%eptember 30, 2006.

GLOBAL STRUCTURED FINANCE MARKET MBIA’s premium writings and premium earnings in bothrtbe issue and secondary glc
structured finance markets are presented in thewolg table:

Percent Change

3" Quarter Year-to-date 3" Quarter Year-to-date
Global Structured Finance
In millions 2007 2006 2007 2006 2007 vs. 200 2007 vs. 200
Gross premiums writtel
uU.S. $76 $68 $20¢ $191 12% 10%
Non-U.S. 37 33 107 10C 9% 6%
Total $11:  $101 $31€  $291 11% 8%
Net premiums written
u.S. $66 $57 $182 $162 17% 12%
Non-U.S. 30 25 85 77 17% 11%
Total $96 $82 $267 $23¢ 17% 12%
Net premiums earne:
u.S. $66 $57 $182 $167 15% 9%
Non-U.S. 30 27 88 86 11% 4%
Total $96 $84 $27C $25z 14% 7%

Global structured finance GPW increased 11% irthird quarter of 2007 to $113 million from $101 hih in the third quarter of 2006 as a
result of increases in both U.S. and non-U.S. lassitwritten. The increase in U.S. business writtas primarily within the collateralized
debt obligation (“CDO") and residential mortgagesked sectors and the increase in non-U.S. busimetten was primarily within the CDO
sector. In the third quarter of 2007, NPW increakéth due to the increase in GPW and a lower oveealsion rate. The overall cession rate
for business written during the third quarter 002@vas 15% compared with 19% in the third quarf&086. In the third quarter of 2007,
global structured finance net premiums earned 6frfillion were 14% higher than the third quarte2606. The increase in net premiums
earned primarily resulted from a $9 million andrélion increase in scheduled premiums earned fth®. and non-U.S. business,
respectively.
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In the first nine months of 2007, global structufieénce GPW increased 8% to $316 million compavet $291 million in the first nine
months of 2006 as a result of increases in both &h8 non-U.S. business written. The increase 8 Bnd non-U.S. business written was due
to an increase in the volume of policies writteminly the first nine months of 2007, primarily iret€DO and residential mortgage-backed
sectors, compared with the first nine month of 208@he first nine months of 2007, NPW increasgéloldue to the increase in GPW and a
lower cession rate. The overall cession rate fairtass written during the first nine months of 20&& 15% compared with 18% in 2006. In
the first nine months of 2007, global structurethfice net premiums earned of $270 million were ¥§ler compared with $253 million in

the first nine months of 2006. The increase inpremiums earned primarily resulted from a $15 wnilland $3 million increase in scheduled
premiums earned from U.S. business and non-U.dsss respectively.

MBIA'’s global structured finance net par insuretethA or above before giving effect to the Compamyiarantee was 81% in the first nine
months of 2007, up from 70% in the same period0®f&2 At September 30, 2007, 80% of the outstangdiabal structured finance net par
insured was rated A or above before giving effedhe Company’s guarantee, compared with 78% ae8dyer 30, 2006.

As of September 30, 2007, MBIA had $4.7 billiomef par outstanding from direct exposure to thesnte mortgage sector, representing
less than 1% of total insured net par outstandihger half of the exposure written in this sectoswesured by MBIA in 2005, 2006 and the
first three quarters of 2007 and was exclusivebyied in the secondary market. Additionally, althed exposure insured during 2005, 2006
and the first nine months of 2007 had credit quailitings of triple-A before the benefit of MBIAissurance at the time the exposure was
insured. As of September 30, 2007, 91.9% of MBl&l net par outstanding from direct exposuréhtogubprime mortgage sector had an
underlying average credit quality rating of singler better.

INVESTMENT INCOME The Company’s insurance-related mvestment income for the third quarter and filee months of 2007 and
2006 and ending asset balances at amortized co$tSeptember 30, 2007 and September 30, 2006-@semqted in the following table:

Percent Change

3" Quarter Year-to-date 3" Quarter Year-to-date
In millions 2007 2006 2007 2006 2007 vs. 200 2007 vs. 200
Pre-tax income $145 $164 $ 436 $ 44¢ (11)% 2%
After-tax income $114 $12¢ $ 341 $ 34¢ (10)% 2)%
Ending asset balances at amortized $11,11: $11,95: (M%

The Company’s insurance-related net investmentm;@xcluding net realized gains and losses, deedehl% to $145 million in the third
quarter of 2007 and decreased 2% to $438 millichérfirst nine months of 2007 compared with theesaeriods of 2006. After-tax net
investment income decreased 10% to $114 millicthénthird quarter of 2007 and decreased 2% to $3tibn in the first nine months of
2007. Investment income in the three and nine nwatided September 30, 2006 included $13 milliongidmillion, respectively, related
Northwest Airline’ enhanced equipment trust certificates, comparigid zero and $5 million in the three and nine marghded
September 30, 2007, respectively. The Companyvedehe Northwest Airlines’ enhanced equipmentttcestificates in connection with a
remediation and sold the certificates in the seapratter of 2007. See the Risk Management seadioadditional information on the
Northwest Airline’ enhanced equipment trust certificates. Investnmame related to consolidated VIESs increased Bébmto $19 million
in the three months ended September 30, 2007 éhdllon to $55 million in the nine months endeelpfember 30, 2007 compared with
same periods of 2006. VIE interest income is gdrdraiom interest bearing assets held by suchien@ind supports the payment of interest
expense on debt issued by these entities.

Excluding interest income related to VIEs and tloethwest Airlines’ enhanced equipment trust cexdifes, insurance-related net investment
income decreased 4% on a pre-tax basis and 3% afteartax basis in the first nine months of 200mpared with the first nine months of
2006. These decreases were attributable to a ddolimverage invested assets as a result of didedpaid from MBIA Corp. to MBIA Inc. in
December 2006 and April 2007 and claim paymentsenirathe fourth quarter of 2006 to call two MBIAsired transactions. Average
investment yields declined for the three monthsen8eptember 30, 2007 compared with the same pier2@D6. However, for the nine
months ended September 30, 2007, average investtedds increased compared with 2006. Ending dsalences at amortized cost,
excluding VIE and Northwest Airlines’ enhanced gument trust certificates assets, were $9.8 bikib8eptember 30, 2007 compared with
$9.6 billion at December 31, 2006. Tax-exempt itments represented 57% of ending asset balancgaderg VIE and Northwest Airlines’
enhanced equipment trust certificates assets,paé@ber 30, 2007 compared with 55% at Decembe2@16.
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FEES AND REIMBURSEMENTS The Company collects femsservices performed in connection with certaim&actions. In addition, the
Company may be entitled to reimbursement of thadypexpenses that it incurs in connection withaartransactions. Depending upon the
type of fee received and whether it is relatedntanaurance policy, the fee is either earned whenreceived or deferred and earned over the
life of the related transaction. Work, waiver amhsent, termination, administrative and managerfesst are earned when the related sen
are completed and the fee is received. Structdeeg are earned on a straight-line basis oveiiftheflthe related insurance policy and
commitment fees are earned on a straight-line lmagisthe commitment period. Expense reimbursenmaetgarned when received.

Fee and reimbursement revenues decreased 71%ndli®5 in the third quarter of 2007 from $17 mdh in the third quarter of 2006. In the
nine months ended September 30, 2007, fee and uesement revenues decreased 33% to $20 million $2@million in the nine months
ended September 30, 2006. The decrease in thegtidrder and first nine months of 2007 was printypdriven by a decrease in expense
reimbursements associated with loss preventiontsffbue to the transaction-specific nature inheirefees and reimbursements, these
revenues can vary significantly from period to pdri

NET GAINS AND LOSSES Net realized gains in our irwce operations were $6 million in the third geadf 2007 compared with n
realized gains of $4 million in the third quartér2006. In the first nine months of 2007, net readi gains in our insurance operations were
$38 million compared with net realized gains of $iiHlion in the first nine months of 2006. Net reald gains and losses are largely due to
sales of investment securities. Additionally, restlized gains in the first nine months of 2007udeld $32 million of gains in the second
quarter of 2007 related to the disposition of Dalta Northwest Airlines’ enhanced equipment trestificates the Company received from
insurance remediations. Net realized gains initlsérine months of 2006 included an $11 millionngalated to the sale of the Company’s
investment in RAM Holdings, Inc., the holding comgaf RAM Reinsurance Company Ltd. and a $14 milimpairment loss recorded on a
salvage receivable recorded in the first quarte2Qef6.

Net gains and losses on financial instrumentsiatvéue and foreign exchange in our insurance atpats represent changes in the ma
value of the Company'’s insured structured crediivdéve portfolio and changes in the U.S. dollafue of non-U.S. dollar assets and
liabilities. Gains and losses on structured crddiivatives are largely driven by movements in itrggreads primarily affecting the
Company’s insured portfolio of credit default swapsCDOs.

Net losses on financial instruments at fair valoe foreign exchange were $335 million in the tigedarter of 2007 compared with net los
of $5 million in the third quarter of 2006. Net $&s in the third quarter of 2007 primarily consisté mark-to-market net losses of $342
million on insured structured credit derivative traits resulting from a significant widening of ditespreads in CDO sectors, such as
commercial mortgage-backed securities (“CMBS”) eotasset-backed and corporate securities. In thenak of any material credit
deterioration on these contracts prior to theirurigt, the Company expects that the current net Vaifl reverse over time. These credit
derivative contracts have similar terms and coadgito the Company’s non-derivative insurance eatsrand are evaluated for impairment
under the same monitoring process. Additionallg, @ompany is not required to post collateral tonterparties of these contracts, thereby
avoiding liquidity risks typical of standard credirivative contracts. Net losses in the third tprasf 2006 primarily resulted from the
reversal of derivative gains on terminated con#ract

Net losses on financial instruments at fair valoe foreign exchange were $348 million in the firste months of 2007 compared with
gains of $1 million in the first nine months of ZMet losses in the first nine months of 2007 wied of $358 million of mark-torarket ne
losses on insured credit derivative contracts bfigeb10 million of foreign exchange gains. Netrain the first nine months of 2006
consisted of $6 million of foreign exchange gaiffset by $5 million of mark-to-market net lossesinsured credit derivative contracts.

The Company continues to monitor current marketig@ns including market spreads, credit qualityimgs and subordination levels. In the
fourth quarter of 2007, the Company has observiedtiaer widening of market spreads and credit dquaditings downgrades of certain
tranches within MBIA’s insured CDOs. These downgstargely affected tranches that are subordimetieet tranches that the Company has
insured. One MBIA insured tranche was downgradethte, which occurred in the fourth quarter of 2083 a result of the further market
spread widening, including a substantial widenimgadrporate, residential mortgage-backed and cowiaienortgage-backed credit spreads,
and the deterioration of asset credit quality ggim such transactions, the Company could suffditianal substantial mark-to-market losses
in the fourth quarter of 2007 and in subsequenttgts although the ultimate amount of such lo$sethe fourth quarter will depend on
future market developments. In some cases, the giaae of tranches subordinate to the tranche llea€ompany insures could trigger the
diversion of cash to the insured tranche therebytshing the tenor of the Company’s insured traranté substantially reducing the
Company’s exposure to actual claims and lossesexheting the related mark-to-market loss. For firthformation on the fair value of
derivative instruments, see the preceding “Critletounting Estimates” section.
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LOSSES AND LOSS ADJUSTMENT EXPENSES (LAE) MBIA'sduared Portfolio Management (“IPM”) Division is resysible for
monitoring MBIA insured issues. The level and freqeoy of MBIA’s monitoring of any insured issue dags on the type, size, rating and
performance of the insured issue. If IPM identiiescerns with respect to the performance of amratsissue it may designate such insured
issue as “Caution List-Low,” “Caution List-Mediunat “Caution List-High”. The designation of any imed issue as “Caution List-Medium”
or “Caution List-High” is based on the nature amtkat of these concerns and requires that incremsitoring and, if needed, a remediation
plan be implemented for the related insured issbhe.Company does not establish any case basivesder issues that are listed as “Caution
List-Low,” “Caution List-Medium” or “Caution List-kgh”.

In the event MBIA determines that it must pay dnalar that a claim is probable and estimable witbpect to an insured issue, it places the
issue on its “Classified List” and establishes secbasis reserve for that insured issue. The falipwable presents the case-specific,
reinsurance recoverable and unallocated compooétite Companys total loss and LAE reserves as of September(¥, and 2006, as wi
as its loss provision and case basis activityferntine months ended September 30, 2007 and 2006.

September 30, Percent Chang:
In millions 2007 2006 2007 vs. 2006
Casespecific:
Gross $331 $46€ (29)%
Reinsurance recoverable on unpaid lo: 50 47 8 %
Net case reserve $281 $41¢ (33)%
Unallocatec 214 25¢ (18)%
Net loss and LAE reserv $49¢ $67¢ (27)%
Losses and LAL $ 64 $ 61 5%
Case basis activit $ 62 $ 9 58C %

The Company recorded $64 million in losses and liAEhe first nine months of 2007, which increasét ®mpared with $61 million in the
first nine months of 2006. The percentage incrégasesses and LAE corresponds to the increasehiadided net earned premium, as
scheduled net earned premium is the base upon vligcBompany’s 12% loss factor is applied. As git€mber 30, 2007, the Company had
$214 million in unallocated loss reserves, whighresent the Company’s estimate of losses assocatiedredit deterioration that have
occurred in the Company’s insured portfolio butdéaet been specifically identified and are avaédbl future case-specific activity.

Total net case basis activity transferred fromGoenpany’s unallocated loss reserve was $62 mitliaring the nine months ended
September 30, 2007 compared with $9 million ofazete basis activity transferred from the Compaagalocated loss reserve during the
nine months ended September 30, 2006. Net case dusiity during 2007 primarily consisted of logserves for insured obligations related
to the Student Loan Finance Corporation (“SFC”) amdulti-sector CDO executed in the cash markeiyedsas insured obligations within
the home equity loan (2000 vintage) and manufadthmising sectors. Partially offsetting these teserves were reversals of previously
established case basis reserves within the airen&itinced equipment trust certificates ("EETCst}ae Net case basis activity during 2006
consisted of loss reserves for insured obligatieitisin the CDO, equipment lease pools and hometgdpan sectors, MBIA's guaranteed tax
lien portfolio and insured obligations issued byefgheny Health, Education and Research Founddt#iERF"). Largely offsetting these
loss reserves were reversals of previously estatligase basis reserves within the EETCs and nantéd housing sectors.
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In July 2002, MBIA Corp., together with Wells FarBank N.A. in its capacity as trustee, filed sniCielaware federal district court against
Royal Indemnity Corporation (“Royal”) to enforcesurance policies that Royal issued guaranteeingtimwl loans originated by SFC.
MBIA Corp. insured eight securitizations that weddlateralized by the SFC vocational student lcgueranteed by Royal. On April 2, 2007,
MBIA announced that MBIA Corp. reached an agreemsétit Royal to settle its outstanding litigationadgst Royal related to SFC. The
District Court in Delaware entered a final judgminthe case implementing the settlement on Ma@;i2807. In the second quarter of 2007,
under the terms of the settlement Royal paid anuainsufficient to repay the approximately $362 ioiilof outstanding par amount of the
bonds insured by MBIA as well as to reimburse MBbA a portion of the claims that MBIA has paid tatel under its insurance policies. As a
result of the settlement, MBIA recorded a $20 millicase basis loss in the first quarter of 200°€. I[dhs represents a reduction to MBIA’s
expected recoveries for claims it has paid to datter its policies. The approximately $362 millafoutstanding par amount of the bonds
insured by MBIA were repaid in full during the sadoquarter of 2007.

In July 2006, Eurotunnel petitioned the Paris Comuiaé Court for protection from its creditors undesafeguard procedure, a new French
reorganization statute with limited similaritiesadJ.S. Chapter 11 reorganization. On August 26268 commercial court granted
Eurotunnel protection under the safeguard proceddmelanuary 15, 2007, following approval of a gaferd plan by its creditors,
bondholders, vendors and employees, the commewiat approved the safeguard plan and orderedrithkeimentation of the safeguard plan.
On June 28, 2007, Eurotunnel implemented the safelgulan.

Under Eurotunnel’'s safeguard plan, holders of Eumo¢l senior debt received cash in full for thédiras and, accordingly, MBIA's exposure
to Eurotunnel senior debt was reduced to zero. thaidilly, MBIA recovered claim payments it had maudéh respect to Eurotunnel senior
debt. Under the safeguard plan, holders of Euraluhier 1A debt received cash in full for theiriols and, on June 29, 2007, Fixed-Link
Finance 2, B.V. (“FLF2") used that cash to repdy#its outstanding notes and to reimburse MBIAtlee 18 million British pound claim
payment it made in the first quarter of 2007. MB3A&xposure to Eurotunnel through FLF2 and to FLE® evas reduced to zero. Under the
safeguard plan, holders of Eurotunnel Tiers 1 addl# received cash in full for their claims anddieos of Eurotunnel Tier 3 debt received
approximately 62% of their claims in cash. Fixed# Finance, B.V. (“FLF1") will use the cash recaiven account of its Tiers 1, 2 and 3
claims to make scheduled interest payments thr&edpnuary 1, 2009, at which time all available caflhbe used to repay FLF1's
outstanding notes in order of priority. As a regiilthis development, S&P raised its ratings onRhE1 Class A and B notes to AAA/Stable,
noting that the recoveries of the Class A and Bsiare wholly secured by cash. The Class A andi&rarepari passu with the Class G
notes guaranteed by MBIA and recoveries of theO@&sotes are also wholly secured by cash. Accglgimalthough FLF1 no longer owns
any Eurotunnel debt, MBIA remains exposed to FLirbugh February 1, 2009. At September 30, 2007 AB¢xposure to FLF1 debt on
account of the Class G notes was approximately $78®n in net par outstanding. MBIA has not paidd does not expect to pay any claims
with respect to its exposure to FLF1. The Compaglieles that it will not incur an ultimate loss its Eurotunnel exposure and, therefore,
not established a case basis loss reserve focrint.

MBIA insures mortgage-backed securities backedutypeme mortgages directly through residential igage-backed securities
securitizations and indirectly through CDOs, in @#hMBIA guarantees the triple-A rated portion oflsuransactions. Over the last several
months, there has been growing stress in the subpriortgage market, particularly related to morégagins originated during 2005, 2006,
and 2007. While transactions guaranteed by MBIAuide collateral consisting of mortgages originatadng 2005, 2006, and 2007, given
the amount of subordination below MBIA’s insuredtpmm of such transactions available to absorblasges from collateral defaults, MBIA
currently does not expect material ultimate logsethese transactions. As of September 30, 2067 tire no insured subprime mortgage
transactions with 2005, 2006, and 2007 subprimeagage collateral appearing on the Company’s Cliasklifist or Caution Lists.

MBIA also insures mortgage-backed securities batlkeprime and near prime mortgages, including nénglhome equity loans and closed-
end second mortgages. In the fourth quarter of 20@/Company has observed deterioration in thiaspeance of several of its prime and
near prime home equity transactions and has paédl staims on two transactions during the fourtlager. The Company may pay claims on
those and other home equity transactions in thedutMBIA currently does not expect any materidinodite losses in this sector.

The Company has significant exposures in its irspitfolio relating to regions impacted by HurnieaKatrina. Insured credits in these
regions encompass various types of sectors, imgjugeneral obligation bonds, tax-backed, healthd¢earsportation and higher education,
among others. The Company is continuing its comwatitin with issuers, trustees and relevant stdieias to closely monitor its insured
credits. To date, the Company has paid $8 millioalaim payments, for which it has been fully reimged.
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MBIA continues to closely monitor the manufactubemising sector, which has experienced stress dthiatast several years. MBIA ceased
writing business in this sector in 2000, other thaough certain MBIA-insured CDO transactions.S&ptember 30, 2007, the Company had
$30 million in case basis reserves, net of reinmegacovering net insured par outstanding of $8Bamion two different transactions within
the manufactured housing sector. The Company hditiathl manufactured housing exposure of $1.9dwilin net insured par outstanding as
of September 30, 2007, of which approximately 24% lbeen placed on the Company’s “Caution List-M&diand “Caution List-High.”

As of September 30, 2007, MBIA had 31 open casislissies on its “Classified List” that had $281liom in aggregate case reserves, net of
reinsurance. Included in the Company’s case base&rves are both loss reserves for insured oldigafor which a payment default has
occurred and MBIA has already paid a claim and fdsevhich a payment default has not yet occurneidabclaim is probable and estimabl
the future. As of September 30, 2007, case baségves consisted of the following:

Number of cast

Loss Par

Dollars in millions basis issues Reserve Outstanding
Gross of reinsuranc

Issues with default 25 $ 30:< $ 81C

Issues without defaul 6 28 95
Total gross 31 $ 331 $ 90&
Net of reinsurance

Issues with default 25 $ 274 $ 707

Issues without defaul 6 7 55
Total net 31 $ 281 $ 762

When MBIA becomes entitled to the underlying catat or to a reimbursement of an insured credieuisdlvage and subrogation rights as a
result of a claim payment, it records salvage arfmfagation as an asset. Such amounts are incladéé iCompany’s balance sheet within
“Other assets.” As of September 30, 2007 and Deeeib, 2006, the Company had salvage and subrogaiti®120 million and $180

million, respectively. The decrease from Decemlder2®06 principally resulted from collections ofve@me amounts due to MBIA. The
amount recorded as salvage and subrogation mayflbericed by several factors during any periodhsagthe level of claim payments made
for which the Company is entitled to reimbursemgatsounts collected and impairment write-downs.

RISK MANAGEMENT In an effort to mitigate losses, MiBis regularly involved in the ongoing remediatiohcredits that may involve,
among other things, waivers or renegotiationsrricial covenants or triggers, waivers of contralgmovisions, the granting of consents,
and the taking of various other remedial actioree Mature of any remedial action is based on the ¢f the insured issue and the nature and
scope of the event giving rise to the remediatinpmmost cases, as part of any such remedial actMBIA is able to improve its security
position and obtain concessions from the issu¢heinsured bonds. From time to time, the issuamoMBIA-insured obligation may, with

the consent of MBIA, restructure the insured olilmaby extending the term, increasing or decrentiie par amount or decreasing the
related interest rate with MBIA insuring the restired obligation. If, as the result of the restuing, MBIA estimates that it will incur an
ultimate loss on the restructured obligation, MBUAl record a case basis loss reserve for theuestred obligation or, if it has already
recorded a case basis loss reserve, it will reuatalthe impact of the restructuring on the reabréserve and adjust the amount of the
reserve as appropriate.

In the first quarter of 2006 and in connection withremediation efforts, MBIA exercised a callhigvith respect to $411 million of MBIA-
insured Northwest Airlines’ enhanced equipmentttoestificates issued by Northwest Airlines Passoliigh Trust 2000-1G (the
“Certificates”). Under the terms of the trust agnemt relating to the Certificates, MBIA had thehtigo call the Certificates at par as a result
of the bankruptcy filing by Northwest Airlines. MBlentered into an agreement with a third party undgch the third party financed the c
of the Certificates and purchased the Certifichta® MBIA as part of a planned future securitizatiof the Certificates. MBIA’s insurance
policy guaranteeing payment of the Certificatesaimsin effect.
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Due to certain continuing rights MBIA possessecwispect to the Certificates, MBIA recorded thetieates and the related financing on
its balance sheet under the requirements of SFASTIe Certificates were included within “Shortreinvestments” and the related
financing was included within “Payable for investmtepurchased” on the Company’s consolidated balaheets. During the second quarter
of 2007, MBIA no longer possessed its continuirgts with respect to the Certificates and, themsfoemoved the Certificates and related
financing from its consolidated balance sheet akiog 30, 2007.

REINSURANCE Reinsurance enables the Company to eegesure for purposes of syndicating risk andeasing its capacity to write new
business while complying with its single risk amddit guidelines. When a reinsurer is downgradedri® or more of the rating agencies, less
capital credit is given to MBIA under rating agemagdels. Over the past several years, most of M8rainsurers have been downgraded
others remain under review. Any reduced capitadit@ssociated with reinsurer downgrades has mbisanot expected to have a material
adverse effect on the Company. The Company gepeeddins the right to reassume the business dedeinsurers under certain
circumstances, including rating downgrades ofatasurers. Additionally, under New York State irure regulations, MBIA requires cert
unauthorized reinsurers to maintain bank lettersredit or establish trust accounts to cover litiled ceded to such reinsurers under
reinsurance contracts. The Company remains liabke rimary basis for all reinsured risk, and alifio MBIA believes that its reinsurers
remain capable of meeting their obligations, theene be no assurance of such in the future.

As of September 30, 2007, the aggregate amounsaféd par ceded by MBIA to reinsurers under rearste agreements was $79 billion.
Additionally, the Company has other reimbursemgnéaments not accounted for as reinsurance, ptinveith a double-A rated reinsurer,
covering $4 billion of insured par. The followingble presents the percentage ceded to and reitsuracoverable from reinsurers by rating
levels:

Standard & Poor’s Reinsurance
Moody’s Percentage of Recoverable
Reinsurers Rating Rating Total Par Cedec (in thousands’
Channel Reinsurance Lt AAA Aae 53.7% $ 8,40t
RAM Reinsurance Company, Lt AAA Aa3 13.9¢ 897
Assured Guaranty Cor AAA Aac 10.6¢ 13,31¢
Ambac Assurance Corporatit AAA Aae 6.0¢ —
Mitsui Sumitomo Insurance Company L AA Aa3 5.87 18
Swiss Reinsurance Company, Zurich, Switzer! AA- Aaz 3.9¢ —
Radian Asset Assurance Ir AA Aa3 1.1¢ 8,13¢
Assured Guaranty Re Lt AA Aaz 1.1C —
XL Financial Assurance Ltc AAA Aae 0.6C —
Export Development Canat AAA Aae 0.4¢ —
Other® A+ or abowvi Aa3 or abov 2.3t 19,60:
Not Currently Rate: 0.04 29¢
Total 100.0% $ 50,67

@ Several reinsurers within this category are naddty Moody’s.

Channel Re is a triple-A rated reinsurer of MBIA.June 2007, S&P revised its outlook on Channeék®a negative to stable. MBIA
continues to own a 17.4% equity interest in Chaieel

POLICY ACQUISITION COSTS AND OPERATING EXPENSES Eepses that vary with and are primarily relatechtoproduction of the
Companys insurance business (policy acquisition costsplaferred and recognized over the period in whiehrelated premiums are earn
If an insured issue is refunded and the relatethjppna is earned early, the associated policy acipiiscosts previously deferred are also
recognized early.
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The Company’s insurance expenses, as well aspense ratio, are shown in the following table:

Percent Change

3" Quarter Year-to-date 3" Quarter Year-to-date
In millions 2007 2006 2007 2006 2007 vs. 200 2007 vs. 200
Gross expense $ 59 $ 63 $18¢ $18¢ (6)% (3)%
Amortization of deferred acquisition co: $ 16 $ 17 $ 50 $ 50 (4% 0%
Operating expenst 31 37 98 11C (18)% (10)%
Total insurance operating expen $ 47 $ 54 $ 14¢ $ 16C (14)% (M%
Expense ratit 22.%  25.5% 23.% 25.2%

Gross insurance expenses decreased 6% in theytharter and 3% in the first nine months of 200Tn@rily as a result of an increase in costs
allocated to our investment management servicesarmbrate operations, a decrease in loss preveetipenses and a decrease in salary
expense. The decrease in insurance expenses fiirthguarter was partially offset by an increaspremium taxes. The decrease in
insurance expenses for the first nine months o 20@s partially offset by increases in costs relételong-term compensation, retirement
plans and premium taxes compared to the same garid@D06. In the third quarter of 2007, the anzation of deferred acquisition costs
decreased 4% compared with the third quarter 06 2B0ine with the decline in insurance premiurasned. In the first nine months of 2007,
the amortization of deferred acquisition costs ided slightly compared with the first nine montli®006, in line with the slight decline in
insurance premiums earned. Over the last seveaa yeere has been an increase in the ratio ofrdefexpenses carried as assets on the
balance sheet to deferred revenues carried abtlegbon the balance sheet plus the present \a&lfigure installment premiums. The
increasing ratio reflects higher costs associatiétdl acquiring new policies relative to a smalleogth in deferred and future installment
premiums.

Operating expenses in the third quarter and firee months of 2007 decreased 18% and 10%, respBctoompared with the same period

2006. The decrease in operating expenses in tltegbarter and first nine months of 2007 compar#t the same periods in 2006 resulted
from the increase in costs allocated to our investnmanagement services and corporate operatmmesy loss prevention expenses and a

decrease in salary expense. The decrease in opeexipenses in the first nine months of 2007 wasalig offset by increases in costs rela

to long-term compensation and retirement plankefirst six months of 2007.

The increase in costs allocated to the investmeamiagement services and corporate operations wasshk of a periodic study performed
the Company, which estimates the amount of costgiiad by the insurance operations that are ataiide to the activities of the investment
management services and corporate operationsrésuét of this study, the Company determined thetd has been an increase in the anm
of services provided by senior executives and sdgpoctions of the insurance operations to thegtinent management services and
corporate operations.

Financial guarantee insurance companies use ttensgpatio (expenses divided by net premiums epated measure of expense
management. The decrease in the expense ratidseftinird quarter and first nine months of 2007 paned with the same periods in 2006 is
principally due to lower levels of operating expesi the third quarter and first nine months dd20ompared with the same periods in
2006.

INTEREST EXPENSE Interest expense from MBIA'’s irsure operations, which primarily consists of interelated to debt issued by
consolidated VIEs, the financing of the NorthwesgliAes Pass Through Trust 2000-1G certificates agiretements accounted for as deposits,
decreased to $20 million in the third quarter od2@&om $22 million in the third quarter of 2006hd decline in interest expense was due to
$7 million of interest related to the financingtbé Northwest Airlines Pass Through Trust 2000-&@ificates in the third quarter of 2006
with no corresponding amount in the third quartfe2@07. Partially offsetting the decline was a $dliam increase in interest expense related
to consolidated VIEs. VIE interest expense wasi$ilBon in the third quarter of 2007 compared wdh5 million in the third quarter of 200
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For the first nine months of 2007, interest expdnm® MBIA'’s insurance operations increased to $tition compared with $54 million in
the first nine months of 2006. Interest expensatedl to consolidated VIEs of $55 million increa$&® million in the first nine months of
2007 from $40 million in the first nine months di@5. In addition, there was $4.7 million of intdrezpense related to the financing of the
Northwest Airlines Pass Through Trust 2-1G certificates in the first nine months of 208@wn from $10.0 million in the first nine months
of 2006.

VARIABLE INTEREST ENTITIES The Company providessttured funding and credit enhancement servicgotmal finance clients
through the use of certain MBIA-administered, baipkcy-remote special purpose vehicles (“SPVs”) timdugh third-party SPVs. Third-
party SPVs are used in a variety of structuresaptaed or managed by MBIA, whereby the Companyikks analogous to those of MBIA-
administered SPVs. The Company has determinedtizat SPVs fall within the definition of a VIE undeliN 46(R). Under the provisions of
FIN 46(R), MBIA must determine whether it has ai@hle interest in a VIE and if so, whether thatiahle interest would cause MBIA to be
the primary beneficiary. The primary beneficiarghie entity that will absorb the majority of thepexted losses, receive the majority of the
expected residual returns, or both, of the VIE @m&quired to consolidate the VIE.

The Company consolidates certain third-party VIEs aesult of financial guarantees provided byitikarance operations. The assets and
liabilities of third-party VIEs are primarily repiad in “Investments held-to-maturity” and “Variabtgerest entity floating rate notes,”
respectively, on the face of the Company’s balateet. The assets and liabilities of these VIEh ¢ataled $1.4 billion at September 30,
2007 and $1.5 billion at December 31, 2006. Reverame expenses related to third-party VIEs aregmilynreported in “Net investment
income” and “Interest expense”, respectively, an@ompany’s statement of income and substantialiyaczero. Consolidation of such VIEs
does not increase MBIA’s exposure above that ajreathmitted to in its insurance policies.

The Company consolidated two VIEs in the third ¢graof 2004 and a third VIE in the fourth quarté2606 that were established in
connection with the securitizations of Capital A¢s& liens and to which the Company provided ficiahguarantees. In December 2006, the
Company sold its interest in all of these consdéda/IEs. MBIA held a variable interest in theséitéas, which resulted from its insurance
policies, and had determined that it was the pynb@neficiary under FIN 46(R). MBIA has reporteédk VIEs as discontinued operations
for all periods prior to their sale.

INVESTMENT MANAGEMENT SERVICES

The Company’s investment management services apesgirovide an array of products and servicebégublic, not-for-profit and

corporate sectors. Such products and servicesavaldpd primarily through wholly owned subsidiarefsMBIA Asset Management and
include cash management, discretionary asset maraagend fund administration services and investragreement, medium-term note and
commercial paper programs related to funding ageetsird-party clients and for investment purp@sehe investment management services
operations consist of three operating segmentst/iiability products, which include investment agments and medium-term notes
(“MTNSs") not related to the conduit programs; aawigservices, which consist of third-party and redaparty fee-based asset management;
and conduits.

In the third quarter of 2007, investment managersentices’ revenues of $411 million increased 3b¥hgared with the third quarter of
2006. Excluding net realized gains and losses anhdains and losses on financial instruments avédue and foreign exchange, revenues of
$434 million increased 41% compared with the tijudrter of 2006. For the first nine months of 2Q0%al revenues of $1,156 million
increased 32% over the same period in 2006. Extjudét realized gains and losses and net gainkbases on financial instruments at fair
value and foreign exchange, revenues of $1,18Tomilhcreased 38% over the first nine months of®20e increases in revenues were
driven by growth in all three segments. Revenudkérasset/liability products segment were favgrabpacted by volume growth in GICs
and structured MTNs. The advisory services segmemnues were favorable compared with 2006 duedwth in managed assets for
customized asset management and municipal invesimehbalances resulting from both new accountsaaiditions to existing accounts.
Conduit segment revenues increased in the quaretodnew business activity and the impact of highierest rates on conduit floating rate
assets. Total investment management services’ sgpen the third quarter of 2007 were $404 milliop43% compared with the third
quarter of 2006. For the nine months ended SepteBthe2007, total expenses of $1,106 million insexhby 41% over the prior year. The
increases in expenses for the quarter and ninehwaeveere primarily driven by higher interest expeimsasset/liability products, which was
consistent with the increase in interest revenaiesncrease in costs allocated from our insurapegations and the impact of higher interest
rates on conduit floating rate debt.
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Net realized losses from investment securitiei@investment management services operations véemalfon in the third quarter of 20C
compared with net realized gains of $0.4 milliorthie third quarter of 2006. Net realized lossethathird quarter of 2007 included a $2.5
million investment impairment and a $2.9 millioralieed loss on a terminated foreign currency swap.the nine months ended
September 30, 2007, net realized losses were $@dmilompared with net realized gains of $5 milliarthe same period of 2006.
Notwithstanding impairment losses, net realizechgaind losses are largely generated from the oggnanagement of the investmi
portfolios.

Net losses on financial instruments at fair valng foreign exchange from the investment managesemtces operations in the third qual

of 2007 were $17 million compared with net gaing&fmillion in the third quarter of 2006. Net losse the current quarter were attributable
to unfavorable foreign exchange on the re-measureoféeuro denominated liabilities against Britggbund sterling, partially offset by mark-
to-market gains on derivative instruments that leddilities as a result of lower interest rafést the nine months ended September 30,
2007, net losses on financial instruments at falu@ and foreign exchange from the investment mamagt services operations were $29
million compared with net gains of $9 million fdret nine months ended September 30, 2006. Net 1052897 were primarily due to
unfavorable exchange on the re-measurement of @&mominated liabilities against British pound stgrland losses on derivative
instruments.

At September 30, 2007, ending assets under managevees $66 billion, 3.7% above the 2006 year-awvelland 12.2% above the
September 30, 2006 level. Conduit ending asselisdad in assets under management at Septembe®@D t@aled $4.6 billion compared to
$3.7 billion at September 30, 2006. The followingle summarizes the consolidated investment maragfesarvicestesults and assets un
management for the third quarter and first nine th®wof 2007 and 2006:

Percent Change

3" Quarter Year-to-date 3" Quarter Year-to-date

In millions 2007 2006 2007 2006 2007 vs. 200 2007 vs. 200
Interest and fee $434 $30¢ $ 1,187 $ 861 41 % 38 %

Net realized gains (losse (6) — 2 5 n/m n/m

Net gains (losses) on financial instruments atfalue and foreig

exchange (17) 5 (29) 9 n/m n/m
Total revenue 411 314 1,15¢ 87E 31% 32%
Interest expens 37¢ 264 1,03t 73C 44 % 42 %
Operating expenst 25 19 71 55 33% 29 %
Total expense 404 282 1,10¢ 78¢ 43 % 41 %
Pre-tax income $ 7 $31 $ 50 $ 90 (77)% (44)%
Ending assets under managen $65,87F  $58,70¢ 12%

n/m — Percentage change not meaningful

The following provides a summary of each of theestment management services businesses by se@eerifNote 6: Business Segmerits”
the Notes to Consolidated Financial Statementa fabular presentation of the results of the imaest management services’ segments.

Asset/liability products’ pre-tax income, excludingt realized gains and losses and net gains asddmn financial instruments at fair value
and foreign exchange, totaled $25 million in thiectlguarter of 2007, up 40% compared with the tlguérter of 2006. For the nine months
ended September 30, 2007, pre-tax income of $a8bmikexcluding net realized gains and losses atdjains and losses on financial
instruments at fair value and foreign exchangegiased 23% over 2006. At September 30, 2007, pahand accrued interest outstanding
investment agreement and medium-term note obligai@md securities sold under agreements to remedbtaled $25.6 billion compared
with $20.3 billion at December 31, 2006. Assetspsurping these agreements had market values, imgjuaticrued interest, of $25.9 billion
and $20.7 billion at September 30, 2007 and Dece®be2006, respectively. These assets compridedniglity securities with an average
credit quality rating of double-A.
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Advisory services’ pre-tax income, excluding netlized gains and losses and net gains and lossi@sameial instruments at fair value and
foreign exchange, totaled $4 million in the thirdbgter of 2007, down 38% compared with the thirdrtgr of 2006. For the nine months
ended September 30, 2007, pre-tax income of $libmikexcluding net realized gains and losses aidyains and losses on financial
instruments at fair value and foreign exchange, deagn 19% as compared with the same period last yéad-party ending assets under
management were $24.6 billion at September 30, 200728.5 billion at December 31, 2006. The dedlinassets under management is
primarily due to a decrease in assets for the Hast structured vehicle. The market values oftassdated to the Company’s insurance and
corporate investment portfolios managed by thestmient management services operations at Septe&8@p2007 were $10.4 billion
compared with $10.5 billion at December 31, 2006.

Conduit program pre-tax income, excluding net gaims losses on financial instruments at fair valne foreign exchange, totaled $2 million
in the third quarter of 2007 comparable to thedtlgjuarter of 2006. For the nine months ended SdmeB80, 2007, pre-tax income of $7
million, excluding net realized gains and lossed a@t gains and losses on financial instrumenfaiavalue and foreign exchange, decreased
21% from September 2006 due to deal run-off pdyt@ffset by new business activity at tighter sgieeSome of MBIA’s consolidated
subsidiaries have invested in MBIA'’s conduit debligations or have received compensation for ses/firovided to MBIA’s conduits. As
such, MBIA has eliminated intercompany transactiwith its conduits from its balance sheet and ine@tatement. After the elimination of
such intercompany assets and liabilities, condwi¢stments plus accrued interest and conduit delgfations plus accrued interest were $4.6
billion and $4.7 billion, respectively, at SeptemB8, 2007.

MBIA’s advisory services segment manages HudsonsEsa a structured investment vehicle. Since Aug08¥%, Hudson-Thames has been
actively seeking alternative solutions to addres$§inancing needs given the current market comastin the structured finance and asset-
backed commercial paper markets, including the gfadessets to pay maturing liabilities. As of Sepber 30, 2007, program invested assets
totaled $1.8 billion, however, subsequent sale€ laduced invested assets to $940 million as oEeNiber 2, 2007. MBIA invested $16
million in the capital notes of Hudson-Thames, vilhicirrently represents 19 percent of the totaltahpbtes. MBIA has no obligation to
provide liquidity support or credit guarantees taddon-Thames.

CORPORATE

The corporate operations consist of revenues apenses related to general corporate activitied) asqet investment income, net gains and
losses, interest expense on MBIA Inc. debt and @éerporate expenses. The corporate operati@usrd a loss of $26 million in the third
quarter of 2007 compared with a loss of $21 miliiothe third quarter of 2006. In the first nine mtiws of 2007, the corporate operations
incurred a loss of $72 million compared with a 106§$58 million in the first nine months of 2006.

In the third quarter of 2007, net investment incateereased 73% to $0.7 million from $2.7 milliorthe third quarter of 2006 primarily due
to a $3.0 million loss within the Company’s alteima investment portfolio. This decline was paftiaffset by an increase in net investment
income due to higher invested assets driven byldis paid by MBIA Corp. to MBIA Inc. in April 2008nd December 2006. In the first
nine months of 2007, net investment income incréd§86 to $14.5 million from $9.7 million in the $irnine months of 2006 primarily due
higher average invested assets driven by the afaromed dividends paid by MBIA Corp. to MBIA Inc.

In the first half of 2007, the corporate operatiogsorded insurance recoveries of $6.4 million,clihiepresented recoveries received on the
Company'’s directors’ and officers’ insurance politese insurance recoveries reimbursed the Confpamyportion of the expenses
incurred by the Company in connection with the tatpury investigations and the related private séiesrand derivative litigations. No
additional recoveries were received in the thirdrtgr of 2007. However, the Company is pursuingtamtdl recoveries under its directors’
and officers’ insurance policy.

Net realized losses from investment securitiebéndorporate operations were $0.7 million and $8ilRon in the third quarter and first nir
months of 2007, respectively, compared with ndized gains of $0.9 million and $2.3 million in tktidrd quarter and first nine months of
2006, respectively. Net realized gains and lossesyaically generated from the ongoing manageroétite investment portfolios. However,
in the second and third quarter of 2007, the Compealized $9.6 million and $0.9 million of impaiemt losses, respectively, on a subprime
mortgage-oriented investment.
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The corporate operations incurred interest expeh$20 million in the third quarter of 2007 and B0&hd $61 million in the first nine months
of 2007 compared with $60 million in the first nimenths of 2006. Corporate interest expense isgrifyngenerated from debt issued by
MBIA Inc. Corporate expenses were $7 million in thied quarter of 2007 compared with $5 milliontle third quarter of 2006. For the nine
months ended September 30, 2007, corporate expersesh23 million compared with $10 million for tkame period in 2006. The increase
in corporate expenses primarily resulted from legests associated with the regulatory investigatemd an increase in costs allocated from
the insurance operations.

TAXES

MBIA'’s tax policy is to optimize after-tax incomey lnaintaining the appropriate mix of taxable anddéaempt investments. In general, the
effective tax rate fluctuates from time to timetlas Company manages its investment portfolio oafter-tax total return basis. The effective
tax rate, including tax related to discontinuedrafiens, for the third quarter of 2007 was a bdr##fb5.8% compared with a provision of
29.4% for the third quarter of 2006. For the ninenths ended September 30, 2007, the effectiveat&X including tax related to discontinued
operations, decreased to 23.3% from 28.2% foradhmesperiod in 2006.

The changes in the Company’s effective tax rateii® quarter and nine months were a result ofrtaek-tomarket net losses recorded on
Company'’s derivatives portfolio. The Company hdswated its year-to-date effective tax rate bytireg these mark-toiarket net losses a
discrete item. As such, the tax benefit of theddasses, calculated at the statutory tax ratebé6,3s an adjustment to the annual effective tax
rate that the Company has estimated for all othettax income. If the Company did not treat thesekato-market net losses as a discrete
item and instead applied the same year-to-dateteféetax rate to all pre-tax income, the Comparmyhd have recorded $8.5 million less of a
tax benefit in the third quarter of 2007. Howewhg Company believes that its decision to treanthek-to-market net losses as a discrete
item is appropriate given its inability to estim#tese mark-to-market losses for the full year@32, which directly affects the Company’s
ability to estimate pre-tax income and the relagtedctive tax rate for the full year of 2007. Fuatithanges in the fair value of the Company’s
derivatives portfolio in the fourth quarter of 20@#l impact the Company’s annual effective taxer&r 2007.

CAPITAL RESOURCES

The Company carefully manages its capital resourcasinimize its cost of capital while maintainiagpropriate claims-paying resources to
sustain its triple-A claims-paying ratings. Capitgources are defined by the Company as totaékblters’ equity, long-term debt issued for
general corporate purposes and various soft capidit facilities. At September 30, 2007, totadustholdersequity was $6.5 billion and tot
long-term debt was $1.2 billion. The Company usss inancing to lower its overall cost of capitslBIA maintains debt at levels it
considers to be prudent based on its cash flowt@aticapital (shareholders’ equity plus long-tetebt). The following table shows the
Company’s long-term debt and the ratio used to oreas

September 3C December 31
2007 2006
Long-term debt (in millions $ 1,221 $ 1,21F
Long-term debt to total capit: 16% 14%

On February 1, 2007, the Company’s Board of Dinectathorized the repurchase of common stock $d toillion under a new share
repurchase program, which superseded the previaushorized program. For the three months endeteBdyer 30, 2007, the Company
repurchased 980 thousand shares under the prog@measerage price of $61.23 per share. As of &ame 30, 2007, the Company
repurchased 10 million shares under the progreen average price of $66.30 per share. The Compaiylisy to repurchase common stock
is largely dependent on the amount of dividendd pgiMBIA Corp. to MBIA Inc. Repurchases of comm&tnck may be made from time to
time in the open market or in private transactiaspermitted by securities laws and other legalirements. We believe that share
repurchases can be an appropriate deployment @hcepexcess of amounts needed to maintain fpietA claims-paying ratings of MBIA
Corp. and support the growth of MBIA’s businesses.

In the third quarter of 2007, the Company decidesluspend share repurchases under the prograghtroficoncerns and uncertainties
regarding the housing markets, the structured fiea®ctor and the U.S. economy as well as improneie the Company’s new business
opportunities. The Company may reevaluate thissitatifrom time to time and resume share repurchabes it deems appropriate.
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The Company has available various facilities, saglines of credit and equity-based facilities, shhfurther support its claims-paying
resources. In aggregate, we believe our claimsagaygsources are more than adequate to suppadousimess risks. At September 30, 2007,
MBIA Corp. maintained a $450 million limited recaerstandby line of credit facility with a grouprogjor triple-A rated banks to provide
funds for the payment of claims in excess of treatgr of $500 million of cumulative claims, netre€overies, or 5% of average annual debt
service with respect to public finance transactidie agreement is for a ten-year term, which espin March 2015.

MBIA Corp. has access to $400 million of Money MarkCommitted Preferred Custodial Trust securitt€PCT securities”) issued by eight
trusts (the “Trusts”), which were created for thenary purpose of issuing CPCT securities and itingghe proceeds in high-quality
commercial paper or short-term U.S. Governmenalilbns. The CPCT securities are remarketed ev&dags with the interest rate set by
means of an auction and with two trusts remarkegimch week. In the event that there are insuffidi&s at any auction to remarket all of the
CPCT securities of any trust, the rate is resettfemext 28 days at the maximum prescribed ratdROR plus 150 basis points with the
investors of the CPCT securities continuing to hbkin until the next auction in which sufficientlbiare received. Due to the decline in the
demand for short-term structured securities dutfiregthird quarter of 2007, all CPCT securities wamnable to be remarketed at their most
recent remarketing date, resulting in the curremestors of the CPCT securities receiving the marinprescribed interest rate as of
September 30, 2007.

MBIA Corp. has a put option to sell to the Truste perpetual preferred stock of MBIA Corp. If MB{Zorp. exercises its put option, the
Trusts will transfer the proceeds to MBIA Corpeixchange for the preferred stock that will be lsidhe Trusts. The Trusts are vehicles for
providing MBIA Corp. the opportunity to access neapital at its sole discretion through the exeroisthe put options. The Trusts are rated
AA and Aa2 by S&P and Moody’s, respectively. TogJafIBIA Corp. has not exercised its put optionsemahy of these arrangements. The
Company continues to receive 100% capital credittis facility. However, the Company anticipatestirring additional expenses of $1.4
million per quarter to maintain this facility if¢hCPCT securities continue to incur interest antilagimum prescribed rate compared with
expenses incurred in prior quarters.

From time to time, MBIA accesses the capital marketsupport the growth of its businesses. As stiehCompany filed a registration
statement on Form S-3ASR with the SEC in June 200&@n indeterminate amount which replaced and@adaemaining balances on all
prior shelf registration statements filed with BEC. This shelf registration permits the Companigsae various debt and equity securities
described in the prospectus filed as part of tgesteation statement.

We believe that our current consolidated capitsbueces are adequate to support our ongoing bssisesind our growth and meet the rating
agencies’ requirements for the triple-A claims-payratings of MBIA Corp. Given the stress in the@Bnd mortgage markets, however,
there is an increased risk that more underlyingitratings of transactions insured by MBIA will dewngraded by S&P, Moody’s and/or
Fitch, which would result in the imposition of higihcapital charges assessed for these transadticiiés event, it is possible that the
increased rating agency capital requirements reddBIA to take measures to preserve or raise dapitach could take the form of, among
other things, increased use of reinsurance, chaonges mix of business written or the issuancdedit or equity securities. If required and
subject to market conditions, we believe that MBI raise additional capital and/or take meastorgseserve capital necessary to
maintain its triple-A ratings.

On November 5, 2007, Fitch announced that it véllupdating its analysis of the structured finarméateralized debt obligations (“SF
CDOs") insured by the financial guaranty indusingluding MBIA, as well as the potential implicati® for the capital adequacy and AAA
Insurer Financial Strength (“IFS”) ratings of theancial guarantors. Fitch indicated that a posstioinclusion of its analysis will be that one
or more of the financial guarantors may no longeetritch’s AAA capital guidelines. At the conclasiof its analysis, Fitch said it would
expect to place on Rating Watch Negative the IFi@gaf any financial guarantor whose capital rdils below Fitch’'s AAA benchmark.
Fitch indicated that it would then expect to pravitie relevant financial guarantor approximatelg oronth to either raise capital, or execute
a risk mitigation strategy, that would allow itagain meet Fitcls' AAA capital standards and that failure to do saubd result in a downgrac
of the IFS rating of such financial guarantor. Ritsssessed the relative probability that MBIA magegience erosion of its capital cushion
under Fitch’s updated stress analysis at “Low Fodibg’.

On November 8, 2007 Moody’s announced that it asBess the impact of the continuing deterioraticdhé residential mortgage-backed
securities market on its ratings of financial gudoas, including MBIA. Moody’s indicated that asrpef its analysis it would, among other
things, re-estimate capital adequacy ratios t@ceflieterioration in the expected performance @tlisubprime residential mortgage-backed
securities and asset-backed CDO transactions wikifinancial guarantors’ insured portfolios. Mgtsdfurther indicated that, based on an
initial analysis of the updated data, it was urllikbat MBIA'’s capital would fall below Moody’s Aaeapital adequacy benchmarks in a stress
scenario due to mortgage market deterioration.

MBIA believes that it will continue to meet bothi¢ti’'s and Moody’s capital ratios after such analyebwever, there is no assurance that
Fitch or Moody'’s will not conclude that MBIA willeed to raise additional capital or take other messsto maintain its AAA IFS ratings

from Fitch or Aaa ratings from Moody'’s. In additighere can be no assurance that S&P will not ta&asures similar to, or more adverse to
the financial guaranty industry than, those annedruy Fitch and Moody’s. Requirements imposed kyr#éting agencies are outside the
control of MBIA, and such requirements could reqUMBIA to raise additional capital or take othemeslial actions in a relatively short
timeframe.



The Company believes that maintaining a strongric&l@dheet and an adequate capital cushion is gruderefore, the Company may
undertake capital raising initiatives or other maes to raise or preserve capital, even in theraiesef any immediate rating agency
requirements.

LIQUIDITY

Cash needs at the parent company level are prinfaridividends to its shareholders, interest paytmen its debt, operating expenses and
share repurchases. Sources of cash at the paraptog level primarily consist of dividend paymefitsn MBIA Corp. and MBIA Asset
Management, investment income, the issuance ofatebintercompany borrowings. Additionally, thegr@rcompany maintains excess cash
and investments to ensure it is able to meet iy short-term and long-term cash requiremenssofASeptember 30, 2007, the parent
company had $464 million of cash and investmenslavle for general corporate liquidity needs.

The consolidated liquidity and operating cash regfaents of the Company are met by cash flows geatefeom operations, which were m
than adequate in the nine months ended Septemb2030. The Company’s operating cash flows proviokedontinuing operations totaled
$698 million in the nine months ended Septembe2B807 compared with $713 million in the same pedb@006. The majority of net cash
provided by operating activities is generated fim@mium writings and investment income in the Conypainsurance operations. We
believe that cash flows from operations will congrto be sufficient to meet our liquidity and opigrg cash requirements for the foreseeable
future.
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Under New York State insurance law, without prippeval of the superintendent of the NYSID, finahguarantee insurance companies
pay dividends from earned surplus subject to ratgia minimum capital requirement. In MBIA Corpcase, regular dividends in any 12-
month period cannot be greater than 10% of politddrs’ surplus as shown on MBIA Corp.’s latestdilgatutory financial statements. In
April 2007, MBIA Corp. received approval from thé/SID and paid a $500 million dividend to MBIA In8s of September 30, 2007,
including the effect of the April 2007 $500 milliatividend, MBIA Corp. will not be able to pay diwdds without prior approval by the
NYSID until April 2008. Dividends from MBIA Corp.ra used primarily for general liquidity and othermorate purpose

The Company has significant liquidity supportingdperating businesses. At September 30, 2007, cash equivalents and short-term
investments totaled $3.9 billion. If, for any reassignificant cash flow reductions occur in anytsfbusinesses, MBIA has alternatives for
meeting ongoing cash requirements. They includagedr pledging its fixed-income investments is ihlvestment portfolio, tapping existing
liquidity facilities and new borrowings.

At September 30, 2007, MBIA maintained a $500 wrillbank line with a group of highly rated globahks, which is available to MBIA Inc.
and MBIA Corp. The facility contains certain covatgincluding, among others, that the consolidatetdvorth of MBIA Inc. and MBIA
Corp. will not fall below $2.8 billion and that thmatio of consolidated debt to equity for MBIA Iremd MBIA Corp. will not exceed 30%, at
any time. To date, no balances have been outstandider this facility.

Triple-A One Funding Corporation (“Triple-A One’gn MBIA-administered multi-seller conduit consolield in the Company’s conduit
segment, issues commercial paper to fund the pseobigassets from structured finance clients. Agsetchased by Triple-A One are insured
by MBIA Corp. Triple-A One maintains backstop lidity facilities for each transaction, covering 100%he face amount of commercial
paper outstanding, with banks rated A-1/P-1 ordodty S&P and Moody'’s, respectively. These liquidécilities are designed to allow
Triple-A One to repay investors in the event ofarket disruption in which Triple-A One is unableisgsue new commercial paper to replace
maturing commercial paper. The financial guarapteies issued by MBIA Corp. to insure the asgdtriple-A One cannot be accelerated
to repay maturing commercial paper or borrowingdaudiquidity facilities and only guarantee ultirmgiayments over time relating to the
assets. To date, no borrowings have been made angarf Triple-A One’s liquidity facilities.

The available-for-sale investment portfolio prosadehigh degree of liquidity, since it compriseadiy marketable high-quality fixed-income
securities and short-term investments. At Septer@@e2007 and December 31, 2006, the fair valube®tonsolidated available-for-sale
investment portfolio was $36.5 billion and $31.8idn, respectively, as presented in the followtable:
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September 3C December 31 Percent Changt
In millions 2007 2006 2007 vs. 2006
Available-for-sale investment:
Insurance operation
Amortized cos $ 9,76¢ $ 9,821 (1)%
Unrealized net gain (los 26€ 287 (6)%
Fair value 10,03¢ 10,10¢ (D)%
Investment management services operati
Amortized cos 26,23( 20,71: 27 %
Unrealized net gain (los (218) 18¢ n/m
Fair value 26,01: 20,89¢ 24 %
Corporate operation
Amortized cos 47C 861 (45)%
Unrealized net gain (los (5) (4) 35%
Fair value 465 857 (46)%
Total availabl-for-sale portfolio:
Amortized cos 36,46¢ 31,39: 16 %
Unrealized net gain (los 45 471 (90)%
Fair value $ 36,51 $ 31,86 15%

n/m — Percentage change not meaningful

The decrease in the amortized cost of insuranegecavailable-for-sale investments in the ninetmoended September 30, 2007 was the
result of dividends paid by MBIA Corp. to MBIA Inm April 2007, partially offset by positive caslodv from operations. The increase in the
amortized cost of available-for-sale investmentth@ainvestment management services operationsh&agsult of growth in the Company’s
asset/liability products segment. The decreaskdraimortized cost of corporate investments wadaltlee repurchase of common stock ur
our share repurchase program and dividend payneM8IA Inc. shareholders, offset by dividends paiwm MBIA Corp. to MBIA Inc.

The fair value of the Company'’s investments is Hasequoted market prices, if available. If a qdatearket price is not available, fair value
is estimated using quoted market prices for sinsiéurities. Differences between fair value andréizeal cost arise primarily as a result of
changes in interest rates occurring after a fixemine security is purchased, although other faétdigence fair value, including credit-
related actions, supply and demand forces and atheket factors. When the Company holds its avktédr-sale investments to maturity,
unrealized gains or losses (net of tax) currergorded in accumulated other comprehensive incartteei shareholders’ equity section of the
balance sheet will decrease over time as the imergs approach maturity. As a result, the Compapg@s to realize a value substantially
equal to amortized cost. However, when investmargsold prior to maturity, the Company will realiany gains or losses in current net
income. The Conduit portfolios are considered heldaaturity, as the Company has the ability andribto hold these investments to their
contractual maturity. Therefore, these portfolics eported on the Company’s consolidated balaheetsat amortized cost and are not
adjusted to reflect unrealized changes in fair @alu

The weighted average credit quality of the Compsafixed-income investment portfolios has been nadired at double-A since its inception.
The quality distribution of the Company’s fixed-maty investment portfolios, excluding short-ternvéstments, based on ratings from
Moody’s as of September 30, 2007 is presentederidiiowing table. Alternate ratings sources, sast5&P, have been used for a small
percentage of securities that are not rated by Msod
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Investment Investments
Insurance Management Services Held-to-Maturity Total
% of % of % of % of
Fixed- Fixed- Fixed- Fixed-
Fair Income Fair Income Fair Income Fair Income

In millions Value Investments Value Investments Value Investments Value Investments
Aaa $6,10(C 67% $14,06¢ 62% $4,30< 76% $24,47: 65%
Aa 2,38( 26% 5,27¢ 23% 2438 4% 7,89¢ 21%
A 57C 6% 3,28¢ 14% 1,10( 20% 4,95¢ 13%
Baa 60 1% 247 1% — — 307 1%
Below Investment Grad 26 0% — — — — 26 0%
Total $9,13¢ 10(% $22,87¢ 10(% $5,641 10(% $37,65" 100%

MBIA'’s consolidated investment portfolio includes/estments that are insured by MBIA Corp. (“MBlAsimed Investments”). At
September 30, 2007, MBIA Insured Investments ataiue, excluding conduit investments insured BIMCorp., represented $2.7 billion
or 6% of the Company’s total investments. Conduiestments insured by MBIA Corp. represented $4lidibor 10% of the Company’s
total investments. Without giving effect to the MBguarantee of the MBIA Insured Investments in¢basolidated investment portfolio, as
of September 30, 2007, based on the actual or &&thunderlying ratings (i) the weighted averadg@geof the investment portfolio would |
in the Aa range, (ii) the weighted average ratihgst the MBIA Insured Investments in the investinportfolio would be in the A range and
(iii) less than 1% of the investment portfolio wddde rated below investment grade.

The underlying ratings of the MBIA Insured Investiteeas of September 30, 2007 are reflected indth@nfing table. Amounts represent the
fair value of such investments including the benaffthe MBIA guarantee. The ratings in the taldéol are the lower underlying rating
assigned by S&P or Moody’s when an underlying aérists from either rating service, or when aresxdl underlying rating is not
available, the underlying rating is based on then@any’s best estimate of the rating of such investm

Investment Held-to-
Managemen Maturity
Insurance Investment

Underlying Ratings Scale Services
In millions Portfolio Portfolio Portfolio Total
Aaa $ 22z $ 28¢ $ 1,34« $1,85¢
Aa 57 16¢& 477 70z
A 18¢€ 844 1,23¢ 2,264
Baa 13z 64¢€ 1,24¢ 2,027
Below Investment Grad 99 8 — 107
Total $ 69¢ $ 1,95¢ $ 4,304 $6,95¢

Typically, conduit programs involve the use of mgtagencies in assessing the quality of asset pseshand in assigning ratings to the var
programs funded through the conduits. All transaxticurrently funded in the conduits had an undeglyating of at least investment grade
by Moody’s and S&P prior to funding. The weightaciege underlying rating for transactions currefulyded in the conduits was A+ by
S&P and Al by Moody’s at the time such transactwese funded. MBIA estimates that the current weidhaverage underlying rating of all
outstanding conduit transactions was A+ by S&P Ahdy Moody’s as of September 30, 2007.

The Company generates significant liquidity fromaperations, as described above. Because ofktsnanagement policies and procedures,
diversification and reinsurance, the Company bebahat the occurrence of an event that would fsoginitly adversely affect liquidity is
unlikely.
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MARKET RISK

The Company has disclosed qualitative and quainttaiformation about market risk in its Annual Refpon Form 10-K for the fiscal year
ended December 31, 2006. The following informapoovides an update to and should be read in cotipmwith information included und
the same caption in Part Il, Iltem 7. of the Compaaynual Report on Form 10-K.

MBIA issues insurance policies insuring payments do structured credit derivative contracts andaty enters into credit derivative
contracts, which are marked-to-market through egsunder the requirements of SFAS 133. The insermansactions primarily consist of
structured credit default swaps on pools of variypes of reference obligations with considerabileosdination beneath MBIA'’s risk
exposure at the time of issuance. All these traimacare insured by the Company’s insurance ojp@&atThe majority of these structured
credit default swaps relate to structured finamaedactions with underlying reference obligatiohsash securities, credit default swaps and
credit default swaps referencing the senior liabiif other structured finance securitizations. 8set classes of the underlying reference
obligations include corporate, asset-backed, retimlenortgage-backed and commercial mortgage-tthskeurities. These transactions are
usually underwritten at or above a triple-A cradiing level. As of September 30, 2007, approxiye@8% of the tranches insured by the
Company were rated triple-A. Additionally, MBIA’avestment management services operations entesimglename credit default swaps
part of its asset management activities. Duringhirel quarter of 2007, the value of the Compary&dit derivative contracts were affected
predominantly by changes in credit spreads of tiderlying reference obligations’ collateral. Asditespreads change, the values of credit
derivative contracts will change and the resultiagns or losses will be recorded within net income.

Since December 31, 2006, the Company’s portfolimsfired structured credit default swaps has bedoaneasingly concentrated in
transactions where the underlying reference oliigatcomprise commercial mortgage-backed securdieset-backed collateral including
residential mortgages of high grade collateragddition to corporate securities. As a result,gbgfolio is more sensitive to changes in credit
spreads in those sectors. During the third quaftef07, credit spreads in those sectors incresigmificantly, resulting in a substantial
decrease in the fair value of the Company’s pddfof structured credit default swaps. In the fouguarter of 2007, there has also been
substantial widening in credit spreads, includingporate, residential mortgage-backed and commentggage-backed credit spreads,
which may result in a further substantial decréagke fair value of the Company’s portfolio ofisttured credit default swaps in the fourth
quarter. The amount of such decrease for the faurénter will depend on future market developments.

Sensitivity to changes in credit spreads can limattd by projecting a hypothetical instantaneduf$ & credit spread curves. The following
table presents the estimated pre-tax change indhie and the cumulative estimated net fair valuthe Company’s credit derivatives
portfolio of instantaneous shifts in credit spreadof September 30, 2007. Estimated changesrindhie are calculated using the valuation
methods described in the “Critical Accounting Esttes” section included herein. Contracts for whiahvalue is calculated using specific
dealer quotes or actual transaction prices araudgd from the following table as the Company ishl@&o obtain data necessary to model
hypothetical changes in such contracts.

Change in Credit Spreads

75 Basis 50 Basis 25 Basis 0 Basis 25 Basis 50 Basis 75 Basis
Point Point Point Point Point Point Point
In thousands Increase Increase Increase Change Decrease Decrease Decrease
Estimated pr-tax net gain/(loss $(561,43) $(329,74:) $(142,48) $ 0 $11155¢ $186,87: $238,66¢
Estimated net fair valu $(892,83() $(661,14%) $(473,89() $(331,40) 9$(219,84,) $(144,53) $(92,73Y

Actual shifts in credit spread curves will vary edn the credit quality of the underling referenbégations. In general, within any asset
class, higher credit rated reference obligatiorisaxhibit less credit spread movement than lowedit rated reference

obligations. Additionally, the degree of creditespd movement can vary significantly for differesset classes. The basis point change
presented in the preceding table, however, reptesefixed basis point change in reference obligatiredit spreads across all credit quality
rating categories and asset classes and, theréieractual impact of spread changes would vam fitis presentation depending on the ci
rating and distribution across asset classes, dfotthich will adjust over time depending on new ibess written and runoff of the existing
portfolio.
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MBIA'’s insurance of structured credit derivativgpitally remain in place until the maturity of tHerivative. The Company does, however,
periodically establish positions which offset iisurance positions in the reinsurance market, ietwtontracts also typically remain in place
until the maturity of the insurance contract. Ariffetence between the price of the initial trangatand the offsetting transaction will result
in gains or losses. With respect to MBIA’s insustdictured credit derivatives, in the absence eflitimpairment, the cumulative gains and
losses over the life of the derivative will be zehalditionally, in the unlikely event circumstanaesgjuire the termination and settlement of a
contract prior to maturity, any resulting gain os$ upon settlement will be recorded in the Comisdiinyancial statements. In the third
quarter of 2007, there were no material credit iimmpents in this portfolio.
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PART | - FINANCIAL INFORMATION

ltem 3. Quantitative and Qualitative Disclosures Alout Market Risk

An update of the Company’s market risk as of Septwm30, 2007 is included under “Market Risk” witliiam 2, “Management’s Discussion
and Analysis of Financial Condition and Result©gpkrations.”

Item 4. Controls and Procedures

As of the end of the period covered by this repmtevaluation of the effectiveness of the desighaperation of the Company’s disclosure
controls and procedures (as such term is defin®llas 13a-15(e) and 15(t%{e) under the Securities Exchange Act of 1934 peaforme!
under the supervision and with the participatiothef Company’s senior management, including thef®xecutive Officer and the Chief
Financial Officer. Based on that evaluation, thenpany’s management, including the Chief Executitfécér and the Chief Financial
Officer, concluded that the Company'’s disclosunatials and procedures were effective as of theofide period covered by this report. In
addition, there have not been any changes in tinep@ny’s internal control over financial reportirags (such term is defined in Rules 1)
and 15d-15(f) under the Securities Exchange Ad9®4) during the fiscal quarter to which this r@petates that have materially affected, or
are likely to materially affect, the Company’s imtal control over financial reporting.

PART Il - OTHER INFORMATION

Item 1. Legal Proceedings
In the normal course of operating its businessesCompany may be involved in various legal proesd

In July 2002, MBIA Corp. filed suit against Royaldemnity Company (“Royal”) in the United Statestibit Court for the District of
Delaware, to enforce insurance policies that Rsgled on certain vocational student loan transastihat MBIA Corp. insured. To date,
claims in the amount of approximately $355 millitawve been made under the Royal policies with régpdoans that have defaulted. MBIA
Corp. expects that there will be additional clammsde under the policies with respect to studemddhat may default in the future. Royal |
filed an action seeking a declaration that it isetdigated to pay on its policies. In October 208@ court granted MBIA Corp.’s motion for
summary judgment and ordered Royal to pay all daimder its policies. Royal appealed the order, sncbnnection with the appeal,
pledged $403 million of investment grade collatéoaMBIA Corp. to secure the entire amount of thégment, with interest, and agreed to
post additional security for future claims and iat.

On October 3, 2005, the U.S. Court of AppealstierThird Circuit upheld the decision of the Unit&tdtes District Court for the District of
Delaware insofar as it enforced the Royal insurgmadieies, but remanded the case to the DistriatrCior a determination of whether the
Royal policies cover all losses claimed under thicies. In particular, the Court of Appeals diettthe District Court to consider whether
Royal policies would cover losses resulting froma thisappropriation of student payments rather fran defaults by students. MBIA Corp.
believes that the Royal policies would cover lossem if they result from misappropriation of stotlpayments, but in any event it appears
that all or substantially all of the claims madelenthe Royal policies relate to defaults by stisleather than misappropriation of funds.
Therefore, MBIA Corp. expected Royal to be requii@@ay all or substantially all of the claims maagtaler its policies and to be reimbursed
for any payments MBIA Corp. made under its policies

Royal filed a petition with the Third Circuit recgteng that the case be reheard, which was deni@giiih2006. In April 2006, Royal filed a
motion with the District Court seeking a release¢hef collateral it pledged in connection with ipgpaal of the District Court judgment against
it in 2003.

On April 2, 2007, MBIA announced that MBIA Corpacehed an agreement with Royal to settle the owdstgditigation. The amount paid |
Royal under the terms of the settlement was sefiicio repay the approximately $362 million of ¢atsling par amount of the bonds insured
by MBIA as well as to reimburse MBIA for a portio the claims that MBIA has paid to date undeirisirance policies. As a result of the
settlement, MBIA incurred approximately $20 millionlosses in the first quarter of 2007. The legresents a reduction to MBI&\expecte
recoveries for claims it has paid to date undepdltcies and will be covered by MBIA’s unallocatieds reserves.

The District Court in Delaware entered a final jodmt in the case implementing the settlement orcM&0, 2007. The approximately $362
million of outstanding par amount of the bonds nesllbby MBIA were repaid in full during the secongbgter of 2007.
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In November 2004, the Company received identicalidtent subpoenas from the Securities and Exchaagerission (“SEC”) and the New
York Attorney General's Office (“NYAG”) requestinigformation with respect to non-traditional or lasgigation insurance products
developed, offered or sold by the Company to thadies from January 1, 1998 to the present. Whéesubpoenas did not identify any
specific transaction, subsequent conversationstWwétSEC and the NYAG revealed that the investigaiticluded the arrangements entered
into by MBIA Corp. in 1998 in connection with tharkruptcy of the Delaware Valley Obligated Groupgatity that is part of Allegheny
Health, Education and Research Foundation (“AHERF")

On March 9, 2005, the Company received a subpagenathe U.S. Attorney’s Office for the Southern tiict of New York (“U.S. Attorney)
seeking information related to the agreementstéred into in connection with the AHERF loss. Tladter, the Company has received
additional subpoenas, substantively identical tthesther, and additional informal requests, from $&EC and the NYAG for documents and
other information.

On August 19, 2005, the Company received a “Weliid¢” from the SEC indicating that the staff oftBEC is considering recommending
that the SEC bring a civil injunctive action agaitie Company alleging violations of federal settesilaws “arising from MBIA's action to
retroactively reinsure losses it incurred from A#ERF bonds MBIA had guaranteed, including, butlimtted to, its entering into excess of
loss agreements and quota share agreements vathdbparate counterparties.”

On January 29, 2007, the Company announced thatitts principal operating subsidiary MBIA Corfngether with MBIA, the
“Companies”) had concluded civil settlements with 8EC, the NYAG, and the New York State Insurddepartment (“NYSID”) with
respect to transactions entered into by the Conagani1l998 following defaults on insured bondsessby AHERF.

The terms of the settlements, under which the Comeganeither admit nor deny wrongdoing, include:

» A restatement, which was completed and reportédBihA’s third quarter 2005 earnings release, of @@mmpany’s GAAP and statutory
financial results for 1998 and subsequent yeastaelto the agreements with AXA Re Finance S.A.Modnchener
Rueckversicherungs-Gesellshaft, as discussed ite“RioRestatement Of Consolidated Financial Statéshén the Notes to
Consolidated Financial Statements of MBIA Inc. &ubsidiaries included in the Company’s Annual ReporForm 10-K for the fiscal
year ended December 31, 2005 (‘2005 10-K") in Part Il, Item 8 and “Restatement@dnsolidated Financial Statements” in
Managemer's Discussion and Analysis of Financial Conditiod &esults of Operations in Part Il, Iltem 7 in t@92 1(-K;

» Payment of penalties and disgorgement totalingrifiton, of which $60 million will be distributecbtMBIA shareholders pursuant to
the Fair Fund provisions of the Sarbanes-Oxleycdh@002 and $15 million will be paid to the StafeNew York. MBIA accounted for
the $75 million in penalties and disgorgement akarge in the third quarter of 20(

» The Compani€ consent to a cease and desist order with respéafute violations of securities law

» Areport by the Company’s independent auditors;é®vaterhouseCoopers, to MBIA's Board of Directting, SEC staff, the NYAG and
the NYSID concerning the Compé's accounting for and disclosure of advisory feabtar assets of certain conduits; i

» Retention of an Independent Consultant to reviesvraport to the SEC, the NYAG and the NYSID onéhaluation previously
undertaken at the direction of the Audit Commitéd1BIA’s Board of Directors by Promontory Finankfaroup LLC of the
Company’s controls, policies and procedures wigipeet to compliance, internal audit, governansé, management and records
management; the Company’s implementation of Proargist recommendations; the Company’s accountingfat disclosure of its
investment in Capital Asset Holdings GP, Inc.; #melCompany’s accounting for and disclosure oéxggosure to the US Airways 1998-
1 Repackaging Trust and any other transaction ictwthe Company paid or acquired all or substdgtel of an issue of insured
securities other than as a result of a claim utfieerelated policy

The foregoing summary description of the termdefdettlements is qualified in its entirety by refece to Exhibits 10.82-10.85 to the
Company’s Annual Report on Form 10-K for the fispahr ended December 31, 2006.

On July 25, 2007, the Company announced that theplendent Consultant retained by the Company inexiion with the regulatory
settlements completed his review. The Independens@tant concluded that MBIA's accounting and ltisares concerning these matters
were consistent with GAAP and the federal secwritsvs. The Independent Consultant also reportétet&EC, the NYAG and the NYSID
on the evaluation previously undertaken at thectiva of the Audit Committee of MBIA’s board of dittors by Promontory Financial Group
LLC. Promontory’s review included a comprehensigsessment of the Company’s compliance organizatidnmonitoring systems, internal
audit functions, governance process and other @snincluding risk
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management and records management policies andduwn@s. The Independent Consultant examined thgrdesPromontory’s review and
the Company’s implementation of Promontory’s recandations. The Independent Consultant found thiit the Promontory review and
MBIA’s implementation of Promontory’s recommendasowere reasonable and concluded that no furtherggs or improvements to
MBIA'’s policies and procedures were necessary toeae best practices.

The Independent Consultant reported his findingb@dSEC, the NYAG and the NYSID, and to MBIA’s bobaf directors. The regulatory
agencies have now completed their review of thepeddent Consultant’s report. The Company doesxpact any further enforcement
actions in connection with the matters coveredhgylhdependent Consultant’s report.

The Company was named as a defendant in privatgies actions consolidated bsre MBIA Inc. Securities Litigation ; (Case No. 05 CV
03514(LLS); S.D.N.Y.) (filed October 3, 2005). JobaV. Brown, the Company’s former Chairman and €Biecutive Officer, Gary C.
Dunton, the Company’s Chief Executive Officer, Notds Ferreri, the Compars/former Chief Financial Officer, Neil G. Budnidirmerly a
Vice President of the Company and the CompanytséorChief Financial Officer and Douglas C. Hamilttme Company’s Controller were
also named as defendants in the suit, as were fa@merman and Chief Executive Officer David H.i&H and former Executive Vice
President, Chief Financial Officer and Treasurdiette S. Tehrani. The plaintiffs asserted claimder Section 10(b) of the Securities
Exchange Act of 1934 (the “Exchange Act”), Rule B)promulgated thereunder, and Section 20(a) oEttehange Act. The lead plaintiffs
purport to be acting as representatives for a dassisting of purchasers of the Company’s stogkndithe period from August 5, 2003 to
March 30, 2005 (the “Class Period”). The allegatiocontained in the lawsuit included, among othigh violations of the federal securities
laws arising out of the Company’s allegedly falad anisleading statements about its financial céonlidnd the nature of the arrangements
entered into by MBIA Corp. in connection with th&lBRF loss, and about the effectiveness of the Cogipanternal controls. The plaintiffs
alleged that, as a result of these misleadingratés or omissions, the Company’s stock tradediéitally inflated prices throughout the
Class Period.

The defendants, including the Company, filed matitmdismiss this lawsuit on various grounds. Oor&ary 13, 2007, the Court granted
those motions, and dismissed the lawsuit in itgeyt on the grounds that these claims are bayetthe applicable statute of limitations. The
Court did not reach the other grounds for dismiasgiied by the Company and the other defendanésplEintiffs filed a notice of appeal on
March 14, 2007. The Company does not expect theome of the private securities litigation to havaaterial adverse affect on its financial
condition, although the outcome is uncertain an@ssurance can be given that the Company will ufé¢sa loss.

Certain current and former officers of the Compang certain members of the Company’s Board of Borsovere named as defendants in a
shareholder derivative action filed in the SupreDoairt of New York, Westchester County on Novemhet(5:Robert Purvis, Derivatively

on Behalf of Nominal Defendant MBIA, Inc. v. Joseph W. Brown, Neil G. Budnick, C. Edward Chaplin, David C. Clapp, Clifford D. Corso,

Gary C. Dunton, Claire L. Gaudiani, Daniel P. Kearney, Laurence H. Meyer, Debra J. Perry, John A. Rolls, and Ruth M. Whaley (Case

No. 20099-05) (the “Purvis Litigation”). The plaintiff asserted claims for the benefit & thompany to redress injuries suffered by the
Company as a result of alleged breaches of fidyciaties by the named defendants in connection thghCompany’s accounting for certain
transactions, including the AHERF loss. In addititthre plaintiff alleged that the officer defendawisre unjustly enriched as a result of such
alleged breach. The lawsuit was dismissed on Deeefily 2006, pursuant to court order and an agneeameong all parties.

Certain current and former officers of the Compang certain current and former members of the Coyip&8oard of Directors have been
named as defendants in a shareholder derivatii@ndded in the United States District Court, Soertn District of New York, on April 24,
2006:J. Robert Orton Jr., Derivatively on Behalf of Nominal Defendant MBI A, Inc. v. Joseph (Jay) W. Brown, Gary C. Dunton, Neil G.
Budnick, Nicholas Ferreri, Douglas C. Hamilton, Juliette S. Tehrani, Richard L. Weill, David H. Elliott, Claire L. Gaudiani, Daniel P.

Kearney, David C. Clapp, John A. Rolls, C. Edward Chaplin, Debra J. Perry, Laurence Meyer, Jeffrey W. Yabuki, Pierre-Henri Richard,
William H. Gray 11, Freda S Johnson and James A. Lebenthal (Case No. 06 CV 3146) (the “Orton Litigation”). The plaintiff asserts claims
for the benefit of the Company to redress injusefered by the Company as a result of allegeddhessof fiduciary duties, insider trading,
abuse of control, gross mismanagement, waste pbcate assets, unjust enrichment and violationbeSarbanes-Oxley Act of 2002 by
some or all of the named defendants in connectitimalleged false statements in the Company’s fir@rstatements arising from improper
accounting for certain transactions, including agrents to reinsure the AHERF loss. The lawsuitseglief on behalf of the Company that
includes disgorgement of certain compensation gaatd such officers, unspecified damages, resiitutf profits and compensation, legal
costs, an order directing the Company to implengerthin governance procedures and other equitatis.r
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A Special Litigation Committee of three independeinéctors of MBIA Inc. has determined after a gdaith and reasonable investigation
pursuit of the Orton Litigation is not in the basterests of MBIA and its shareholders, and hasadde dismiss the action. The lawsuit was
dismissed on September 18, 2007, pursuant to codet and an agreement among all parties.

There are no other material lawsuits pending othédknowledge of the Company, threatened, to wtiiehlCompany or any of its subsidiaries
is a party.

ltem 1A. Risk Factors

There have been no material changes in the Compaisi’ factors during the nine months ended Sep2e®d®, 2007. For additional
information on risk factors, refer to Part I, ItdrA, “Risk Factors” of the Company’s Form 10-K ftwetyear ended December 31, 2006.

Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds

On February 1, 2007, the Company’s Board of Dinectuthorized the repurchase of common stock @i taillion under a new share
repurchase program, which superseded the previaushorized program. For the three months endeteBdger 30, 2007, the Company
repurchased 1.0 million shares under the prograan alverage price of $61.23 per share. As of Sdpes0, 2007, the Company repurchz
10.0 million shares under the program at an avepaige of $66.30 per share. The Company'’s abitityeipurchase common stock is largely
dependent on the amount of dividends paid by MBtA&pCto MBIA Inc. Repurchases of common stock wédlmade from time to time in the
open market or in private transactions as permlitesecurities laws and other legal requirements.

In the third quarter of 2007, the Company decigesluspend share repurchases under the prograghtroficoncerns and uncertainties
regarding the housing markets, the structured fiea®ctor and the U.S. economy as well as improneie the Company’s new business
opportunities. The Company may reevaluate thissitatifrom time to time and resume share repurchabes it deems appropriate.

The table below sets forth repurchases made bgdmepany in each month during the third quarterGsf72

Maximum Amount
Total Amount

Purchased as That May Yet Be
Total Number of Average Price Part of Publicly Purchased
Month Shares Purchased (: Paid Per Shar¢ Announced Plan (2 Under the Plan
July 979,50( $ 61.2¢ $ 59,970,48 $ 340,055,89
August 205,58 $ 62.4¢ $ — $ 340,055,89

Septembe 27,33: $ 62.1¢ $ — $ 340,055,89

(1) 232,918 shares were repurchased by the Compamsetiting awards under the Comp’s lon¢-term incentive plan
(2) Repurchased pursuant to the stock repurchase ptaarezed by the Compa’s board of directors in 200

Item 3. Defaults Upon Senior Securitie:

None

Item 4. Submission of Matters to a Vote of Security Holder:
None

Item 5. Other Information

None
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SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned thereunto duly authorized.

MBIA INC.
Registran

Date: November 9, 2007 /s/ C. Edward Chaplin

C. Edward Chaplit
Chief Financial Officel

Date: November 9, 2007 /s/ Douglas C. Hamilton
Douglas C. Hamiltol
Controller
(Principal Accounting Officer
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Exhibit 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Gary C. Dunton, certify that:

1.

I have reviewed the Quarterly Report of MBIA Ifihe “Company”) on Form 10-Q for the period empgdBeptember 30, 2007 as filed
with the Securities and Exchange Commission ord#tte hereof (th*Repor”);

Based on my knowledge, this Report does notagom@iny untrue statement of a material fact or aengitate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this Repo

Based on my knowledge, the financial statememid,other financial information included in thisgrt, fairly present in all material
respects the financial condition, results of operatand cash flows of the Company as of, anclierperiods presented in this Rep

The Company'’s other certifying officers ande agsponsible for establishing and maintainingldgae controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @efined in Exchange Act Rules
13e15(f) and 15-15(f)) for the Company and havx

(a) designed such disclosure controls and procsdareaused such disclosure controls and procedortge designed under our
supervision, to ensure that material informatidatieg to the Company, including its consolidatetsdiaries, is made known to
us by others within those entities, particularlyidg the period in which this Report is being pregh

(b) designed such internal control over finanagglarting, or caused such internal control overrfaial reporting to be designed under

our supervision, to provide reasonable assuram@ading the reliability of financial reporting attte preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting princip

(c) evaluated the effectiveness of the Compsuaisclosure controls and procedures and preséntbis Report our conclusions ab
the effectiveness of the disclosure controls andgutures, as of the end of the period coveredibyRéport based on such
evaluation; ant

(d) disclosed in this Report that there were naglea in the Company’s internal control over finahogporting that occurred during
the Company’s third quarter of 2007 that has mallgraffected, or is reasonably likely to mategadffect, the Companyg’interna
control over financial reporting; ar

The Company'’s other certifying officers and Vdalisclosed, based on our most recent evaluafiorieznal control over financial
reporting, to the Compa’s auditors and to the audit committee of the bo&rdirectors:

(a) all significant deficiencies and material weegses in the design or operation of internal cootrer financial reporting which are
reasonably likely to adversely affect the Comy’s ability to record, process, summarize and refgmahcial information; ant

(b) any fraud, whether or not material, that inesmanagement or other employees who have a si@gmifiole in the Company’s
internal control over financial reportin

/s/ Gary C. Dunton

Gary C. Duntor
Chief Executive Officer
November 9, 200



Exhibit 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, C. Edward Chaplin, certify that:

1.

I have reviewed the Quarterly Report of MBIA Ifihe “Company”) on Form 10-Q for the period empBeptember 30, 2007 as
filed with the Securities and Exchange Commissioithe date hereof (tt*Repor”);

Based on my knowledge, this Report does notagom@iny untrue statement of a material fact or amgttate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this Ref

Based on my knowledge, the financial statememid,other financial information included in thisgrt, fairly present in all
material respects the financial condition, resofteperations and cash flows of the Company aaraf,for, the periods presented
in this Report

The Company’s other certifying officers ande aesponsible for establishing and maintainingld&ae controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Bd)) and internal control over financial repogti(as defined in Exchange
Act Rules 13-15(f) and 15-15(f)) for the Company and hav

(@) designed such disclosure controls and procedarecaused such disclosure controls and procedaoitee designed under
our supervision, to ensure that material informatielating to the Company, including its consol@hsubsidiaries, is made
known to us by others within those entities, pattdy during the period in which this Report isrgeprepared

(b)  designed such internal control over finanagglarting, or caused such internal control overrfaial reporting to be
designed under our supervision, to provide readerasurance regarding the reliability of financegorting and the
preparation of financial statements for externappsges in accordance with generally accepted atioguprinciples;

(©) evaluated the effectiveness of the Companyssldsure controls and procedures and presentéisiiReport our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by this
Report based on such evaluation;

(d) disclosed in this Report that there were nangka in the Company’s internal control over finahogporting that occurred
during the Company’s third quarter of 2007 that imaserially affected, or is reasonably likely toterally affect, the
Compan’s internal control over financial reporting; &

The Company'’s other certifying officers and Vdalisclosed, based on our most recent evaluafiorieznal control over financial
reporting, to the Compa’s auditors and to the audit committee of the boérirectors:

(@) all significant deficiencies and material weagses in the design or operation of internal cboirer financial reporting
which are reasonably likely to adversely affect@mmpany’s ability to record, process, summarizk raport financial
information; anc

(b) any fraud, whether or not material, that ines\management or other employees who have a sigmifiole in the
Compan’s internal control over financial reportir

/s/ C. Edward Chaplin

C. Edward Chaplit
Chief Financial Officer
November 9, 200



Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of MBIA Inghe “Company”) on Form 10-Q for the period empBeptember 30, 2007 as filed with
the Securities and Exchange Commission on thelgaof (the “Report”), I, Gary C. Dunton, Chief Exi#ive Officer of the Company,
certify, pursuant to 18 U.S.C. § 1350, as adoptedyant to § 906 of the Sarbanes-Oxley Act of 20i@&;

(1) The Report fully complies with the requirementseéttion 13(a) or 15(d) of the Securities Exchangeof 1934; anc

(2) The information contained in the Report faphesents, in all material respects, the finan@alition and result of operations of the
Company

/sl Gary C. Dunton
Gary C. Duntor

Chief Executive Officer
November 9, 200




Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of MBIA Inghe “Company”) on Form 10-Q for the period empBeptember 30, 2007 as filed with
the Securities and Exchange Commission on thelgatof (the “Report”), |, C. Edward Chaplin, Chighancial Officer of the Company,
certify, pursuant to 18 U.S.C. § 1350, as adoptedyant to § 906 of the Sarbanes-Oxley Act of 20i@&;

(1) The Report fully complies with the requirementseéttion 13(a) or 15(d) of the Securities Exchangeof 1934; anc

(2) The information contained in the Report faphesents, in all material respects, the finan@alition and result of operations of the
Company

/s/ C. Edward Chaplin
C. Edward Chaplit
Chief Financial Officer
November 9, 200




Exhibit 99.1

MBIA INSURANCE CORPORATION
AND SUBSIDIARIES

CONSOLIDATED FINANCIAL STATEMENTS
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MBIA INSURANCE CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS (Unaudited)
(In thousands except per share amounts)

Assets
Investments
Fixed maturity securities held as available foesat fair value (amortized cost $8,215,638 and
$8,360,736
Fixec-maturity securities pledged as collateral, at¥alue (amortized cost $437,560 and $449,:
Investments he-to-maturity, at amortized cost (which approximates ¥aiue)
Shor-term investments, at amortized cost (which apprexés fair value
Other investment
Total investment
Cash and cash equivalel
Securities purchased under agreements to 1
Accrued investment incor
Deferred acquisition cos
Prepaid reinsurance premiul
Reinsurance recoverable on unpaid lo:
Goodwill
Property and equipment, at cost (less accumulaprtediation of $106,419 and $103,3
Receivable for investments sc
Derivative asset
Other asset
Total assets

Liabilities and Shareholder's Equity
Liabilities:
Deferred premium revent
Loss and loss adjustment expense rese
Securities sold under agreements to repurc
Variable interest entity floating rate no
Shor-term debi
Deferred income taxes, n
Deferred fee revent
Payable for investments purchas
Derivative liabilities
Other liabilities

Total liabilities

Commitments and contingencies (See Note
Shareholder's Equit
Preferred stock, par value $1,000 per share; aatthshare—4,000.08, issued and outstanc—none
Common stock, par value $150 per share; authorigeded and outstandi—100,000 share
Additional paic-in capital
Retained earning
Accumulated other comprehensive income, (net ofrdedl income tax of $85,119 and $101,2
Total shareholder's equity

Total liabilities and shareholder's equity

September 30, December 31,
2007 2006
$ 8,403,33' $ 8,606,67!
432,85: 444 ,89¢
1,343,47 1,400,59
1,107,39: 957,21
89,95; 90,32:
11,377,01 11,499,69
132,30: 181,33(
390,06t 286,27¢
129,92: 137,02:
466,92 449,55¢
331,03¢ 363,14(
50,67: 46,94
76,93¢ 76,93¢
96,18¢ 98,47(
1,12¢ 12,10:
152,92¢ 29,46¢
194,95! 226,85!
$13,400,06 $13,407,79
$ 3,117,69° $ 3,129,62I
545,07¢ 537,03
390,06t 286,27¢
1,372,471 1,451,92
13,38: 40,89¢
306,34! 403,86!
12,14t 11,97:
15,67: 266,06
506,82: 25,99:
162,70¢ 195,75(
6,442,38  6,349,40.
15,00( 15,00(
1,703,01 1,690,92.
5,066,51! 5,164,57;
173,14¢ 187,89¢
6,957,68. 7,058,39;
$13,400,06 $13,407,79

The accompanying notes are an integral part of¢insolidated financial statements.
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MBIA INSURANCE CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME (Unaudited)

(In thousands)

Revenues
Gross premiums writte
Ceded premium
Net premiums writtel
(Increase) decrease in deferred premium rev
Premiums earned (net of ceded premiums of $32&80441, $109,341 and
$116,435
Net investment incom
Net realized gains (losse
Net gains (losses) on financial instruments atvalue and foreign exchan
Fees and reimbursemeil
Other
Total revenue
Expenses
Losses and loss adjustm
Amortization of deferred acquisition co:
Operating
Interest expens
Total expense
Income (loss) from continuing operations beforeme taxe:
Provision (benefit) for income tax
Income (loss) from continuing operatic
Equity in net income (loss) of subsidiar
Net income (loss) from discontinued operations,aiieax

Net income (loss

Three months ended

Nine months ended

September 30 September 30

2007 2006 2007 2006
$ 255,14 $207,52: $731,38. $ 646,83t
(26,02) (28,43) (77,23 (84,435
229,12! 179,09( 654,14¢ 562,40:
(21,88)  36,60¢ (8,017) 85,96¢
207,24 215,69¢ 646,13t 648,36¢
141,22! 159,46( 424,71¢ 429,64(
6,85¢ 3,94( 35,64 11,80¢
(342,110  (6,111)  (358,42) (4,967)
4,79( 16,95¢ 19,41: 28,96¢
1 281 10 99t
18,00 390,22! 767,49t 1,114,81
22,20: 20,41« 63,65¢ 60,83t
16,05 16,77« 50,11 50,16:
23,70¢ 35,94( 87,73: 103,29!
19,51« 22,22 61,96 53,92¢
81,47¢ 95,35: 263,46. 268,22(
(63,47) 294,87. 504,03¢ 846,59’
(41,50) 80,79  102,12¢ 230,73
(21,970 214,07¢ 401,90¢! 615,85¢
5) (18) 39 27
— — — 1,27
$ (21,97Y) $214,06( $401,94.- $ 617,10!

The accompanying notes are an integral part of¢insolidated financial statements.
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MBIA INSURANCE CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDER'S EQUITY (Unaudited)
For the nine months ended September 30, 2007
(In thousands except per share amounts)

Balance, December 31, 20

Comprehensive incom

Net income
Other comprehensive income (los
Change in unrealized appreciation of investn
net of change in deferred income taxes of
$(18,808)
Change in foreign currency translation net of
change in deferred income taxes of $2,

Other comprehensive income (lo:

Comprehensive income (los
Dividends declared (per common share $5,00(
Stocl-based compensatic

Balance, September 30, 2C

Disclosure of reclassification amou

Change in unrealized appreciation of investments
arising during the period, net of tax
Reclassification adjustment, net of ta:

Change in net unrealized appreciation, net of t

Accumulated

Common Stock Additional Other Total
Paid-in Retained Comprehensive Shareholder's
Shares Amount Capital Earnings Income (Loss) Equity
100,00( $15,00C $1,690,92. $5,164,57. $ 187,89t $7,058,39
— — — 401,94- — 401,94
— — — — (36,71%) (36,719
— — — — 21,97 21,97
(14,74)
387,19°
— — — (500,000 — (500,000
— — 12,09: — — 12,09:
100,00( $15,00C $1,703,011 $5,066,511 $ 173,14¢ $6,957,68
2007
$(23,449)
(13,269
$(36,719)

The accompanying notes are an integral part ofdmsolidated financial statements.
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MBIA INSURANCE CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)
(In thousands)

Cash flows from operating activities of continuingoperations:
Net income
Income from discontinued operations, net of
Net income from continuing operatio

Adjustments to reconcile net income to net caskigeal by operating activitie:

Decrease (increase) in accrued investment inc

Increase in deferred acquisition cc

Decrease in prepaid reinsurance premi

Decrease in deferred premium reve

Increase in loss and loss adjustment expense e
(Increase) decrease in reinsurance recoverablapeidilosse
Depreciatior

Decrease in salvage and subroga

Amortization of bond discount, n

Net realized (gains) losses on investmi

Current income tax (benefit) provisii

Deferred income tax (benefit) provisi

Net losses on financial instruments at fair valoné foreign exchang
Stock option compensatic

Other, ne

Total adjustments to net incor

Net cash provided by operating activities of comitig operation:

Cash flows from investing activities of continuingoperations:
Purchase of fixe-maturity securitie:
Sale of fixe-maturity securitie:
Redemption of fixe-maturity securitie:
(Purchase) sale of sh-term investments, ni
(Purchase) sale of other investments,
Redemption (purchase) of h-to-maturity investment
Decrease (increase) in receivable for investmegits
Decrease in payable for investments purchi
Capital expenditure
Disposals of capital asse
Other, investing
Net cash used by investing activities of continudpgration:s

Cash flows from financing activities of continuingoperations:
Net repayment of shc-term debt
Issuance of variable interest entity floating nadeées
Principal paydown of variable interest entity fiogtrate note:
Other borrowings and depos
Capital issuance cos
Dividends paic
Net cash used by financing activities of continuipgration:s
Discontinued operations:
Net cash used by operating activit
Net cash used by discontinued operati

Net (decrease) increase in cash and cash equis
Cash and cash equivale—beginning of periot

Cash and cash equivale—end of perioc

Supplemental cash flow disclosures
Income taxes pai
Interest paid
Other borrowings and depos
Variable interest entity floating rate no
Non cash items
Stock compensatia

Nine months ended
September 30

The accompanying notes are an integral part of¢insolidated financial statements.

2007 2006
$ 40194  $ 617,10
— (1,279
401,94 615,83
7,09¢ (2,942)
(17,37) (10,537
32,10¢ 34,15:
(11,929 (100,78;)
8,04z 4,127
(3,737) 11,96:
6,49/ 7,58¢
59,96¢ 47 53(
10,39: 15,44¢
(35,64 (11,806
(5,55€) 19,88"
(81,857 26
358,42 4,96:
5,30z 8,76t
(39,026 73,96
292,71 102,33
694,66. 718,16t
(2,125,20) (2,587,31)
1,955,40! 1,676,12!
44,38: 318,91
(78,319 93,77¢
(224) 204,48:
57,11 (152,32
267,00: (1,442)
(250,39() (37,139
(4,187) (7,05¢)

2 P
1,061 3,011
(133,35() (488,96))
(27,515 (17,847
— 300,00(
(77,08%) (107,05
(1,997) (5,799)
(3,749) (1,727)
(500,00() (339,00()
(610,34) (171,42
— (531)
— (531)
(49,029 57,24¢
181,33 115,25:
$ 13230. $ 172,49
$ 192,91 $ 152,93
$ 284 $  2,35¢
$ 54,87¢ $ 39,87
$ 530 $ 876"






MBIA INSURANCE CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1: Basis of Presentati

The accompanying consolidated financial statemamgsinaudited and include the accounts of MBIA lasae Corporation and its wholly
owned subsidiaries (“MBIA Corp.”), as well as ather entities in which MBIA Corp. has a controllifigancial interest. These statements do
not include all of the information and disclosuregquired by accounting principles generally acogjntethe Unites States of America
(“GAAP"). These statements should be read in coetjon with MBIA Corp.’s consolidated financial stmtents and notes thereto for the year
ended December 31, 2006. The accompanying consadidiaancial statements have not been auditechbigdependent registered public
accounting firm in accordance with the standardhefPublic Company Accounting Oversight Board (ethiStates), but in the opinion of
management such financial statements include plsadents, consisting only of normal recurring atijuents, necessary for a fair statement
of MBIA Corp.’s financial position and results gberations.

The results of operations for the nine months er@atember 30, 2007 may not be indicative of tkalte that may be expected for the year
ending December 31, 2007. The December 31, 20@hbtalsheet was derived from audited financial statgs, but does not include all
disclosures required by GAAP. Certain amounts lmseen reclassified in prior years’ financial statetsgo conform to the current
presentation. This includes the reclassificatioarabunts related to MBIA Corp.’s discontinued opierss, which had no effect on net
income, total assets, total liabilities or shardkeok equity as previously reported.

NOTE 2: Significant Accounting Policie

MBIA Corp. has disclosed its significant accountpuicies in “Note 2: Significant Accounting Polss” in the Notes to Consolidated
Financial Statements included in Exhibit 99.1 to MBnc.’s Annual Report on Form 10-K for the fisgaar ended December 31, 2006. The
following significant accounting policy provides apdate to that included under the same capti@xinbit 99.1 to MBIA Inc.’s Annual
Report on Form 10-K.

I nvestments

MBIA Corp. classifies its fixed-maturity investmerds either available-for-sale or held-to-matuity defined by Statement of Financial
Accounting Standards No. (“SFAS”) 115, “Accountifog Certain Investments in Debt and Equity Secesiti Available-for-sale investments
are reported in the consolidated balance sheéasr alue, with unrealized gains and losses, heeterred taxes, reflected in accumulated
other comprehensive income in shareholder’s eqBitynd discounts and premiums are amortized usiag@tfective yield method over the
remaining term of the securities. For bonds puretiag a price above par value that also have eatilifes, premiums are amortized to the call
date that produces the lowest yield. For mortgaggkéd and asset-backed securities, discounts antyms are adjusted quarterly for the
effects of actual and expected prepayments onr@spaictive basis. For pre-refunded bonds, the mngaterm is determined based on the
contractual refunding date. Investment incomedsmed as earned. Realized gains or losses omlihefsinvestments are determined by
utilizing the first-in, first-out method to idenyithe investments sold and are included as a sepesenponent of revenues.

Held-to-maturity investments consist of floatingeraote securities. These investments are reportiw financial statements at amortized
cost. Discounts and premiums are amortized usiagttective yield method over the remaining ternthef securities. Investment income is
recorded as earned.

Short-term investments are carried at amortizet] edsch approximates fair value, and include idé-maturity securities with a remaining
effective term to maturity of less than one year.

Other investments include MBIA Corp.’s intereskeiuity-oriented and equity-method investments.ceoadance with SFAS 115, MBIA
Corp. records its share of the unrealized gaind@sges on equity-oriented investments, net ofiegiple deferred income taxes, in
accumulated other comprehensive income in sharehisldquity when it does not have a controllingfinial interest in or exert significant
influence over an entity (generally a voting instref less than 20%).

When MBIA Corp. does not have a controlling finadnterest in an entity but exerts significantuehce over the entity’s operating and
financial policies (generally a voting interesta®f to 50%) and has an investment in common stoskifistance common stock, MBIA
Corp. accounts for its investments in accordandtk thie equity method of accounting prescribed bgddmting Principles Board Opinion N
(“APB”) 18, “The Equity Method of Accounting for U@stments in Common Stock.” The carrying amounisoofity method investments are
initially recorded at cost and adjusted to recogmtBIA Corp.’'s share of the profits or losses, net of any im@many gains and losses, of
investees subsequent to the purchase date. Sufls pral losses are recorded within net investrimerdme in the consolidated statements of
income. Dividends are applied as a reduction ottdreying amount of equity method investments.
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MBIA INSURANCE CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

MBIA Corp. regularly monitors its investments in st fair value is less than amortized cost in otdesissess whether such a decline in v

is other than temporary. In assessing whether indgo value is other than temporary, MBIA Corpneiders several factors, including but
not limited to (a) the magnitude and duration @ tlecline and (b) the reasons for the decline, asatredit rating downgrades, issseecific
changes in credit spreads, and the financial cimmddf the issuer. Based on this assessment, ifAMBdrp. believes that either (a) the
investment’s fair value will not recover to an ambaqual to its amortized cost or (b) MBIA Corpedmot have the ability and intent to hold
the investment to maturity or until the fair valeeovers to an amount at least equal to amortiast it will consider the decline in value to
be other than temporary. If MBIA Corp. determinleatta decline in the value of an investment is roth&n temporary, the investment is
written down to its fair value and a realized lgssecorded in net income.

NOTE 3: Recent Accounting Pronounceme
Recently Adopted Accounting Standards

In July 2006, the Financial Accounting Standardamfiq“FASB”) issued FASB Interpretation No. (“FIN48, “Accounting for Uncertainty i
Income Taxes — an Interpretation of FASB Stateri®8t” FIN 48 requires that MBIA Corp. determine \ler a tax position is more likely
than not to be sustained upon examination, inclydasolution of any related appeals or litigatioogesses, based on the technical merits of
the position. Once it is determined that a positieeets this recognition threshold, the positiomé&asured to determine the amount of benefit
to be recognized in the financial statements. FBNwo provides guidance on the derecognitionsiflaation and disclosure of tax positions.
MBIA Corp. adopted the provisions of FIN 48 on Jarnyl, 2007. The adoption of FIN 48 did not haweaterial impact on MBIA Corp.’s
financial statements. See “Note 9: Income TaxesUfsclosures required by FIN 48.

In February 2006, the FASB issued SFAS 155, “Actiogrfor Certain Hybrid Financial Instruments,” whiamends SFAS 133Atcounting
for Derivative Instruments and Hedging Activitiesid SFAS 140, “Accounting for Transfers and Sengaif Financial Assets and
Extinguishments of Liabilities.” SFAS 155 permits entity to measure at fair value any financiatringent that contains an embedded
derivative that would otherwise require bifurcatidine fair value designation may be applied omatriment-by-instrument basis; however,
the election to apply fair value accounting isvoeable. For MBIA Corp., SFAS 155 was effective tioose financial instruments acquired or
issued on or after January 1, 2007. The adopti@F#S 155 did not have a material effect on MBIA|C® financial statements.

Standards to be Adopted in Future Periods

In June 2007, the FASB ratified the consensus eshbly the Emerging Issues Task Force (“EITF”) auésNo. 06-11, “Accounting for
Income Tax Benefits of Dividends on Share-Basediay Awards.” EITF Issue No. 06-11 requires thatttx benefit with respect to
dividends or dividend equivalents for neasted restricted shares or restricted share thatsare paid to employees be recorded as an b&
to additional paid-in capital. MBIA Corp. currentigcords such tax benefit as a reduction of inctarexpense. EITF Issue No. 06-11 is to
be applied prospectively for tax benefits on divide declared in fiscal years beginning after Deaamib, 2007, with early adoption
permitted. MBIA Corp. expects to adopt the provisi@f EITF Issue No. 06-11 in the fourth quarte2@®7 and believes that the adoption of
EITF Issue No. 06-11 will not have a material impae its financial statements.

In April 2007, the FASB issued FASB Staff PositidRSP”) FIN 39-1, “Amendment of FASB Interpretatitvo. 39.” FSP FIN 3% permits ¢
reporting entity that is a party to a master ngtigreement to offset fair value amounts recogniiaethe right to reclaim cash collateral or
the obligation to return cash collateral againstWalue amounts recognized for derivative instraisghat have been offset under the same
master netting agreement. FSP FIN 39-1 is effedtiwéiscal years beginning after November 15, 2864d is required to be applied
retrospectively for all financial statements prasdrunless it is impracticable to do so. MBIA Cdgpcurrently evaluating the impact of
adopting FSP FIN 39-1 on its financial statements.
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On April 18, 2007, the FASB issued an Exposure Qf&D") entitled “Accounting for Financial Guarasg Insurance Contracts”, an
interpretation of SFAS 60, “Accounting and Repagthy Insurance Enterprisesihe ED clarifies how SFAS 60 applies to financiahgantes
insurance contracts issued by insurance enterpite#sding the methodologies to account for preamievenue and claim liabilities, as well
as related disclosures. The proposals containdtiiD are not considered final accounting guidamdé the FASB completes its due
process procedures and issues a final statemeitt) whuld differ from the ED. Under the ED, MBIA €o would be required to recognize
premium revenue only in proportion to contractumympents (principal and interest) made by the isefihve insured financial obligation. The
proposed recognition approach for a claim liabiityuld require MBIA Corp. to recognize a claim liilg when there is an expectation that a
claim loss will exceed the unearned premium revedhahility) on a policy basis based on the presaxitie of expected cash flows.
Additionally, the ED would require MBIA Corp. tog@ride expanded disclosures relating to factorsctiffg the recognition and measurement
of financial guarantee contracts.

Following a 60 day comment period, the FASB hettissussion forum with interested parties in Sepena®07 and plans to begin
redeliberations of the ED in the fourth quarte2067. The final statement is expected to be isgudtk first quarter of 2008. The cumulative
effect of initially applying the final statementlisbe recorded as an adjustment to the openingibalaf retained earnings for that fiscal year.
MBIA Corp. is in the process of evaluating how #xposure draft will impact its financial statemeat&l has provided comments on the ED
to the FASB. Until final guidance is issued by #%&SB and is effective, MBIA Corp. will continue &pply its existing policies with respect
to the establishment of both case basis and uréddoss reserves and the recognition of premawarue. A further description of MBIA
Corp.’s loss reserving and premium recognitiongie$ are included in “Note 2: Significant AccoumgtiRolicies”in the Notes to Consolidat:
Financial Statements included in MBIA Corp.’s cdidated financial statements for the year endededdser 31, 2006.

In February 2007, the FASB issued SFAS 159, “Thie Value Option for Financial Assets and Finantimbilities.” SFAS 159 provides

MBIA Corp. an irrevocable option to measure eligifihancial assets and liabilities at fair valuéhvehanges in fair value recorded in
earnings, that otherwise are not permitted to lsewated for at fair value under other accountigaards. The option is applied, on a
contract-by-contract basis, to an entire contradtraot only to specific risks, specific cash flowrsother portions of that contract. Upfront
costs and fees related to a contract for whicHahesalue option is elected shall be recognizedamings as incurred and not deferred. SFAS
159 also establishes presentation and disclosqtéreenents designed to facilitate comparisons betvemmpanies that choose different
measurement attributes for similar types of assedsliabilities. SFAS 159 is effective for fiscaars beginning after November 15, 2007.
MBIA Corp. is currently evaluating the provisionSRFAS 159 and their potential impact on its finahstatements. MBIA Corp. will adopt
the provisions of SFAS 159 beginning January 18200

In September 2006, the FASB issued SFAS 157, ‘Walne Measurements.” SFAS 157 defines fair valuaresxit price, representing the
amount that would be received to sell an asseainr fp transfer a liability in an orderly transactibetween market participants. SFAS 157
requires that fair value measurement reflect tisermptions market participants would use in pric@ngasset or liability based on best
information available. Assumptions include the sigkherent in a particular valuation technique Ksas a pricing model) and/or the risks
inherent in the inputs to the model. SFAS 157 aladfies that an issuer’s credit standing showddcbnsidered when measuring liabilities at
fair value. SFAS 157 establishes a fair value ha@mathat prioritizes the inputs to valuation teiclues used to measure fair value. The
hierarchy gives the highest priority to unadjustedted prices in active markets for identical asaed liabilities (level 1 measurement) and
the lowest priority to unobservable inputs (levehB8asurements). SFAS 157 is effective for finarstialements issued for fiscal years
beginning after November 15, 2007. MBIA Corp. isreatly evaluating the provisions of SFAS 157 dmeiit potential impact on its financial
statements. MBIA Corp. will adopt the provisionsSFHAS 157 beginning January 1, 2008.

NOTE 4: Dividends Declare
Dividends declared and paid by MBIA Corp. during tine months ended September 30, 2007 were $300mi
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NOTE 5: Variable Interest Entitie

MBIA Corp. provides credit enhancement servicegladal finance clients through third-party spegatpose vehicles (“SPVs”), which are
used in a variety of structures insured by MBIA ©dvIBIA Corp. has determined that such SPVs fathimi the definition of a variable
interest entity (“VIE”) under FIN 46(R), “Consolitlan of Variable Interest Entities.” Under the pigions of FIN 46(R), an entity is
considered a VIE subject to possible consolidafitime equity investment at risk is not sufficigatpermit the entity to finance its activities
without additional subordinated financial supparifahe equity investors lack one of three chagdstics of a controlling financial interest.
First, the equity investors lack the ability to readecisions about the entity’s activities througking rights or similar rights. Second, they do
not bear the obligation to absorb the expectedekes$the entity if they occur. Lastly, they do nlatim the right to receive expected return
the entity if they occur, which is the compensafionthe risk of absorbing the expected losses.|B i¢ consolidated with its primary
beneficiary, which is the entity that will absoh®tmajority of the expected losses, receive thentgjof the expected residual returns, or
both, of the VIE.

With respect to third-party SPVs, MBIA Corp. mustermine whether it has variable interests in VABd if so, whether those variable
interests would cause MBIA Corp. to be the primaepeficiary and, therefore, consolidate such estitunder FIN 46(R), MBIA Corp.’s
guarantee of the assets or liabilities of a VIEstibute a variable interest and require MBIA Cdrpassess whether it is the primary
beneficiary. Consolidation of such VIEs does notéase MBIA Corp.’s exposure above that alreadyroitted to in its insurance policies.
VIE assets and liabilities consolidated in MBIA @ds financial statements at September 30, 200 Dewmber 31, 2006 are related to
MBIA Corp.’s guarantee of certain VIEs. Such asseid liabilities are primarily reported in “Investmts held-to-maturity” and “Variable
interest entity floating rate notes,” respectively,the face of MBIA Corps balance sheet. The assets and liabilities oéthi#Ss each totale
$1.4 billion at September 30, 2007 and $1.5 bilao®ecember 31, 2006. Revenues and expensedridtard-party VIEs are primarily
reported in “Net investment income” and “Interegpense”, respectively, on MBIA Corp.statements of income and substantially net to.
Third-party VIES’ creditors do not have recoursehte general assets of MBIA Corp. outside of thafficial guarantee policy provided to the
VIE.

MBIA Corp. consolidated two VIEs in the third quarbf 2004 and a third VIE in the fourth quarte2606 that were established in
connection with the securitizations of Capital Addeldings GP, Inc. and certain affiliated entit{e€apital Asset”) tax liens and to which
MBIA Corp. provided financial guarantees. In Decem®006, MBIA Corp. sold its interest in all of #eeconsolidated VIEs. MBIA Corp.
held a variable interest in these entities, whadutted from its insurance policies, and had ddterdhthat it was the primary beneficiary
under FIN 46(R). MBIA Corp. has reported these VéSgsliscontinued operations for periods presented fo their sale.

NOTE 6: Loss and Loss Adjustment Expense Reseh&R)(

MBIA Corp. establishes two types of loss and LABerwes for norderivative financial guarantees: case basis resexnd an unallocated Ic
reserve. See “Note 2: Significant Accounting Pekciin the Notes to Consolidated Financial Stateamtiuded in MBIA Corp.’s financial
statements for the year ended December 31, 2006ftmmation regarding its loss reserving policysémmary of the case basis and
unallocated activity and the components of theilitgdfor loss and LAE reserves are presented eftillowing table:
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In thousands 3Q 2007 2Q 2007 1Q 2007
Case basis loss and LAE resen
Beginning balanc $316,85¢ $333,90¢ $323,71¢
Less: reinsurance recovera 48,07¢ 47,62t 46,94
Net beginning balanc 268,77¢ 286,28 276,77
Case basis transfers from unallocated loss reselated to:
Current yea 1,97¢ 6,047 2,60z
Prior years 9,44 11,29¢ 31,12(
Total 11,42: 17,34¢ 33,72:
Net paid (recovered) related
Current yea 13 343 (337)
Prior years (487) 34,50¢ 24 ,55¢
Total net (recovered) pa (474 34,84¢ 24,21¢
Net ending balanc 280,67 268,77¢ 286,28
Plus: reinsurance recoveral 50,67 48,07¢ 47,62t
Case basis loss and LAE reserve ending bal 331,34 316,85¢ 333,90t
Unallocated loss reserv
Beginning balanc 203,22: 199,86 213,31¢
Losses and LAE incurred 22,20 20,96¢ 20,48«
Channel Re eliminatiof® (2793 (26€) (219
Transfers to case basis and LAE rese (11,427 (17,34% (33,727
Unallocated loss reserve ending bala 213,73: 203,22: 199,86°
Total $545,07¢ $520,08( $533,77:

@ Represents MBIA Corp.’s provision for losses cated as 12% of scheduled net earned premium.
@  Represents the amount of losses and LAE incurrgdhiéive been eliminated in proportion to MBIA Ctrmwnership interest in
Channel Reinsurance Ltd. (“Channel Re”), whichagied on an equity-method accounting basis.

During the nine months ended September 30, 20€4,riet case basis activity transferred from MBI&rg’s unallocated loss reserve was
$62 million. Net case basis activity primarily cated of incurred activity related to the Studeogh Finance Corporation (“SFC”) and a
multi-sector collateralized debt obligation (“CDQ&¥ecuted in the cash market, as well as insurégations within the home equity loan
(2000 vintage) and manufactured housing sectorsialaoffsetting these loss reserves were reusrshpreviously established case basis
reserves within the aircraft enhanced equipmest tertificates (“EETCs”) sector. The unallocatess reserve approximated $214 million at
September 30, 2007, which represents MBIA Corpstareate of losses associated with credit deteiimrahat has occurred in MBIA Corp.’s
insured portfolio but has not been specificallynidfeed and is available for future case-specifitivdty. MBIA Corp. recorded $64 million in
losses and loss adjustment expenses for the nindhmended September 30, 2007 based on 12% ofidedatet earned premium.

NOTE 7: Derivative Instrumen

The fair values of MBIA Corp.’s derivative instrunts are estimated using observable market pricem ey are available. Such observable
market prices are typically obtained for reguldrfded contracts in active markets. Most of thévdéive contracts insured by MBIA Corp.
are structured transactions that are not tradedalluier insured to maturity by MBIA Corp. As thagdliquid, there are no observable market
prices for these derivative contracts. For thesaraots, MBIA Corp. estimates fair values usingilade market credit spreads for the
underlying reference obligations within valuationdels. MBIA Corp. utilizes both vendor-developed gmoprietary models, depending on
the type and structure of contracts. The significkta that influence MBIA Corp.’s valuation modgislude market credit spreads, current
interest rates, portfolio credit quality ratingslazorrelation assumptions within portfolios. Markleta inputs are determined based on the
specific attributes of each structured credit derixe. If observable market credit spreads areamatiable for the underlying reference
obligations, then a market index is used that rolostely resembles the underlying reference oblgati specified by asset class, credit qu
rating and maturity of the underlying referencegdttions. This data is obtained from recognized@®siand is reviewed on an ongoing basis
for reasonableness and
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applicability to MBIA Corp.’s derivative portfolio.

The fair values of insured structured credit ddnixs within MBIA Corp.’s insurance portfolio areastly derived from a valuation approach
that uses actual market prices or market indicesriderlying reference obligations within a propaig valuation model utilizing a binomial
expansion technique. This approach estimates thedlaes of MBIA Corp.’s structured credit deriixat contracts based on the key
components of a transaction’s structure, of calidtportfolio credit quality and of market spreadéls for the underlying reference
obligations, in addition to other factors suchlasdiversity of the collateral portfolio and assdmecovery rates for defaulted collateral. The
level of subordination below MBIA Cors'exposure or credit tranche is a very signifi¢aotor that affects the estimated fair values ofliX
Corp.’s exposure as subordination below MBIA Cargxposure absorbs all losses in the transastiomderlying portfolio before any clairr
made on MBIA Corp.’s insurance policy. Most of MB@@orp.’s insured structured credit derivatives hsaeordination in excess of that
required for the most senior triple-A rating withartransaction. The main drivers of changes irelienated fair values of MBIA Corp.’s
insured structured credit derivatives are changesarket spread levels of the underlying refereidigations, changes in credit quality
ratings of the underlying reference obligations] declines in the amounts of subordination. Duthgthird quarter of 2007, the primary
factor affecting changes in fair values producedhiy valuation approach was the widening of ungdiegl reference obligation credit spread
levels.

MBIA Corp. also considers arms-length transactitwas reduce its exposure to insured credit dekreatisuch as reinsurance, to be good
measures of fair value when the transaction is tigtgd independently of other transactions and whisrexecuted on or near the valuation
date. In such cases, the premiums paid to theun@rsare used to fair value the derivative comtrac

The following table presents the net par outstagdisof September 30, 2007 and the related inctatensent net gain or loss for the three
months ended September 30, 2007 by fair value tgabrof all insured credit derivatives within MBIBorp.’s insurance portfolio.

% of Net

Net Par Net Par Gain/

In millions Outstanding Outstanding (Loss)
Binomial expansion valuation moc 92.8% $128,35! $(31¢)
Reinsurance transactio 2.8 3,92¢ 0
Specific dealer quote 0.7 921 (22)
Other 3.7 5,04( (3)
Total 100.(% $ 138,24( $(342)

The use of market data within valuation models iregumanagement to make assumptions on how thedhies of derivative instruments :
affected by current market conditions. This is esdly true during periods of market illiquiditysavas experienced during the third quarte
2007. The availability of market data and the datien of market data to a derivative instrumenit détermine the degree to which
assumptions affect a derivative instrument’s faiue. Therefore, results can significantly diffetween models due to differences among
assumptions used by different participants in tlaekets.

MBIA Corp. maintains an ongoing review of its vaioa models and has ongoing control and cross-d¢hggkocedures for the approval and
control of market and portfolio data inputs. Durihg third quarter of 2007, MBIA Corp.’s review itd valuation approach primarily focused
on the source of market credit spreads used imahmtion of its credit derivatives portfolio tosme that these spreads were indicative of the
current market environment, of the asset clashefinderlying reference obligations within eacinsgection, and of the current credit ratings
of the underlying reference obligations. As a restithis review, MBIA Corp. expanded its sourcésmarket price and data inputs in order to
enhance the quality of inputs for certain typesaiftracts. The overall valuation technique, howewas unchanged. Additionally, on
September 30, 2007, MBIA Corp. reinsured certasuiad credit derivative contracts on a quota shasés with two of its reinsurers and u

the reinsurance prices to fair value its aggregapmsure to those derivative contracts. One ofghesurers was Channel Re, a related party.
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NOTE 8: Transfers and Servicing of Financial Assetd Extinguishments of Liabilitie

In the first quarter of 2006 and in connection withremediation efforts, MBIA Corp. exercised #l dght with respect to $411 million of
MBIA Corp.-insured Northwest Airlines’ enhanced gmuent trust certificates issued by Northwest Agk Pass Through Trust 200G- (the
“Certificates”). Under the terms of the trust agnemt relating to the Certificates, MBIA Corp. h&eé tight to call the Certificates at par as a
result of the bankruptcy filing by Northwest Airéia. MBIA Corp. entered into an agreement with edtparty under which the third party
financed the call of the Certificates and purchabedCertificates from MBIA Corp. as part of a pled future securitization of the
Certificates. MBIA Corp.’s policy guaranteeing pagm of the Certificates remains in effect.

Due to certain continuing rights MBIA Corp. posssbsvith respect to the Certificates, MBIA Corp.omted the Certificates and the related
financing on its balance sheet under the requirésnaeffSFAS 140. The Certificates were included inittshort-term investments” and the
related financing was included within “Payable forestments purchased” on MBIA Corp.’s consoliddtathnce sheets. During the second
quarter of 2007, MBIA Corp. no longer possessedat#inuing rights with respect to the Certificatesl, therefore, has removed the
Certificates and related financing from its congated balance sheet as of June 30, 2007.

NOTE 9: Income Taxe

MBIA Corp.’s tax policy is to optimize after-taxéome by maintaining the appropriate mix of taxarid taxexempt investments. In genei
the effective tax rate fluctuates from time to timeMBIA Corp. manages its investment portfolicamnafter-tax total return basis. The
effective tax rate, including tax related to disthomed operations, for the third quarter of 2005 wéenefit of 65.4% compared with a
provision of 27.4% for the third quarter of 2006r he nine months ended September 30, 2007, thetigt tax rate, including tax related to
discontinued operations, decreased to 20.3% fra®P2Tor the same period in 2006. The changes inAMBobrp.’s effective tax rates for the
guarter and nine months were a result of mark-toketanet losses recorded on MBIA Cogpderivatives portfolio in the third quarter of 2C
MBIA Corp. has calculated its year-to-date effeetiax rate by treating these mark-to-market netdess a discrete item. As such, the tax
benefit of these net losses, calculated at thatstgttax rate of 35%, is an adjustment to the aheftfective tax rate that MBIA Corp. has
estimated for all other pre-tax income. MBIA Colpglieves that its decision to treat the mark-toketnet losses as a discrete item is
appropriate given its inability to estimate thesrkato-market losses for the full year of 2007, evhdirectly affects MBIA Corp.’s ability to
estimate pre-tax income and the related effectixgdte for the full year of 2007.

MBIA Corp. adopted the provisions of FIN 48 on Jarnl, 2007. The adoption of FIN 48 did not haweaterial impact on MBIA Corp.’s
financial statements. Prior to the adoption of BB MBIA Corp. classified interest and/or penaltiekated to income taxes as a compone
income from continuing operations. In connectiothvine adoption of FIN 48, MBIA Corp. has electedtlassify interest and penalties as
components of income taxes. The total amount addareinterest and penalties was $4.2 million atdlate of adoption, and the interest and
penalties recognized during the first nine month20®7 amounted to $1.8 million.

MBIA Corp.’s major tax jurisdictions include the lted States (“U.S.”), the United Kingdom (“U.K.”)d France. MBIA Insurance
Corporation and its U.S. subsidiaries file a U&hsolidated federal income tax return. Federalrimedax returns have been examined
through 2003. Currently, MBIA Corp. is under an maation for the 2004 and 2005 years by the U.&rihal Revenue Service, which is
anticipated to be concluded in the fourth quarfe2G®7. The U.K. tax matters have been substaptiaihcluded through 2004 with the
exception of MBIA UK Insurance Ltd., which is exped to be concluded in the first quarter of 2008 French tax authority has concluded
the examination through 2003 with the issue orréicegnition of premium income for tax purposes fpegdesolution.

The total amount of unrecognized tax benefits atdhite of adoption of FIN 48 was $28.8 million, ethivas included in the tax reserves. The
total amount of unrecognized tax benefits thatedognized, would affect the effective tax rate wpproximately $3.4 million as of
September 30, 2007.
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In April 2005, the French tax authority commencadeaamination of MBIA Corps French tax return for 2002 and 2003. Upon corigpledf
the audit, MBIA Corp. received a notice of assesdrrewhich the French tax authority has acceler#te way in which MBIA Corp.
recognizes earned premium for tax purposes, corioathe French statutory method. MBIA Corp. hastegsted and has filed for an appeal
with respect to the assessment and MBIA Corp.'&iposis currently under review. Due to the unceryasurrounding the outcome of the
examination, MBIA Corp. accrued the potential tability relating to the French tax audit for appen tax years through 2006 prior to the
adoption of FIN 48. The total amount accrued wibpect to the uncertain tax position is approxiiga#26.5 million and the related interest
and penalties are approximately $4.2 million. itaasonably possible that the French tax authaiiityrule in MBIA Corp.’s favor within the
next 12 months at which time the entire amountweatyincluding the interest and penalties, wilr&eersed.

NOTE 10: Commitments and Contingenc
In the normal course of operating its businessé&AMCorp. may be involved in various legal procewgt.

In July 2002, MBIA Corp. filed suit against Royaldemnity Company (“Royal”) in the United Statestiict Court for the District of
Delaware, to enforce insurance policies that Rsgled on certain vocational student loan transastihat MBIA Corp. insured. To date,
claims in the amount of approximately $355 millizeve been made under the Royal policies with réspdoans that have defaulted. MBIA
Corp. expects that there will be additional clammesde under the policies with respect to studemddhat may default in the future. Royal |
filed an action seeking a declaration that it is sldigated to pay on its policies. In October 20M@ court granted MBIA Corp.’s motion for
summary judgment and ordered Royal to pay all daimder its policies. Royal appealed the order, Bncbnnection with the appeal,
pledged $403 million of investment grade collatéodVIBIA Corp. to secure the entire amount of thégment, with interest, and agreed to
post additional security for future claims and iatd.

On October 3, 2005, the U.S. Court of Appealsfiier Third Circuit upheld the decision of the Uni&tates District Court for the District of
Delaware insofar as it enforced the Royal insurgratieies, but remanded the case to the DistriairCior a determination of whether the
Royal policies cover all losses claimed under thicies. In particular, the Court of Appeals diettthe District Court to consider whether
Royal policies would cover losses resulting froma thisappropriation of student payments rather fran defaults by students. MBIA Corp.
believes that the Royal policies would cover lomem if they result from misappropriation of statlpayments, but in any event it appears
that all or substantially all of the claims madelenthe Royal policies relate to defaults by stasieather than misappropriation of funds.
Therefore, MBIA Corp. expected Royal to be requi@@ay all or substantially all of the claims madtler its policies and to be reimbursed
for any payments MBIA Corp. made under its policies

Royal filed a petition with the Third Circuit recgtng that the case be reheard, which was deni@giiih2006. In April 2006, Royal filed a
motion with the District Court seeking a release¢hef collateral it pledged in connection with ipgpaal of the District Court judgment against
it in 2003.

On April 2, 2007, MBIA announced that MBIA Corpa@hed an agreement with Royal to settle the oudstgditigation. The amount paid |
Royal under the terms of the settlement was sefficio repay the approximately $362 million of ¢amtsling par amount of the bonds insured
by MBIA Corp. as well as to reimburse MBIA Corpr fo portion of the claims that MBIA Corp. has ptiddate under its insurance policies.
As a result of the settlement, MBIA Corp. incuragzbroximately $20 million in losses in the firstagter of 2007. The loss represents a
reduction to MBIA Corp.’s expected recoveries flams it has paid to date under its policies andilve covered by MBIA Corp.’s
unallocated loss reserves.

The District Court in Delaware entered a final jotant in the case implementing the settlement orcMag, 2007. The approximately $362
million of outstanding par amount of the bonds nesllby MBIA Corp. were repaid in full during thecead quarter of 2007.
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