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PART | — FINANCIAL INFORMATION

ltem 1. Financial Statements
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 $11,907,958 anc
$13,245,574) (includes hybrid financial instrumestsair value $29,428 and $25,4¢

Investments he-to-maturity, at amortized cost (fair value $2,295,828 $3,109,24¢

Investments pledged as collateral, at fair valmeofdized cost $848,303 and $1,101,9

Short-term investments held as available for slé&ir value (amortized cost $3,403,448 and
$4,728,090

Shor-term investments he-to-maturity, at amortized cost (fair value $1,113,484 $485,857

Other investment

Total investment

Cash and cash equivalel

Accrued investment incon

Premiums receivabl

Deferred acquisition cos

Prepaid reinsurance premiul

Receivable for insurance loss recove
Reinsurance recoverable on paid and unpaid Ic
Goodwill

Property and equipment, at cost (less accumulaptediation of $146,275 and $141,2
Receivable for investments sc

Derivative asset

Current income taxe

Deferred income taxes, n

Other asset

Total asset

Liabilities and Equity
Liabilities:
Unearned premium reven
Loss and loss adjustment expense rese
Reinsurance premiums paya
Investment agreemer
Mediumr-term notes (includes financial instruments cargethir value $122,006 and $176,2!
Variable interest entity note
Securities sold under agreements to repurc
Long-term debt
Deferred fee revent
Payable for investments purcha
Derivative liabilities
Other liabilities

Total liabilities

Commitments and contingencies (See Note

Equity:

Preferred stock, par value $1 per share; authoshades—10,000,000; issued and outstanding—
none

Common stock, par value $1 per share; authorizatbsh-400,000,000; issued share#4,855,12;
and 273,199,80

Additional paic-in capital

Retained earning

Accumulated other comprehensive loss, net of dedemcome tax of $779,363 and $946,

Treasury stock, at c—66,900,302 and 65,278,904 she

June 30, 2009

December 31, 20C

$9,797,19. $ 11,223,71
2,843,23 3,156,96!
736,61! 845,88°
3,365,22 4,693,28.
1,114,28 498,86!
417,244 220,41
18,273,81 20,639,13
899,59 2,279,78:
119,98 201,68t
2,130,97 7,744
514,19 560,63
450,66° 216,60
1,745,14. 458,51
52,10( 173,54¢
76,93¢ 76,93¢
103,94 105,36
304,11 77,46¢
754,89 911,18t
64,19: 240,87
1,274,82 2,374,16.
531,09: 706,81
$27,296,46  $ 29,030,44
$ 533685 $ 3,424,40,
1,260,65: 1,557,88
297,15: 8,67-
3,026,78 4,666,94.
4,135,92 6,339,52
2,637,03 1,791,59
690,66 802,93
2,516,72! 2,396,05!
86,52: 44,98¢
36,67: 23¢
4,189,24. 6,470,87.
300,31 504,301
2451452 28,008,43
274,88! 273,20
3,054,04! 3,050,501
3,361,49. 1,629,18
(1,741,19) (1,775,95)
(2,184,06) (2,182,51)




Total shareholde’ equity of MBIA Inc. 2,765,16! 994,42(
Preferred stock of subsidia 16,77¢ 27,59¢
Total equity 2,781,93 1,022,01
Total liabilities and equit $27,296,46 $ 29,030,44

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

(In thousands except per share amounts)

Revenues
Scheduled premiums earn
Refunding premiums earn
Premiums earned (net of ceded premiums of $12,718,
$36,811, $48,619 and $62,2:
Net investment incom
Fees and reimbursemei
Realized gains and other settlements on insuredatiees
Unrealized gains (losses) on insured derivat
Net change in fair value of insured derivati'
Net gains (losses) on financial instruments atfalue and
foreign exchang
Net realized gains (losse
Investment loss—other than temporary impairmer
Non-credit related losses on investments not erpetct be
sold (recognized in accumulated other comprehensive
loss)
Net investment loss—other than temporary impairmet
Net gains on extinguishment of de
Total revenue

Expenses
Losses and loss adjustm
Amortization of deferred acquisition co:
Operating
Interest
Total expense
Income (loss) before income tax
Provision (benefit) for income tax
Net income (loss
Preferred stock dividends of subsidi
Net income (loss) available to common sharehol

Net income (loss) per common she
Basic
Diluted

Weightec-average number of common shares outstan
Basic
Diluted

Three Months Ended

Six Months Ended

The accompanying notes are an integral part ofdmsolidated financial statements.

June 30,
2008 2009 2008
145,63t 348,10: 293,15t
87,75 58,51¢ 95,55:
233,39 406,61 388,70:¢
417,34¢ 368,19( 932,41(
12,55¢ 41,02¢ 19,84¢
34,30¢ 63,81¢ 68,06
3,324,31. 2,032,95I (252,790
3,358,61 2,096,76! (184,729
86,78t 161,75¢ 163,34
(383,29) 64,41: (326,69))
(436,169 (587,40 (659,779
— 243,75 —
(436,169 (343,65 (659,779
65,67¢ 126,40 79,21
3,354,91; 2,921,511 412,33;
22,34« (35,58¢) 309,95:
22,97 46,76 38,52¢
66,32 172,49( 129,77¢
307,91! 249,75: 698,55(
419,55¢ 433,42 1,176,81
2,935,35. 2,488,09; (764,48,
1,234,99. 889,43 (58,117
1,700,36! 1,598,66. (706,377
— 7,21 —
$ 1,700,36 1,591,44 (706,375
7.14 $ 7.64 $ (3.39
7.14 $ 7.6¢ $ (3.39)
208,097,72 238,152,76 208,287,92 212,242,99
208,097,72 238,152,76 208,287,92 212,242,99
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MBIA INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY (Unaudited)
For the Six Months Ended June 30, 2009

(In thousands except per share amounts)

Accumulated

Total

Preferred Stock

_Common stock 44" Comprenensive __Treasury Stock SIS ot oisidiary
Paid-in  Retained Equity
Shares Amount Capital  Earnings Income (Loss) Shares Amount of MBIAInc.  Shares  Amount
Balance, January 1, 20( 273,20( $273,20( $3,050,501 $1,629,18 $  (1,775,95) (65,279 $(2,182,51) $ 994,42(  2,75¢ $27,59¢
SFAS 163 transition adjustment net of deferred imeo
taxes of $27,17 — — — 55,34¢ — — — 55,34¢ — —
FSP FAS 115-2 transition adjustment net of deferre:
income taxes of $29,9: — — — 85,517 (55,58 — — 29,93( — —
Comprehensive incom
Net income — — — 1,598,66: — — — 1,598,66; — —
Other comprehensive los
Change in unrealized depreciation of
investments net of deferred income taxes
$188,81C — — — — 260,74¢ — — 260,74¢ — —
Portion of other-than-temporary impairment
losses recognized in other comprehensive
loss, net of deferred income taxes of
$55,435 — — — — (188,31) — — (188,31) — —
Change in fair value of derivative instrument:
net of deferred income taxes of $29,: — — — — 54,95¢ — — 54,95¢ — —
Change in foreign currency translation net of
deferred income taxes of $34,3 — — — — (37,059 — — (37,059 — —
Other comprehensive lo 90,337
Total comprehensive incon 1,688,99!
Treasury shares acquired under share repurchase
program — — — — — (2,690 (4,19¢) (4,19¢) — —
Share-based compensation net of income taxes of
$1,733 1,68t 1,68t 3,563¢ — — 69 2,65( 7,87¢ — —
Preferred stock of subsidiary acquil — — — — — — — — (1,082 (10,820
Preferred stock dividends of subsidii — — — (7,219) — — — (7,219 — —
Balance, June 30, 20( 274,88! $274,88! $3,054,04! $3,361,49: $  (1,741,19) (66,900 $(2,184,06) $ 2,765,16 1,671 $16,77¢
2009
Disclosure of reclassification amou
Change in unrealized depreciation of investments
arising during the period, net of tax $ 456,54(
Reclassification adjustment, net of ta: (384,109
Change in net unrealized depreciation, net of t: $ 72,43

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 activitie

Net income (loss

Adjustments to reconcile net income (loss) to r@esthcprovided (used) by operating activiti

Amortization of bond discounts (premiums),
Decrease in accrued investment incc
Decrease (increase) in premiums receiv:
Decrease in deferred acquisition cc
Decrease in unearned premium reve
Decrease in prepaid reinsurance premi
Decrease in reinsurance premiums pay
Decrease in loss and loss adjustment expense es
Decrease in reinsurance recoverable on paid argidifgsse:
Increase in receivable for insurance loss recos
(Decrease) increase in payable to reinsurers mvegies
Depreciatior
Decrease in accrued interest pay:
Decrease in accounts receiva
Decrease in accrued expen
Increase in deferred fee rever
Amortization of mediur-term notes and commercial paper (premiums) dissouet
Net realized (gains) losses on sale of investrr
Investment losses on other than temporarily impaimgestment:
Unrealized (gains) losses on insured derivat
Net gains on financial instruments at fair valud &reign exchang
Current income tax provisic
Deferred income tax (benefit) provisi
Gains on extinguishment of de
Shar-based compensatic
Other, operatin
Total adjustments to net income (lo

Net cash provided (used) by operating activi

Cash flows from investing activitie

Purchase of fixe-maturity securitie:
Increase in payable for investments purchz
Sale and redemption of fix-maturity securitie:
Increase in receivable for investments ¢
Purchase of he-to-maturity investment
Redemptions of he-to-maturity investment
(Purchase) sale of sh-term investments, ni
Sale (purchase) of other investments,
Capital expenditure
Disposals of capital asse

Net cash provided by investing activiti

Cash flows from financing activitie

Proceeds from issuance of investment agreen
Payments for drawdowns of investment agreen
Decrease in commercial paf

Issuance of mediu-term notes

Principal paydown of mediu-term notes
Principal paydown of variable interest entity fiogtrate note:
Securities sold under agreements to repurchas
Dividends paic

Gross proceeds from issuance of common ¢
Capital issuance cos

Net proceeds from issuance of warre

Six Months Ended June 30,

2009 2008
$1,598,66. $ (706,37)
(43,10%) (22,889
81,17 107,52
244,92 (3,789
54,80¢ 63,54’
(413,25)) (203,45))
79,60: 23,67
(35,787) (22,346
(123,01} (15,470)
126,01 9,48¢
(1,286,63) (114,965
15,60¢ 96(
4,24; 4,87¢
(99,419 (104,47
22,39¢ 5,66¢
(99,637) (6,426)
41,53 1,60-
(6,98¢) (8,442)
(64,417 326,69:
343,65 659,77
(2,032,95() 252,79
(161,75 (163,34)
176,67 204,60:
931,65 (43,379
(126,40) (79,51%)
3,21¢ (33,35¢)
(36,11 308,41
(2,403,93) 1,147,760
(805,27 441 39:
(4,585,01) (10,108,27)
36,42¢ 766,49
6,185,51 15,416,97
(226,87%) (1,905,36)
(200,02) (868,475)
557,71( 2,168,89
1,398,03 (2,989,21)
(248,42) 51,77¢
(3,320) (2,657)
50¢ —
2,914,54! 2,530,16.
296,15 1,845,81
(1,899,93) (2,536,63)
— (518,45
169,21 2,109,43
(2,031,99) (5,259,01)
(50,97%) (28,779
(112,27) (156,33)
(6,511) (42,64()
— 1,628,40!
— (75,157
— 21,46’



Net proceeds from issuance of I-term debr 131,61. 981,15:

Repayment for retirement of sh-term debt — (6,22%)
Proceeds (payments) from derivative settlem 48,87: (57,479
Purchase of treasury sto (4,19¢) —
Purchase of subsidiary preferred st (10,820 —
Restricted stock awards settleme 1,521 967
Excess tax benefit on sh-based paymer (1,739 (14,999
Collateral from reverse repurchase agreement crpartéees 25,00( —
Collateral (to) from swap counterpa (43,397 188,06(
Other, financing — 812
Net cash used by financing activiti (3,489,45) (1,919,600
Net increase (decrease) in cash and cash equis (1,380,18) 1,051,95
Cash and cash equivale—beginning of periot 2,279,78. 263,73.
Cash and cash equivale—end of perioc $ 899,59¢ $ 1,315,68
Supplemental cash flow disclosur
Income taxes (refunded) pe $ (210,61) $ (209,269
Interest paid
Investment agreemer $ 78,38 $ 365,12
Commercial pape — 13,67
Mediumr-term notes 75,351 243,64:
Variable interest entity floating rate not 41,87 27,83¢
Securities sold under agreements to repurc 41,64+ 21,34
Liquidity loans 2,75¢ —
Other borrowings and depos — 1,69
Long-term debt 79,63: 39,08(
Non cash items
Shar-based compensatic $ 3,21¢ $ (33,359
Dividends declared but not pe 702 —

The accompanying notes are an integral part of¢insolidated financial statements.
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MBIA Inc. and Subsidiaries
Notes to Consolidated Financial Statements

Note 1: Business and Organization

MBIA Inc., together with its consolidated subsids:; (collectively, “MBIA” or the “Company”) operas the largest financial guarantee
insurance business in the industry and is a prowtlasset management advisory services. The Coyrgdao manages asset/liability products
and conduit programs, which are in wind-down. Bagig in 2009, the Company’s business activitiesnaa@aged through three principal
operations: United States (“U.S.”) public finanansirance, structured finance and internationararse, and investment management
services. Corporate operations include revenueggpenses that arise from general corporate desvit

MBIA'’s financial guarantee business is currentlegied through two subsidiaries, National PublitaRce Guarantee Corporation
(“National”) and MBIA Insurance Corporation and #isbsidiaries (“MBIA Corp."). In February 2009, eftreceiving the required regulatory
approvals, MBIA established and capitalized Nati@saa U.S. public finance-only financial guarantarconnection with the establishment
of National, MBIA Insurance Corporation paid divigks and returned capital to MBIA Inc. and entered & reinsurance agreement and an
assignment agreement with National, the latter lnittvwas with respect to financial guarantee inscegolicies that had been reinsured f
Financial Guaranty Insurance Company (“FGI@&%. a result, the Company established its U.S. pdlslance insurance business as a sef
operating segment.

Refer to MBIA Inc.’s Annual Report on Form X0for the fiscal year ended December 31, 2008 dicther information about these change
the Company’s operating and legal entity structure.

MBIA’s insurance and certain investment managersentices programs have historically relied upgplérA credit ratings. The loss of tha
ratings in the second quarter of 2008 resulteddraaatic reduction in the Company’s business #ietss As of June 30, 2009, National was
rated A with a developing outlook by Standard & Pe®€orporation (“S&P”) and Baal with a developiogtiook by Moody’s Investors
Service, Inc. ("Moody’s”). As of June 30, 2009, MBInsurance Corporation was rated BBB with a negatiutiook by S&P and B3 with a
negative outlook by Moody’s.

U.S. Public Finance Insurance Operations

As described above, since February 2009, MBIA’s. guiblic finance insurance business has been coediticrough National. The financial
guarantees issued by National provide unconditiandlirrevocable guarantees of the payment of timeipal of, and interest or other
amounts owing on, insured obligations when duénahe event National has the right at its disoretio accelerate insured obligations upon
default or otherwise, upon National’s acceleratidational’s guarantees insure municipal bondsiticlg tax-exempt and taxable
indebtedness of U.S. political subdivisions, ad aglutility districts, airports, health care itistions, higher educational facilities, studentr
issuers, housing authorities and other similar eigsrand obligations issued by private entities tinance projects that serve a substantial
public purpose. Municipal bonds and privately issbends used for the financing of public purpossqats are generally supported by taxes,
assessments, fees or tariffs related to the usesé projects, lease payments or other similastgb revenue streams.

Nationa’'s insurance portfolio principally comprises expsassumed by National under the previously diedagiota share reinsurance
agreement it entered into with MBIA Insurance Caogbion effective January 1, 2009 pursuant to witiBIA Insurance Corporation ceded
all of its U.S. public finance exposure to Natioaat under the assignment by MBIA Insurance Cotoraf its rights and obligations with
respect to the U.S. public finance business thatAMIBsurance Corporation assumed from FGIC.

Structured Finance and International Insurance Opations

MBIA'’s structured finance and international insuwaroperations have been conducted through MBIA Cinp financial guarantees issued
by MBIA Corp. provide unconditional and irrevocalglearantees of the payment of the principal of, iatefest or other amounts owing on,
insured obligations when due, or in the event MBI&rp. has the right at its discretion to acceleiragared obligations upon default or
otherwise, upon MBIA Corp.’s acceleration. Certavestment agreement contracts written by MBIA la@ insured by MBIA Corp. and if
MBIA Inc. were to have insufficient assets to payaaunts due upon maturity or termination, MBIA Conmuld make such payments.
Additionally, insurance policies include paymentedinder credit and other derivatives, includirrgiteation payments that may become
upon certain events including the insolvency ompegt default of MBIA Corp.

MBIA Corp.’s guarantees insure structured finance asset-backed obligations, privately issued baoisdsl for the financing of public
purpose projects, which are primarily located aésif the U.S. and that include toll roads, bridgéports, public transportation facilities
and other types of infrastructure projects sendrsyibstantial public purpose, and obligations @&seign and sub-sovereign issuers.
Structured finance and asset-backed securities $RBtypically are securities repayable from expdatash flows generated by a specified
pool of assets, such as residential and commerngalgages, insurance policies, consumer loanspcaigloans and bonds, trade and export
receivables, leases for equipment, aircraft andpregerty, and infrastructure projects.
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MBIA Inc. and Subsidiaries
Notes to Consolidated Financial Statements

The Company is no longer insuring new credit deieacontracts except in transactions related éoréuction of existing derivative
exposure. Currently, the global structured finamegket is generating very little new business, iarguncertain how or when the Company
may re-engage this market.

Investment Management Services Operatic

MBIA'’s investment management services operatiomsisd of an asset management advisory businesshyhiovides cash management,
discretionary asset management and structured giothuthe public, not-for-profit, corporate andacial sectors. The Company also has an
asset/liability products business, in which it lestied debt and investment agreements, which suesd by MBIA Corp., to capital markets
and municipal investors and then initially purclthassets that largely matched the duration of thab#ities, and a conduit business in

which the Company has funded MBIA-insured transectiby issuing debt, which is insured by MBIA CorFpe ratings downgrades of

MBIA Corp. have resulted in the termination andatelralization of certain investment agreements togkther with the rising cost and
declining availability of funding and illiquidityfanany asset classes, have caused the Compangitovieding down its asset/liability
products and conduit businesses.

Liquidity
As a financial services company, MBIA is materiafyected by conditions in global financial marketsirrent conditions and events in these
markets have created substantial liquidity risktfer Company.

The Company has instituted a liquidity risk managehframework to evaluate its enterprise-wide lilifyi position. The primary objective of
this risk management system is to monitor potefitjaidity constraints and guide the proactive ngaraent of liquidity resources to ensure
adequate protection against liquidity risk. MBIAiguidity risk management framework monitors then@@xany’s cash and liquid asset
resources using stress-scenario testing. MembavdBbA’'s senior management meet frequently to revigwidity metrics, discuss
contingency plans and establish target liquiditghtans on an enterprise-wide basis.

As part of MBIA’s liquidity risk management framevko the Company also evaluates and manages liguadiboth a legal entity basis and a
segment basis. Segment liquidity is an importansimteration for the Company as it conducts theatjmars of its corporate segment and
certain activities within the asset/liability prats segment of the Company’s investment manageseevices operations from MBIA Inc.
Dislocation in the global financial markets, theemdl economic downturn in the U.S., and the Ids&IBIA Corp.’s triple-A insurance

financial strength ratings in 2008 have signifitamcreased the liquidity needs and decreasefirthacial flexibility in the Company’s
segments. However, MBIA continued to satisfy alitefpayment obligations and the Company beliekasit has adequate resources to meet
its ongoing liquidity needs in both the short-teand the longerm. However, if the current market dislocationl @eonomic conditions pers

or worsen, the Company’s liquidity resources wilberience further stress.

U.S. Public Finance Insurance Liquidity

Liquidity risk arises in the Company’s U.S. pulfiitance insurance segment when claims on insurpdsexes result in payment obligations,
when operating cash inflows fall due to depressaa Ipusiness writings, lower investment income,rmanticipated expenses, or when
invested assets experience credit defaults orfgignt declines in fair value.

The Company’s U.S. public finance insurance busisdfancial guarantee contracts cannot be acteldythereby mitigating liquidity risk.
However, defaults, credit impairments and adveagital markets conditions such as the Companyrigntly experiencing, can create
payment requirements as the Company has made ¢ablepledges to pay principal and interest, oero#fimounts owing on insured
obligations, when due. Additionally, the Company's. public finance insurance segment requires faashe payment of operating
expenses. Finally, National also provides liquiseds to the Company’s asset/liability products sagrthrough matched repurchase and
reverse repurchase agreements to support its lsgsiperations and liquidity position, as describeldw.

Structured Finance and International Insurance Lty

Liquidity risk arises in the Company’s structurémhihce and international insurance segment wheémslan insured exposures result in
payment obligations, when operating cash infloviisfizge to depressed new business writings, lowegstment income, or unanticipated
expenses, or when invested assets experience detditlts or significant declines in fair value.
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MBIA Inc. and Subsidiaries
Notes to Consolidated Financial Statements

In general, the Company'’s structured finance atetmational business’s financial guarantee corgrant credit default swap (“CDS”)
contracts cannot be accelerated, thereby mitigditjngdity risk. (Under the terms of the Companyisured CDS contract, the insured
counterparty may have a right to terminate the €Bx@ract upon an insolvency or payment default & MCorp.) However, defaults, credit
impairments and adverse capital markets condisoich as the Company is currently experiencingccaate payment requirements as the
Company has made irrevocable pledges to pay pehaipd interest, or other amounts owing on insotdifjations, when due. Additionally,
the Companys structured finance and international insurangensat requires cash for the payment of operatipgeses, as well as princij
and interest related to its surplus notes and pefestock issuance. MBIA Corp. also provides gutes to the holders of our asset/liability
products debt obligations. If the Compasigisset/liability products segment were to be wntbkervice the principal and interest payment
its debt and investment agreements, the holdetfeeahsured liabilities would make a claim undex MBIA Corp. insurance policies. MBIA
Corp. has lent $2.0 billion to the asset/liabifitypducts segment on a secured basis for the pugesmimizing the risk that such claim
would be made. The loan matures in the fourth guaft2011. The timing of the repayment may beciéfé by the performance of assets in
the asset/liability product’s investment portfolio.

Since the fourth quarter of 2007, MBIA Corp. ma@e/billion of cash payments, before reinsuransspeiated with insured second-lien
RMBS securitizations, as well as settlement paymeaititing to CDS contracts referencing CDO-squaretimulti-sector CDOs. Among
MBIA Corp.’s outstanding insured portfolio, thegpes of insured exposures have exhibited the higlezgee of payment volatility and
continue to pose material liquidity risk to the Quamy'’s structured finance and international insoeasegment. As a result of the current
economic stress, MBIA could incur additional payinesligations beyond these mortgage-related exgsswhich may be substantial,
increasing the stress on MBIA Corp.’s liquidity.

In order to monitor liquidity risk and maintain appriate liquidity resources for payments assodiat@h our residential mortgage related
exposures, MBIA employs a stress scenario-basaitlity model using the same “Roll Rate Default Methlogy” as it uses in its loss
reserving. Using this methodology, the Companyesies the level of payments that would be requivdzk made under low probability
stress-level default assumptions of the underlgmitateral taking into account MBIA's obligation tmver such defaults under our insurance
policies. These estimated payments, together Wititlger significant operating, financing and intieg cash flows are forecasted over the
next 24-month period on a monthly basis and thetalty thereafter to the final maturity of the l@sg dated outstanding insured obligation.
The stress-loss scenarios and cash flow forecestsesuently updated to account for changes kfastors and to reconcile differences
between forecasted and actual payments.

In addition to MBIA's residential mortgage stresemsario, it also monitors liquidity risk using a Me Carlo estimation of potential stress-
level claims for all insured principal and interpalyments due in the next 12-month period. Theskatilistically determined payments are
then compared to the Company’s invested assets.th@oretic liquidity model supplements the scenbesed liquidity model described
above providing the Company with a robust setapiitlity metrics with which to monitor its risk ptisin.

The Company manages the investment portfoliossahgurance segments in a conservative manneritdgaimacash and liquid securities in
an amount in excess of all stress scenario payreqatrements. To the extent the Company’s liquidityources fall short of its target
liquidity cushions under the streksss scenario testing, the Company will seek togase its cash holdings position, primarily throtigg sal
of high-quality bonds held in its investment politio

Investment Management Services Liqui

Within MBIA's investment management services operdt, the asset/liability products segment has niziéquidity risk. In addition to the
payment of operating expenses, cash needs in $kélahility products segment are primarily foe thayment of principal and interest on
investment agreements and medium-term notes, amEb$ting collateral under repurchase agreemeats;atives and investment
agreements. The primary sources of cash withimséiset/liability products segment used to meeiqtsdity needs include scheduled princi
and interest on assets held in the segment’s imesgtportfolio and dedicated capital held withia thvestment management services
operations. If needed, assets held within the sago@n be sold or used in secured repurchase agredrrrowings to raise cash. However,
the Company’s ability to sell assets or borrow agiinon-U.S. government securities in the fixedbine markets decreased dramatically and
the cost of such transactions increased dramatioaélr the last year due to the impact of the ¢reribis on the willingness of investors to
purchase or lend against even very high-qualitgtasén addition, negative net interest spread éetwasset and liability positions resulted
from the need to hold cash as collateral agaimstitable investment agreement contracts and redineecash flow historically provided by
net investment incom:



The asset/liability products segment, through MBt8., maintained simultaneous repurchase and revemirchase agreements with
National for the purpose of borrowing governmertusities to pledge under collateralized investmagreements and repurchase agreem
As a result of increased liquidity needs within #sset/liability products segment, the asset/ligljiroducts segment, through MBIA Inc.,
maintained a repurchase agreement with MBIA Insteaorporation under which MBIA Inc. may transfecuarities in its portfolio in
exchange for up to $2.0 billion in cash. Additidpa$600 million was transferred to the asset/liabproducts segment from the Company’s
corporate segment in the fourth quarter of 2008.

In order to monitor liquidity risk and maintain appriate liquidity resources for near-term cash eoithteral requirements within MBIA’s
asset/liability products segment, the Company ¢ates monthly forecasts of asset and liability mtés, as well as collateral posting
requirements. Cash availability at the low pointhte Company’s 12-month forecasted cash flows iasmesd against liquidity needs using
stress-scenario testing of each of the potentjaidity needs described above. To the extent tisemeshortfall in MBIA'’s liquidity coverage,
the Company proactively manages its cash positiohiguidity resources to maintain an adequate iousto the stress scenario. These
resources include the sale of unpledged assetasthef free cash at the holding company, and fiathnincreased securities borrowings
from National.

Corporate Liquidity

Liquidity needs in MBIA’s corporate segment aretijgpredictable and comprise principal and intepestments on corporate debt, operating
expenses and dividends to MBIA Inc. shareholdeiguitity risk is associated primarily with the dind capacity of National and MBIA
Corp., the distributable earnings of the investrmahagement services operations conducted by MBtA Hividends from asset
management subsidiaries, investment income an@ahgpany’s ability to issue equity and debt. Additily, the corporate segment
maintains excess cash and investments to endsralite to meet its ongoing cash requirements aveulti-year period in the event that cash
becomes unavailable from one or more sources.

In addition to MBIA Inc.’s corporate liquidity nesdlescribed above, it issued investment agreemepsted within the Company’s
asset/liability products segment, all of which emerently collateralized by high-quality liquid iestments. The Comparsytorporate debt al
investment agreements can be accelerated by tHerlsadf such instruments upon the occurrence tdicegvents, including a breach of
covenant or representation, a bankruptcy of MBIA bnd the filing of an insolvency proceeding igpect of MBIA Corp. In the event of a
such acceleration, the Company may not have saiffidiquid resources to pay amounts due with redpeits corporate debt obligations.
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Note 2: Significant Accounting Policies

The Company has disclosed its significant accogmivlicies in “Note 2: Significant Accounting Paés” in the Notes to Consolidated
Financial Statements included in the Company’s AhiReport on Form 10-K for the fiscal year endead&meber 31, 2008. The following
significant accounting policies provide an updatéhose included under the same captions in thep@agis Annual Report on Form 10-K.

Basis of Presentatiol

The accompanying unaudited consolidated finanta#éments have been prepared in accordance withgtractions to Form 10-Q and
Article 10 of Regulation Sc and, accordingly, do not include all of the infaation and disclosures required by accounting fpies generall
accepted in the United States of America (“GAARI) &nnual periods. These statements should benmeaohjunction with the consolidated
financial statements and notes thereto includedérmnnual Report on Form 10-K for the fiscal yeaded December 31, 2008. The
accompanying consolidated financial statements hav&een audited by an independent registeredgattounting firm in accordance with
the standards of the Public Company Accounting €lgat Board (United States), but in the opiniom@nagement such financial statements
include all adjustments, consisting only of normeadurring adjustments, necessary for the fair state of the Company'’s financial position
and results of operations.

The preparation of financial statements requiresagament to make estimates and assumptions teat &t reported amounts of assets and
liabilities and disclosures of contingent assetslabilities at the date of the financial statertseand the reported amounts of revenues and
expenses during the reporting period. As additiomfarmation becomes available or actual amounteine determinable, the recorded
estimates are revised and reflected in operatisigitee Actual results could differ from those esties.

The results of operations for the three and sixthmended June 30, 2009 may not be indicativeeofdhults that may be expected for the
year ending December 31, 2009. The December 3B B@Ance sheet was derived from audited finastéements, but does not include
disclosures required by GAAP for annual periodse €bnsolidated financial statements include thewauts of MBIA Inc., its wholly owned
subsidiaries and all other entities in which therpany has a controlling financial interest. All el intercompany revenues and expenses
have been eliminated. Certain amounts have beéass#ted in prior years’ financial statements émiform to the current presentation.

In addition, the Company evaluated all events syibset to June 30, 2009 through August 5, 2009fdusion in the Company’s
consolidated financial statements and/or accompanyotes.

Financial Guarantee Insurance Premiums
Unearned Premium Revenue and Receivable for Fltemiums

The Company records financial guarantee insurare@ipms in accordance with the guidance providestaiement of Financial Accounting
Standards No. (“SFAS”) 163, “Accounting for Finamlduarantee Insurance Contracts.” SFAS 163 regjtiiee Company to recognize a
liability for unearned premium revenue at the in@@pof financial guarantee insurance and reinstgamontracts on a contract-by-contract
basis. Unearned premium revenue recognized attioceqf a contract is measured at the present vafitdlee premium due. For most financ
guarantee insurance contracts, the Company recthigesntire premium due at the inception of thetraam, and recognizes unearned prem
revenue liability at that time. For certain othieiahcial guarantee contracts, the Company rec@irariums in installments over the term of
the contract. Unearned premium revenue and a r@geivor future premiums is recognized at the itiogpof an installment contract, and
measured at the present value of premiums expéztee collected over the contract period or exgepeziod using a risk-free discount rate
as required by SFAS 163. SFAS 163 only allows #tpeeted period to be used in the present valuerdetation of unearned premium
revenue and receivable for future premiums for @mts where (a) the insured obligation is contralbiiprepayable, (b) prepayments are
probable, (c) the amount and timing of prepaymangsreasonably estimable, and (d) a homogenousopagkets is the underlying collateral
for the insured obligation. The Company has deteeahithat substantially all of its installment caicts meet the conditions required by SFAS
163 to be treated as expected period contractsréidedvable for future premiums is reduced as iimséant premiums are collected. The
Company reports the accretion of the discount etallment premiums receivable as premium revendad&tloses the amount recognized in
“Note 4: Insurance Premiums.” The Company assdhgea®ceivable for future premiums for collectdpikach reporting period, adjusts the
receivable for uncollectible amounts and recognareswrite-off as operating expense and discldsesamount recognized in “Note 4:
Insurance Premiums.” As premium revenue is recaghithe unearned premium revenue liability is reduc
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Premium Revenue Recogniti

SFAS 163 requires financial guarantee insurance@ndurance contracts issued by insurance enéesptd recognize and measure premium
revenue based on the amount of insurance protegtmnded to the period in which the insurance g@ctibn is provided. Premium revenue is
measured by applying a constant rate to the ingoniedipal amount outstanding in a given periodecognize a proportionate share of the
premium received or expected to be received onamfiial guarantee insurance contract. A constamtfoaeach respective financial
guarantee insurance contract is determined asitireaf (a) the present value of premium receivedxpected to be received over the period
of the contract to (b) the sum of all insured pipat amounts outstanding during each period ovetéhm of the contract. As premium
revenue is recognized, unearned premium revenbiditifdas reduced.

An issuer of an insured financial obligation magjresthe obligation prior to its scheduled matuttyough legal defeasance in satisfaction of
the obligation according to its indenture, whichuks in the Company’s obligation being extingutsli@der the financial guarantee contract.
The Company recognizes any remaining unearned premrgvenue on the insured obligation as premiurarreg in the period the contract is
extinguished to the extent the unearned premiumme® has been collected.

Non-refundable commitment fees are considered inserpremiums and are initially recorded under unghpremium revenue in the
consolidated balance sheets when received. Ongeltted financial guarantee insurance policyssésl, the commitment fees are recogr
as premium written and earned using the constéamimathod. If the commitment agreement expiresredfte related financial guarantee is
issued, the non-refundable commitment fee is imatedi recognized as premium written and earnedadttime.

Loss and Loss Adjustment Expens

SFAS 163 requires a claim liability (loss reseneepe recognized on a contract-by-contract basesmvthe present value of expected net cash
outflows to be paid under the contract using a-fiek rate as of the measurement date exceedsitfzened premium revenue. A claim
liability is subsequently remeasured each reporiexgod for expected increases or decreases dtteatmes in the likelihood of default and
potential recoveries. Subsequent changes to theurezaent of claim liability are recognized as claixpense in the period of change.
Measurement and recognition of claim liability éported gross of any reinsurance. The Company atithe likelihood of possible claims
payments and possible recoveries using probalviléighted expected cash flows based on informatiailable as of the measurement date,
including market information. Accretion of the dismt on a claim liability is included in claim expee. The Company’s claim liability and
accruals for loss adjustment expenses incurredisctosed in “Note 10: Loss and Loss Adjustmentdhge Reserves.”

Other-Than-Temporary Impairments on Investment Seities

The Company’s consolidated statement of operatiefhacts the full impairment (the difference betweesecurity’s amortized cost basis and
fair value) on debt securities that the Compangrids to sell or would more likely than not be regdgito sell before the expected recovery of
the amortized cost basis. For available-for-satélaid-to-maturity debt securities that managerhastno intent to sell and believes that it is
more likely than not will not be required to bedsgtior to recovery, only the credit loss comporgithe impairment is recognized in
earnings, while the rest of the fair value loseognized in accumulated other comprehensive iecdine credit loss component recognized
in earnings is identified as the amount of castvdlmot expected to be received over the remaimng bf the security as projected using the
Company’s discounted cash flow projections.

Fee and Reimbursement Revenue Recognition

The Company collects insurance related fees faticges performed in connection with certain transsst In addition, the Company may be
entitled to reimbursement of third-party insuraegpenses that it incurs in connection with certansactions. Depending upon the type of
fee received and whether it is related to an imsggolicy, the fee is either earned when it ieineed or deferred and earned over the life of
the related transaction. Work, waiver and condentination, administrative and management feeganeed when the related services are
completed and the fee is received. Structuring é&esarned on a straight-line basis over theofithe related insurance policy. Expense
reimbursements are recognized when received.

Fees related to investment management services@rgnized in earnings over the period that thetedl services are provided. Asset
management fees are typically based on the net\zases of assets under management.

Cash and Other Collateral

Under certain non-insurance derivative contractsred into by the Company, collateral postingsracgiired by either MBIA or the
counterparty when the aggregate market value @fatere contracts entered into with the same cayatey exceeds a predefined threshold.
Cash or securities may be posted as collaterbkadition of the party posting the collateral. Réée'Note 8: Derivative Instruments” for
further information on these collateral arrangeraent
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The Company has entered into reverse repurchaseragnts that require MBIA to post collateral atedptermined multiple of the contract
amount. Cash or securities may be posted by MBldeuthese agreements. As of June 30, 2009, the &oniad cash collateral of $6
million posted to counterparties under these taverse repurchase agreements.

The Company reports cash received or posted @dtsolidated Statements of Cash Flows as eitheatipg, investing or financing
consistent with the classification of the assétatnility that created the posting requirement.

Offsetting of Fair Value Amounts Related to Deriveg Instruments

In the second quarter of 2009, the Company re-etadLits election regarding offsetting the fairueabmounts recognized for derivative
contracts executed with the same counterparty undeaster netting agreement under FIN 39. As dtrélsea Company decided to begin
netting the fair value amounts recognized for dsiise contracts executed with the same counterp@hty implementation of the counterpe
netting resulted in a decrease in the Company’satare assets and derivative liabilities of $22#ion and $509 million as of June 30, 2009
and December 31, 2008, respectively. Additionabynterparty netting resulted in a decrease inugctinvestment income and other
liabilities of $33 million and $52 million as of da 30, 2009 and December 31, 2008, respectively.

Note 3: Recent Accounting Pronouncements
Recently Adopted Accounting Standar

In May 2009, the Financial Accounting Standardsrddqa-ASB”) issued SFAS 165, “Subsequent Eventdjicl establishes general
standards of accounting for and disclosure of e/#hrait occur after the balance sheet date butdéierfinancial statements are issued. SFAS
165 is effective for the Company in the interim amshual periods ending after June 15, 2009 anddteuapplied prospectively. The
Company adopted this standard as of the secontequér2009.

In April 2009, the FASB issued FSP FAS 157-4, “Deti@ming Fair Value When the Volume and Level of ikity for the Asset or Liability
Have Significantly Decreased and Identifying Tramiges That Are Not Orderly,” which supersedes SAA3-3, “Determining the Fair
Value of a Financial Asset When the Market for TAaset Is Not Active,” to provide additional guidanto highlight and expand on the
factors that should be considered when there has dsignificant decrease in market activity féinancial asset or financial liability being
measured. The FSP also provides additional fatiatsentities should consider to determine whethvents or circumstances indicate that a
transaction is or is not orderly (i.e., distress&®P FAS 157-4 is effective for the Company initiierim and annual periods ending after
June 15, 2009. The Company adopted this standasfithe second quarter of 2009. The adoption &f skandard did not have a material
effect on the Company’s consolidated balance shesgslts of operations or cash flows.

In April 2009, the FASB issued FSP FAS 115-2 anbRAR4-2, “Recognition and Presentation of OtherrFliamporary Impairments,”
which amends SFAS 115 and SFAS 124, “Accountin@fertain Investments Held by Not-for-Profit Orgaatians,” to amend the
recognition criteria for other-than-temporary impagént guidance and to improve the presentatiortradrethan-temporary impairments in the
financial statements. This FSP replaces the egiségquirement that the entity’s management asSkatsi both the ability and intent to hold an
impaired security until recovery with a requirem#rat management assert (a) it does not have thetito sell the security and (b) it is more
likely than not it would not have to sell the satgubefore recovery of its cost basis. When thesedriteria are met, the entity will recognize
only the credit component of an other-than-tempoimmpairment of a debt security in earnings andrémeaining portion in other
comprehensive income. The Company adopted thislatdras of the second quarter of 2009. Upon adwoptinl implementation of the
standard, the Company recorded a cumulative-edfgicistment to reclassify the non-credit componéat mreviously recognized other-than-
temporary impairment from retained earnings to aadated other comprehensive income. The cumulatffest adjustment resulted in an
increase in retained earnings of $86 million andarease in accumulated other comprehensive fdBSémillion, net of deferred taxes of
$30 million. Refer to “Note 7: Investment IncomedaBains and Losses” for further information on @@mpany’s investment securities and
other-than-temporary impairments.

In April 2009, the FASB issued FSP FAS 107-1 and3/A8-1, “Interim Disclosures about Fair Value oh&ncial Instruments,” which
amends SFAS 107, “Disclosures about Fair Valuemdifcial Instruments,” to require disclosures abfairtvalue of financial instruments
within the scope of SFAS 107 in interim and anrfirgncial statements, and the method(s) and s@anifiassumptions used to estimate the
fair value of those financial instruments. This 8§ amends APB Opinion No. 28, “Interim Finan&ealporting,” to require those
disclosures in all interim financial statementseT@ompany adopted the FSP in the second quarB0&. As the standard requires only
additional disclosures, the adoption of FSP FAS 1@nd APB 28-1 did not have an impact on the Camisaconsolidated balance sheets,
results of operations or cash flows. Refer to “Nmt&air Value of Financial Instruments” for furtheformation.
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In May 2008, the FASB issued SFAS 163, effectivaspectively as of January 1, 2009. SFAS 163 am8RésS 60, “Accounting and
Reporting by Insurance Enterprises” to clarify thiaancial guarantee insurance contracts issuaddayance enterprises are included within
the scope of SFAS 60 as amended by SFAS 163. SBAarhends the recognition and measurement of premauenue, and claim liabiliti
on financial guarantee insurance and reinsuranaamis, and expands disclosure requirements. Ré@mgand measurement of unearned
premium revenue and receivable for future premiamsalso amended by SFAS 163. SFAS 163 does nigt @pjnancial guarantee
insurance contracts that are derivative instrumiectsded within the scope of SFAS 133, “Accountfng Derivative Instruments and
Hedging Activities,” as amended. SFAS 163 nullifiles guidance for financial guarantee insurancéraots included in Emerging Issues
Task Force Issue No. (“EITF”) 85-20, “RecognitionF@es for Guaranteeing a Loan.” Refer to “Noténdurance Premiums” for disclosures
related to premiums and “Note 10: Loss and Lossistdjent Expense Reserves” for disclosures relatéabss reserves.

Upon the adoption and implementation of SFAS 188 Gompany recorded a cumulative transition adjestrof $55 million net of tax, $83
million pretax, as an increase to its beginning retained egsrhalance as of January 1, 2009. The cumulatwsition adjustment represe
the recognized changes in assets and liabilitedtieg from the adoption of SFAS 163. The follogiitable summarizes the adjustments n
to the Company’s consolidated assets and liaksildaie of January 1, 2009 on a pre-tax basis:

Increase/

In thousands (Decrease)
Assets:
Deferred acquisition cos $ 8,731
Prepaid reinsurance premiul 313,66(
Reinsurance recoverable on paid and unpaid I¢ 4,56:
Premiums receivabl 2,287,45,
Deferred income taxes, n (27,170
Liabilities:
Unearned premium reven $ 2,381,48
Loss and LAE reserve (174,220
Reinsurance premiums paya 324,26:.

In December 2008, the FASB issued FSP FAS 140-4#&8B Interpretation No. (“FIN”) 46(R)-8, “Discloses by Public Entities
(Enterprises) about Transfers of Financial Assetslaterests in Variable Interest Entities,” whielguires enhanced disclosures about
transfers of financial assets and involvement withable interest entities (“VIES”). The Companypted FSP FAS 140-4 and FIN 46(R)-8
for financial statements prepared as of Decembg2@d8 and is effective for interim reporting pelsauntil the adoption of SFAS 167,
“Amendments to FASB Interpretation No. 46(R).” Retie “Recent Accounting Developments” for discussad SFAS 167. Since FSP FAS
140-4 and FIN 46(R)-8 only requires additional thsares concerning transfers of financial assedsiaterests in VIEs, adoption of FSP FAS
140-4 and FIN 46(R)-8 did not affect the Comparogasolidated balance sheets, results of operatiooash flows. Refer to “Note 9:
Variable Interest Entities” for disclosures reqditey FSP FAS 140-4 and FIN 46(R)-8.

In June 2008, the FASB issued FSP No. EITF 03-®&termining Whether Instruments Granted in Shaasdsl Payment Transactions Are
Participating Securities,” effective January 1, 20th retrospective application. The FSP requi@spanies to consider unvested share-
based payment awards that contain nonforfeitaghsito dividends or dividend equivalents as pigdiing securities, which shall be
included in the calculation of basic and dilutedhiregs per share. The Company’s restricted andefeshare awards meet the definition of
participating securities. The Company adopted tBE Bn January 1, 2009, which resulted in an $&68dation in its previously reported loss
per common share for the six months ended Jun20®®. The previously reported amounts for basiniegs per share for the three and six
months ended June 30, 2008 were income of $7.25 &b of $3.37, respectively. The previously reggbamounts for diluted earnings per
share for the three and six months ended June0B8, &ere income of $7.14 and a loss of $3.37, cs@dy.

In March 2008, the FASB issued SFAS 161, “Disclesuabout Derivative Instruments and Hedging Adési—an amendment of FASB
Statement No. 133.” SFAS 161 expands the disclaggpgirements about an entity’s derivative instroteend hedging activities. The
disclosure provisions of SFAS 161 apply to all #edi with derivative instruments subject to SFAS A8d its related interpretations. The
provisions also apply to related hedged items rbifted derivatives, and non-derivative instrumdémas are designated and qualify as hedging
instruments. The Company adopted the disclosunggioms of SFAS 161 on January 1, 2009. Since SE&Srequires only additional
disclosures concerning derivatives and hedgingities, adoption of SFAS 161 did not affect the @amy’s consolidated balance sheets,
results of operations or cash flows. Refer to “Ngit®erivative Instruments” for disclosures reqdil®y SFAS 161.

In February 2008, the FASB issued FSP FAS 157-ffetiive Date of FASB Statement No. 157,” whichaled the effective date of SFAS
157, “Fair Value Measurements,” to fiscal yearsibeing after November 15, 2008, for all non-finaal@ssets and non-financial liabilities,
except those that are recognized or disclosedratdhue in the financial statements on a recurbiagis (at least annually). The adoption of
FSP FAS 157-2 on January 1, 2009 did not have arfrabimpact on the Company’s consolidated balaeets, results of operations or cash
flows.
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In December 2007, the FASB issued SFAS 160, “Notrotimg Interests in Consolidated Financial Stagéeis—an amendment of ARB 51.”
SFAS 160 requires reporting entities to presentaotrolling (minority) interest as equity (as opedgo liability or mezzanine equity) and
provides guidance on the accounting for transastm@tween an entity and noncontrolling interest® presentation and disclosure
requirements are to be applied retrospectively. Company adopted SFAS 160 on January 1, 2009 antted in preferred stock issued by a
subsidiary to be reclassified from minority intdresa separate component of equity. The adopti@FAS 160 did not have a material
impact on the Company’s consolidated balance shessslts of operations or cash flows.

Recent Accounting Developmen

In June 2009, the FASB issued SFAS 168, “The FASBoAinting Standards Codification and the Hieramh&enerally Accepted
Accounting Principles—a replacement of FASB Stateino. 162.” The FASB Accounting Standards Codifima (“Codification”) will
become the single source of authoritative GAAPda@pplied by nongovernmental entities. On the &ffeclate of SFAS 168, the
Codification will supersede all then-existing noB&Saccounting and reporting standards. SFAS 1d8wieffective for the Company for
financial statements issued for interim and anpeailods ending after September 15, 2009. The Coynwdhadopt this standard as of the
third quarter of 2009. The Codification is not imied to change GAAP but rather reorganize divergeobunting literature into an accessible
and user-friendly system which will materially ingp&ited references of GAAP in the Company’s Nate€onsolidated Financial
Statements.

In June 2009, the FASB issued SFAS 167 which amEhRd2l6(R) to include qualifying special purposdites (“QSPES”)in its scope and
require the holder of a variable interest or vddabterests in a VIE to determine whether it hadsontrolling financial interest in a VIE. A
holder of a variable interest (or combination ofiahle interests) that provides a controlling fiomhinterest in a VIE is considered the
primary beneficiary and is required to consolidae VIE. SFAS 167 amends FIN 46(R) to deem contigllinancial interest as both a) the
power to direct the activities of a VIE that mogfrsficantly impact the VIE’s economic performareed b) the obligation to absorb losses or
the rights to receive benefits of the VIE that copbtentially be significant to the VIE. SFAS 16#ends FIN 46(R) to eliminate the
guantitative approach for determining the primaepédficiary of a VIE. SFAS 167 requires an ongoieassessment of whether a holder of a
variable interest is the primary beneficiary of EEMwhich amends the guidance in FIN 46(R) thatiess reconsideration of whether a hol
of a variable interest is the primary beneficianjyovhen specific events occurred. SFAS 167 nalifrSP FAS 140-4 and FIN 46(R)-8 and
amends FIN 46(R) to require enhanced disclosurrea fmlder of a variable interest in a VIE that gemerally consistent with the disclosures
required by FSP FAS 140-4 and FIN 46(R)-8. SFAS is&ffective for the Company as of January 1, 28dd earlier application is
prohibited. The Company is currently evaluating ploéential impact of adopting this standard.

In June 2009, the FASB issued SFAS 166, “Accourfiimd ransfers of Financial Assets—an amendme®ASB Statement No. 140,” to
remove the concept of a QSPE. It also clarifiestivdrea transferor has surrendered control ovesteared financial assets and meets the
conditions to derecognize transferred financiaktsser a portion of an entire financial asset thaets the definition of a participating interest.
SFAS 166 amends SFAS 140, “Accounting for Transéeuis Servicing of Financial Assets and Extinguishtaef Liabilities,” to require
enhanced disclosures about transfers of finans&dta and a transfersrtontinuing involvement with transferred finan@abkets. SFAS 166
effective for the Company as of January 1, 2010eartler application is prohibited. The Compangusrently evaluating the potential impact
of adopting this standard.

Note 4: Insurance Premiums

The Company recognizes and measures premiumsdétafmancial guarantee (non-derivative) insuraacd reinsurance contracts in
accordance with SFAS 163. Refer to “Note 2: Sigaifit Accounting Policies” and “Note 3: Recent Aaatiing Pronouncements” for a
description of the Company’s accounting policyifsurance premiums and the impact of the adopti®@F&S 163 on the Company’s
financial statements.

As of June 30, 2009, the Company reported premiaeeivable of $2.1 billion primarily related to iament policies for which premiums
will be collected over the estimated term of thatcacts. Premiums receivable for an installmenicyas initially measured at the present
value of premiums expected to be collected oveegpected period or contract period of the polising a risk-free discount rate. Premiums
receivable for policies that use the expected pesfaisk due to expected prepayments are adjustedbsequent measurement periods when
prepayment assumptions change using the risk-feeeuht rate as of remeasurement date. The weiglvierdige risk-free rate used to
discount future installment premiums was 2.92% thedveighted average expected collection term@ptiemiums receivable was 9.16
years. For the three and six months ended Jun2089, the accretion of the premiums receivable $i&smillion and $28 million

respectively, and is reported” Scheduled premiums earr” on the Compar’s Consolidated Statements of Operatit



As of June 30, 2009, the Company reported reinseraremiums payable of $297 million, which représéie portion of the Company’s
premiums receivable that is due to reinsurers.rémesurance premiums payable is accreted and pa@rtsurers as premiums due to MBIA
are accreted and collected.
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The following table presents a roll forward of thempany’s premiums receivable for the six monttdeenJune 30, 2009:

In millions Six Months Ended June 30, 2009
Adjustments
Premiums Changes in Accretion of Premiums Reinsurance
Premiums Premium Receivable as
Receivable as a SFAS 163 from New Expected Premiums Premiums
December 31, Transition Payments Business Term of Receivable of June 30, Payable as of
2008 Adjustment Received Written Policies Discount Other 2009 June 30, 2009
$ 8 $ 228 $ (167) $ - $ (20 $ 28 $ (6 $ 2131 $ 297

The following table presents the undiscounted fuamount of premiums expected to be collected lamgéeriod in which those collections

are expected to occur:

Expected
Collection of

In millions Premiums
Three months ende:
September 30, 20( $ 76
December 31, 200 80
Twelve months ende:
December 31, 201 27¢
December 31, 201 24¢€
December 31, 201 21¢€
December 31, 201 17¢
Five years ende:
December 31, 201 64C
December 31, 202 40€
December 31, 2028 and therea 61€
Total $ 2,74

For the three and six months ended June 30, 2B8L; ompany reported premiums earned of $178 midiwh$407 million, respectively,
which includes $153 million and $348 million of scluled premiums earned and $25 million and $59anibf refunding premiums earned,
respectively. Refunding premiums earned represemipms earned on policies for which the underlyimgyred obligations have been

refunded, called, or terminated and for which MBiAsbligation has been extinguished.

The following table presents the expected uneapnechium revenue balance and the future expectedipnes earned revenue as of and for

the periods presented:
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Future Expected Premium

Earnings
Unearned Total Future
Expected Premium

Premium
In millions Revenue Upfront Installments Accretion Earnings
Three months ende:
June 30, 200 $ 5,337
September 30, 20( 5,18¢ $ 78 $ 73 $ 15 $ 16€
December 31, 20C 5,03¢ 77 70 14 161
Twelve months ende:
December 31, 201 4,48¢ 29z 25¢& 54 60t
December 31, 201 3,992 26¢ 227 50 54¢
December 31, 201 3,55¢ 24¢ 18¢ 46 483
December 31, 201 3,17¢ 23C 14¢ 42 421
Five years ende:
December 31, 201 1,75¢€ 892 52¢ 162 1,58:
December 31, 202 89z 54z 321 10¢ 967
December 31, 2028 and therea - 511 381 12€ 1,01¢
Total $ 3,141 $ 2,19¢ $ 612 $ 5,94¢

Note 5: Fair Value of Financial Instruments
Financial Instruments

The following table presents the carrying value idvalue of financial instruments reported oa thompany’s consolidated balance sheets
as of June 30, 2009 and December 31, 2008:

June 30, 2009 December 31, 2008
Estimated Fair Estimated Fair

In millions Carrying Value Value Carrying Value Value
Assets:

Fixed-maturity securities and short-term investragnt

held as availab-for-sale, at fair valu $ 13,89¢ $ 13,89¢ $ 16,76: $ 16,76:

Investments he-to-maturity, at amortized co 3,95¢ 3,40¢ 3,65¢ 3,59¢

Other investment 417 417 22C 22C

Cash and cash equivalel 90C 90C 2,28( 2,28(

Receivable for investments sc 304 304 77 77

Derivative asset 75E 75E 911 911

Note Receivabl 47C 47C 428 428
Liabilities:

Investment agreemer 3,02 2,972 4,667 5,182

Mediun-term notes 4,13¢ 2,031 6,34( 4,77:

Variable interest entity note 2,637 2,41¢ 1,79z 1,79z

Securities sold under agreements to repurc 691 657 803 75€

Long-term debr 2,517 1,27¢ 2,39¢ 1,367

Payable for investments purchas 37 37 - -

Derivative liabilities 4,18¢ 4,18¢ 6,471 6,471

Warrants 29 29 22 22
Financial Guarantee

Gross 6,59¢ 6,592 4,987 6,07¢

Cedec 503 432 39C 407
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Valuation Techniques

The valuation techniques for fair valuing finandratruments included in the preceding table aseileed below. The Company’s assets and
liabilities recorded at fair value have been catizgo according to the fair value hierarchy prdsadi by SFAS 157 within the following “Fair
Value Measurements” section.

Fixed-Maturity Securities Held As Available-for-Sale

U.S. Treasury and government agerel.S. Treasury securities are liquid and have gliotarket prices. Fair value of U.S. Treasuries is
based on live trading feeds. U.S. Treasury seesriie categorized in Level 1 of the fair valuedriehy. Government agency securities
include debentures and other agency mortgage pemsgh certificates as well as to-be-announced AMBecurities. TBA securities are
liquid and have quoted market prices based ondata feeds. Fair value of mortgage pass-througificates is obtained via a simulation
model, which considers different rate scenariostastbrical activity to calculate a spread to tbenparable TBA security. Government
agency securities use market-based and observghltsi As such, these securities are classifidgasl 2 of the fair value hierarchy.

Foreign governments-The fair value of foreign government obligatioegjenerally based on observable inputs in activketa When
guoted prices are not available, fair value is heiteed based on a valuation model that has assriptérest rate yield curves, cross-currency
basis index spreads, and country credit spreadstriactures similar to the bond in terms of isso®afurity and seniority. These bonds are
generally categorized in Level 2 of the fair vahierarchy. Bonds that contain significant inputstthre not observable are categorized as
Level 3 while bonds that have quoted prices in@iva market are classified as Level 1.

Corporate obligations-The fair value of corporate bonds is obtained gisectently executed transactions or market pricgagions where
observable. When observable price quotations aravalable, fair value is determined based on ¢stmodels with yield curves, bond or
single name CDS spreads and diversity scores ampats. Corporate bonds are generally categoiizé@vel 2 of the fair value hierarchy;
instances where significant inputs are unobseryddy are categorized in Level 3 of the hierare@grporate obligations may be classifiec
Level 1 if quoted prices in an active market arailable.

Mortgagebacked securities and asbaicked securities-Mortgage-backed securities (“MBSs”) and ABSs akigd based on recently
executed prices. When position-specific externigiegptata is not observable, the valuation is basegrices of comparable securities. In the
absence of market prices, MBSs and ABSs are valsedfunction of cash flow models with observabtekeat-based inputs (e.g. yield
curves, spreads, prepayments and volatilities). M&®1 ABSs are categorized in Level 3 if signifidaputs are unobservable, otherwise
are categorized in Level 2 of the fair value hiehgr

The Company records under the fair value provis@fSFAS 155 certain structured investments, whiehincluded in available-for-sale
securities. Fair value is derived using quoted migpkices or cash flow models. As these secumtienot actively traded, certain significant
inputs are unobservable. These investments argaréed as Level 3 of the fair value hierarchy.

State and municipal bondsThe fair value of state and municipal bonds isnestied using recently executed transactions, mamkes
guotations and pricing models that factor in, whagwplicable, interest rates, bond or CDS spreadvalatility. These bonds are generally
categorized in Level 2 of the fair value hierarcimyinstances where significant inputs are unolsaey they are categorized in Level 3.

Investments He-To-Maturity

The fair value of investments held-to-maturity ltained using recently executed transactions okebgrice quotations where observable.
When position-specific external price data is nudervable, the valuation is based on prices of evalpe securities. When observable price
guotations are not available, fair value is detepdibased on internal cash flow models with yield/es and bond spreads of comparable
entities as key inputs.

Other Investments

Other investments include the Company’s interesgjuity securities (including exchange-traded desed funds), money market mutual
funds and perpetual securities. Fair value of oitnezstments is determined by using quoted pricesirades, or valuation models that use
market-based and observable inputs. Other investnaga categorized in Level 1, Level 2 or Levef ghe fair value hierarchy.

Other investments also include premium tax credigstments that are carried at amortized costc@hging value of these investments
approximates fair value.
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Cash and Cash Equivalents, Receivable for Invedsr&olid and Payable for Investments Purchased

The carrying amounts of cash and cash equivalegsjvable for investments sold and payable foestwments purchased approximate their
fair values as they are short-term in nature.

Note Receivabl

The note receivable represents a non-recourseskaured by collateral pledged by the counterparthé note receivable. The fair value of
the note receivable is calculated as the most texqgraised value of the underlying collateral gkl against the note receivable. The
appraisal was performed by an independent thirty pluring the current year.

Investment Agreemer

The fair values of investment agreements are estiinasing discounted cash flow calculations bagexh interest rates currently being
offered for similar agreements with maturities dgste1t with those remaining for the investment agrents being valued. These agreements
contain collateralization and termination agreeméinat sufficiently mitigate the nonperformancd 6§ the Company.

Mediun-Term Notes

The fair values of medium-term notes recorded airtized cost are estimated using discounted caghdhlculations based upon interest
rates currently being offered for similar noteshwritaturities consistent with those remaining far tedium-term notes being valued.
Nonperformance risk of the Company is incorporateal the valuation by using the Compi’s own credit spreads.

The Company has elected to record at fair valueutite provisions of SFAS 155 four medium-term soEeair value of such notes is derived
using quoted market prices or an internal cash flttwdel. Significant inputs into the valuation indéuyield curves and spreads to the swap
curve. As these notes are not actively tradedairesignificant inputs (e.g. spreads to the swapejuare unobservable. These notes are
categorized as Level 3 of the fair value hierarchy.

Variable Interest Entity Notes

The fair value of variable interest entity notesligained using recently executed transactionsasket price quotations where observable.
When position-specific external price data is nudervable, the valuation is based on prices of evalpe securities. When observable price
guotations are not available, fair value is detesdibased on internal cash flow models of the uyidgrcollateral with yield curves and bo
spreads of comparable entities as key inputs.

Securities Sold Under Agreements to Repurchase

The fair value is estimated using discounted chsi €alculations based upon interest rates cusrdrging offered for similar agreements.
Securities sold under agreements to repurchasadi@¢erm reverse repurchase agreements that cenéalit enhancement provisions via
over-collateralization agreements to sufficientljigate the nonperformance risk of the Company.

Long-term Debt

Long-term debt consists of long-term notes, debestsurplus notes and floating rate liquidity leanhe fair value of long-term notes,
debentures and surplus notes are estimated basgeted market prices for the same or similar sgesr For floating rate liquidity loans in
Triple-A One Funding Corporation (“Triple-A One’gs these loans are non-recourse and fully backedpmpl of underlying assets, the fair
values are estimated using discounted cash flosulzdions based upon the underlying collateral geidto the specific loans.

Derivatives—Investment Management Services

The investment management services operationsdrdeeed into derivative transactions primarily dstisg of interest rate, cross currency,
credit default and total return swaps and princatection guarantees. These over-the-countevaterés are valued using industry standard
models developed by vendors. Observable and mbdgetd inputs include interest rate yields, crgaitads and volatilities. These derivati
are categorized as Level 2 within the fair valusrduichy except with respect to certain complexvadities where observable pricing inputs
were not able to be obtained, which have been cergl as Level 3.
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In compliance with requirements of SFAS 157, thenBany considers its own credit risk and that ofntetparties when valuing derivative
assets and liabilities. The Company has policiespgncedures in place regarding counterpartiefydirg review and approval of the
counterparty and the Company’s exposure limit,atetlal posting requirements, collateral monitodng margin calls on collateral. The
Company manages counterparty credit risk on awithgial counterparty basis through master nettingrayjements covering derivative
transactions in the Investment Management SerapdsCorporate operations. These agreements al@dmpany to contractually net
amounts due from a counterparty with those amaduntsto such counterparty when certain triggeringnév occur. The Company only
executes swaps under master netting agreements) typically contain mutual credit downgrade prawis that generally provide the ability
to require assignment or termination in the evéhteethe Company or the counterparty is downgrdmEdw a specified credit rating. The
netting agreements minimize the potential for lege¢ated to credit exposure and thus serve tgatéithe Company’s nonperformance risk
under these derivatives.

In certain cases, the Company also manages cigldihrough collateral agreements that give the @amy the right to hold or the obligation
to provide collateral when the current market valfiderivative contracts exceeds an exposure thtésbinder these arrangements, the
Company may receive or provide U.S. Treasury ahdrdtighly rated securities or cash to secure énizakive. The delivery of high-quality
collateral can minimize credit exposure and mitigiie potential for nonperformance risk impacting fiair value of the derivatives.

Derivative—Insurance

The derivative contracts that the Company insuaesiat be legally traded and generally do not hdsevable market prices. In the cases
with no active price quote, the Company uses a aaatibn of internal and third-party models to estimthe fair value of these

contracts. Most insured CDSs are valued using harered Binomial Expansion Technique (“BET”) modwidinally developed by
Moody'’s). Significant inputs include collateral spds, diversity scores and recovery rates. Fonigelil number of other insured derivatives,
the Company uses industry standard models as welaprietary models such as Black-Scholes optiodets and dual-default models,
depending on the type and structure of the contidet valuation of these derivatives includes thpact of its own credit standing and the
credit standing of its reinsurers. All of theseidatives are categorized as Level 3 of the faiugdlierarchy as a significant percentage of
value is derived from unobservable inputs. Foriediswaps (other than CDSs), the Company usesiaiiegand vendor developed models
with market-based inputs (e.g. interest rate, fpre&ixchange rate, spreads), and are classifieéad P within the fair value hierarchy.

Insured Derivative:

The majority of the Compang’'derivative exposure is in the form of credit dative instruments insured by MBIA Corp. Prior 1008, MBIA
Corp. insured CDSs entered into by LaCrosse FimaReoducts LLC (“LaCrosse”), an entity that is solidated into MBIA's financial
statements under the FIN 46(R) criteria. In Felyr2808, the Company ceased insuring such derivatsteuments except in transactions
reducing its existing insured derivative exposure.

In most cases, the Company’s insured credit deviesitare measured at fair value as they do notfgdat the financial guarantee scope
exception under SFAS 133. Because the Companyisddgerivatives are highly customized and thegeigerally no observable market for
these derivatives, the Company estimates theieviala hypothetical market based on internal aird-arty models simulating what a bond
insurer would charge to guarantee the transactitireaneasurement date. This pricing would be baseskpected loss of the exposure
calculated using the value of the underlying ceHal within the transaction structure.

Description of MBIAs Insured Credit Derivatives

The majority of MBIA's insured credit derivativesference structured pools of cash securities an8CDhe Company generally insured the
most senior liabilities of such transactions, anttansaction closing the Compasyxposure generally had more subordination thadetbtc
achieve triple-A ratings from credit rating agemsci{eeferred to as “Super Triple-A” exposure). Thesg notional amount of such transactions
totaled $133.6 billion as of June 30, 2009. Théatetal backing the Company’s insured derivatives wash securities and CDSs referencing
primarily corporate, asset-backed, residential gage-backed, commercial mortgage-backed, commeezbéestate (“CRE”) loans, and
collateralized debt obligation (“CDQO") securities.

Most of MBIA’s insured CDS contracts require thaBM\ make payments for losses of the principal andtng under the contracts when
losses on the underlying referenced collateral exeepredetermined deductible. The total notiomadunt and MBIA’s maximum payment
obligation under these contracts as of June 309 2&6 $79.1 billion. The underlying referencedateltal for contracts executed in this
manner largely consist of investment grade corpatlabt, structured commercial mortgage-backed giesuf‘CMBS”) pools and, to a lesser
extent, corporate and multi-sector CDOs (in CDOasqd transactions).
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The Company also has guarantees under principtgiion fund programs, which are also accounte@s$aderivatives. Under these progr:
the Company guaranteed the return of principahtestors and is protected by a daily portfolio tabeing obligation that is designed to
minimize the risk of loss to MBIA. As of June 3@, the maximum amount of future payments thatbmpany would be required to
make under these guarantees was $49 million, uEtmpany has not made any payments to date gelatihese guarantees. The unreal
gains (losses) on these derivatives for the yaadted 2007 and 2008 and the six months ended Jyr2939 were $0, reflecting the extrem
remote likelihood that MBIA will incur a loss.

Changes in fair value of the insured derivativesracorded in “Net change in fair value of insudedivatives.” The net change in the fair
value of the Company'’s insured derivatives haspwimary components; (i) realized gains (losses)a@hdr settlements on insured
derivatives and (ii) unrealized gains (losses)rmuied derivatives. “Realized gains (losses) ahdratettlements on insured derivatives”
include (i) net premiums received and receivablevdtten CDS contracts, (ii) net premiums paid @agtable to reinsurers in respect of CDS
contracts, (iii) net amounts received or paid dngerance commutations, (iv) losses paid and pay@bCDS contract counterparties due to
the occurrence of a credit event or settlementeagesit, (v) losses recovered and recoverable ofased CDS contracts due to the
occurrence of a credit event or commutation agretisued (vi) fees relating to CDS contracts. The réatized gains (losses) on insured
derivatives” include all other changes in fair \&abf the derivative contracts.

Considerations Regarding an Observable Market BtAVIs Insured Derivatives

In determining fair value, the Company’s valuatapproach uses observable market prices if avaitaidereliable. Market prices are
generally available for traded securities and missta@ndard CDSs but are less available or acctoatéghly customized CDSs. Most of the
derivative contracts the Company insures are titerlas they are non-traded structured credit dévie transactions. In contrast, typical
market CDSs are standardized, liquid instrumergsréference tradable securities such as corpbeatés that themselves have observable
prices. These market standard CDSs also involMateddl posting, and upon a default of the undedyieference obligation, can be settled in
cash.

MBIA’s insured CDS contracts do not contain typi€adS market standard features as they have be@nddgo replicate the Company’s
financial guarantee insurance policies. At incaptid the transactions, the Company’s insured CB8uments provided protection on pools
of securities or CDSs with either a stated dediectib subordination beneath the MBIA-insured trancthe Company is not required to post
collateral in any circumstances. Payment by MBIAeman insured CDS is due after the aggregate anobulefaults of the underlying
reference obligations, based on fair value deteation with respect to each defaulted referencegabitin, exceed the deductible or
subordination in the transaction. Once such defaxteed the deductible or the subordination MBlAbligated to pay the fair value, as
determined under the ISDA contract, of any subsetuerence obligations that default. Some cotdratso provide for further deferrals of
payment at the Company’s option. In the event ofiMBorp’s failure to pay a claim under the insuf@BS or the insolvency of MBIA, the
insured CDS contract provides that the counterpaatyterminate the CDS and make a claim for theuatndue, which would be based on
fair value of the insured CDS at such time. An &iddal difference between the Company’s CDS anitafpnarket standard contracts is that
the Company’s contract, like its financial guarantentracts, cannot be accelerated by the coumtgipahe ordinary course of business.
Similar to the Company’s financial guarantee insae all insured CDS policies are unconditional mrevocable and the Company’s
obligations thereunder cannot be transferred unthestransferees are also licensed to write firmgiarantee insurance policies. Note that
since insured CDS contracts are accounted for ragatiges under SFAS 133, the Company did not diéfercharges associated with
underwriting the CDS policies and they were expdraeorigination.

The Company’s payment obligations are structurgaréoent large one-time claims upon an event adedf underlying reference
obligations and to allow for payments over time.(fpay-as-you-go” basis) or at final maturity. Hower, the size of payments will ultimately
depend on the timing and magnitude of losses. Térer¢hree types of payment provisions:

(i) timely interest and ultimate principi
(i) ultimate principal only at final maturity; ar

(iii) payments upon settlement of individual refeced collateral losses in excess of policy-spediéductibles and
subordination. The deductible or loss thresholtiésamount of losses experienced with respectaaitiderlying or
referenced collateral that would be required tauotefore a claim against an MBIA insurance potiey be made

MBIA had transferred some of the risk of loss oasta contracts using reinsurance to other finagciatantee insurance and reinsurance
companies. The fair value of the transfer underdresurance contract with the reinsurers is acsalifor as a derivative asset. These
derivative assets are valued consistently withGbmpany’'s SFAS 157 valuation policies.
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Valuation Modeling of MBIAInsured Derivatives

As a result of the significant differences betwegarket standard CDS contracts and the CDS contrestised by MBIA, the Company
believes there are no relevant third-party exitigaharket observations for its insured structuredit derivative contracts and, therefore, no
principal market as described in SFAS 157. In theeace of a principal market, the Company valueselinsured credit derivatives in a
hypothetical market where market participants asumed to be other comparably-rated primary firmgiarantors. Since there are no
observable transactions in the financial guaramtaeket that could be used to value the Compangissaictions, the Company generally uses
internal and third-party models, depending on ype tand structure of the contract, to estimatddhevalue of its insured derivatives.

The Company’s primary model for insured CDSs sitadavhat a bond insurer would charge to guarantesnaaction at the measurement
date, based on the market-implied default riskhefunderlying collateral and the remaining struatprotection in a deductible or
subordination. This approach assumes that bonddarswould be willing to accept these contractenftbe Company at a price equal to what
they could issue them for in the current marketilévilne premium charged by financial guarantonsaa direct input into the Company’s
model, the model estimates such premium and teisijpim increases as the probability of loss increadiéven by various factors including
rising credit spreads, negative credit migratiomdr recovery rates, lower diversity score andierosf deductible or subordination.

1. Valuation Model Overview

Approximately 99.3% of the balance sheet fair valfimsured credit derivatives as of June 30, 280&lued using the BET model, which is
a probabilistic approach to calculating expectess lon the Company’s exposure based on market {esifdy underlying referenced
collateral. The BET was originally developed by Mgts to estimate a probability distribution of lesson a diverse pool of assets. The
Company has made modifications to this techniquanieffort to incorporate more market informatior rovide more flexibility in

handling pools of dissimilar assets: a) the Comp#sgs market credit spreads to determine defanitatmility instead of using historical loss
experience, and b) for collateral pools where ffread distribution is characterized by extremes Gbmpany models each segment of the
pool individually instead of using an overall pasferage.

There are three steps within BET modeling to arat/air value for a structured transaction: paskl| estimation, loss allocation to separate
tranches of the capital structure and calculatioih@ change in value.
. The pool loss estimation is calculated by referéndbe following (described in further detail unModel Input” below):

» credit spreads of the underlying collateral. Thibased on actual spreads or spreads on similateral with similar
ratings, or in some cases is benchmar

» diversity score of the collateral pool as an intdaraof correlation of collateral defaults, a
» recovery rate for all defaulted collater
. Losses are allocated to specific tranches of Hiestiction according to their subordination levehimithe capital structur:

» For example, if the expected total collateral dost is 4% and the transaction has an equity teanold three
progressively more senior C, B, and A tranches wittiesponding underlying subordination levels %f, 3%, 5% and
10%, then the 4% loss will have the greatest impadhe equity tranche. It will have a lower, bigingficant impact on
the C tranche and a lesser impact on the B traddB&A usually insures the Super Triple-A trancheéhiowest
exposure to collateral losses due to the underlsirigprdination provided by all junior tranch

e Atany point in time, the unrealized gain or losseaotransaction is the difference between the maigdrice of the risk
(the original market-implied expected loss) anddheent price of the risk based on the assumedethamplied
expected losses derived from the mo

Additional structural assumptions of the model Warbting are listed below:
. Default probability is determined by three factansedit spread, recovery rate after default andithe period under risl
. Defaults are modeled spaced out evenly over t
. Collateral is generally considered on an averageshather than being modeled separa

. Correlation is modeled using a diversity score,olihis calculated based on rules regarding industgector concentrations.
Recovery rates are based on historical averagesmtated based on market evider
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The Company reviews the model results on a quarbesis to assess the appropriateness of the assamand results in light of current
market activity and conditions. This review is perfied by internal staff with relevant expertisdiié market spreads are observable for
similar transactions, those spreads are an intpgralbof the analysis. For example, new insureastrations that resemble existing (previously
insured) transactions would be considered, as woedpbtiated settlements of existing transactiomsvéver, this data has been scarce or non-
existent in recent periods. As a result, the Comjzarecent reviews have focused more on internasistency and relativity, as well as the
reasonableness of modeled results given currerkaheonditions.

2. Model Strengths and Weaknesses

The primary strengths of this CDS valuation model a

1) The model takes account of transaction struauncekey drivers of market value. The transacttamcsure includes par insured,
weighted average life, level of deductible or sulimation and composition of collater

2) The model is a wellflocumented, consistent approach to marking positioat minimizes the level of subjectivity. Mod&lusture
inputs and operation are well documented both bpdgts and by MBIA’s internal controls, creatingtaomig controls process in
execution of the model. The Company has also dpeéla hierarchy for usage of various market-bapeshs inputs that reduces
the level of subjectivity, especially during persoof high illiquidity.

3) The model uses market inputs with the most eelelaeing credit spreads for underlying refereramthiteral, assumed recovery
rates specific to the type and rating of refereradthteral, and the diversity score of the ento#ateral pool. These are key
parameters affecting the fair value of the trarieactind all inputs are marl-based whenever available and relia

The primary weaknesses of this CDS valuation macks|

1) There is no longer a market in which to test eeify the fair values generated by the Companyslel, and at June 30, 2009, the
model inputs were also either unobservable or higliduid, adversely impacting their reliabilit

2) There are diverse approaches to estimating fairevaf such transactions among other financial guaeainsurance companit

3) Results may be affected by averaging of spraadsuse of a single diversity factor, rather thsimgi specific spreads for each
piece of underlying collateral and collatesglecific correlation assumptions. While more spedéta could improve the reliabili
of the results, it is not currently available argitiner is a model that could produce more reliaggeilts in the absence of that d:

3. Model Inputs
Specific detail regarding these model inputs ated below:

a. Credit spreads

The average spread of collateral is a key inptih@Company assumes credit spreads reflect theat'mdssessment of default probability
each piece of collateral. Spreads are obtained fmamket data sources published by third parties (ealer spread tables for assets most
closely resembling collateral within the Comparnyansactions) as well as collateral-specific spseatthe underlying reference obligations
provided by trustees or market sources. Also, vthese sources are not available, the Company bexrkkrapreads for collateral against
market spreads, including in some cases, assurtanships between the two spreads. This datavigwed on an ongoing basis for
reasonableness and applicability to the Compargrwative portfolio. The Company also calculatesesps based on quoted prices and on
internal assumptions about expected life, whenmgimformation is available and spread informati®mot.

The actual calculation of pool average spread satépending on whether the Company is able to altseral-specific credit spreads or
generic spreads as an input.

. If collateral-specific spreads are available, theead for each individual piece of collateral isntfied and a weighted average is
calculated by weighting each spread by the cormedipg par exposurt
. If collateralspecific credit spreads are not available, the Gompses generic spread tables based on assehcthaserage ratil

of the collateral pool. Average credit rating fbetcollateral is calculated from the weighted agenating factor (“WARF") for
the collateral portfolio and then mapped to an appate spread. WARF is based on a 10,000 poité stessigned by Moody’s
where lower numbers indicate better credit quaRgtings are not spaced equally on this scale lseddwe marginal difference in
default probability at higher rating quality is ntuless than at lower rating levels. The CompangiostWARF from the most
recent trustee’s report or the Company calculateased on the collateral credit ratings. For a \WWARlIculation, the Company
identifies the credit ratings of all collateral ifug, in order of preference as available, Moa\B&P or Fitch ratings), then conve
those credit ratings into a rating factor on the RIFAscale, averages those factors (weighted bytpargate a portfolio WARF,
and then maps the portfolio WARF back into an ayereredit rating for the pool. The Company thenliapghis pool rating to a
market spread table or ind
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appropriate for the collateral type to determire gleneric spread for the pool, which becomes théetanplied default input int
the BET model

. If there is a high dispersion of ratings withinalateral pool, the collateral is segmented inffedént rating buckets and each
bucket is used in calculating the overall aver:

. When spreads are not available on either a cadlasprecific basis or ratingsased generic basis, MBIA uses its hierarchy ofax
sources (see below) to identify the most appropisaread for that asset class to be used in theln

The Company uses the spread hierarchy listed biel@@termining which source of spread informatiomse, with the rule being to use CDS
spreads where available and cash security spreatie aext alternative. Cash spreads reflect tgaaitivity in funded fixed-income
instruments while CDS spreads reflect trading le¥et non-funded derivative instruments. While bothrkets are driven partly by an
assessment of the credit quality of the refereseedrity, there are factors which create significiffierences, such as CDS spreads can be
driven by speculative activity since the CDS marketlitates both long and short positions withowinership of the underlying security,
allowing for significant leverage.

Spread Hierarchy:
1) Actual collatere-specific credit spreads. If -to-date and reliable marl-based spreads are available, they are 1

2)  Sector-specific spreads (JP Morgan and Banaoéifica Securities-Merrill Lynch ("BAS-ML") spreadltles by asset class and
rating).

3) Corporate spreads (Bloomberg and Risk Metrics spraales based on rating

4)  Benchmark from most relevant spread sourceeffample, if no specific spreads are available amdarate spreads are not
directly relevant, an assumed relationship is umd/ieen corporate spreads or sector-specific spradi collateral spreads).
Benchmarking can also be based on a combinatiamadfet spread data and fundamental credit assunsg

For example, if current market-based spreads dravailable then the Company applies either sexpecific spreads from spread tables
provided by dealers or corporate cash spread tabessector-specific spread applied depends onghee of the underlying collateral.
Transactions with corporate collateral use the @@fe spread table. Transactions with asset-baaiéteral use one or more of the dealer
asset-backed tables. If there are no observablketnspreads for the specific collateral, and sespecific and corporate spread tables are not
appropriate to estimate the spread for a spegifie bf collateral, the Company uses the fourthr@dtiéve in its hierarchy. An example is
tranched corporate collateral, where the Compapliegpcorporate spreads as an input with an adprstfior its tranched exposure.

As of June 30, 2009, actual collateral credit sgigamere used in one transaction. Sector-specifiasis were used in 19% of the transactions.
Corporate spreads were used in 29% of the transactind spreads benchmarked from the most relepegdid source (humber 4 above) v
used for 52% of the transactions. When determittiegpercentages above, there were some transaatimrse MBIA incorporated multiple
levels within the hierarchy. For example, for sanamsactions MBIA used actual collateral-specifiedit spreads (number 1 above) in
combination with a calculated spread based on sunasd relationship (number 4 above). In those ¢c&$BHA classified the transaction as
being benchmarked from the most relevant spreacceqnumber 4 above) even though the majority efaberage spread was from actual
collateral-specific spreads. The spread sourcetsanbe identified by whether or not it is basecoltateral WARF. No Level 1 spreads are
based on WARF, all Level 2 and 3 spreads are bas®lARF and some Level 4 spreads are based on WARRF-sourced and/or ratings-
sourced credit spread was used for 94% of thedrdiosns.

In the second quarter of 2009, a reliable sourcauokent credit spreads for residential mortgageked securities (‘RMBS”) and ABS CDO
collateral was not identified as the previous sesarstopped publishing this information. These stgeaie primarily used as inputs for valuing
the Company’s insured multi-sector CDO transactiéissa result, the Company used the spreads repartite end of the first quarter of
20089 to calculate the estimated fair value of themesactions. The Company believes this is a redde estimate because credit trends and
market conditions did not change significantly dgrthe second quarter and the BET model is not semgitive to changes in credit spreads
for these transactions when spreads are at exiemks. The Company is exploring alternative vahramodels for these transactions that do
not require a credit spread input, which may belusduture periods.

Over time the data inputs change as new sourcesriseavailable, existing sources are discontinuet®no longer considered to be reliable
or the most appropriate. It is always the Companpjective to move to higher levels on the hiergrdiut the Company sometimes moves to
lower priority inputs because of discontinued datarces or because the Company considers higlweitypinputs no longer representative of
market spreads. This occurs when transaction voltlraages such that a previously used spread isd®ex llonger viewed to reflect current
market levels, as was the case for CMBS collatarasured CDSs beginning in 2008. Refer to sectioput Adjustments for Insured CMBS
Derivatives in the Current Market” below.
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b. Diversity Scores

The diversity score is a measure to estimate thersification in a portfolio. The diversity scorstienates the number of uncorrelated assets
that are assumed to have the same loss distribasitine actual portfolio of correlated assets.example, if a portfolio of 100 assets had a
diversity score of 50, this means that the 100atated assets are assumed to have the same logsuitden as 50 uncorrelated assets. A lo
diversity score represents higher assumed cowaldticreasing the chances of a large number @futtsf and thereby increasing the risk of
loss in the senior tranche. A lower diversity soei generally have a negative impact on the vatrafor the Company senior tranche. Tt
calculation methodology for a diversity score imt#a the extent to which a portfolio is diversifladindustry or asset class, which is either
calculated internally or reported by the trusteeapgular basis. Diversity scores are calculatéchasaction origination, and adjusted as the
collateral pool changes over time. MBIA's internabdeling of the diversity score is based on Moodyé&thodology but uses MBIA’interna
assumptions on default correlation, including Malea such as collateral rating and amount, aspetand remaining life.

c. Recovery Rate

The recovery rate represents the percentage @xpeected to be recovered after an asset defaudiisating the severity of a potential loss.
MBIA generally uses rating agency recovery assuomgtivhich may be adjusted to account for differsrizsween the characteristics and
performance of the collateral used by the ratingnages and the actual collateral in MBIA-insurezhactions. The Company may also adjust
rating agency assumptions based on the perforn@frtbe collateral manager and on empirical markgadin the first six months of 2009,

the Company lowered recovery rates for CMBS caiddtand certain RMBS collateral.

d. Input Adjustments for Insured CMBS Derivativaghie Current Market

Approximately $46.7 billion gross par of MBIA's inged derivative transactions as of June 30, 206l@de substantial amounts of CMBS
and commercial mortgage collateral. Prior to 20@8Company had used spreads drawn from CMBX indindsSCMBS spread tables as
pricing input on the underlying referenced collatén these transactions. In 2008, as the finam&kets became illiquid, the Company st
significant disconnect between cumulative loss etqi®ns of market analysts on underlying commériartgages, which were based on the
continuation of low default and loss rates, and lespectations implied by the CMBX indices and CMipgead tables. CMBS collateral in
MBIA’s insured credit derivatives has performediine with the market.

In addition, due to financial market uncertaintycs last year, transaction volume in CMBS and tgdictivity in the CMBX were both
dramatically lower than in prior periods. The Compalso considered that the implied loss ratesiwitiie CMBX index were much higher
than that forecast by fundamental researchers aBid\id internal analysis. As a result of these issithe Company concluded that the
CMBX indices and the CMBS spread tables were uaibidi model inputs for the purpose of estimatingvalue in the Company’s
hypothetical market among monoline insurers.

In the first quarter of 2008, the Company modifilee spread used for these transactions to reflestrdination of market spread pricing and
third-party fundamental analysis of CMBS crediteT®ompanys revised spread input is a CMBX index analog tloatbines expectations
CMBS credit performance (as forecasted by the aecof three investment bankg'search departments) together with the illiquigitgmiurr
implied by the CMBX indices. The illiquidity premiuthe Company uses is the senior triple-A trangheasl of the CMBX index that

matches the origination vintage of collateral intetransaction. For example, collateral originatethe second half of 2006 uses the triple-A
tranche spread of the CMBX series 1 as the illipigremium. The sum of the illiquidity premium glthe derived credit spread based on the
average cumulative net loss estimates of threestment bank’s research department is used as a CMfa¥g index.

e. Nonperformance Risk

In compliance with the requirements of SFAS 15&,@ompany’s valuation methodology for insured drddrivative liabilities incorporates
the Company’s own nonperformance risk and the ndopaance risk of its reinsurers. The Company dakes the fair value by discounting
the market value loss estimated through the BETahatddiscount rates which include MBIA Corp.’s ahd reinsurers’ CDS spreads at
June 30, 2009. Prior to the second quarter of 20BA used the 5-year CDS spread on MBIA Corp. atcalate nonperformance risk. This
assumption was compatible with the average liflnefCDS portfolio, which was approximately 5 ye#mnsthe second quarter, the Company
has refined this approach to include a full terracttire for CDS spreads. Under the refined appraaehCDS spreads assigned to each d
based on the weighted average life of the deak fidsulted in an increase of $333 million in thewdive liability compared to the amount
that would have resulted if the Company had coetinio use MBIA’s 5-year CDS spread for all tranisars.

In light of recent developments in the CDS and vecp derivative markets for MBIA, in the first simonths of 2009, the Company limited
effective spread on CDS on MBIA so that the deninealiability, after giving effect to nonperformamcisk, could not be lower than MBIA’s
recovery derivative price multiplied by the unad@asderivative liability. In the second quarter2609, the
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limitation caused by use of MBIA'’s recovery raten@ased the derivative liability by $1.0 billiommrapared to the amount that would have
resulted if no limitation had been applied for reeqy rate.

In aggregate, the nonperformance calculation resula pre-tax derivative liability which is $140lion lower than the liability that would
have been estimated if the discount rate were gquhe Libor swap rate. Nonperformance risk iaiafalue concept and does not contradict
the Company’s internal view, based on fundamemtalitanalysis of the Company’s economic condittbat the Company will be able to
pay all claims when due.

The Company believes that it is important to cdesidy apply its valuation techniques. However, @@mpany may consider making chan
in the valuation technique if the change results measurement that is equally or more represeatatifair value under current
circumstances.

Warrants

Stock warrants issued by the Company are recordigdr aalue based on a modified Black-Scholes mhddeuts into the warrant valuation
include interest rates, stock volatilities and dends data. As all significant inputs are markesteldeand observable, warrants are categorized
in Level 2 of the fair value hierarchy.

Financial Guarantee

Gross Financial GuaranteesThe Company estimates the fair value of its gfesicial guarantee liability using a discounteditélow

model with significant inputs that include (i) apsamption of expected loss on financial guarantdieips for which case basis reserves have
not been established, (ii) the amount of loss etgakon financial guarantee policies for which daasis reserves have been established,

(iii) the cost of capital reserves required to supghe financial guarantee liability, and (iv) thiscount rate. The MBIA Corp. CDS spread
recovery rate are used as the discount rate forAMBirp, while the Assured Guaranty Corp. CDS spi@adirecovery rate are used as the
discount rate for National. The discount rates ipocate the nonperformance risk of the Companyth&sCompany’s gross financial
guarantee liability represents its obligation tg pims under its insurance policies, the Compsuegliculation of fair value does not consi
future installment premium receipts or returnsmrested upfront premiums as inputs.

The carrying value of the Company’s gross finangigrantee liability consists of deferred premi@venue and loss and LAE reserves as
reported on the Company’s consolidated balancetshee

Ceded Financial GuaranteesThe Company estimates the fair value of its cdawhcial guarantee liability by calculating therfion of the
gross financial guarantee liability that has beethed to reinsurers. The carrying value of cedeghfiial guarantee liability consists of prepaid
reinsurance premiums and reinsurance recoverabl@pad losses as reported on the Company’s calageti balance sheets.

Fair Value Measurements

The following fair value hierarchy tables preserformation about the Company’s assets (includiratsterm investments) and liabilities
measured at fair value on a recurring basis aaraé 30, 2009 and December 31, 2008:
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Fair Value Measurements at Reporting Date Using

Quoted Prices in Counterparty
Active Markets for Significant Other Significant
Observable Inputs  Unobservable
and Cash
Identical Assets Collateral Balance as of
In millions (Level 1) (Level 2) Inputs (Level 3) Netting (1) June 30, 2009
Assets:
Investments
Fixec-maturity investments
Taxable bonds
U.S. Treasury and government age $ 70€ $ 117 $ 6 $ - % 831
Foreign governmen 28¢ 22¢ 70 - 587
Corporate obligation - 2,801 371 - 3,172
Mortgage-backed securitie
Residential mortgar-backed agenc - 1,271 98 - 1,36¢
Residential mortgar-backed no-agency - 60& 252 - 857
Commercial mortga¢-backec - 2 37 - 39
Asse-backed securitie
Collateralized debt obligatior - - 58¢ - 58t
Other ass~backed - 47¢ 38¢ - 86¢
Total 997 5,508 1,80¢ - 8,30¢
State and municipal bon
Tax exempt bond - 2,67¢ 74 - 2,74¢
Taxable bond - 43¢ 44 - 488
Total state and municipal bon - 3,11« 11¢€ - 3,232
Total fixec-maturity investment 997 8,617 1,92¢ - 11,54(
Other investments
Perpetual preferred securiti - 274 44 - 31¢
Other investment 5 141 25 - 171
Money market securitie 2,282 2 - - 2,28¢
Total other investmen 2,28i 417 69 - 2,77
Derivative asset - 234 74€ (225) 75E
Total asset $ 3,28¢ $ 9,26¢ $ 2,741 $ (225) $ 15,06¢
Liabilities:
Mediun-term notes $ - $ - % 12z $ - $ 122
Derivative liabilities - 41z 4,137 (360) 4,19(
Other liabilities:
Warrants - 29 - - 29
Total liabilities $ - $ 44z $  4,25¢ $ (360 $ 4,341

(1) - The net effect of cash and counterparty ¢eti netting is included in the column entitledoiterparty and Cash Collateral Netting.” As of d@®, 2009, $135 million of cash

collateral, which was previously recordec*Other Asset” was included in the derivative liability balan
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Fair Value Measurements at Reporting Date Using

. . Counterparty
Ag?v(zehiaﬁligtzsfé? Significant Other Balance as of
Observable Inputs Significant and Cash December 31,
Identical Assets Unobservable Collateral
In millions (Level 1) (Level 2) Inputs (Level 3) Netting (1) 2008
Assets:
Investments
Fixec-maturity investments
Taxable bonds
U.S. Treasury and government age $ 1,04z $ 194 $ 32 % - % 1,26¢
Foreign governmen 36¢ 33€ 13C - 83¢
Corporate obligation - 2,77¢ 587 - 3,363
Mortgage-backed securitie
Residential mortgar-backed agenc - 1,21¢ 15€ - 1,37¢
Residential mortgar-backed no-agency - 627 397 - 1,02¢
Commercial mortga¢-backec - 16 37 - 53
Asse-backed securitie
Collateralized debt obligatior - - 91¢ - 91¢
Other ass~backed - 444 54C - 984
Total 1,411 5,611 2,791 - 9,81¢
State and municipal bon
Tax exempt bond - 3,011 49 - 3,06(
Taxable bond - 37¢ 46 - 42F
Total state and municipal bon - 3,39( 95 - 3,48¢
Total fixec-maturity investment 1,411 9,001 2,892 - 13,30¢
Other investments
Perpetual preferred securiti - 27¢ 45 - 32C
Other investment 23 40 58 - 121
Money market securitie 3,23¢ - - - 3,23¢
Total other investmen 3,25¢ 31t 10z - 3,67¢
Derivative asset - 613 807 (509 911
Total asset $ 4,66¢ $ 9,92¢ $ 3,80z % (509 $ 17,89
Liabilities:
Mediun-term notes $ S - $ 17¢ $ - 8 17€
Derivative liabilities - 741 6,30¢ (57%) 6,471
Other liabilities:
Warrants - 22 - - 22
Total liabilities $ - $ 76 $ 6,481 $ (575 $ 6,66¢

(1) - The net effect of cash and counterparty ¢et&d netting is included in the column entitledoi@terparty and Cash Collateral Netting.” As of Breber 31, 2008, $66 million of cash
collateral, which was previously reported‘Other Assef”, was included in the derivative liability balan:

Level 3 Analysi:

Level 3 assets were $2.7 billion and $3.8 billisro&June 30, 2009 and December 31, 2008, respictand represented approximately 18%
and 21% of total assets measured at fair valupeotively. Level 3 liabilities were $4.3 billion &$6.5 billion as of June 30, 2009 and
December 31, 2008, respectively, and represenieabamately 98% and 97% of total liabilities measaiat fair value, respectively. The
following tables present information about chanigelsevel 3 assets (including shderm investments) and liabilities measured atvalue or

a recurring basis for the three months ended Jan2@9 and 2008:
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Change in
Unrealized
Gains (Losses)
Unrealized Unrealized for the Period
Balance, Gains / Gains / Purchases, Transfers Included in
Beginning Realizec  (Losses) (Losses) Issuances an in (out) of Earnings for
of Interim  Gains/ Includedin Includedin Foreign Settlements, Level 3, Ending Assets still helc
In millions Period (Losses Earnings OCI Exchange net net (1) Balance at June 30, 200
Assets:
U.S. Treasury and government age $ 6 $ - $ - $ - $ - 8 - $ - $ 6 $ -
Foreign government 51 - - ®3) 2 1 19 70 -
Corporate obligation 432 - - ) 1 (19 (41) 371 -
Residential mortga-backed agenc 154 - - 2 - 8) (50) 98 -
Residential mortga-backed no-agency 374 - - (598) 1 12) (53) 252 -
Commercial mortgac-backed 33 - - 6 1 ®3) - 37 -
Collateralized debt obligatior 77E (64) - (103) 1 (24) - 58t -
Other assw-backec 38¢ - - 38 - (25 (23) 38¢ -
State and municipal tax exempt bol 78 - - - - 4) - 74 -
State and municipal taxable bor 46 - - ) - - - 44 -
Perpetual preferred securiti 35 - - 9 - - - 44 -
Other investment 39 - - - - (14) - 25 -
Total asset $241: $ 649 _ $ - $ (113 % 6 $ (10§) $ (13¢) 91,99 % -
Change in
Unrealized
(Gains) Losses
for the Period
Unrealized Unrealized Included in
Balance, (Gains) / (Gains) / Purchases, Transfers Earnings for
Beginning Realizec Losses Losses Issuances an in (out) of Liabilities still
of Interim (Gains)/ Included in Includedin Foreign Settlements, Level 3, Ending held at
In millions Period Losses Earnings OClI Exchange net net (1) Balance June 30, 2009
Liabilities:
Mediurr-term notes $  10€ - -0 % 9 3 7 - - % 12z -
Derivative contracts, ne 3,84¢ (61) (400) - 8 (2) (2) 3,391 (140)
Total liabilities $ 395« $ (61) $ (400 $ 9 3 15 $ 2 $ (2 $ 351: $ (140)

(1) - Transferred in and out at the end of thequkri
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Change in
Unrealized
Gains (Losses)
Unrealized Unrealized for the Period
Balance, Gains / Gains / Purchases,  Transfers Included in
Beginning Realizec  (Losses) (Losses) Issuances an  in (out) of Earnings for
of Interim Gains/ Included in Includedin Foreign Settlements, Level 3, ne Ending Assets still helc
In millions Period (Losses _Earnings OCI Exchange net (t Balance at June 30, 200
Assets:
U.S. Treasury and government age $ 117 $ - 8 -0 % 3 $ - 8 42  $ 1 $ 157 $ -
Foreign government 91 - - 4) - 13 - 10C -
Corporate obligation 1,55¢ (15) - 5 ) (56€) (21) 95€ -
Residential mortgage-backed
agency 20¢ - - 1 - (29 - 191 -
Residential mortgage-backed non-
agency 481 (6) - (29 4) (13€) (5) 301 -
Commercial mortgac-backed 284 (6) - 3 @) (112) (76) 92 -
Collateralized debt obligatior 2,09¢ (329 - 19z (51) (395) 93) 1,42 -
Other ass+-backec 1,371 (14) - (50) ?3) (217) (28) 1,06¢ -
State and municipal taxable bor 48 - - 1) - - - 47 -
Perpetual preferred securiti 85 - - (2) - - - 83 -
Total asset $ 634/ $ (370 _$ - $ 11z $ (60 8 (1,390 $ (222) %441t $ -
Change in
Unrealized

(Gains) Losses
for the Period

Unrealized Unrealized Included in
Balance, (Gains) / (Gains) / Purchases, Transfers Earnings for
Beginning Realizec Losses Losses Issuances an in (out) of Liabilities still
of Interim (Gains) Included in Included in  Foreign Settlements, Level 3, Ending held at June 30
In millions Period /Losses Earnings OCI Exchange net net (1) Balance 2008
Liabilities:
Mediurr-term notes $ 354 $ (6 $ 13 $ - $ 2 $ 19 $ - $ 314 % -
Derivative contracts, ne 6,921 (147) (3,150 - 2) 33 - 3,65¢ (3,150
Total liabilities $ 7,27 $ (159 $ (3,169 % - $ 4 3 14 $ - $3,96¢ 3% (3,150

(1) - Transferred in and out at the end of theqgkri

Transfers into and out of Level 3 were $43 millammd $179 million for the three months ended June€809, respectively. These transfers
were principally for available-for-sale securitigBere inputs, which are significant to their valaat became unobservable or observable
during the quarter. These inputs included sprga@payment speeds, default speeds, default segenrield curves observable at commonly
guoted intervals, and market corroborated inpugsid®ntial mortgagbacked securities comprised the majority of thedferred instrument
For the three months ended June 30, 2009, thennetlized gains related to the transfers into L8wehs $0.1 million and the net unrealized
gains related to the transfers out of Level 3 atuoe 30, 2009 was $17 million.

Transfers into and out of Level 3 were $211 millaord $433 million for the three months ended Juhe2808, respectively. These transfers
were principally for available-for-sale securitighere inputs, which are significant to their valoat became unobservable or observable
during the year. These inputs included spreadpagraent speeds, default speeds, default sevesjtedd,curves observable at commonly
guoted intervals, and market corroborated inputen@ercial mortgage-backed securities, CDOs and aeteet-backed securities comprised
the majority of the transferred instruments. Fertifiree months ended June 30, 2008, the net ureddtisses related to the transfers into
Level 3 was $2 million and the net unrealized lsssdated to the transfers out of Level 3 was $illom.

The following tables present information about aesmin Level 3 assets (including short-term investis) and liabilities measured at fair
value on a recurring basis for the six months eraed 30, 2009 and 2008:
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Change in
Unrealized Unrealized Unrealized
Transfers Gains (Losses)
Gains / Gains / Purchases, for the Period
Balance, Realizec  (Losses) (Losses) Issuances an in (out) of Included in
Beginning Included in Included in Earnings for
Gains / Foreign Settlements, Level 3, Ending Assets still helc
In millions of Year (Losses Earnings OCI Exchange net net 1) Balance at June 30, 200
Assets:
U.S. Treasury and government age $ 32 $ 1 3 -8 @ $ - 3% 26) $ - $ 6 % -
Foreign government 12¢ - - 4) ) (16) 37 70 -
Corporate obligation 58€ - - (42) ) (47) (129) 371 -
Residential mortga-backed agenc 15€ - - 11 - 19 (50) 98 -
Residential mortgage-backed
nor-agency 397 27) - (26) - (24) (68) 252 -
Commercial mortgac-backed 37 Q) - 5 - 4) - 37 -
Collateralized debt obligatior 921 (125) - (144 - 67) - 58t -
Other assw-backec 54C 9) - (46) - (88) (8) 38¢ -
State and municipal tax
exempt bond 49 - - 1) - 26 - 74 -
State and municipal taxable bor 46 - - 2) - - - 44 -
Perpetual preferred securiti 45 - - - - 1) - 44 -
Other investment 58 - - - - (33) - 25 -
Total asset $ 2,99 $ (161) $ - $ (250 $ 5 $ (299 $ (286) $1,99t $ -
Change in
Unrealized
(Gains) Losses
Unrealized Unrealized for the Period
Transfers Included in
Realizec  (Gains)/ (Gains) / Purchases, Earnings for
Balance, Losses Losses Issuances an in (out) of Liabilities still
Beginning (Gains) Included in Included in held at June 30
Foreign Settlements, Level 3, Ending
In millions of Year Losses Earnings OCI Exchange net net 1) Balance 2009
Liabilities:
Mediun-term notes $ 17¢ $ - $ - $ 2 $ 2 $ - 0% - % 122 % -
Derivative contracts, ne 5,49¢ (90) (2,01 2 (8) 27 (20) 3,391 (1,786
Total liabilities $ 5674 $ (900 $ (2,019 $ (500 $ (@10 $ 27 $ (200 $3,51: $ (1,786

(1) - Transferred in and out at the end of thequkri
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Change in
Unrealized
Gains (Losses)
Unrealized Unrealized for the Period
Gains / Gains / Purchases, Transfers Included in
Balance, Realizec  (Losses) (Losses) Issuances an in (out) of Earnings for
Beginning Gains/ Included in Included in  Foreign Settlements, Level 3, Ending Assets still helc
In millions of Year (Losses Earnings OCI Exchange net net () Balance at June 30, 200
Assets:
U.S. Treasury and government age $ 124 $ 3 3 - 0% 2 $ - 8 8 % 24 $ 157 $ -
Foreign government 64 - - Q) 1 18 18 10C -
Corporate obligation 1,40( (22) - 27) 14 (602) 192 95€ -
Residential mortgage-backed
agency 23¢ - - (5) - (43) - 191 -
Residential mortga-backed no-agency 72€ (6) - (141 1 a74) (10%) 301 -
Commercial mortgac-backed 273 (6) - (5) 8 (39 (139) 92 -
Collateralized debt obligatior 2,45¢ (463) - 57 (45) (445) (139) 1,42 -
Other assw-backec 1,43( (22) - (20¢) 17 (313) 61 1,06t -
State and municipal tax
exempt bond - - - - - - - - -
State and municipal taxable bor 49 - - ) - - - 47 -
Perpetual preferred securiti 104 - - (21) - - - 83 -
Other investment - - - - - - - - -
Total asset $ 6,861 $ (516 $ - $ (255 $ 4 3 (1,589 $ (89 $4,41t $ -
Change in
Unrealized

(Gains) Losses
for the Period

Unrealized Unrealized Included in
(Gains) / (Gains) / Purchases, Transfers Earnings for
Balance, Realizec Losses Losses Issuances an in (out) of Liabilities still
Beginning (Gains)/ Included in Included in  Foreign Settlements, Level 3, Ending held at June 30
In millions of Year Losses Earnings OCI Exchange net net () Balance 2008
Liabilities:
Mediun-term notes $ 39¢ $ (@ $ 13 $ 20 $ 22 $ 68 $ - $ 314 $ -
Derivative contracts, ne 3,40¢ (185) 37¢ - (10) 66 - 3,65¢ 37¢
Total liabilities $ 3804 $ (19) $ 366 $ (200 % 12 8 2 $ - $396¢ % 37¢

(1) - Transferred in and out at the end of thequkri

Transfers into and out of Level 3 were $57 millanmd $323 million for the six months ended June2B0Y, respectively. These transfers w
principally for available-for-sale securities whémeuts, which are significant to their valuatitsecame observable during the period. These
inputs included spreads, yield curves observabtemmonly quoted intervals, and market corroboratpdts. Foreign governments and
corporate obligations comprised the majority of titssferred instruments. For the six months edded 30, 2009, the net unrealized gains
related to the transfers into Level 3 was $15 omlland the net unrealized gains related to thefieas out of Level 3 was $31 million.

Transfers into and out of Level 3 were $769 milland $857 million for the six months ended June2B08, respectively. These transfers
were principally for available-for-sale securitighere inputs, which are significant to their valoat became observable or unobservable
during the year. These inputs included spreadpagraent speeds, default speeds, default sevesjtedd,curves observable at commonly
quoted intervals, and market corroborated inputgp@rate obligations, commercial mortgage-backedrities and CDOs comprised the
majority of the transferred instruments. For thembnths ended June 30, 2008, the net unrealizsg$orelated to the transfers into Level 3
was $35 million and the net unrealized lossesedlat the transfers out of Level 3 was $43 million.
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Gains and losses (realized and unrealized) inclidedrnings pertaining to Level 3 assets andlitas for the three months ended June 30,
2009 and 2008 are reported on the consolidateenseaits of operations as follows:

Unrealized
Gains (Losses Net Gains (Losses) on
Financial Instruments at Fair
on Insured Net Realized
In millions Derivatives Gains (Losses  Value and Foreign Exchange
Total gains (losses) included in earni $ 424 3 3 $ (12)
Change in unrealized gains (losses) for the penoldded in earnings for assets and
liabilities still held at June 30, 20( $ 164 $ - $ (32)
Unrealized
Gains (Losses) Net Gains (Losses) on
on Insured Net Realized Financial Instruments at Fair
In millions Derivatives Gains (Losses) Value and Foreign Exchange
Total gains (losses) included in earni $ 3321 $ (215 % (22))
Change in unrealized gains (losses) for the penicldded in earnings for assets and
liabilities still held at June 30, 20( $ 3321 $ - $ -

Gains and losses (realized and unrealized) inclidedrnings pertaining to Level 3 assets andlitags for the six months ended June 30,
2009 and 2008 are reported on the consolidateenséaits of operations as follows:

Unrealized Net Gains (Losses) on
Gains (Losses) Financial Instruments at
on Insured Net Realized Fair Value and Foreign
In millions Derivatives Gains (Losses) Exchange
Total gains (losses) included in earni $ 205 $ (25)) % (22)
Change in unrealized gains (losses) for the péricldded in earnings for assets and
liabilities still held at June 30, 20( $ 179: $ - $ (6)
Unrealized
Gains (Losses) Net Gains (Losses) on
on Insured Net Realized Financial Instruments at Fair
In millions Derivatives Gains (Losses) Value and Foreign Exchange
Total gains (losses) included in earnil $ (250 % (329 $ (112
Change in unrealized gains (losses) for the péricldded in earnings for assets and
liabilities still held at June 30, 20( $ (250 $ - $ -

Fair Value Option

The Company elected, under SFAS 155, “Accountim@ertain Hybrid Financial Instruments” to recotdair value certain financial assets
and liabilities that contain embedded derivativ@sanges in fair value of these hybrid financiatimsents are reflected in “Net gains (losses)
on financial instruments at fair value and foreemchange” on the Company’s consolidated statenfesparations.

For the three and six months ended June 30, 2B8%air value of hybrid financial assets increa$2dnillion and $4 million on a pre-tax

basis and $1 million and $3 million on an aftex-basis. For the three months ended June 30, #3®%air value of hybrid financial liabilitie
which related to four medium-term notes, increg®®8 million on a pre-tax basis and $11 million enadter-tax basis. For the six months
ended June 30, 2009, the fair value of hybrid fai@riabilities, decreased $54 million on a pre-basis and $35 million on an aftexx basis

For the three and six months ended June 30, 2688air value of hybrid financial assets decreg&2dillion and $4 million on a pre-tax
basis and $2 million and $3 million on an aftersesis and the fair value of hybrid financial ligk#s, which related to five medium-term
notes, decreased $15 million and $11 million omeatpx basis and $10 million and $7 million on &emtax basis, respectively. Contractual
interest coupon payments related to these mediumitetes are recorded within “Interest expensethenCompanys consolidated stateme
of operations.
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Note 6: Investments

The Company'’s fixed-maturity portfolio consiststofh-quality (average rating single-A) taxable aad-exempt investments of diversified
maturities. Other investments primarily comprisaigginvestments, including those accounted forarrttle equity method in accordance
with APB 18 and highly rated perpetual securithest bear interest and are callable by the issue.fdllowing tables present the amortized
cost and fair value of available-for-sale fixed-oray and other investments included in the comaiid investment portfolio of the Company
as of June 30, 2009 and December 31, 2008:

June 30, 2009

Other-Than-
Gross Gross Temporary
Unrealized Unrealized Impairments in
In millions Amortized Cost Gains Losses Fair Value OCl
Fixec-maturity investments
Taxable bonds
U.S. Treasury and government age $ 82z $ 13 % 4 % 831 $ =
Foreign governmen 56¢ 26 (8) 587 -
Corporate obligation 3,66: 37 (52¢) 3,17 -
Mortgage-backed securitie
Residential mortga¢-backed agenc 1,33¢ 41 (6) 1,36¢ -
Residential mortga-backed no-agency 1,50z 13 (65¢) 857 (21€)
Commercial mortga¢-backec 56 - ()] 39 @
Asse-backed securitie
Collateralized debt obligatior 1,28( - (695) 58E (112
Other ass~-backec 1,185 11 (330 86¢& (0)
Total 10,41 141  (2,24¢) 8,30¢ (329
State and municipal bon
Tax exempt bond 2,841 19 (111 2,74¢ -
Taxable bond 533 7 (57) 482 -
Total state and municipal bon 3,37¢ 26 (16¢) 3,232 -
Total fixec-maturity investment 13,781 167 (2,414 11,54( (329
Other investment
Perpetual preferred securiti 48€ 4 (172 31¢ -
Other investment 16¢ 2 - 171 -
Money market securitie 2,28¢ - - 2,28¢ -
Total other investmen 2,93¢ 6 (172) 2,77: -
Total availabl-for-sale investmeni $ 16,72t $ 17 $(2,58)) $ 14,31 $ (329
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December 31, 2008

Gross Unrealized Gross Unrealized

In millions Amortized Cost Gains Losses Fair Value
Fixec-maturity investments
Taxable bonds
U.S. Treasury and government age $ 1,19¢ 74 3% - $ 1,26¢
Foreign governmen 81¢ 39 (22) 83¢
Corporate obligation 3,861 43 (547 3,363
Mortgage-backed securitie
Residential mortgar-backed agenc 1,35¢ 27 (12 1,37¢
Residential mortgar-backed no-agency 1,66¢ (649) 1,02¢
Commercial mortga¢-backec 72 - (19 53
Asse-backed securitie
Collateralized debt obligatior 1,467 3 (552 91¢
Other ass+-backec 1,29¢ 4 (31¢) 984
Total 11,73 19¢ (2,117 9,81¢
State and municipal bon
Tax exempt bond 3,27: 20 (239) 3,06(
Taxable bond 473 13 (61) 42F
Total state and municipal bon 3,74¢ 33 (299 3,48¢
Total fixec-maturity investment 15,47¢ 232 (2,407 13,30¢
Other investments
Perpetual preferred securiti 63E - (315) 32C
Other investment 12¢ - 5) 121
Money market securitie 3,23t - - 3,23¢
Total other investmen 3,99¢ - (320 3,67¢
Total availabl-for-sale investmeni $ 1947 $ 23z $ (2,727 $ 16,98(

Fixed-maturity investments carried at fair valuebaB million and $14 million as of June 30, 2009 &ecember 31, 2008, respectively, were
on deposit with various regulatory authorities eonply with insurance laws.

A portion of the obligations under investment agneats require the Company to pledge securitiesleteral. As of June 30, 2009 and
December 31, 2008, the fair value of securitiesigdel as collateral with respect to these obligatepproximated $2.7 billion. Additionally,
the Company has pledged cash in the amount of 8606n.

The following table presents the distribution bycactual maturity of available-for-sale fixed-maity1investments at amortized cost and fair
value as of June 30, 2009. Contractual maturity difigr from expected maturity because borrowers hmeave the right to call or prepay
obligations.

In millions Amortized Cost Fair Value

Due in one year or le: $ 1,141 $ 1,13
Due after one year through five ye 1,98¢ 1,94¢
Due after five years through ten ye 1,28: 1,154
Due after ten years through fifteen ye 61C 55€
Due after fifteen yeat 3,40¢ 3,031
Mortgage¢backed 2,892 2,26¢
Asse-backec 2,467 1,45:
Total fixec-maturity investment $ 13,78 $ 11,54
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Investments that are held-to-maturity are repostethe Company’s balance sheet at amortized chsselinvestments, which relate to the
Company’s conduit segment and consolidated VIEmanily consist of ABS and loans issued by majdiaral and international
corporations and other structured finance clieissof June 30, 2009, the amortized cost and fdirevaf held-to-maturity investments totaled
$4.0 billion and $3.4 billion, respectively. Unregized gross gains were $5 million and unrecogngreds losses were $554 million. As of
December 31, 2008, the amortized cost and fairevaftheld-to-maturity investments totaled $3.7idilland $3.6 billion, respectively.
Unrecognized gross gains were $1 million and urgeized gross losses were $62 million. The followiaigle presents the distribution of
held-to-maturity investments by contractual mayuait amortized cost and fair value as of June 8092

In millions Amortized Cost Fair Value

Due in one year or le: $ = $ =
Due after one year through five ye 1 1
Due after five years through ten ye 1 1
Due after ten years through fifteen ye - -
Due after fifteen yeatr 1,10C 94¢
Mortgagebacked 10z 10z
Asse-backec 2,75¢€ 2,35¢
Total hel-to-maturity investment $ 3,96( $ 3,41

Included in the preceding tables are investmemtstve been insured by MBIA Corp. and National BiM-Insured Investments”). As of
June 30, 2009, MBIA-Insured Investments at faiuealepresented $2.7 billion or 15% of the constdidénvestment portfolio. Conduit
segment investments represented $1.5 billion oo8&e consolidated investment portfolio and wekénaured by MBIA Corp. Without
giving effect to the MBIA guarantee of the MBlisured Investments, the underlying ratings (ttgigen to an investment without the ben
of MBIA'’s guarantee) of the MBIA-Insured Investmerats of June 30, 2009 are reflected in the follgwable. Amounts represent the fair
value of such investments including the beneffM@&lA Corp.’s and National's guarantee. The ratingshe following table are based on
ratings from Moody'’s. Alternate rating sources,tsas S&P, have been used for a small percentaggcafities that are not rated by Moasly’
When an external underlying rating is not availatile underlying rating is based on the Compang& bstimate of the rating of such
investment.

In millions
Structured Finance Investment
. and International Management
) U.S. Public Insurance Available- Services Available- Investments Held-
Finance Insurance

Underlying Ratings Scale Available-for- Sale for-Sale for-Sale to- Maturity Total

Aaa $ - $ 6 $ - $ 142 ¢ 14¢
Aa 64 - 58 62 184
A 21¢ 22 18¢ 10z 531
Baa 71 62 281 1,07¢ 1,492
Below investment grac 2 19¢€ 70 74 34z
Total $ 35€¢ $ 28 $ 597 $ 1,45¢ & 2,69

It is MBIA's policy to obtain an underlying ratinfgpom both Moody’s and S&P for each new transactiorded through the Company’s
conduit segment prior to the execution of suchsaations. All transactions currently funded in to@duit segment had an underlying rating
of investment grade by Moody’s and S&P prior toding. The weighted average underlying rating fansactions currently funded in the
Company’s conduits was A- by S&P and A2 by Mot the time such transactions were funded. MBitireates that the weighted aver:
underlying rating of all outstanding conduit segirteansactions was BBB by S&P and Baal by Moodg'sfalune 30, 2009.

The following tables present the gross unrealipadds included in accumulated other comprehensogarie (loss) as of June 30, 2009 and
December 31, 2008 related to available-for-saledfirmaturity and other investments. The tables gageanvestments that have been in a
continuous unrealized loss position for less theglte months from those that have been in a cootiswnrealized loss position for twelve
months or longer.
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June 30, 2009

Less than 12 Months 12 Months or Longer Total
Unrealized Unrealized Unrealized
In millions Fair Value Losses Fair Value Losses Fair Value Losses
Fixec-maturity investments
Taxable bonds
U.S. Treasury and government age $ 19 $ 4 g - $ - ¢ 19 % (4)
Foreign governmen 29 ((B)] 50 (7 79 (8)
Corporate obligation 64€ (83 1,54t (44%) 2,191 (52¢)
Mortgagebacked securitie
Residential mortga¢-backed agenc 107 2 a0 4 197 (6)
Residential mortgage-backed non-
agency 24t (127) 512 (5371) 757 (65€)
Commercial mortga¢-backec 2 D 36 (16) 38 ()
Asse-backed securitie
Collateralized debt obligatior 332 (35)) 25€ (339 58¢ (690
Other ass+-backed 62 (22 55€ (30§ 61€ (330
Total 1,61¢ (597) 3,04t (1,650 4,661 (2,247)
State and municipal bon
Tax exempt bond 49¢ @) 1,597 (109 2,09t (117
Taxable bond 112 (15) 204 (42) 31€ (57
Total state and municipal bon 61C (22 1,801 (14¢) 2,411 (16¢)
Total fixec-maturity investment 2,22¢ (613) 4,84¢ (1,796 7,072 (2,409
Other investments
Perpetual preferred securiti 80 (22) 22C (157) 30C (172
Other investment - - 5 - 5 -
Total other investmen 80 (22) 22F (157) 30& (172)
Total $ 230t $ (639 § 507 $ (1,94) ¢ 737 $ (2,58)
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December 31, 2008

Less than 12 Months 12 Months or Longer Total
Unrealized Unrealized Unrealized
In millions Fair Value Losses Fair Value Losses Fair Value Losses
Fixec-maturity investments
Taxable bonds
U.S. Treasury and government age $ 5 % - 8 24 $ - $ 29 $ =
Foreign governmen 107 (10 24 (12 131 (22)
Corporate obligation 1,144 (223) 1,24: (41¢) 2,38 (547
Mortgage-backed securitie
Residential mortgar-backed agenc 98 5) 20¢€ (7) 304 (12
Residential mortgar-backed no-agency 82 (45) 64t (604) 727 (649)
Commercial mortga¢-backec 9 @ 40 (18) 49 (19
Asse-backed securitie
Collateralized debt obligatior 16& (290) 28t (351) 45C (541
Other ass+-backec 41¢ (96) 43C (222) 84¢ (31¢)
Total 2,02¢ (470 2,891 (1,637) 4,92¢ (2,107)
State and municipal bon
Tax exempt bond 2,03¢ (22%) 171 (8) 2,20t (239)
Taxable bond 18¢ (35) 107 (26) 29t (61)
Total state and municipal bon 2,22 (260) 27¢ (39 2,50( (299
Total fixec-maturity investment 4,251 (730 3,17t (1,66¢€) 7,42¢ (2,396
Other investment
Perpetual preferred securiti 99 (78) 21¢ (237) 31¢ (315
Other investment 94 (5) - - 94 (5)
Total other investmen 19z (83) 21¢ (237) 412 (320
Total $ 444/ $ (819 $ 3,394 $ (1,909 $ 7,83 $ (2,716

The following tables present the gross unrealinsdds of held-to-maturity investments as of Jun809 and December 31, 2008. Held-to-
maturity investments are reported at amortized anghe Company’s balance sheet. The tables seagriey@stments that have been in a
continuous unrealized loss position for less theglte months from those that have been in a coatiswnrealized loss position for twelve
months or longer.

June 30, 2009

Less than 12 Months 12 Months or Longer Total
Unrealized Unrealized Unrealized
In millions Fair Value Losses Fair Value Losses Fair Value Losses
Mortgage and other as-backed securitie $ 2,151 $ (52¢) $ 72 $ (28 $ 222t $ (559

December 31, 2008

Less than 12 Months 12 Months or Longer Total
Unrealized Unrealized Unrealized
In millions Fair Value Losses Fair Value Losses Fair Value Losses
Mortgage and other as-backed securitie $ 334 $ (289 % 75 $ (349 $ 40¢ $ (62

As of June 30, 2009 and December 31, 2008, the @oyip available-for-sale fixed-maturity, equity ameld-to-maturity investment
portfolios’ gross unrealized losses totaled $3llobi and $2.8 billion, respectively. The weightagerage contractual maturity of securities in
an unrealized loss position as of June 30, 200Dswdmber 31, 2008 was 18 years and 16 yearscteage. As of June 30, 2009, there
were 912 securities that were in an unrealized pos#ion for a continuous twelve-month periodarder with aggregate unrealized losses of
$2.0 billion. Within the 912 securities, the boakue of 714 securities exceeded market value byerian 5% as presented in the following
table:
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Number of

Fair Value
Percentage Book Value Exceeded Market Value Securities (in millions)
5% to 15% 23C $ 1,36¢€
16% to 25% 16& 831
26% to 50% 18¢ 1,09¢
Greater than 50¢ 13€ 434
Total 714 $ 3,73(

As of December 31, 2008, there were 570 secutltigswere in an unrealized loss position for a icrtus twelve-month period or longer
with aggregate unrealized losses of $1.9 billioiithW the 570 securities, the book value of 486isées exceeded market value by more
than 5%.

MBIA has evaluated whether the unrealized lossés imvestment portfolios were other than tempp@mnsidering the circumstances that
gave rise to the unrealized losses, and whethe®Mk the intent to sell the securities or morellikhan not will be required to sell the
securities before its anticipated recovery. Basedwevaluation, the Company realized other-tlEanpgorary impairments of $114 million
primarily related to residential mortgage-backed @O securities for the three months ended Jun@@IB. The gross unrealized losses
related to other-thatemporary impairments were adversely impacted byd#écision to include FGIC wrapped securities édhalysis due 1
the downgrade of FGIC in the second quarter of 2609 the six months ended June 30, 2009, the Coynealized other-than-temporary
impairments of $240 million primarily related tesigential mortgage-backed and CDO securities afd $dillion related to perpetual
securities. MBIA determined that the unrealizegésson the remaining securities were temporargaiara because its impairment analysis,
including projected future cash flows, indicatedttthe Company would be able to recover the aneatttost of impaired assets. The
Company also concluded that it does not have tieatitio sell these securities and it is more likbn not that it will not have to sell these
securities before recovery of their cost basisnéking this conclusion, the Company examined tisé giaw projections for its investment
portfolios, the potential sources and uses of aa#ls businesses, and the cash resources avaitabiits business other than sales of
securities. It also considered the existence ofrakymanagement or other plans as of June 30, #@@%vould require the sale of impaired
securities. On a quarterly basis, MBIA will reeatie the unrealized losses in its investment paoaind determine whether an impairment
loss should be realized in current earnings. ReféNote 7: Investment Income and Gains and Losgasihformation on realized losses due
to other-than-temporary impairments. Additionaflgfer to “Note 2: Significant Accounting Policiefr a description of the process used by
the Company to determine other-than-temporary impexts.

Note 7: Investment Income and Gains and Losses
The following table includes total investment ina@from all operations:
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Three Months Ended June 30,

Six Months Ended June 30,

In millions 2009 2008 2009 2008
Fixec-maturity $ 141 $ 337 $ 287 % 74¢
Held-to-maturity 26 34 52 91
Shor-term investment (15) 38 (28) 76
Other investment 30 14 62 29
Gross investment incon 182 428 373 944
Investment expenst 3 6 5 12
Net investment incom 17¢ 417 36¢& 932
Fixec-maturity
Gains 32 79 93 17¢
Losses (1217) (849) (32¢) (1,117
Net (89 (770 (235) (939)
Other investment
Gains 0 1 2 2
Losses (2) (1) (110 (1)
Net 2 - (108 1
Other
Gains 21 2 79 4
Losses (13) (57) (15) (58)
Net 8 (49 64 (59
Total net realized gains (loss«V (83 (819 (279 (986€)
Total investment incom $ 96 $ (402 $ 89 $ (59

(1) - Includes losses from other-than-temporaryampents.

For the three months ended June 30, 2009, neteddbsses from fixed-maturity investments of $8Bion included other-than-temporary

impairments of $114 million primarily related tosidential mortgage-backed and CDO securities aalizesl losses on security sales. For the

first six months of 2009, net realized losses fiford-maturity investments of $235 million includether-than-temporary impairments of
$240 million primarily related to residential moatge-backed and CDO securities and losses on sesalds.

For the three months ended June 30, 2008, neteeddbsses from fixed-maturity investments of $milion included other-than-temporary

impairments of $436 million primarily related to ASBand corporate securities and realized lossesanity sales. For the first six months of

2008, net realized losses from fixed-maturity irk@nts of $933 million included other-than-tempgrianpairments of $660 million
primarily related to ABS and corporate securitied eealized losses on security sales.

For the first six months of 2009, net realized &ssi other investments of $108 million includedestthan temporarily impairments of $104

million related to perpetual equity securities.

As discussed in “Note 2: Significant Accounting iBi@ls,” a portion of certain other-than-temporanpairment losses on fixed-maturity

securities are recognized in accumulated other cehgmsive income (loss). The following table setthfthe amount of credit loss

impairments on fixed maturity securities held by MBnc. as of the dates indicated, for which a jmortof the other-than-temporary
impairment losses were recognized in accumulateer @omprehensive income (loss), and the correspgrathanges in such amounts.
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Credit losses recognized in earnings on fixed matity securities held by MBIA Inc. for which a portion of the other-
than-temporary impairment loss was recognized in amumulated other comprehensive income (loss) (in millions)

Balance, December 31, 20 $ =
Credit losses remaining in retained earnings rélaieadoption of FSP FAS 1-2 and FAS 12-2 22¢€
Credit loss impairments previously recognized ausées which matured, paid down, prepare:

were sold during the peric -
((it)redit loss impairments previously recognized aruséies impaired to fair value during the per

Credit loss impairment recognized in the curremigaeon securities not previously impair 114
Additional credit loss impairments recognized ia tlurrent period on securities previously
impaired -

Increase due to the passage of time on previoaslyrded credit losst -
Accretion of credit loss impairments previouslyaguized due to an increase in cash flow expe
to be collecter -

Balance, June 30, 20( $ 34C

(1) - Represents circumstances where the Compaeyndi@ed in the current period that it intendsed the security or it is more likely than not thiawill be required to sell the security
before recovery of the security’s amortized cost.

For ABSs (e.g., RMBSs and CDOs), the Company estidnexpected future cash flows of the security $fineating the expected future cash
flows of the underlying collateral and applying skacollateral cash flows, together with any creditancements such as subordination
interests owned by third parties, to the secuflibe expected future cash flows of the underlyingpteral are determined using the remaining
contractual cash flows adjusted for future expectediit losses (which considers current delinquesiand nonperforming assets, future
expected default rates and collateral value byagiatand geographic region) and prepayments. Thectegcash flows of the security are 1
discounted at the interest rate used to recognieeest income on the security to arrive at a priegglue amount. The following table prese

a summary of the significant inputs considereddtednining the measurement of the credit loss carapbrecognized in earnings for each
significant class of asset-backed securities dsiné 30, 2009.

Asset-backed Securities

Expected remaining life of loan loss®:

Range® 0.99% to 85.22¢
Weighted averag® 26.70%
Current subordination leve®:
Range® 0.00% to 52.16¢
Weighted averag® 10.24%
Prepayment speed (annual CK®):
Range® 1.16% to 34.00¢
Weighted averag® 9.70%
1)- Represents future expected credit losses on inthassets expressed as a percentage of total cotretanding balanc
) - Represents the range of inputs/assumptions basedthp individual securities within each categt
3)- Calculated by weighting the relevant input/assupipfor each individual security by current outstagdamortized cost basis of the secur
(4)- Represents current level of credit protection (sdimation) for the securities, expressed as a peage of total current underlying loan balar
(5)- Values represent high and low points of lifetimetees of constant prepayment rat
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Net unrealized gains (losses), including relateérded income taxes, reported in accumulated atbeyprehensive income (loss) witt

shareholders’ equity consisted of:

In millions June 30, 2009 December 31, 2008
Fixec-maturity:
Gains $ 167 $ 231
Losses (2,419 (2,40€)
Foreign exchang (62 (102)
Net (2,309 (2,277)
Other investments
Gains 4 0]
Losses (172) (320)
Net (16€) (320)
Total (2,477) (2,597)
Deferred income taxes provision (bene (764) (867)
Unrealized gains (losses), $ (1,719 $ (1,730

The change in net unrealized gains (losses) ceuasit

In millions June 30, 2009 December 31, 2008

Fixec-maturity $ (32 $ )
Other investment 152 0
Total 12C ()
Deferred income tax charged (credit 10z (1)
Change in unrealized gains (losses), $ 17 $ (@)

Note 8: Derivative Instruments
Overview

MBIA has entered into derivative transactions asdalitional form of financial guarantee and forgnses of hedging risks associated with
existing assets and liabilities and forecastedstrations. CDSs are also entered into in the investmanagement services operations to
replicate investments in cash assets consistehttiagt Company’s risk objectives and credit guidedifor its investment management
business. The Company accounts for derivative &actims in accordance with SFAS 133, as amendeidhwaquires that all such
transactions be recorded on the Compalibvglance sheet at fair value. Fair value of déxiganstruments is defined as the price that wdd
received to sell a derivative asset or paid tosiema derivative liability (an exit price) in anderly transaction between market participants at
the measurement date.

Changes in the fair value of derivatives, excludimgured derivatives, are recorded each periodiireat earnings within “Net gains (losses)
on financial instruments at fair value and foreéchange” or in shareholders’ equity within “Accuated other comprehensive income
(loss),” depending on whether the derivative iSglested as a hedge, and if so designated, theofiyjpedge. Changes in the fair value of
insured derivatives are recorded in “Net chandaiimvalue of insured derivatives.” The net chaimgthe fair value of the Company’s insured
derivatives has two primary components; (i) realigains (losses) and other settlements on inswegdatives and (ii) unrealized gains
(losses) on insured derivatives. “Realized gaiossgs) and other settlements on insured derivativelside (i) net premiums received and
receivable on written CDS contracts, (ii) net prems paid and payable to reinsurers in respect & €antracts, (iii) net amounts received or
paid on reinsurance commutations, (iv) losses aadlpayable to CDS contract counterparties dueg@tcurrence of a credit event or
settlement agreement, (v) losses recovered angerdae on purchased CDS contracts due to the e of a credit event or settlement
agreement and (vi) fees relating to CDS contrddis. “Unrealized gains (losses) on insured deriesthinclude all other changes in fair val
of the derivative contracts.
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U.S. Public Finance Insurance

The Company’s derivative exposure within its U.Gblc finance insurance operations primarily cotssigf insured interest rate and inflation-
linked swaps related to insured U.S. public finadebt issues. These derivatives do not qualifytferfinancial guarantee scope exception
under SFAS 133 and, therefore, must be recordtdratalue on the Company’s balance sheet withctienges in fair value recorded in
unrealized gains (losses) on insured derivatives.

Structured Finance and International Insurance

The Company entered into derivative transactioasitlviewed as an extension of its core finangigrantee business but which do not
qualify for the financial guarantee scope exceptinder SFAS 133 and, therefore, must be recordfdratalue on the Company’s balance
sheet. The Company’s structured finance and intiemme insurance operations, which insured the nitgjof the Company’s notional
derivative exposure, have insured derivatives priignaonsisting of structured pools of CDSs tha tompany intends to hold for the entire
term of the contract absent a negotiated settlemightthe counterparty. The Company'’s structurediice and international insurance
operations have also provided guarantees on the edicertain structured closed-end funds, whicktrtiee definition of a derivative under
SFAS 133. The Company reduces risks embeddediimsitsed portfolio through the use of reinsuranoe by entering into derivative
transactions. This includes cessions of insuretvat@res under reinsurance agreements and capitedets transactions in which the
Company economically hedges a portion of the craaalit market risk associated with its insured craelitvative portfolio. Such arrangeme
are also accounted for as derivatives under SFASab8 recorded in the Company’s financial statemanfair value.

Investment Management Servi

The investment management services operationsdraee=d into derivative transactions primarily dsiiisg of interest rate, cross currency,
principal protection guarantees and CDSs. Intesdstswaps are entered into to hedge the riskgiassd with fluctuations in interest rates or
fair values of certain contracts. Cross currencgmare entered into to hedge the variability shdébows resulting from fluctuations in
foreign currency rates. The Company has also peavidss protection on certain MBIA Municipal Inves8ervice Corporation (“MBIA-
MISC”) managed municipal pools that invest in highdted short-term fixed-income securities. Suaitqmtion is accounted for as a
derivative under SFAS 133 and is included as fatteCompanys principal protection guarantees. CDSs are enfatedo hedge credit ris
or to replicate investments in cash assets consigtigh the Company’s risk objectives and crediidglines for its investment management
business.

Certain interest rate and cross currency swapsfygaal cash flow hedges and fair value hedges ug#&S 133. The cash flow hedges
mitigate or offset fluctuations in cash flows amgifrom variable rate assets or liabilities. Theeatized gains and losses relating to the cash
flow hedges are reported in accumulated other cehgarsive income (loss) and will be reclassified g#rnings as interest revenue and
expense are recognized on the hedged assets hifitldm The fair value hedges are used to pradgetinst changes in the market value of the
hedged assets or liabilities. The gains and losdating to the fair value hedges are recordecctyrén earnings. Cash flow and fair value
hedges are hedging existing assets, liabilitifsr@casted transactions.

Corporate

The corporate operations have entered into a cugsency swap to hedge foreign exchange riskseeltt the issuance of certain MBIA long-
term debt in accordance with the Company’s risk ag@ment policies. The cross currency swap hasdesignated as a cash flow hedge and
hedges the variability arising from currency exafgrate movements on the foreign denominated fiagdldebt. Changes in the fair value of
the cross currency swap are recorded in accumutaleat comprehensive income (loss). As the detehalued at the spot exchange rate in
accordance with SFAS 52, “Foreign Currency Tramshkt an amount that will offset the related tractsan gain or loss arising from the
revaluation will migrate each period from accumethbther comprehensive income (loss) into earnifigis. cash flow hedge was 100%
effective during the first six months of 2009.

Credit Derivatives Sold

The following table presents information about drddrivatives sold (insured) by the Company’s masice operations that were outstanding
as of June 30, 2009. Credit ratings representiiver of underlying ratings currently assigned byddy's, S&P or MBIA.
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In millions Notional Value

Weighted

Average Fair Value

Remaining

Expected Total (Asset)
Credit Derivatives Sold Maturity AAA AA A BBB Below BBB Notional Liability
Credit default swap 5.7 Year ¢ 47,32, $23,39¢ $35,067 ¢ 6,02¢ $21,61¢ $133,420 $(4,087)
Insured swap 17.1 Year - 77C 6,54¢ 5,612 1,48¢ 14,417 4
Credit linked note: 29.1 Year 1 - - - - 1 -
All others 9.7 Year - 15¢ 21€ - 36 411 (a7
Total notional § 47,32 $24,32¢ $41,82¢ $11,63¢ $23,13¢ $148,25.
Total fair value $ (432 ¢ (504 ¢ (890) $ (28%) £(1,999 $(4,109

The following table presents information about @rddrivatives sold (insured) by the Company’s nasice operations that were
outstanding as of December 31, 2008. Credit ratiageesent the lower of underlying ratings curreatisigned by Moody’s, S&P or
MBIA.

In millions Notional Value

Weighted

Average Fair Value

Remaining

Expected Total (Asset)
Credit Derivatives Sold Maturity AAA AA A BBB Below BBB Notional Liability
Credit default swap 5.8 Year $122,217 ¢ 517¢ ¢ 12C ¢ 1,447 ¢$16,077 $145,03¢ $(6,17%)
Insured swap 16.1 Year - 1,60¢ 5,72( 8,41¢ 1,43t 17,17¢ (5)
Total return swap 1.7 Year - - 20C - 104 304 -
Credit linked note: 30.3 Year - - 1 - - 1 -
All others 9.4 Year 19t - 28¢ - - 482 (14)
Total notional $122,40¢ ¢ 6,781 ¢ 6,32¢ § 9,86€ $17,61¢ $163,00(
Total fair value $ (3450 ¢ (481) ¢ - $ (37 ¥£(2,22¢) $(6,199

Referenced credit ratings assigned by MBIA to irdurredit derivatives are derived by the Compaasyiseillance group in conjunction with
representatives from its new business and rislsiding. In assigning an internal rating, currentustaeports from issuers and trustees, as well
as publicly available transaction-specific inforioat are reviewed. Also, where appropriate, casW tinalyses and collateral valuations are
considered. The maximum potential amount of fupagments (undiscounted) on CDSs are estimatedeasotional value plus any additiol
debt service costs, such as interest or other athawing on CDSs. Refer to “Note 13: Net Insuraimceorce” for further information about
the Company’s sold credit derivatives, including thaximum potential undiscounted payments, recqun®édsions and collateral
arrangements. The maximum potential amount of éupayments (undiscounted) on insured swaps, ttiadr swaps and credit linked notes
sold are estimated as the notional value of suatracts.

The following table presents information about @rddrivatives sold by the Company’s investment agggment services operations that were
outstanding as of June 30, 2009. Credit ratingsesgmt the lower of ratings currently assigned moti/’s, S&P or external counterparties.
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In millions Notional Value

Weighted

Average Fair Value

Remaining

Expected Total (Asset)
Credit Derivatives Sold Maturity AAA AA A BBB Below BBB Notional Liability
Credit default swap 38Year $ 20 $ 29t $11¢ $ -8 - $ 43C % (29)
Principal protection
guarantee 0.1 Year 7,35¢€ - - - - 7,35¢€ -
Credit linked note: 1.5 Year 15 10C - - 11 12€ (42)
Total notional $7,391 $ 39t $11E $ - $ 11 $ 7,91
Total fair value $ (2 $ (59 ¢ (3 $ - 3 (12) $ (70)

The following table presents information about @rddrivatives sold by the Company’s investment agggment services operations that were
outstanding as of December 31, 2008. Credit ratiageesent the lower of ratings currently assignetoody’s, S&P or external
counterparties.

In millions Notional Value

Weighted

Average Fair Value

Remaining Below

Expected Total (Asset)
Credit Derivatives Sold Maturity AAA AA A BBB BBB Notional Liability
Credit default swap 32Year § 18C ¢ 15¢ ¢ 397 $ - $ = $ 73z % (55)
Principal protection
guarantee 0.1 Year 4,46¢ - - - - 4,46¢ -
Total return swap 6.8 Year - - 37 - - 37 3
Credit linked note: 2.5 Year 15 10C - 25 6 14€ (60)
Total notional $ 4,66 $ 25¢ $ 43¢ $ 2t $ 6 $ 5,38¢
Total fair value $ (28) $ (49 $ (22 $ (19 $ (5) $ 11¥¢)

The maximum potential amount of future paymentsligoounted) on derivatives presented in the praceidible are estimated as the notic
value of such contracts.

Financial Statement Impact

In the second quarter of 2009, the Company re-at@dlits election regarding offsetting the fairmeahmounts recognized for derivative
contracts executed with the same counterparty uadeaster netting agreement under FIN 39. As dtréka Company has decided to begin
netting the fair value amounts recognized for deiike contracts executed with the same counterparty

As of June 30, 2009 and December 31, 2008, the @oyngeported derivative assets of $755 million &8@1l million, respectively, and
derivative liabilities of $4.2 billion and $6.5 ldn, respectively, after counterparty netting, ethare shown separately on the Company’s
consolidated balance sheets. In accordance wittSSFA the following table presents the amount efdérivative assets and liabilities by
instrument, before counterparty netting, as of 2e2009.

In millions

Notional
Derivatives Designated as Hedging Amount Balance Sheet Balance Sheet
Instruments under SFAS 133 Outstanding Location Fair Value Location Fair Value
Interest rate swag $ 1,02( Derivative asse $ 73 Derivative liabilities $ (52
Currency swap 95 Derivative asse 27 Derivative liabilities )]
Total hedge: $ 1,11¢ $ 10C $ (55
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In millions
Derivatives Not Designated as Notional
Hedging Instruments under SFAS Amount Balance Sheet Balance Sheet
133 Outstanding Location Fair Value Location Fair Value
Credit default swap- insured derivative $ 154,93 Derivative asset  $ 69C Derivative liabilities $ (4,10€)
Insured swap 14,58t Derivative asset 1 Derivative liabilities (10
Credit default swap- investment manageme 512 Derivative asset 9 Derivative liabilities (30
Interest rate sway 5,581 Derivative asset 124 Derivative liabilities (281)
Interest rate sway- embedder 53€ Mediurr-term note 12 Mediumr-term notes ()
Interest rate sway- embedder 693 Other asset (10) Other liabilities -
Credit linked note: 101 Derivative asset - Derivative liabilities (28
Credit linked notes Fixed-maturity - Fixed-maturity
securities held at securities held at

47 fair value fair value (13
Currency swap 68¢ Derivative asset 56 Derivative liabilities (18)
All other 7,70% Derivative asset - Derivative liabilities (22)
Total nor-hedges $ 185,38: $ 882 $ (4,529
Total derivatives $ 186,49¢ $ 982 $ (4,579

The following tables show the effect of derivatimsetruments on the consolidated statement of opeasafor the three months ended June 30,
2009:

In millions
Gain (Loss) .
: ’ Gain (Loss)
Recognized i Recognized in Net Gain (Loss

Derivatives in SFAS 133 Location of Gain (Loss) Income on Hedgel
Fair Value Hedging Recognized in Income on Income on Recognized in
Relationships Derivative Derivative Item Income
Interest rate swaps Net gains (losses) on financial instruments at

value and foreign exchan $ 1 % B $ 2
Interest rate sway Net realized gains (losse - - 2
Currency swaps Net gains (losses) on financial instruments at

value and foreign exchan 1 @ -
Currency swap Net realized gains (losse - - 12
Total $ 2 9 4 $ 16
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In millions

Derivatives Not Designated as Hedging Instruments

Location of Gain (Loss) Recognized in Income

Net Gain (Loss) Recognize

under SFAS 133 on Derivative in Income
Unrealized gains (losses) on insured

Credit default swap- insured derivative derivatives $ 41¢
Unrealized gains (losses) on insured

Insured swap derivatives 1
Realized gains (losses) and other settlem

Insured swap on insured derivative 32
Net gains (losses) on financial instrument

Credit default swap- investment managem fair value and foreign exchani 23
Net gains (losses) on financial instrument

Interest rate sway fair value and foreign exchan 79
Net gains (losses) on financial instrument

Total return swap fair value and foreign exchan 7
Net gains (losses) on financial instrument

Credit linked note: fair value and foreign exchan 12
Net gains (losses) on financial instrument

Currency swap fair value and foreign exchani (6)

Total $ 567

The following tables show the effect of derivatimstruments on the consolidated statement of opeafor the six months ended June 30,

2009:
In millions
Gain (Loss) Gain (Loss)
Derivatives in SFAS 133 Location of Gain (Loss) Recognized it Recognized in Net Gain (Loss
Fair Value Hedging Recognized in Income on Income on Income on Hedge:! Recognized in
Relationships Derivative Derivative Item Income
Net gains (losses) on financ
instruments at fair value and fore
Interest rate sway exchange $ 114 $ (206e) $ (8)
Interest rate sway Net realized gains (losse - - 59
Net gains (losses) on financ
instruments at fair value and fore
Currency swap exchange 4 4 -
Currency swap Net realized gains (losse - - 13
Total $ 11C $ (102) $ 64
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In millions Net Gain (Loss) Recognize

Derivatives Not Designated as Hedging Instruments Location of Gain (Loss) Recognized in Income

under SFAS 133 on Derivative in Income
Unrealized gains (losses) on insured

Credit default swap- insured derivative derivatives $ 2,03t
Unrealized gains (losses) on insured

Insured swap derivatives 1
Realized gains (losses) and other

Insured swap settlements on insured derivati\ 64
Net gains (losses) on financial instrument

Credit default swap- investment manageme fair value and foreign exchan 2
Net gains (losses) on financ
instruments at fair value and foreign

Interest rate swaf exchange 58
Net gains (losses) on financ
instruments at fair value and foreign

Total return swap exchange 6
Net gains (losses) on financ
instruments at fair value and

Credit linked note: foreign exchang 20
Unrealized gains (losses) on insured

All other derivatives (7)

Total $ 2,17¢

The amount of gains (losses) recognized in othemprehensive income (loss) on derivatives designasechsh flow hedges was a $85

thousand loss on interest rate swaps and a $omibiss on cross currency swaps. The amount ofgatiassified from other comprehensive
income (loss) into net gains (losses) on finanastruments at fair value and foreign exchange $4&sthousand for the interest rate swaps
and $221 thousand for the cross currency swaps.

Counterparty Credit Risk

The Company manages counterparty credit risk dndividual counterparty basis through master ngtigreements covering derivative
transactions in the investment management seraitg€orporate operations. These agreements all@dmpany to contractually net
amounts due from a counterparty with those amadunesto such counterparty when certain triggerirenév occur. The Company only
executes swaps under master netting agreements tyipically contain mutual credit downgrade provmis that generally provide the ability
to require assignment or termination in the evéhtee MBIA or the counterparty is downgraded belawpecified credit rating.

In certain non-insurance derivative contracts,Goenpany also manages credit risk through collasggetements that give the Company the
right to hold or the obligation to provide collaéwhen the current market value of certain deiveatontracts exceeds an exposure thres|
Under these arrangements, the Company may recepm@wade U.S. Treasury and other highly rated sées or cash to secure
counterparties’ exposure to the Company or its sMppto counterparties, respectively. Such cobdisravailable to the holder to pay for
replacing the counterparty in the event that thenterparty defaults. As of June 30, 2009, the Comuid not hold cash collateral from
derivative counterparties but posted cash collaterderivative counterparties of $135 million. Tramount is in derivative liability. As of
June 30, 2009, the Company had securities witlr adtue of $120 million posted to derivative coargtarties.

If the Company had not elected to net the fair #@mounts recognized for derivative contracts ebeecwith the same counterparty under
FIN 39 and were to settle all transactions coversdker master netting agreements as of June 30, #@®8amount required to be paid to
counterparties would have increased by $225 milism result of its inability to offset amounts diteen such counterparties.
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As of June 30, 2009, the fair value was positivene Credit Support Annexes (“CSAs”) which goveoliateral posting requirements
between MBIA and its derivative counterparties. Blggregate positive fair value for this CSAs wasr#ifion for which the Company did n
receive collateral because the Company’s creditgatas below the CSAs minimum credit ratings l€feelholding counterparty collateral.
The rating of this one counterparty is AA- by S&RlaAa3 by Moody’s.

Note 9: Variable Interest Entities
Insurance

Through MBIA's structured finance and internatioireurance operations, the Company provides cesdliatncement services to issuers of
obligations that may involve issuer-sponsored spexirpose entities (“SPEs”). An SPE may be comsidla VIE as defined by FIN 46(R),
“Consolidation of Variable Interest Entities—aneirgretation of ARB No. 51,” to the extent the SP®® equity at risk is not sufficient to
permit the SPE to finance its activities withoutisidnal subordinated financial support or if iguity investors lack any one of the
characteristics of a controlling financial intergstluding (i) the ability to make significant dens through voting rights, (ii) the right to
receive the expected residual returns of the erdityiii) the obligation to absorb the expectesisies of the entity. The holder of a variable
interest that will absorb the majority of the exjgeclosses of the VIE, receive the majority of éxpected returns of the VIE, or both, is
required to consolidate the VIE. The variable iastholder required to consolidate a VIE is corrgidéo be the primary beneficiary under
FIN 46(R). A variable interest holder determinesetiter it is the primary beneficiary of the VIE attial recognition of its variable interest in
the VIE and reconsiders its determination if cer@rents occur in a subsequent reporting period.

The Company evaluates issiggensored SPEs to determine if the entity is a ¥t .all entities determined to be VIEs, at inceptand whe
reconsideration events occur, MBIA evaluates whetBeguarantee to provide credit protection origailons issued by VIEs will absorb the
majority of the expected losses of the VIE.

The Company generally makes this determinationdasen qualitative assessment of the design armubparof the VIE, the capital structure
and other variable interests that will absorb etlgubtosses. If the Company cannot make the detatiombased on a qualitative analysis, a
guantitative analysis is used. The Company geryepativided credit protection on the most senioigdilons issued by VIEs, and at incept

of the contract, its exposure generally had mobsslination than necessary to achieve triple-A itradings from credit rating agencies.
MBIA generally does not absorb the majority of thepected losses and is not the primary benefigarnhe result of its guarantees of insured
obligations issued by VIEs. The Company generailysiders its guarantee of principal and interegtrnts of insured obligations, given
nonperformance by a nonconsolidated VIE, to beaifstant variable interest.

Consolidated VIEs

As of June 30, 2009, consolidated VIE assets aimlities were $3.0 billion and $6.7 billion, respigely, based on the consolidation of eight
VIEs. As of December 31, 2008, consolidated VIEetsand liabilities were $2.3 billion and $8.0ibifl, respectively, based on the
consolidation of six VIEs. Included in consolidatéiEs as of June 30, 2009 and December 31, 2088 entity sponsored and formed by the
Company, LaCrosse Financial Products, LLC (“LaCedsslesigned to provide credit protection to caeuparties in the form of credit
derivative instruments. The Company provides craglitport and issues financial guarantee insuraokigigs that insure all LaCrosse credit
protection obligations. LaCrosse lacks sufficiemuigy to finance its activities and is deemed a VA primary beneficiary, the Company
consolidates LaCrosse. In the second quarter 3,268 Company formed MBIA Capital Management tnsitinal Investor Trust to invest in
fixed income securities and financial instrumewpisificome and capital appreciation, and has inddstéhe equity of this entity. The entity’s
equity at risk does not meet all the conditionsa @bntrolling financial interest and is deemed B VIhe Company holds the majority of the
equity of the VIE and is considered the primaryddariary. In the second quarter of 2009, the Comypaitially consolidated a VIE as

primary beneficiary resulting from a financial gaatee insurance policy that provides credit pradeabn insured obligations issued by the
entity. The maturity dates of the investments fagld insured obligations issued by this VIE are @yN010. In the six months ended June
2009, the Company acquired additional variabler@ss in one consolidated VIE which has outstandbiliggations insured by MBIA.

The Company determined that it is the primary biera¥ of the consolidated VIEs based on its asaess of potential exposure to expected
losses from insured obligations issued by the \di@ from holding any additional variable interdstaied by the VIEs. Creditors of issuer-
sponsored VIEs do not have recourse to the geassals of MBIA. In the event of nonpayment of asuied obligation issued by a
consolidated VIE, the Company is obligated to paggipal and interest, when due, on the respedtisered obligation only. The Company’s
exposure to consolidated VIEs is limited to theldrprotection provided on insured obligations &mel additional variable interests acquired.
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Nonconsolidated VIE

The following tables present the total assets oicnasolidated VIEs in which the Company holds aificant variable interest as of June 30,
2009 and December 31, 2008. The tables also prédse@ompany’s maximum exposure to loss in comparis the carrying value of
liabilities resulting from financial guarantees dangured CDSs and loss and loss adjustment expesseres as of June 30, 2009 and
December 31, 2008. The Company has aggregated meolmated VIES based on the underlying credit sype of the insured obligation.
Refer to “Note 8: Derivative Instruments” for infoation about the Company’s valuation of insuredvétives. Additionally, as the majority
of the Company’s loss and loss adjustment expehsd() reserves relate to guarantees of VIEs, refefNote 10: Loss and Loss
Adjustment Expense Reserves” for information altbetCompany’s loss and LAE activity.

June 30, 2009
Carrying Value of Liabilities
Loss and Loss

Maximum Unearned  Derivative Adjustment
Exposure to Premium Expense
In millions VIE Assets Loss Revenue Liabilities Reserves
Insurance
Global structured financi
Collateralized debt obligatior ¢ 61,706 $ 5598 § 11C ¢ 1941 $ 40
Mortgagebacked residenti: 82,96¢ 29,58¢ 147 3 973
Mortgage-backed commerci: 1,88¢ 1,54: 8 - -
Consumer ass-backec 18,96¢ 11,23¢ 49 - 22
Corporate ass-backed 59,05: 32,76: 52E 9 -
Total global structured financ $ 224,57

Global public financt
Total insuranct

28,72:

§ 131,11¢ ¢ 83€ ¢ 195 $ 1,03¢
10,99¢ 161 -

§ 253,30

§ 142,100 ¢ 1,000 § 195 $ 1,03¢

December 31, 2008
Carrying Value of Liabilities
Loss and Loss

Maximum Unearned  Derivative Adjustment
Exposure to Premium Expense
In millions VIE Assets Loss Revenue Liabilities Reserves
Insurance
Global structured financi
Collateralized debt obligatior § 70,77¢ ¢ 51,19¢ ¢ 11 § 25671 $ 25
Mortgage¢backed residenti: 94,57« 29,67 4 1 1,06¢
Mortgage-backed commercic 2,19¢ 1,66( - - -
Consumer ass-backec 21,44¢ 12,83: 1 - 22
Corporate ass-backed 68,10: 38,49¢ 43 4 -
Total global structured financ § 257,09t ¢ 133,86 ¢ 59 ¢ 2,57 $ 1,11
Global public financt 25,56 9,621 85 - -

Total insuranct $ 282,65 ¢ 143,48 ¢ 14¢ § 257. $ 1,11¢

The maximum exposure to losses as a result of timep@ny’s variable interest in the VIE is represeriig net insurance in force. Net
insurance in force is the maximum future paymeftwiocipal and interest, net of cessions to reiass) which may be required under
commitments to make payments on insured obligaisssed by nonconsolidated VIES, assuming a felflitrevent occurs. The maximum
exposure to losses presented in the precedingitaivieluded in and not incremental to the net iagae in force presented in “Note 13: Net
Insurance in Force.” The Company adopted SFAS éB&¢tive and applied prospectively beginning Jayda 2009, which requires
unearned premium revenue to be recognized and meeblsased on the present value, using the riskdismmunt rate, of premiums due or
expected to be collected in installments. Therefddaearned Premium Revenue” presented under “@ayryalue of Liabilities” in the
preceding nonconsolidated VIEs tables as of Jun@@@8 and December 31, 2008, are based on diffaceounting estimates due to the
change in accounting principle required by SFAS. 163
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Investment Management Servici

In its investment management services operatibesCbmpany invests in obligations issued by isspensored SPEs which are included in
fixed-maturity securities held as available-foresahd investments held-to-maturity. The Companyuexes issuer-sponsored SPESs to
determine if the entity is a VIE. For all entitidstermined to be VIEs, the Company evaluates whéthivestment will absorb the majority
of the expected losses of the VIE, receive the ritgjof the expected returns of the VIE, or both odithe date of initial purchase and as of
any subsequent date of additional acquisitionstefésts in the VIE. MBIA is not the primary bewréry of any VIEs and does not hold any
significant variable interests in issuers considértEs based on its assessment of the investmetiojio.

In the advisory segment of its investment manageisenices operations, the Company provides cofliteanagement services to eight
VIEs. Additional variable interests are held intaer of these VIEs in the form of either credit fgetion provided on VIE obligations or
investment in a VIE obligation. The Company evadgatach VIE to determine whether it's combinedalde interests in each respective VIE
will absorb the majority of the expected lossethefVIE, receive the majority of the expected mesuof the VIE, or both. The Company is
the primary beneficiary of the aforementioned VISgnificant variable interests resulting from dtguotection provided on obligations
issued by four of the VIEs are presented in théetabove. The Company does not hold a significantible interest in any of the remaining
three VIEs.

As of June 30, 2009 and December 31, 2008, a Coyrggaamsored nonconsolidated funding conduit helchaterial assets and had no
obligations outstanding. The Company has no liggiobligation to fund nonconsolidated funding coitslu

Consolidated VIEs

In the conduit segment of its investment managemenices operations, the Company manages and atingtwo multi-seller conduit
SPEs, Triple-A One and Meridian Funding CompanyClL(collectively, the “Conduits”). The Conduits irstén various types of financial
instruments, such as debt securities, loans, legsdvables, trade receivables, and obligationgedy SPEs, and fund the investments
through the issuance of commercial paper and/oiiuneterm notes. The assets and liabilities of thadLliits are supported by credit
enhancement provided through MBIA Corp. The Corgdait designed to provide issuers an efficientcgoaf funding for issued obligations,
and to provide an opportunity for MBIA Corp. toussfinancial guarantee insurance policies.

The Conduits are VIEs and are consolidated by tragany as the primary beneficiary. MBIA has incldda its balance sheet the assets
liabilities of each Conduit, which consist primgrdf various types of investments funded by mediterm notes and liquidity loans, and has
included in its statement of operations the opegatevenues and expenses of the Conduits. CerftdBtA’s consolidated subsidiaries have
invested in Conduit debt obligations or have reegigompensation for services provided to the CasadAs such, MBIA has eliminated
intercompany transactions with the Conduits frogrbialance sheet and statement of operations. thitezlimination of such intercompany
assets and liabilities, total assets and liabditéthe Conduits were $2.1 billion and $2.0 billicespectively, as of June 30, 2009 and $2.5
billion and $2.5 billion, respectively, as of Dedasn 31, 2008. Creditors of the Conduits do not lregeurse to the general assets of MBIA
outside of financial guarantee policies providedbiigations issued by the Conduits.

Balance Sheet Impact of Consolidated VII

The following table presents the carrying amounts$ eassification of assets and liabilities of aditated VIEs as of June 30, 2009 and
December 31, 2008:
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In millions

June 30, 2009

December 31, 2008

Assets:
Investments

Fixed-maturity securities held as available-foresatt fair value
(amortized cost $581 and $6:

Investments he-to-maturity, at amortized co
Shor-term investments he-to-maturity, at amortized co
Other investment

Cash and cash equivalei®
Accrued investment incon
Deferred income taxes, n
Other asset
Total asset
Liabilities:
Mediunr-term notes
Variable interest entity note
Long-term debi
Derivative liabilities
Other liabilities
Current income taxes payal
Total liabilities

(1) - Cash and cash equivalents held by certaisaatated VIEs and pledged as security for the fieofeach respective VIES' noteholders.

Note 10: Loss and Loss Adjustment Expense Reserves

A summary of the Company’s case basis reserveigcvpresented in the following table:
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In millions 2Q 2009 1Q 2009
Gross loss and LAE reserve beginning bale $ 1,62¢ $ 1,55¢
Less: reinsurance recovera 68 57
Less: SFAS 163 transition adjustm - 17¢
Net beginning balanc 1,55¢ 1,32
Incurred related tc
Current yea 34 60
Prior years (769) 634
Total incurrec (729 694
Net paid related tc
Current yea (99 4)
Prior years (621) (612)
Total net paic (720 (61€)
Expected recoveries on paid los 1,115 15¢
Net ending balanc 1,22¢ 1,55¢
Plus: reinsurance recoverable on unpaid lg 35 68
Gross loss and LAE reserve ending bale $ 1,261 $ 1,62¢

During the first six months of 2009, the Compangognized a $36 million benefit of losses and Iafjsstment expenses due to the impact of
recording $1.3 billion of estimated recoveries pifrally in connection with ineligible mortgagesdartain insured second-lien RMBS
securitizations that are subject to a contractblgation by the sellers/servicers to repurchaseeplace the ineligible mortgage loans. These
estimated recoveries were mostly offset by additidmsses of $1.2 billion largely related to oucaed-lien RMBS exposure. Additionally,

the Company incurred $63 million of losses in tingt 5ix months of 2009 primarily related to a UpBblic finance affordable housing
transaction.

Total net paid activity for the six months endedel@0, 2009 of $1.3 billion primarily related to.$billion in payments for insured
obligations in the Company’s RMBS sector. Totaleotpd recoveries on paid losses for the six maerided June 30, 2009 of $1.3 billion
primarily related to an increase in receivableifisurance loss recoveries of $1.2 billion withie bompany’s RMBS sector. The Company
had receivables for insurance loss recoveries of Billion as of June 30, 2009 and $459 millioro&®ecember 31, 2008. Amounts due to
reinsurers related to estimated recoveries tog®dmillion as of June 30, 2009 and $13 millioro&Becember 31, 2008, and are included in
“Other liabilities” on the Company’s consolidatealdnce sheet.

In the second quarter of 2009, the Company rewespected net cash inflows in its loss reserve taticuns based on an increasing likelihood
of potential recoveries related to ineligible madg loans in certain insured second-lien residemiigtgage loan securitizations that are
subject to a contractual obligation by the selkaw/icers to repurchase or replace ineligible naggégloans. The Company’s updated recovery
outlook was principally based on the following farst

1. The strength of MBI/s existing contract claims related to ineligibladcsubstitution/repurchase obligatio

2.  the favorable outcome for MBIA on Defendants'tioo to dismiss in the action captioned, MBIA v.®¢rywide Home Loans,
Inc., et al, Index No. 08-602825 (N.Y. Sup. Ct.)emhnthe court allowed MBIA'’s fraud claims agairs Countrywide defendants
to proceed

3. the improvement in the financial strength ofiess due to mergers and acquisitions and/or govemhassistance, which will
facilitate their ability to comply with requiredda repurchase/substitution obligations. The Compsnypt aware of any provisio
that explicitly preclude or limit the successorbligations to honor the obligations of the origispbnsor. As a result, the
Company did not make any significant adjustmenitstestimated recoveries with respect to the trésk of these sponsors (or
their successors); ai

4.  evidence of loan repurchase/substitution compéaby issuers for put-back requests made by b#rened parties consistent with
MBIA’s assertions



Beginning in the first quarter of 2008, MBIA engddean level forensic review consultants to re-umaite/review a sample of the mortgage
loan files underlying MBIA’'s HELOC and CES insurgdnsactions. Certain HELOC and CES transactiosisexhibited exceptionally poor
performance were chosen for a re-underwriting revieactors MBIA believes to be indicative of thisop performance include (i) a material
increase in early and late stage delinquencigangterial increases in charged-off loans; (iigrsficant decreases in credit enhancement; and
(iv) policy payments. MBIA's forensic loan revievetgrmined that there were significant breachesartgage loan representations and
material deviations from underwriting guidelinexcardingly, the Company has determined that thadsailoans were in fact contractually
ineligible for inclusion in the securitized trustsured by MBIA. In turn, MBIA has submitted thounsi of ineligible loans for
repurchase/substitution to the sponsors or sedlangters. The unsatisfactory resolution of thesdractual matters in addition to the
fraudulent underwriting practices prevalent withartain issuers has led to MBIA engaging in litigatwith these issuers seeking the
sellers/servicers to repurchase or replace inddigiiortgage loans and specifically perform undecdntractual obligation and damages for
both breaches of contractual obligations and frdBILA’s forensic examination of loan repurchasefithtion requirements for various
issuers remains ongoing.

In the second quarter of 2009, MBIA recognizedneated recoveries of $1.1 billion related to revidwmnsactions. Additionally, the
estimated recoveries are transaction specific asddupon contractual breaches for loans which beee deemed ineligible and either put
back to the originators or sellers/servicers ornglanalysis has been completed and put-back natregsending. These estimated recoveries
rely upon identified breaches of representatiomsvaarranties in specific transactions that MBIA bfready discovered as a result of actual
loan file examinations for 23,765 defaulted morgyégans, which represent approximately 27% of dti@ humber of delinquent or defaulted
mortgage loans out of a total aggregate 496,917sloa24 insured second-lien mortgage loan sezatitins. The aggregate loan population
includes current, delinquent and charged-off lo&ssimated recoveries for these 24 transactiofd df billion is based on only those loans
that were examined which had substantiated breaahdsdoes not include any extrapolation of redutis the actual loan file examinations
to the remaining mortgages in the loan pool. Exgbciash inflows from potential recoveries are fasted to be recovered in 2012 for all
transactions and discounted using the aforemertticisk-free rate of 1.625%. The Company considaferklevant facts and circumstances,
including the factors described above, in develgpis assumptions on expected cash inflows, prdibabf potential recoveries and recovery
period. The estimated amount and likelihood of ptié recoveries are expected to be revised anglsoented as facts and circumstances
change and relevant information is available, iditlg additional information on the mortgage loawlsoThe Company has utilized the
results of the above described loan file examinatio make demands for loan repurchases from atigiie and services or their successors
and, in certain instances, as a part of the basigifjation filings.

The Company will continue to assess the level peeted recoveries as it completes additional faceesiews on additional loans and
progress through the litigation proceedings thatangoing at this time. As a result of additiomear reviews and the progression of litigation
proceedings, the Company’s estimate of recovenakicchange materially in the future. However, dngount of such additional recoveries
cannot be estimated at this time.

The Company'’s Insured Portfolio Management DivisifdRM”) monitors MBIA’s outstanding insured obligans with the objective of
minimizing losses. IPM meets this objective by itifging issuers that, because of deteriorationrgdi quality or changes in the economic,
regulatory or political environment, are at a heggied risk of defaulting on debt service of obligas insured by MBIA. In such cases, IPM
works with the issuer, trustee, bond counsel, seryunderwriter and other interested parties iattgmpt to alleviate or remedy the problem
and avoid defaults on debt service payments. Onabbgation is insured, MBIA typically requiresetissuer, servicer (if applicable) and the
trustee to furnish periodic financial and assedtesl information, including audited financial statnts, to IPM for review. IPM also monitors
publicly available information related to insurdaligations. Potential problems uncovered throug$ eview, such as poor financial results,
low fund balances, covenant or trigger violationd &ustee or servicer problems or other eventsciald have an adverse impact on the
insured obligation, could result in an immediatevsillance review and an evaluation of possibleedial actions. IPM also monitors and
evaluates the impact on issuers of general econoomditions, current and proposed legislation agilations, as well as state and munic
finances and budget developments.

Insured obligations are monitored periodically. Tieguency and extent of such monitoring is basethe criteria and categories described
below. Insured obligations that are judged to madte frequent and extensive monitoring or remegtiadctivities due to a deterioration in
the underlying credit quality of the insured obtiga or the occurrence of adverse events relatédetainderlying credit of the issuer are
assigned to a surveillance category (“Caution Liséw,” “Caution List—Medium,” “Caution List—High,” o“Classified List”) depending
on the extent of credit deterioration or the natfrthe adverse events. IPM monitors insured ohtiga assigned to a surveillance category
more frequently and, if needed, develops a remiediatian to address any credit deterioration.
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The Company does not establish any case basivesser insured obligations that are assigned taut©n List—Low,” “Caution List—
Medium,” or “Caution List—High.” In the event MBI&xpects to pay a claim in excess of the unearneaipm revenue with respect to an
insured transaction, it places the insured trafmach its “Classified List” and establishes a chasis reserve. The following provides a
description of each surveillance category:

“Caution List— Low” —Includes issuers where debt service protecti@uéguate under current and anticipated circumssance
However, debt service protection and other measafreedit support and stability may have declisette the transaction was
underwritten and the issuer is less able to witidsfarther adverse events. Transactions in thisgoay generally require more frequent
monitoring than transactions that do not appedniwi surveillance category. IPM subjects issuethis category to heightened
scrutiny.

“Caution List—= Mediumi’ —Includes issuers where debt service protecti@uéxjuate under current and anticipated circumstance
although adverse trends have developed and areprmameunced than for “Caution List—Low.” Issuergliis category may have
breached one or more covenants or triggers. Tlssseris are more closely monitored by IPM but gédiyaeke remedial action on their
own.

“Caution List-— High” —Includes issuers where more proactive remediabadsi needed but where no defaults on debt sepagment:
are expected. Issuers in this category exhibit mmeificant weaknesses, such as low debt sengeerage, reduced or insufficient
collateral protection or inadequate liquidity, wiicould lead to debt service defaults in the futigsuers in this category have breached
one or more covenants or triggers, have not takanlasive remedial action, and IPM adopts a rentiedigolan and takes more
proactive remedial actions.

“Classified List —Includes all insured obligations where MBIA hasgdpa claim or where a claim payment is expecteekieed its
unearned premium revenue. Generally, IPM is agtivemnediating these credits where possible, inalgdestructurings through legal
proceedings, usually with the assistance of spget@unsel and advisors.

The following table provides information about firancial guarantees and related claim liabilitglided in each of MBIA'’s surveillance
categories as of June 30, 2009:

Surveillance Categories

Caution List- Caution List - Caution List -

$ in millions Low Medium High Classified List Total
Number of policies 23C 46 15 117 40¢
Number of issue® 35 25 12 88 16C
Remaining weighted average contract period (ing) 12.t 11.7 7.1 5.E 8.1
Gross insured contractual payments outstant

Principal $ 6,74 $ 222: $ 997 $ 15,31 $ 2527

Interest 5,67¢ 2,301 46€ 4,79¢ 13,231

Total $ 12,41 $ 452 $ 146: $ 20,11 $ 38,51

Gross claim liability $ - $ - $ - 27K $  2,7%
Less:

Gross potential recoveri - - - 3,21¢ 3,21¢

Discount, ne - - - (21¢) (21¢)
Net claim liability $ - $ - $ - 3 (290 $ (290
Unearned premium reven $ 16t $ 27 $ 7 3 97 $ 29¢
Claim liability reported in the consolidated balarshee® $ - $ - $ - % 1,22¢ $ 1,22¢
Reinsurance recoverable on claim liabi® $ - $ -8 - 3 34 $ 34
Receivable for insurance loss recove® $ - $ - 3% - % 1,71: $ 1,718

(1) - An “issu¢’ represents the aggregate of financial guarantaeigokhat share the same revenue source for pespafamaking debt service paymer
(2) - Reported withir“Loss and loss adjustment expense res” on MBIA Inc’s consolidated balance she«

(3) - Reported withir*Reinsurance recoverable on paid and unpaid I” on MBIA Inc.'s consolidated balance shet

(4) - Reported withirReceivable for insurance loss recove” on MBIA Inc.’s consolidated balance she«
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The gross claim liability reported in the precediagle primarily relates to expected future claiayments on insured RMBS transactions.
The gross potential recoveries reported in thequteg table primarily relate to estimated recoverisulting from ineligible mortgage loans
in certain insured second-lien residential mortgage securitizations that are subject to a cotted®bligation by the sellers/servicers to
repurchase or replace the ineligible mortgage ldaasldition to expected future claim payments &MBES transactions resulting from
expected excess spread generated by performing io@uch transactions.

The following table presents changes in the Comisdogs and LAE reserve for the six months endet R0, 2009. Changes in the loss and
LAE reserve attributable to the accretion of thecdunt on the loss reserve, changes in discowet,rahd changes in the timing and amounts
of estimated payments and recoveries are recordédasses and loss adjustment expenses” in the @oynp statement of operations. LAE
reserves are expected to be settled within a caepgriod and are not discounted. As of June 309 2he weighted average risk-free rate
used to discount the claim liability was 2.546%.

In millions Six Months Ended June 30, 2009
Net Loss
Net Loss
Payments Net and LAE
Accretion Net Net Changes ir Net
Net Loss anc for Cases Changes ir Changes ir Change ir
LAE Net Changes il Reserve
Reserve as ¢ SFAS 163 of Claim Changes in Unearned as of
December Transition with Liability Discount Timing of Amount of Premium LAE June 30,
31, 2008 Adjustment Reserves Discount Rates Payments Net Payment: Assumptions Revenue Reserves 2009
$ 1,501 $ 179 $ (1,139 $ 10 $ (27) $ (139 $ 282 $ 93C $ (38) $ 23 $ 1,22¢

Remediation actions may involve, among other thimgsvers or renegotiations of financial covenantsriggers, waivers of contractual
provisions, the granting of consents, transfereo¥ising, consideration of restructuring plans,eeration, security or collateral enforcement,
actions in bankruptcy or receivership, litigatiordasimilar actions. The types of remedial actionssped are based on the insured obligasion’
risk type and the nature and scope of the eveimgiise to the remediation. As part of any suchedial actions, MBIA seeks to improve its
security position and to obtain concessions froenisBuer of the insured obligation. From time ioetj the issuer of an MBIA-insured
obligation may, with the consent of MBIA, restruatihe insured obligation by extending the terraréasing or decreasing the par amount or
decreasing the related interest rate, with MBIAungg the restructured obligation.

Costs associated with remediating insured obligatessigned to the Company’s “Caution List—Low, at@ion-List—Medium,” “Caution
List—High” and “Classified List” are recorded as EALAE is recorded as part of the Company’s pravidor its loss reserves and included
in “Losses and loss adjustment” on the Company'solidated statement of operations. The followadge provides information about the
expenses and reserves net of recoveries (grossedrnd reinsurance) related to remedial actionsreured obligations included in the
Company’s surveillance categories:

Three Months Ended June 30, Six Months Ended June 30,
In thousands 2009 2008 2009 2008
Loss adjustment expense incurred, g $ 61,65 & 1,65. & 87,06 $ 6,10
Loss adjustment expense incurred, $ 59,09: $ 1,57¢ $ 83,61¢ $ 5,781
Loss adjustment expense reserve, g § (732) ¢ 3,252 ¢ (732 $ 3,252
Reinsurance recoverable (payable) related to
loss adjustment expense rese $ (532) $ 224 $ (532 $ 224

Note 11: Income Taxes

The Company’s income taxes and the related efietsix rates for the three and six months ended 30n2009 and 2008 are as follows:

Three Months Ended June 30,

In millions 2009 2008

Pre-tax income (loss $ 1,50 $ 2,93

Provision (benefit) for income tax $ 60t 40.2% § 1,23t 42.1%
Six Months Ended June 30,

In millions 2009 2008

Pre-tax income (loss $ 2,48t $ (765)

Provision (benefit) for income tax $ 89C 35.% ¢ (58) 7.€%
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The Company'’s effective tax rate for the six morghded June 30, 2009 was primarily a result ofraralized net gain recorded on the
Company’s derivatives portfolio, the tax-exempenest from investments, and the change in the tialuallowance. For the six months
ended June 30, 2009, the Company has recordedtowanirket net gains, which are treated as disdetes for purposes of calculating its
full year effective tax rate. The Compasgffective tax rate for the six months ended Bhe008 is primarily driven by the establishmefr
a valuation allowance.

Embedded in the current effective tax rates fortlinee and six months ended June 30, 2009 areutreffects of the Company’s expected
operating activities such as scheduled premiumimgsnfees, and net investment income and operatipgnses. However, the discrete
treatment of the pre-tax amount of the unrealizetdgains which is taxed at a 35% rate and the &serén the valuation allowance relative to
the Company’s expected operating activities haverituted to the Company’s current effective tatesdfor the quarter and year-date to b
higher. Absent these non-recurring and discretasfehe Company would expect to have effectiverddes for the quarter and six months
below the 35% statutory tax rate.

The Company has calculated its year-to-date effedttix rate by treating the unrealized net gaingsoimsured derivative portfolio as a
discrete item. As such, these net gains, calculgtélte statutory rate of 35%, are an adjustmetitad@nnual effective tax rate that the
Company has estimated for all other pag-income. Given the inability to estimate thenit for the full year of 2009, which directly affeche
Company’s ability to estimate its pre-tax gainasd and the related effective tax rate for theyfedlr of 2009, the Company believes that it is
appropriate to treat these unrealized net gaimsdiscrete item for purposes of calculating theai¥e tax rate for the quarter. Further cha

in the fair value of the Company’s derivative polits during 2009 will impact the Company’s annutietive tax rate.

Deferred Tax Asset, Net of Valuation Allowan:

The Company is required to establish a valuatitbowalince against its deferred tax asset when iigertikely than not that all or a portion of
the deferred tax asset will not be realized. Albence, both positive and negative, needs to biftedl and considered in making the
determination. Future realization of the existirgdedred tax asset ultimately depends on the existehsufficient taxable income of
appropriate character (for example, ordinary incosus capital gains) within the carryforward pdravailable under the tax law.

As of June 30, 2009, the Company reported a nercef tax asset of $1.3 billion primarily relatedinrealized losses recorded on the
Company’s derivative and investment portfoliosluided in the net deferred tax asset of $1.3 biligothe valuation allowance of $412
million. The change in the valuation allowancetfog six months ended June 30, 2009 includes atiedun the valuation allowance of $30
million as part of the adoption of FSP FAS 115Retognition and Presentation of Other-Than-Tempdrapairments.” Refer to “Note 3:
Recent Accounting Pronouncements” for further distan about the adoption of FSP FAS 115-2. As né R0, 2008, the Company
established a valuation allowance of $199 million.

Unrealized Losses on Credit Derivative Contracts

Approximately $928 million of the net deferred t@sset was a result of the cumulative unrealizeselsf $2.7 billion, which excludes credit
impairments, primarily related to insured creditidgtives. The Company believes that it is morelijkthan not that its total $928 million in
deferred tax assets associated with the unredltizsés of $2.7 billion will be realized as the Camp expects the unrealized losses to
substantially reverse over time, at which pointrilated deferred tax asset will reverse. As snohjaluation allowance with respect to this
item was established. In its conclusion, the Corgmamsidered the following evidence (both positwel negative):

. Due to the long-tail nature of the financial gudesnbusiness, it is important to note that MBIA'$nasurance subsidiaries, even
without regard to any new business, will have adyjestream of scheduled premium earnings with gpehe existing insured
portfolio. MBIA Corp.’s announcement in February080f a temporary suspension in writing new strredinance transactions
and a permanent cessation with respect to insmemgCDS contracts, except in transactions relateéde reduction of existing
derivative exposure, would not have an impact enetkpected earnings related to the existing inspeoetiolio. Although MBIA
Corp. expects the majority of the unrealized loseasverse at maturity, MBIA Corp. performed aahbe income projection over
a 15-year period to determine whether it will hauéficient income to offset its deferred tax assletd will generate future
ordinary deductions. In this analysis, MBIA Corpncluded that premium earnings, even without re¢mahy new business,
combined with investment income, less deductiblgeeses, will be sufficient to recover the net defétax asset of $1.3 billio

. The Company’s taxable income projections useddesasthe recoverability of its deferred tax assdtide an estimate of future
loss and loss adjustment expenses equal to therreslue discount of loss reserves already rezednin the Company’balanct
sheet and an estimate of loss adjustment expenist glgenerally insignificant. The Company doesassume additional losses,
with the exception of the accretion of its existpprgsent value loss reserves, because the Comptablighes case basis reserves
on a present value basis based on an estimateludlge losses on specifically identified creditst thave defaulted or are expec
to default.
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. While the ratings downgrades by the rating agentie® limited the Company’s ability to write newsiness, the downgrades did
not have a material impact on earnings from thetij insured portfolio, which the Company beliewd be sufficient to absorb
losses in the event that the cumulative unrealiasses become fully impaire

. With respect to installment policies, the Compaaperally does not have an automatic cancellatiorigion solely in connection
with ratings downgrades. For purposes of projedtingre taxable income, the Company has appliediit to adjust for the
possible cancellation of future installment premsubased on recent data. With regards to upfromtips| to the extent that the
issuer chooses to terminate a policy, any unegoremium reserve with respect to that policy willdeeelerated and earned (i.e.
refundings)

. The Company treats the CDS contracts as insuranteacts for U.S. tax purposes. The Company prevasieinsurance policy
guaranteeing CDS contracts written by LaCrosse l&\ltaCrosse’s financial information is consolidatetb MBIA’'s GAAP
financial statements based on the FIN 46(R) cateviBIA does not hold any equity interest with respto LaCrosse. MBIA’s
income derived from CDS contracts is treated asjpn income for statutory income purposes. In trenéthat there is a default
in which MBIA is required to pay claims on such CB&tracts, the Company believes that the lossaddtbe characterized as
an ordinary loss for tax purposes and, as sucteubat or impairment will be recorded as case vesdfor statutory accounting
purposes in recognition of the potential claim papin For tax purposes, MBIA follows the statutocg@unting principle as the
basis for computing its taxable income. Becausdeatieral income tax treatment of CDS contractsis@settled area of tax law,
in the event that the Internal Revenue Serviceg")Rhas a different view in which the losses aresidered capital losses, the
Company would be required to establish a valualowance against substantially all of the defeteedasset related to these
losses, until such time as it had sufficient cdpgjtans to offset the losses. The establishmettisfvaluation allowance would
have a material adverse effect on MI's financial condition at the time of its establighnh

Capital Losses

The Company realized capital losses of approxim&281 million in the first six months of 2009. TBempany established an additional
valuation allowance of $24 million during the sedauarter of 2009 for a total valuation allowanf&®1 million for the year, which
primarily related to other-than-temporary impairiseand capital losses in excess of capital gains.

Unrealized Losses on FAS 115 Securities

As of June 30, 2009, the Company had approxim&e88 million in deferred tax assets related to alized losses on investments. The
Company intends to hold these investments untilnitgtor until such time as the value recovers.séish, the Company expects the recovery
of the value of these securities to par and treedldeferred tax assets will reverse over theofithe securities.

After reviewing all of the evidence available, bgibsitive and negative, MBIA believes that it hppmpriately valued the recoverability of
its deferred tax assets, net of the valuation alowe, as of June 30, 2009. The Company continugssess the need for additional valuation
allowances as additional evidence becomes available

Ownership Change under Section 382 of the Interivenue Code

Section 382 of the Internal Revenue Code of 198@naended, imposes annual limitations on the atibn of net operating loss (“NOL")
carryforwards, other tax carryforwards, and certaiilt-in losses, as defined under that Sectioonugn ownership change. In general terms,
an ownership change may result from transactioasiticrease the aggregate ownership of certaikistdders in the Company’s stock by
more than 50 percentage points over a testing gpégienerally three years).

As of June 30, 2009, the Company has not experieac@wnership change under Section 382. Howewaéerphe occurred as of June 30,
2009, the ownership change, in itself, would natehbad a material impact on the Company’s finanmigition or results of operations. The
Company has already established a full valuatitowaince against its capital loss carryforwards tiedCompany has the intent to hold
securities with unrealized losses as of June 309 20 maturity or until such time as the value x&xe as not to trigger realized losses subject
to limitation under Section 382. Additionally, tR@mpany expects to have sufficient income to @iltg alternative minimum tax credit,
which may be carried forward indefinitely. The Caamg has no net operating loss carryforwards fro8820

FIN 48, “Accounting for Uncertainty in Income Taxes
The change in the unrecognized tax benefit at 30n2009 is as follows:
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In thousands
Unrecognized tax positions as of December 31, . $ 19,31
The gross amount of the increase/(decrease) in &sT@result of tax positions take
During prior yeal -
During current yea 152

The amounts of decreases in the UTB related tesethts with taxing authoritie (11,826
The reduction to UTB as a result of the applicaéeute of limitatior -
Unrecognized tax positions as of June 30, 2 $ 7,63¢

As of June 30, 2009, the total amount accrued mi$ipect to uncertain tax positions is approximas@ynillion. Due to the French tax
settlement, as discussed below, MBIA received atembent of interest and penalties of $2.8 millioraddition, MBIA accrued $0.2 million
of interest and penalties during the second quakteresult of this activity, the related interast penalties accrued were reduced $2.6 m
to approximately $0.2 million.

MBIA’s major tax jurisdictions include the U.S. gtunited Kingdom (“U.K.”) and France. MBIA and itkS. subsidiaries file a U.S.
consolidated federal income tax return and it leentexamined through 2005 by the IRS. Currently @Gbmpany’s U.S. consolidated federal
income tax return is under an examination for th@72tax year. Also during the first six months 609, the IRS completed the partnership
audit in relation to an adjustment that had to d@anted for by MBIA Inc. during tax years 2004atgh 2006. No material adjustment was
made.

The U.K. tax authorities are currently auditing tears 2005 through 2006, which should be resdbyeithe end of 2009. The French tax
matters have been concluded through 2006. The Quyrgedtled, in February 2009, an unrecognized &mefit that was established in prior
years relating to the timing for recognizing earpegimium.

It is reasonably possible that the total amounisnoécognized tax benefits will significantly inese or decrease within the next 12 months
due to the possibility of the conclusion of all ta examinations. The range of this possible ckanghe amount of uncertain tax benefits
cannot be estimated at this time.

Note 12: Business Segments

In February 2009, after receiving the required faiguy approvals, the Company established and ai@g@tl National. In connection with this
establishment, MBIA Insurance Corporation paiddivrids and returned capital to MBIA Inc. and enténéala reinsurance agreement and an
assignment agreement with National. As a reswtGbmpany established its U.S. public finance msce business as a separate operating
segment. Refer to MBIA Inc.’s Annual Report on FatfiK for the fiscal year ended December 31, 2@08urther information about these
changes to the Company’s operating and legal estiiticture. Consequently, MBIA now manages itsvitis primarily through three

principal business operations: U.S. public finaimsairance, structured finance and internationalransce (collectively “insurance operations”
for prior periods), and investment management sesvi

As defined by SFAS 131, “Disclosures about Segmefhés Enterprise and Related Information,” an apieg segment is a component of a
company (i) that engages in business activities fwdhich it earns revenue and incurs expensesyligse operating results are regularly
reviewed by the Chief Operating Decision Maker ('0@") to assess the performance of the segment@ntbke decisions about the
allocation of resources to the segment and, Giihich discrete financial information is availabRAs a result of the aforementioned
separation of the Company’s U.S. public financeiasce business from its structured finance aratnational insurance business, as well as
other factors such as the availability of discietancial information, the use of identifiable resoes, and the use of separate performance
assessments with respect to the Company'’s U.Sicduidnce insurance business, the Company detedrtimat its U.S. public finance
insurance business represented a discrete opesatiymgent in accordance with SFAS 131.

Following is a description of each of the Compamgigortable operating segments:

The Company’s U.S. public finance insurance busites been conducted through National. The finhgograntees issued by National
provide unconditional and irrevocable guarantegb@fpayment of principal of, and interest or othrounts owing on, U.S. public finance
insured obligations when due. The obligations @&megally not subject to acceleration, except thBtAmay have the right, at its discretion,
to accelerate insured obligations upon defaulttbevise. MBIA issues financial guarantees for mipal bonds and bonds backed by
publicly or privately funded public-purpose progcthis segment includes all activities relatedredit enhancement services provided
principally by National.
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The Company'’s structured finance and internatiomalrance operations have been principally conduttteugh MBIA Corp. The financial
guarantees issued by MBIA Corp. provide uncondéi@nd irrevocable guarantees of the payment atjmal of, and interest or other
amounts owing on, global structured finance anddd public finance insured obligations when dwen the event. MBIA Corp. has the
right, at its discretion, to accelerate insuredgatlons upon default or otherwise, upon MBIA Carptceleration. Certain guaranteed
investment contracts written by MBIA Inc. are insdiby MBIA Corp., and if MBIA Inc. were to have irfficient assets to pay amounts due
upon maturity or termination, MBIA Corp. would makech payments. MBIA issues financial guaranteegiianicipal bonds, ABSs and
MBSs, investor-owned utility bonds, bonds backegbglicly or privately funded public-purpose prdgdonds issued by sovereign and sub-
sovereign entities, and bonds backed by other tevsnurces such as corporate franchise revensesethasset-backed securities include
collateral consisting of a variety of consumer katorporate loans and bonds, trade and expoiivedides, aircraft, equipment and real
property leases and insured MBS include collatewabisting of residential and commercial mortgatreprevious years, MBIA had insured
CDSs on structured pools of corporate obligati®¥BS, and commercial real estate backed secugtiddoans.

The Company is no longer insuring new credit déieacontracts except for transactions relatedhéoreduction of existing derivative
exposure. Currently, the global structured finamegket is generating very few new business oppii#snand it is uncertain how or when
the Company may re-engage this market. This segimeloties all activities related to credit enhaneatrservices provided principally by
MBIA Corp.

The Company’s investment management services epesatonsist of an asset management advisory Bssindnich provides cash
management, discretionary asset management amtus&d products to the public, not-for-profit, corate and financial sectors. The
Company also has an asset/liability managemenhéss; in which it has issued debt and investmeaweieagents, which are insured by MBIA
Corp., to capital markets and municipal investarg] then initially purchased assets that largelicheal the duration of those liabilities, and a
conduit business in which the Company has fundedAviBsured transactions by issuing debt, whicmisured by MBIA Corp. The ratings
downgrades of MBIA Corp. have resulted in a sulisghreduction of funding activities and the termion and collateralization of certain
investment agreements, as well as winding dowxistiag asset/liability products and conduit obtigas. The investment management
services operations’ reportable segments consisisset/liability products, which include investrhagreements and medium-term notes not
related to the conduit segment; advisory servisbsch consist of third-party and related-party fisesed asset management; and conduits.

The asset/liability products segment principallysists of the activities of MBIA Investment ManagarhCorp. (“IMC”), GFL and Euro
Asset Acquisition Limited (“EAAL”). IMC, along wittMBIA Inc., provides customized investment agreetseguaranteed by MBIA Corp.,
for bond proceeds and other public funds for suaip@ses as construction, loan origination, escnoevdebt service or other reserve fund
requirements. It also provides customized prodiactfunds that are invested as part of asset-backsttuctured product transactions. GFL
raises funds through the issuance of medium-tetsnaith varying maturities, which are, in turnaganteed by MBIA Corp. GFL lends the
proceeds of these medium-term note issuances tANHI. (“GFL Loans”). MBIA Inc. invests the procegdf investment agreements and
GFL Loans in eligible investments, which consistrsfestment grade securities at the time of pureheéth a minimum average double-A
credit quality rating. MBIA Inc. primarily purchaselomestic securities, which are pledged to MBIApgCas security for its guarantees on
investment agreements and medium-term notes. Addifly, MBIA Inc. loans a portion of the proceedsrfi investment agreements and
medium-term notes to EAAL. EAAL primarily purchadeseign assets as permitted under the Company&stment guidelines.

The advisory services segment primarily consisthefoperations of MBIA-MISC, MBIA Capital ManagemeCorp. (“CMC”) and MBIA
Asset Management UK (“AM-UK”). MBIA-MISC providesiwvestment management programs, including poolegsinvents products and
customized asset management services. In addiliBiA-MISC provides portfolio accounting and repaoifor state and local governments,
including school districts. MBIA-MISC is a Secueisi and Exchange Commission (“SEC”)-registered tmvest adviser. CMC provides fee-
based asset management services to the Compaaiffilitgges and third-party institutional clientSMC is an SEC-registered investment
advisor and Financial Industry Regulatory Authoritgmber firm. AM-UK provides fee-based asset mamege services to the Company’s
foreign insurance affiliates and EAAL, and to thpdrty institutional clients and investment struess AM-UK is registered with the
Financial Services Authority in the U.K.

The Company’s conduit segment administers two rsellier conduit financing vehicles through MBIA A&s$-inance, LLC. Assets financed
by these conduits are currently funded by mediummteotes and liquidity loans.

The Company’s corporate operations are a reportagment and include revenues and expenses tbaffiam general corporate activities,
such as net investment income, net gains and losseest expense on MBIA Inc. debt and generglaate expenses.
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The following tables summarize the Compangperations for the three and six months ended 30n2009 and 2008. As discussed abowvt
Company separated its insurance operations intopuilSic finance insurance and structured finammiaternational insurance, thereby
creating two discrete segments. The Company hasndigted that it is impracticable to restate prieripd results to conform to the current
period presentation since, based on the way marexgdmas historically assessed the performanceesmiirce requirements of its segments,
prior period discrete financial information is restailable. However, in order to provide comparabfermation to the prior period, the
Company has combined its U.S. public finance insteasegment results and its structured financerdachational insurance segment results
for the current period under the heading “Combilmesdirance Operations.”

Three Months Ended June 30, 2009

U.S. Public  Structured

Finance and Investment
Finance International Combined  Managemen
Insurance Insurance

In millions (National) Insurance Eliminations ~ Operations Services Corporate  Eliminations Consolidatec
Revenue® $ 15t $ 164 $ - $ 31¢ % 60 $ - $ = $ 37¢
Realized gains and
other settlements on insured
derivatives - 32 - 32 - - - 32
Unrealized gains (losses) on
insured derivative 1 42% - 424 - - - 424
Net gains (losses) ¢
financial instruments at fair
value and foreign exchan - 12 - 12 11E @) - 12t
Net realized gains (losse 7 1 - 8 18 4 - 30
Net investment losse-
other than temporary
impairments - @) - @) (107) - - (119
Net gains on extinguishme
of debt - - - - 11t 1 - 11€
Inter-segment revenue? 38 51 (68) 21 4 4 (29 -

Total revenue 201 67€ (68) 80¢ 20t 7 (29) 997
Interest expens - 53 - 53 42 18 - 11¢
Loss and LAE incurre 5 (73%) - (730) - - - (730
Operating expenst 14 66 - 80 19 7 - 10¢€
Inter-segment expen< 35 33 (68) - 29 - (29) -

Total expense 54 (589 (68) (597) 90 25 (29 (517
Income (loss) before tax $ 147 $ 125¢ $ - $ 1,40¢ $ 11f $ (19 $ = $ 1,50t
Identifiable asset $ 819t $ 17,72t $ - $2592¢ $ 9,094 $ 113k $ (8,86)®@ $ 27,29¢

(1) - Represents the sum of third-party financizggntee net premiums earned, net investment inciosweance-related fees and reimbursements, imesgtmanagement fees and other
fees, and insurance recoveri

(2) - Represents intercompany premium income apemse, intercompany asset management fees andsespamnd intercompany interest income and expemsa&rpeg to intercompany
receivable and payable

(3)- Consists of intercompany repurchase agreementtoand.
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Three Months Ended June 30, 2008

Investment
Management

In millions Insurance Services Corporate Eliminations Consolidated
Revenue® $ 391 $ 264 $ 8 $ = $ 662
Realized gains and other settlements
on insured derivative 34 - - - 34
Unrealized gains (losses) on insured
derivatives 3,32¢ - - - 3,32¢
Net gains (losses) on financial instrument
fair value and foreign exchan 10z (69 54 - 87
Net realized losse 23 (409) 3 - (389)
Net investment loss¢- other than temporary
impairments - (43€) - - (43€)
Net gains on extinguishment of de - 66 - - 66
Inter-segment revenue? 1 3 (1) (3) -

Total revenue 3,87¢ (581) 64 ©)] 3,35¢
Interest expens 46 242 19 - 30¢
Loss and LAE incurre 22 - - - 22
Operating expenst 64 17 8 - 89
Inter-segment expen< - 5 (2) (3) -

Total expense 132 265 25 3 41¢
Income (loss) before tax $ 3,74 $ (84€) $ 39 $ = $ 2,93
Identifiable asset $ 16,53 $ 27,02 $ 1,78¢ $ - $ 45,34

(1) - Represents the sum of third-party financizggntee net premiums earned, net investment inciosweance-related fees and reimbursements, imesgtmanagement fees and other
fees, and insurance recoveri

(2) - Represents intercompany premium income aperse, intercompany asset management fees andsespamd intercompany interest income and expems&rpeg to intercompany
receivable and payable
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Six Months Ended June 30, 2009

U.S. Public  Structured

Finance  Finance and Investment
Insurance International Combined Management
Insurance

In millions (National) Insurance Eliminations Operations Services Corporate Eliminations Consolidated
Revenue(d) $ 294 $ 384 $ - $ 67¢ $ 137 $ 13 - $ 81€
Realized gains and other
settlements on insured
derivatives - 64 - 64 - - - 64
Unrealized gains (losses) on
insured derivative - 2,03: - 2,03: - - - 2,03:
Net gains (losses) on financ
instruments at fair value and
foreign exchang - 12 - 12 161 (11) - 162
Net realized gains (losse 7 9 - 16 45 3 - 64
Net investment losse- other
than temporary impairmen - (41) - (41) (303 - - (344)
Net gains on extinguishme
of debt - - - - 11¢ 2 5 12€
Inter-segment revenud? 80 10C (137) 43 9 10 (62) -

Total revenue 381 2,561 (137) 2,80¢ 168 5 (57) 2,921
Interest expens - 10¢ - 10¢ 10€ 36 - 25C
Loss and LAE incurre: 63 99 - (36) - - - (36)
Operating expense 18 152 - 17C 34 15 - 21¢
Inter-segment expens(? 67 70 (137) - 62 - (62) -

Total expense 14¢ 231 (137) 242 202 51 (62) 43¢
Income (loss)
before taxe: $ 23 $ 2,330 $ - $ 2,56: $ 349 $ (46) $ 5 $ 2,48¢
Identifiable
assets $ 8,19¢ $ 17,72¢  $ - $ 25,92¢ $ 9,09¢ % 1,13¢  $ (8,869 3 27,29¢

(1)- Represents the sum of third-party financismguntee net premiums earned, net investment inciosig;ance-related fees and reimbursements, ineggtmanagement fees and other
fees, and insurance recoveri

(2)- Represents intercompany premium income anémesgy intercompany asset management fees and espamsintercompany interest income and expensaimieg to intercompany
receivable and payable

(3)- Consists of intercompany repurchase agreementtoand.
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Six Months Ended June 30, 2008

Investment

Management
In millions Insurance Services Corporate Eliminations Consolidated
Revenue® $ 70€ $ 61¢ $ 16 $ - $ 1,341
Realized gains and other
settlements on insured derivati 68 - - - 68

Unrealized gains (losses) on insured
derivatives (259 - - - (259)

Net gains (losses) on financ
instruments at fair value and foreign

exchange 162 (10 11 - 162
Net realized losse 42 (369) 1 - (326
Net investment losse¢- other than
temporary impairmeni - (660) - - (660)
Net gains on extinguishment of de - 79 - - 79
Inter-segment revenue? 2 9 (1) (10 -
Total revenue 727 (332 27 (20 412
Interest expens 92 567 39 - 69¢
Loss and LAE incurre 31C - - - 31C
Operating expense 12¢ 28 14 - 16€
Inter-segment expen< - 11 (1) (10 -
Total expense 52¢ 60€ 52 (10 1,17¢
Income (loss) before tax $ 19¢ $ (93€) $ (25) $ z $ (769
Identifiable asset $ 16,53: $ 27,0 $ 1,78¢ $ - $ 45,34

(1) - Represents the sum of third-party financizggntee net premiums earned, net investment inciosweance-related fees and reimbursements, imesgtmanagement fees and other
fees, and insurance recoveri

(2) - Represents intercompany premium income apermse, intercompany asset management fees andsespamd intercompany interest income and expems&rpeg to intercompany
receivable and payable

While it is impractical for the Company to restatbrevenues and expenses comprising its insunastgts for prior periods, the Company is
able to restate certain revenues and expensesl@ttlvithin the preceding tables for the three andnenths ended June 30, 2008. The
following table presents those revenues and exgdahsg¢the Company is able to restate, along vathpgarable amounts for the three months
ended June 30, 2009:

Structured Finance and

U.S. Public Finance Insurance International Insurance
In millions 2009 2008 2009 2008
Net premiums earne®) $ 13¢ $ 144 $ 45 $ 89
Realized gains and other settlements on insuredatiees $ - $ - $ - $ 34
Unrealized gains (losses) on insured derivat $ = $ 2 $ - $ 3,32¢
Interest expens $ - $ - $ - $ 47

(1) - Included in insurance revenues in the precedinigsa
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The following table presents those revenues andresgs that the Company is able to restate, alotigo@mparable amounts for the six
months ended June 30, 2009:

Structured Finance and

U.S. Public Finance Insurance International Insurance
In millions 2009 2008 2009 2008
Net premiums earne® $  28¢ $ 21z $ 124 $ 177
Realized gains and other settlements on insuredatiees $ - $ - $ - $ 68
Unrealized gains (losses) on insured derivat $ = $ 2 $ - $ (25))
Interest expens $ - $ - $ - $ 93

(1) - Included in insurance revenues in the prawethbles.

The following tables summarize the segments witheninvestment management services operationhéahtee months ended June 30, 2009
and 2008:

Three Months Ended June 30, 2009

Total
Investment
Asset / Advisory Management
Liability
In millions Products Services Conduits Eliminations Services
Revenue® $ 49 $ 9 $ 2 $ = $ 60
Net gains (losses) on financial instruments atvalue
and foreign exchanc 11€ ((B)] - - 11t
Net realized losse 18 - - - 18
Net investment losse¢- other than temporary
impairment (107) - - (107)
Net gains on extinguishment of de 95 - 20 - 11t
Inter-segment revenue? - 5 1 (2 4
Total revenue 171 13 23 () 20t
Interest expens 38 - 4 - 42
Operating expens 8 11 - - 19
Inter-segment expen<@ 29 1 1 (2 29
Total expense 75 12 5 (2 90
Income (loss) before tax $ 96 $ 1 $ 18 $ - $ 11F
Identifiable asset $ 6,91¢ $ 46 $ 2,08¢ $ 43 $ 9,094

(1) - Represents the sum of third-party interesbime, investment management services fees andfeteer
(2) - Represents intercompany asset managemenaiigesxpenses plus intercompany interest incomesgpeinse pertaining to intercompany debt.
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Three Months Ended June 30, 2008

Total
Investment
Asset / Advisory Management
Liability
In millions Products Services Conduits Eliminations Services
Revenue® $ 231 $ 8 $ 25 $ = $ 264
Net gains (losses) on financ
instruments at fair value and foreign
exchange (73 - 4 - (69
Net realized losse (409) - - - (409
Net investment losse¢- other than
temporary impairmer (43€) - - (43€)
Net gains on extinguishment of de 66 - - - 66
Inter-segment revenue? (2 10 2 ()] 3
Total revenue (623) 18 31 @) (581)
Interest expens 22z - 21 - 243
Operating expenst 5 10 2 - 17
Inter-segment expen<@ 8 2 2 ()] 5
Total expense 23t 12 25 (7) 26E
Income (loss) before tax $ (859 $ 6 $ 6 $ - $ (84¢€)
Identifiable asset $ 23,89t $ 39 $ 3,08t $ 1 $ 27,02(

(1) - Represents the sum of third-party interesbime, investment management services fees andfeteer

(2) - Represents intercompany asset managemenaiigesxpenses plus intercompany interest incomesgpeinse pertaining to intercompany debt.

The following tables summarize the segments witheinvestment management services operationtdosik months ended June 30, 2009
and 2008:
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Six Months Ended June 30, 2009

Total
Investment
Asset / Advisory Management
Liability
In millions Products Services Conduits Eliminations Services
Revenue® $ 10¢ $ 18 $ 10 $ = $ 137
Net gains (losses) on financ
instruments at fair value and foreign
exchange 171 (0] 9) - 161
Net realized losse 45 - - - 45
Net investment losse- other than
temporary impairmer (309) - - - (303
Net gains on extinguishment of de 98 - 21 - 11¢
Inter-segment revenue? 1 10 2 (4) 9
Total revenue 121 27 24 4 16€
Interest expens 97 - 9 - 10¢€
Operating expenss 13 20 1 - 34
Inter-segment expen<@ 62 2 2 4 62
Total expense 172 22 12 (4) 202
Income (loss) before tax $ (52) $ 5 $ 12 $ - $ (39
Identifiable asset $ 6,91¢ $ 46 $ 2,08¢ $ 43 $ 9,09/
(1) - Represents the sum of th-party interest income, investment management ses\fises and other fe¢
(2) - Represents intercompany asset management feexaemises plus intercompany interest income and esgppertaining to intercompany de
Six Months Ended June 30, 2008
Total
Asset / Investment
Liability Advisory Management
In millions Products Services Conduits Eliminations Services
Revenue® $ 53t $ 16 $ 68 $ = $ 61¢
Net gains (losses) on financ
instruments at fair value and foreign
exchange (9) - 1) - (10
Net realized losse (369) - - - (369)
Net investment losse¢- other than
temporary impairmer (660) - - - (660)
Net gains on extinguishment of de 79 - - - 79
Inter-segment revenue? - 19 4 (14) 9
Total revenue (429 35 71 (14) (332
Interest expens 50€ - 61 - 567
Operating expenss 10 16 2 - 28
Inter-segment expen«? 17 4 4 (14) 11
Total expense 538 20 67 (14) 60€
Income (loss) before tax $ (959 $ 15 $ 4 $ - $ 93¢)
Identifiable asset $ 23,89t $ 39 $ 3,08t $ 1 $ 27,0

(1) - Represents the sum of th-party interest income, investment management ses\fises and other fee

(2) - Represents intercompany asset management feesaemises plus intercompany interest income and esgpertaining to intercompany de
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Premiums on financial guarantees and insured derasareported within the Company’s insurance sagmare generated within and outside
the U.S. The following table summarizes premiuntaea on financial guarantees and insured derivatiyegeographic location of risk for
the three and six months ended June 30, 2009 &8&l 20

Three Months Ended June 3( Six Months Ended June 30,
In millions 2009 2008 2009 2008
Total premiums earne:
United State: $ 154 $ 21z $ 331 $  34¢
United Kingdom 1 11 10 22
Europe (excluding United Kingdor 10 8 14 18
Internationally diversifiec 19 17 76 35
Central and South Americ 11 15 20 26
Asia 5 8 9 15
Other 5 5 9 8
Total $ 20& $ 27¢€ $  46€ $  47c

Note 13: Net Insurance in Force

MBIA guarantees the payment of principal of, antiast or other amounts owing on, municipal, abaeked, mortgage-backed and other
non-municipal securities. Additionally, MBIA Corpas insured CDSs primarily on pools of collaterdlich it previously considered part of
its core financial guarantee business. The pootoliditeral are made up of corporate obligations,diso include commercial and residential
mortgage-backed securities-related assets. MBIAfsnsurance in force represents the aggregate mnodthe insured principal of, and
interest or other amounts owing on insured oblarej net of cessions to reinsurers. MBIA'’s ultimatposure to credit loss in the event of
nonperformance by the issuer of the insured olitigas represented by the net insurance in fordbertables that follow.

The financial guarantees issued by MBIA provideamitional and irrevocable guarantees of the payrokthe principal of, and interest or
other amounts owing on, insured obligations whea dine obligations are generally not subject tekration, except that MBIA may have
the right, at its discretion, to accelerate insubligations upon default or otherwise. Certainrgnéeed investment contracts written by
MBIA Inc. and guaranteed by MBIA Corp. are termilebpon ratings downgrades, and if MBIA Inc. wayénave insufficient assets to pay
the termination payments, MBIA Corp. would makelspayments. These amounts have been excluded faliles that follow.

The creditworthiness of each insured obligatioevaluated prior to the issuance of insurance, actl exsured obligation must comply with
National or MBIA Corp’s underwriting guidelines. Further, the paymentbé made by the issuer on the bonds or notes mandked by a
pledge of revenues, reserve funds, letters of grediestment contracts or collateral in the forimmrtgages or other assets. The right to such
funds or collateral would typically become NationalMBIA Corp.’s upon the payment of a claim byheit National or MBIA Corp.

National and MBIA Corp. maintain underwriting gulices based on those aspects of credit qualityitlistems important for each categ
of obligation considered for insurance. For glglablic finance transactions these include econ@métsocial trends, debt and financial
management, adequacy of anticipated cash flovsfaatory legal structure and other security prawisj viable tax and economic bases,
adequacy of loss coverage and project feasibiity.global structured finance transactions, MBIAC® underwriting guidelines, analysis
and due diligence focus on counterparty credit@etational quality. MBIA Corp. also analyzes thmlity of asset pools, as well as their
historical and projected performance. The streoth structure, including legal segregation ofdksets, cash flow analysis, the size and
source of first loss protection, asset performdriggers and financial covenants are also revie@egh guidelines are subject to periodic
review by a senior risk committee, which is resplolesfor establishing the criteria for the Companyhderwriting standards as well as
maintaining the standards in its insurance oparatio

As of June 30, 2009, net insurance in force, whiglhtesents principal and interest or other amoamtag on insured obligations, net of
cessions to reinsurers, had an expected maturigeraf 1-48 years. The distribution of net insueaimcforce by geographic location,
excluding $5.3 billion and $8.5 billion relating t@nsactions guaranteed by MBIA Corp. on behalfasfous investment management
services affiliated companies as of June 30, 20@9ecember 31, 2008, respectively, is presentéakifiollowing table:
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In billions June 30, 2009 December 31, 2008
% of Net % of Net
Net Insurance Insurance in Net Insurance Insurance in

Geographic Location in Force Force in Force Force
California $ 158.1 13.7% $ 163.¢ 13.7%
New York 83.t 7.2% 86.2 7.2%
Florida 66.1 5.7% 68.C 5.7%
Texas 53.¢ 4.€% 56.4 4.7%
lllinois 50.2 4.3% 51.¢ 4.3%
New Jerse 39.2 3.4% 40.t 3.4%
Pennsylvani: 31.: 2.1% 32.¢ 2. 1%
Washingtor 29.7 2.€% 30.t 2.5%
Michigan 26.1 2.2% 27.C 2.3%
Massachuseti 22.€ 2.C% 24.C 2.C%

Subtotal 560.7 48.4% 581.( 48.5%
Nationally diversifiec 178.t 15.4% 178.t 14.<%
Other state 307.k 26.€% 319.¢ 26.7%

Total United State 1,046." 90.4% 1,079.: 90.1%
Internationally diversifiec 39.5 3.4% 43.€ 3.6%
Country specific 72.4 6.2% 75.1 6.2%

Total nor-United State: 1115 9.6% 119.C 9.€%
Total $ 1,158.. 100.(% $ 1,198.: 100.(%

The net insurance in force by type of bond, exelgdransactions guaranteed by MBIA Corp. on bebfalfarious investment management
services affiliated companies, is presented irfdHewing table:
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In billions

Bond Type
Global public finance United States

General obligatiol
General obligatiol- lease
Municipal utilities
Tax-backec
Transportatior
Higher educatiol
Health care
Military housing
Investo-owned utilities®
Municipal housing
Student loan
Other®

Total United State

Global public finance nor-United States
International utilities
Sovereign and si-sovereigr®
Transportatior
Local government®
Municipal housing
Health care
Higher educatiol
Total nol-United State:
Total global public financ
Global structured financ- United States
Collateralized debt obligatior®
Mortgagebacked residenti:
Mortgage-backed commercic
Consumer ass-backed:
Auto loans
Student loan:
Manufactured housin
Other consumer as:-backec
Corporate ass-backed:
Operating asset
Aircraft portfolio lease securitizatior
Rental car fleet

Secured airline equipment securitization (EE’

Other operating asse
Structured insurance securitizatic
Franchise asse
Intellectual propert
Other corporate as«-backed

Total United State

June 30, 2009

Net Insurance ir

Force

$ 311.€
66.&
156.¢
109.2
90.t
48.5
30.7
21.t
15.c
13.c
6.4
3.9
874.2

20.4
18.4
13.€
0.4
0.2
0.1
0.1
53.2

927.¢

104.£
28.€
0.6

5.4
2.7
2.6
0.7

3.C
2.7
2.8
1.1
8.7
14
4.C
3.6

172.¢
66

% of Net
Insurance in

Force

26.%
5.8%
13.5%
9.4%
7.8%
4.2%
2.6%
1.9%
1.3%
1.1%
0.6%
0.3%

75.4%

1.8%
1.6%

1.2%

0.0%

0.0%

0.0%

0.0%

4.6%
80.(%

9.C%
2.5%
0.C%

0.5%
0.2%
0.2%
0.1%

0.3%
0.2%
0.3%
0.1%
0.8%
0.1%
0.3%
0.3%

14.%

December 31, 2008

% of Net
Net Insurance Insurance in
in Force Force
$ 322: 26.%
69.1 5.8%
162.¢ 13.6%
111.¢ 9.3%
93.C 7.8%
50.t 4.2%
34.¢ 2.S%
21.7 1.8%
15.¢ 1.2%
15.C 1.2%
7.C 0.6%
4.4 0.4%
908.( 75.8%
18.€ 1.€%
17.c 1.4%
14.1 1.2%
0.¢ 0.1%
0.2 0.C%
0.1 0.C%
0.1 0.C%
51.: 4.3%
959.¢ 80.1%
98.c 8.2%
28.€ 2.4%
0.7 0.1%
6.8 0.€%
2.8 0.2%
2.7 0.2%
0.¢ 0.1%
3.2 0.2%
3.1 0.2%
3.1 0.2%
1.€ 0.1%
10.C 0.8%
iLE 0.1%
4.1 0.2%
3.€ 0.2%
171.% 14.2%
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Global structured finan-nor-United States

Collateralized debt obligatior® 38.2 3.2% 40.2 3.2%
Mortgagebacked residenti: 3.C 0.2% 8.5 0.7%
Mortgage-backed commercic 5.4 0.5% 6.2 0.5%

Corporate ass-backed:
Operating asset

Aircraft portfolio lease securitizatiol 1.8 0.2% 2.1 0.2%
Secured airline equipment securitization (EE 0.4 0.C% 0.4 0.C%
Structured insurance securitizatic 0.1 0.C% 0.1 0.C%
Franchise asse 14 0.1% 1.2 0.1%
Intellectual propert: - 0.C% 0.8 0.1%
Future flow 2.1 0.2% 2.8 0.2%
Other corporate as:-backed 6.1 0.5% 5.3 0.5%
Total nor-United State: 58.€ 5.1% 67.7 5.6%
Total global structured financ 231.( 20.(% 239.( 19.€%
Total $1,158..  100.(% $1,198.0 100.(%

(1) - Includes investor owned utilities, industrial dey@hent and pollution control revenue bor

(2) - Includes certain nc-profit enterprises and stadium related financ

(3) - Includes regions, departments or their equivalemstich jurisdiction as well as sovereign ownedtiestthat are supported by a sovereign state, megialepartmen

(4) - Includes municipal owned entities backed by spangdocal governmen

(5) Includes transactions (represented by siradtpools of primarily investment grade corporatit risks or commercial real estate assets)dbatot include typical collateralized
debt obligation“CDQ") structuring characteristics, such as tranched tristti cash flow waterfalls, or interest and c-collateralization coverage tes

The insurance operations have entered into cegtenantees of derivative contracts, included inpitezeding tables, which do not qualify for
the financial guarantee scope exception under SEB8SMBIA generally guarantees the timely paymdrgrancipal and interest related to
these derivatives upon the occurrence of a credittewith respect to a referenced obligation. Tlaimum amount of future payments that
MBIA may be required to make under these guarange®$34.4 billion. This amount is net of $24.1ibi of insured derivatives ceded under
reinsurance agreements and capital market trangadti which MBIA economically hedges a portiortted credit and market risk associated
with its insured derivatives. MBIA’s guaranteesdefivative contracts have a legal maximum matuetyge of 1-87 years. A small number of
insured credit derivative contracts have lataded maturities, which comprise the longest mtaiates of the underlying collateral. Howey
the expected maturities of such contracts are rsborter due to amortizations and prepayments imitiderlying collateral pools. In
accordance with SFAS 133, the fair values of tlgpesgrantees as of June 30, 2009 are recorded dralduece sheet as assets and liabilities,
representing gross gains and losses, of $696 miflial $4.1 billion, respectively. These derivateatracts are discussed further in “Note 8:
Derivative Instruments.”

MBIA may hold recourse provisions with third pasti@ derivative transactions through both reinscesand subrogation rights. MBIA’s
reinsurance arrangements provide that should MBiaclaim under a guarantee of a derivative contthen MBIA could collect amounts
from any reinsurers that have reinsured the guaeam either a proportional or non-proportionaidyagepending upon the underlying
reinsurance agreement. MBIA may also have recabrseigh subrogation rights whereby if MBIA makesl@m payment, it is entitled to
any rights of the insured counterparty, including tight to any assets held as collateral.

MBIA Corp. has also issued guarantees of certaligations issued by its investment managementatii$ that are not included in the
previous tables. These guarantees take the fornsofance policies issued by MBIA Corp. on behalhe investment management services
affiliates. Should one of these affiliates defamntits insured obligations, MBIA Corp. will be raced to pay all scheduled principal and
interest amounts outstanding. As of June 30, 20@9maximum amount of future payments that MBIA [Caould be required to make uni
these guarantees is $5.3 billion. These guarantdesh have a maximum maturity range of 1-38 yearse entered into on an arm’s length
basis and are fully collateralized by marketablausies. MBIA Corp. has both direct recourse psiwms and subrogation rights in these
transactions. If MBIA Corp. is required to makeayment under any of these affiliate guaranteegoitld have the right to seek
reimbursement from such affiliate and to liquidaty collateral to recover amounts paid under theantee.
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Note 14: Reinsurance
Ceded Exposure

Reinsurance enables the Company to cede exposyarfroses of syndicating risk and increasingadigacity to write new business while
complying with its single risk and credit guidelieBIA reinsures exposure to other insurance cangsaunder various treaty and
facultative reinsurance contracts, both on a priomaal and non-proportional basis. In the event #mgy or all of the reinsurers are unable to
meet their obligations, MBIA would be liable forctudefaulted amounts. When a reinsurer is downgragleone or more of the rating
agencies, less capital credit is given to MBIA undding agency models and the overall value ofr#iesurance to MBIA is reduced.

The Company generally retains the right to reassihiéusiness ceded to reinsurers under certainngtances, including a reinsugerating
downgrade below specified thresholds. MBIA will tione to evaluate its use of reinsurance during@2@hich may result in future portfolio
commutations from reinsurers.

MBIA requires certain unauthorized reinsurers tonaan bank letters of credit or establish trust@mts to cover liabilities ceded to such
reinsurers under reinsurance contracts. As of 30n2009, the total amount available under theserteof credit and trust arrangements was
$698 million. The Company remains liable on a priyrtaasis for all reinsured risk, and although MBiglieves that its reinsurers remain
capable of meeting their obligations, there candassurance of such in the future.

The aggregate amount of insurance in force cededBiA to reinsurers under reinsurance agreements$va.2 billion and $76.2 billion as
of June 30, 2009 and December 31, 2008, respectiVee distribution of ceded insurance in forcegepgraphic location is presented in the
following table:

In billions June 30, 2009 December 31, 2008
Ceded % of Ceded Ceded % of Ceded
Insurance in Insurance in Insurance in Insurance in

Geographic Location Force Force Force Force
California $ 5.2 7.4% $ 5.9 7. 7%
New York 2.7 3.2% 3.1 4.1%
Massachusett 1.¢ 2.7% 2.1 2.8%
Colorado 1.8 2.5% 1.8 2.4%
Puerto Ricc 1.€ 2.2% 1.7 2.2%
New Jerse! 1t 2.1% 1.6 2.1%
Texas 14 2.C% 1.7 2.2%
Illinois 1.3 1.€% 1.5 2.C%
Florida 1.3 1.€% 14 1.8%
Washingtor 0.7 1.C% 0.8 1.C%

Subtotal 19.4 27.€% 21.€ 28.2%
Nationally diversifiec 19.¢ 28.2% 20.4 26.8%
Other state 8.C 11.4% 9.3 12.2%

Total United State 47.% 67.4% 51.: 67.2%
Internationally diversifiec 11.C 15.7% 12.1 15.%
Country specific 11.¢ 16.€% 12.¢ 16.€%

Total nor-United State! 22.¢ 32.6% 24.¢ 32.7%
Total $ 70.z 100.(% $ 76.2 100.(%
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The distribution of ceded insurance in force byetgb bond is presented in the following table:

In billions June 30, 2009
Ceded % of Ceded
Insurance in Insurance in
Bond Type Force Force
Global public finance United States
General obligatiol $ 5.8 8.3%
General obligation leas 1.9 2.1%
Municipal utilities 4.5 6.4%
Tax-backec 3.1 4.4%
Transportatior 6.2 8.8%
Health care 2.8 4.C%
Higher educatiol 0.¢ 1.2%
Municipal housing 0.4 0.6%
Military housing 0.5 0.7%
Investo-owned utilities® 0.8 1.1%
Student loan: 0.2 0.2%
Other® 0.2 0.2%
Total United State 27.2 38.9%
Global public finance nor-United States
Sovereign and si-sovereigr® 3.4 4.8%
Transportatior 2.8 4.C%
International utilities 3.C 4.2%
Local government® 0.4 0.6%
Municipal housing 0.C 0.C%
Health care 0.1 0.1%
Higher educatiol 0.C 0.C%
Total nor-United State! 9.7 13.8%
Total global public financ 37.C 52.71%
Global structured financ- United States
Collateralized debt obligatior® 15.2 21.%
Mortgage¢backed residenti: 0.¢ 1.2%
Mortgage-backed commercic 0.C 0.C%
Consumer ass-backed:
Auto loans 0.2 0.2%
Student loan: 0.2 0.2%
Manufactured housin 0.1 0.1%
Other consumer as:-backec 0.1 0.1%

Corporate ass-backed:
Operating asset

Aircraft portfolio lease securitizatior 0.4 0.€%
Rental car fleet 0.4 0.€%
Secured airline equipment securitization (EE’ 0.8 1.2%
Other operating asse 0.1 0.1%
Structured insurance securitizatic 1.2 1.8%
Franchise asse 0.1 0.1%
Intellectual propert 0.1 0.1%
Other corporate as«-backed 0.1 0.1%
Total United State 20.C 28.5%
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December 31, 2008

Ceded % of Ceded
Insurance in Insurance in
Force Force

$ 6.7 8.8%
2.1 2.8%
5.2 7.C%
8.5 4.€%
6.€ 8.7%
.3 4.3%
11 1.4%
0.t 0.7%
0.t 0.7%
0.8 1.C%
.3 0.4%
0.2 0.2%
30.¢ 40.€%
3.2 4.2%
3.2 4.2%
2.€ 3.8%
0.€ 0.8%
0.C 0.C%
0.1 0.1%
0.C 0.C%
10.C 13.1%
40.€ 53.7%
14.4 18.%
1.2 1.€%
0.C 0.C%
04 0.5%
0.2 0.2%
0.1 0.1%
0.1 0.1%
0.t 0.7%
0.7 0.9%
0.¢ 1.2%
0.1 0.1%
1.t 2.C%
0.1 0.1%
0.1 0.1%
0.2 0.2%
20.t 26.%
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Global structured financ- nor-United States

Collateralized debt obligatior® 9.6 13.7% 10.z 13.4%
Mortgagebacked residenti: 0.1 0.1% 0.4 0.5%
Mortgage-backed commercic 0.8 1.1% 0.€ 1.2%

Corporate ass-backed:
Operating asset

Aircraft portfolio lease securitizatior 0.4 0.6% 0.4 0.6%
Secured airline equipment securitization (EE’ 0.0 0.C% 0.C 0.C%
Structured insurance securitizatic 0.C 0.C% 0.C 0.C%
Franchise asse 0.1 0.1% 0.1 0.1%
Intellectual propert 0.0 0.C% 0.1 0.1%
Future flow 0.6 0.€% 1.C 1.3%
Other corporate as«-backed 1.6 2.2% 1.7 2.2%
Total nor-United State: 13.2 18.8% 14.¢ 19.%%
Total global structured financ 33.2 47.% 85 46.2%
Total $70.z  100.(% $76.z  100.(%

(1) - Includes investor owned utilities, industrial dey@hent and pollution control revenue bor
(2) - Includes certain nc-profit enterprises and stadium related financ

(3) - Includes regions, departments or their equivalemstich jurisdiction as well as sovereign ownedtiestthat are supported by a sovereign state, megialepartmen
(4) - Includes municipal owned entities backed by spangdocal governmen
(5) - Includes transactions (represented by siredtpools of primarily investment grade corpoxatit risks or commercial real estate assets)dbatot include typical collateralized

debt obligation“CDQ") structuring characteristics, such as tranched tristti cash flow waterfalls, or interest and c-collateralization coverage tes

As of June 30, 2009, the aggregate amount of idspae outstanding ceded by MBIA to reinsurers umdersurance agreements was $50.3
billion. The following table presents the creditings and ratings status, percentage of outstaringeded, the reinsurance recoverable,
derivative asset, and estimated credit impairmepteinsurer as of June 30, 2009 for the Comparyrsbined insurance operations.
Estimated credit impairments represent the reimsupertion of amounts the Company expects to paineured derivative contracts.
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In millions
Percentage ¢ . o
Standard & Moody’s Reinsurance Derivative Estimated Credit
Poor’s Rating Rating Total Par Impairments on
Reinsurers (Status) (Status) Ceded Recoverable Asset Insured Derivatives
Channel Reinsurance Lt N/R®) RWR® 70.51% $ 21 $ 63¢€ $ 32C
AAA
Aa2(RUR
Assured Guaranty Cor (Stable “) ( ) 12.41% 10 0 -
AA
Mitsui Sumitomo Insurance (Negative
Company LTD. Outlook’ Aa3 (Stable 7.21% 15 48 4
BBB
(Negative Ba3
Ambac Assurance Corporatis Watch (Developing 5.95% 2 - -
: Aa3(RUR)
Assured Guaranty Re Lt AA (Stable “) 1.4€% 2 1 -
Ca
Syncora Guarantee Re LI R® (Developing 0.75% 1 - -
Overseas Private Investment AAA
Corporatior (Stable Aaa (Stable 0.5%% - - -
Old Republic Insurance A+ (Negative
Company
Outlook’ Aa3 (Stable 0.42% 1 - -
Export Development AAA
Corporatior (Stable Aaa (Stable 0.41% - - -
Other® CC or abov Ca or above 0.12% 0 - -
Not currently ratet 0.05% 0 - -
Total 100.0(% $ 52§ 68t % 324

(1) - Several reinsurers within this category aserated by Moody'’s.

(2) - Not rated.

(3) - Rating withdrawn.

(4) - Rating under review.
(5) - Regulatory supervision.

MBIA owns a 17.4% equity interest in Channel ReMarch 2009, Moody’s downgraded Channel Re to BB winegative outlook and the
rating was subsequently withdrawn. In March 200®P $lowngraded Channel Re to BB+ and the rating suisequently withdrawn. As of
June 30, 2009, the Company expects Channel Retmae to report negative shareholders’ equity @2&P basis primarily due to
unrealized losses on its insured credit derivatbhaesed on fair value accounting. As of June 30920 fair value of the derivative assets
related to credit derivatives ceded to Channel Be $636 million and the reinsurance recoverabla i@hannel Re was $21 million. After
considering the credit risk of Channel Re in faluing its derivative assets, the Company beli€snnel Re has sufficient liquidity
supporting its business to fund amounts due to MBtperforming its assessment, MBIA determined tash and investments, inclusive of
approximately $501 million that Channel Re had epasit in trust accounts for the benefit of MBIAaisJune 30, 2009, and borrowing
facilities available to Channel Re were in excedglBIA’s exposure to Channel Re. Although the trastounts limit the potential for
Channel Re to default on its obligations to MBIAette can be no assurance that Channel Re willafatitl on its obligations to MBIA that
exceed the amounts already held in the trust a¢soun

71



Table of Contents

MBIA Inc. and Subsidiaries
Notes to Consolidated Financial Statements

Since December 2007, several of the Company’s diemcial guarantee reinsurers, including Ambasukance Corporation, Assured
Guaranty Corp., Assured Guaranty Re Ltd., Old Répusurance Co., Syncora Guarantee Re Ltd. amt@w Guarantee Inc. (formerly
known as XL Financial Assurance and XL Capital Aasge, respectively), have had their credit ratiitfser downgraded or put on negative
watch by one or more of the major rating agendesJuly 28, 2009 Ambac Assurance Corporation wamgdoaded by Standard & Poor’s
from BBB (Negative Watch) to CC (Negative OutlooKjthough there was no material impact on the Camgfar any of these rating agency
actions relating to these reinsurers, a furtherrdprade of one or more of these reinsurers couldirethe establishment of reserves against
any receivables due from the reinsurers.

Premium Summary

The components of financial guarantee net premiwnitsen and earned, including premiums assumed frothceded to other companies, are
presented in the following table:

Three Months Ended June 30,

2009 2008

In millions Written Earned Written Earned

Direct ¢ (3) § 16t ¢ 13t $ 27¢€

Assumec 7 137 3 3
Gross (24) 302 13¢ 27¢

Cedec 39 (88) (27) (38)

Net before eliminatiol 15 214 117 241
Elimination® 3 (36) (8) (8)
Net $ 12 & 17! $ 10¢ $ 23.

(1) - Represents eliminations of intercompany premit

Six Months Ended June 30,

2009 2008
In millions Written Earned Written Earned
Direct $ (60 $ 40! $ 25 $ 46:
Assumec (2) 29C 6 6
Gross (62) 69t 268 47C
Cedec 38 (211 (40 (64)
Net before eliminatiol (24 484 223 40€
Elimination® (8) (77) (A7) (17
Net $ (32 $ 407 $ 20€ $ 38¢

(1) - Represents eliminations of intercompany premit

For the three months ended June 30, 2009 and 28€8;eries received under reinsurance contractetb$28 million and $38 million,
respectively. For the six months ended June 309 28€overies received under reinsurance contratzket $54 million and $46 million,
respectively. Ceding commissions received fromawiars, before deferrals and net of return cedimgnaissions were $0.5 million and $7
million for the three months ended June 30, 20@D2008, respectively. Ceding commissions receiveh freinsurers, before deferrals and
net of return ceding commissions were $4 milliod 43 million for the six months ended June 30,280d 2008, respectively.

Note 15: Earnings Per Share

Basic earnings per share excludes dilution andnspaited by dividing income available to common ehalders by the weighted average
number of common shares outstanding during the@gebiluted earnings per share reflects the diugffect of all stock options and other
items outstanding during the period that could ptigdly result in the issuance of common stock. fherthree months ended June 30, 2009
and 2008, there were 7,689,693 and 6,898,517, ¢teply, of stock options outstanding that were inatuded in the diluted earnings per
share calculation because they were antidilutiee tie six months ended June 30, 2009 and 200& tere 7,270,999 and 6,662,929,
respectively, of stock options outstanding thatensst included in the diluted earnings per shaleutation because they were antidilutive.
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The following table presents the computation ofibasd diluted earnings per share for the threesanchonths ended June 30, 2009 and
2008:

Three Months Ended June 30, Six Months Ended June 30,

$ in millions except per share amounts 2009 2008 2009 2008
Net income (loss $ 89¢ & 1,70( $ 1,59¢ & (70€)
Net income (loss) available to comm
shareholder $ 89t $ 1,70( $ 1,591 $ (70€)
Basic weighted average sha® 208,097,72 238,152,76 208,287,92 212,242,99
Effect of common stock equivalen

Stock options - - - -

Restricted stock and uni - - - -
Diluted weighted average shai 208,097,72 238,152,76 208,287,92 212,242,99
Basic EPS
Net income (loss $ 4.3C ¢ 7.14 $ 7.64 ¢ (3.39
Diluted EPS:
Net income (loss ¢ 4.3C & 7.14 $ 7.64 & (3.39

(1) - Includes 5,430,414 and 3,514,582 for the guarended June 30, 2009 and 2008, respectivelinasted restricted stock and units that recedrdarfeitable dividends or dividend
equivalents. Includes 5,040,144 and 2,569,421Herstx months ended June 30, 2009 and 2008, resplgcbf unvested restricted stock and units tleaeive nonforfeitable
dividends or dividend equivalen:

Note 16: Commitments and Contingencies
In the normal course of operating its businessesCompany may be involved in various legal prooesd

The Company was named as a defendant, along withircef its current and former officers, in prigatecurities actions that were
consolidated in the United States District Courttf® Southern District of New York as In re MBIAd. Securities Litigation; (Case No. 05
CV 03514(LLS); S.D.N.Y.) (filed October 3, 2005hd plaintiffs asserted claims under Section 10fbh@ Securities Exchange Act of 1934
(the “Exchange Act”), Rule 10b-5 promulgated theder, and Section 20(a) of the Exchange Act. Thd aintiffs purport to be acting as
representatives for a class consisting of purclasethe Company’s stock during the period from Astgs, 2003 to March 30, 2005 (the
“Class Period”). The lawsuit asserts, among othiigs, violations of the federal securities lawisiag out of the Company’s allegedly false
and misleading statements about its financial d@mand the nature of the arrangements enterecointMBIA Corp. in connection with the
AHEREF loss. The plaintiffs allege that, as a restithese misleading statements or omissions, tiegany’s stock traded at artificially
inflated prices throughout the Class Period.

The defendants, including the Company, filed matitmdismiss this lawsuit on various grounds. Obr&ary 13, 2007, the Court granted
those motions, and dismissed the lawsuit in itgeyt on the grounds that plaintiffs’ claims arerfed by the applicable statute of limitations.
The Court did not reach the other grounds for disaliargued by the Company and the other defendantslovember 12, 2008, the United
States Court of Appeals for the Second Circuitaffid the Court’s dismissal on statute of limitatigmounds, but remanded the case to allow
the plaintiffs to file an amended complaint. The&w® Consolidated Amended Class Action Complairg fitad on February 18, 2009. The
defendants filed their renewed motion to dismisg\pril 17, 2009, and plaintiffs filed their resp@nsn June 30, 2009.

On October 17, 2008, a consolidated amended ctissma@omplaint in a separate shareholder classratztwsuit against the Company and
certain of its officers, In re MBIA Inc. Securitiegtigation, No. 08-CV-264, (KMK) (the “ConsolidadeClass Action”) was filed in the United
States District Court for the Southern DistriciNg#w York, alleging violations of the federal seties laws. Lead plaintiff the Teachers’
Retirement System of Oklahoma seeks to represelasa of shareholders who purchased MBIA stock debnuly 2, 2007 and January 9,
2008. The amended complaint alleges that defend&Bia Inc., Gary C. Dunton and C. Edward Chapliolted Sections 10(b) and 20(a)
the Securities Exchange Act of 1934. Among othiergth the complaint alleges that defendants isfaled and misleading statements with
respect to the Company’s exposure to CDOs congiiRMBS, specifically its exposure to so-called “Ci3Quared” securities, which
allegedly caused the Company’s stock to tradeflatéd prices. Defendants’ motion to dismiss igyfliriefed. No oral argument has been
scheduled to date.
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On February 13, 2008, a shareholder derivative @vegjainst certain of the Company’s present amehéo officers and directors, and against
the Company, as nominal defendant, Trustees dPtliee and Fire Retirement System of the City ofrBev. Clapp et al., No. 08-CV-1515,
(the “Detroit Complaint”), was filed in the Unite&ftates District Court for the Southern DistriciNgw York. The gravamen of the Detroit
Complaint is similar to the aforementioned Consatkdl Class Action, except that the legal claimsag@anst the directors for breach of
fiduciary duty and related claims. The Detroit Cdammt purports to relate to a so-called “Relevamd Period” from February 9, 2006,
through the time of filing of the complaint. A Sgedd_itigation Committee of two independent diret@f MBIA Inc. (the “SLC”) has
determined after a good faith and thorough invasitig that pursuit of the allegations set out i retroit Complaint is not in the best
interests of MBIA and its shareholders. On Jan2&y2009, the SLC served a motion to dismiss thiedReComplaint.

On August 11, 2008, shareholder derivative lawSuéscente v. Brown et al., No. 08-17595 (the “Cease Complaint”) was filed in the
Supreme Court of the State of New York, County afst¢hester against certain of the Company’s presehformer officers and directors,
and against the Company, as nominal defendantgiidhe@men of this complaint is similar to the Ddt@dmplaint except that the time peri
assertedly covered is from January, 2007, throhghite of filing of this complaint. The derivatipdaintiff has agreed to stay the action
pending the outcome of the SLC’s motion to dismtigsDetroit Complaint.

The Company has received subpoenas or informalriegurom a variety of regulators, including thES the Securities Division of the
Secretary of the Commonwealth of Massachusettsitioeney General of the State of California, ariden states’ regulatory authorities,
regarding a variety of subjects, including disclesumade by the Company to underwriters and issf@mrtain bonds, disclosures regarding
the Company’s structured finance exposure, the Goryip communications with rating agencies, andnle¢hodologies used by rating
agencies for determining the credit rating of mipatdebt. The Company is cooperating fully witltle@af these regulators and is in the
process of satisfying all such requests. The Compaay receive additional inquiries from these drentregulators and expects to provide
additional information to such regulators regardimgjr inquiries in the future.

On July 23, 2008, the City of Los Angeles filed taamplaints in the Superior Court of the State afifGrnia for the County of Los Angeles
against the Company and others. The first, ag#ies€ompany, AMBAC Financial Group, Inc., XL Capifessurance Inc., ACA Financial
Guaranty Corp., Financial Guaranty Insurance Compamnd CIFG Assurance North America, Inc., allefiegarticipation in a conspiracy in
violation of California’s antitrust laws to maintea dual credit rating scale that misstated thdicdefault risk of municipal bond issuers and
created market demand for municipal bond insurameck(ii) participation in risky financial transamtis in other lines of business that
damaged each bond insurer’s financial conditioar@hy undermining the value of each of their gué@ah and a failure adequately to
disclose the impact of those transactions on fir@ncial condition. These latter allegations fdire predicate for five separate causes of
action against each of the Insurers: breach ofraofitbreach of the covenant of good faith anddealing, fraud, negligence, and negligent
misrepresentation. Complaints making the sameallags against the Company and nearly all of tineeseo-defendants were filed in
Superior Court, San Francisco County, by the Citgtockton on July 23, 2008, by the City of OaklamdAugust 28, 2008, by the City of
San Francisco on October 8, 2008, by the Coun8aof Mateo on October 23, 2008, by the County ofrlda on October 30, 2008, by the
City of Los Angeles Department of Water and PowebDecember 31, 2008, by the Sacramento MunicipiityJDistrict on December 31,
2008, and by the City of Sacramento on Januar@®9 2These cases are now coordinated as Ambac [Beachnce Cases in San Francisco
Superior Court (Judicial Council Coordination Predimg No. 4555). On April 8, 2009, The Olympic Cliled a complaint against the
Company in the Superior Court of the State of @atila, County of San Francisco, making similargakéons of participation in risky
financial transactions in other lines of businésx tllegedly damaged the Company’s financial diordiand of a failure adequately to
disclose the impact of those transactions on thegamy'’s financial condition. These allegations fahma predicate for the same five common
law causes of action as those in the Ambac Borutamee Cases, as well as a California unfair cotmpetause of action. The Olympic
Club did not include an antitrust cause of actitime Olympic Club case is being coordinated withAlgbac Bond Insurance Cases.

The City of Los Angeles’s second complaint namedefendants certain other financial institutionsvadl as bond insurers, including the
Company, AMBAC Financial Group, Inc., Financial 8ety Assurance, Inc., Financial Guaranty Insura@oenpany and Security Capital
Assurance Inc., and alleged fraud and violationSalffornia’s antitrust laws through bid-riggingtine sale of municipal derivatives to
municipal bond issuers. Complaints making the saltegations against the Company and nearly ahefsame co-defendants were filed in
Superior Court, Los Angeles County, by the Couritgan Diego on August 28, 2008, and in SuperiorrC@an Francisco County, by the
City of Stockton on July 23, 2008, by the Countysaih Mateo on October 7, 2008, and by the CounGouitra Costa on October 8, 2008.
The City of Los Angeles and City of Stockton actiamere removed to federal court and transferredrtgr dated November 26, 2008, to the
Southern District of New York for inclusion in tineultidistrict litigation In re Municipal Derivativ@Antitrust Litigation, M.D.L. No. 1950;

the San Diego County, San Mateo County, and C&sia County actions were removed to federal anadttransferred to the Southern
District of New York for inclusion in that proceedj by order dated February 4, 2009.
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On September 30, 2008, MBIA Corp. commenced amm@dt the New York State Supreme Court against @guide Home Loans, Inc.,
Countrywide Securities Corp. and Countrywide Finain€orp. (collectively, “Countrywide”). The compid alleges that Countrywide
fraudulently induced MBIA to provide financial gaaity insurance on securitizations of home equitgdiof credit and closed end second
liens by misrepresenting the true risk profilettd tinderlying collateral and Countrywide’s adheeetucits strict underwriting standards and
guidelines. The complaint also alleges that Couwvittg breached its representations and warrantié@staucontractual obligations, including
its obligation to cure or repurchase ineligiblerlsas well as its obligation to service the loanadcordance with industry standards. In an
order dated July 8, 2009, the New York State Supr@ourt denied Countrywide’s motion to dismiss @mtpallowing the fraud cause of
action to proceed against all three Countrywideddénts and the contract causes of action to piaagainst Countrywide Home Loans, Inc.
Defendants filed their answer to the Complaint argidst 3, 2009. On July 10, 2009, MBIA Insurancepdeoation commenced an action in
Los Angeles Superior Court against Bank of Ame@Goaporation, Countrywide Financial Corporation, @twywide Home Loans, Inc,
Countrywide Securities Corporation, Angelo Mozibmvid Sambol, Eric Sieracki, Ranijit Kripalani, J&an Sandefur, Stanford Kurland,
Greenwich Capital Markets, Inc., HSBC SecuritieSQA) Inc., UBS Securities, LLC, and various Countigevaffiliated Trusts. The
complaint alleges that Countrywide made numerowsepresentations and omissions of material facoimection with its sale of certain
residential mortgage-backed securities, includirad the underlying collateral consisting of mortgégans, had been originated in strict
compliance with its underwriting standards and glimets. MBIA commenced this action as subrogedefurchasers of the residential
mortgage-backed securities, who incurred sevesefothat have been passed on to MBIA as the insfitke income streams on these
securities.

On October 15, 2008, MBIA Corp. commenced an adtidhe United States District Court for the SouthBistrict of New York against
Residential Funding Company, LLC (“RFC”). On Decemb, 2008, a notice of voluntary dismissal withprgjudice was filed in the
Southern District of New York and the complaint wadiled in the Supreme Court of the State of Néavk, New York County. The
complaint alleges that RFC fraudulently induced MB&lorp. to provide financial guarantee policieshwiéspect to five RFC closeshd hom
equity secondien and HELOC securitizations, and that RFC breddls contractual representations and warrardaiesjell as its obligation
repurchase ineligible loans, among other things.

On April 30, 2009, MBIA Corp. and LaCrosse Finah&eoducts (for purposes of this paragraph, callett, “MBIA") commenced an actic

in the Supreme Court of the State of New York agfavterrill Lynch, Pierce, Fenner and Smith, Incd &terrill Lynch International
(collectively, “Merrill”). The complaint (amendechdVay 15, 2009) seeks damages in an as yet indietgigramount believed to be in excess
of several hundred million dollars arising fromegied misrepresentations and breaches of contraonhimection with eleven CDS

contracts pursuant to which MBIA wrote protectiarfavor of Merrill and other parties on a total$&.7 billion in collateralized debt
obligations arranged and marketed by Merrill. Thmplaint also seeks rescission of the CDS contracts

In its determination of expected ultimate insuralosses on financial guarantee contracts, the Caoynpas considered the probability of
potential recoveries arising out of the contractidigation by the sellers/servicers to repurchaseplace ineligible mortgage loans in cer
second-lien mortgage securitizations, which inclpdeential recoveries that may be affected by ¢igall actions against Countrywide and
RFC. However, there can be no assurance that thp&@uy will prevail in either the Countrywide or R&€tions, or the Merrill Lynch actio

On March 11, 2009, a complaint was filed in thetgaiStates District Court of the Southern DistoictNew York against the Company anc
subsidiaries, MBIA Corp. and National, entitled Alius Capital Master, Ltd. et al. v. MBIA Inc. dt,®9-cv-2242 (S.D.N.Y.). The lead
plaintiffs, Aurelius Capital Master, Ltd., Aureliapital Partners, LP, Fir Tree Value Master FunB,, Fir Tree Capital Opportunity Master
Fund, L.P., and Fir Tree Mortgage Opportunity Magiend, L.P., purport to be acting as represergatfor a class consisting of all holders of
securities, instruments, or other obligations fhick MBIA Corp., before February 18, 2009, issui@dtficial guarantee insurance other than
United States municipal/governmental bond securifidle complaint alleges that certain of the teofrthe transactions entered into by the
Company and its subsidiaries (the “Transactionshich were approved by the New York State Departroéimsurance, constituted
fraudulent conveyances under 88 273, 274 and 2R&wf York Debtor and Creditor Law and a breachefimplied covenant of good faith
and fair dealing under New York common law. The @taint seeks, inter alia, (a) a declaration thatateged fraudulent conveyances are
null and void and set aside, (b) a declaration Kettonal is responsible for the insurance polisssed by MBIA Insurance Corporation up to
February 17, 2009, and (c) an award of damages imapecified amount together with costs, expeasdsttorneys’ fees in connection with
the action. Defendar’ motion to dismiss is fully briefed. No oral argunteehave been scheduled to di



On April 6, 2009, a complaint was filed in the Coofr Chancery for the State of Delaware againstdulosidiaries of the Company, MBIA
Corp. and National, entitled Third Avenue Trust aird Avenue Variable Series Trust v. MBIA InsucarCorp. and MBIA Insurance Corp.
of lllinois, CA 4486-UCL. Plaintiffs allege thately are holders of approximately $400 million ofdus notes issued by MBIA Corp. (for
purposes of this section, the “Notes”) in Janudi9& The complaint alleges (Count [) that certdithe Transactions breached the terms of
the Notes and the Fiscal Agency Agreement datedadgari6, 2008 pursuant to which the Notes weresidslihe complaint also alleges that
certain transfers under the Transactions were @iaadlin that they allegedly left MBIA Corp. witlufireasonably small capital” (Count II),
“insolvent” (Count Ill), and were made with an “aat intent to defraud” (Count IV). The complaineke a judgment (a) ordering the
defendants to unwind the Transactions (b) declatiagthe Transactions constituted a fraudulenvegance, and (c) damages in an
unspecified amount. Defendants’ motion to dismaslily briefed. Oral argument is scheduled for Asg31, 2009.
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On May 13, 2009, a complaint was filed in the Nearky'State Supreme Court against the Company asdlitsidiaries, MBIA Corp. and
National, entitted ABN AMRO Bank N.V. et al. v. MBIInc. et al. The plaintiffs, a group of 19 domesnd international financi
institutions, purport to be acting as holders stirance policies issued by MBIA Corp. directly mdirectly guaranteeing the repayment of
structured finance products. The complaint allebascertain of the terms of the transactions extérto by the Company and its subsidial
which were approved by the New York State Departroéimsurance, constituted fraudulent conveyarceka breach of the implied
covenant of good faith and fair dealing under Neavkvlaw. The complaint seeks a judgment (a) ordgtiire defendants to unwind the
Transactions, (b) declaring that the Transacti@mstituted a fraudulent conveyance, (c) declatirag MBIA Inc. and National are jointly ar
severally liable for the insurance policies isshgdMBIA Corp., and (d) ordering damages in an usjea amount. Defendants’ motion to
dismiss is fully briefed and the court heard orgluments on July 27, 2009.

On June 15, 2009, the same group of 19 domestitnéemhational financial institutions who filed tladove described plenary action in New
York State Supreme Court filed a proceeding purstaArticle 78 of New York’s Civil Practice Law &ules in New York State Supreme
Court against the New York Insurance Departmerit, Binallo in his capacity as Superintendent far Bepartment, and the Company an
subsidiaries, MBIA Corp. and National, entitled ABIRO Bank N.V. et al. v. Eric Dinallo, in his cagty as Superintendent of the New
York Insurance Department, the New York State lasae Department, MBIA Inc. et al. In its motiongdiemiss the three above-referenced
plenary actions, the Company argued that an AréiBl@roceeding is the exclusive forum in which aintiff may raise any challenge to the
Transformation approved by the Superintendent hadepartment. The petition seeks a judgment (@pdeg void and to annul the
approval letter of the Superintendent of Insurafigeto recover dividends paid in connection whik Transactions, (c) declaring that the
approval letter does not extinguish plaintiffs’adit claims against MBIA Inc. and its subsidiarieshie plenary action described above.

The Company intends to vigorously defend agairestflorementioned actions in which it is a defendauat against other potential actions,
and the Company does not expect the outcome of thasters to have a materially adverse effectohusiness, results of operations or
financial condition. The Company cannot provideusasce, however, that the ultimate outcome of tlaesiens will not cause a loss nor have
a material adverse effect on its business, resfittperations or financial condition.

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

Note 17: Subsequent Events
Refer to “Note 16, Commitments and Contingencies’ififormation about legal proceedings that comredrafter June 30, 2009.
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FORWARD-LOOKING AND CAUTIONARY STATEMENTS

This quarterly report of MBIA Inc. (“MBIA”, the “Cmpany” or “we”) includes statements that are netdrical or current facts and are
“forward-looking statements” made pursuant to ke d1arbor provisions of the Private Securitieggation Reform Act of 1995. The words
“believe,” “anticipate,” “project,” “plan,” “expegt “intend,” “will likely result,” “looking forward’ or “will continue,” and similar expressior
identify forward-looking statements. These statetmane subject to certain risks and uncertaintias¢ould cause actual results to differ
materially from historical earnings and those pnéigeanticipated or projected. MBIA cautions reaggot to place undue reliance on any ¢
forward-looking statements, which speak only tdrthespective dates. The Company undertakes ngatiin to publicly correct or update
any forward-looking statement if it later becomesee that such result is not likely to be achieved.

The following are some of the factors that coul@etffinancial performance or could cause actusllts to differ materially from estimates
contained in or underlying the Company’s forwardkimg statements:

. the possibility that the Company will experienceese losses or liquidity needs due to increaseéribeation in its insurance
portfolios and in particular, due to the performait residential mortgage-backed securities (“RMBSid collateralized del
obligations “CDO¢");

. significant fluctuations in liquidity and asset wat within the global credit marke

. our ability to fully implement our Strategic Plan¢luding our ability to achieve our ratings tagyédr our ratings-sensitive
businesses

. further changes in the Compé's credit ratings

. further deterioration in the economic environmerd &nancial markets in the United States or abrpadticularly with regard
to credit spreads, interest rates and foreign nayréevels;

. competitive conditions for bond insurance, inclggpotential entry into the public finance marketaiational insurer of
municipal bonds

. legislative, regulatory or political developmer

. technological development

. changes in tax law:

. the effects of mergers, acquisitions and divesggpanc

. uncertainties that have not been identified attihig.

The above factors and other factors that coulcctadiar financial performance and business are dsmliunder “Risk Factors” in Part I,
Item 1A of MBIA Inc.’s Annual Report on Form 10-Kifthe year ended December 31, 2008.

EXECUTIVE OVERVIEW
Business Descriptiol

MBIA operates the largest financial guarantee iasge business in the industry and is a providassét management advisory services. We
also manage an asset/liability products programeaacmhduit program, which are in wind-down. Begignin 2009, our business activities are
managed through three principal operations: UrBtades (“U.S.”) public finance insurance, struatlifieance and international insurance,
and investment management services. Corporatetaperanclude revenues and expenses that arisedesmaral corporate activities.

MBIA'’s financial guarantee business is currentlyegied through two subsidiaries, National Publiafce Guarantee Corporation
(“National”) and MBIA Insurance Corporation and #isbsidiaries (“MBIA Corp."). In February 2009, eéftreceiving the required regulatory
approvals, MBIA established and capitalized Nati@saa U.S. public finance-only financial guarantarconnection with the establishment
of National, MBIA Insurance Corporation paid divites and returned capital to MBIA Inc. and enterdd a reinsurance agreement and an
assignment agreement with National, the latter lmttvwas with respect to financial guarantee inscegpolicies that had been reinsured f
Financial Guaranty Insurance Company (“FGIC").
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The establishment of National as a separate USicginance-only financial guarantee insurance pany was a key step in achieving our
strategic plan announced in February 2008. Natipralides MBIA with greater resilience and finaridiaxibility because we expect it will
enable MBIA to resume writing financial guarantasurance in the domestic public finance sectomduttie current market crisis. National’s
separate capitalization and operations responketsubstantial issuer and investor demand that MBlé&\observed for bond insurance to be
provided by a monoline bond insurer devoted exeklgito public finance transactions in the U.StiAd¢ same time, by participating in the
public finance bond insurance market, MBIA expéatprovide lower-cost funds to public issuers amdgsist in “unfreezing” the public
finance and infrastructure markets. The establistioENational is expected to generate the writigew business in the active U.S. public
finance market once high stable ratings are acHiéwmethe operating subsidiary, leading to increlgsefitability and additional sources of
liquidity for MBIA Inc. to support its own operatig or those of its other subsidiaries.

MBIA’s new operating structure also facilitatesrsparency for investors through the establishmedistinct business operations and
discrete financial reporting through a newly crdateporting segment for the U.S. public financeihess. This transparency between our
distinct business lines permits issuers, investord,rating agencies to separately assess each blisinesses. By establishing a new holding
company for the U.S. public finance operation, wecipate better access to investors with interegtie specific business risks and
opportunities available in the U.S. public finaseetor.

The transfer of capital to National did not hawaaerial impact on our consolidated claipesying resources, and was evaluated by us ar
New York State Insurance Departme“NYSID”) prior to the NYSID’s approval of the trafes on February 17, 2009. The capitalization of
National in February 2009 had the effect of redgdhe claim-paying resources of MBIA Corp. from $15.0 billiam$8.8 billion, based on
December 31, 2008 balances, and increasing theslpaying resources of National. In connection whth capitalization of National,
National reinsured from MBIA Corp. all of MBIA Ca's U.S. public finance exposure thereby reducinglMBorp.’s net insured debt
service outstanding from $1,198.3 billion to $296ilBon, based on December 31, 2008 balancestf@dmount of claims-paying resources
required to be maintained by MBIA Corp.

The Company believes that after the capitalizatibNational, MBIA Corp. continues to be able to mieexpected obligations. Additional
the NYSID found that MBIA Corp. retained sufficiesuirplus to support its obligations and writingdiwing the payment of the dividend by
MBIA Corp. and that the return of capital by MBIAofp. was reasonable and equitable to MBIA Corp. NN&ID also found that the
reinsurance transaction with National was fair agditable. Claims-paying resources are calculasatustatutory capital and reserves. As of
March 31, 2009, the quarter end following the cfzation of National, MBIA Corp. had total clainpsying resources of $8.0 billion while
statutory loss and loss adjustment expense (“LA&Sgrves for future claim payments were $1.7 will@imilarly, as of March 31, 2009,
National had total clain-paying resources of $5.5 billion while statutoE expense reserves for future claim payments %@r2 billion.

Several lawsuits have been filed against the Compelating to the above transactions, which arewtised in “Note 16: Commitments and
Contingencies” in the Notes to Consolidated FinalnStatements. These lawsuits have impeded oltyailachieve higher insurance
financial strength ratings for our insurance conigsuiand, therefore, our ability to write new inswr@ business.

Refer to MBIA Inc.’s Annual Report on Form 10-K ftire fiscal year ended December 31, 2008 for fuitifermation about changes to our
operating and legal entity structure.

U.S. Public Finance Insurance Operations

As described above, since February 2009, our Wlligfinance insurance business has been condtlutedgh National. The financial
guarantees issued by National provide unconditiandlirrevocable guarantees of the payment of timeipal of, and interest or other
amounts owing on, insured obligations when duénahe event National has the right at its disoretio accelerate insured obligations upon
default or otherwise, upon National’s acceleratidational’s guarantees insure municipal bondspiticlg tax-exempt and taxable
indebtedness of U.S. political subdivisions, ad aglutility districts, airports, health care imstions, higher educational facilities, studenti
issuers, housing authorities and other similar eigsrand obligations issued by private entities finance projects that serve a substantial
public purpose. Municipal bonds and privately issbends used for the financing of public purpossqats are generally supported by taxes,
assessments, fees or tariffs related to the ueesé projects, lease payments or other similastyb revenue streams.

Nationa’s insurance portfolio principally comprises expasassumed by National under the quota share reimse agreement it entered into
with MBIA Insurance Corporation effective Januarn?2009 pursuant to which MBIA Insurance Corporateded all of its U.S. public
finance exposure to National and under the assightmeMBIA Insurance Corporation of its rights amioligations with respect to the U.S.
public finance business that MBIA Insurance Corfioraassumed from FGIC.
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Structured Finance and International Insurance Cyiiems

MBIA'’s structured finance and international insuraroperations have been principally conducted tiinddBIA Corp. The financial
guarantees issued by MBIA Corp. provide uncondéi@nd irrevocable guarantees of the payment optimeipal of, and interest or other
amounts owing on, insured obligations when duénahe event MBIA Corp. has the right at its didire to accelerate insured obligations
upon default or otherwise, upon MBIA Corp.’s accal®n. Certain investment agreement contractdewriby MBIA Inc. are insured by
MBIA Corp. and if MBIA Inc. were to have insuffigit assets to pay amounts due upon maturity or tetiein, MBIA Corp. would make
such payments. Additionally, insurance policiedude payments due under credit and other derivatineluding termination payments that
may become due upon certain events including thalvency or payment default of MBIA Corp.

MBIA Corp.’s guarantees insure structured finance asset-backed obligations, privately issued baoisdsl for the financing of public
purpose projects, which are primarily located algsf the U.S. and that include toll roads, bridgéports, public transportation facilities
and other types of infrastructure projects sendarsgibstantial public purpose, and obligations g€ssign and sub-sovereign issuers.
Structured finance and asset-backed securities $Btypically are securities repayable from expdatash flows generated by a specified
pool of assets, such as residential and commerngalgages, insurance policies, consumer loanspcaigloans and bonds, trade and export
receivables, leases for equipment, aircraft andpregerty, and infrastructure projects.

In certain cases, the Company may be requiredrisatinlate entities established as part of secatitims when it insures the assets or
liabilities of those entities and in connectiontwiemediations or renegotiations of policies. Thasifies typically meet the definition of a
variable interest entity (“VIE") under Financial é@unting Standards Board (“FASB”) Interpretation. \l&-IN") 46(R), “Consolidation of
Variable Interest Entities—an interpretation of ARB. 51.”We do not believe there is any difference in tkgiand profitability of financii
guarantees provided to VIEs compared with otherfaial guarantees written by the Company. Additiarfarmation relating to VIEs is
contained in the “Variable Interest Entities” sentincluded herein.

Investment Management Services Operat

MBIA’s investment management services operatiomsisb of an asset management advisory businesshwwhovides cash management,
discretionary asset management and structured giothuthe public, not-for-profit, corporate andacial sectors. We also have an
asset/liability products business in which we hiageed debt and investment agreements, which swesid by MBIA Corp., to capital

markets and municipal investors and then initipllychased assets that largely matched the durattittose liabilities, and a conduit business
in which we have funded MBIlAasured transactions by issuing debt, which isriediby MBIA Corp. The ratings downgrades of MBIArG«¢
have resulted in the termination and collaterailiraof certain investment agreements and, togetftarthe rising cost and declining
availability of funding and illiquidity of many assclasses, have caused the Company to begin winldwn its asset/liability products and
conduit businesses. Since the downgrades of MBIfpCwe have not issued debt in connection withegibusiness and we believe the
outstanding liability balances and correspondirggabalances will continue to decline over timdiaslities mature, terminate, or are
repurchased by the Company.

Credit Ratings
The current financial strength ratings of NatioMBIA Insurance Corporation and MBIA Inc. are suminad below:

Agency Rating/Outlook

National MBIA Insurance Corporation MBIA Inc.
S&P A / Developing outlool BBB / Negative outlool BB/ Negative outlool
Moody's Baal / Developing outloc B3 / Negative outlool Ba3 / Negative outloo
Fitch Withdrawn Withdrawn Withdrawn

On June 5, 2009, S&P downgraded National's inswdimancial strength rating to A with a developmgflook from AA- with credit watch
developing. Also on June 5, 2009, S&P downgradedMBsurance Corporation’s insurance financial s¢yth rating to BBB with a negative
outlook from BBB+ with a negative outlook.

On June 25, 2009, Moody’s confirmed National’s nagice financial strength rating at Baal but charigeolutlook to developing from
review for upgrade and Moody’s confirmed MBIA Inance Corporation’s insurance financial strengtimgaait B3 but changed its outlook to
negative from developing. Also on June 25, 2009pt{ds downgraded MBIA Inc.’s financial strengthireg to Ba3 with a negative outlook
from Bal with a developing outlook.

79



Table of Contents

Item 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

Financial Highlights

For the three months ended June 30, 2009, we red@ahsolidated net income of $895 million or $4080 share, after adjusting for
preferred stock dividends of MBIA Insurance Corpiora compared with net income of $1.7 billion at.$4 per share for the same period of
2008.

Consolidated revenues for the three months endwsal 30, 2009 decreased 70% to $992 million from $8libn for the same period of 2008.
The decrease in our consolidated revenues refie@duction in unrealized gains on insured cresglitvétives and a reduction in net
investment income. These reductions were partidfet by net gains on securities sales and feassels from the write-down of impaired
securities in the three months ended June 30, 20@9ared with the same period of 2008. Consolidaxpenses for the three months ended
June 30, 2009 were a negative expense of $51omilbmpared with expense of $420 million for theneageriod of 2008. The negative
expense in 2009 reflects a net benefit of $72%anilin losses and LAE as a result of recognizirgphesent value of expected net cash
inflows from recoveries on our residential mortgdégeked insured exposure, which exceeded grossd@ssl LAE recognized for financial
guarantee insurance contracts in the quarter.

For the six months ended June 30, 2009, we recaraiesblidated net income of $1.6 billion or $7.@4 phare, after adjusting for preferred
stock dividends of MBIA Insurance Corporation, aswpared with a net loss of $706 million or $3.38 gleare for the same period of 2008.

Consolidated revenues for the six months ended 30n2009 were $2.9 billion compared with $412 imillfor the same period of 2008. The
increase in our consolidated revenues reflectsagalized gain on insured credit derivatives withim insurance operations in 2009
compared with an unrealized loss in 2008. Additilgnaet realized losses from securities saleslasses from the write-down of impaired
securities decreased, partially offset by a deer@aset investment income, in 2009 compared witd& Consolidated expenses for the six
months ended June 30, 2009 were $433 million coetpaith $1.2 billion for the same period of 2008eTdecrease in our consolidated
expenses resulted from a decrease in interest sgpire to the decline in outstanding debt withiniovestment management services
operations over the last several quarters and ezi@s/on our residential mortgage-backed insurpod®xes recorded in loss and LAE in the
second quarter of 2009.

Our consolidated book value (total shareholdersitgljwas $2.8 billion as of June 30, 2009, incireg$rom $1.0 billion as of December 31,
2008. Our consolidated book value per share asr# 30, 2009 was $13.38 reflecting an increase $4192 as of December 31, 2008.

Effective January 1, 2009, the Company adopted®iat of Financial Accounting Standards No. (“SFAB33, “Accounting for Financial
Guarantee Insurance Contractdgon the adoption of SFAS 163, the Company recoedegimulative transition adjustment of $55 millioe]
of tax, as an increase to its beginning retainediegs balance as of January 1, 2009. The cumelaétansition adjustment resulted from
changes in the manner in which the Company redordacial guarantee insurance premiums and lossastescribed by SFAS 163. Refer to
the “Recent Accounting Pronouncement” section idetliherein for further information about the eféeat adopting SFAS 163 on our
financial statements.

The Company also adopted FSP FAS 115-2 and FAR 1Hecognition and Presentation of Other-Than-Teragy Impairments,” which
amends SFAS 115 and SFAS 124, “Accounting for Geftevestments Held by Not-for-Profit Organizatidas of the second quarter of
2009. Upon the adoption of FAS 115-2, the Compaeprded a cumulative-effect adjustment to reclpdbi# non-credit component of a
previously recognized other-than-temporary impairtrieom retained earnings to accumulated other cehmgmsive income. The cumulative
effect adjustment resulted in an increase in rethearnings of $86 million and an increase in aadatad other comprehensive loss of $56
million, net of deferred taxes of $30 million. Refe “Note 7: Investment Income and Gains and Les8® further information on the
Company'’s investment securities and other-than-teary impairments.

A further discussion of our financial results iegented within the “Results of Operations” sectrmtuded herein.

CRITICAL ACCOUNTING ESTIMATES

The Company prepares its financial statementséordance with accounting principles generally ategin the United States of America
(“GAAP"), which requires the use of estimates asgamptions. The following accounting estimatesvaered by management to be critical
because they require significant judgment on thegfananagement. Management has discussed aravwedithe development, selection and
disclosure of the critical accounting estimateswlite Company’s Audit Committee. Financial resatiald be materially different if alternate
methodologies were used or if management modifeedssumptions.
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Loss and Loss Adjustment Expens

Loss and LAE reserves are established by NatioaaldsMBIA Corp.’s respective Loss Reserve Committee reviewed by our executive
Loss Reserve Committee, which consists of memifessroor management. This estimate requires thefjselgment and estimates with
respect to the occurrence, timing and amount osa dn an insured obligation. Loss and LAE resemiase only to MBIA’s non-derivative
financial guarantees.

Effective with the adoption of SFAS 163 beginni@guJary 1, 2009, the Company no longer recognizemaliocated loss reserve for losses
that have occurred or are probable to occur asudtref credit deterioration in the Company’s iresiportfolio but which have not yet been
specifically identified and applied to specific imed obligations. Therefore, the Company’s losslahB reserves as of June 30, 2009 only
represent case basis reserves established in aocerdiith SFAS 163 and accruals for LAE incurreals€basis reserves represent the
Company'’s estimate of expected losses to be paldran insurance contract, net of potential redeseand discounted using a current risk-
free interest rate, on insured obligations thaehdefaulted or are expected to default when thisuanexceeds unearned premium revenue.
Refer to “Note 2: Significant Accounting Policieaiid “Note 3: Recent Accounting PronouncementshiNotes to Consolidated Financial
Statements for a description of the Comparaccounting for insurance losses under SFAS 163henimpact of the adoption of SFAS 163
the Company'’s financial statements.

In the initial application of SFAS 163, a cumulatigffect adjustment was recognized to beginnirgimet! earnings as of January 1, 2009,
which included reducing our unallocated loss resef/$232 million as of December 31, 2008 to zer$i51 million on an aftetax basis. A:
of June 30, 2009, the Company reported total lndsLAE reserves, net of reinsurance, of $1.2 hilliepresenting 0.12% of its outstanding
non-derivative net debt service insured of $110dn. We believe that these reserves are adedaatever ultimate net losses. Given that the
reserves are based on estimates and assumptierescdn be no assurance that ultimate lossesati#xceed such estimates resulting in the
Company recognizing additional loss and LAE in éays.

Case Basis Reserves

A number of variables are taken into account iatdi&hing specific case basis reserves for indafigwlicies that depend primarily on the
nature of the underlying insured obligation. Theagables include the nature and creditworthindshe@underlying issuer of the insured
obligation, whether the obligation is secured cgagured and the expected recovery rates on theethsbligation, the projected cash flow or
market value of any assets that support the insnlpéigation, and the historical and projected I@ss on such assets. Factors that may affect
the actual ultimate realized losses for any paliejude economic conditions and trends, changé@#émest rates, rates of inflation, change
borrower behavior, and the default rate and salvafiees of specific collateral.

In establishing case basis loss reserves, we esdctile present value of probability-weighted ested loss payments, net of estimated
recoveries, using a discount rate equal to thefresk rate applicable to the currency and expeieted of such net payments. Yields on U.S.
Treasury offerings are used to discount loss resedenominated in U.S. dollars, which represenithjrity of our loss reserves. Similarly,
yields on foreign government offerings are usedissount loss reserves denominated in currenches ¢than the U.S. dollar. If the Compe
were to apply different discount rates, its casssgeserves may have been higher or lower thasetbstablished as of June 30, 2009. For
example, a higher discount rate would have decdetiigeamount of a case basis reserve establish#teliyompany and a lower rate would
have increased the amount of a reserve establishtéte Company. However, we believe that the distoates used represent the most
appropriate risk-free rates for present valuingaase basis loss reserves, as these rates are odmmed throughout financial markets.

In the first six months of 2009, additions to chsasis reserves, net of reinsurance, totaled $1i@npiinclusive of $1.2 hillion related to our
RMBS exposure. Additions to case basis reserv&4 & billion were offset by $1.3 billion of insur@loss recoveries recognized on our
RMBS exposure, which principally relate to estinsaté potential recoveries resulting from ineligibt@rtgages included in insured second-
lien residential mortgage securitization expostines are subject to a contractual obligation bles&fservicers to remove or replace such
mortgages. Refer to “Loss and Loss Adjustment Egeghincluded in the Results of Operations sedtigmin for further information
regarding case basis reserve activity.

RMBS Reserves

In determining the RMBS case basis reserves redas®f June 30, 2009, which relate to RMBS badiyeldome equity lines of credit
(“"HELOCs") and closed-end second mortgages (“CE®,Company employed a multi-step process usigabase of loan level
information which allowed the Company to deterntioerower payment status, including delinquenciesararge-offs. The Company relied
upon this database to determine the likelihood @élanquent loan being charged off. The informaticas then used in conjunction with a
proprietary internal cash flow model and a comnadiciavailable model to estimate expected ultin@teulative losses to our insured bonds.
The “Current Roll to Loss” approach, described belwvas used for estimating expected future defdaitfoans that are current (not
delinquent).
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The following are the principal assumptions usetthwéspect to the underlying loans to determinesttpected losses on our insured RMBS
transactions:

. We assumed that loans reported as delinquentayf1, 2009 would default during the following snonths at an assumed
default rate based on the number of days thabtoe Wwas delinquent at such time (“Roll Rate Default Methodolo(”).

. The Roll Rate Default Methodology involves reviewion a transaction-specific basis the percenta@®-&9 and 60-89 day
delinquent loans that became 90 days delinquerdgl(tB Loss”). Generally, the rates of Roll to Laa® calculated for the
previous three months and averaged. The Compang thacassumption that 100% of the 90 or more delysglient loans would
result in a loss. The Roll to Loss was then appitetthe amounts in the respective delinquency hisdk@sed upon delinquencies
of May 31, 2009 to eliminate all delinquencies athe current reporting perio

. For loans that are current (not delinquent), wéveerthe “Current Roll to Loss” rates by multiplginhe percentage of loans in the
30-59 bucket and the Roll to Loss rates for thé&3@elinquency bucket. We applied this percentagh enonth going forward to
the remaining current pool balance to project fiftosses. For example, if 10% of the loans in tha pre in the 30-59
delinquency bucket and the transacttoopérformance suggests that 30% of those loandbevitharged off, the Current Roll to Lt
rate for the transaction is 3%. Our model wouldigss that 3% of the performing loans are charge@wéfy month for the period
of elevated losses beyond the next six mor

After the elevated loss period, we assume thaCureent Roll to Loss rate will reduce linearly t692 of its original value over six
months (i.e. 3% will linearly reduce to 0.75% oger months). Based upon performance trends angiew of market conditions
over the next several years, we further reducectireent Roll to Loss rate to 0% by early 2014 with expectation that the
performing seasoned loans and an economic receovitryventually result in loan performance revegtio historically low levels
of default.

. We have run various elevated default period dunagimenarios when determining loss reserves. Oweased loss expectations for
the second quarter of 2009 resulted from the coatigin of higher delinquent loans in the pipeline #ime anticipation that the
elevated loss period will extend to at least ea@l§0.

. We assumed servicer advances for delinquent l@abs rero
. We assumed that all defaulted loans will resuli iotal loss of principal after a -month liquidation perioc

In addition, for transactions secured by HELOCSs, tiodel considered borrower draws and repaymesd.ribr HELOCS, the current three-
month average draw rate was used to project fultaes on the line. For HELOCs and transactionsreelcoy fixed rate CES, the three-
month average conditional repayment rate (“CRR”$ wsed to project voluntary principal repaymengsiCflows also assumed a constant
basis spread between floating rate assets andhfijo@ite insured debt obligations (the differenetnteen Prime and LIBOR interest rates,
minus any applicable fees). For all transactioashdlows considered allocations and other strataspects of a transaction, including
managed amortization periods, rapid amortizatioioge and claims against MBIA’s insurance policysistent with such policy’s terms and
conditions.

The assumptions and cash flow structure refereabete resulted in a forecasted cumulative collatesa that was added to existing actual
cumulative collateral losses. The resulting estadatet claims on MBIA's insurance policies werecdimted to a net present value reflecting
MBIA’s obligation to pay claims over time and nat an accelerated basis. The above assumptionsespfdBIA’s best estimates of how
transactions will perform over time.

We monitor portfolio performance on a monthly bagjsinst projected performance, reviewing delingies; roll rates, prepayment rates
(including voluntary and involuntary) and defawte trends. In the event of a material deviatioadtual performance from projected
performance, we would increase or decrease ourbzese reserves quarterly accordingly. If defaaitd losses remained at the peak level
are modeling for six months longer than in our bzesse, the addition to our case basis loss andred&rve would be approximately $500
million.

In the second quarter of 2009, the Company rewespected net cash inflows based on an increadiatjinood of potential recoveries related
to ineligible mortgage loans in certain insuredoset:lien residential mortgage loan securitizatithreg are subject to a contractual obligation
by the sellers/servicers to repurchase or replaglggible mortgage loans. Our updated recoveryooktvas principally based on the
following factors:

1. The strength of our existing contract claims relateineligible loan substitution/repurchase oltiigjas;

2. the favorable outcome for MBIA on Defendants'tioo to dismiss in the action captioned, MBIA v.u®trywide Home Loans,
Inc., et al, Index No. 08-602825 (N.Y. Sup. Ct.)emnthe court allowed MBIA'’s fraud claims agairs Countrywide defendants
to proceed
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3. the improvement in the financial strength ofiess due to mergers and acquisitions and/or govemhassistance, which will
facilitate their ability to comply with requireddo repurchase/substitution obligations. We aream@tre of any provisions that
explicitly preclude or limit the successors’ obligas to honor the obligations of the original spon As a result, we did not make
any significant adjustments to our estimated redesevith respect to the credit risk of these spomgor their successors); a

4.  evidence of loan repurchase/substitution compéaby issuers for put-back requests made by b#raned parties consistent with
MBIA’s assertions

Beginning in the first quarter of 2008, MBIA engddean level forensic review consultants to re-unalite/review a sample of the mortgage
loan files underlying MBIA’'s HELOC and CES insurgdnsactions. Certain HELOC and CES transactiosisexhibited exceptionally poor
performance were chosen for a re-underwriting revieactors MBIA believes to be indicative of thisop performance include (i) a material
increase in early and late stage delinquencigan@terial increases in charged-off loans; (iigrsficant decreases in credit enhancement; and
(iv) policy payments. Our forensic loan review datmed that there were significant breaches of gaewe loan representations and material
deviations from underwriting guidelines. Accordipgive have determined that thousands of loans imefgect contractually ineligible for
inclusion in the securitized trusts insured by MBIAturn, MBIA has submitted thousands of ineligitbans for repurchase/substitution to
the sponsors or sellers/servicers. The unsatistaptsolution of these contractual matters in addito the fraudulent underwriting practices
prevalent within certain issuers has led to MBlIAya&ging in litigation with these issuers seekinggsbkers/servicers to repurchase or replace
ineligible mortgage loans and specifically perfarnder its contractual obligation and damages fdoin boeaches of contractual obligations
and fraud. MBIA'’s forensic examination of loan reghase/substitution requirements for various isstu@mains ongoing.

In the second quarter of 2009, MBIA recognizedneated recoveries of $1.1 billion related to revidwmnsactions. Additionally, the
estimated recoveries are transaction specific asddupon contractual breaches for loans which beee deemed ineligible and either put
back to the originators or sellers/servicers orngtanalysis has been completed and put-back naregsending. These estimated recoveries
rely upon identified breaches of representatiomsvaarranties in specific transactions that MBIA bfready discovered as a result of actual
loan file examinations for 23,765 defaulted morgyémans, which represent approximately 27% of o humber of delinquent or defaulted
mortgage loans out of a total aggregate 496,91slo0a24 insured second-lien mortgage loan sezatitins. The aggregate loan population
includes current, delinquent and charged-off lo&ssimated recoveries for these 24 transactiodd df billion is based on only those loans
that were examined which had substantiated breaahdsdoes not include any extrapolation of redutis the actual loan file examinations
to the remaining mortgages in the loan pool. Exgbciash inflows from potential recoveries are fasted to be recovered in 2012 for all
transactions and discounted using the aforementiosk-free rate of 1.625%. We considered all refé\facts and circumstances, including
the factors described above, in developing ourrapions on expected cash inflows, probability ofgmdial recoveries and recovery period.
The estimated amount and likelihood of potentiabreeries are expected to be revised and supplethastiacts and circumstances change
and relevant information is available, includinglégidnal information on the mortgage loan pools. Wéee utilized the results of the above
described loan file examinations to make demandkém repurchases from originators and serviceglair successors and, in certain
instances, as a part of the basis for litigatitings.

We will continue to assess the level of expectedveries as we complete additional forensic reviewsdditional loans and progress thrc
the litigation proceedings that are ongoing at tinie. As a result of additional loan reviews ane progression of litigation proceedings, our
estimate of recoveries could change materiallhéftture. However, the amount of such additiorabveries cannot be estimated at this
time.

Valuation of Financial Instruments

Fair value is defined as an exit price, which esphice that would be received to sell an asspaat to transfer a liability in an orderly
transaction between market participants at a measmt date. The degree of judgment used to deterthenfair values of financial
instruments generally correlates to the degreeiciing observability. Financial instruments in liqunarkets with readily available and
actively quoted prices, or with such prices for pamable instruments usually have the most priclogpovability. Financial instruments rarely
traded or not quoted have less observability aadianally measured by valuation models that requitgment. Pricing observability is
affected by type of financial instrument, whethwes tnstrument is well established in the marketchgracteristics unique to individual
transactions and by overall market conditions.

We have categorized our financial instruments nregisat fair value into the three-level classifioatof SFAS 157, “Fair Value
Measurements,” which considers this issue of pgiahservability. Fair value measurements of finahicistruments that use quoted prices in
active markets for identical assets or liabilitge generally categorized as Level 1, and fairevat@asurements of financial instruments
where significant inputs are not observable areely categorized as Level 3. We categorize qarfcial instruments conservatively using
the lowest level category at which we can genardiable fair values. The determination of religthitequires management to exercise
judgment.
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The fair market values of financial instrumentsched issued by the Company are determined througluse of observable market data when
available. Market data is obtained from a varidtthord-party sources, including dealer quotesidéler quotes are not available for an
instrument that is infrequently traded, we useradite valuation methods, including either dealestesi for similar contracts or modeling us
market data inputs. Using alternate valuation maghgenerally requires considerable judgment ireflienates and assumptions used and
changes to these variables may produce materidigreht values.

The fair value pricing of assets and liabilitiesifunction of many components which includes iederate risk, market risk, liquidity risk and
credit risk. For financial instruments that areennially valued by the Company, as well as thosevfdch the Company uses broker quotes or
pricing services, credit risk is typically incorpeed by using appropriate credit spreads or didoates as inputs. Refer to “Note 2:
Significant Accounting Policies” and “Note 5: Falalue of Financial Instruments” in the Notes to Solidated Financial Statements for
further information about the Company’s financissets and liabilities that are accounted for atvalue.

1. Financial Assets

The Company'’s financial assets are primarily delok equity investments. The majority of these amanted for in accordance with SFAS
115, “Accounting for Certain Investments in Debtidquity Securities.” SFAS 115 requires all delstimments and certain equity
instruments to be classified in the Company’s cbdated balance sheet according to their purpode depending on that classification, to be
carried at either amortized cost or fair value. M@duations of the Company’s financial assetsalservable market-based inputs, including
dealer quotes when available. However, since mii¥ 2illiquidity in the credit markets has signifitly reduced the availability of observal
market data. Other financial assets that requiresédue reporting or disclosures within the ComparNotes to Consolidated Financial
Statements are valued based on the estimated ofilbe underlying collateral or the Company’s estienof discounted cash flows.

Assets with fair values derived from broker quaiegricing services can be classified within LeveP or 3 of the SFAS 157 fair value
hierarchy, depending on the observability of inpiitgically we receive one broker quote or pricgggvice value for each instrument, which
represents a non-binding indication of value. Ween® the assumptions, inputs and methodologies bggaticing services to obtain
reasonable assurance that the prices used in tuatieas reflect fair value and as a basis forgifasation within the three levels of the SFAS
157 fair value hierarchy. For example, broker qdgigces are classified as Level 3 if we consitlerihputs used not to be market-based and
observable. Pricing service data is received mygrahd quarterly, and we use a variety of methodstdyze the reasonableness of these
third-party valuations, including comparisons tamigar quality and maturity assets, internal modglif implied credit spreads by sector and
quality, comparison to published spread estimated, assessment relative to comparable dealerrgffedr any actual transactions from a
recent time period. When we believe a third-pattgtgtion differs significantly from our internal lua, whether higher or lower, we review
our data or assumptions with the provider. Thegpimvider may subsequently provide an updatee pvice do not make any internal
adjustments to prices provided by a broker or pgaervice.

While we review third-party prices for reasonabksjave are not the source for any of the inputsssumptions used in developing those
prices. Additionally, we do not have access tosgpecific models used by the third-party price pdevs. As a result, we cannot provide the
potential impact of reasonably likely changes jouits and assumptions used in these models. Conggquee are unable to determine if si
reasonably likely changes in inputs and assumptiandd have a material impact on our financial doad or results of operations.

Financial assets recorded on the Company'’s coraeticbalance sheet at fair value as of June 3® @08 December 31, 2008 totaled $15.1
billion and $17.9 billion, respectively, of whicl13.7 billion and $16.3 billion, respectively, wesglued using pricing services or broker
guotes. The following tables present the type, arhand fair value hierarchy classification for firtéal assets for which pricing services or
broker quotes were used by the Company in detengnifaiir value as of June 30, 2009 and Decembe2(®18:
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Fair Value Measurements at Reporting Date Using

Quoted Prices in

Active Markets for Significant Other Significant
Observable Inputs Unobservable Inputs
Identical Assets Balance as of
In millions (Level 1)) (Level 2) (1) (Level 3) June 30, 2009
Assets
Investments
Fixec-maturity investments
Taxable bonds
U.S. Treasury and government age $ 70¢€ $ 117 $ 6% 831
Foreign governmen 28¢ 22¢ 70 58¢
Corporate obligation - 2,80( 29C 3,09(
Mortgage-backed securitie
Residential mortgar-backed agenc - 1,271 98 1,36¢
Residential mortgar-backed no-agency - 60& 117 722
Commercial mortga¢-backec - 2 29 31
Asse-backed securitie
Collateralized debt obligatior - - 384 384
Other ass~backed - 48( 32¢ 80¢
Total 997 5,504 1,32: 7,824
State and municipal bon
Tax exempt bond - 2,67¢ - 2,674
Taxable bond - 43¢ 44 48%
Total state and municipal bon - 3,11z 44 3,157
Total fixec-maturity investment 997 8,617 1,367 10,98
Other investments
Perpetual preferred securiti - 274 44 31¢
Other investment 5 117 - 122
Money market securitie 1,23 - - 1,237
Total other investmen 1,24z 391 44 1,671
Derivative asset - - 61 61
Total asset $ 2,23¢$ 9,00¢ $ 1,471% 12,717

(1) - Assets measured using pricing services.
(2) - Assets measured using broker quotes.
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Fair Value Measurements at Reporting Date Using

Quoted Prices in
Active Markets for Significant Other Significant
Observable Inputs Unobservable Inputs

Balance as of
December 31,

Identical Assets
In millions (Level 1)) (Level 2) M) (Level 3) (2 2008
Assets:
Investments
Fixec-maturity investments
Taxable bonds

U.S. Treasury and government age $ 1,04z $ 194 $ -$ 1,23¢
Foreign governmen 36¢ 33¢ 104 80¢
Corporate obligation - 2,77¢ 59¢ 3,37:
Mortgage-backed securitie
Residential mortgar-backed agenc - 1,215 15€ 1,372
Residential mortgar-backed no-agency - 63C 397 1,027
Commercial mortga¢-backec - 14 37 51
Asse-backed securitie
Collateralized debt obligatior - - 553 558
Other ass~backed - 444 27% 717
Total 1,411 5,60¢ 2,11¢ 9,13¢
State and municipal bon
Tax exempt bond - 3,011 - 3,011
Taxable bond - 38C 46 42€
Total state and municipal bon - 3,391 46 3,431
Total fixec-maturity investment 1,411 9,00( 2,16¢ 12,57¢
Other investments
Perpetual preferred securiti - 278 45 31¢
Other investment 23 42 49 114
Money market securitie 3,23¢ - - 3,234
Total other investmen 3,251 31t 94 3,66¢€
Derivative asset - - 60 60
Total asset $ 4,66¢ $ 9,31t $ 2,31¢$ 16,30:

(1) - Assets measured using pricing services.
(2) - Assets measured using broker quotes.

The Company monitors investments in which fair eakiless than amortized cost in order to assekclines in value are other-than-
temporary and should therefore be reflected aal&zeel loss in net income. Such assessments indedéifying the cause, duration and
extent of the decline and whether we have the iritesell the investment, or if it is more likelyain not we will be required to sell the
investment before recovery. It also includes judgnas to whether an investment is impaired basedanket conditions and trends and the
availability of relevant data. For additional infeation about our investment portfolios, refer tovéstments” within the “Liquidity” section
included herein.
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2. Financial Liabilities

The Company’s financial instruments categorizetiadslities primarily consist of investment agreemeand medium-term notes (“MTNS”)
issued by the asset/liability products and consiegiments within our investment management sereigesations, as well as debt issued for
general corporate purposes. Such liabilities guetjly recorded at face value adjusted for prensiwmndiscounts. The fair values of these
financial instruments are generally not reportethinithe Company’s financial statements but disatbis the accompanying notes. However,
financial liabilities which qualify as part of faalue hedging arrangements under SFAS 133, “Adiogifor Derivative Instruments and
Hedging Activities,” as amended are reported inGoenpany’s consolidated balance sheet at a vahiedfiects changes in the risks being
hedged, which offsets changes in the value of dugimg instrument. MBIA uses cash flow modelinghtéiques to estimate the value of its
liabilities that qualify as hedged obligations un8&AS 133, incorporating current market data. il liabilities that the Company has
elected to fair value under SFAS 155, “Accountiog@ertain Hybrid Financial Instruments” or thauée fair value reporting or disclosures
within the Company’s notes to its financial statetseare valued based on either estimated valugeainderlying collateral, the Company’s
or a third-party’s estimate of discounted cash aw quoted market values for similar transactions.

The following table presents the type, amount aidvialue hierarchy classification for financiabilities for which pricing services or brok
guotes were used by the Company in determiningvédire as of June 30, 2009 and December 31, 2008:

Fair Value Measurements at Reporting Date Using

Quoted Prices in Active Significant Other Significant Counterparty and
Observable Inputs Unobservable Inputs
Markets for Identical Cash Collateral Balance as of
In millions Assets (Level 1) (Level 2) (Level 3)(®) Netting June 30, 2009
Liabilities:
Derivative liabilities $ - 8 - $ 40 $ - $ 40
Total liabilities $ - $ - 9 40 $ - 9 40

(1) - Liabilities measured using broker quot

Fair Value Measurements at Reporting Date Using

Quoted Prices in Active Significant Other Significant Counterparty and
Observable Inputs Unobservable Inputs Balance as of
Markets for Identical Cash Collateral December 31,
In millions Assets (Level 1) (Level 2) (Level 3)() Netting 2008
Liabilities:
Derivative liabilities $ - 8 - $ N0 3% - $ 90
Total liabilities $ - $ - 9 90 $ - 9 90

(1) - Liabilities measured using broker quotes.

3. Derivatives

MBIA has entered into derivative transactions baithin its financial guarantee insurance businessia hedging risks associated with its
assets and liabilities. Credit default swap (“CD&3htracts are also used in the investment manageseevices operations to replicate
investments in cash assets consistent with thealekance and criteria for this business. We actéar derivative transactions in accordance
with SFAS 133, which requires that all such tratisas be recorded on the Company’s consolidateahisal sheet at fair value. The fair value
of derivative instruments is determined as the arhthat would be received to sell the derivativeewln an asset position (when the
Company would be owed money under the derivativeetgrmination) or transfer the derivative whem ilability position (when the
Company would owe money under the derivative iarenination). Changes in the fair value of derivesivexclusive of insured derivatives,
are recorded each period in current earnings wftiat gains (losses) on financial instruments at\alue and foreign exchange” or in
shareholders’ equity within “Accumulated other coatpensive income (loss)” depending on whether grevdtive is designated as a hedge,
and if so designated, the type of hedge.
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4. Insured Credit Derivatives

The majority of our derivative exposure is in thenfi of credit derivative instruments insured by MBTorp. Prior to 2008, MBIA Corp.
insured CDSs entered into by LaCrosse Financiaddtis LLC (“LaCrosse”), an entity that is consotathinto MBIA'’s financial statements
under the FIN 46(R) criteria. In February 2008,agased insuring such derivative instruments exogpansactions reducing our existing
insured derivative exposure.

In most cases, our insured credit derivatives arasured at fair value as they do not qualify ferfihancial guarantee scope exception under
SFAS 133. Because our insured derivatives areyigidtomized and there is generally no observalalékent for these derivatives, we
estimate their value in a hypothetical market basethternal and third-party models simulating wadtond insurer would charge to
guarantee the transaction at the measurementTdasepricing would be based on expected loss oe#posure calculated using the value of
the underlying collateral within the transactiorusture.

Description of MBIAs Insured Credit Derivatives

The majority of MBIA’s insured credit derivativesference structured pools of cash securities an8CI/e generally insured the most
senior liabilities of such transactions, and atgetion closing our exposure generally had mdpersiination than needed to achieve triple-A
ratings from credit rating agencies (referred t6%sper Triple-A” exposure). The gross notional amioof such transactions totaled $133.6
billion as of June 30, 2009. The collateral baclkidng insured derivatives was cash securities an8@ferencing primarily corporate, asset-
backed, residential mortgage-backed, commerciatgage-backed, commercial real estate (“CRE") loand, CDO securities.

Most of MBIA's insured CDS contracts require thaBM make payments for losses of the principal @ariding under the contracts when
losses on the underlying referenced collateral exe@epredetermined deductible. The total notiomadunt and MBIA’s maximum payment
obligation under these contracts as of June 30 26 $79.1 billion. The underlying referencedateltal for contracts executed in this
manner largely consist of investment grade corpatlabt, structured commercial mortgage-backed #iesuf‘CMBS”) pools and, to a lesser
extent, corporate and multi-sector CDOs (in CDOasgd transactions).

We also have guarantees under principal proteftiod programs, which are also accounted for ayvatves. Under these programs we
guaranteed the return of principal to investors amedprotected by a daily portfolio rebalancingigdtion that is designed to minimize the risk
of loss to MBIA. As of June 30, 2009, the maximumoant of future payments that the Company woulddogiired to make under these
guarantees was $49 million, but we have not magieoapments to date relating to these guaranteesufitealized gains (losses) on these
derivatives for the years ended 2007 and 2008 famdik months ended June 30, 2009 were $0, reftetie extremely remote likelihood that
MBIA will incur a loss.

Changes in fair value of the insured derivativesracorded in “Net change in fair value of insudedivatives.” The net change in the fair
value of our insured derivatives has two primargnponents; (i) realized gains (losses) and othélesatnts on insured derivatives and

(i) unrealized gains (losses) on insured derivegtivRealized gains (losses) and other settlenemilssured derivatives” include (i) net
premiums received and receivable on written CDSreats, (ii) net premiums paid and payable to n@iess in respect of CDS contracts,
(iii) net amounts received or paid on reinsuramm@amutations, (iv) losses paid and payable to CD#raot counterparties due to the
occurrence of a credit event or settlement agregrf@rosses recovered and recoverable on purdh@Bes contracts due to the occurrenc
a credit event or commutation agreement and (e3 felating to CDS contracts. The “Unrealized géimsses) on insured derivativagtlude
all other changes in fair value of the derivatioatracts.

Considerations Regarding an Observable Market BtAVIs Insured Derivatives

In determining fair value, our valuation approasksiobservable market prices if available andbigliavarket prices are generally available
for traded securities and market standard CDSatauiess available or accurate for highly custothi2BSs. Most of the derivative contracts
we insure are the latter as they are traded structured credit derivative transactionsdntrast, typical market CDSs are standardizqdid
instruments that reference tradable securities asaorporate bonds that themselves have obsempabds. These market standard CDSs
involve collateral posting, and upon a defaulthef tinderlying reference obligation, can be settiezhsh.
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MBIA'’s insured CDS contracts do not contain typi€aS market standard features as they have be@nddso replicate our financial
guarantee insurance policies. At inception of taegactions, our insured CDS instruments provideteption on pools of securities or CDSs
with either a stated deductible or subordinationdath the MBIA-insured tranche. We are not requiogglost collateral in any circumstances.
Payment by MBIA under an insured CDS is due afteraggregate amount of defaults on the underlgference obligations, based on a fair
value determination with respect to each defaukéelence obligation, exceed the deductible or glibation in the transaction. Once such
defaults exceed the deductible or the subordindiBihA is obligated to pay the fair value, as detarad under the ISDA contract, of any
subsequent reference obligations that default. Smm#acts also provide for further deferrals ofrpant at our option. In the event of MBIA
Corp.’s failure to pay a claim under the insuredSC& the insolvency of MBIA, the insured CDS contrarovides that the counterparty can
terminate the CDS and make a claim for the amouet @hich would be based on the fair value of tiseiied CDS at such time. An
additional difference between our CDS and typicatket standard contracts is that our contract,dikefinancial guarantee contracts, cannot
be accelerated by the counterparty in the ordinatyse of business. Similar to our financial gutgannsurance, all insured CDS policies are
unconditional and irrevocable and our obligatidreréunder cannot be transferred unless the traesfare also licensed to write financial
guarantee insurance policies. Note that since @s@DS contracts are accounted for as derivatimdsruSFAS 133, the Company did not
defer the charges associated with underwritingB& policies and they were expensed at origination.

Our payment obligations are structured to prevargd one-time claims upon an event of default dfeulying reference obligations and to
allow for payments over time (i.e. “pay-as-you-dpasis) or at final maturity. However, the size afments will ultimately depend on the
timing and magnitude of losses. There are threestyih payment provisions:

(i) timely interest and ultimate princip:
(i) ultimate principal only at final maturity; ar

(i) payments upon settlement of individual refeced collateral losses in excess of policy-spedifiductibles and
subordination. The deductible or loss thresholtiésamount of losses experienced with respectaaitiderlying or
referenced collateral that would be required tauotefore a claim against an MBIA insurance potiey be made

MBIA had transferred some of the risk of loss oasta contracts using reinsurance to other finagciatantee insurance and reinsurance
companies. The fair value of the transfer underd¢irgsurance contract with the reinsurers is actealifor as a derivative asset. These
derivative assets are valued consistently withSrAS 157 valuation policies.

Valuation Modeling of MBIAInsured Derivatives

As a result of the significant differences betwemarket standard CDS contracts and the CDS contresiised by MBIA, we believe there are
no relevant third-party exit value market obsexwagifor our insured structured credit derivativatcacts and, therefore, no principal market
as described in SFAS 157. In the absence of aipahmarket, we value these insured credit denveatin a hypothetical market where ma
participants are assumed to be other comparakdg-imary financial guarantors. Since there arelmservable transactions in the financial
guarantee market that could be used to value ans#ctions, we generally use internal and thirdypaodels, depending on the type and
structure of the contract, to estimate the faiueadf our insured derivatives.

Our primary model for insured CDSs simulates whiabad insurer would charge to guarantee a tramsaatithe measurement date, based on
the market-implied default risk of the underlyingllateral and the remaining structural protectiomideductible or subordination. This
approach assumes that bond insurers would be gvitiraccept these contracts from us at a pricel éguehat they could issue them for in
current market. While the premium charged by fin@nguarantors is not a direct input into our moded model estimates such premium and
this premium increases as the probability of lossdases, driven by various factors including gsiredit spreads, negative credit migration,
lower recovery rates, lower diversity score andien of deductible or subordination.

1. Valuation Model Overview

Approximately 99.3% of the balance sheet fair valtimsured credit derivatives as of June 30, 280&lued using the BET model, which is
a probabilistic approach to calculating expectess lon our exposure based on market variables ttarlying referenced collateral. The BET
was originally developed by Moody’s to estimaterab@bility distribution of losses on a diverse pobassets. We have made modifications
to this technique in an effort to incorporate maorarket information and provide more flexibility irandling pools of dissimilar assets: a) we
use market credit spreads to determine defaultgimiity instead of using historical loss experieraed b) for collateral pools where the
spread distribution is characterized by extremesmedel each segment of the pool individually iadtef using an overall pool average.

There are three steps within BET modeling to arat/&ir value for a structured transaction: paakl estimation, loss allocation to separate
tranches of the capital structure and calculatioih@ change in value.
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. The pool loss estimation is calculated by referdndée following (described in further detail unModel Input” below):

. credit spreads of the underlying collateral. Thibased on actual spreads or spreads on similateral with similar
ratings, or in some cases is benchmar

. diversity score of the collateral pool as an intdaraof correlation of collateral defaults, a

. recovery rate for all defaulted collater

. Losses are allocated to specific tranches of #Hiestiction according to their subordination levehimithe capital structur

. For example, if the expected total collateral doek is 4% and the transaction has an equity teanald three
progressively more senior C, B, and A tranches wittiesponding underlying subordination levels %f, 3%, 5% and
10%, then the 4% loss will have the greatest impadhe equity tranche. It will have a lower, bigingficant impact on
the C tranche and a lesser impact on the B traddB&A usually insures the Super Triple-A tranchéhwlowest exposure
to collateral losses due to the underlying subetitim provided by all junior tranche

. At any point in time, the unrealized gain or losisaotransaction is the difference between the meigrice of the risk (the original
market-implied expected loss) and the current pfdbe risk based on the assumed market-impligegeted losses derived from
the model

Additional structural assumptions of the model Wwarbting are listed below:

. Default probability is determined by three factanedit spread, recovery rate after default andithe period under risl

. Defaults are modeled spaced out evenly over t

. Collateral is generally considered on an averageshather than being modeled separa

. Correlation is modeled using a diversity score,clthis calculated based on rules regarding industgector concentrations.
Recovery rates are based on historical averages@tated based on market evider

The Company reviews the model results on a quarbesis to assess the appropriateness of the assamand results in light of current
market activity and conditions. This review is perfied by internal staff with relevant expertisdiié market spreads are observable for
similar transactions, those spreads are an intpgrabf the analysis. For example, new insureastrations that resemble existing (previously
insured) transactions would be considered, as woedpbtiated settlements of existing transactiomsvéver, this data has been scarce or non-
existent in recent periods. As a result, our receviews have focused more on internal consistamcyrelativity, as well as the
reasonableness of modeled results given currerkaheonditions.

2. Model Strengths and Weaknesses
The primary strengths of this CDS valuation model a

1) The model takes account of transaction struaunckkey drivers of market value. The transacttouncture includes par insured,
weighted average life, level of deductible or sulimation and composition of collater

2) The model is a wellflocumented, consistent approach to marking positioat minimizes the level of subjectivity. Mod&lusture
inputs and operation are well documented both bpdyts and by MBIA'’s internal controls, creatingteomg controls process in
execution of the model. We have also develope@iatthy for usage of various market-based sprgadsrnhat reduces the level
of subjectivity, especially during periods of hidjiquidity.

3) The model uses market inputs with the most eglebeing credit spreads for underlying refererasthteral, assumed recovery
rates specific to the type and rating of refereradthteral, and the diversity score of the ento#ateral pool. These are key
parameters affecting the fair value of the trarieactind all inputs are marl-based whenever available and relia

The primary weaknesses of this CDS valuation mack|

1) There is no longer a market in which to test eexify the fair values generated by our model, andune 30, 2009, the model
inputs were also either unobservable or highlyuiiil, adversely impacting their reliabilit

2) There are diverse approaches to estimating fairevaf such transactions among other financial guagainsurance companit
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3) Results may be affected by averaging of spraadsuse of a single diversity factor, rather thsimgi specific spreads for each
piece of underlying collateral and collatesglecific correlation assumptions. While more spedéta could improve the reliabili
of the results, it is not currently available argitiner is a model that could produce more reliaggeilts in the absence of that d:

3. Model Inputs
Specific detail regarding these model inputs atedi below:

a. Credit spreads

The average spread of collateral is a key input@assume credit spreads reflect the market’'s srosedt of default probability for each piece
of collateral. Spreads are obtained from marked datirces published by third parties (e.g. deplevesl tables for assets most closely
resembling collateral within our transactions) alws collateral-specific spreads on the undeglyaference obligations provided by trustees
or market sources. Also, when these sources aravadable, we benchmark spreads for collaterainsganarket spreads, including in some
cases, assumed relationships between the two spiHaid data is reviewed on an ongoing basis fasorableness and applicability to our
derivative portfolio. We also calculate spreadsebasn quoted prices and on internal assumptionstaxpected life, when pricing
information is available and spread informationas.

The actual calculation of pool average spread satépending on whether we are able to use collegpegific credit spreads or generic
spreads as an input.

. If collateral-specific spreads are available, theead for each individual piece of collateral isnitfied and a weighted average is
calculated by weighting each spread by the cormedipg par exposurt

. If collateral-specific credit spreads are not aafalié, we use generic spread tables based on #ssetiod average rating of the
collateral pool. Average credit rating for the etdlral is calculated from the weighted averagagdtictor (“WARF”) for the
collateral portfolio and then mapped to an appatprspread. WARF is based on a 10,000 point sesligmked by Moody’s where
lower numbers indicate better credit quality. Rggimre not spaced equally on this scale becausedtginal difference in default
probability at higher rating quality is much leban at lower rating levels. We obtain WARF from thest recent trustee’s report
or we calculate it based on the collateral creatings. For a WARF calculation, we identify thediteatings of all collateral
(using, in order of preference as available, Moed$&P or Fitch ratings), then convert those creatings into a rating factor on
the WARF scale, average those factors (weighteolbyto create a portfolio WARF, and then map tbefplio WARF back into
an average credit rating for the pool. We thenafipk pool rating to a market spread table or xnapropriate for the collateral
type to determine the generic spread for the poloich becomes the marl-implied default input into the BET mod

. If there is a high dispersion of ratings withindalateral pool, the collateral is segmented inffedént rating buckets and each
bucket is used in calculating the overall aver:

. When spreads are not available on either a cadlasprecific basis or ratingsased generic basis, MBIA uses its hierarchy ofax
sources (see below) to identify the most appropsaread for that asset class to be used in theln

We use the spread hierarchy listed below in detgngiwhich source of spread information to usehwlite rule being to use CDS spreads
where available and cash security spreads as #ialernative. Cash spreads reflect trading agtivi funded fixedincome instruments whi
CDS spreads reflect trading levels for non-fundedvative instruments. While both markets are dripartly by an assessment of the credit
quality of the referenced security, there are factehich create significant differences, such ass@preads can be driven by speculative
activity since the CDS market facilitates both I@rgl short positions without ownership of the uhdeg security, allowing for significant
leverage.

Spread Hierarchy:

1) Actual collatere-specific credit spreads. If -to-date and reliable marl-based spreads are available, they are 1

2)  Sector-specific spreads (JP Morgan and Banawérica Securities-Merrill Lynch (“BAS-ML") spreadlbtles by asset class and
rating).

3) Corporate spreads (Bloomberg and Risk Metrics sptalsles based on rating

4) Benchmark from most relevant spread sourceefample, if no specific spreads are available amgarate spreads are not
directly relevant, an assumed relationship is umd/ieen corporate spreads or sector-specific spadi collateral spreads).
Benchmarking can also be based on a combinatiamadfet spread data and fundamental credit assunsg
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For example, if current market-based spreads dravailable then we apply either sector-specifieads from spread tables provided by
dealers or corporate cash spread tables. The sgmtoific spread applied depends on the natureeofinderlying collateral. Transactions with
corporate collateral use the corporate spread.t@bdmsactions with asset-backed collateral useoomeore of the dealer asset-backed tables.
If there are no observable market spreads forghkeific collateral, and sector-specific and corpsispread tables are not appropriate to
estimate the spread for a specific type of colifeve use the fourth alternative in our hierarchiy.example is tranched corporate collateral,
where we apply corporate spreads as an input withdgustment for our tranched exposure.

As of June 30, 2009, actual collateral credit spigamere used in one transaction. Sector-specifeasis were used in 19% of the transactions.
Corporate spreads were used in 29% of the transactind spreads benchmarked from the most relepegdd source (humber 4 above) v
used for 52% of the transactions. When determittiegpercentages above, there were some transaatimre MBIA incorporated multiple
levels within the hierarchy. For example, for sanamsactions MBIA used actual collateral-specifiedit spreads (number 1 above) in
combination with a calculated spread based on sumnaed relationship (number 4 above). In those ¢ddBHA classified the transaction as
being benchmarked from the most relevant spreacceqnumber 4 above) even though the majority efaberage spread was from actual
collateral-specific spreads. The spread sourcalsanbe identified by whether or not it is basedaollateral WARF. No Level 1 spreads are
based on WARF, all Level 2 and 3 spreads are bas&IARF and some Level 4 spreads are based on WARRF-sourced and/or ratings-
sourced credit spread was used for 94% of thedrdions.

In the second quarter of 2009, a reliable souraioknt credit spreads for RMBS and ABS CDO cetiatwas not identified as the previous
sources stopped publishing this information. Tregseads are primarily used as inputs for valuingirmsured multi-sector CDO transactions.
As a result, we used the spreads reported at thefehe first quarter of 2009 to calculate themated fair value of these transactions. We
believe this is a reasonable estimate because trendls and market conditions did not change Baamitly during the second quarter of 2009
and the BET model is not very sensitive to chanigesedit spreads for these transactions when dprage at extreme levels. We are
exploring alternative valuation models for thesssactions that do not require a credit spread,imghich may be used in future periods.

Over time the data inputs change as new sourcesrteeavailable, existing sources are discontinueat®no longer considered to be reliable
or the most appropriate. It is always our objectivenove to higher levels on the hierarchy, butsemetimes move to lower priority inputs
because of discontinued data sources or becausensaler higher priority inputs no longer repreaémé of market spreads. This occurs
when transaction volume changes such that a prelyieised spread index is no longer viewed to reftaorent market levels, as was the case
for CMBS collateral in insured CDSs beginning irD80Refer to section “Input Adjustments for Insuf@dBS Derivatives in the Current
Market” below.

b. Diversity Scores

The diversity score is a measure to estimate tersification in a portfolio. The diversity scorstienates the number of uncorrelated assets
that are assumed to have the same loss distribaitime actual portfolio of correlated assets.dxample, if a portfolio of 100 assets had a
diversity score of 50, this means that the 100etated assets are assumed to have the same logsuitden as 50 uncorrelated assets. A lo
diversity score represents higher assumed comwalaticreasing the chances of a large number a@futtsf and thereby increasing the risk of
loss in the senior tranche. A lower diversity somiggenerally have a negative impact on the vatuafor our senior tranche. The calculation
methodology for a diversity score includes the ete which a portfolio is diversified by industoy asset class, which is either calculated
internally or reported by the trustee on a regbksis. Diversity scores are calculated at transaatigination, and adjusted as the collateral
pool changes over time. MBIA’s internal modelingtloé diversity score is based on Moody’s methodplmgt uses MBIA's internal
assumptions on default correlation, including Valga such as collateral rating and amount, aspetand remaining life.

c. Recovery Rate

The recovery rate represents the percentage afxparcted to be recovered after an asset defaudiisating the severity of a potential loss.
MBIA generally uses rating agency recovery assuomgtivhich may be adjusted to account for differsrizween the characteristics and
performance of the collateral used by the ratingnages and the actual collateral in MBIA-insurezhzactions. We may also adjust rating
agency assumptions based on the performance obtla¢eral manager and on empirical market datghérfirst six months of 2009, we
lowered recovery rates for CMBS collateral andaiarRMBS collateral.
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d. Input Adjustments for Insured CMBS Derivativaghie Current Market

Approximately $46.7 billion gross par of MBIA's inged derivative transactions as of June 30, 206@de substantial amounts of CMBS
and commercial mortgage collateral. Prior to 20@8had used spreads drawn from CMBX indices and CliB8ad tables as pricing input
on the underlying referenced collateral in theaagactions. In 2008, as the financial markets bedHiguid, we observed a significant
disconnect between cumulative loss expectatiomsavket analysts on underlying commercial mortgagekloss expectations implied by the
CMBX indices and CMBS spread tables. CMBS colldterdMBIA’s insured credit derivatives has perfordhia line with the market.

In addition, due to financial market uncertaintycs last year, transaction volume in CMBS and t@gdictivity in the CMBX were both
dramatically lower than in prior periods. We alsmsidered that the implied loss rates within theB23Mndex were much higher than that
forecast by fundamental researchers and MBIA'giratieanalysis. As a result of these issues, weladed that the CMBX indices and the
CMBS spread tables were unreliable model inputshferpurpose of estimating fair value in our hyedital market among monoline insure

In the first quarter of 2008, we modified the spreised for these transactions to reflect a comioimatf market spread pricing and third-party
fundamental analysis of CMBS credit. Our revisegtad input is a CMBX index analog that combineseetations for CMBS credit
performance (as forecasted by the average of thvestment banks’ research departments) togethartie illiquidity premium implied by
the CMBX indices. The illiquidity premium we usetige senior triple-A tranche spread of the CMBXardhat matches the origination
vintage of collateral in each transaction. For eplencollateral originated in the second half od@@ses the triple-A tranche spread of the
CMBX series 1 as the illiquidity premium. The sufrttee illiquidity premium plus the derived credfiread based on the average cumulative
net loss estimates of three investment bank’s relsefepartment is used as a CMBX analog index.

e. Nonperformance Risk

In compliance with the requirements of SFAS 15%,\@aluation methodology for insured credit derivatliabilities incorporates the
Company’s own nonperformance risk and the nonperdorce risk of its reinsurers. We calculate thewfalue by discounting the market

value loss estimated through the BET model at distmates which include MBIA Corp.’s and the reiress’ CDS spreads at June 30, 2009.
Prior to the second quarter of 2009, MBIA used3hgar CDS spread on MBIA Corp. to calculate nofgyarance risk. This assumption was
compatible with the average life of the CDS poitfpvhich was approximately 5 years. In the seoguakter of 2009, we have refined this
approach to include a full term structure for Cpesds. Under the refined approach, the CDS speesmiigned to each deal are based on the
weighted average life of the deal. The use of C®als based on the weighted average life of desldted in an increase of $333 millior
our derivative liability compared to the liabilithat would have resulted if we had continued toM8¢A’s 5-year CDS spread for all
transactions.

In light of recent developments in the CDS and vecp derivative markets for MBIA, in the first sironths of 2009, we limited the effective
spread on CDS on MBIA so that the derivative lidpilafter giving effect to nonperformance riskutabnot be lower than MBIA'’s recovery
derivative price multiplied by the unadjusted detive liability. In the second quarter of 2009, timitation caused by the use of MBIA’s
recovery rate increased the derivative liabilityddy0 billion compared to the amount that wouldéheasulted if no limitation had been
applied.

In aggregate, the nonperformance calculation regula pre-tax derivative liability which is $140lion lower than the liability that would
have been estimated if we did not include nonperéarce risk in our valuation. Nonperformance risé fair value concept and does not
contradict the Company'’s internal view, based ard&mental credit analysis of our economic condjtibat the Company will be able to pay
all claims when due.

The Company believes that it is important to caesity apply its valuation techniques. However,may consider making changes in the
valuation technique if the change results in a measent that is equally or more representativainfialue under current circumstances.

93



Table of Contents

Item 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

Fair Value Hierarchy — Level 3

SFAS 157 establishes a fair value hierarchy thatifizes the inputs to valuation techniques ugsetheasure fair value. The objective of a
value measurement is to determine the price thatduoe received to sell an asset or paid to trarzsfebility in an orderly transaction
between market participants at the measuremeniaatexit price). The hierarchy gives the highesirjiy to unadjusted quoted prices in
active markets for identical assets or liabiliieevel 1 measurements) and the lowest priorityrtohservable inputs (Level 3 measurements).
Assets and liabilities are classified in their gty based on the lowest level of input that imgigant to the fair value measurement.
Instruments that trade infrequently and theref@eetlittle or no price transparency are classifigthin Level 3 of the fair value hierarchy.
Also included in Level 3 are financial instrumetitat have significant unobservable inputs deemgifsiant to the instrument’s overall fair
value. The following table presents the fair valokassets and liabilities recorded on our constdid balance sheet that are classified as
Level 3 within the fair value hierarchy as of Ji@fe 2009 and December 31, 2008, along with a biestription of the valuation technique
each type of asset and liability:

In millions June 30, 2009 Valuation Technique
Investments
U.S. Treasury and government age $ 6 Quoted prices for which the inputs are unobserv
Foreign governmen 70 Quoted prices for which the inputs are unobserv
Quoted prices for which the inputs are unobservabieluation
Corporate obligation 371 models with significant unobservable inp
Mortgag+-backed securitie
Residential mortga-backed agenc 98 Quoted prices for which the inputs are unobserv
Residential mortga-backed no-agency 252 Quoted prices for which the inputs are unobserv
Commercial mortgar-backec 37 Quoted prices for which the inputs are unobserv

Asse-backed securitie
Quoted prices for which the inputs are unobservableluation

Collateralized debt obligatiol 58t models with significant unobservable inp
Quoted prices for which the inputs are unobservableluation
Other ass-backed 38¢ models with significant unobservable inp
State and municipal bon
Tax exempt bonc 74 Quoted prices for which the inputs are unobserv
Taxable bond 44 Quoted prices for which the inputs are unobserv
Perpetual preferred securit 44 Quoted prices for which the inputs are unobserv
Quoted prices for which the inputs are unobservableluation
Other investment 25 models with significant unobservable inp
Quoted prices for which the inputs are unobservabieluation
Derivative asset 74¢ models with significant unobservable inputs
Total Level 3 assets at fair val $ 2,74
Medium-term notes Quoted prices for which the inputs are unobservabieluation
122 models with significant unobservable inputs
Derivative liabilities Quoted prices for which the inputs are unobservableluation
4,137 models with significant unobservable inputs
Total Level 3 liabilities at fair valu $ 4,25¢
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In millions December 31, 2008 Valuation Technique
Investments
U.S. Treasury and government age $ 32 Quoted prices for which the inputs are unobserv
Foreign governmen 13C  Quoted prices for which the inputs are unobserv
Quoted prices for which the inputs are unobservabieluation
Corporate obligation 587  models with significant unobservable inp
Mortgag+-backed securitie
Residential mortga-backed agenc 15€  Quoted prices for which the inputs are unobserv
Residential mortga-backed no-agency 397 Quoted prices for which the inputs are unobserv
Commercial mortga-backec 37  Quoted prices for which the inputs are unobserv

Asse-backed securitie
Quoted prices for which the inputs are unobservabieluation

Collateralized debt obligatiol 91¢ models with significant unobservable inp
Quoted prices for which the inputs are unobservableluation
Other ass-backed 54C  models with significant unobservable inp
State and municipal bon
Tax exempt bonc 49  Quoted prices for which the inputs are unobserv
Taxable bond 46  Quoted prices for which the inputs are unobserv
Perpetual preferred securit 45  Quoted prices for which the inputs are unobserv
Quoted prices for which the inputs are unobservableluation
Other investment 58  models with significant unobservable inp
Quoted prices for which the inputs are unobservabieluation
Derivative asset 807 models with significant unobservable inputs
Total Level 3 assets at fair val $ 3,80
Medium-term notes Quoted prices for which the inputs are unobservabieluation
$ 17€  models with significant unobservable inp
Derivative liabilities Quoted prices for which the inputs are unobservabieluation
6,30¢  models with significant unobservable inputs
Total Level 3 liabilities at fair valu $ 6,481

Level 3 assets were $2.7 billion and $3.8 billisrodJune 30, 2009 and December 31, 2008, respictand represented approximately 18%
and 21% of total assets measured at fair valupeotiszely. Level 3 liabilities were $4.3 billion di$6.5 billion as of June 30, 2009 and
December 31, 2008, respectively, and represenigabamately 98% and 97% of total liabilities measdiat fair value, respectively.

Transfers into and out of Level 3 were $57 milleomd $323 million for the six months ended June2B09, respectively. These transfers w
principally for available-for-sale securities whémeuts, which are significant to their valuatitmecame observable during the period. These
inputs included spreads, yield curves observabtemimonly quoted intervals, and market corroboraipdts. Foreign governments and
corporate obligations comprised the majority of titsmsferred instruments. For the six months eldde@ 30, 2009, the net unrealized gains
related to the transfers into Level 3 was $15 omlland the net unrealized gains related to thefieas out of Level 3 was $31 million.

Transfers into and out of Level 3 were $769 milland $857 million for the six months ended June2B08, respectively. These transfers
were principally for available-for-sale securitigere inputs, which are significant to their valaat became observable or unobservable
during the period. These inputs included spreagggyment speeds, default speeds, default segesitedd curves observable at commonly
quoted intervals, and market corroborated inputspGrate obligations, CMBS and CDOs comprised th@rity of the transferred
instruments. For the six months ended June 30,,2868et unrealized losses related to the tramgfits Level 3 was $35 million and the net
unrealized losses related to the transfers ouew€lL3 was $43 million.
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Fair Value Control Processes

The majority of pricing for investments is providey third-party providers who use their own datarses and models to arrive at fair value
pricing for each security. Refer to “Financial AssSeabove for a discussion on the use of pricing sesvand brokers, as well as the valida
procedures performed.

With respect to insured credit derivatives, we aisair value validation process. We review the nioésults on a quarterly basis to assess the
appropriateness of the assumptions and resulighhdf current market activity and conditions. §ineview is performed by internal staff w
relevant expertise. If live market spreads are nladde for similar transactions, those spreadsarimtegral part of the analysis. For example,
new insured transactions that resemble existingv{pusly insured) transactions would be consideasdyould negotiated settlements of
existing transactions. However, there have beememoinsured transactions in recent periods. There weveral insured CDS transactions
that MBIA commuted or were terminated during theosel quarter of 2009. In those cases, MBIA didmake any payment to the
counterparties. As a result, the termination amowurdre lower than our derivative liability. Howeyese did not use these transactions to
adjust the valuation of other insured derivativesause we determined that there were unique ckasiits to the terminated transactions

did not apply to the remaining portfolio. As a riésf very limited observable activity, our recentiiews have focused more on internal
consistency and relativity, as well as the reastamaiss of modeled results given current marketitiond.

Refer to the “Market Risk” section included herana further discussion of how the Company manalgesisks inherent in its financial
instruments.

Premium Revenue Recognitic

The Company recognizes premium revenue in accoedaith the guidance provided by SFAS 163. SFASrEgiires financial guarantee
insurance and reinsurance contracts issued byanserenterprises to recognize and measure premnsivenue based on the amount of
insurance protection provided to the period in \uttee insurance protection is provided. Premiunenee is measured by applying a cons
rate to the insured principal amount outstanding @iven period to recognize a proportionate shathe premium received or expected to be
received on a financial guarantee insurance cantaconstant rate for each respective financiargatee insurance contract is determined as
the ratio of (a) the present value of premium neeeior expected to be received over the periodetbntract to (b) the sum of all insured
principal amounts outstanding during each perioer dlve term of the contract. As premium revenueésgnized, unearned premium revenue
liability is reduced.

An issuer of an insured financial obligation magjresthe obligation prior to its scheduled matuttyough legal defeasance in satisfaction of
the obligation according to its indenture, whickulés in the Company’s obligation being extinguth@der the financial guarantee contract.
The Company recognizes any remaining unearned premgvenue on the insured obligation as premiurarreg in the period the contract is
extinguished to the extent the unearned premiuame® has been collected.

Non-refundable commitment fees are considered inserpremiums and are initially recorded under unghpremium revenue in the
consolidated balance sheets when received. Ongeltted financial guarantee insurance policyssésl, the commitment fees are recogr
as premium written and earned using the constaminathod. If the commitment agreement expiresrieefee related financial guarantee is
issued, the non-refundable commitment fee is imateli recognized as premium written and earnelattime.

Deferred Income Taxe

As of June 30, 2009, we reported a net deferredgagt of $1.3 billion primarily related to the ealized losses recorded on the Company’s
derivative and investment portfolios. With respiectemporary differences related to insured CDSreats, on a pre-tax basis, the Company
estimates that it is more likely than not the enéimount of such benefit will be utilized in futyreriods as an offset to ordinary income and
has not established a valuation allowance. Howesiece the federal income tax treatment for CDSreets is an unsettled area of tax law, in
the event that the Internal Revenue Service héffesieht view than the Company, such that insur@tdosses are considered capital losses,
the Company would be required to establish a valnatlowance against substantially all of the defé tax asset related to these losses.
respect to realized capital losses on the disgoshimpairment of investments in the asset/ligbpitoducts segment’s investment portfolio,
the Company established a valuation allowance d2$dillion as of June 30, 2009, which is includedhe net deferred tax asset of $1.3
billion. Refer to “Note 11: Income Taxes” in the fde to Consolidated Financial Statements for aulthtiinformation about the Company’s
deferred income taxes.

RECENT ACCOUNTING PRONOUNCEMENTS

Refer to “Note 3: Recent Accounting Pronouncemeintstie Notes to Consolidated Financial Statemfamta discussion about accounting
standards recently adopted by the Company, asaseicent accounting developments relating to ataischot yet adopted by the Company.
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RESULTS OF OPERATIONS
Summary of Consolidated Resul
The following tables present a summary of our cidated financial results for the three and six therended June 30, 2009 and 2008:

Three Months Ended June 30,

In millions (except per share amounts) 2009 2008

Total revenue $ 99z $ 3,35¢
Total expense (517) 42(
Pre-tax income (loss 1,50 2,93t
Provision (benefit) for income tax 60E 1,23¢
Net income (loss $ 89¢ $ 1,70(
Net income (loss) available to common sharehol $ 89t $ 1,70(
Net income (loss) per diluted common sh $ 43 $ 7.1

Six Months Ended June 30,

In millions (except per share amounts) 2009 2008

Total revenue $ 2921 % 412
Total expense 43z 1,17¢
Pre-tax income (loss 2,48¢ (7649
Provision (benefit) for income tax 88¢ (58)
Net income (loss $ 159¢ $ (70€6)
Net income (loss) available to common sharehol $ 1591 § (706)
Net income (loss) per diluted common sh $ 764 % (3.39)

The Company recorded net income available to comshaneholders for the three months ended Juned8@, & $895 million compared wi
net income available to common shareholders of Billian for same period of 2008. Net income pdutid common share was $4.30 for the
second quarter of 2009 compared with net incomelihgied common share of $7.14 for the same pesfd2D08. Weighted average shares
diluted outstanding totaled 208 million in the seda@uarter of 2009, down 13% from the same perfd®D68 as a result of repurchases of
stock.

Consolidated revenues for the three months endwsal 30, 2009 decreased 70% to $992 million from $8libn for the same period of 2008.
The decrease in our consolidated revenues refe®2s9 billion reduction in unrealized gains oruimesl credit derivatives and a $238 million
reduction in net investment income. These redustivare partially offset by net gains on securitieles and fewer losses from the write-
down of impaired securities in the three monthseengline 30, 2009 compared with the same perio8G8.2

Consolidated expenses for the three months ended3ly 2009 were a negative expense of $511 mitia@mpared with expense of $420
million for the same period of 2008. The negatixpense in 2009 reflects negative loss and LAE @3$million as a result of recording
anticipated recoveries on our residential mortgageked insured exposure. Additionally, interestemge decreased $195 million due to the
decline in outstanding debt within our investmemtnagement services operations over the last seyeaslers.

The Company recorded net income available to comshareholders for the six months ended June 3® @P$1.6 billion compared with a
net loss of $706 million for same period of 200&t Micome per diluted common share was $7.64 stk months ended June 30, 2009
compared with net loss per diluted common sha&3®3 for the same period of 2008. Weighted avesagees diluted outstanding totaled
208 million for the six months ended June 30, 2@28yn 2% from the same period of 2008 as a re$u#purchases of stock.
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Consolidated revenues for the six months ended 30n2009 were $2.9 billion compared with $412 imillfor the same period of 2008. The
increase in our consolidated revenues reflectsagalized gain on insured credit derivatives ofd#llion within our insurance operations in
2009 compared with an unrealized loss of $253 onilln 2008. Additionally, net realized losses freeturities sales and losses from the
write-down of impaired securities decreased, piytatfset by a decrease in net investment incom@009 compared with 2008.

Consolidated expenses for the six months ended3wr2009 were $433 million compared with $1.2idilIfor the same period of 2008. The
decrease in our consolidated expenses resulteddrdatrease in interest expense due to the déclméstanding debt within our investment
management services operations over the last $epegers and anticipated recoveries on our resilenortgage-backed insured exposure
recorded in loss and LAE in the second quartel0602

Our consolidated book value (total shareholdersitgfjwas $2.8 billion as of June 30, 2009, inciegdrom $1.0 billion as of December 31,
2008. Our consolidated book value per share asre 30, 2009 was $13.38 reflecting an increase $4r82 as of December 31, 2008.

U.S. Public Finance Insurance and Structured Finarcand International Insurance Operations

As described in the previous “Business Descriptisgction, in the first quarter of 2009 we separat@dinsurance operations into two
segments; U.S. public finance insurance and stredtfinance and international insurance. Howewveorder to provide a basis of comparison
for the three and six months ended June 30, 2088 ave combined the results of our U.S public fogaimsurance and structured finance and
international insurance segments in the discusslatsollow. Where practical, we have providecbmfation about the three and six months
ended June 30, 2008 separately for our U.S. pfibbnce insurance segment and our structured famand international insurance segment.
Additionally, the results presented in this secfittiude revenues and expenses from transactichsonr investment management services
and corporate operations:
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Three Months Ended June 30,

2009 2008
Percent
Structured Combined Change 2009
U.S. Public Finance and Insurance Insurance
In millions Finance International Eliminations Operations Operations vs. 2008
Net premiums writtel $ 7$ 8 $ - 3 15 % 117 -87%
Premiums earne $ 13t $ 81 $ (32) $ 182 $ 242 -25%
Net investment incom 60 84 - 144 14¢& -2%
Fees and reimbursemei 0 48 (35 13 2 n/m
Realized gains (losses) and other
settlements on insured derivatiy 0 32 - 32 34 -6%
Unrealized gains (losses) on insured
derivatives 0 424 - 424 3,32F -87%

Net change in fair value of insured
derivatives 0 45¢€ - 45¢€ 3,35¢ -87%

Net gains (losses) on financ
instruments at fair value and foreign

exchange - 12 - 12 10z -88%
Net realized gains (losse 7 1 - 8 23 -67%
Investment losses - other-than-

temporary impairmeni - (92) - (92) - -10C%

Non-credit related losses on
investments not expected to be sold
(recognized in accumulated other

comprehensive los! - 85 - 85 - 10C%
Net investment losses - other-
thar-temporary impairment - (6) - (6) - -10C%
Net gains on extinguishment of de - - - - - 0%
Total revenue 20C 67€ (67) 80¢ 3,87¢ -79%
Losses and loss adjustm 5 (73%) - (730) 22 n/m
Amortization of deferred acquisition
costs 28 59 (62) 26 23 13%
Operating 21 39 (6) 54 41 30%
Interest - 53 - 53 47 14%
Total expense 54 (584) (67) (597) 13z n/m
Pre-tax income (loss $ 14 $ 126 $ - $ 140 $ 3,74 -62%

n/m- Percentage change not meaning
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Six Months Ended June 30,
2009
Percent
Structured Combined Change 2009
U.S. Public Finance and Insurance Insurance
In millions Finance International Eliminations Operations Operations vs. 2008
Net premiums writtel $ 2 $ 22 $ - $ 24) $ 222 -111%
Premiums earne $ 287 % 201 $ (69 $ 41F 40€ 2%
Net investment incom 91 191 - 282 301 -6%
Fees and reimbursemei 1 a0 (67) 24 2 n/m
Realized gains (losses) and other
settlements on insured derivati\ 0 64 - 64 68 -6%
Unrealized gains (losses) on insured
derivatives 0 2,03: - 2,03z (253 n/m
Net change in fair value of insured
derivatives 0 2,091 - 2,097 (18%) n/m
Net gains (losses) on financ
instruments at fair value and foreign
exchange - 12 - 12 162 -92%
Net realized gains (losse 7 9 - 16 42 -62%
Investment losses - other-than-
temporary impairmeni - (125) - (125) - -10C%
Non-credit related losses on
investments not expected to be sold
(recognized in accumulated other
comprehensive los! - 85 - 85 - 10C%
Net investment losses - other-
thar-temporary impairment - (40 - (40) - -10C%
Net gains on extinguishment of de - 0 - - - 0%
Total revenue 382 2,56( (13€) 2,80¢ 72€ n/m
Losses and loss adjustm 63 (99 - (36) 31C -111%
Amortization of deferred acquisition
COSts 57 11€ (12€) 47 39 21%
Operating 28 10t (20 123 87 40%
Interest - 10€ - 10¢€ 93 16%
Total expense 14¢ 23C (13¢€) 242 52¢ -54%
Pre-tax income (loss $ 23 % 233 % - 3 2,56 19 n/n

n/m- Percentage change not meaning
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Gross premiums written (“GPW") and net premiumstteri (“NPW") on non-derivative financial guarantdesthe three and six months
ended June 30, 2009 and 2008 are presented inltbeihg tables. GPW represents premiums receivedlie in the current period on upfr
policies and the present value of installment prensi expected to be collected in future periodsaitips closed in the current period. GPW
also reflects changes in actual or expected imsgait premium collections for policies written ingorperiods. NPW represents gross
premiums written net of premiums ceded to reinsurer

Three Months Ended June 30, Percent Change
In millions 2009 2008 2009 vs. 2008
Gross premiums writtel
U.S. public finance $ 6 $ 32 -80%
Structured finance and internatiol
uU.S. 20 53 -62%
Nor-U.S. (43 52 n/m
Total structured finance and internatio (23 10¢& -122%
Total $ 17) $ 137 -112%
Net premiums written
U.S. public financt $ 7 $ 32 -79%
Structured finance and internatiol
uU.S. 28 47 -40%
Nor-U.S. (20 38 n/m
Total structured finance and internatio 8 85 -90%
Total $ 15 $ 117 -87%
n/m - Percentage change not meaning
Six Months Ended June 30, Percent Change
In millions 2009 2008 2009 vs. 2008
Gross premiums writtel
U.S. public financt $ 2 $ 58 -104%
Structured finance and internatiol
uU.S. 2 111 -98%
Nor-U.S. (59 93 n/m
Total structured finance and internatio (52 204 -12€%
Total $ (59 $ 263 -121%
Net premiums written
U.S. public finance $ @) $ 56 -104%
Structured finance and internatiol
uU.S. 11 97 -89%
Nor-U.S. (33 70 -147%
Total structured finance and internatio (22) 167 -112%
Total $ 24) $ 222 -111%

n/m - Percentage change not meaning
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For the three and six months ended June 30, 2B8L;ompany did not write any material U.S. pull@ifice insurance or any structured
finance and international insurance. The lack séirance writings in 2009 in each segment refldetssignificant decline in demand for
MBIA'’s insurance by issuers and investors as alre$the insurance financial strength credit rgirdowngrades of MBIA Insurance
Corporation by the major rating agencies that aezlin 2008 and 2009, and the ratings assignedtmhal in 2009. The Company does not
expect National to write a material amount of newibess prior to an upgrade of its insurance fiistrength rating by Moody’s to at least
the “A” category and market acceptance that such ratingbesstable or higher in the future. The timingaofy such upgrade is uncertain :
will depend on a variety of quantitative and qudiite factors used by the rating agencies in tineatuation of National, including the
resolution of pending litigation. Similarly, the @pany does not expect MBIA Corp. to write a materaount of new business prior to an
upgrade of its insurance financial strength cretings. The likelihood of an upgrade of MBIA Cdspgnsurance financial strength ratings to
required levels in the near future is low giversignificant exposure to mortgage-related risksyels as a degradation in other qualitative
factors such as its financial flexibility and busss franchise value which are considered by tlmgragencies in their ratings evaluation
process. The amounts presented in the precedifgrtresent adjustments to premiums on installrpelities closed in prior periods due to
changes in the expected term of such policies.

Net premiums earned on r-derivative financial guarantees for the three simdnonths ended June 30, 2009 and 2008 are peesienthe
following tables. Net premiums earned include scifiedti premium earnings and premium earnings frommneéd issues.

Three Months Ended June 30, Percent Change
In millions 2009 2008 2009 vs. 2008
Net premiums earne:
U.S. public finance $ 13¢ $ 144 -7%
Structured finance and internatiol
u.S. 45 48 -6%
Nor-U.S. 36 50 -28%
Total structured finance and internatio 81 98 -17%
Total $ 214 $ 242 -12%
Six Months Ended June 30, Percent Change
In millions _ 2009 __ 2008 __ 2009 vs. 2008
Net premiums earne:
U.S. public financt $ 282 $ 21z 33%
Structured finance and internatiol
u.S. 87 97 -10%
Nor-U.S. 114 97 17%
Total structured finance and internatio 201 194 3%
Total $ 484 $ 40€ 19%

U.S. public finance net premiums earned of $133anifor the three months ended June 30, 2009 dserk7% compared with the same
period in 2008. The decrease was primarily dueg#t5million or 65% decline in refunded premiumsnea in the second quarter of 2009
compared with the same period of 2008. The decrisasmsistent with the overall decline in refurglirexperienced in the municipal market
during 2009. However, the decrease was partiafsedby an increase in scheduled premiums earng&d4million or 73% due to premium
earnings on policies assumed from FGIC in the thirdrter of 2008. U.S. public finance net premiwased of $283 million for the six
months ended June 30, 2009, increased 33% compitiethe same period of 2008. The increase wasgriiyndue to premium earnings on
policies assumed from FGIC offset by a decreasefimding activity of $25 million from the same et in 2008. Structured finance and
international net premiums earned of $81 milliontfee three months ended June 30, 2009 decrea8eddmpared with the same period in
2008. The decrease was primarily due to a reduatistructured finance premiums related to applyhegearnings methodology prescribed
by SFAS 163. For the six months ended June 30, 800Q6tured finance and international net premiearsied of $201 million increased 3%
compared with the same period in 2008 as a refthiearecognition of $45 million of premiums reldt® the termination of MBIA’s
remaining Eurotunnel exposure, partially offsetayeduction in structured finance premiums reléabeapplying the earnings methodology
prescribed by SFAS 163.
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CREDIT QUALITY Financial guarantee insurance coniparuse a variety of approaches to assess thelyindesredit risk profile of their
insured portfolios. MBIA uses both an internallywdlped credit rating system as well as third-peaiting sources in the analysis of credit
quality measures of its insured portfolio. In ewing credit risk, we obtain, when available, timelerlying rating of the insured obligation
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 threderlying rating levels from these third-party sms. Other companies within the financial
guarantee industry may report credit quality infatimn based upon internal ratings that would natdreparable to our presentation.

The following table presents the credit qualitytidisition of MBIA'’s outstanding net par insured@sJune 30, 2009 and 2008. All ratings are
as of the period presented and represent S&P gtifgansactions are not rated by S&P, a Moodyjgivalent rating is used. If transactions
are not rated by either S&P or Moody’s, an MBIA emient rating is used.

In millions June 30, 2009 June 30, 2008
Net Par Outstanding Net Par Outstanding
Rating Amount % Amount %
U.S. public finance
AAA $ 19,29 3% $ 10,18: 2.6%
AA 245,71¢ 45.71% 172,85: 43.9%
A 219,29( 40.8% 160,59¢ 40.8%
BBB 50,47: 9.4% 46,88¢ 11.%
Below investment grac 2,68¢ 0.5% 2,96¢ 0.8%
Total $ 537,45¢ 100.(% $ 393,48 100.(%
Structured finance and internation
AAA $ 109,46: 50.2% $ 133,97 53.4%
AA 16,35¢ 7.€% 22,54: 9.C%
A 25,77 11.% 27,32: 10.%
BBB 38,80¢ 17.% 57,34¢ 22.%
Below investment grac 26,21( 12.1% 9,55¢ 3.8%
Total $ 216,61 100.(% $ 250,74 100.(%

As of June 30, 2009, total U.S. public finance paatoutstanding rated A or above, before givingaffo MBIA's guarantee, was 90%
compared with 87% as of June 30, 2008. The incnedieets the addition of a significant amount af pssumed from FGIC in the third
quarter of 2008, which comprised high-quality dotiggublic finance exposure. As of June 30, 2008 &ume 30, 2008, net par outstanding
rated below investment grade was less than 1%.

As of June 30, 2009, total structured finance aernational net par outstanding rated A or abbeégre giving effect to MBIA’s guarantee,
was 70% compared with 73% as of June 30, 2008.tidadily, 12% of net par outstanding was rated Wwedlovestment grade as of June 30,
2009 compared with 4% as of June 30, 2008. Adweraages in the ratings of our structured financkiaternational net par outstanding v
principally a result of ratings downgrades on oarigage-related exposure.

INVESTMENT INCOME Net investment income in our imance operations for the three and six months edded 30, 2009 and 2008 and
ending investment asset balances at amortizedasastJune 30, 2009 and December 31, 2008 arenpeels@ the following tables:
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Three Months Ended June 30,

In millions 2009 2008
U.S. Public Structured Combined Percent Change
Finance and Insurance Insurance
Net Investment Income Finance International Eliminations Operations Operations 2009 vs. 2008
Core net investment incon $ 60 $ 58 % - % 116 $ 137 -14%
VIE investment incom - 26 - 26 11 134%
Pre-tax investment incom $ 60 $ 84 $ - % 144  $ 14¢ -2%
After-tax investment incom $ 48 % 56 % - % 104 $ 11€ -12%
Six Months Ended June 30,
In millions 2009 2008
Structured Combined
U.S. Public Finance and Insurance Insurance Percent Change
Net Investment Income Finance International Eliminations Operations Operations 2009 vs. 2008
Core net investment incon $ 91 $ 144  $ - % 23t % 272 -14%
VIE investment incom - 47 - 47 28 66%
Pre-tax investment incom $ 91 $ 191  $ - % 28z % 301 -6%
After-tax investment incom $ 73 8 3¢ $ - $ 20 % 23¢ -15%
In millions June 30, 2009 December 31, 200
Combined
U.S. Public  Structured
Finance and Insurance  Predax Insurance Pre-tax
Investments at Amortized Cost Finance  International Eliminations Operations yield (1) Operations yield (%)
Fixec-income securities
Tax-exempt $ 2,62:% 142% -$ 2,768 45% $ 3,151 4.4%
Taxable 1,93¢ 1,34¢ - 3,27¢  8.1%% 3,45¢ 5.6%
Shor-term 54¢ 1,50( - 2,04¢  1.05% 154: 2.16%
Total fixec-income 5,104 2,98i - 8,091 5.1%% 8,15 4.5¢%
Other - 2,80( - 2,80( 1,89¢
Ending asset balances at amortized $ 510/% 5,781% -$ 10,89! $ 10,04¢
Cash and cash equivalel $ 31% 18:% -$ 214 $ 1,06¢

(1) - Estimated yiel-to-maturity.

For the three and six months ended June 30, 2@09%).&. public finance insurance investment poidfgenerated $60 million and $91
million, respectively, of préax net investment income, excluding net realizatigand losses. Invested assets in this segmeatpriacipally
funded by capital contributions to National and dssumption of U.S. public finance premiums fromIM&orp., including those premiums
assigned under the reinsurance agreement with B&I&=bruary 17, 2009. Additionally, National enteimgto simultaneous repurchase and
reverse repurchase agreements with our asseifligibducts segment, which provides yield enharer@no our U.S. public finance
insurance investment portfolio as a result of inse#l net interest earnings from these collectiveesgents. As of June 30, 2009, the notional
amount utilized under these agreements was $1igrbil

For the three and six months ended June 30, 200%tauctured finance and international insuraneestment portfolio generated $84
million and $191 million, respectively, of pre-tagt investment income, excluding net realized gammlosses. Invested assets in this
segment were adversely impacted by dividends fraaiAMCorp. to MBIA Inc. and the cession of MBIA Caip U.S. public finance business
to National on February 17, 2009. Additionally, MBCorp. entered into a repurchase agreement wittasset/liability products segment for
which interest income on this secured lending ayeament is included in our structured finance amerivational insurance net investment
income. As of June 30, 2009, the amount loanedit@sset/liability products segment under this agrent totaled $2.0 billion.
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Our combined insurance pre-tax net investment iriz@Rrcluding net realized gains and losses, desdez®% to $144 million from $148

million for the three months ended June 30, 20@8 tke first six months of 2009, combined insurapeetax net investment income,
excluding net realized gains and losses, decre&gdeid $282 million from $301 million for the samerjod of 2008. The decrease in pre-tax
net investment income reflects a decline in avemagested assets as a result of loss payments avatlehe past 12 months and a decline in
investment yields as a result of investing in shoierm assets with lower yields. After-tax netdstment income decreased 12% and 15% for
the three and six months ended June 30, 2009,atbsgg, compared with the same periods of 200& [Enger decrease in after-tax net
investment income resulted from a higher proportibtaxable investments held in the first six mantii 2009.

VIE investment income is generated from interestring assets held by such entities and supportgayment of interest expense on debt
issued by these entities. The increase in VIE @stencome primarily resulted from an increase iBs/consolidated by MBIA Insurance
Corporation during the fourth quarter of 2008. Exithg interest income related to VIES, combinediiaace net investment income decre.
14% and 14% on a pre-tax basis and 21% and 22% after-tax basis for the three and six months éddee 30, 2009, respectively,
compared with the same periods in 2008.

Combined insurance ending assets at amortizechsastJune 30, 2009 increased compared with Deaeddh@008 due to a VIE
consolidated in the second quarter of 2009. Conabimgurance ending asset balances at amortize@xdstding VIE assets were $8.1 billi
and $8.2 billion as of June 30, 2009 and DecembgeR@08, respectively. Tax-exempt investments sepreed 34% and 40% of ending asset
balances, excluding VIE assets, as of June 30, @d8PDecember 31, 2008, respectively.

FEES AND REIMBURSEMENTS For the three months endieae 30, 2009, combined insurance fees and reimfmersts were $13 million
compared with $2 million for the same period of 200he increase principally related to fees collddh connection with the termination o
reinsurance contract. For the six months ended 30n2009, combined insurance fees and reimburssmare $24 million compared with
$2 million for the same period of 2008. The inceeasfees and reimbursements in the six monthsdeddee 30, 2009 also includes an
advisory fee on a Latin American infrastructuresaction and an increase in waiver and consentrétged to the ongoing management of
our structured finance and international insuramneginess. Due to the transaction-specific naturergnt in fees and reimbursements, these
revenues can vary significantly period to period.

NET CHANGE IN FAIR VALUE OF INSURED CREDIT DERIVATVES MBIA has sold credit protection by insuring idative contract:
with various financial institutions. In certain easthe Company reinsured these policies theretwhpsing credit protection on a portion of
the risk written. Substantially all of the Compasinsured derivative exposure was written by itscttired finance and international
insurance segment. Insured derivatives within tam@any’s U.S. public finance insurance segmentamiljnrelate to interest rate swaps that
were insured with municipal debt obligations.

Changes in fair value of the insured derivativesracorded in “Net change in fair value of insudedivatives” in the consolidated statements
of operations. The “Realized gains (losses) andratbttlements on insured derivatives” includeé premiums received and receivable on
written CDS contracts, (ii) net premiums paid aaglgble to reinsurers in respect of CDS contraiifsnét amounts received or paid on
reinsurance commutations, (iv) losses paid andlgayta CDS contract counterparties due to the @eoge of a credit event or settlement
agreement, (v) losses recovered and recoverahpemhased CDS contracts due to the occurrencem@fcit event or settlement agreement,
and (vi) fees relating to CDS contracts. The “Utiregd gains (losses) on insured derivatives” ineladl other changes in fair value of the
derivative contracts. The following tables pregbetnet premiums earned related to derivativeglmdomponents of the net change in fair
value of insured derivatives for the three andnsdaths ended June 30, 2009 and 2008:
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Three Months Ended June 30,

2009 2008
Percent
uU.S. Structured Combined Change 2009
Public Finance and Insurance Insurance
In millions Finance International Eliminations Operations Operations vs. 2008
Net Premiums earned on insured derivat $ -$ 32% -$ 323% 34 -6%
Realized gains (losses) on insured derivat - - - - - 0%
Realized gains (losses) and other settlementssamed
derivatives - 32 - 32 34 -6%
Unrealized gains (losses) on insured derivat - 424 - 424 3,324 -87%
Net change in fair value of insured derivati $ -$ 45€ $ -$ 45€$  3,35¢ -86%
Six Months Ended June 30,
2009 2008
uU.S. Structured Combined Percent
Public Finance and Insurance Insurance Change 2009
In millions Finance International Eliminations Operations Operations vs. 2008
Net Premiums earned on insured derivat $ -$ 64 % -$ 64 $ 68 -6%
Realized gains (losses) on insured derivat - - - - - 0%
Realized gains (losses) and other settlementssamed
derivatives - 64 - 64 68 -6%
Unrealized gains (losses) on insured derivat - 2,03 - 2,03: (259 n/m
Net change in fair value of insured derivagi $ -3 2,097 $ -$ 2097 % (18E) n/m

n/m - Percentage change not meaning

The Company no longer insures new credit derivatdrgracts except in transactions related to te&ueturing or reduction of existing
derivative exposure. As a result, premiums earekdad to insured credit derivatives will decreager time as exposure to such transactions
declines.

Unrealized gains on insured derivatives for the¢hmonths ended June 30, 2009 were $424 milliorpacad with unrealized gains of $3.3
billion in the same period of 2008. Unrealized gaimthe second quarter of 2009 were principallg ttufavorable credit spreads on corporate
collateral, the passage of time and a higher disicaie, partially offset by collateral erosion amddit migration. Unrealized gains in the
second quarter of 2009 were also offset by theceffef MBIA's nonperformance risk. Unrealized gainshe second quarter of 2008 were
primarily due to the effects of MBIA’s nonperformamrisk on MBIA's derivative liability. Unrealized gains for thet shonths ended June
2009 of $2.0 billion were primarily due to tightgsreads on corporate collateral, the passage efaimd a higher discount rate. These positive
effects were partially offset by collateral erosioredit migration, and lower recovery rates. Tfieats of MBIA’s nonperformance risk
contributed to unrealized gains for the six morghded June 30, 2009. In the second quarter of @0RAlized gains on insured credit
derivatives would have been approximately $3.6dvilcompared to unrealized losses of $52 milliosénond quarter of 2008, excluding the
effects of MBIA'’s and reinsurer’s nonperformancgkriAs of June 30, 2009, MBIA Corp.’s one to tearyspread ranged from an upfront
spread of 34.75% plus 5% per annum to 64.25% upfriois 5% per annum compared to a 5-year spred@.@6% upfront plus 5% per

annum as of June 30, 2008. In light of recent dguaknts in the CDS and recovery derivative market®BIA, in 2009, we limited the
effective spread on CDS on MBIA so that the deninealiability, after giving effect to nonperformamcisk, could not be lower than MBIA’s
recovery derivative price multiplied by the unad@gsderivative liability. This calculation resultsa pretax derivative liability which is $14
billion lower than the liability that would have dxe estimated if we did not include nonperformarisie in our valuation. The limitation on ti
effective CDS spread discussed above makes theatlgd liability $1.0 billion higher than if the spad were not so limited.
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We estimate that additional credit impairmentsrwsured derivatives for the three months ended 30n2009 were $287 million across 8
CDO transactions. Cumulative credit impairmentsnsured derivatives as of June 30, 2009 were ettt $2.1 billion across 13 CDO
transactions, inclusive of four CDO transactionsvibich we realized net losses of $558 million tigb negotiated settlements in 2008.
Credit impairments on insured derivatives reprefiapresent values of our estimates of expectedeelaim payments, which may differ
from a transaction’s fair value. Insured derivatbemtracts have similar terms and conditions toGbepany’s non-derivative insurance
contracts and are evaluated for credit impairmedeunthe same risk monitoring process. The fameaf an insured derivative contract will
be influenced by a variety of market and transaetipecific factors that may not result in a claiayment. In the absence of further credit
impairment or the termination of derivatives abss, the cumulative unrealized losses recorded faimvaluing insured derivatives should
reverse at the maturity of these contracts. Adddily, the Company is not required to post colkités counterparties of these contracts,
thereby avoiding liquidity risks typical of standasredit derivative contracts. Refer to “Note 1@n@nitment and Contingenciesi the Note:
to Consolidated Financial Statements for informmatbout legal actions commenced by MBIA with respecertain CDS contracts. The
outcome of such legal actions may affect the amotirealized losses ultimately incurred by the Camp During the second quarter of 2C
9 insured credit derivative transactions, représgri9.4 billion in net par outstanding, either oratl or were contractually terminated pric
maturity without payments by MBIA.

Costs associated with mitigating credit impairmemtsnsured derivatives are expensed as incurrédrnafuded within “Operating expenses”
in our consolidated statements of operations. $osts totaled $2 million and $665 thousand fortkinee months ended June 30, 2009 and
2008, and $16 million and $776 thousand for thensixths ended June 30, 2009 and 2008, respectively.

The following table estimates the attribution of iimrealized loss for the three months ended JOn20®9 by sector and does not represent
actual losses paid due to each attribute, whiclewero:

In millions Attribute
Collateral Recovery Change in Nonperformance

Spread Credit Time to
Sector Changes Migration Erosion Rates Maturity Libor Risk Other Total
Multi-sector CDC $ 2 $ B85 $ 621) $ - $ 17 $ 7% (51) $ 41€ $ (24%)
Multi-sector CDO-
squarec 1) (8) 4 - (11) 95 (114 65 30
CRE/CMBS 54C (85) 10 - 194 306 (785) 47 2217
Corporate 2,097 (33) 67) - 231 153 (1,966€) (25) 39C
Other (3 - 6 - 39 12 (216) 182 21
Total $ 2,63t $ (211) $ (668) $ -3 47C $ 642 $ (3,139 $ 68€ $ 42t

The following table estimates the attribution of imrealized loss for the six months ended Jun2@) by sector and does not represent
actual losses paid due to each attribute, whicle wero:

In millions Attribute
Collateral Recovery Change in Nonperformance

Spread Credit Time to
Sector Changes Migration Erosion Rates Maturity Libor Risk Other Total
Multi-sector CDC $ 23 $ (144 $ (1,079 $ 80 $ 26 $ 85 $ 1,30¢ $ 63C $ 724
Multi-sector CDO-
squarec ) (34) (123 - (25) 11¢ 164 56 15E
CRE/CMBS (1,65¢) (24 3 (189 34t 404 1,131 68 79
Corporate 2,141 (281) (123 (22€) 45€ 192 (1,39)) 161 92¢
Other (90) - 19 - 76 15 (140) 265 14E
Total $ 367 $ (483 $ (1,299 $ (495) $ 87¢ $ 81t $ 1,06¢ $ 1,18 $ 2,032

Refer to the preceding “Critical Accounting Estiesitsection included herein for further informateiout the fair values of our insured
derivative instruments.
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NET REALIZED GAINS AND LOSSES Combined insurance realized gains totaled $8 million and $23 millifmn the three months end
June 30, 2009 and June 30, 2008, respectivelyn&heealized gains for the three months ended 30n2009 were primarily generated from
the ongoing management of U.S. public finance edlgortfolios. In the first six months of 2009, nedlized gains in our combined insurance
segment were $16 million compared with net realigaiths of $42 million for the same period in 200Be net realized gains for the six
months ended June 30, 2009 were primarily genefedadthe ongoing management of our U.S. publiariice insurance and our structured
finance and international insurance portfolios.

NET GAINS AND LOSSES ON FINANCIAL INSTRUMENTS AT FIR VALUE AND FOREIGN EXCHANGE Combined insuranceti
gains and losses on financial instruments at falmerand foreign exchange primarily represent fpreixchange gains and losses on the s
investments and translation of non-functional coceactivities. For the three months ended Jun@09, net gains on financial instruments
at fair value and foreign exchange were $12 miltompared with net gains of $102 million in the sgmeriod in 2008. For the six months
ended June 30, 2009, net gains on financial ingrignat fair value and foreign exchange were $1®micompared with net gains of $162
million in the same period in 2008. Net gains fue three and six months ended June 30, 2009 waszaed by our structured finance and
international insurance segment and were due @gorexchange gains. Net gains for the three antheiths ended June 30, 2008 were
largely due to $99 million and $147 million gainsspectively, resulting from the changes in thevalue of a credit facility, which was
terminated in the fourth quarter of 2008. Gainghos facility for the three and six months endedel30, 2008 were due to an increase in the
differential between the Company’s CDS spreadst@agield applicable to the facility.

LOSSES AND LOSS ADJUSTMENT EXPENSES MBIA’s Insuredrtfolio Management (“IPM”) Division is responsidlor monitoring
MBIA-insured issues. The level and frequency of MBI monitoring of any insured issue depends on tpe, tyize, rating and performance
the insured issue. If IPM identifies concerns wihpect to the performance of an insured issuayt designate such insured issue @autior
List-Low,” “Caution List-Medium” or “Caution List-kgh.” The designation of any insured issue as “@auitist-Medium” or “Caution List-
High” is based on the nature and extent of these@ms and requires that an increased monitoridgineeded, a remediation plan be
implemented for the related insured issue.

The amounts included within this “Loss and Lossustinent Expense” section exclude realized and lineglagains and losses and estimated
credit impairments on insured credit derivativesfaéR to “Net Change in Fair Value of Insured Cré&firivatives” section included herein for
information about payments we have made or expettake under insured credit derivative transactions

Upon adoption of SFAS 163, the Company no longeones an unallocated loss reserve for losses that bccurred or are probable to occur
as a result of credit deterioration in the Comparigsured portfolio but which have not yet beerc#mally identified and applied to specific
insured obligations beginning January 1, 2009. &twee, the Company’s loss and LAE reserves asmaf 30, 2009 represent case basis
reserves established in accordance with SFAS 188e Gasis reserves represent the Company’s estifnexpected losses on credits that
have defaulted or are expected to default.

Refer to “Note 3: Recent Accounting Pronouncemeintshie Notes to Consolidated Financial Statemfamtenformation about the impact of
adopting SFAS 163 on the Company’s financial stetem Additionally, a further description of ther@oany’s loss reserving policy is
included in “Note 2: Significant Accounting Polisiein the Notes to Consolidated Financial Statement

The following table presents the components oftotal loss and LAE reserves as of June 30, 2002868, as well as our loss and LAE
provision for the six months ended June 30, 20@b2008:

June 30,
2009 2008
Structured Combined Percent
U.S. Public Finance and Insurance Insurance Change 2009

In millions Finance International Operations Operations vs. 2008
Gross losses and LAE resen $ 206 % 1,05t $ 1,261 $ 1,111 13%
Reinsurance recoverable on unpaid lo: 12 23 35 73 (52%)
Unallocatec - - - 22C (10C%)
Net losses and LAE reserv $ 194  $ 1,032 $  1,22¢ $  1,25¢ (3%)
Losses and LAE incurre $ 63 $ (99 $ (36) $ 31C (111%)

n/m - Percentage change not meaning
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Losses and LAE incurred in our U.S. public finaimsurance segment totaled $63 million for the sonths ended June 30, 2009 and
primarily related to an affordable housing transactLosses and LAE incurred in our structuredticeand international insurance segment
was a negative expense of $99 million in the Bistmonths of 2009 due to the impact of recordib@dillion of estimated recoveries
principally in connection with ineligible mortgagiscertain insured second-lien RMBS securitizagitimat are subject to a contractual
obligation by the sellers/servicers to repurchaseplace the ineligible mortgage loans. Theseredtd recoveries were mostly offset by
additional losses of $1.2 billion largely relatedour second-lien RMBS exposure. As a result olestenated recoveries recorded in our
structured finance and international insurance segnthe Compang’' combined insurance losses and LAE incurred weegative expense
$36 million for the six months ended June 30, 2Q@@&ses on our secotign RMBS exposure during 2009 continue to be pritpdriven by
high levels of loans that did not meet eligibildsiteria for inclusion in MBIA-insured transactigrimproperly serviced loans, and the impact
of weakening economic conditions.

Included in the Company’s case basis reservesaheldiss reserves for insured obligations for wkagiayment default has occurred and
MBIA has already paid a claim and also for whigbagment default has not yet occurred but a claiexpected in the future. As of June 30,
2009, case basis reserves consisted of the foltpwin

Number of Case

$ in millions Basis Issues Loss Reserve Net Par Outstanding

U.S. Public Financ

Gross of reinsuranc 7 $ 19¢€ $ 23¢€
Issues with default 3 10 15C
Issues without defaul 10 $ 20¢€ $ 38¢€

Total gross U.S. public finan
Net of reinsurance

Issues with default 7 $ 18E $ 224
Issues without defaul 3 9 14k&
Total net U.S. public financ 10 $ 194 $ 36¢

Structured finance and internatiol
Gross of reinsuranc

Issues with default 67 $ 1,01C $ 14,02:

Issues without defaul 7 45 664
Total gross structured finance and internatic 74 $ 1,05¢ $ 14,68t
Net of reinsurance

Issues with default 67 $ 99C $ 13,61(

Issues without defaul 7 42 622
Total net structured finance and internatic 74 $ 1,03: $ 14,23:

MBIA may recognize an expected potential recovexyeal on the present value of expected net castwto be received discounted at the
risk-free rate as of the measurement date. Sucliatsiare reported as “Receivable for insurancerkssveries” and the corresponding
estimated recovery amounts due to reinsurers aheded within “Other liabilities” in the Companyt®nsolidated balance sheets. As of

June 30, 2009 and December 31, 2008, receivablagorance loss recoveries was $1.7 billion and®$4#8lion, respectively. The increase in
our receivable for insurance loss recoveries ppadty resulted from $1.1 billion in expected recogs resulting from the aforementioned
obligations of the sellers/servicers of RMBS trami®as to repurchase ineligible loans. As of Jube2®09 and December 31, 2008, salvage
due to reinsurers totaled $32 million and $13 willirespectively. Salvage recoveries are only fzaréinsurers upon receipt of such amounts
by MBIA.
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Structured Finance and International Insurance lasss
Residential Mortgage Exposure

MBIA insures MBS backed by subprime mortgages diyebrough RMBS securitizations. MBIA also has ittt exposure to subprime
mortgages that are included in CDOs, in which MBMaranteed the senior most tranche of such traneacihere has been considerable
stress and continued deterioration in the subpnmoggage market throughout 2008 and the first sixtims of 2009 reflected by increased
delinquencies and losses, particularly relatedibpeme mortgage loans originated during 2005, 28@62007. As of June 30, 2009, the
Company had $3.9 billion of net par outstandingrfrdirect exposure to subprime mortgages and $8i6rbof indirect exposure to subprime
mortgages in the form of performing collateral witlicDOs. Of the $5.6 billion of indirect exposu$d.3 billion was related to CDOs
executed in derivative form. While subprime traniges directly guaranteed by MBIA include collatezansisting of mortgages originated
during 2005, 2006, and 2007, given the amount béslination below MBIA'’s insured portion of suclamisactions available to absorb any
losses from collateral defaults, we currently doexpect material ultimate losses on these traimsectAs of June 30, 2009, there were no
insured direct subprime mortgage transactions 2605, 2006, or 2007 subprime mortgage collateraéapng on the Company’s Classified
List or Caution Lists. However, as of June 30, 2008 expected losses of $13 million (on a presahterbasis) on five secondary market
multi-sector CDOs with net par outstanding of $h@ilion that include subprime mortgage exposure @rad was reported on our Classified
List. Additionally, there were six secondary markailti-sector CDOs with net par outstanding of $18ffion that included subprime
mortgage exposure and that was reported on ouidDalList.

MBIA also insures MBS backed by mortgages that wiréginally underwritten were deemed to be isswedrime and near prime borrowers,
including second-lien residential mortgage seaatitons (revolving HELOC loans and CES mortgagésijce the second half of 2007, the
performance of our home equity transactions hasrideated significantly. As of June 30, 2009, MBD#rp. had established cumulative case
basis reserves of $3.6 billion for future paymentsonnection with these transactions, the balafigehich was $946 million as of June 30,
2009. The outstanding reserve of $946 million isafeestimated recoveries on future payments. utfire first six months of 2009, the
Company paid $1.3 billion in claims, net of reireuee, on 32 credits in this sector. As of June2809, net par insured of $13.2 billion
remained outstanding on these transactions.

Since the second half of 2008, we have observadcapase in delinquencies and a greater than esghdetel of losses being realized within
the individual transactions of our insured sectied—+esidential mortgage securitizations. Due tmabination of the overall weakening in
economic environment, servicer performance rele®sakes and relatively few successful loan modificest by the loan servicers, we recorded
loss and LAE related to our second-lien residemtiaitgage exposures of $1.2 billion in the firgtsionths of 2009. This provision primarily
reflects additions to previously established resgn certain deals rather than a material incri@atbe number of transactions requiring loss
reserves. Loss and LAE on these transactions wiset by the establishment of receivables for insge loss recoveries of $1.3 billion
primarily related to loan losses principally assted with ineligible mortgage loans in certain mslisecond-lien residential mortgage loan
securitizations that are subject to a contractblgation by the sellers/servicers to repurchaseplace the mortgages loans.

The majority of expected recoveries from second-R&BS transactions recorded in the first six merah2009 arise from a forensic review
of defaulted mortgage loans in 24 insured secagr#iortgage loan securitizations. The represemswtad warranties in each insured RMBS
securitization contractually obligate the sellergpurchase these ineligible loans at a price egualeir outstanding principal balance plus
accrued interest or to replace them with eligiblatigage loans. While the Company believes thakthesrtgage loans are subject to a
repurchase or replacement obligation by the sédlengicers, successful challenges of such detetimimgby the sellers/servicers could result
in the Company recovering less than the amouris@fstimated recoveries. The Company is contintdgngview and evaluate additional
mortgage loans in its insured RMBS pools and expiet there will be additional mortgages in theisa other transactions that are subject
to a repurchase or replacement obligation by thHer&ervicer. In addition, recoveries and damdgas legal actions that MBIA has filed
against certain of the seller-servicers could tdaulecoveries that are substantially higher tthenamount currently recognized as recoveries.
Refer to the “Critical Accounting Estimates” sectiocluded herein for additional information abassumptions used to estimate recoveries
on our RMBS exposure.
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In October 2008, MBIA Corp. filed lawsuits agaitsb mortgage loan seller/servicers alleging, amathgr things, misrepresentations
concerning the quality of loans made by these rigedlevicers, which were included in a number of MBhsured second-lien residential
mortgage securitizations. In particular, MBIA beks that a very high proportion of the defaultesh®in these securitizations are in breac
the originators’ representations with respect tthdoans and, therefore, should have been exclisdadthe securitizations. In addition, after
extensive review, we believe that these entitie® iailed to honor their contractual obligationgarding loan repurchases and ongoing
servicing practices. For more information on thasd other lawsuits commenced by MBIA, refer to “&l@é6: Commitments and
Contingencies” in the Notes to Consolidated FinalnfBtatements. The ineligibility of mortgages ie 8ecuritizations and the litigation in
general will have no impact on the holders of timured securities, as MBIA will continue to horisrpayment obligations under its insura

policies.
The following table presents the net par outstapdinfMBIA’'s RMBS insured exposure as of June 3M20y S&P credit rating category:

Net Par Outstanding

In millions Prime Subprime HELOC CES Total

AAA $ 3,76( $ 2,68¢ $ s $ 22 $ 6,461
AA 25 30 - - 55
A 507 25€ 94 44 901
BBB 72€ 12C 1,43( 1,58¢ 3,861
Below investment grac 86& 783 5,18¢ 5,961 12,79¢
Total Net Pa $ 5,88¢ $ 3,87¢ $ 6,70¢ $7,62] $24,08¢

The following table presents the net par outstagtiyvintage year of MBIA Corp.’s second-lien resitial mortgage securitization insured
exposure as of June 30, 2009:

Net Par Outstanding

% of Total

In millions HELOC HELOC CES % of Total CES

2008 $ = 0% $ = 0%
2007 98¢ 15% 5,08: 67%
2006 2,41¢ 36% 2,35t 31%
2005 1,88¢ 28% - 0%
2004 1,123 17% 117 1%
2003 and prio 29€ 4% 66 1%
Total net pal $ 6,70¢ 10C% $7,621 10(%
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The following table provides a listing of seconerliresidential mortgage securitization transactioolsided in MBIA’s insured portfolio that
were performing below MBIA'’s expectations as of d@0, 2009:

Net Par
Outstanding
Obligor Name (in millions)
HELOC:
GMACM 200¢-HE4 $ 847
Countrywide Home Equity Master Trust 2(-M 607
Countrywide Home Equity Master Trust 2(-1 57C
Countrywide Home Equity 20-E 56C
Countrywide Home Equity Series 2(-E 53:
Countrywide Home Equity Series 2(-E 473
Countrywide Home Equity 20-G 392
IndyMac Home Equity Line Ass-Backed Series 20-H4 36C
GMAC Mortgage Corporation 20-HE4 341
Residential Funding Home Equity Loan Trust 2-HSA1 23¢
Countrywide Home Loans Inc 2C-A 1-A, 2-A 23¢€
Countrywide Home Loans Inc 2C-1 22t
Countrywide Home Loans Inc 200: 15C
Residential Funding Mortgage Securities z-HSA3 14C
Residential Funding Home Equity Loan Trust 2-HSA4 134
Residential Funding Home Equity Loan Trust 2-HSA5 12t
GSR 200-HEL1 71
Total HELOC net par outstandil 6,00¢
CES:
Countrywide Home Loans CWHEQ 2(-S1 1,042
GMACM Home Equity Loan Trust 20-HE1 677
Countrywide Home Loans CWHEQ 2(-S2 663
Residential Funding Corporation 2(-HSA2 611
Countrywide Home Loans CWHEQ 2(-S8 605
Countrywide Home Equity 20\-S9 59¢
Countrywide Home Loans CWHEQ 2(-S3 492
Flagstar Home Equity Loan Asset Backed Trust -1 427
Credit Suisse Home Equity Mortgage Tr 36¢€
Residential Funding Mortgage Securities z-HSA3 341
IndyMac Home Equity Mortgage Loan 2(-1 Class A & Class -10 20¢
Morgan Stanley Mortgage Loan Trust 2-9SL 16C
IndyMac Home Equity Loan ABS Trust 2(-2 91
Total CES net par outstandil 6,28¢
Alt-A:
Deutshe Bank A-A Securities Trust 20(-AR3 554
Total Alt-A net par outstandin 554
Total net par outstandir $ 12,84«
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Manufactured Housing

MBIA continues to closely monitor the manufactubexising sector, which has experienced stress dthantpst several years. MBIA ceased
writing business in this sector, other than throggtiain CDO transactions, in 2000. As of June2B09, the Company had $22 million in
case basis reserves, net of reinsurance, coveeingsured par outstanding of $107 million on theedits within the manufactured housing
sector. The Company had additional manufacturedihgunet insured par outstanding of $1.6 billiorof3une 30, 2009, of which
approximately 23% was reported as “Caution List-Mad and “Caution List-High.”

Other

In the fourth quarter of 2008, the Company tookediation action on an international infrastructfinancing transaction for which the
performance trends had increased the risk of fubsges. The project’s revenue was below origingjegtions and the issuer’s debt was
trading at a significant discount. In the fourthager of 2008, we purchased approximately 62% eftitstanding debt of the issuer at a
discount to par. As a consequence, the Companylidated the issuer as a VIE. In the first six nisndf 2009, the Company purchased an
additional 11% of the outstanding debt of the issia discount to par.

REINSURANCE Reinsurance enables the Company to erpesure for purposes of syndicating risk andeasing its capacity to write new
business while complying with its single risk amddit guidelines. When a reinsurer is downgradedry or more of the rating agencies, less
capital credit is given to MBIA under rating agemagdels and the overall value of the reinsuranddBdA is reduced. The Company
generally retains the right to reassume the busioeded to reinsurers under certain circumstaimesading a reinsurer’s rating downgrade
below specified thresholds.

MBIA requires certain unauthorized reinsurers tontazan bank letters of credit or establish trust@mts to cover liabilities ceded to such
reinsurers under reinsurance contracts. As of 30n2009, the total amount available under theserteof credit and trust arrangements was
$698 million. The Company remains liable on a priyritaasis for all reinsured risk, and although MBiglieves that its reinsurers remain
capable of meeting their obligations, there candassurance of such in the future.

As of June 30, 2009, the aggregate amount of idspae outstanding ceded by MBIA to reinsurers umdgrsurance agreements was $50.3
billion compared with $54.9 billion as of Decemi3dr, 2008. Of the $50.3 billion of ceded par outdtag as of June 30, 2009, $16.0 billion
was ceded from our U.S. public finance insurangensmt and $34.3 billion was ceded from our strigdifinance and international insurance
segment. The following table presents the crediitga and ratings status, percentage of outstargingeded, the reinsurance recoverable,
derivative asset, and estimated credit impairmeyteinsurer as of June 30, 2009 for our combinedriance operations. Estimated credit
impairments represent the reinsurers’ portion obants we expect to pay on insured derivative cotgra
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In millions
Percentage ¢
Standard & Moody’s Reinsurance  Derivative Estimated Credit
Poor’s Rating Rating Total Par Impairments on
Reinsurers (Status) (Status) Ceded Recoverable Asset Insured Derivatives
Channel Reinsurance Lt N/R® RWR®) 70.5% $ 21 $ 63€ $ 32C
AAA
Aa2 (RUR
Assured Guaranty Cor (Stable @ ( ) 12.41% 10 0 -
AA
(Negative
Mitsui Sumitomo Insurance Company L Outlook! Aa3 (Stable’ 7.21% 15 48 4
BBB
(Negative Ba3
Ambac Assurance Corporatit Watch  (Developing 5.95% 2 - -
. Aa3 (RUR)
Assured Guaranty Re Lt AA (Stable  ®@ 1.4€% 2 1 -
Ca
Syncora Guarantee Re L R® (Developing 0.75% 1 - -
Overseas Private Investment AAA
Corporation (Stable Aaa (Stable 0.5%% - - -
A+ (Negative
Old Republic Insurance
Company Outlook! Aa3 (Stable 0.42% 1 - -
Export Development AAA
Corporation (Stable Aaa (Stable 0.41% - - -
Other® CC orabov Ca or above 0.12% 0 - -
Not currently ratet 0.05% 0 - -
Total 100.0% $ 52 $ 68t $ 324
Total insured par outstanding
ceded to reinsure $ 50,28(

- Several reinsurers within this categarg not rated by Moody’s.

- Not rated.
- Rating withdrawn.
- Rating under review.

- Regulatory supervision.

MBIA owns a 17.4% equity interest in Channel ReMarch 2009, Moody’s downgraded Channel Re to BB winegative outlook and the
rating was subsequently withdrawn. In March 2008 $lowngraded Channel Re to BB+ and the rating susisequently withdrawn. As of
June 30, 2009, the Company expects Channel Rentinae to report negative shareholders’ equity @Pa\P basis primarily due to
unrealized losses on its insured credit derivatbeesed on fair value accounting. As of June 30920t fair value of the derivative assets
related to credit derivatives ceded to Channel Be $636 million and the reinsurance recoverablm {@hannel Re was $21 million. After
considering the credit risk of Channel Re in failung our derivative assets, we believe Channdid®esufficient liquidity supporting its
business to fund expected amounts due to MBIAehfigpming our assessment, we determined that gasimaestments, inclusive of
approximately $501 million that Channel Re had epasit in trust accounts for the benefit of MBIAaislune 30, 2009, and borrowing
facilities available to Channel Re were in excdd8lBIA’s exposure to Channel Re. Although the trastounts limit the potential for
Channel Re to default on its obligations to MBIAete can be no assurance that Channel Re willefattl on its obligations to MBIA that
exceed the amounts already held in the trust a¢soun
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Since December 2007, several of the Company'’s dieencial guarantee reinsurers, including Ambasukance Corporation, Assured
Guaranty Corp., Assured Guaranty Re Ltd., Old Répuhsurance Co., Syncora Guarantee Re Ltd. amt@yw Guarantee Inc. (formerly
known as XL Financial Assurance and XL Capital Aasge, respectively), have had their credit ratiitfser downgraded or put on negative
watch by one or more of the major rating agendesJuly 28, 2009 Ambac Assurance Corporation wamdoaded by Standard & Poor’s
from BBB (Negative Watch) to CC (Negative OutlooKJthough there was no material impact on the Camgdfar any of these rating agency
actions relating to these reinsurers, a furtherrdprade of one or more of these reinsurers couldireghe establishment of reserves against
any receivables due from the reinsurers.

POLICY ACQUISITION COSTS AND OPERATING EXPENSES Egses 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
The Company does not defer costs associated witerumiting CDS policies and expenses such costseidiately. If an insured issue is
refunded and the related premium is earned e&dyassociated acquisition costs previously defaredilso recognized immediately.

The Company’s insurance expenses, as well aspense ratios, for the three and six months endee 30, 2009 and 2008 are presented in
the following tables:

Three Months Ended June 30,

2009 2008
Percent
u.s. Structured Combined Change 2009
Public Finance and Insurance Insurance
In millions Finance International Eliminations Operations Operations vs. 2008
Gross expense $ 21 $ 36 $ ® 3 51 $ 38 32%
Amortization of deferred
acquisition cost $ 28 $ 59 $ 6y 3 26 $ 23 13%
Operating 21 39 (6) 54 41 29%
Total insurance
operating expens¢  $ 49 $ 98 $ 67 $ 80 $ 64 23%
Expense ratit 37% 142% 47% 23%
Six Months Ended June 30,
2009 2008
Percent
uU.S. Structured Combined Change 200¢
Public Finance and Insurance Insurance
In millions Finance International Eliminations Operations Operations vs. 2008
Gross expense $ 28 $ 10t $ (100 $ 128 $ 75 63%
Amortization of deferred
acquisition cost $ 57 $ 11€ $ (120 $ 47 $ 39 21%
Operating 28 10t (10 122 87 40%
Total insurance
operating expense  $ 85 $ 221 $ (130 % 17C $ 12€ 34%
Expense ratit 30% 11&% 42% 27%

Gross expenses in our U.S. public finance insuraegenent totaled $21 million and gross expensesrirstructured finance and international
insurance segment totaled $36 million for the thmeaths ended June 30, 2009. Combined gross expehn$g1 million increased 32% for
the three months ended June 30, 2009 from $38milbr the same period of 2008. The increase wiasapily due to higher compensation
costs related to the reversal of prior year bomaslangterm incentive award accruals in 2008, higher legals associated with litigation &
higher consulting costs related to changes indballentity structure of our subsidiaries. Grogseases in our U.S. public finance insurance
segment totaled $28 million and gross expensesristouctured finance and international insurareggrent totaled $105 million for the six
months ended June 30, 2009. Combined gross expeh$&83 million increased 63% for the six monthged June 30, 2009 from $75
million for the same period of 2008. The increase \primarily due to higher compensation costsedl&d the reversal of prior year bonus
and long-term incentive award accruals in 2008héidoss prevention expenses related to insuretitaterivatives, higher legal costs
associated with litigation, and higher consultiogts related to changes in the legal entity streaddéiour subsidiaries. For the three months
ended June 30, 2009, our combined insurance amiotizof deferred acquisition costs increased 1t8%26 million from $23 million for th
same period of 2008. For the six months ended 30n2009, our combined insurance amortization éérded acquisition costs increased
21%, to $47 million from $39 million for the samerd of 2008. The increase in the amortizatiodeferred acquisition costs was
principally due to the change in amortization metheesulting from the adoption of SFAS 163.
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U.S. public finance insurance segment operatingesgs totaled $21 million and $28 million, andatuted finance and international
insurance segment operating expenses totaled $88mand $105 million for the three and six mon#rgled June 30, 2009, respectively.
Combined operating expenses of $54 million incré@89o for the three months ended June 30, 2009 $&bmillion for the same period of
2008 due to the increase in gross expenses. Cothbperating expenses of $123 million increased ffX%he six months ended June 30,
2009 from $87 million for the same period of 20Qfdo the increase in gross expenses.

Financial guarantee insurance companies use ttensgpatio (expenses divided by net premiums epated measure of expense
management. For the three months ended June 39, @dbined insurance expenses increased whileipmesrearned decreased compared
with the same period of 2008 and for the six moetided June 30, 2009, combined insurance expengeased at a greater rate than
premiums compared with the same period of 2008tirgun higher expense ratios as reported in tfeegding table.

INTEREST EXPENSE Interest expense in our insurdnusiness is incurred by our structured financeiatatnational insurance segment
primarily consists of interest related to MBIA Cdsgpsurplus notes and debt issued by consolidated.\For the three months ended June 30,
2009, interest expense increased to $53 milliomf$d7 million for the same period of 2008. For shhemonths ended June 30, 2009, interest
expense increased to $108 million from $93 millionthe same period of 2008. The increases aregpilyrdue to interest expense associated
with three additional VIEs consolidated by MBIA @oin the fourth quarter of 2008.

VARIABLE INTEREST ENTITIES MBIA consolidates certathird-party VIEs as a result of financial guaesey provided by our structured
finance and international insurance segment antEasponsored and formed by the Company to prowidditprotection to counterparties in
the form of credit derivative instruments. As oh@w0, 2009, the assets of these VIEs primarilsistad of fixed rate and floating rate
securities and loans, and the liabilities of thédes primarily consisted of fixed rate and floatiraje notes and derivative liabilities. Any
investments by MBIA in VIE notes issued by consalet VIEs are eliminated upon consolidation intol®B financial statements. The
following table presents the carrying value of &ssad liabilities as of June 30, 2009 and DecerBlhe2008 by balance sheet classification
related to consolidated VIEs, after the aforemeribeliminations:

June 30, December 31,

In millions 2009 2008
Assets:

Fixec-maturity securities held as availa-for-sale $ 33¢ $ 632

Investments he-to-maturity 1,18¢ 1,21¢

Shor-term investments he-to-maturity 914 31

Other investment 117 -

Accrued investment incorn 1 2

Other assets (loan 47C 427
Liabilities:

Variable interest entity note $2,63i $ 1,792

Derivative liabilities 4,101 6,18¢

Revenues related to consolidated VIEs are primaeitprded in “Net investment income” and “Net readl gains (losses)” and expenses are
primarily recorded in “Interest expense” on the @amy’s Consolidated Statements of Operations. Guoiagion of such VIEs does not
increase our exposure above that which is alreathnutted to in our insurance policies and otheialde interests held in consolidated VI
Additionally, consolidation of VIEs does not affebe capital ratios, debt covenants, dividendsedit ratings of the Company.

Refer to “Note 9: Variable Interest Entities” irethlotes to Consolidated Financial Statements fditiadal information about the Company’s
interest in consolidated and nonconsolidated VIEs.

COLLATERALIZED DEBT OBLIGATIONS AND RELATED INSTRUMENTS As part of our structured finance and intéomat! insuranc
activities, we provide guarantees on the seniorttnasches of CDOs, as well as protection on stinect pools of CMBS and corporate
securities, and CDS referencing such securities.

MBIA Corp.’s $119.2 billion CDO portfolio compriseésb% of its total insured net par of $216.6 billas of June 30, 2009. MBIA Corp.’s
aggregate CDO portfolio is diversified by vintagelaollateral type 89% of this exposure, or $1@8lén, was insured through CDSs. The
distribution of the Company’s insured CDO and rsflainstruments portfolio by collateral type is meted in the following table:
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In billions

Collateral Type Net Par Percent

Multi-sector CDOW $ 16.2 14%
Multi-sector CD(-Squarec 8.1 7%
Investment grade CDOs and structured corporatetgedls 37.€ 32%
High yield corporate CDC 12.4 10%
Structured CMBS pools and CRE CD 44.¢ 38%
Total @ $ 119. 10%

(1) - Does not include multi-sector CDO-Squarehsactions totaling $8.063 billion net par
(2) - Totals may not sum due to rounding

Multi-Sector CDOs

Multi- sector CDOs are transactions that include a vaoksgructured finance asset classes in their woldpools. As of June 30, 2009, $2
billion, or approximately 11%, of MBIA Corp.’s tdtesured net par outstanding of $216.6 billion guived multi-sector CDOs.
Additionally, as of June 30, 2009, 20% of MBIA Cos$119.2 billion CDO and related instruments fmid insured net par outstanding
comprised multi-sector CDOs. The collateral in tdti-sector CDOs includes subprime RMBS and oftiBS, CDOs of ABS (multi-
sector CDOs), Corporate CDOs, Collateralized Loatigations (“CLOs"), other ABS (e.g. securitizatoof auto receivables, credit cards,
etc.), CRE CDOs, CMBS, and Corporate credits.

For the multi-sector CDOs, the next four tablesvjate breakdowns of the collateral composition aatthgs of subprime RMBS collateral,
non-subprime RMBS collateral, and CDOs of ABS dellal by vintage year and rating. CDOs of ABS magtain exposure to various types
of collateral, including RMBS. The collateral lewddtail presented for each year insured was caéuilasing a weighted average of the total
collateral as of June 30, 2009 for deals closedh®iinsured year. The total collateral amountefportfolio exceeds the net par written as a
result of credit enhancement (such as over-codization and subordination) and reinsurance.
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Multi-Sector CDO Portfolio: Collateral Composition, Subordination, and Net Derivative Asset/Liability

$ in millions Collateral as a % of Performing Pool Balance as afune 30, 2009
Current Original
CDO Subordination  Subordination
Other  Sub- Other Net Derivative /
Year Net Par prime of Range Below Range Below Asset (Liability)
Insured (1) QOutstanding RMBS RMBS ABS CMBS Corp. CLO ABS CDO Total MBIA (@) MBIA ) (3)
CDOs of High-
Grade U.S. ABS®¥)
2004 1,38( 30% 31% 8% 3% 0% 12% 11% 5% 100% 0.C-9.0% 12.5-13.0% (185)
2005 641 48% 37% 2% 2% 0% 6% 0% 7% 100% 0.0% 20.0% (100)
2006(5) 3,26( 56% 28% 1% 13% 0% 0% 0% 2% 100% 0.0% 12.C-14.0% (57¢)
2007(5)(6) 6,62/  41% 19% 0% 21% 0% 10% 1% 9% 100% 0.C-18.9% 13.0-60.0% (649)
Subtotal $ 11,90t $ (1,51)
CDOs of Mezzanine U.S. AB¢
2000 28 0% 0% 16% T7% 7% 0% 0% 0% 100% 41.5% 21.4% -
2002 713 33% 8% 17% 23% 8% 6% 3% 2% 100% 0.C-53.0% 13.6-40.0% (24)
2003 73¢ 30% 18% 18% 22% 2% 5% 1% 4% 100% 0.C-74.8% 21.5-29.8% (0)
2004 713 24% 37% 5% 27% 0% 2% 1% 4% 100% 0.C-23.2% 16.C-30.5% (22
2005 313 25% 2% 0% 28% 0% 0% 2% 3% 100% 0.0% 19.5% (44)
Subtotal $ 2,50¢ $ ggO)
CDOs of Multi-Sector High Grade Collateral (CDO-Squared)
2001 191 0% 0% 0% 0% 0% 68% 0% 32% 100% 24.1% 5.0% -
2003 30C 0% 0% 0% 0% 0% 60% 0% 40% 100% 88.1% 20.0% (35)
2004 1,15¢ 1% 0% 2% 0% 0% 76% 19% 2% 100% 11.5-16.7% 10.0% (38)
2005 1,397 0% 20% 0% 0% 0% 64% 14% 2% 100% 10.3% 10.0% (56)
2006(5) 1,73¢ 5% 25% 3% 0% 0% 63% 3% 1% 100% 6.2-7.6% 10.¢-13.0% (64)
2007(5) 3,27¢ 4% 6% 0% 0% 0% 79% 7% 4% 100% 0.2-9.7% 13.C-15.0% (122)
Subtotal $ 8,06: $ (315)
Tota 22,47¢ (1,91¢)
684 Multi-Sector CD('s European Mezzanine and Other Collateral (3 CL(6) (34)
1,14: Multi-Sector CDC's insured in the Secondary Market prior to 2005¢BOs)©) -
Grand Total $ 24,30! $ (1,950

@ vears in which no exposure was insured were omi
@ The range represents the minimum and maximum sitagian for deals written in that ye:

©®)  This column represents the net derivative assahiliiy) primarily for CDS deals written in that ge Note that not all insurance contracts are clamed derivatives. Please refer to
“Note 5: Fair Value of Financial Instruments” arlddte 8: Derivative Instruments” in the Notes to €olidated Financial Statements for the Companyt®asting treatment of
derivatives (including CDS on CDO¢

) The insured credit derivative contracts for thréDtransactions insured in 2007 were terminatethduhe second quarter of 2009 without any payrfrembt MBIA. The three
CDOs, totaled $2.4 billion of net par outstandin@Aarch 31, 2009

(5)  As of June 30 2009, the Company estimated $1.i®bibf total credit impairment on ten deals insudeding 2006 and 2007, with a total net par of $Million. Four transactions
insured in 2006 (totaling $3.5 billion) have an mmment of $0.5 billion while six transactions imed in 2007 (totaling $8.2 billion), have an impaént of $1.1 billion

(8) The table does not provide collateral level detaih0 CDOs totaling $1.8 billion of net par. Thassals, with $0.7 billion of net par, contain Eurapevlezzanine ABS assets
including 56% RMBS, 21% CDO, 18% CMBS and 5% otlaeid were closed in 2004, 2005 and 2006. In addiB8@ deals represent insurance sold to investor€ DO tranches in
their portfolios (secondary market insurance exeas). The deals total $1.1 billion of par andvedire insured prior to 2005. In addition, all 37 Ideaere rated triple-A at the time
MBIA wrote insurance on ther

The multi-sector CDO portfolio is comprised of tsantions that rely on underlying collateral oridiypaated single-A or above (CDOs of
High Grade U.S. ABS) and transactions that relgallateral primarily rated triple-B (CDOs of Mezzae U.S. ABS). The multi-sector CDO
portfolio is also comprised of CDOs of multi-sechigh-grade collateral (also referred to as CDQOased transactions), which are diversified
CDOs primarily comprised of collateral originaligted single-A and above. The collateral in MBIAisured CDO-squared transactions
comprises primarily tranches of CLOs, CDOs of ABBd RMBS.

MBIA’s multi- sector CDOs benefit from two sources of credit eckanent. First, the subordination in the underhgagurities collateralizin
the MBIA wrapped tranche must be fully eroded amcbsid, the subordination below MBI&insurance coverage in the CDO transaction
be fully eroded before MBIA’s insured interest idbgect to a claim. The original subordination levahd those as of June 30, 2009 are
detailed in the above table. MBIA’s payment obligas after a default vary by deal and by insuraype. There are three policy payment
types: (i) where MBIA insures current interest attimate principal; (ii) where MBIA insures ultimaprincipal only; and (iii) where MBIA
insures payments upon settlement of individualatetal losses as they occur after the completéoero$ deal deductibles, such payment
profiles are referred to as Asset Coverage witteduatible.
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Multi-Sector CDO Portfolio: Vintage and Collateral Ratings of CDOs Containing Subprime RMBS

Vintage of Subprime

Subprime RMBS - Ratings As of

$ in millions RMBS July 9, 2009
2005
Net Par % Collateral that and
Year Insured ) Outstanding  is Subprime RMBS Prior 2006 2007 Total AAA AA A BBB Below IG Total
CDOs of High-Grade U.S. ABS3)
2004 1,38( 31% 22% 2% 7% 31% 2% 10% % 4% 8% 31%
2005 641 37% 33% 3% 0% 37% 2% 4% 3% 4% 23% 37%
20064 3,26( 28% 17% 10% 0% 28% 2% % 4% 2% 13% 28%
2007@G) 6,62¢ 1% 3% 9% 6% 19% 0% 1% 2% 2% 14% 19%
Subtotal $ 11,908
CDOs of Mezzanine U.S. ABS
2000 28 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
2002 713 8% % 0% 0% 8% 0% 1% 2% 1% 4% 8%
2003 73¢ 18% 16% 1% 1% 18% 1% 2% 4% 7% 5% 18%
2004 713 37% 24% 2% 11% 37% 0% 2% 6% 8% 20% 37%
2005 - ¥ & 42% 33% 0% 8% 42% 0% 3% % 5% 27% 42%
Subtotal $ 2,50¢
CDOs of Multi-Sector High Grade Collateral (CDO-Squared)
2001 191 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
2003 30C 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
2004 1,15¢ 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
2005 1,397 2C% 16% 3% 1% 20% 1% 6% 3% 2% 8% 20%
20064 1,73¢ 25% 6% % 12% 25% 1% 2% 2% 1% 20% 25%
20074) 3,27¢ 6% 2% 1% 3% 6% 0% 0% 1% 0% 5% 6%
Subtotal $ 8,06
Tota 22,47«
684 Multi-Sector CD(C's European Mezzanine and Other Collateral (3 CL(®)
1,14 Multi-Sector CDCs insured in the Secondary Market prior to 2005¢8¥0s)(®)
Grand Total $ 24,30:

All figures represent MBIA'’s insured net par outsting as of June 30, 2009. Data was gathered femeral third-party sources such as
trustee reports, Intex, Bloomberg and rating agemelysites; therefore, amounts and distributions difigr depending on data source and

interpretation. Collateral ratings are current 3uby 9, 2009. The totals may not sum due to ranmd

@ vears in which no exposure was insured were omi
@ Below IG (Investment Grade) denotes collateral ikmadings of below BBI-.
@) The insured credit derivative contracts for thréQDtransactions insured in 2007 were terminatethduhe second quarter of 2009 without any payrfremt MBIA. The three

CDOs, totaled $2.4 billion of net par outstandin@Aarch 31, 2009

(4)  As of June 30, 2009, the Company estimated $1li6midf total credit impairment on ten deals ingliduring 2006 and 2007, with a total net par of.$illion. Four transactions
insured in 2006 (totaling $3.5 billion) have an mmment of $0.5 billion while six transactions imed in 2007 (totaling $8.2 billion), have an impaént of $1.1 billion

(5) The table does not provide collateral level detaih0 CDOs totaling $1.8 billion of net par. Tha=als, with $0.7 billion of net par, contain Eurapevlezzanine ABS assets

including 56% RMBS, 21% CDO, 18% CMBS and 5% otlaeid were closed in 2004, 2005 and 2006. In addiB8@ deals represent insurance sold to investor€ DO tranches in
their portfolios (secondary market insurance exeas). The deals total $1.1 billion of par andvedire insured prior to 2005. In addition, all 37 Ideaere rated triple-A at the time

MBIA wrote insurance on ther
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Multi-Sector CDO Portfolio: Vintage and Collateral Ratings of CDOs Containing Non Subprime RMBS

$ in millions Vintage of Non Subprime RMBS Non Subprime RMBS - Ratings As of July 9, 2009
% Collateral that
2005
Net Par is Non Subprime and

Year Insured @ Outstanding RMBS Prior 2006 2007 2008  Total AAA AA A  BBB Below IG (@) Total

CDOs of High-Grade U.S. ABS3)
2004 1,38¢ 30% 26% 1% 3% 0% 30% 3% 9% 2% % 8% 30%
2005 641 48% 46% 0% 1% 0% 48% 0% 6% 3% 15% 25% 48%
2006(4) 3,26( 56% 29% 26% 0% 1% 56% 4% 6% 6% 6% 35% 56%
2007(4)(5) 6,62/ 41% 6% 24% 11% 0% 41% 0% 1% 1% 3% 35% 41%
Subtotal $ 11,90¢

CDOs of Mezzanine U.S. ABS
2000 28 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
2002 713 33% 32% 1% 0% 0% 33% 3% 3% 5% 9% 14% 33%
2003 73¢ 30% 30% 1% 0% 0% 30% 4% 5% 5% 6% 11% 30%
2004 713 24% 19% 2% 4% 0% 24% 0% 1% 4% 5% 14% 24%
2005 313 25% 19% 4% 1% 0% 25% 0% % 3% 3% 12% 25%
Subtotal $ 2,50¢

CDOs of Multi-Sector High Grade Collateral (CDO-Squared)
2001 191 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
2003 30C 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
2004 1,15¢ 1% 1% 0% 0% 0% 1% 1% 0% 0% 0% 0% 1%
2005 1,397 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
2006(4) 1,73¢ 5% 2% 1% 1% 0% 5% 0% 1% 0% 1% 3% 5%
2007(4) 3,27¢ 4% 1% 2% 1% 0% 4% 0% 0% 0% 0% 4% 4%
Subtotal $ 8,06%

Tota 22,47¢

684 Multi-Sector CDC's European Mezzanine and Other Collateral (3 CL®)
1,147 Multi-Sector CDC('s insured in the Secondary Market prior to 2005¢8¥0s)(®)

Grand Total $ 24,30!

All figures represent MBIA'’s insured net par outsting as of June 30, 2009. Data was gathered femeral third-party sources such as
trustee reports, Intex, Bloomberg and rating agemelysites; therefore, amounts and distributions difigr depending on data source and
interpretation. Collateral ratings are current Bduby 9, 2009. The totals may not sum due to rénod

@ vears in which no exposure was insured were omi
@ Below IG (Investment Grade) denotes collateral ikmadings of below BBI-.

@) The insured credit derivative contracts for thr&QDtransactions insured in 2007 were terminatethduhe second quarter of 2009 without any payrfrembt MBIA. The three
CDOs, totaled $2.4 billion of net par outstandin@Aarch 31, 2009

(4)  As of June 30, 2009, the Company estimated $1li6mibdf total credit impairment on ten deals inslickiring 2006 and 2007, with a total net par of $Hillion. Four transactions
insured in 2006 (totaling $3.5 billion) have an mmment of $0.5 billion while six transactions imed in 2007 (totaling $8.2 billion), have an impaént of $1.1 billion

(5) The table does not provide collateral level desaih0 CDOs totaling $1.8 billion of net par. Thasals, with $0.7 billion of net par, contain Eurapevezzanine ABS assets
including 56% RMBS, 21% CDO, 18% CMBS and 5% otlaeid were closed in 2004, 2005 and 2006. In addiB8@ deals represent insurance sold to investor€ DO tranches in
their portfolios (secondary market insurance exeas). The deals total $1.1 billion of par andvedire insured prior to 2005. In addition, all 37 Ideaere rated triple-A at the time
MBIA wrote insurance on ther
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Multi-Sector CDO Portfolio: Vintage and Collateral Ratings of CDOs Containing CDOs of ABS

$ in millions Vintage of CDO of ABS CDO of ABS - Ratings As of July 9, 2009
% Collateral that 2005
Net Par and
Year Insured () Outstanding is CDO of ABS Prior 2006 2007  Total AAA AA A BBB Below IG @ Total

CDOs of High-Grade U.S. ABS?3)
2004 1,38( 11% 11% 0% 0% 11% 1% 0% 1% 0% 10% 11%
2005 641 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
20064 3,26( 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
2007@G) 6,624 1% 1% 0% 0% 1% 0% 0% 0% 0% 0% 1%
Subtotal $ 11,90¢

CDOs of Mezzanine U.S. ABS
2000 28 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
2002 713 3% 3% 1% 0% 3% 0% 0% 0% 0% 3% 3%
2003 73¢ 1% 1% 0% 0% 1% 0% 0% 0% 0% 1% 1%
2004 713 1% 1% 0% 0% 1% 0% 0% 0% 0% 1% 1%
2005 313 2% 2% 0% 0% 2% 0% 0% 0% 0% 2% 2%
Subtotal $ 2,50¢

CDOs of Multi-Sector High Grade Collateral (CDO-Squared)
2001 191 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
2003 30C 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
2004 1,15¢ 19% 19% 0% 0% 19% 0% 3% 3% 0% 13% 19%
2005 1,397 14% 5% 8% 0% 14% 2% 0% 0% 0% 11% 14%
20064 1,73¢ 3% 1% 1% 0% 3% 0% 0% 0% 0% 3% 3%
20074 3,27¢ 7% 0% 1% 6% 7% 0% 0% 0% 0% 7% 7%
Subtotal $ 8,06:

Total 22,47:¢

684 Multi-Sector CD('s European Mezzanine and Other Collateral (3 CL®)
1,14: Multi-Sector CDC('s insured in the Secondary Market prior to 2005GB¥0s)(5)
Grand Total $ 24,30:

All figures represent MBIA'’s insured net par outsting as of June 30, 2009. Data was gathered femeral third-party sources such as
trustee reports, Intex, Bloomberg and rating agemelysites; therefore, amounts and distributions difigr depending on data source and
interpretation. Collateral ratings are current &duby 9, 2009. The totals may not sum due to rénod

@ vears in which no exposure was insured were omi
@ Below IG (Investment Grade) denotes collateral ikmadings of below BBI-.

@) The insured credit derivative contracts for thr&QDtransactions insured in 2007 were terminatethduhe second quarter of 2009 without any payrfrembt MBIA. The three
CDOs, totaled $2.4 billion of net par outstandin@Aarch 31, 2009

(4)  As of June 30, 2009, the Company estimated $1li6mibdf total credit impairment on ten deals inslickiring 2006 and 2007, with a total net par of $Million. Four transactions
insured in 2006 (totaling $3.5 billion) have an mmment of $0.5 billion while six transactions imed in 2007 (totaling $8.2 billion), have an impaént of $1.1 billion

(5) The table does not provide collateral level detaih0 CDOs totaling $1.8 billion of net par. Thassals, with $0.7 billion of net par, contain EurapeMezzanine ABS assets
including 56% RMBS, 21% CDO, 18% CMBS and 5% otlaeid were closed in 2004, 2005 and 2006. In addiB8@ deals represent insurance sold to investor€ DO tranches in
their portfolios (secondary market insurance exeas). The deals total $1.1 billion of par andvedire insured prior to 2005. In addition, all 37 Ideaere rated triple-A at the time
MBIA wrote insurance on ther

Since mid-2007, the multi-sector CDO portfolio lexperienced stress related to the U.S. subprimégame crisis. Impairment estimates
were established for three CDOs during the fouddrtgr of 2007. In addition, impairments were eated for an additional six CDOs during
the first quarter of 2008 due to the further degtah of underlying RMBS and CDO of ABS collater@lring the second quarter of 2008,
impairments were further increased to reflect tifieces of the shortening of the discount periodimge months. During the third quarter of
2008, an impairment on one additional CDO was é&isteddl. During the fourth quarter of 2008, MBIA ieased the impairments further and
added four transactions to the list of impairedsidauring the first quarter of 2009, impairmentsrey established for two additional multi-
sector deals, as well as increased impairmentsadaecretion. During the second quarter of 200@aimments were increased to reflect
further increases in the Average Serious Delinquénckets (60+, REO, Bankruptcy, Foreclosure),@ases in Average Accumulated Los
and further erosion of Current Support levels ef Bubprime RMBS market and the RMBS supporting MiBigured deals. As of June 30,
2009, MBIA estimated credit impairment in connegtigith 14 multi-sector CDO transactions, CDS and-@®S, aggregating to $1.6 billion
for which MBIA expects to incur actual claims iretfuture. In the event of further deterioratingfpamance of the collateral referenced or
held in the multi-sector CDO transactions, the amad credit impairments could increase materially.

121



Table of Contents

Item 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

Investment Grade Corporate CDOs and Structured G@ie Credit Pools

As of June 30, 2009, the majority of insurancegrtibn provided by MBIA for its Investment Grader@orate CDO exposure attached at a
super senior level. Although several of the Comfmimsured Investment Grade Corporate CDOs refeobligors who have recently
defaulted, none experienced any material credéraeation. The Company’s net par exposure to ltmeat Grade Corporate CDOs
represents 32% of MBIA Corp.’'s CDO exposure andaxmately 17% of MBIA Corp.’s total net par insdteMBIA Corp.’s Investment
Grade Corporate CDO exposure references poolssdbprinantly investment grade corporate credits;esohthese pools may also include
limited exposure to other asset classes, inclusiingtured finance securities (including RMBS ar?iCCcollateral). Most of MBIA Corp.’s
Investment Grade Corporate CDO policies guarantgerage of losses on collateral assets once sutadiah in the form of a deductible has
been eroded, and are generally highly customizedtsires.

In addition, $14.1 billion net par of MBIA’s insutdnvestment Grade Corporate CDOs are typicallycstired to include buckets (30%-35%
allocations) of references to specific tranchestbér Investment Grade Corporate CDOs (monotranchresuch transactions, MBIA'’s
insured Investment Grade Corporate CDOs includesng direct corporate or structured credit refeeengks, a monotranche or single layer
of credit risk referencing a diverse pool of cogterassets or obligors with a specific attachmedtaaspecific detachment point. The
reference monotranches in such CDOs are typicatbdrdouble-A and each reference monotrancheypiltally be sized to approximately
3% of the overall reference risk pool. Deals witltkets for monotranche exposure are managed titiomsacThe inner referenced
monotranches are themselves managed exposuresgadamathe same manager as the MBIA-insured Inversti@rade Corporate CDO).
The inner referenced monotranches are not sulgeatdeleration and do not give control rights 8zaior investor.

Of MBIA Corp.’s $37.6 billion net par Investment&ie CDO portfolio at June 30, 2009, the collatesahposition, underlying credit ratings
of the collateral that support the Subprime RMB8nubprime RMBS, and CDOs of ABS exposures aloitiy their vintage are presented
in the following tables. The collateral level défar each year insured was calculated using a lteifaverage of the total collateral for deals
closed for the insured year. The total collaterabant of the portfolio exceeds the net par writisra result of credit enhancement (such as
over-collateralization and subordination) and rerasce.

Investment Grade Corporate CDO Portfolio: Collaterd Composition, Subordination, and Net Derivative Aset/Liability

$ in millions Collateral as a % of Performing Pool Balance as afune 30, 2009
Current Original
Subordination Subordination Net Derivative
Sub-
Net Par Prime Other Range Below Range Below | Asset

Year Insured 1) Qutstanding  Corp. ®) ABS RMBS RMBS CcDO @ Other Total MBIA 3) MBIA ) (Liability) “
2003 and Prio 3,84¢ 10C% 0% 0% 0% 0% 0% 10C% 11.4-27.€% 11.¢-22.(% (8)
20040) 5,61¢ 90% 0% 4% 2% 2% 1% 99% 8.1-19.£% 10.C-15.(% (17¢)
20050) 7,81: 95% 0% 1% 3% 0% 0% 99% 12.2-24.4% 12.5-25.(% (104)
200605 6,33t 92% 0% 4% 3% 0% 0% 10C% 13.6-24.£% 16.C-40.(% (149)
20076) 13,63¢ 96% 0% 1% 2% 0% 0% 10C% 14.1-34.% 15.¢-35.(% @77
Subtotal $ 37,24t $ (614)
352 Investment Grade Corporate CDOs insured in the 18ksry Market prior to 2003 (12 CDO(®) (2)
Grand Total $ 37,59; $ 616)

Data was gathered from several third-party sousoeh as trustee reports, Intex, Bloomberg andgatgency websites; therefore, amounts
and distributions may differ depending on data sewand interpretation. The totals may not sum dueunding.

@ vears in which no exposure was insured were omi
@ The CDO collateral composition contains CDOs of ABEOs, and Collateralized Bond Obligatio* CBO<").

@ The range represents the minimum and maximum siragian for deals written in that year. The impatall credit events delivered and settled as oJ80, 2009 have been
reflected in the current subordination lev:

@ This column represents the net derivative assahiliiy) primarily for CDS deals written in that ge Note that not all insurance contracts are clamed derivatives. Please refer to
“Note 5: Fair Value of Financial Instruments” arlddte 8: Derivative Instruments” in the Notes to Golidated Financial Statements for the Companyt®asting treatment of
derivatives (including CDS on CDO¢

®)  vears contain deals with allowances for synthetacthes of leveraged investment grade corporate bebuch transactions, MBIA’s insured Investmé&nade Corporate CDOs
include, among direct corporate or structured ¢nederence risks, a monotranche or single layeredit risk referencing a diverse pool of assetshdigors with a specific
attachment and a specific detachment point. Thereate monotranches in such CDOs are typicallyld¢eible-A and each reference monotranche willcgipi be sized to
approximately 3% of the overall reference risk p@#als with buckets for monotranche exposure aeaged transactions. The inner referenced mondtesrare themselves
managed exposures (managed by the same managerM8tA-insured Investment Grade Corporate CDO) Trimer referenced monotranches are not subjextdeleration and do
not give control rights to a senior investor. Thgaasactions also may contain RMBS securitiesiwiiimits ranging from 0% to 20% with one exceptian34%.

®  The table does not provide collateral level degaitl2 Investment Grade CDOs totaling $0.4 billiémet par. These deals were insured prior to 200addition, all 12 deals were
rated tripleA at the time MBIA wrote insurance on the
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Investment Grade Corporate CDO Portfolio: Vintage axd Collateral Ratings of CDOs Containing Subprime MBS

$ in millions Vintage of Subprime RMBS Subprime RMBS - Ratings As of June 30, 2009
% Collateral that 2005
Net Par and
Year Insured (1) Outstanding is Subprime Prior 200¢€ 2007 Total AAA AA A BBB Below IG (@) Total
2003 and Prio 3,84t 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
20043) 5,61¢ 4% 3% 1% 0% 4% 0% 0% 1% 1% 3% 4%
2005®) 7,81¢ 1% 0% 0% 0% 1% 0% 0% 0% 0% 1% 1%
2006(3) 6,33t 4% 1% 3% 0% 4% 0% 0% 0% 0% 4% 4%
2007®) 13,63¢ 1% 0% 1% 1% 1% 0% 0% 0% 0% 1% 1%
Subtotal $ 37,24¢
352 Investment Grade Corporate CDOs insured in the i&y Market prior to 2003 (12 CDO®
Grand Total $ 37,597

All figures represent MBIA'’s insured net par outsting as of June 30, 2009. Data was gathered femeral third-party sources such as
trustee reports, Intex, Bloomberg and rating agemelysites; therefore, amounts and distributions difigr depending on data source and
interpretation. Collateral ratings are current Bdume 30, 2009. The totals may not sum due todimgn

@ vears in which no exposure was insured were omi
@  Below IG (Investment Grade) denotes collateral ikmadings of below BBI-.

@) These years contain deals with allowances for gfithranches of leveraged investment grade cotpalebt. Collateral contained in referenced Monathe obligations are
classified as Corporate Exposure as they are 1@0porate reference

The table does not provide collateral level dedaill2 Investment Grade CDOs totaling $0.4 billiémet par. These deals were insured prior to 200addition, all 12 deals were
rated triple-A at the time MBIA wrote insurance on the

4)

Investment Grade Corporate CDO Portfolio: Vintage axd Collateral Ratings of CDOs Containing Non Subpnne RMBS

$ in millions Vintage of Non Subprime RMBS Non Subprime RMBS - Ratings As of June 30, 2009
% Collateral that 2005
Net Par and
Year Insured (1) Outstanding  is Non Subprime Prior 200€ 2007 Total AAA AA A BBB Below IG @ Total
2003 and Prio 3,84¢ 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
2004(3) 5,61¢ 2% 1% 1% 0% 2% 0% 0% 0% 0% 2% 2%
2005() 7,81¢ 3% 1% 2% 0% 3% 0% 0% 0% 0% 3% 3%
2006() 6,33t 3% 0% 2% 0% 3% 0% 0% 0% 0% 3% 3%
2007®) 13,63¢ 2% 0% 1% 1% 2% 0% 0% 0% 0% 2% 2%
Subtotal $ 37,24¢
35z Investment Grade Corporate CDOs insured in the 8oy Market prior to 2003 (12 CDC(4)
Grand Total $ 37,59

All figures represent MBIA'’s insured net par outsting as of June 30, 2009. Data was gathered femmral third-party sources such as
trustee reports, Intex, Bloomberg and rating agemelysites; therefore, amounts and distributions difigr depending on data source and
interpretation. Collateral ratings are current dume 30, 2009. The totals may not sum due todimgn

@ vears in which no exposure was insured were omi
@ Below IG (Investment Grade) denotes collateral ikmadings of below BBI-.

@) The years contain deals with allowances for syitheainches of leveraged investment grade corpatelte. Collateral contained in referenced Monothenabligations are classified
as Corporate Exposure as they are 100% corporf@enees

The table does not provide collateral level degaill2 Investment Grade CDOs totaling $0.4 billiémet par. These deals were insured prior to 200addition, all 12 deals were
rated tripleA at the time MBIA wrote insurance on the

4)
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Investment Grade Corporate CDO Portfolio: Vintage and Collateral Ratings of CDOs Containing CDOs of A

$ in millions Vintage of CDO of ABS CDO of ABS - Ratings As of June 30, 2009
% Collateral that 2005 anc
Net Par
Year Insured @ Outstanding _is CDO of ABS Prior 200¢€ 2007 Total AAA AA A BBB Below IG @ Total
2003 and Prio 3,84¢ 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
2004(3) 5,61€ 2% 1% 1% 0% 2% 0% 0% 0% 0% 2% 2%
2005®) 7,81% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
2006() 6,33t 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
2007®) 13,63¢ 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
Subtotal $ 37,24
352 Investment Grade Corporate CDOs insured in the i&ksoy Market prior to 2003 (12 CDQ®)
Grand Total $ 37,597

All figures represent MBIA'’s insured net par outsting as of June 30, 2009. Data was gathered femmral third-party sources such as
trustee reports, Intex, Bloomberg and rating agemelysites; therefore, amounts and distributions difigr depending on data source and
interpretation. Collateral ratings are current Bdume 30, 2009. The totals may not sum due todimgn

@ vears in which no exposure was insured were omi

@ Below IG (Investment Grade) denotes collateral ikmadings of below BBI-.

@) These years contain deals with allowances for gfitthranches of leveraged investment grade cotpalebt. Collateral contained in referenced Momatha& obligations are
classified as Corporate Exposure as they are 1@0porate reference

®)  The table does not provide collateral level degaitl2 Investment Grade CDOs totaling $0.4 billiémet par. These deals were insured prior to 200addition, all 12 deals were
rated triple-A at the time MBIA wrote insurance on the

High Yield Corporate CDO

The High Yield Corporate CDO portfolio totaling $4illion is largely comprised of middle-marke®spal-opportunity corporate loan
transactions, broadly syndicated bank CLOs andr alitieage corporate high yield bond CDOs. The CxOthis category are diversified by
both vintage and geography (with European and tbfateral). MBIA Corp.’s net par exposure to Higleld Corporate CDOs represents
10% of the MBIA Corp.’s CDO exposure and approxiehat% of MBIA Corp.’s total net par insured asohe 30, 2009. MBIA Corp. did
not experience any material credit deterioratiothts portfolio during the six months ended JungeZ8®9. The High Yield Corporate CDO
portfolio did not contain any Subprime RMBS, Norbgtime RMBS, and CDOs of ABS exposures.

The following table shows the collateral compositioriginal and current subordination for the Higield Corporate CDOs, as well as the net

derivative asset/(liability) for each year insur@tie collateral level detail for each year insuneb calculated using a weighted average of the
net par written for deals closed for the insuredry@he total collateral amount of the portfoliacegds the net par written as a result of credit

enhancement (such as over-collateralization andrdifmtion) and reinsurance.
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High Yield Corporate CDOs: Collateral Composition, Subordination, and Net Derivative Asset/Liability

$ in millions Collateral as a % of Performing Pool Balance as afune 30, 2009
Current Subordination Range Original Subordination Range Net Derivative Asset /
Year Insured (1) Ou'\tlsttzatig{ng Corp. Below MBIA (@) Below MBIA (2) Liability 3)
1997 54 10C% 0.0% 4 12.1% -
1998 0 10C% 0.C% 28.4-34.2% -
1999 20 10C% 11.6% 22.5-29.4% -
2002 220 10C% 12.2% 19.4% -
2003 817 10C% 16.2-58.8% 24.2-40.(% -
2004 3,064 10C% 28.5-31.1% 22.(-33.%% -
2005 1,194 10C% 18.€-35.7% 21.6-34.(% 1)
2006 4,277 10C% 10.C-46.4% 10.C-49.(% 0
2007 2,201 10C% 28.(-41.(% 31.C-42.(% (4)
Subtotal $ 11,846 $ (5)
578 0
Grand Tota $ 12,424 $ (5)

Data was gathered from several third-party sousoel as trustee reports, Intex, Bloomberg andgatgency websites; therefore, amounts
and distributions may differ depending on data sewand interpretation. The totals may not sum dueunding.

@ vears in which no exposure was insured were omi
@ The range represents the minimum and maximum sutzdran for deals written in that yee

®)  This column represents the net derivative assethility) primarily for CDS deals written in thatar. Note that not all insurance contracts areicemed derivatives. Please refer to
“Note 5: Fair Value of Financial Instruments” arlddte 8: Derivative Instruments” in the Notes to €olidated Financial Statements for the Companyt®asting treatment of
derivatives (including CDS on CDO¢

#)  CcDOs with zero subordination are currently beingediated and have reserves established against

®) " The table does not provide collateral level desni6 High Yield CDOs totaling $0.6 billion of ngar. These deals were insured prior to 2004. Iitiadd all 26 deals were rated
triple-A at the time MBIA wrote insurance on the

Structured CMBS Pools and CRE CDOs

The Structured CMBS Pools and CRE CDO portfolia diversified global portfolio of highly-rated sttured transactions primarily
supported by collateral from the CRE sector. Tloidfplio can be sub-divided into two distinct padBtructured CMBS pools and CRE
CDOs.

MBIA Corp.’s exposure to Structured CMBS Pools liag$35.2 billion represents 30% of MBIA Corp.’®0O exposure and approximately
16% of MBIA Corp.’s total net par insured as of 80, 2009. These transactions are pools of CM@&| Bstate Investment Trust (“REIT”)
debt and CRE CDOs that were structured with alfiist deductible sized to a triple-A (or a multipferiple-A) level of credit protection
before consideration was given to the wrap provioke¢the Company. The credit protection sizing wasnation of the underlying collateral
ratings and the structural attributes. MBIA’s gudeg for most structured CMBS pool transactionscelosses on collateral assets once a
deductible has been eroded. The securities indbkgre either cash assets or (more typically) s referenced synthetically. Each pool
consists primarily of CMBS securities drawn fromaage of different CMBS securitizations, which imrt are backed by a diverse pool of
loans secured by CRE properties. The Company’'stired CMBS Pools are static, meaning that theatmihl pool of securitizations cannot
be changed.

MBIA Corp.’s CRE CDO exposure comprised approximya88 or $9.7 billion of MBIA Corp.’s CDO exposuend 4% of the Company’s
total insured net par as of June 30, 2009. CRE C&®snanaged pools of CMBS, CRE whole loans, B-$Jatezzanine loans, REIT debt
and other securities (including, in some instanbaskets for RMBS and CRE CDOs) that allow for veistment during a defined time
period. The structures benefit from typical CDQustural protections such as cash diversion triggamtateral quality tests and manager
replacement provisions. MBIA guarantees timelyriese and ultimate principal on these CDOs. As withCompany’s other CDOs, these
transactions are generally structured with triplesAa multiple of triple-A credit support protemti below the Company’s guarantee.
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The following table shows the collateral compositioriginal and current subordination for Structu@VBS Pools and CRE CDOs, as well
as the net derivative asset/(liability) for eachryi@sured. The collateral level detail for eachnjesured was calculated using a weighted
average of the net par written for deals closedHerinsured year. The total collateral amounhefportfolio exceeds the net par written as a
result of credit enhancement (such as over-codéization and subordination) and reinsurance.

Structured CMBS Pools and CRE CDOs: Collateral Compsition, Subordination, and Net Derivative Asset/Lability

$ in millions Collateral as a % of Performing Pool Balance as afune 30, 2009
Current Original
Subordination Subordination
Whole REIT Sub- Net Derivative / Asse
Year Insured Net Par Cusip prime Other Range Below Range Below
@ Outstanding CMBS Loans Debt RMBS RMBS ABS Other Total MBIA 3) MBIA 3) (Liability) )
CRE CDOs
2004 40€ 64% 1% 19% 14% 3% 0% 0%  100% 20.6-23.0% 22.0-22.4% -
2005 1,415 59% 1% 9% 17% 4% 5% 6%  100% 17.2-31.9% 18.(-36.0% (18)
2006 3,432 39% 50% 4% 1% 0% 0% 7%  100% 18.€-59.3% 24.(-55.0% (15)
2007 4,46¢ 61% 26% 4% 1% 1% 0% 6%  100% 18.4-52.9% 20.¢-60.0% (42)
Subtotal $ 9,72¢ $ 74)
Structured CMBS Pools
2003 15€ 62% 0% 37% 0% 0% 0% 1%  100% 32.6% 32.2% -
2005 2,20( 100% 0% 0% 0% 0% 0% 0%  100% 8.0% 8.0% (4)
2006 7,19: 89% 0% 0% 0% 0% 0% 11%  100% 10.¢-70.0% 10.C-70.0% (13¢)
2007 25,28: 97% 0% 0% 0% 0% 0% 3%  100% 5.C-83.4% 5.C-82.3% (502
Subtotal $ 34,83: $ (641
Total $ 44,55¢ $ (715)
281 Structured CMBS Pools insured in the Secondary klapkior to 2003 (8 poold4) -
Grand Total $ 44,837 $ (715

Data was gathered from several third-party sousoeh as trustee reports, Intex, Bloomberg andgatgency websites; therefore, amounts
and distributions may differ depending on data sewand interpretation. The totals may not sum dueunding.

(@)
(@)
(©)

Years in which no exposure was insured were omi
The range represents the minimum and maximum sutadion for deals written in that ye:

This column represents the net derivative assati(iiy) primarily for CDS deals written in that ge Note that not all insurance contracts are ctamed derivatives. Please refer to
“Note 5: Fair Value of Financial Instruments” arlddte 8: Derivative Instruments” in the Notes to €olidated Financial Statements for the Companyt®aeting treatment of
derivatives (including CDS on CDO¢

®)  The table does not provide collateral level degaikight Structured CMBS pools totaling $0.3 biilief net par executed in the secondary market. &teals were insured prior to
2005. In addition, all eight deals were rated &-A at the time MBIA wrote insuranc

The Company’s $44.8 billion net par Structured CMBIs and CRE CDO portfolio at June 30, 2009 didcontain any CDOs of ABS
exposures, and the Structured CMBS Pools did notbaoany Subprime and Non-subprime RMBS exposUies.underlying credit ratings
of the collateral that support the Subprime RMB8nubprime RMBS exposures along with their vintagepresented for the CRE CDO
portfolio in the following tables.
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CRE CDOs: Vintage and Collateral Ratings of CDOs Cotaining Subprime RMBS

$ in millions Vintage of Subprime RMBS Subprime RMBS - Ratings As of July 16, 2009
% Collateral that 2005
Net Par and
Year Insured (1) Outstanding is Subprime Prior 2006 2007 Total AAA AA A BBB Below IG (@) Total
CRE CDOs
2004 40€ 14% 11% 0% 2% 14% 1% 0% 5% 2% 6% 14%
2005 1,415 17% 11% 3% 2% 17% 0% 1% 2% 7% 7% 17%
2006 3,43 1% 0% 0% 0% 1% 0% 0% 0% 0% 0% 1%
2007 4,46¢ 1% 0% 0% 0% 1% 0% 0% 0% 0% 0% 1%
Subtotal $ 9,72¢

34,83. Structured CMBS Pool

Tota$ 44,55¢
281 Structured CMBS Pools insured in the Secondary Etgpkior to 2005 (8 pool<3)
Grand Total $ 44,837

All figures represent MBIA'’s insured net par outsling as of June 30, 2009. Data was gathered femmral third-party sources such as
trustee reports, Intex, Bloomberg and rating agemelysites; therefore, amounts and distributions difigr depending on data source and
interpretation. Collateral ratings are current&duly 16, 2009. The totals may not sum due to dingp

@ vears in which no exposure was insured were omi
@ Below IG (Investment Grade) denotes collateral ikmadings of below BBI-.

®)  The table does not provide collateral level degaikight Structured CMBS pools totaling $0.3 biiliof net par executed in the secondary market. &teals were insured prior to
2005. In addition, all eight deals were rated &-A at the time MBIA wrote insuranc

CRE CDOs: Vintage and Collateral Ratings of CDOs Cotaining Non Subprime RMBS

$ in millions Vintage of Non Subprime RMBS Non Subprime RMBS - Ratings As of July 16, 2009
% Collateral that 2005
Net Par and
Year Insured (1) Outstanding is Non Subprime Prior 2006 2007 Total AAA AA A BBB Below IG (@ Total
CRE CDOs
2004 40€ 3% 1% 1% 1% 3% 1% 0% 0% 2% 0% 3%
2005 1,415 4% 2% 2% 0% 4% 0% 0% 0% 3% 1% 4%
2006 3,43 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
2007 4,46¢ 1% 1% 0% 0% 1% 0% 0% 0% 0% 0% 1%
Subtotal $ 9,72¢
34,83. Structured CMBS Pool
Total $ 44,55¢
281 Structured CMBS Pools insured in the Secondary Etapkior to 2005 (8 pool«3)
Grand Total $ 44,837

All figures represent MBIA'’s insured net par outsling as of June 30, 2009. Data was gathered femmral third-party sources such as
trustee reports, Intex, Bloomberg and rating agemelysites; therefore, amounts and distributions difigr depending on data source and
interpretation. Collateral ratings are current&duly 16, 2009. The totals may not sum due to dingp

@ vears in which no exposure was insured were omi
@ Below IG (Investment Grade) denotes collateral ikmadings of below BBI-.

®)  The table does not provide collateral level degaikight Structured CMBS pools totaling $0.3 biilief net par executed in the secondary market. &teals were insured prior to
2005. In addition, all eight deals were rated &-A at the time MBIA wrote insuranc
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While we have observed continued stress in the CMiB&ket, including a substantial rise in delinquesdy borrowers, we have not
recognized impairments on these transactions. fatic pooled portfolio comprises over 56,000 loand is well diversified geographically
and by property type in keeping with the industsyaavhole. The current weighted average debt senogerage ratio of underlying
mortgages in the CMBS pools is 1.55, with a weidl#teerage loan-to-value ratio of 70%. The matwitéthe underlying mortgages are
generally between 6 to 7 years, with over 95% efdbllateral in the form of fixed-rate loans. Thésetors, combined with MBIA deall
attachment points ranging from 5% to 80% dependjman collateral composition provide substantiat@ction against losses. Additionally,
underlying bond collateral loss coverage in ourlpgenerally ranging from 2% to 30% provides furthetection against losses.

Delinquencies of underlying commercial mortgagestiooie to rise, albeit from historically low levelss of June 30, 2009, 30-day and over
delinquencies continued to increase rapidly inGMBS market to 4.0% and in MBIA'’s insured portfoldl%, primarily due to MBIA’s
concentration in the 2006 vintage. MBIA believefirdpiencies will continue to increase over the rieta@ 15 months. Large increases in
delinquencies this quarter have been driven byo#mkruptcies of several notable borrowers, sudBexseral Growth Properties.

Over the past six months, all three major ratingreies announced and/or executed plans to revidwl@awngrade recent vintage CMBS
collateral. Moreover, they continue to change thaidamental rating methodologies for this sedtany of our positions have been
downgraded by one or more of the agencies. Givemegbent increase in delinquencies we have alsogiaded many of our positions
internally. Given these actual and anticipated dgades, some of the Company'’s insured positionshedyrther downgraded. In addition,
we believe there continues to be a risk of a seardeprolonged recession, which could result indased losses on CMBS collateral. In such
an event, the performance of the underlying comiakenwortgages in the portfolio may be materiallwaely affected. In the event that loan
level losses exceed the credit enhancement inaalspthe Company could incur substantial losses.

Investment Management Services Operatic

Our investment management services operationsge@sset management advisory services, includsiy m@anagement, discretionary asset
management and structured products, to the putdiefor{profit, corporate and financial services sectors. 6o have investment agreem
MTN, and commercial paper programs related to fogaissets for third-party clients and for investtmmmposes. Such products and services
are provided primarily by MBIA Inc. and certainits wholly owned subsidiaries. The investment mamagnt services operations consist of
three operating segments: advisory services, wdocdlsist of third-party and related-party fe@sed asset management; asset/liability proc
which include investment agreements and MTNs rlated to the conduit segment; and conduits. Thegaidowngrades of MBIA Corp.

have resulted in the termination and collaterailiraof certain investment agreements and, togetftarthe rising cost and declining
availability of funding and illiquidity of many assclasses, have caused the Company to begin wimidivwn its asset/liability products and
conduit businesses.

The following tables summarize the results andtasseder management of our investment managemesites operations for the three and
six months ended June 30, 2009 and 2008. Thesksrestiude revenues and expenses from transaatiithghe Company’s insurance and
corporate operations.
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Three Months Ended June 30,

2008
$ 252
15

(69
(40¢)
(436)

(43¢€)

66

(581)

22

245

265

$  (84¢)

$ 21,977
37,83
$ 59,80¢

Six Months Ended June 30,

In millions 2009
Net investment incom $ 52
Fees and reimburseme! 12
Net gains (losses) on financial instruments atvalue and foreig
exchange 11t
Net realized gains (losse 18
Investment losse- othe-thar-temporary impairment (26%)
Non-credit related losses on investments not expdotéé sold
(recognized in accumulated other comprehensivég 15¢
Net investment losse¢- othe-thar-temporary impairment (207
Net gains on extinguishment of de 11¢F
Total revenue 20&
Operating 21
Interest 69
Total expense 90
Pre-tax income (loss $ 11F
Ending assets under managem
Third-party $ 24,07(
Affiliated 18,69¢
Total $ 42,76:
In millions 2009
Net investment incom $ 122
Fees and reimbursemel 24
Net gains (losses) on financial instruments atfalue and foreig
exchange 161
Net realized gains (losse 45
Investment losse- othe-thar-temporary impairment (461)
Non-credit related losses on investments not expdotée sold
(recognized in accumulated other comprehensivég 15¢
Net investment losse¢- othe-thar-temporary impairment (303)
Net gains on extinguishment of d¢ 11¢
Total revenue 16¢
Operating 38
Interest 164
Total expense 202
Pre-tax income (loss $ (39
Ending assets under managem
Third-party $ 24,07(
Affiliated 18,69¢
Total $ 42,76¢

129

2008
$ 602
26

(10
(369)
(660)

(660)
79

(332)
40

56€
60¢€

$ (939

$ 21,97
37,83
$ 59,80¢

Percent Change
2009 vs. 2008
(79%)
(15%)

n/m
10%%
3%

100%
75%
75%
13506
(13%)
(71%)
(66%)
114%

10%
(51%)
(29%)

Percent Change
2009 vs. 2008
(80%)
(4%)

n/m
112%
30%

10(%
54%
50%
15(%
(5%)
(71%)
(67%)
96%

10%
(51%)
(29%)
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For the three months ended June 30, 2009, investmamagement services’ revenues were a gain of 826n compared with a loss of
$581 million for the same period of 2008. Excludiveg realized gains and losses, net investmentdos®ther-than-temporary impairments,
and net gains on financial instruments at fair gaad foreign exchange, revenues were $179 mitlionpared with revenues of $333 million
in the second quarter of 2008. For the first sixthe of 2009, investment management services’ i@&were a gain of $168 million
compared with a loss of $332 million in 2008. Extihg net realized gains and losses, investmenésosother-than-temporary impairments,
and net gains on financial instruments at fair gaund foreign exchange, revenues were $265 miitiothe six months ended June 30, 2009
compared with revenues of $707 million for the sgraeod of 2008. The decreases in revenues fahtlee and six months ended June 30,
2009 were primarily due to lower assets under mamagt, particularly in the asset/liability produsegment, together with reduced interest
income from lower yielding short-term assets pusetbto increase the liquidity of that segment,igliyrtoffset by greater gains on
extinguishment of debt from repurchasing MTNs. Toteestment management services’ expenses fahtke months ended June 30, 2009
were $90 million, down 66% compared with the secquarter of 2008. For the six months ended Jun@@@9, total expenses of $202
million decreased by 67% from the same period @820 he decreases in expenses for the quartemantbsths were primarily driven by a
decline in interest expense from lower MTN and stagent agreement balances outstanding and loweatiqgeexpenses that vary with asset
and liability balances, partially offset by a resadrin 2008 of compensation-related accruals resmbia prior years.

In the second quarter of 2009, the Company addpgegrovisions of FSP FAS 115-2, “Recognition angisBntation of Other-Than-
Temporary Impairments”. The new accounting guidaecgiires us to reduce net investment losses detatether-than-temporary
impairments with the portion management determiodse other than credit related losses. Creditedlsses are identified as the amount of
cash flows not expected to be received over thairng term of the security using the Company’sdisted cash flow projections and
assumptions. The difference between the fair vahdethe amount we do not expect to receive overaimaining term of the security is the
non-credit losses.

Investment losses related to other-than-tempompairments in the investment management servicesatipns were $265 million for the
three months ended June 30, 2009 compared witedaxs$436 million for the same period of 2008. tfar six months ended June 30, 2009,
investment losses related to other-than-temporapairments were $461 million compared with losse®660 million for the same period of
2008. The investment losses related to other-themporary impairments for the three and six montitked June 30, 2009 are partially offset
by non-credit related losses of $158 million ongstiments not expected to be sold. The new accaugtilance was to be applied
prospectively and, as such, there is no reductoorded in the three and six month period ended 30n2008 nor is there a reduction
recorded during the first three months of the sonth period ended June 30, 2009. Had this accaygtimdance been in effect for prior
periods, the total net investment losses relatedher-than-temporary impairments would have besa by the amount of the non-credit
related losses expected on those investments dilmingespective period. Upon adoption of FSP FAS2,1the non-credit related losses

adjustment to retained earnings. Refer to “Notegestments’in the Notes to Consolidated Financial Statemeortéurther information abor
the effects of adopting FSP FAS 115-2 on our fingratatements.

Net gains on financial instruments at fair valud &reign exchange in the investment managemewicgsroperations for the three mon
ended June 30, 2009 were $115 million compared matHosses of $69 million for the same period @& For the six months ended

June 30, 2009, net gains on financial instrumentsiavalue and foreign exchange were $161 milkompared with net losses of $10 million
for the same period of 2008. The net gains foitlihee and six months ended June 30, 2009 were ifrganerated from gains on interest
rate swaps due to higher interest rates. The sséin the first and second quarter of 2008 weneapily generated from losses on CDSs

to wider spreads and the terminations of swapofAlsine 30, 2009, ending assets under managemeab42.8 billion, $0.8 billion lower
compared with assets under management of $43i6rbils of December 31, 2008 and $17.0 billion loe@npared with assets under
management of $59.8 billion as of June 30, 200&r&sses in assets under management were predoiyidaato a reduction in outstanding
investment agreements and MTNs within the asskilitiaproducts segment from scheduled amortizattermination of investment
agreements due to ratings downgrades, and rep@xb&s/TNs by the Company. Conduit ending assefsided in assets under manager
as of June 30, 2009 totaled $1.8 billion compargd $2.4 billion as of December 31, 2008. Condsgets declined due to the maturity and
scheduled amortization of transactions. Advisoryises segment balances, which include assets rmedrfagexternal clients and our
insurance and corporate investment portfolios,gased $2.9 billion for the three months ended 30n@009 due to an increase in third-party
assets managed. Total average assets under mamigEmreased 8% to $42.2 billion for the three rsminded June 30, 2009 from $46.0
billion for the three months ended December 318200e to decline in the asset/liability productd aonduit segments partially offset by an
increase in assets managed for third-party clients.

The following provides a summary of each of theestment management services’ businesses by sedRedat.to “Note 12: Business
Segments” in the Notes to Consolidated Financiaie®tents for additional information about the Conyp@investment management
services’ segments.
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Advisory Service

Three Months Ended June 30,  Percent Change Six Months Ended June 30,  Percent Change
In millions 2009 2008 2009 vs. 2008 2009 2008 2009 vs. 2008
Total revenue $ 13 $ 18 (28%) $ 27 $ 35 (25%0)
Total expense 12 12 3% 22 20 8%
Pre-tax income (loss $ 13 6 (79%) $ 5% 15 (68%)

For the three months ended June 30, 2009, advésowjces reported pre-tax income of $1 million canagl to $6 million in the same period

of 2008. For the six months ended June 30, 20@tgprincome of $5 million was down $10 million cpaned with the same period of 2008.
The decrease in pre-tax income for the three anthenths ended June 30, of 2009 primarily resuitech a decrease in asset management
fees earned on assets in our asset/liability prisdared conduit segments, which declined substntial

Average third-party assets under management fahtee months ended June 30, 2008 were $34.1rhiliompared with $32.1 billion in the
fourth quarter of 2008. As of June 30, 2009, tlpedty ending assets under management at market wadte $24.1 billion, increasing 18%
from $20.3 billion as of December 31, 2008. Theease in third-party ending assets under managemsuited from increases in municipal
pool balances and, to a lesser extent, increasdisdretionary account balances related to existimgjnew accounts. As of June 30, 2009,
ending assets under management at market valuedetathe Company’s other segments (affiliateg)ev#i8.7 billion, decreasing 20% from
$23.3 billion as of December 31, 2008. The decr@asssets managed for affiliates was principdlly tesult of sales of investments to
repurchase MTNs and repay maturing and terminaiegstment agreements in our asset/liability proglasegment.

The Company has issued commitments to three paoledtment programs managed or administered by MBRISC and its subsidiary.
These commitments cover losses in such programgdtiee net asset values per share decline belewifsgd per share values. At June 30,
2009, the maximum amount of future payments theGbmpany would be required to make under thesenitonents was $7.3 billion. The
commitments will be in effect so long as MBIA-MIS@d its subsidiary remain as manager or adminigteatd each program remains in
compliance with its respective investment objectiaad policies. Although the pools generally haghiquality short-term investments,
given the current credit and liquidity environmethgre is an increased risk that the Company wiltdgjuired to make payments or incur a
loss under these guarantees in the event of miatediemptions by shareholders of the pools andhéteal to liquidate investments held in the
pools. These guarantees are accounted for as tiegsjaand the net unrealized gains (losses) aetterivatives for the three and six months
ended June 30, 2009 and 2008 were gains of $2dhdutsses of $1 thousand, gains of $2 thousashdains of $11 thousand, respectively.
The Company has, and may in the future, purchasssiments at its discretion from the pooled investnprograms it manages, whether or
not such programs have been guaranteed by the @gmpa

Asset/Liability Product

Three Months Ended June 30, Percent Change Six Months Ended June 30 Percent Change
In millions 2009 2008 2009 vs. 2008 2009 2008 2009 vs. 2008
Total revenue $ 171 $ (623 (12%) $ 121 $ (429 12€%
Total expense 75 23E (68%) 172 538 (68%)
Pre-tax income (loss $ % $ (85¢) (111%)$ (651) $ (957 95%

For the three months ended June 30, 2009, asb#i§igroducts reported a pre-tax gain of $96 millcompared with pre-tax loss of $858
million for the same period of 2008. For the sixntits ended June 30, 2009, pre-tax loss was $5ibmitompared to $957 million for the
same period of 2008. The pre-tax gain for the timeaths ended June 30, 2009 resulted from $116milif net gains on financial
instruments recorded at fair value and foreign ardge, $95 million on net gains on MTN repurchasgsgyand investment agreement
terminations, and partially offset by $108 millioninvestment losses — other-than-temporary impams The pre-tax loss for the six months
ended June 30, 2009 resulted from $303 milliomirestment losses — other-than-temporary impairmeatsially offset by net gains on
financial instruments at fair value and foreignfeege of $171 million and net gains on extinguishineé debt of $98 million. Excluding
realized gains and losses from investment secsiritiet gains and losses on financial instrumerf@ratalue and foreign exchange,
investment losses — other-than-temporary impairmemtd net gains from debt repurchases, the segnpeattax gain for the three months
ended June 30, 2009 was $26 million compared wektax loss of $8 million for the same period 0080For the six months ended June 30,
2009, the segment’s pre-tax loss, excluding redlgans and losses from investment securitiesgaies and losses on financial instruments
at fair value and foreign exchange, investmentdsssother-than-temporary impairments, and netsgaimm debt repurchases, was $62
million compared with pre-tax income of $6 thousavith the same period of 2008.
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These decreases were principally due to a signifidacline in net interest income, which resultef a decrease in total assets in the
segment and interest earned on remaining assets ebalanced the portfolio into cash and shortri@vestments to meet current and future
liquidity needs, together with increased interests for inter-segment loan facilities from the Quamy’s structured finance and international
insurance segment, the U.S. public finance ins@waegment, and the corporate segment.

As of June 30, 2009, principal and accrued intesatttanding on investment agreement and MTN otitiga and securities sold under
agreements to repurchase totaled $6.2 billion coetpaith $9.7 billion at December 31, 2008. In &iddi, as of June 30, 2009, the segment
had a repurchase agreement outstanding with MBI#Jor $2.0 billion and cash advanced from the @any’s corporate segment of $600
million, which was unchanged from December 31, 2@ksh and investments supporting the segmenbiitiies, including intercompany
liabilities, had market values plus accrued inteoé$5.8 billion and $9.1 billion as of June 3008 and December 31, 2008, respectively.
These assets comprise securities with an averagé quality rating of singlé:. The fair values of assets increased for thestimenths ende
June 30, 2009 relative to the carrying value dfilides due to the tightening of credit spreadsoas the fixed-income market in general and
for certain specific asset holdings, while theilitibs are not carried at fair value. Additionalleceivables for securities sold net of payables
for securities purchased were $7 million and $6Hlionias of June 30, 2009 and December 31, 20@®eatively. Refer to the “Liquidity”
section included herein for a discussion aboutithedity position of the asset/liability produgtsogram.

Through MBIA Inc., the asset/liability products segnt has also entered into matched repurchasesaatse repurchase agreements with
National. These agreements, collectively, proviidg-quality collateral to the asset/liability produstsgment, which is then pledged to
investment agreement counterparties, and low-ng&stment portfolio yield enhancement to the Uiihlip finance insurance segment.

Conduits

Three Months Ended June 30, Percent Change Six Months Ended June 30, Percent Change
In millions 2009 2008 2009 vs. 2008 2009 2008 2009 vs. 2008
Total revenue $ 23 $ 31 (21%) $ 24 $ 71 (65%0)
Total expense 5 25 (78%) 12 67 (81%)
Pre-tax income (loss $ 18 $ 6 n/m $ 12 % 4 n/m

For the three months ended June 30, 2009, our dsrsigment reported a pre-tax gain of $18 miltompared with a pre-tax gain of $6
million for the same period of 2008. For the sixntis ended June 30, 2009, pag-income of $12 million increased $8 million frahe sam
period of 2008. Excluding losses on financial instents at fair value and foreign exchange and aiesgn extinguishment of debt,
Conduits’ pre-tax loss was $1 million for the threenths ended June 30, 2009 compared witltgpeéacome of $4 million in the same per

of 2008. For the six months ended June 30, 2009uéxg losses on financial instruments at faiuesnd foreign exchange and net gains on
extinguishment of debt, Conduits’ pre-tax loss 8% million compared with pre-tax income of $7lrait for the same period of 2008. The
increase in pre-tax income for the three and sirthmended June 30, 2009 principally resulted filoemnet gains on debt extinguishment
partially offset by net losses on financial instents at fair value and foreign exchange primangsist of an $1 million and $9 million loss,
respectively, related to fair valuing an embeddedvdtive, which captures the difference betwediiairexpectations of cash receipts in three
Meridian Funding Company, LLC (“Meridian”) prepasvaps and updated expectations based upon rexdashdlow/discount factors.

Certain of MBIA's consolidated subsidiaries have invested in ondaiv debt obligations or have received compensdtio services provide

to our conduits. As such, we have eliminated irgemgany transactions with our conduits from our otidated balance sheet and stateme
operations. After the elimination of such intercanp assets and liabilities, conduit investmentsliting cash) and conduit debt obligations
totaled $2.1 billion at June 30, 2009. The effddhe elimination on the Company’s consolidatecabak sheet is a reduction of fixethturity
investments, representing investments in conduiNgiby other MBIA subsidiaries, with a correspondiaduction of conduit MTNs

Meridian is one of two MBlAewned and administered conduit financing vehidiésridian has invested the proceeds of a 2008 prepayir
eligible assets. Certain of the eligible assetewperchased from MBIA Inc. The eligible assetseagected to provide adequate proceeds to
meet Meridian’s obligations as they come due. &iflOne Funding Corporation (“Triple-A One”), anetiMBIA-owned and administered
conduit, historically issued commercial paper aradntained A-1/P-1 backstop liquidity facilities @ning 100% of the face amount of
commercial paper outstanding. During 2008, cond#im the asset-backed commercial paper marketialetted making it increasingly
difficult for Triple-A One to issue new commercjzper to repay maturing obligations. Accordinglyiple-A One began borrowing under its
liquidity facilities to repay maturing commerciadper. The financial guarantee policies issued byABorp. to insure the assets of Triple-A
One cannot be accelerated to repay maturing conah@aper or borrowings under liquidity facilitiesd only guarantee ultimate payments
over time relating to the assets. By September 20@8e facilities were drawn in full and Triple&ne ceased issuing commercial paper. In
November 2008, Mooc's and S&P withdrew the ratings of Triple-A Oneitatrequest.
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Corporate Operations

Our corporate operations primarily consist of hogdcompany activities. The following tables summeathe consolidated results of our
corporate operations for the three and the six hanhded June 30, 2009 and 2008. These resultsiinatvenues and expenses from
transactions with the Company’s insurance and invest management services operations.

Three Months Ended June 30,  Percent Change

In millions 2009 2008 2009 vs. 2008
Net investment incom $ 4 3 7 (43%)
Net gains (losses) on financial instruments atvalue and foreign exchan 2 54 n/m
Net realized gains (losse 4 3 33%
Net gains on extinguishment of de 1 - n/m
Total revenue 7 64 (89%)
Operating 7 6 17%
Interest 18 19 (5%)
Total expense 2 25 0%
Pre-tax income (loss $ (18) $ 3 n/m

Six Months Ended June 30, Percent Change

In millions 2009 2008 2009 vs. 2008
Net investment incom $ 11 $ 15 (27%)
Net gains (losses) on financial instruments atvalue and foreign exchan (13) 11 n/m
Net realized gains (losse 3 1 n/m
Net gains on extinguishment of d¢ 2 - n/m
Total revenue 5 27 (81%)
Operating 15 13 15%
Interest 36 39 (7%)
Total expense 51 52 (2%)
Pre-tax income (loss $ (46) $ (25) 84%
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For the three months ended June 30, 2009, revemues corporate operations decreased 89% to fibmdompared with revenues of $64
million for the same period in 2008. Revenues iA2Mcluded a gain of $1 million related to failwiag warrants issued to Warburg Pincus,
which is included in net gains (losses) on finahicistruments at fair value and foreign exchangegared with a gain of $57 million in
2008. Additionally, net investment income decrease®4 million in 2009 from $7 million in 2008 dwe a decrease in yields on invested
assets and a decrease in the average balancessfadwassets. The average balance of invested dsstihed due to payments of interest on
corporate debt and operating expenses in the absémtividends from subsidiaries. For the three themnded June 30, 2009, expenses in
our corporate segment of $25 million were consistéth the same period in 2008. An increase in afieg expenses of $1 million, primarily
due to an increase in the amount of directors’affiders’ liability insurance expense allocatedhs segment, was offset by a $1 million
decrease in interest expense. Interest expenseadect as a result of repurchasing corporate deinigd2008 and 2009.

For the six months ended June 30, 2009, revenums ioorporate operations decreased 81% to $5omidlompared with $27 million for the
same period in 2008. Revenues in 2009 includedsadb$8 million related to fair valuing warrangsued to Warburg Pincus compared wi
gain of $12 million in 2008. Additionally, net insgnent income decreased to $11 million in 2009 f#&ird million in 2008 due to a decrease
in yields on invested assets and a decrease aw#rage balance of invested assets. The averagechadf invested assets declined due to
payments of interest on corporate debt and opgratipenses in the absence of dividends from sw&di For the six months ended June
2009, expenses in our corporate segment of $5lomilere slightly below the same period in 2008.iAerease in operating expenses of $2
million, primarily due to an increase in the amoahtlirectors’ and officers’ liability insurance panse allocated to this segment, was offset
by a $3 million decrease in interest expense. éstezxpense decreased as a result of repurchasimgrate debt during 2008 and 2009.

Taxes
Provision for Income Taxe
The Company’s income taxes and the related efietsix rates for the three and six months ended 30n2009 and 2008 are as follows:

Three Months Ended June 30,

In millions 2009 2008

Pre-tax income (loss $ 1,50: $ 2,93

Provision (benefit) for income tax $ 605 40.2% $ 1,238 42.1%
Six Months Ended June 30,

In millions 2009 2008

Pre-tax income (loss $ 2,48¢ $ (76%)

Provision (benefit) for income tax $ 89C 35 $ (58 7.€%

The Company'’s effective tax rate for the six morghded June 30, 2009 was primarily a result ofraralized net gain recorded on the
Company'’s derivatives portfolio, the tax-exempenesst from investments, and the change in the tiatuallowance. For the six months
ended June 30, 2009, the Company has recordedtovankrket net gains, which are treated as disdetes for purposes of calculating its
full year effective tax rate. The Compasgffective tax rate for the six months ended Bhe008 is primarily driven by the establishmefr
a valuation allowance.

Embedded in the current effective tax rates fortlinee and six months ended June 30, 2009 areutreffects of the Company’s expected
operating activities such as scheduled premiumiggnfees, and net investment income and operatipgnses. However, the discrete
treatment of the pre-tax amount of the unrealizetdgains which is taxed at a 35% rate and the &serén the valuation allowance relative to
the Company’s expected operating activities havdritiuted to the Company’s current effective tabesaor the quarter and year-date to b
higher. Absent these non-recurring and discretasfehe Company would expect to have effectiverddes for the quarter and six months
below the 35% statutory tax rate.

The Company has calculated its year-to-date effedttix rate by treating the unrealized net gaiftoimsured credit derivative portfolio as a
discrete item. As such, the tax on this net galgudated at the statutory tax rate of 35%, is@nsiment to the annual effective tax rate that
the Company has estimated for all other pre-tagrime Given its inability to estimate this item tbe full year of 2009, which directly affects
the Company’s ability to estimate its pee¢ gain or loss and the related effective tax fatehe full year of 2009, the Company believest ik
is appropriate to treat these unrealized net gares discrete item for purposes of calculatingeffective tax rate for the quarter. Further
changes in the fair value of the Company’s denixgafiortfolio during 2009 will impact the Compangsnual effective tax rate.
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Deferred Tax Asset, Net of Valuation Allowa

The Company is required to establish a valuatitbowalince against its deferred tax asset when iigertikely than not that all or a portion of
the deferred tax asset will not be realized. Albence, both positive and negative, needs to biftedl and considered in making the
determination. Future realization of the existirgdedred tax asset ultimately depends on the existehsufficient taxable income of
appropriate character (for example, ordinary inceersus capital gains) within the carryforward pdravailable under the tax law.

As of June 30, 2009, the Company reported a nercef tax asset of $1.3 billion primarily relatedinrealized losses recorded on the
Company'’s derivative and investment portfolioslued in the net deferred tax asset of $1.3 biligthe valuation allowance of $412
million. The change in the valuation allowancetfug six months ended June 30, 2009 includes atiedun the valuation allowance of $30
million as part of the adoption of FSP FAS 115Retognition and Presentation of Other-Than-Tempdrapairments.” Refer to “Note 3:
Recent Accounting Pronouncements” in the NotebéoQonsolidated Financial Statements for furtheculision about the adoption of FSP
FAS 115-2. As of June 30, 2008, the Company estaddi a valuation allowance of $199 million. RetefNote 11: Income Taxes” in the
Notes to Consolidated Financial Statements forthéun discussion about our deferred tax asset ahtion allowance

Ownership Change under Section 382 of the InteR®alenue Code

Section 382 of the Internal Revenue Code of 198@naended, imposes annual limitations on the atibm of NOL carryforwards, other tax
carryforwards, and certain built-losses, as defined under that Section, upomaneiship change. In general terms, an ownershipgghana
result from transactions that increase the aggesmahership of certain stockholders in our stockrimye than 50 percentage points over a
testing period (generally three years).

As of June 30, 2009, the Company has not experieac@wnership change under Section 382. Howewaerphe occurred as of June 30,
2009, the ownership change, in itself, would natehbad a material impact on the Company’s finammigition or results of operations. The
Company has already established a full valuatitowaince against its capital loss carryforwards tiedCompany has the intent to hold
securities with unrealized losses as of June 309 20 maturity or until such time as the value x&xe as not to trigger realized losses subject
to limitations under Section 382. Additionally, tBempany expects to have sufficient income toadilts alternative minimum tax credit,
which may be carried forward indefinitely. The Caamg has no net operating loss carryforwards fro8820

CAPITAL RESOURCES

The Company manages its capital resources to nraiap@ropriate claims-paying resources for Nati@ral MBIA Corp. Capital resources
are defined by the Company as total shareholdgrstyeand long-term debt issued by MBIA Inc. fongeal business purposes, surplus notes
issued by MBIA Corp., and bank loans under liquidi#cilities. As of June 30, 2009, total sharehadequity was $2.8 billion and total long-
term debt was $2.5 billion. MBIA maintains debtetels it considers to be prudent based on its ltashand total capital (shareholders’
equity plus long-term debt).

Securities Repurchase

Equity securities

Repurchases of stock may be made from time toitintiee open market or in private transactions amjiged by securities laws and other
legal requirements. We believe that share repueshean be an appropriate deployment of capitatéess of amounts needed to support our
liquidity and other business needs.

During the six months ended June 30, 2009, we ofaised 1.7 million common shares of MBIA Inc. unoler share repurchase program at a
cost of $4.2 million and an average price of $2éBshare. As of June 30, 2009, we had repurcreatsdl| of 42.1 million shares under our
share repurchase program at an average price dBp&r share and $115 million remained availahtieu the program.

MBIA Inc. also repurchased 1,082 shares of thetanting preferred stock of MBIA Insurance Corpamatat a purchase price of $10,000 per
share or 10% of the face value, of which 1,012eharere repurchased in connection with the prelsiarsounced tender offer. As of
June 30, 2009, 1,677 preferred shares of MBIA lasce Corporation remained outstanding with a cagryalue of $16.8 million.
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Debt securities

In addition to stock repurchases, MBIA Inc. orstsidiaries may repurchase their outstanding skxhrities at prices that we deem to be
economically advantageous. During the six montliedrdune 30, 2009, MBIA Inc. repurchased $11.lionilbar value outstanding of its
general corporate debt at an average price of &né®ur investment management services operagpuschased $403.9 million par value
outstanding of MTNSs issued by its asset/liabilitpglucts segment at an average price of 51.40. iadity, during the six months ended
June 30, 2009, MBIA Inc. repurchased $7.5 milli@m palue of surplus notes issued by MBIA Corp.rat@erage price of 30.67. The gain on
the repurchase of surplus notes is only refleatetié consolidated accounts of the Company.

Soft Capital

MBIA Corp. maintained a $450 million limited recaarstandby line of credit facility with a grouprogjor banks to provide funds for the
payment of claims in excess of the greater of $50on of cumulative claims, net of recoveries, 58 of average annual debt service with
respect to U.S. public finance transactions. Assallt of the reinsurance of all of MBIA Corp.’s Ugiblic finance insurance exposure by
National, MBIA Corp. voluntarily terminated the fhiy effective March 31, 2009. MBIA Corp. had natstanding borrowings under t
facility, and there were no early termination feegpremiums paid as a result of terminating thdifac

Shelf Registratior

From time to time, MBIA accesses the capital marketsupport the growth of its businesses. As swetfjled a registration statement on
Form S-3ASR with the SEC in June 2007 for an inueiteate amount which replaced and canceled rentimdétances on all prior shelf
registration statements filed with the SEC. Thislstegistration permits us to issue various delat equity securities described in the
prospectus filed as part of the registration statgimin February 2008, we filed amendments to aunmFS-3ASR to allow the issuance of
$1.15 billion of common stock as part of our cdsteengthening.

LIQUIDITY

As a financial services company, we carefully maniaguidity risk, which is the risk that an entager will not have sufficient resources to
meet contractual payment obligations when due. idameent of liquidity risk is of critical importante financial services companies, and
most failures of financial institutions have oca&dtin large part due to their inability to maintaiurficient liquidity resources under adverse
circumstances. Generally, lack of sufficient resesrresults from an enterprise’s inability to asdég capital markets or to sell assets at
values necessary to satisfy payment obligationfoameh unexpected acceleration of payments tced@tiilities. We encounter significant
liquidity risk in our insurance businesses, agsdility products business and corporate operations

The Company has instituted a liquidity risk managehframework to evaluate its enterprise-wide lilifyi position. The primary objective of
this risk management system is to monitor potefitjaidity constraints and guide the proactive ngaraent of liquidity resources to ensure
adequate protection against liquidity risk. Ouuldjty risk management framework monitors the Conymcash and liquid asset resources
using stress-scenario testing. Members of MBIAIs@emanagement meet frequently to review liquiditgtrics, discuss contingency plans
and establish target liquidity cushions on an gmtee-wide basis.

As part of our liquidity risk management framewonle also evaluate and manage liquidity on botlgallentity basis and a segment basis.
Segment liquidity is an important considerationtfte Company as we conduct the operations of oynocate segment and certain activities
within the asset/liability products segment of swestment management services operations from MBtADislocation in the global
financial markets, the overall economic downturthie U.S., and the loss of our triple-A insuranoarcial strength ratings in 2008
significantly increased the liquidity needs andrdased the financial flexibility in our segmentawéver, we continued to satisfy all of our
payment obligations and we believe that we haveaate resources to meet our ongoing liquidity néed®th the short-term and the long-
term. However, if the current market dislocation @sonomic conditions persist or worsen, the Comigdiquidity resources will experience
further stress.

Insurance Liquidity
U.S. Public Finance Insurance

Liquidity risk arises in our U.S. public financesirance segment when claims on insured exposisel ire payment obligations, when
operating cash inflows fall due to depressed nesinass writings, lower investment income, or ur@psted expenses, or when invested
assets experience credit defaults or significaalimes in fair value.
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Our U.S. public finance insurance segment’s finalngilarantee contracts cannot be acceleratedbtheritigating liquidity risk. However,
defaults, credit impairments and adverse capitakata conditions such as we are currently expeigncan create payment requirements as
a result of our irrevocable pledges to pay prinicgral interest, or other amounts owing on insutaiyations, when due. Additionally, our
U.S. public finance insurance segment requires fraghe payment of operating expenses. Finallytjdsal also provides liquid assets to our
asset/liability products segment through matchednehase and reverse repurchase agreements tasiipposiness operations and liquidity
position, as described below.

Since inception, National, the entity from which ee@nduct our U.S. public finance insurance business exhibited robust cash flows from
operations, and relatively stable and predictabh®@utflows. National had a substantial cash hod-$erm investment position of $506
million as of June 30, 2009, and a highly liquigeéstment portfolio. All restrictions on cash andastments related to the FGIC trust were
released on July 1, 2009 under the terms of theeagent.

As of June 30, 2009, the Company determined tlealiglidity position of its U.S. public finance im@nce segment was sufficient to meet
cash requirements in the ordinary course of busines

Structured Finance and International Insurance

Liquidity risk arises in our structured finance antkrnational insurance segment when claims omr@tsexposures result in payment
obligations, when operating cash inflows fall da@lépressed new business writings, lower investineome, or unanticipated expenses, or
when invested assets experience credit defaulignificant declines in fair value.

In general, our structured finance and internatisegment’s financial guarantee contracts and C@¥ffracts cannot be accelerated, thereby
mitigating liquidity risk. (Under the terms of oinsured CDS contract, the insured counterparty haase a right to terminate the CDS
contract upon an insolvency or payment default 81MCorp.) However, defaults, credit impairmentslaudverse capital markets conditions
such as we are currently experiencing, can creatment requirements as a result of our irrevocplgéges to pay principal and interest, or
other amounts owing on insured obligations, whesa dwditionally, our structured finance and intdimaal insurance segment requires cash
for the payment of operating expenses, as weltiasipal and interest related to its surplus nated preferred stock issuance. MBIA Corp.
also provides guarantees to the holders of out/abdity products debt obligations. If our aséiebility products segment were to be unable
to service the principal and interest paymentg®debt and investment agreements, the holdeleahsured liabilities would make a claim
under the MBIA Corp. insurance policies. MBIA Cohas lent $2.0 billion to the asset/liability prathisegment on a secured basis for the
purpose of minimizing the risk that such claim wbhe made. The loan matures in the fourth quaft2@dl. The timing of the repayment
may be affected by the performance of assets iaghet/liability product’s investment portfolio.

Since the fourth quarter of 2007, MBIA Corp. ma@/billion of cash payments, before reinsuransspeiated with insured second-lien
RMBS securitizations, as well as settlement paymeaititing to CDS contracts referencing CDO-squaegtl multi-sector CDOs. Among
MBIA Corp.’s outstanding insured portfolio, thegpes of insured exposures have exhibited the higlezgee of payment volatility and
continue to pose material liquidity risk to the Quamy'’s structured finance and international insoeasegment. As a result of the current
economic stress, MBIA could incur additional paytnesligations beyond these mortgage-related exgsswhich may be substantial,
increasing the stress on MBIA Corp.’s liquidity.

In order to monitor liquidity risk and maintain appriate liquidity resources for payments assodiat@#h our residential mortgage related
exposures, MBIA employs a stress scenario-basaitlity model using the same “Roll Rate Default Methlogy” as described under the
“Loss and Loss Adjustment Expense” heading withim‘Critical Accounting Estimatesection included herein. Using this methodologg,
Company estimates the level of payments that wbeltequired to be made under low probability sttegsl default assumptions of the
underlying collateral taking into account MBIA’sla@ation to cover such defaults under our insurgmulecies. These estimated payments,
together with all other significant operating, fiting and investing cash flows are forecasted theenext 24-month period on a monthly
basis and then annually thereafter to the finaumigtof the longest dated outstanding insuredgatilon. The stress-loss scenarios and cash
flow forecasts are frequently updated to accountf@nges in risk factors and to reconcile diffeembetween forecasted and actual
payments.

In addition to our residential mortgage stress agenwe also monitor liquidity risk using a Mor@arlo estimation of potential stress-level
claims for all insured principal and interest paysedue in the next 12-month period. These proistibilly determined payments are then
compared to the Company’s invested assets. Thisdtie liquidity model supplements the scenarioeobigquidity model described above
providing the Company with a robust set of liquiditetrics with which to monitor its risk position.
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The Company manages the investment portfoliossahgurance segments in a conservative manneritdgaimacash and liquid securities in
an amount in excess of all stress scenario payragoirements. To the extent our liquidity resourfedisshort of our target liquidity cushions
under the stress-loss scenario testing, the Compdinseek to increase its cash holdings positimimarily through the sale of high-quality
bonds held in its investment portfolio. As of J@te 2009, MBIA Corp. had unencumbered cash andableifor-sale investments of $3.5
billion, of which $1.7 billion comprised cash anigtiy liquid assets of MBIA Insurance Corporatiiie believe that MBIA Corp. has
sufficient cash on hand, liquid assets and futashageceipts to satisfy expected claims payments.

Investment Management Services Liquid

Within our investment management services opersittie asset/liability products segment has mategiadity risk. In addition to the
payment of operating expenses, cash needs in sk#ladility products segment are primarily foe thayment of principal and interest on
investment agreements and MTNSs, and for postingtesal under repurchase agreements, derivativekin@estment agreements. The
primary sources of cash within the asset/liabjitpducts segment used to meet its liquidity nerdsidle scheduled principal and interest on
assets held in the segment’s investment portfoitbdedicated capital held within the investment agament services operations. If needed,
assets held within the segment can be sold orinssgtured repurchase agreement borrowings to casde However, our ability to sell ass
or borrow against non-U.S. government securitigbénfixed-income markets decreased dramaticallijthe cost of such transactions
increased dramatically over the last year dueddrttpact of the credit crisis on the willingnessrfestors to purchase or lend against even
very high-quality assets. In addition, negativeintgrest spread between asset and liability postresulted from the need to hold cash as
collateral against terminable investment agreeroentracts and reduced the cash flow historicalbvjated by net investment income.

In order to monitor liquidity risk and maintain appriate liquidity resources for near-term cash aoithteral requirements within our
asset/liability products segment, the Company ¢atea monthly forecasts of asset and liability mtgs, as well as collateral posting
requirements. Cash availability at the low poinbaf 12-month forecasted cash flows is measuremhsigajuidity needs using stressenaric
testing of each of the potential liquidity needsa#ed above. To the extent there is a shortiadlur liquidity coverage, the Company
proactively manages its cash position and liquidisources to maintain an adequate cushion tahessscenario. These resources includ
sale of unpledged assets, the use of free cakle abtding company, and potentially increased stesiborrowings from National.

The asset/liability products segment, through MB1&., maintained simultaneous repurchase and revemirchase agreements with MBIA
Insurance Corporation under which MBIA Inc. borraxgpovernment securities in exchange for lendingoitivestment grade fixed-income
securities to MBIA Insurance Corporation. The goweent securities borrowed by the asset/liabilityducts segment are pledged to
counterparties under collateralized investmentegents and repurchase agreements. In connectibriheitCompany’s separation of its
insurance business into distinct legal entitieBabruary 2009, the assets borrowed by MBIA Inc.edensferred from MBIA Insurance
Corporation to National. As a result, the Compamyninated the repurchase and reverse repurchasenagnts between MBIA Inc. and
MBIA Insurance Corporation and established new exgents between MBIA Inc. and National for up taO$2illion under substantially the
same terms. As of June 30, 2009, the fair valueofirity borrowings under these agreements toledibillion.

Other liquidity support outstanding as of JuneZM9 included a $600 million advance from our coap® segment to our asset/liability
products segment and an intercompany repurchaseragnt between MBIA Inc. and MBIA Insurance Corgiorafor up to $2.0 billion,
under which the full $2.0 billion was borrowed. ésJune 30, 2009, including the $2.6 billion ofdrdompany resources, the asset/liability
products segment had cash and investments of $bo8 land receivables for securities sold net afables for securities purchased of $7
million.

Following the Moody’s downgrade of MBIA Corp. to &ain November 2008, most outstanding investmergeagents were terminated in
accordance with their terms. As of June 30, 20@had $6.2 billion in remaining liabilities relatemlour asset/liability products business, of
which $3.0 billion were investment agreements.chlthe investment agreements were collateralizeddsy or high-grade securities. This
included $1.3 billion of investment agreements \wwhiere terminable at the holders’ option upon themgrade of MBIA Corp. to Baal by
Moody'’s or to BBB+ by S&P, but for which the holdatid not choose to terminate the investment agea&snThe remaining $3.2 billion in
liabilities consist of MTNs issued by MBIA Globalkding, LLC and term repurchase agreements. Ndiaddi collateral or termination
provisions would be triggered in the event of dHfar downgrade of MBIA Corp.’s credit rating. Payrteeand additional collateral
requirements on the liabilities in the asset/liggpiproducts segment are expected to be met wittimuheed for additional asset sales in the
current stressed credit environment but rather ftash flows from investments and the intercompawififies described above.
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We currently believe that the liquidity positiontbe asset/liability products segment, including tiilization of intercompany resources, is
adequate to meet projected payments. Certain evesever, could place further stress on our gtiititmeet asset/liability segment
obligations without additional asset sales or boing facilities, including any further asset impaents, asset or liability cash flow variabil
or increased collateral margin requirements dwereduction in the market value or rating eligifilbf assets pledged as collateral. In such
events, we may be forced to sell additional assetetentially substantial losses to meet suchgatibns. Additionally, the asset/liability
products segment may receive further liquidity sarpfrom our corporate segment, however, therebgano assurance that such support
would be adequate to meet all payment obligations.

Corporate Liquidity

Liquidity needs in our corporate segment are higingdictable and comprise principal and interegtents on corporate debt, operating
expenses and dividends to MBIA Inc. shareholdeiguitity risk is associated primarily with the dind capacity of National and MBIA
Insurance Corporation, the distributable earnirfgh®investment management services operationduoded by MBIA Inc., dividends from
asset management subsidiaries, investment incothewambility to issue equity and debt. Additiogathe corporate segment maintains
excess cash and investments to ensure it is abledtd its ongoing cash requirements over a mu#i-period in the event that cash becomes
unavailable from one or more sources.

As of June 30, 2009, the corporate activities oflMBic. had $410 million of cash and highly liquedsets available for general corporate
liquidity purposes, of which $370 million comprisedsh and short-term investments, compared wittnattd debt service, including
maturities, and operating expenses of $220 miiwough year-end 2010.

In addition to MBIA Inc.’s corporate liquidity neediescribed above, it issued investment agreememsted within the Company’s
asset/liability products segment, all of which ewerently collateralized by high-quality liquid iestments. The Comparsytorporate debt ai
investment agreements can be accelerated by tersadf such instruments upon the occurrence tdioegvents, including a breach of
covenant or representation, a bankruptcy of MBIA bind the filing of an insolvency proceeding igpeect to MBIA Corp. In the event of a
such acceleration, the Company may not have seiffidiquid resources to pay amounts due with resjpeits corporate debt obligations.

Consolidated Cash Flows
Operating Cash Flows

For the six months ended June 30, 2009, net cashhysoperating activities totaled $805 million qmared with net cash provided by
operating activities of $441 million for the six mths ended June 30, 2008. Net cash used by oppeatiivities in the first six months of 2C
was largely related to loss payments on finanaiargntee insurance policies insuring RMBS exposTash from operating activities during
2009 was adversely impacted by a decrease in westiment income and premium collections. Net caskiged by operating activities for
the six months ended June 30, 2008 was drivendayipm collections, investment income and $253 arilin refunds of income taxes paid
in prior years, partially offset by claim paymentade on financial guarantee insurance policies.

During the remainder of 2009, we currently explat ive will be required to make loss and CDS gsetiat payments, before reinsurance, of
between $1.4 billion and $1.6 billion primarily aghg to insured RMBS and multi-sector CDO creditsaddition, our surplus notes will
require interest payments totaling approximately tllion in July 2009. We believe that we havefgignt cash on hand, liquid assets and
future cash receipts to satisfy expected claimsnaags and other expenses.

Investing Cash Flow

For the six months ended June 30, 2009, net castided by investing activities was $2.9 billion coaned with $2.5 billion for the six
months ended June 30, 2008. Net cash providedvegtimg activities in the first six months of 20@3ulted from sales of securities for
purposes of funding investment agreement withdrenaall terminations, MTN maturities and repurchasssyance-related loss payments,
and improving liquidity in our business segmentmifarly, net cash provided by investing activitiesthe first six months of 2008 resulted
from sales of securities for purposes of fundingestment agreement withdrawals and terminationgNMiaturities and repurchases, and
improving liquidity primarily within our asset/lidlity products segment.
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Financing Cash Flow

For the six months ended June 30, 2009, net cashhysfinancing activities was $3.5 billion compaxreith $1.9 billion for the six months
ended June 30, 2008. Net cash used by financiigtest in the first six months of 2009 principallglated to withdrawals and termination:
investment agreements and maturities and repursludddTNs within our asset/liability products segmheNet cash used by financing
activities in the first six months of 2008 alsoateld to withdrawals and terminations of investnagreements and maturities and repurchases
of MTNSs within our asset/liability products segmgpurtially offset by proceeds received from oypita issuance and surplus notes
transactions.

Subsidiary Dividend:

Under New York State insurance law, without prippeoval of the Superintendent of the NYSID, finahgjuarantee insurance companies
pay dividends from earned surplus subject to ratgia minimum capital requirement. The paymentegfular dividends in any 12-month
period are limited to the lesser of (i) 10% of pgholders’ surplus as shown on MBIA Corp.’s latidsd statutory financial statements and
(i) 100% of adjusted net investment income.

On February 17, 2009, MBIA Corp. declared and padtividend of $1.1 billion to MBIA Inc. after reaéng prior approval from the
Superintendent of the NYSID. As a result, MBIA Congll not be able to pay dividends without prigopaioval from the Superintendent of 1
NYSID until February 17, 2010. The $1.1 billion @iend, together with a $938 million return of capitvas used to further capitali
National.

In connection with the separation of our insuramgerations, National entered into the previoussgidised reinsurance agreement with M
Insurance Corporation, whereby National assumeafIBIA Insurance Corporation’s outstanding U.8bfic finance business. As a
consequence of the reinsurance transaction, Natiecarded a $1.3 billion contingency reserve, WHicought its earned surplus to deficit of
$2.0 billion. Under lllinois insurance law, dividgs can only be paid from earned surplus. Thereféagipnal would be unable to pay
dividends for an extended period. The Company hbm#ted applications to its regulators to redomcast National to New York and has
simultaneously requested approval from the NYSIPeget National's unassigned surplus.

Credit Facilities

MBIA maintained a revolving credit facility totagn$500 million with a group of highly rated glob@nks. MBIA elected to terminate the
facility effective February 27, 2009 in accordamgth its rights under the credit facility. As ofetiermination date, neither MBIA Inc. nor
MBIA Corp. had outstanding borrowings under thdlifigg and there were no early termination feepm@miums paid as a result of
terminating the facility.

Triple-A One, an MBIA-administered multi-seller atuit consolidated in the Company’s conduit segmigistprically issued commercial
paper to fund assets, which were insured by MBIApC®riple-A One also maintained backstop liquidagilities covering 100% of the face
amount of commercial paper outstanding. During 2@08ditions in the asset-backed commercial paeket deteriorated making it
increasingly difficult for Triple-A One to issueweommercial paper at commercially acceptable rat@spay maturing obligations.
Accordingly, Triple-A One borrowed under its ligitidfacilities to repay maturing commercial papBy. September 2008, these facilities
were drawn in full and Triple-A One ceased issusngimercial paper. As of June 30, 2009 borrowingteufiquidity facilities totaled $389
million and will be repaid as the assets purchdmedriple-A One mature. The financial guarantee policiesddsoy MBIA Corp. to insure tt
assets of Triple-A One cannot be accelerated tayrbprrowings under the liquidity facilities andlipguarantee ultimate payments over time
relating to the assets.

Investments

Our available-for-sale investment portfolios corsprhigh-quality fixed-income securities and shertrtinvestments. As of June 30, 2009
and December 31, 2008, the fair value of our codatdd available-for-sale investment portfolio .3 billion and $17.0 billion,
respectively, as presented in the following taBkgditionally, consolidated cash and cash equivalastof June 30, 2009 and December 31,
2008 were $0.9 hillion and $2.3 billion, respedijve
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Percent Change
In millions June 30, 2009 December 31, 2008 2009 vs. 2008

Available-for-sale investment:
U.S. public finance insurance operatio

Amortized cos $ 510¢ $ - -

Unrealized net gain (los (62 - -

Fair value $ 504: $ = =
Structured finance and international insurance atjers

Amortized cos $ 3,68 $ = =

Unrealized net gain (los (257) - -

Fair value $ 343 $ - -
Combined insurance operatiol

Amortized cos $ 8,781 $ 8,83¢ -1%

Unrealized net gain (los (319 (160 97%

Fair value $ 8,47/ $ 8,674 -2%
Investment management services operati

Amortized cos $ 7580 $ 10,27¢ -26%

Unrealized net gain (los (2,096) (2,32¢) 10%

Fair value $ 548/ § 7,951 -31%
Corporate operation

Amortized cos $ 35¢ % 365 -1%

Unrealized net gain (los 3 (7) -52%

Fair value $ 35¢€ $ 35¢ 0%

Total availabl-for-sale investment:
Amortized cos $ 16,7z $ 19,47¢ -14%
Unrealized net gain (los (2,417) (2,495 3%
Total availabl-for-sale investments at fair vall $ 14,31  $ 16,98 -16%

Held-to-maturity investments
Combined insurance operatiol

Amortized cos $ 2,10¢ % 1,21t 73%
Investment management services operati
Amortized cos 1,85¢ 2,441 -24%
Total hel-to-maturity investments at amortized ¢ 3,96( 3,65¢€ 8%
Consolidated investments at carrying ve $ 18,27  $ 20,6: -11%

The carrying value of our consolidated investmentfplio decreased 11% to $18.3 billion as of J88e2009 from $20.6 billion as of
December 31, 2008. The decrease in the amortizgEavailable-for-sale investments in the investbmanagement services operations
principally resulted from the maturity and saldérofestments to repay investment agreement and Milidagions within our asset/liability
products segment, as well as the other-than-tempargairment of securities.

The fair value of the Company'’s investments is dase prices which include quoted prices in activahets and prices based on market-
based inputs that are either directly or indireotigervable, as well as prices from dealers irvagiemarkets. Differences between fair value
and amortized cost arise primarily as a resulthainges in interest rates and general market gpads occurring after a fixed-income
security is purchased, although other factors arfee fair value, including specific credit-relatdthnges, supply and demand forces and othe
market factors. When the Company holds an availfdrlsale investment to maturity, any unrealizethga loss currently recorded in
accumulated other comprehensive income (loss)arstiareholders’ equity section of the balance skeeversed. As a result, the Company
would realize a value substantially equal to araedicost. However, when investments are sold pwiaraturity, the Company will realize
any difference between amortized cost and thepsade of an investment as a gain or loss withirsigdement of operations. The Conduit
portfolios are considered held-to-maturity, as@wenpany has the ability and intent to hold thesestments to their contractual maturity.
Therefore, these portfolios are reported on the @ay's consolidated balance sheet at amortizedarwsare not adjusted to reflect
unrealized changes in fair value.
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Credit Quality

The quality distribution of the Company’s fixed-omae investment portfolios, excluding short-termestments, based on ratings from
Moody’s as of June 30, 2009 is presented in tHevdhg table. Alternate ratings sources, such a® S&ave been used for a small percentage
of securities that are not rated by Moody'’s.

Structured Finance Investment
U.S. Public and Management
Finance International Services Corporate Investments
Available-for-Sale Available-for-Sale Available-for-Sale Available-for-Sale Held-to-Maturity Total
% of Fixed- % of Fixed- % of Fixed- % of Fixed- % of Fixed- % of Fixed-
Fair Income Fair Income Fair Income Fair Income Fair Income Fair Income
In millions Value Investments Value Investments Value Investments Value Investments Value Investments Value Investments
Aaa $2,012 45% $ 702 39% $ 967 23% $ 29 85% $ 194 8% $ 3,90« 30%
Aa 1,622 36% 225 12% 96( 23% - 0% 15 1% 2,82: 22%
A 68¢ 15% 212 12%  1,30: 31% - 0% 68 3% 2,271 17%
Baa 17¢C 4% 193 11% 57¢ 14% - 0% 1,99¢ 89% 2,94( 23%
Below
investment
grade - 0% 47€ 26% 391 9% 5 15% 21 1% 892 8%
Not rated - 0% - 0% - 0% - 0% - 0% - 0%
Total $4,49: 10C% $ 1,80¢ 10C% $ 4,20( 10(% $ 34 10C% $2,29¢ 10C% $ 12,83( 10C%
Short-term
investments 55C 1,507 99z 31€ 1,11¢ 4,47¢
Unrealized
loss not
reflected in carrying value
of held-to-
maturity
investments - - - - 54¢ 54¢
Other
investments - 117 29z 6 2 417
Consolidated
investments at
carrying value $5,042 $ 3,432 $ 5,48¢ $ 35¢ $ 3,96( $ 18,27:

As of June 30, 2009, the weighted average credifit§of the Company’s U.S. public finance insuranstructured finance and international
insurance, and investment management services-iicoeaine available-for-sale investment portfoliosglading short-term and other
investments and investments categorized as hefdbtority, was Aa, A, and A, respectively, as préséiin the preceding table. Investments
categorized as held-to-maturity had a weightedanescredit quality of Baa.

Insured Investmen

MBIA’s consolidated investment portfolio includes/estments that are insured by various financiargutee insurers (“Insured
Investments”), including investments insured by MEorp. and National (“MBIA-Insured InvestmentsAs of June 30, 2009, Insured
Investments at fair value represented $4.3 bikib23% of consolidated investments, of which $4lifoh or 15% of consolidated
investments were insured by MBIA Corp and Natioftiis includes conduit investments, which werdraured by MBIA Corp., at fair valt
of $1.5 billion or 8% of consolidated investments.

As of June 30, 2009, based on the actual or esttnatderlying ratings of our consolidated investhpantfolio, without giving effect to
financial guarantees, the weighted average ratinigeoconsolidated investment portfolio would betie A range, the weighted average rating
of only the Insured Investments in the investmantfplio would be in the Baa range, and 4% of ttaltinvestment portfolio would be rated
below investment grade.

The distribution of the Company’s Insured Investisdiy financial guarantee insurer as of June 30929 presented in the following table:
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Structured Finance Investment
U.S. Public and Management
Finance International Services Corporate Investments
Available-for-Sale Available-for-Sale Available-for-Sale Available-for-Sale Held-to-Maturity Total
% of Fixed- % of Fixed- % of Fixed- % of Fixed- % of Fixed- % of Fixed-
Fair Income Fair Income Fair Income Fair Income Fair Income Fair Income

In millions Value Investments Value Investments Value Investments Value Investments Value Investments Value Investments
MBIA Corp. $ 74 0% $ 264 2% $ 50C 3% $ - 0% $1,45¢ 8% $2,29¢ 13%
FSA 304 2% 13 0% 32¢ 2% - 0% - 0% 64E 4%
Ambac 121 1% 11 0% 352 2% 5 0% - 0% 48¢ 3%
National 282 2% 23 0% 96 1% - 0% - 0% 401 2%
FGIC 22 0% 2 0% 14¢ 1% - 0% - 0% 173 1%
Other 203 1% 1 0% 70 0% - 0% - 0% 274 2%
Total $ 1,00¢ 6% $ 314 2% $1,49¢ 9% $ 5 0% $1,45¢ 8% $4,27¢ 25%

In purchasing Insured Investments, the Companypiedéently assesses the underlying credit quatity¢tire and liquidity of each
investment, in addition to the creditworthinesshaf insurer. Insured Investments are diverse bipsdssuer and size of holding. The
Company assigns underlying ratings to its Insureg$tments without giving effect to financial guaises based on underlying ratings
assigned by Moody'’s, or another external agencgnairating is not published by Moody’s. When atemal underlying rating is not
available, the underlying rating is based on then@anys best estimate of the rating of such investmemtovngrade of a financial guaran
insurer will likely have an adverse affect on the falue of investments insured by the downgrddethcial guarantee insurer. If MBIA
determines that declines in the fair values of tadunvestments are other than temporary, the Coynpél record a realized loss through
earnings.

The underlying ratings of the MBIA-Insured Investiteeas of June 30, 2009 are reflected in the faligwable. Amounts represent the fair
value of such investments including the benefthef MBIA guarantee. The ratings in the followinglgare based on ratings from Moody’s.
Alternate ratings sources, such as S&P, have bgeshfor a small percentage of securities that areated by Moody'’s.

In millions U.S. Public Structured Finance anc Investment

Underlying Ratings Finance Insurance International Insurance Management Service Conduit

Scale Available-for-Sale Available-for-Sale Available-for-Sale Held-to-Maturity Total
MBIA Corp.:

Aaa $ - $ 6 $ - $ 14z $ 14¢
Aa - - 28 62 90
A 42 - 144 10z 28¢
Baa 30 62 25¢ 1,07¢ 1,42¢
Below investment grad 2 19€ 70 74 342
Total MBIA Corp. $ 74 $ 264 $ 50C $ 1,45¢ $ 2,29¢
National:

Aaa $ - $ = $ = $ = $ :
Aa 64 - 30 - 94
A 177 22 44 - 243
Baa 41 - 23 - 64
Below investment grad - - - - -
Total National $ 282 $ 22 $ 97 $ - $ 401

Total MBIA-Insured
Investment $ 35€ $ 28€ $ 597 $ 1,45¢ $ 2,691
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Without giving effect to the MBIA guarantee of MBllasured Investments in the consolidated investrpertfolio, at June 30, 2009, based
on the actual or estimated underlying ratingsvik@ghted average rating of the consolidated inveatrportfolio would be in the A range, the
weighted average rating of only the MBIA-Insuregdatments would be in the Baa range, and 2% ofdheolidated investment portfolio
would be rated below investment grade.

Conduit programs involve the use of rating ageniciessessing the quality of asset purchases aaskigning ratings to the various programs
funded through the conduits. All transactions autfyefunded in the conduits had an underlying miirfi at least investment grade by Moagly’
and S&P prior to funding. The weighted average ugdwy rating for transactions currently fundedtfire conduits was A- by S&P and A2 by
Moody'’s at the time such transactions were funti#BlA estimates that the current weighted averagiedying rating of all outstanding
conduit transactions was BBB by S&P and Baal by d§&oat June 30, 2009.

Impaired Investment

Investments for which the Company has recordedalizesl losses are tested quarterly for other-tleampbrary impairment. For each security
that meets the threshold of either 20% impaireti@time of review or 5% impaired at the time ofiesv with a fair value below amortized
cost for a consecutive IReonth period, a further analysis of the securitgasformed to assess if the impairment is othen thenporary. As ¢
June 30, 2009, the Company had a pre-tax unreatieelbss of $2.1 billion related to its investmer@nagement services operations’
available-for-sale investment portfolio. Includedtie investment management services operatiorstaprunrealized net loss of $2.1 billion
were unrealized gross losses totaling $1.0 biligthin the asset-backed sector, primarily consgsthCDO and credit card investments,
which primarily resulted from changes in the faatue of these securities due to a significant wiltggof market credit spreads.

The following table presents the fair values ammsgrunrealized losses by credit rating categoAB$ included in our consolidated
investment portfolio as of June 30, 2009 for wHiih value was less than amortized cost. Of thal thi.2 billion of fair value and $1.0 billic
of unrealized losses, $942 million of fair valuel&843 million of unrealized losses relates to ABSuded in our asset/liability products
investment portfolio. Fair values include the bémaffguarantees provided by financial guarantovsluding MBIA. The credit ratings are
based on ratings from Moody’s as of June 30, 20Gthalternate ratings source, such as S&P, wiserarity is not rated by Moody’s. For
insured bonds, the credit rating reflects the great the insurer’s rating or the underlying bondiing.

Below

In millions Aaa Aa A Baa Investment Grade Total
Asset-Backed Fair Unrealized Fair Unrealized Fair Unrealized Fair Unrealized Fair Unrealized Fair Unrealized
Sector Value Loss Value Loss Value Loss Value Loss Value Loss Value Loss
ABS CDO $ 16 $ G4 $ 3% 7 $ 11 % 30 $ 12 $ (17) $ 245 $ 377 $ 287 $ (48¢)
Corporate CDC 192 (119 93 (39) 97 (76) 2 (23) 1 (11 38E (267)
Auto loans 4 - 52 @ - - - 12 11) 68 (18)
Credit cards 82 (13 18 (10 4 - - - 43 (6) 147 (29)
Equipment Lease 1 - - - - - 36 (18) - - 37 (18)
Small business/
student loan: 18 (8) - - - - 18 (13) - - 36 (21)
Other ABS 54 (4) 68 (97) 57 (42) 67 (39) - - 24€ (182)

Total $ 367 $ (197 $ 234 % (160) $ 16S $ (146) $ 13E 3 (11C) $ 301 $ (405) $1,20¢ $ (1,020

Seventy-five percent of our investments in ABS régubin the preceding table were rated investmeadeywith 30% rated Aaa. Of the $1.2
billion of ABS investments reported in the precegiable, $337 million include the benefit of guaess provided by third-party financial
guarantors and $255 million include the benefigorantees provided by MBIA Corp. The average trading of all guaranteed ABS
investments, using the higher of the guarantotsiga or the underlying bond ratings, was A andatherage underlying credit rating of
guaranteed ABS investments, without giving effedihie guarantees, was BBB. Without giving effedhi® benefit of guarantees provided by
financial guarantors, including MBIA Corp., $326llion or 27% of the securities included in the mding table were rated below investment
grade.
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The following table presents the fair values armsgrunrealized losses by credit rating categodirett corporate obligations included in our
consolidated investment portfolio as of June 3@2@r which fair value was less than amortized:cos

Below
In millions Aaa Aa A Baa Investment Grade Total
Unrealized Unrealized Unrealized Unrealized Unrealized Unrealized
Fair Fair Fair Fair Fair Fair
Value Loss Value Loss Value Loss Value Loss Value Loss Value Loss
Direct Corporate
Obligations $23z $ (120 $352 % (61) $1,05C $ (23€) $51¢ $ (16S) $ 38 % (50) $2,191 $ (52€)
Total $23z $ (120 $352 % (61) $1,05C $ (23€) $51¢ $ (16) $ 38 % (50) $2,191 $ (52€)

Ninety-eight percent of our investments in corporateg#tlons reported in the preceding table were ratesstment grade with 11% rated
Aaa. Of the $2.2 billion of corporate obligatiomported in the preceding table, $119 million ineldde benefit of guarantees provided by
third-party financial guarantors, $79 million indieithe benefit of guarantees provided by MBIA Coapd $21 million include the benefit of
guarantees provided by National. The average crafilitg of all guaranteed corporate obligationduded in the preceding table, using the
higher of the guarantors’ ratings or the underiyogd ratings, was A and the average underlyinditrating of these guaranteed corporate
obligations without giving effect to the guaranteess BBB. Without giving effect to the benefit afayantees provided by financial
guarantors, including MBIA Corp. and National, $8illion or 4% of the securities included in the geding table were rated below
investment grade.

The following table presents the fair values ammsgrunrealized losses by credit rating categomatgage-backed securities included in our
consolidated investment portfolio as of June 3@2%@r which fair value was less than amortized:cos

Below

In millions Aaa Aa A Baa Investment Grade Total
Mortgage Backed Fair Unrealized Fair Unrealized Fair Unrealized Fair Unrealized Fair Unrealized Fair Unrealized
Securities Value Loss Value Loss Value Loss Value Loss Value Loss Value Loss
RMBS:
Collateralizec $13€ $ 18 $ 39 $ 58 $ 4 $ B8 $ 20 $ (14 $268 $ (27¢) $467 $ (377)
Home Equity 7 ) 101 92 13 ?) 24 ) 184 (150) 32¢ (254)
Pass-through
securities 10¢ 2) - - - - - - - 10¢ 2)
Other 13 (%) 19 (18) 1 - - - 24 (13 57 (33)
CMBS 7 (3) 18 (6) 1 (1) 1 - 3 (5) 30 (15)
Total $272 % 27 $177 $ 179 $ 19 $ (12 $ 45 $ (2) $47¢ 3 (447) $992 $ (681)

Fifty-two percent of our investments in MBS repdrie the preceding table were rated investmentegveith 27% rated Aaa. Of the $992
million of MBS investments reported in the precegiable, $536 million include the benefit of guaess provided by third-party financial
guarantors and $75 million include the benefit sdigntees provided by MBIA Corp. The average cmadiihg of all guaranteed MBS
investments, using the higher of the guarantotsiga or the underlying bond ratings, was A andatherage underlying credit rating of
guaranteed MBS investments, without giving effedihte guarantees, was BB. Without giving effedhi®s benefit of guarantees provided by
financial guarantors, including MBIA Corp., $585liion or 59% of the securities included in the ding table were rated below investment
grade.

We have reviewed the above securities as partrodgaessment of other-than-temporary impairmentsioéntire investment portfolio.
During our review, we assessed (i) the magnitudkdamation of declines in fair value and (ii) tleasons for the declines, such as general
credit spread movements in each asset-backed seataction-specific changes in credit spreagslicrating downgrades, and modeled
defaults and principal and interest payment pigsitvithin each investment structure.
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Based on our assessment of other-than-temporaiiments within our investment portfolios, we card#d that 24 ABS investments
included in the preceding table were other-thanp@mrily impaired and we recorded realized los$e&l@9 million in the first six months of
2009 on those securities through current earni@fser-than-temporary impairments of ABS investmeassilted from our reassessment of
the likelihood we will not receive an amount equeabur amortized cost over the remaining maturitiethe securities. For the three months
ended March 31, 2009 and all preceding periodsneder we believed that we would not recover an arhequal to the amortized cost of a
security over its remaining expected holding perindluding maturity, we would record the differengetween the amortized cost and the
value in earnings as an other-than-temporary impeit loss. Under FSP FAS 115-2, which we adoptgthbang with the three months
ended June 30, 2009, we record the difference leetiwree fair value and the amount we expect to alify recover based on our best
estimate of cash flows discounted at the prescrigglin earnings as a reduction to other-than-teary impairment losses. The credit loss
component recognized in earnings is identifiechasaimount of cash flows not expected to be recaived the remaining term of the security
as projected using the Company’s cash flow prajastiand base assumptions. Had this accountingrgegédzeen in effect for prior periods,
the total net investment losses related to oth@n-temporary impairments would have been less &athount of the non-credit related losses
expected on those investments during the respeotisieds. We believe that, over time, the unredlipsses currently recorded on our
impaired investments will recover to fair valuedeatst equal to their current amortized costs thindmprovements in market conditions and
the repayment of principal. As we do not intended these securities and it is more likely thahthat we would not be required to sell these
securities prior to repayment or until such a reeg\n value, we have not realized additional lssse the remainder of our investment
portfolio through current earnings. However, if dreditworthiness of these investments or our iniemold were to change, we may take
additional impairments on these securities throegmings in the future.

We consider all sources of cash flows in evaluaifimgsecurity is other-than-temporarily impair@t;luding credit enhancements that support
the payment of amounts owed by the issuer of ar#gctihis includes the consideration of cash expad¢o be provided by financial
guarantors, including MBIA Corp. and National, réisig from an actual or potential insurance polatgim. Therefore, we do not record
other-than-temporary impairments related to creglitcerns about issuers of securities insured byAHiice investors in these securities,
including MBIA, are guaranteed payment of principatl interest.

MBIA-insured securities, whether or not owned by @ompany, are evaluated for impairment as pastiofnsurance surveillance process
and, therefore, losses on MBIA-insured securitiesracorded in accordance with our loss reservaiigy Refer to “Note 2: Significant
Accounting Policies” and “Note 8: Loss and Lossusiment Expense Reserves” in the Notes to Congetidéinancial Statements” for the
quarter ended March 31, 2009 for information almutloss reserving policy and loss reserves. Theragnation of an impairment under our
loss reserving process and under our investmerdirmpnt process differ in several ways. The twenary differences are (i) the
consideration of unearned premium revenue in g@staby loss reserves and (ii) the use of a risk @tiscount rate (prescribed by SFAS 163)
in establishing loss reserves compared with theofisediscount rate reflecting the original purahasice yield on a security, which would
typically be used in our analysis of other-than{tenary impairments of investments.

The following table presents the values of MBIi#sured Investments for which fair value is lesmtlamortized cost, along with the amour
insurance loss reserves corresponding to the pau@inowned by the Company, as of June 30, 2009antatized cost represents the par
value owned adjusted for any purchase price prenoiudiscount. The insurance loss reserves repréisemresent value of the total amount
of debt service payments (principal and interds)@ompany expects to make over the term of therisies. If the Company were to hold the
MBIA-Insured Investments presented in the followtagle to maturity, the unrealized loss recordeddoumulated other comprehensive
income would reverse to zero and any losses raguitbm the issuers inability to pay principal otarest would be recorded as an insurance
loss in the Compang’consolidated statement of operations. Additign#ile difference between amortized cost and thev@ae of a securit
will be recorded in earnings through the accretibthe discount or amortization of the premium oter term of the security.
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In millions As of June 30, 2009

Unrealized Loss

Recorded in Other Insurance Loss

Security Type Amortized Cost Fair Value Comprehensive Incom: Reserve(l)

Mortgage-backed securitie $ 122 $ 91 $ (32) $ 67
Asse-backed securitie 61€ 28C (33€) 2
Corporate obligation 13C 10C (30) -
State and municipal bon 36C 30¢ (55) -
Other investment 12¢ 68 (60) -
Conduits (consolidate( 1,67¢ 1,27¢ (409 -
Total $ 3,034 $ 2,11¢ $ (91€) $ 69

(1) - Insurance loss reserve estimates are based @ndpertion of par value owned to the total amoumtar value insurec

Debt Obligations

Principal payments due under our debt obligati¢iabilities) in the six months ending December 2009 and each of the subsequent four
years ending December 31 and thereafter are pegsanthe following table. Principal payments unitheestment agreements are base:
expected withdrawal dates. All other principal payns are based on contractual maturity dates. gioirrency denominated liabilities are
presented in U.S. dollars and liabilities issued discount reflect principal amounts due at mgturi

June 30, 2009

Six Months
ending
December 31,

In millions 2009 2010 2011 2012 2013 Thereafter Total
Structured finance and international insurancenss:
Surplus note $ - $ - % - 3% - 3% - 3 94€ $ 94¢
TALF loans - - - 10z - - 10z
VIE notes 79 99t 163 78 21C 1,252 2,771

Investment management services segn
Asset/liability products segmet

Investment agreemer 284 52: 108 46¢ 18¢€ 1,63¢ 3,204

Mediun-term notes - 407 56 127 197 2,297 3,08

Securities sold under agreements to repurc 17t 15 - 50C - - 69C
Conduit segmen

Mediun-term notes 124 152 - - - 1,37¢ 1,65¢

Lonc-term liquidity loans 7 15 17 18 19 313 38¢
Corporat-segment

Lonc-term debr - 73 93 - - 91€ 1,082
Total $ 66S $2,18( $43Z $1,29¢ $61z $ 8,74 $13,92¢

In the second quarter of 2009 we consolidated ditiadal VIE, which resulted in an increase to cansolidated investments and VIE notes
of $900 million, respectively. The notes of thisBvdre currently scheduled to be repaid in May 2&id have been included in the preceding
table.
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Term Asset-Backed Securities Loan Facility

During the second quarter of 2009, the Companyhaged ABS under the Federal Reserve’s Term AsseteflaSecurities Loan Facility
(“TALF"). TALF provides secured financing for ABSabked by certain types of consumer and small besiluans. The TALF financing
agreements represent term loans with varying mggsifianging from 2 to 4 years. These loans areraoourse to MBIA, less a haircut, and
are collateralized by the ABS purchased with tlamlproceeds. Collateral haircuts are establishatid¥ederal Reserve for each class of
eligible collateral and determined based on praatility. Under the program, MBIA can deliver thellateralized ABS to a special purpose
vehicle created by the Federal Reserve in full agdace of the loans.

As of June 30, 2009, the Company held ABS withimvidue of $113 million purchased under TALF that recorded as available-for-sale
investments and had $102 million of secured finageifrom the Federal Reserve related to the puectiathese securities that are recorde
“Long-term debt” on the Company’s consolidated ba&asheet.

MARKET RISK

In general, MBIA’s market risk relates to changeshie value of financial instruments that ariserfradverse movements in factors such as
interest rates, credit spreads and foreign excheatge. MBIA is exposed to changes in interestsratel credit spreads that affect the fair
value of its financial instruments, namely investtngecurities, investment agreement liabilities,NdT debentures and certain derivative
transactions. The Company’s investment portfolittimys are primarily U.S. dollar-denominated fixedome securities including municipal
bonds, U.S. Government bonds, mortghgeked securities, collateralized mortgage obligesti corporate bonds and ABS. In periods of r
and/or volatile interest rates and credit sprepasijtability could be adversely affected should tbompany have to liquidate these securities.

MBIA minimizes its exposure to interest rate risidacredit spread movement through active portfoianagement to ensure a proper mix of
the types of securities held and to stagger thenitias of its fixed-income securities. In additiaghe Company enters into various swap
agreements that hedge the risk of loss due toeistteate and foreign currency volatility.

Interest rate sensitivity can be estimated by ptojg a hypothetical instantaneous increase oredser in interest rates. The following table
presents the estimated pre-tax change in fair waflti'e Company’s financial instruments as of JB0g2009 from instantaneous shifts in
interest rates.

Change in Interest Rates

300 Basis Poir 200 Basis Poir 100 Basis Poir 100 Basis Poir 200 Basis Poir 300 Basis Poir
In millions Decrease Decrease Decrease Increase Increase Increase

Estimated change in fair vali $ 487 $ 37€$ 207 $ (220) $ (43¢ $ (645)

Credit spread sensitivity can be estimated by ptivjg a hypothetical instantaneous increase oredeer in credit spreads. The following table
presents the estimated pre-tax change in fair v@tiee Company’s financial instruments (includingestment securities and investment
agreement and MTN obligations) as of June 30, 2l instantaneous shifts in credit spread curkes this table it was assumed that all
credit spreads move by the same amount. It is filady that the actual changes in credit spreadsvwary by security. MBIA Corp.’s
investment portfolio would generally be expecte@éxperience lower credit spread volatility than itheestment portfolio of the asset/liability
products segment because of higher credit qualidypmrtfolio composition in sectors that have bless volatile historically. The table shows
hypothetical increases and decreases in crediddpraf 50 and 200 basis points. Because downwaveéments of these amounts in some
cases would result in negative spreads, a floorasasmed for minimum spreads. The changes in dieweflect partially offsetting effects
as the value of the investment portfolios generetiignge in opposite direction from the liabilityrifolio.

Change in Credit Spreads

200 Basis Poir 50 Basis Poin 50 Basis Poin 200 Basis Poir
In millions Decrease Decrease Increase Increase
Estimated change in fair vali $ 241 $ 104 $ (200 $ (377)
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MBIA issued insurance policies insuring payments do structured credit derivative contracts andaly entered into credit derivative
contracts, which are marked-to-market through egsunder the requirements of SFAS 133. All themestctions were insured by the
Company’s structured finance and internationaliasce operations. The majority of these struct@B&s related to structured finance
transactions with underlying reference obligatiohsash securities and CDSs referencing liabiliiesorporations or of other structured
finance securitizations. The asset classes ofridenlying reference obligations included corporatset-backed, residential mortgage-backed
and commercial mortgage-backed securities. Thassdctions were usually underwritten at or abowiple-A credit rating level. As of

June 30, 2009, approximately 35% of the tranchssred by the Company were rated triple-A. AdditipnaBIA’ s investment manageme
services operations enter into single-name CD$adDf its asset management activities. In thet §ix months of 2009, the value of the
Company’s credit derivative contracts were affegestiominantly by changes in credit spreads ofitiderlying reference obligations’
collateral, changes in recovery rate assumptiaesj@n of subordination, ratings downgrades of séea backing CDOs and the effect of the
Companys own credit risk on the portfolio in accordancétmBFAS 157. As those risk factors change, theegbf credit derivative contra
will change and the resulting gains or losses élrecorded within net income.

Since December 31, 2006, the Compamportfolio of insured structured CDSs has becamesasingly concentrated in transactions wher:
underlying reference obligations comprise CMBS asskt-backed collateral including RMBS, in additiorcorporate securities. As a result,
the portfolio is more sensitive to changes in dregieads in those sectors. Beginning in the sebaticf 2007, credit spreads in those sec
increased significantly, resulting in a substardietrease in the fair value of the Company’s pbatfof structured CDSs. Refer to the
discussion of the attribution of the first six miasibf 2009 unrealized loss included in the “Resflt®perations” section.

In the first six months of 2009, we have observédrther widening of CMBS market spreads, a tightgrof corporate credit spreads and
credit quality deterioration of certain trancheshivi our insured CDOs. In addition, the Company tiaserved an extensive widening of its
own credit spreads. Predominantly, as a resulbfarate spread tightening, the passage of timmjriation of transactions, and the effect of
SFAS 157, MBIA had gains on the portfolio, whichsagartially offset by wider spreads for CMBS cadlatl and the deterioration of some
credit factors. As changes in fair value can besedwby factors unrelated to the performance of MBlusiness and credit portfolio,
including general market conditions and perceptmfinredit risk, as well as market use of crediidgives for hedging purposes unrelated to
the specific referenced credits in addition to ésvehat affect particular credit derivative exp@sjithe application of fair value accounting
may cause the Company’s earnings to be more \@latn would be suggested by the underlying pedona of MBIA's business operatio
and credit portfolio.

The following tables reflect sensitivities to chasdn credit spreads, recovery rates, rating maratand to changes in our own credit
spreads. Each table stands on its own and shoulebldendependently of each other.

Sensitivity to changes in credit spreads can himattd 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 June 30, 2009. Estimated changes in fairevate calculated using the valuation
methods described in the “Critical Accounting Esttes” section included herein. In scenarios whegditspreads decreased, a floor of zero
was used.

Change in Credit Spreads
600 Basic 200 Basi¢ 50 Basis 0 Basis 50 Basis 200 Basi: 600 Basi

Point Point Point Point Point Point Point
In millions Decrease Decrease Decrease Change Increase Increase Increase
Estimated pr-tax net gains (loss $1351 $ 58€ $ 152 $ - $ (159 $ (67€) $(1,94%)
Estimated net fair valu $(2,130 $(2,895) $(3,32¢) $(3,481) $(3,63%) $(4,157) $(5,42€)

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 obligatiorbexhibit less credit spread movement than lowedit rated reference obligations.
Additionally, the degree of credit spread moventamt vary significantly for different asset classHse basis point change presented in the
preceding table, however, represents a fixed Ipesig change in reference obligation credit spreamtsss all credit quality rating categories
and asset classes and, therefore, the actual impaptead changes would vary from this presentat&Epending on the credit rating and
distribution across asset classes, both of whithadjust over time depending on new business emidnd runoff of the existing portfolio.

Sensitivity to changes in the collateral portfati@dit quality can be estimated by projecting adtgptical change in rating migrations. The
following table presents the estimated pre-tax gkan fair value and the cumulative estimated agtfalue of the Company’s insurance
credit derivatives portfolio of a one and threechatating change in the credit quality as of JuBe2®09. A notch represents a one step
movement up or down in the credit rating. Estimatieadnges in fair value are calculated using theatadn methods described in the “Critical
Accounting Estimates” section included herein.
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Change in Credit Ratings
(Structured Finance and International Insurance Opeations)

Three Notch One Notcl One Notcl Three Notchk
In millions Increase Increase No Change Decrease Decrease
Estimated pi-tax net gains (los¢ $ 7€ $ 31t $ = $ (219 $ (682
Estimated net fair valu $ (2,64) $ (3,109 $ (3,419 $ (3,63¢) $ (4,100

Recovery rates on defaulted collateral are an imggatthe Company valuation model. Sensitivity to changes in treovery rate assumptio

used by the Company can be estimated by projeatimgpothetical change in these assumptions. Thenfivlg table presents the estimated

pre-tax change in fair value and the cumulativerested net fair value of the Company’s insuran@gitrderivatives portfolio of a 10% and

20% change in the recovery rate assumptions asnef 30, 2009. Estimated changes in fair value @mitated using the valuation methods
described in the “Critical Accounting Estimatestten included herein

Change in Recovery Rates
(Structured Finance and International Insurance Opeations)

In millions 20% Increase 10% Increase No Change 10% Decreas: 20% Decreas
Estimated pi-tax net gains (los¢ $ 55E $ 31t $ = $ (365) $ (772)
Estimated net fair valu $ (2,869 $ (3,109 $ (3,419 $ (3,789 $  (4,19))

SFAS 157 requires the Company to incorporate itis nenperformance risk in its valuation methodoldggnsitivity to changes in the
Company’s credit spreads can be estimated by finogea hypothetical change in this assumption. fBtlewing table presents the estimated
pre-tax change in fair value and the cumulativerested net fair value of the Company’s insuran@gitrderivative portfolio using upfront
credit spreads of 0%, an increase of 15%, and eedee of 30%. The actual upfront spread used inahmtion at June 30, 2009 ranged from
34.75% to 64.25% based on the tenor of each tréoeadhe below amounts include an additional ahnurning credit spread of 5%.

MBIA Upfront Credit Spread
(Structured Finance and International Insurance Opeations)

Increase by 1! Decrease by 3
No Decrease to 0
In millions Percent Change Percent Percentage Point
Estimated pi-tax net gains (los $ 26& $ = $ (2,57)) $ (11,339
Estimated net fair valu $ (3,159 $(3,419 $ (5,99 $ (14,757

Following the inclusion of the MBIA recovery ratethe calculation of nonperformance risk for ingl@DS liabilities, this year we have
added a sensitivity analysis that shows the chamfgr value of insured CDS liabilities due to dges in that recovery rate. The values we
are showing below reflect the approximate trademge of the MBIA recovery rate in the last few nient

MBIA's Recovery Rate
(Structured Finance and International Insurance Opeations)

Decrease to Increase to
15 25
Percentage Percentage
In millions Points No Change Points
Estimated pr-tax net gains (loss $ 194 $ = $ (1,360
Estimated net fair valu $ (3,225 $ (3,419 $ (4,779

MBIA'’s insurance of structured credit derivativgpitally remain in place until the maturity of therivative. The Company does, however,
periodically establish positions which offset itsiirance positions in the reinsurance market, ielwtontracts 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 insustidictured credit derivatives, in the absence edlitimpairment, the cumulative gains and
losses should reverse at maturity. Additionallythe event of the termination and settlement adratract prior to maturity, any resulting gain
or loss upon settlement will be recorded in the Gany’s financial statements. In February 2008, we delcia# to insure credit derivatives
the future, except in transactions that are intdrideeduce our overall exposure to insured dexigat This may result in termination of
certain existing contracts prior to maturity.
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ltem 3. Quantitative and Qualitative Disclosuresibout Market Risk

An update of the Company’s market risk as of JUne2B809 is included under “Market Risk” within Piritem 2, “Management’ Discussiol
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®lilas 13a-15(e) and 15(t%{e) under the Securities Exchange Act of 1934 peforme!
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 ExecutiWfécér and the Chief Financial
Officer, concluded that the Company’s disclosunatias and procedures were effective as of theodide 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.
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PART Il - OTHER INFORMATION

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

The Company was named as a defendant, along withircef its current and former officers, in prigatecurities actions that were
consolidated in the United States District Courttfe Southern District of New York as In re MBIAd. Securities Litigation; (Case No. 05
CV 03514(LLS); S.D.N.Y.) (filed October 3, 2005hd plaintiffs asserted claims under Section 10fbh@ Securities Exchange Act of 1934
(the “Exchange Act”), Rule 10b-5 promulgated theider, and Section 20(a) of the Exchange Act. Thd @aintiffs purport to be acting as
representatives for a class consisting of purclasethe Company’s stock during the period from Astgh, 2003 to March 30, 2005 (the
“Class Period”). The lawsuit asserts, among othieigs, violations of the federal securities lawisiag out of the Company’s allegedly false
and misleading statements about its financial d@mand the nature of the arrangements enterecointMBIA Corp. in connection with the
AHEREF loss. The plaintiffs allege that, as a restithese misleading statements or omissions, tiegany’s stock traded at artificially
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 plaintiffs’ claims arerfed by the applicable statute of limitations.
The Court did not reach the other grounds for disaliargued by the Company and the other defendantslovember 12, 2008, the United
States Court of Appeals for the Second Circuitrafd the Court’s dismissal on statute of limitatigmounds, but remanded the case to allow
the plaintiffs to file an amended complaint. The&w® Consolidated Amended Class Action Complairg fitad on February 18, 2009. The
defendants filed their renewed motion to dismisg\pril 17, 2009, and plaintiffs filed their resp@nsn June 30, 2009.

On October 17, 2008, a consolidated amended ctéismaomplaint in a separate shareholder classralztwsuit against the Company and
certain of its officers, In re MBIA Inc. Securitiegtigation, No. 08-CV-264, (KMK) (the “ConsolidadeClass Action”) was filed in the United
States District Court for the Southern DistriciNg#w York, alleging violations of the federal seties laws. Lead plaintiff the Teachers’
Retirement System of Oklahoma seeks to represelasa of shareholders who purchased MBIA stock debnuly 2, 2007 and January 9,
2008. The amended complaint alleges that defendléBté Inc., Gary C. Dunton and C. Edward Chapliolted Sections 10(b) and 20(a)
the Securities Exchange Act of 1934. Among othiergth the complaint alleges that defendants isfaled and misleading statements with
respect to the Company’s exposure to CDOs coniiRMBS, specifically its exposure to so-called “Ci3Quared” securities, which
allegedly caused the Company’s stock to tradeflatéd prices. Defendants’ motion to dismiss igyfriefed. No oral argument has been
scheduled to date.

On February 13, 2008, a shareholder derivative avagjainst certain of the Company’s present amehéo officers and directors, and against
the Company, as nominal defendant, Trustees dPtliee and Fire Retirement System of the City ofrBev. Clapp et al., No. 08-CV-1515,
(the “Detroit Complaint”), was filed in the Uniteftates District Court for the Southern DistriciNgw York. The gravamen of the Detroit
Complaint is similar to the aforementioned Consatkdl Class Action, except that the legal claimsagignst the directors for breach of
fiduciary duty and related claims. The Detroit Cdanmt purports to relate to a so-called “Relevamd Period” from February 9, 2006,
through the time of filing of the complaint. A Spald_itigation Committee of two independent direst@f MBIA Inc. (the “SLC”) has
determined after a good faith and thorough invesitig that pursuit of the allegations set out im retroit Complaint is not in the best
interests of MBIA and its shareholders. On Jan2&y2009, the SLC served a motion to dismiss thiedRdeComplaint.

On August 11, 2008, shareholder derivative lawSu#scente v. Brown et al., No. 08-17595 (the “Cease Complaint”) was filed in the
Supreme Court of the State of New York, County asi¢hester against certain of the Company’s presehformer officers and directors,
and against the Company, as nominal defendantgiidhe@men of this complaint is similar to the Ddt@dmplaint except that the time peri
assertedly covered is from January, 2007, throhghite of filing of this complaint. The derivatipaintiff has agreed to stay the action
pending the outcome of the SLC’s motion to dismigesDetroit Complaint.

The Company has received subpoenas or informalriegdrom a variety of regulators, including thE@ the Securities Division of the
Secretary of the Commonwealth of Massachusettstioeney General of the State of California, ariden states’ regulatory authorities,
regarding a variety of subjects, including disclesumade by the Company to underwriters and issf@srtain bonds, disclosures regarding
the Company’s structured finance exposure, the @oryip communications with rating agencies, andnle¢hodologies used by rating
agencies for determining the credit rating of mipatdebt. The Company is cooperating fully witltle®af these regulators and is in the
process of satisfying all such requests. The Compaay receive additional inquiries from these drentregulators and expects to provide
additional information to such regulators regardimgjr inquiries in the future.
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On July 23, 2008, the City of Los Angeles filed temmplaints in the Superior Court of the State aliférnia for the County of Los Angeles
against the Company and others. The first, agéies€Company, AMBAC Financial Group, Inc., XL Capiessurance Inc., ACA Financial
Guaranty Corp., Financial Guaranty Insurance Compamnd CIFG Assurance North America, Inc., allefiegarticipation in a conspiracy in
violation of California’s antitrust laws to maintea dual credit rating scale that misstated thdicdefault risk of municipal bond issuers and
created market demand for municipal bond insuramek(ii) participation in risky financial transamtis in other lines of business that
damaged each bond insurer’s financial conditioaréhy undermining the value of each of their gutiea)y and a failure adequately to
disclose the impact of those transactions on fir@ncial condition. These latter allegations fdire predicate for five separate causes of
action against each of the Insurers: breach ofraoftbreach of the covenant of good faith anddealing, fraud, negligence, and negligent
misrepresentation. Complaints making the sameatil@gs against the Company and nearly all of tineeseo-defendants were filed in
Superior Court, San Francisco County, by the Citgtockton on July 23, 2008, by the City of OaklammdAugust 28, 2008, by the City of
San Francisco on October 8, 2008, by the Coungaof Mateo on October 23, 2008, by the County ofn&lda on October 30, 2008, by the
City of Los Angeles Department of Water and PowebDecember 31, 2008, by the Sacramento MunicipiityJDistrict on December 31,
2008, and by the City of Sacramento on Januar@®9 2These cases are now coordinated as Ambac IBsadhnce Cases in San Francisco
Superior Court (Judicial Council Coordination Prediag No. 4555). On April 8, 2009, The Olympic Clilbd a complaint against the
Company in the Superior Court of the State of @atila, County of San Francisco, making similargakons of participation in risky
financial transactions in other lines of busindsd aillegedly damaged the Company’s financial diordiand of a failure adequately to
disclose the impact of those transactions on thepgamy’s financial condition. These allegations fdalma predicate for the same five common
law causes of action as those in the Ambac Boruramee Cases, as well as a California unfair conmetause of action. The Olympic
Club did not include an antitrust cause of actitime Olympic Club case is being coordinated withAlebac Bond Insurance Cases.

The City of Los Angeles’s second complaint namedefsndants certain other financial institutionsval as bond insurers, including the
Company, AMBAC Financial Group, Inc., Financial 88ty Assurance, Inc., Financial Guaranty Insura@oenpany and Security Capital
Assurance Inc., and alleged fraud and violationGalffornia’s antitrust laws through bid-riggingtine sale of municipal derivatives to
municipal bond issuers. Complaints making the salfegations against the Company and nearly alhefsame co-defendants were filed in
Superior Court, Los Angeles County, by the Courit$an Diego on August 28, 2008, and in Superiorr€@an Francisco County, by the
City of Stockton on July 23, 2008, by the CountySaih Mateo on October 7, 2008, and by the CounGouoitra Costa on October 8, 2008.
The City of Los Angeles and City of Stockton actiamere removed to federal court and transferredrtigr dated November 26, 2008, to the
Southern District of New York for inclusion in tineultidistrict litigation In re Municipal Derivativ@Antitrust Litigation, M.D.L. No. 1950;

the San Diego County, San Mateo County, and C&xsta County actions were removed to federal @ndttransferred to the Southern
District of New York for inclusion in that proceedj by order dated February 4, 2009.

On September 30, 2008, MBIA Corp. commenced aom@dat the New York State Supreme Court against @guide Home Loans, Inc.,
Countrywide Securities Corp. and Countrywide Finain€orp. (collectively, “Countrywide”). The compid alleges that Countrywide
fraudulently induced MBIA to provide financial gaaty insurance on securitizations of home equitgdiof credit and closed end second
liens by misrepresenting the true risk profilettd tinderlying collateral and Countrywide’s adheeetucits strict underwriting standards and
guidelines. The complaint also alleges that Couwvittg breached its representations and warranti@staucontractual obligations, including
its obligation to cure or repurchase ineligiblerlsas well as its obligation to service the loanadcordance with industry standards. In an
order dated July 8, 2009, the New York State Supr@ourt denied Countrywide’s motion to dismiss @mtpallowing the fraud cause of
action to proceed against all three Countrywideddénts and the contract causes of action to picagainst Countrywide Home Loans, Inc.
Defendants filed their answer to the Complaint argidst 3, 2009. On July 10, 2009, MBIA Insurancegdeoation commenced an action in
Los Angeles Superior Court against Bank of Ame@Goaporation, Countrywide Financial Corporation, @twywide Home Loans, Inc,
Countrywide Securities Corporation, Angelo Mozibmvid Sambol, Eric Sieracki, Ranijit Kripalani, Jé&an Sandefur, Stanford Kurland,
Greenwich Capital Markets, Inc., HSBC SecuritieSQ) Inc., UBS Securities, LLC, and various Countigevaffiliated Trusts. The
complaint alleges that Countrywide made numerowsepresentations and omissions of material facoimection with its sale of certain
residential mortgage-backed securities, includirad the underlying collateral consisting of mortgégans, had been originated in strict
compliance with its underwriting standards and glimets. MBIA commenced this action as subrogedefiurchasers of the residential
mortgage-backed securities, who incurred sevesefothat have been passed on to MBIA as the insfitke income streams on these
securities.

On October 15, 2008, MBIA Corp. commenced an adtidhe United States District Court for the SouthBistrict of New York against
Residential Funding Company, LLC (“RFC”). On Decamnb, 2008, a notice of voluntary dismissal withprgjudice was filed in the
Southern District of New York and the complaint wadiled in the Supreme Court of the State of NGk, New York County. The
complaint alleges that RFC fraudulently induced MB&lorp. to provide financial guarantee policieshwig¢spect to five RFC closeshd hom:
equity secondien and HELOC securitizations, and that RFC breddls contractual representations and warrardesjell as its obligation
repurchase ineligible loans, among other things.
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On April 30, 2009, MBIA Corp. and LaCrosse Finah&leoducts (for purposes of this paragraph, cdilett, “MBIA”) commenced an acti

in the Supreme Court of the State of New York agfaterrill Lynch, Pierce, Fenner and Smith, Incd &terrill Lynch International
(collectively, “Merrill”). The complaint (amendechdMay 15, 2009) seeks damages in an as yet indieti@ramount believed to be in excess
of several hundred million dollars arising fromegled misrepresentations and breaches of contraonimection with eleven CDS

contracts pursuant to which MBIA wrote protectiarfavor of Merrill and other parties on a total&#.7 billion in collateralized debt
obligations arranged and marketed by Merrill. Theplaint also seeks rescission of the CDS contracts

In its determination of expected ultimate insuralosses on financial guarantee contracts, the Coynpas considered the probability of
potential recoveries arising out of the contractidigation by the sellers/servicers to repurchaseplace ineligible mortgage loans in cer
second-lien mortgage securitizations, which inclpdeential recoveries that may be affected by ¢igall actions against Countrywide and
RFC. However, there can be no assurance that th&@uy will prevail in either the Countrywide or RECtions, or the Merrill Lynch actio

On March 11, 2009, a complaint was filed in thetgaiStates District Court of the Southern DistoictNew York against the Company anc
subsidiaries, MBIA Corp. and National, entitled Alius Capital Master, Ltd. et al. v. MBIA Inc. dt,®9-cv-2242 (S.D.N.Y.). The lead
plaintiffs, Aurelius Capital Master, Ltd., Aureliapital Partners, LP, Fir Tree Value Master FunB,, Fir Tree Capital Opportunity Master
Fund, L.P., and Fir Tree Mortgage Opportunity Magiend, L.P., purport to be acting as represergatfor a class consisting of all holders of
securities, instruments, or other obligations ftick MBIA Corp., before February 18, 2009, issui@dificial guarantee insurance other than
United States municipal/governmental bond secstrifidie complaint alleges that certain of the teofrthe transactions entered into by the
Company and its subsidiaries (the “Transactionshich were approved by the New York State Departroéimsurance, constituted
fraudulent conveyances under 88 273, 274 and 2R&wf York Debtor and Creditor Law and a breachefimplied covenant of good faith
and fair dealing under New York common law. The @@imt seeks, inter alia, (a) a declaration thatateged fraudulent conveyances are
null and void and set aside, (b) a declaration Kettonal is responsible for the insurance polisssed by MBIA Insurance Corporation up to
February 17, 2009, and (c) an award of damages imapecified amount together with costs, expeasdsttorneys’ fees in connection with
the action. Defendants’ motion to dismiss is fullyefed. Nor oral arguments have been scheduledtm

On April 6, 2009, a complaint was filed in the Coofr Chancery for the State of Delaware againstdulosidiaries of the Company, MBIA
Corp. and National, entitled Third Avenue Trust iird Avenue Variable Series Trust v. MBIA InsucarCorp. and MBIA Insurance Corp.
of lllinois, CA 4486-UCL. Plaintiffs allege thately are holders of approximately $400 million ofdus notes issued by MBIA Corp. (for
purposes of this section, the “Notes”) in Janud9& The complaint alleges (Count I) that certdithe Transactions breached the terms of
the Notes and the Fiscal Agency Agreement datedadgari6, 2008 pursuant to which the Notes weresidslihe complaint also alleges that
certain transfers under the Transactions were @iaadlin that they allegedly left MBIA Corp. witlufireasonably small capital” (Count II),
“insolvent” (Count Ill), and were made with an “aat intent to defraud” (Count IV). The complaineks a judgment (a) ordering the
defendants to unwind the Transactions (b) declatiagthe Transactions constituted a fraudulenvegance, and (c) damages in an
unspecified amount. Defendants’ motion to disnmssilily briefed. Oral argument is scheduled for Asg31, 2009.

On May 13, 2009, a complaint was filed in the Nearky'State Supreme Court against the Company asdlitsidiaries, MBIA Corp. and
National, entited ABN AMRO Bank N.V. et al. v. MBIInc. et al. The plaintiffs, a group of 19 domesind international financi
institutions, purport to be acting as holders slimnce policies issued by MBIA Corp. directly mdirectly guaranteeing the repayment of
structured finance products. The complaint allegascertain of the terms of the transactions edt@rto by the Company and its subsidial
which were approved by the New York State Departroéimsurance, constituted fraudulent conveyareeka breach of the implied
covenant of good faith and fair dealing under Neavkvlaw. The complaint seeks a judgment (a) ordgtire defendants to unwind the
Transactions, (b) declaring that the Transactiamstituted a fraudulent conveyance, (c) declafirag MBIA Inc. and National are jointly ar
severally liable for the insurance policies isshgdMBIA Corp., and (d) ordering damages in an usdjeel amount. Defendants filed their
motion to dismiss on June 11, 2009, and plaintis their response on July 13, 20l



On June 15, 2009, the same group of 19 domestiindemhational financial institutions who filed tlabove described plenary action in New
York State Supreme Court filed a proceeding pursteArticle 78 of New York’s Civil Practice Law &ules in New York State Supreme
Court against the New York Insurance Departmerit, Binallo in his capacity as Superintendent far Bepartment, and the Company an
subsidiaries, MBIA Corp. and National, entitled ABWIRO Bank N.V. et al. v. Eric Dinallo, in his cagty as Superintendent of the New
York Insurance Department, the New York State lasoe Department, MBIA Inc. et al. In its motionsiismiss the three above-referenced
plenary actions, the Company argued that an AréiBl@roceeding is the exclusive forum in which aintiff may raise any challenge to the
Transformation approved by the Superintendent hadepartment. The petition seeks a judgment (@pdeg void and to annul the
approval letter of the Superintendent of Insurafigto recover dividends paid in connection whik fransactions, (c) declaring that the
approval letter does not extinguish plaintiffs’adit claims against MBIA Inc. and its subsidiarieshie plenary action described above.

The Company intends to vigorously defend agairestforementioned actions in which it is a defendauat against other potential actions,
and the Company does not expect the outcome of thasters to have a materially adverse effectohusiness, results of operations or
financial condition. The Company cannot provideusasce, however, that the ultimate outcome of tlaetiens will not cause a loss nor have
a material adverse effect on its business, resfittperations or financial condition.

There are no other material lawsuits pending othédknowledge of the Company, threatened, to wtiiehlCompany or any of its subsidiaries
is a party.
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ltem 1A. Risk Factors

There has been no material change in the CompaisK factors during the six months ended Jun&B09. For additional information on ri
factors, refer to Part I, Item 1A, “Risk Factorg’tbe Company’s Annual Report on Form 10-K for ylear ended December 31, 2008.

ltem 1B. Unresolved Staff Comments
None

Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds
The table below presents repurchases made by @&ty in each month during the second quarter 8920

Total Amount Maximum Amount
Purchased as That May
Total Number of Average Price Part of Publicly Be Purchased Under
Month Shares Purchased!)() Paid Per Share Announced Plan(1) the Plan (in thousands)!)
April — $ — — $ 115,07
May 10C 6.14 — 115,07°
June — — — 115,07

(@) - In February 2007, the Company’s Board of Direstauthorized the repurchase of common stock uttbillion under a new share repurchase progranigiwsuperseded the
previously authorized program. During the lattert jpé 2007, the Company decided to suspend thercbpse program in light of concerns and uncersntegarding the housing
market. In August 2008, the Compi's Board of Directors approved the resumption offthdillion share repurchase progre

(@) - 100 shares were repurchased by the Company fiingettvards under the Comp¢'s long-term incentive plans

Item 3. Defaults Upon Senior Securitie:

None

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

Item 5. Other Information

(a) Election of Director.

On August 3, 2009, the Board of Directors of thenpany elected Theodore Shasta as a member ofésiBdr. Shasta is a former Senior
Vice President and Partner of Wellington Managen@mrhpany, a global investment advisor with over@@ilion in client assets under
management. At Wellington Management Company, Mas$ specialized in the financial analysis of ljtraded insurance companies,
including both property casualty and financial gudee insurers. Mr. Shasta joined Wellington Manag@ Company in March 1996 as a
global industry analyst responsible for the insaeaimdustry. In January 2008, Mr. Shasta becanwetéopio advisor responsible for senior-
level relationship management for existing institoal clients and consultants as well as developminew business, a position that he held
until June 2009. In addition, effective January3,99r. Shasta was elected Partner and was promotgdnior Vice President, and served in
such positions until he withdrew from the partngrsh June 2009. Prior to joining Wellington Managent Company, Mr. Shasta was a
Senior Vice President with Loomis, Sayles & Compuaiingre he was an industry analyst responsiblenatitomotive, freight transportation
and insurance industries. Before that, he servedrious capacities with Dewey Square Investorsiantk of Boston. Mr. Shasta is a Trustee
of the Worcester County Horticultural Society, anpmfit organization.

Effective as of the date of his election to MBIAsard of Directors, Mr. Shasta was appointed tgesas a member of the Audit Committee.
MBIA’s Board of Directors has determined in accardawith the independence standards set fortheiftBIA Inc. Board Corporate
Governance Practices that Mr. Shasta is an Indepé¢mirector. In addition, Mr. Shasta meets thenit@dn of “Independent Director” set
forth in the New York Stock Exchange Corporate Goaace Listing Standards. The MBIA Inc. Board Caogbe Governance Practices can
be found on MBI/ s website, www.mbia.con



(b) Compensatory Arrangements of Certain Officers.

In order to retain his services to focus on keyediations in its current portfolio, MBIA has entdri@to an employment agreement with
Mitchell Sonkin, MBIA’s Executive Vice President@&hief Portfolio Officer, that restructures hisygeensation arrangements consistent
with this focus. It is contemplated that Mr. Sorikiduties and responsibilities will remain primgribcused on remediations, but MBIA has
the right to change such duties or the entitieseuMBIA’s control that he works for.

In his capacity as Chief Portfolio Officer, Mr. Sam is responsible for the oversight of MBIA's $7BBlion global portfolio of insured
credits, including all workout, remediation andetsgcovery activities including asset recoveligdition. Since joining MBIA in 2004,
Mr. Sonkin’s oversight and management of MBIA's eatiation activities have included the debt restrings of various MBIA insured
credits including Eurotunnel, Delta Airlines, USrays, and Northwest Airlines among others and hiaselted in the mitigation and
avoidance of substantial potential losses.

Mr. Sonkin has over 30 years of experience in drfsl international workouts and restructurings, coate reorganization and insolvency
matters, and has served as a court appointed ezariMn. Sonkin has played a significant role in @bax structured finance, corporate
infrastructure, utility, healthcare and insuranompany reorganizations and served as chief coum#e rehabilitations of Mutual Benefit
Life and Confederation Life Insurance (U.S.). Bef@ining MBIA in 2004, Mr. Sonkin was a senior {vear at the international law firm,
King & Spalding, where he was co-chair of King &#ging’s Financial Restructuring Group and a mendfehe firm’'s Policy Committee.
Prior to joining King & Spalding, Mr. Sonkin wasrser partner and co-chair of the Financial Restrtingy Department at the Wall Street law
firm of Cadwalader, Wickersham & Taft and a memiifdts Management Committee.

The term of the employment under the agreemeritastare as of July 1, 2009 and continues untileJ30, 2010. Under the agreement,

Mr. Sonkin will no longer receive long-term incergtiawards in accordance with MBIA’s normal policg®l practices for its senior officers.
Additionally, he will no longer continue to parfgte in the annual incentive program for such gesfficers, except that he will be treated as
participating in that program for the first six ntls of 2009. Instead of participating in the staddarangements, Mr. Sonkin will be paid an
annual salary (his current salary) of $650,000ytguly payments of $587,500, and have a separateshprogram based on successful
remediations. The new arrangements are intendeubte closely reflect the compensation arrangenamddevels that Mr. Sonkin could he
received had he pursued other potential employmgmbrtunities.

The separate bonus program will provide Mr. Sonkith the opportunity to earn up to a maximum of08D,000, based on performance over
the 12-month period commencing on the effective ddithis contract. The amount earned will be deireechbased on performance criteria
established especially for Mr. Sonkin and the afspefcour business over which he has primary resipdity. The Compensation Committee
of the Board of Directors in consultation with tGhief Executive Officer will determine the exteatwhich such additional bonus opportur

is earned.

The agreement provides that Mr. Sonkin will condirta participate in the other benefit plans andylams made available to employees on
generally the same terms and conditions as apphotse employees.

In the event that during the term of the AgreenMntSonkin’s employment is terminated by MBIA othiban for Cause or if Mr. Sonkin
terminates the agreement for Good Reason, he avjfldid the remaining base salary and quarterly paysrthat would have been payable
under the agreement through the end of the employperiod plus a bonus determined by the Compems&ommittee of the board as
specified under the agreement. If Mr. Sonkin retireaccordance with MBIA's retirement policy agglble to its senior officers or at the end
of the term of the agreement, he will receive tbediits otherwise made available under the apgidsliBIA plans and policies, except that
he will not be entitled to any prorated bonus @hcia lieu of long term incentive award upon retient.

The Agreement also contains certain restrictiveeocants regarding Mr. Sonkin’s conduct following teemination of his employment,
including a two year restriction on his abilitywmrk for certain competitors or persons who havergsts adverse to those of MBIA.
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ltem 6. Exhibits

10.1  Employment Agreement between MBIA Inc. and Mitct&dinkin dated August 4, 20!
31.1 Chief Executive Office- Certification Pursuant to Section 302 of the Sae:-Oxley Act of 2002
31.z Chief Financial Office- Certification Pursuant to Section 302 of the Sae:-Oxley Act of 200z

32.1 Chief Executive Officer - Certification Pursuantl® U.S.C. Section 1350, as Adopted Pursuant tid®e@06 of the Sarban&3xley
Act of 2002

32.2  Chief Financial Officer - Certification Pursuant8 U.S.C. Section 1350, as Adopted Pursuant tid®e@06 of the Sarbanes-Oxley
Act of 2002

99.1  Additional Exhibits- National Public Finance Guarantee Corporation el Statement
99.z  Additional Exhibits- MBIA Insurance Corporation and Subsidiaries Coidstéd Financial Statemer
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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: August 6, 2009 /s/ C. Edward Chaplin
C. Edward Chaplii
Chief Financial Office

Date: August 6, 2009 /s/ Douglas C. Hamilton
Douglas C. Hamiltol
Controller (Principal Accounting Office




Exhibit 10.1
Conformed Cop
MBIA Inc. Letterhead
August 4, 2009

Mitchell Sonkin
163 Lake Ave
Greenwich, CT 06830

Dear Mitch:

The following are the terms pursuant to which yall @ontinue to be an employee of MBIA Insurancer@wation (“MBIA Corp .")
or one of its affiliates, as designated by us ftome to time (the ‘Employer "), and an officer of MBIA Inc. (‘MBIA ") and one or more of
its subsidiaries (collectively, theCompany”).

1. Term of EmploymentThe term of this agreement shall commence on U909 (the ‘Effective Date”) and continue until June @
2010, unless you , MBIA and the Employer shall malljuagree to extend the term of this agreememsnter into a new agreement. The pe
during which this agreement is in effect, includangy extension hereof, shall be referred to a$ ta@ployment Period”.

2. Title, Reporting Relationship and DutieSommencing on the Effective Date hereof, you wdlhtinue to serve as Executive Vice
President and Chief Portfolio Officer of MBIA andrse as an officer or director of such other subsigls of MBIA as we deem appropriate.
We will be entitled to assign this agreement totheowholly owned subsidiary of MBIA, provided sushbsidiary assumes all obligations to
you hereunder and we remain the guarantor of shlipations, and upon such assignment such subgidiall become th“Employer”
hereunder.

3. Compensation

(a) Base SalaryCommencing on the Effective Date and for the tiomeof the Employment Period, your annual BaseSashall be
$650,000.00 ($54,166.66. per month), pa-weekly in accordance with the Emplo’s customary payroll practices (t Base Salary’).



(b) Deferred Paymentdn addition to the Base Salary payable underi@e&(a), you shall also receive, no later thareach of
October 10, 2009, January 10, 2010, April 10, 28d6 July 10, 2010, deferred payments, each inrtteuat of $587,500 (theDeferred
Payments”) subject to your continued employment hereuntesugh the last day of the prior fiscal quartertHa event that the Employment
Period is extended as provided in Section 1, ydurageive additional quarterly Deferred Paymepts;h in the amount of $587,500, for
every additional three months of the Employmentdeethe first such additional quarterly Deferread/fent paid no later than October 10,
2010. In the event the Employment Period ends poitihe last day of a fiscal quarter, the DefefPegment for that quarter shall be $587,500
multiplied by a fraction, the denominator of whigiall be number of days in the quarter, and theematar of which shall be the number of
days from and including the first day of the quarte and including the last day of the Employmatiod.

(c) Annual Performance Bonus in Respect of 2009i€&s Prior to the Effective DateYou shall be eligible to receive a pro-rated
annual incentive payment under the terms of MBIAual Incentive Plan, based on your service thinaligne 30, 2009 and your rate of
annual salary in effect on June 30, 2009. Suchr@ed bonus will paid at the same time as, andestibp the same conditions (including, but
not limited to, the achievement of the applicabhedioyer performance objectives and the CompensatignGovernance Committee’s
assessment of your performance during the periodaig 1, 2009 through June 30, 2009) as apply g#ineo, other senior officers of MBI/

(d) Performance Bonus in Respect of Services Dutirgemployment Periodin respect of your services, during the period fraomd
including the Effective Date to and including Ji&@ 2010, you will be eligible to receive a cashimof up to $1,000,000 subject to the
attainment of certain performance-based goalhidretent that the Employment Period is extendgd@sded in Section 1, you will be
eligible to receive a similar performance paymentpayments), provided that, if the Employment &&is extended for less than 12 months,
the bonus payable or available under this Sect{dhf8r such period shall be the cash bonus midtipby a fraction, the denominator of
which shall be 365, and the numerator of whichldbeathe number of days from and including thet filgy of the extension, to and including
the last day of the Employment Period. Whether,thrdextent to which, any such bonus(es) for sesvadter the Effective Date is payable to
you, will be determined by MBI's Compensation and Governance Committee baseid determination of the extent to which you shall
have achieved the performance criteria as agreed fime to time between you and the Chief Execuli¥ficer of MBIA . Any such
performance bonus(es) will be paid within 60 dafyghe end of the applicable performance period.
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(e) LongTerm Incentive CompensatiorYou shall not be eligible to receive any new ldagnm incentive awards after the Effective
Date. For the avoidance of doubt, this means tbatwill not receive any such long-term incentiveaasvin respect of your service in 2009
prior to the Effective Date or in respect of yoansdces on or after the Effective Date. Any awagtinted to you prior to the Effective Date
listed on Annex A hereto (theQutstanding LTIP Awards ") will continue in effect in accordance with th&ixisting terms, including, but
without limitation, the terms of MBIA'’s retiremepblicy for senior executives except as otherwiseioied herein.

4. Benefits. Except as otherwise provided herein, during thplByment Period, you will continue to receive bigseat a level, and on
terms and conditions, no less favorable to you thaee generally applicable to other senior exgeatof the Employer and MBIA. You will
be entitled to reimbursement of all reasonablellegpenses incurred in connection with entering eatd enforcing this agreement.
Notwithstanding the foregoing, you shall only bigigle to receive employer contributions in respafcMBIA’s non-qualified savings plans
based on compensation of up to $1,000,000 (but kméhshall not be applicable with respect to #reount of employee contributions that
can be made under such program), and any othefitygreevided by MBIA or the Employer which is based whole or in part, on the rate of
your base salary shall be based on a deemed $a\atyof $650,000

5. Early Termination ProvisiondNotwithstanding the provisions of Section 1, Braployment Period shall end on the earliest to bccu
of (&) your death, (B your termination of employment due to Disabilif\c) a termination of your employment by the EmplofgrCause,
(d) a termination of your employment by the Emplowéhout Cause, ( gyour retirement in accordance with MBIA's retirem policy
applicable to its senior executives or at the etygin of the Employment Period hereof,)(d termination of your employment by you for
Good Reason, or_()gany other termination of your employment by ybBar purposes of this agreement, the terr@atise” and “ Disability
" shall have the same meaning ascribed theretorthddEEPA Policy, as in effect on the date heraafl the term Good Reasori’ shall
mean the occurrence of any of the following, withpour express written consent:

(i) the assignment to you, including as a consecgi®h an assignment of this agreement as provid&action 2, of any
duties that materially diminish your position, aarity or responsibilities as in effect as of theéedaf this agreement, or any other
material diminution or adverse change in such mosiincluding titles, authority or responsibilisie
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(i) the Company'’s requiring you to be based at affice or location other than Armonk, New York, W& ork, New York
or any other location that is greater than 50 nfilesh your residence immediately prior to the daft¢his agreement, except for
travel reasonably required in the performance efytbur responsibilities;

(iii) the breach of this agreement by the Compamnariy material respect, including the failure by @ompany to pay you t
compensation payable under Section 3.

With regard to Section 5(e), you shall be deemduhice given six months notice of retirement in adaace with MBIA'’s retirement policy
applicable to its senior executives if your empleyrhends at the expiration of the Employment Period

6. Payments Upon Early Termination of the Employhieriod. In the event of an early termination of the Enyptent Period under
Section 5, except as expressly provided in thisement, obligations to pay you the Base Salaryu@idetion 3(a), Deferred Payments under
Section 3(b) and bonus(es) under Section 3(d) skalle as of the date of such early terminatiocefe¢that you shall be paid any Base S¢
and vacation accrued for services through the tti@t&mployment Period terminates). In the eventttim Employment Period ends due to
(1) your death, (i) your termination of employment due to Disabilifyii ) a termination of your employment by the Emplogtrer than fo
Cause, or (iy a termination of your employment by you for Gd®elason, you shall receive within 60 days of the désuch termination a
payment equal to the remaining Base Salary undeidde3(a) and remaining unpaid Deferred PaymentieuSection 3(b) that would have
been payable to you from the date of terminatiothéodate that the Employment Period would othexwsve lapsed pursuant to Section 1,
plus, at the sole discretion of MBIA’'s Compensat@m Governance Committee, an additional amounpdd $1.0 million. Upon an early
termination of the Employment Period due to youatteor Disability, you shall also be entitled takwther benefits as shall be provided
under the applicable MBIA plans and policies areltdrms of your Outstanding LTIP Awards. Upon arlyg@rmination of the Employment
Period in accordance with MBIA's retirement polagplicable to its senior executives, including aeyuired notice period, or at the
expiration of the Employment Period hereof, as dtictployment Period may be extended (and, for tloédance of doubt, you shall be
deemed to have given six months notice of retirdrireaccordance with MBIA'’s retirement policy apgable to its senior executives if your
employment ends at the expiration of the Employnieriod), you shall also be entitled to the besefiade available to senior officers who
retire under MBIA's retirement policy and to a re& under the terms of your Outstanding LTIP Awaedsept that you
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shall not be entitled to any performance bonusgraash payment in lieu of any long-term incengjvant, although nothing herein precludes
MBIA’s Compensation and Governance Committee frovaraing you such performance bonus or cash payment.

7. PostTermination Restrictive Covenants

(a) You hereby agree that during the EmploymenioEernd for two years thereafter, you shall na} directly or indirectly personally
hire, personally solicit or personally help anotpherson or entity hire or solicit any employee d8b4, the Employer or any of their affiliates
(the “Employer Group "), (ii_) directly or indirectly induce or encourage anypdogee to terminate employment with the Employeoux,
(iii_) direct any business opportunities developed dralbef the Employer Group for your own benefitfor the benefit of any of your futu
employers, ((iy) directly or indirectly solicit any of the custonseof the Employer Group to use the services oft@rgerson or entity in lieu
of those of the Employer Group, or [ 8eek or accept employment with any financial gngrinsurance company or with any other entity
created after the date hereof that materially caegpeith any of the Employer’s substantial busirgssrations or (Vj accept employment
act in any capacity in connection with any matiecluding providing any services or advice to aeyson or entity, relating to a transactior
which MBIA or one of its affiliates had issued adncial guaranty insurance policy on or beforeldlseday of the Employment Period or any
other matter with respect to which the interests1BiA or its subsidiaries are materially adverséhat time.

(b) At all times after the Effective Date, you dhaild in a fiduciary capacity for the benefit biet Company all secret or confidential
information, knowledge or data relating to the Campor any of its affiliated companies, and thespective businesses,)(abtained by yo!
during your employment by the Company or any oéffgiated companies and ()iinot otherwise public knowledge (other than bysoeaof
an unauthorized act by you). After termination ofiyemployment with the Company, you shall nothwitt the prior written consent of the
Company, unless compelled pursuant to an ordeicofig or other body having jurisdiction over suhtter (provided that you notify the
Company of any such order), communicate or divalge such information, knowledge or data to anyaherathan the Company and those
designated by it.

(c) During the Employment Period and at any timeréhfter, neither you, nor MBIA, shall directlyiadirectly, engage in any conduct
or make any statement, whether in commercial ocommercial speech, disparaging or criticizing iy amy the other, and with regard to
Company or any of its affiliates, any products envices offered by any of these, nor shall yother€ompany engage in any other condur
make any



other statement that could be reasonably expectidpair the goodwill of any of them, or the otlieeach case except to the extent required
by law, and then only after consultation with thlees.

(d) During the Employment Period and for two yahereafter, you shall not, directly or indirectlgr your own account or for the
account of any other person, in any jurisdictiomvirich the Company or any of its affiliates has aoemced or made plans to commence
operations, solicit or otherwise attempt to essdibéiny business relationship of a nature thatngpatitive with the business or relationship of
the Company or any of its affiliates with any persleroughout the world which is or was a custorolent or distributor of the Company or
any of its affiliates at any time during which yaere employed by the Company (in the case of anlg aativity during such time) or during
the twelve-month period preceding the date of teatidn of your employment (in the case of any sarfivity after such date of termination),
other than any such solicitation on behalf of tleenpany or any of its affiliates during the EmployrhEeriod.

8. Injunctive Relief and Other Remedies with Resp@€ovenants You acknowledge and agree that your covenantohlightions
above relate to special, unique and extraordinaters and that a violation of any of the termswath covenants and obligations will cause
the Company irreparable injury for which adequataedies are not available at law. Therefore, yoaathat the Company shall be entitled
to an injunction, restraining order or such othepigable relief (without the requirement to poshtprestraining you from committing any
violation of the covenants and obligations contdiimethis agreement. These remedies are cumulatideare in addition to any other rights
and remedies the Company may have at law or irtyequi

9. Compliance with Section 409A

(&) All provisions providing for payment of “nondifeed deferred compensation” (as defined in Satd@9A of the Internal revenue
Code of 1986, as amended (th€dde”), and the guidance promulgated thereunder) aemded to comply with the requirements of
Section 409A, and this agreement shall be inteegrit accordance therewith. Neither party may teidly alter the time at which payment
is due to be made hereunder.

(b) A termination of employment shall not be deerteeave occurred for purposes of any provisiothisf agreement providing for the
payment of any amounts or benefits upon or follgnartermination of employment that are subjectdoti®n 409A unless such terminatior
also a “separation from service” within the meanif@ection 409A and, for purposes of any suchision of this agreement, references to a
“termination,” “termination of employment,” “retirent,” “termination of the Employment Period,” dtd terms shall mean “separation from
service.”



(c) In the event that you are deemed on the daterwiination to be a “specified employee” withie tmeaning of that term under
Section 409A(a)(2)(B), then with regard to any pawtor the provision of any benefit that is “noralified deferred compensation” as
defined under Section 409A payable on account‘eéparation from service,” payment shall be mad¢henearlier of (@ the first regular
pay date after the six (6) month anniversary ohsseparation from service”, or ()ithe date of your death. Any payments delayedchgan
of the prior sentence shall be caught up and pe&single lump sum on the date indicated by tegipus sentence.

(d) For purposes of Section 409A, your right toefiee any installment payments pursuant to thiseagent shall be treated as a right to
receive a series of separate and distinct payments.

(e) Whenever a payment under this agreement spgeifpayment period with reference to a numbeag$ de.g., “you shall receive
within 60 days of the date of such terminationig actual date of payment within the specifiedqueshall be within the sole discretion of 1
Company.

(f) All taxable expenses or reimbursements undsrabreement shall be made to you on or prioréddbt day of the taxable year
following the taxable year you incurred such exgsnand no such reimbursement or expenses elfgibteimbursement in any taxable year
shall in any way affect the expenses eligible @mbursement in any other taxable year (providatlttie foregoing shall not be violated with
regard to expenses reimbursed under any arrangemesited by Section 105(b) of the Code solely beeauch expenses are subject to a
limit related to a period the arrangement is ireety.

(g) Amounts payable hereunder that satisfy thetdkraon deferral exception in Treas. Reg. §1.409B)}#( or the separation pay
exception in Treas. Reg. 1.409A-1(b)(9)(iii) shadt be treated as non-qualified deferred compesrs&tir purposes of this agreement and
Section 409A.

10. Miscellaneous

(a) Applicable Law. Except to the extent that the terms and conditmfrthis agreement may be preempted by Federgitewhich
case such terms and conditions shall be subjegbterned by and construed in accordance with Bederal law), this agreement shall be
governed by and construed in accordance with the &f the States of New York, applied without refese to principles of conflict of laws.
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(b) Arbitration. Any dispute or controversy arising under or immection with this agreement shall be resolvedihglibg arbitration.
The arbitration shall be held in the city of WhiRkains, New York and, except to the extent incdasiswith this agreement, shall be
conducted in accordance with the Expedited Emplaoymebitration Rules of the American Arbitration gaciation then in effect at the time
of the arbitration (or such other rules as theiparay agree to in writing), and otherwise in adaace with principles which would be
applied by a court of law or equity. The arbitrasball be acceptable to both the Company and theipant. If the parties cannot agree or
acceptable arbitrator, the dispute shall be hegpra fpanel of three arbitrators, one appointed loh @di the parties and the third appointed by
the other two arbitrators.

(c) Severability; Reformationin the event that one more of the provisionshtf agreement shall become invalid, illegal or
unenforceable in any respect, the validity, legalind enforceability of the remaining provisiomstained herein shall not be affected
thereby. In the event that any provision of Sec#ids not enforceable in accordance with its telyos, and the Company agree that such
section shall be reformed to make such sectionregétle in a manner which provides the Companyrtis@mum rights permitted at law.

(d) Entire AgreementThis agreement constitutes the entire agreenmeahg the parties hereto with respect to the sulbjatter hereot
and supersede all undertakings and agreementshevtegtl or in writing, previously entered into thye parties with respect thereto. For
avoidance of doubt, your rights of indemnificateomd D&O insurance coverage are not diminished loeretise adversely affected by this
agreement.

(e) Waiver. Waiver by any party hereto of any breach or défauthe other party of any of the terms of thigeement shall not operate
as a waiver of any other breach or default, whethmilar to or different from the breach or defaultived. No waiver of any provision of this
agreement shall be implied from any course of dgalietween the parties hereto or from any failyreither party hereto to assert its or his
rights hereunder on any occasion or series of amtas

(f) Captions. The captions of this agreement are not part@ptiovisions hereof and shall have no force orceffe
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Please confirm your acceptance of the terms s#t fiotthis letter agreement by signing below.
Sincerely,
/sl Joseph W. Brown

Joseph W. Browi
Chief Executive Office

Agreed and Accepted/s/ Mitchell Sonkin
Mitchell Sonkin

Dated: August 4, 2009



ANNEX A
OUTSTANDING LTIP AWARDS

Stock Options:
Grant Date Options Granted
3/29/2004 75,00(
2/16/200¢& 30,00(
3/28/2008 400,00(
2/12/200¢ 350,00(

MBYV Restricted Stock:

Grant Date Shares Grantec

2/15/2007 18,34
Restricted Stock:

Grant Date Shares Grantec

2/27/200€ 5,02¢

8/3/2007 19,67:
Cash LTI:

Grant Date Grant Value

2/12/200¢ $ 900,00(
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Exhibit 31.1

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

I, Joseph W. Brown, certify that:

1.

I have reviewed the Annual Report of MBIA Inthg “Company”) on Form 10-Q for the period endinge 30, 2009 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 amgttate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading
with respect to the period covered by this Reg

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

The Company’s other certifying officers andé aesponsible for establishing and maintainingldgae controls and
procedures (as defined in Exchange Act Rules 13a}Hnd 15d-15(e)) and internal control over firiaheeporting (as defined
in Exchange Act Rules 1-15(f) and 15-15(f)) for the Company and hav

(a) designed such disclosure controls and procsdareaused such disclosure controls and procedortee designed
under our supervision, to ensure that materiairmédion relating to the Company, including its calitated
subsidiaries, is made known to us by others withase entities, particularly during the period inigh this Report is
being preparec

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

(c) evaluated the effectiveness of the Companygssldsure controls and procedures and presentédsiReport our
conclusions about the effectiveness of the disciosantrols and procedures, as of the end of thegeovered by this
Report based on such evaluation;

(d) disclosed in this Report that there were naglea in the Company’s internal control over finahogporting that
occurred during the Company’s second quarter 092h8t has materially affected, or is reasonallglyi to materially
affect, the Compar’s internal control over financial reporting; &

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

(&) all significant deficiencies and material weaknessehe design or operation of internal contratiofinancial reportin
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 inesmanagement or other employees who have a s@mifiole in the
Compan’s internal control over financial reportir

/sl Joseph W. Brown

Joseph W. Browi
Chief Executive Office
August 6, 200¢



Exhibit 31.2

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

I, C. Edward Chaplin, certify that:

1.

5.

I have reviewed the Annual Report of MBIA Inthg “Company”) on Form 10-Q for the period endinge 30, 2009 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 amgttate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading
with respect to the period covered by this Reg

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

The Company’s other certifying officers andé aesponsible for establishing and maintainingldgae controls and
procedures (as defined in Exchange Act Rules 13a}Hnd 15d-15(e)) and internal control over firiaheeporting (as defined
in Exchange Act Rules 1-15(f) and 15-15(f)) for the Company and hav

(a) designed such disclosure controls and procsdareaused such disclosure controls and procedortee designed
under our supervision, to ensure that materiairmédion relating to the Company, including its calitated
subsidiaries, is made known to us by others withase entities, particularly during the period inigh this Report is
being preparec

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

(c) evaluated the effectiveness of the Companygssldsure controls and procedures and presentédsiReport our
conclusions about the effectiveness of the disciosantrols and procedures, as of the end of thegeovered by this
Report based on such evaluation;

(d) disclosed in this Report that there were naglea in the Company’s internal control over finahogporting that
occurred during the Company’s second quarter 092h8t has materially affected, or is reasonallglyi to materially
affect, the Compar’s internal control over financial reporting; &

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

(&) all significant deficiencies and material weaknessehe design or operation of internal contratiofinancial reportin
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 inesmanagement or other employees who have a s@mifiole in the
Compan’s internal control over financial reportir

/s/ C. Edward Chaplin

C. Edward Chaplit
Chief Financial Officel
August 6, 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 Annual Report of MBIA In¢hé “Company”) on Form 10-Q for the period endinge 30, 2009 as filed with the
Securities and Exchange Commission on the dateh@he “Report”), 1, Joseph W. Brown, Chief ExdgetOfficer of the Company, certify,
pursuant to 18 U.S.C. § 1350, as adopted pursad906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirementseétion 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 Joseph W. Brown
Joseph W. Browi
Chief Executive Office
August 6, 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 Annual Report of MBIA In¢hé “Company”) on Form 10-Q for the period endinge 30, 2009 as filed with the
Securities and Exchange Commission on the date@h@he “Report”),l, C. Edward Chaplin, Chief Financial Officer okt&ompany, certify
pursuant to 18 U.S.C. § 1350, as adopted pursad906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirementseétion 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 Office
August 6, 200¢




Exhibit 99.1

NATIONAL PUBLIC FINANCE GUARANTEE CORPORATION
FINANCIAL STATEMENTS

As of June 30, 2009 and December 31, 2008
and for the periods ended June 30, 2009 and 2008
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NATIONAL PUBLIC FINANCE GUARANTEE CORPORATION
BALANCE SHEETS (Unaudited)

(In thousands except per share amounts)

Assets
Investments

Fixed-maturity securities held as available-foresatt fair value (amortized cost $2,872,055 a

$98,827)

Investments pledged as collateral, at fair valmeofdized cost $1,734,909 and ¢
Shor-term investments, at fair value (amortized cost/d83 and $80,98¢

Total investment

Cash and cash equivalel

Securities purchased under agreements to |
Accrued investment incon

Deferred acquisition cos

Premiums receivabl

Prepaid reinsurance premiul
Receivable for insurance loss recove
Goodwill

Receivable for investments sc
Current income taxe

Deferred income taxes, n

Other asset

Total asset

Liabilities and Sharehold's Equity
Liabilities:
Unearned premium reven
Loss and loss adjustment expense rese
Securities sold under agreements to repurc
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

Sharehold¢' s Equity:

Common stock, par value $30 per share; authorigeded and outstanding sha-- 500,000

Additional paic-in capital
Retained earning

Accumulated other comprehensive income (loss)phdéeferred income tax of $21,793 and

$2,566
Total shareholdr’s equity
Total liabilities and shareholc’s equity

The accompanying notes are an integral part ofitla@cial statements.

2

June 30, 200! December 31, 20C
$2,800,34; $ 105,46
1,741,74 -
499,67 81,67¢
5,041,76; 187,14.
29,557 6,38¢
1,936,71 -
61,30¢ 1,15¢€
711,42 -
400,16¢ -
29 458

31,31¢ -
31,37: -
39,40: 3
1,72 -

- 3,19

68¢ 56
$8,285,46! $ 198,39:
$3,570,67 $ 45¢
194,24 -
1,937,96! -
- 1,162

42,76: -
14,22: -
8,05¢ -
5,84( -
49,57 25
5,823,33. 1,64(
15,00( 5,00(
2,335,32! 200,89
152,28: (13,909)
(40,472 4,76E
2,462,13. 196,75:
$8,285,46 $ 198,39




NATIONAL PUBLIC FINANCE GUARANTEE CORPORATION
STATEMENTS OF OPERATIONS (Unaudited)

(In thousands)

Three Months Ended

June 30, Six Months Ended June 30,
2009 2008 2009 2008
Revenues
Scheduled premiums earn $103,97. $ - $ 217,67 $ -
Refunding premiums earn 29,02¢ - 65,17¢ -
Premiums earned (net of ceded premiums of $21, %31 and $61 133,00( - 282,84° -
Net investment incom 60,02¢ 1,93¢ 91,12¢ 3,96¢
Fees and reimbursemei 338 - 577 -
Realized gains and other settlements on insuredatiees 13C - 18¢€ -
Unrealized gains (losses) on insured derivat 18¢ - (167) -
Net change in fair value of insured derivati' 31¢ - 19 -
Net realized gain 7,01¢ 265 7,01¢ 992
Total revenue 200,69¢ 2,19¢ 381,59( 4,96(
Expenses
Losses and loss adjustm 5,25( - 62,99¢ -
Amortization of deferred acquisition co: 28,47 - 56,73: -
Operating 20,57¢ 31 28,36¢ 188
Total expense 54,30: 31 148,09¢ 182
Income before income tax 146,39¢ 2,16¢ 233,49 4,771
Provision for income taxe 46,19¢ 39t 67,30: 871
Net income $100,20: $1,77¢ $ 166,19 $ 3,90¢

The accompanying notes are an integral part ofitla@cial statements.
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NATIONAL PUBLIC FINANCE GUARANTEE CORPORATION

STATEMENT OF CHANGES IN SHAREHOLDER'’S EQUITY (Unaud ited)

For the Six Months Ended June 30, 2009
(In thousands except per share amounts)

Balance, January 1, 20i
Increase in par value of common she

Comprehensive incom
Net income
Other comprehensive los
Change in unrealized appreciation of investment®he
deferred income taxes of $24,3

Total comprehensive incon

Capital contribution from parel

Shar-based compensation net of income taxes of ¢

Balance, June 30, 20(

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

Change in net unrealized appreciation, net of t

The accompanying notes are an integral part ofitla@cial statements.

Common Stock

Accumulated
Other

Total

Additional Comprehensive Shareholder’s
Paid-in Retained
Shares Amount Capital Earnings Income (Loss) Equity
500,00 $ 5,00C $ 200,89 $(13,909 $ 4,768 $ 196,75:
- 10,00( - - - 10,00(
- - - 166,19¢ - 166,19:
- - - - (45,23)) (45,23))
120,95t
- - 2,134,41. - - 2,134,41.
- - 10 - - 10
500,00( $15,00( $2,335,321 $152,28: $ (40,47) $2,462,13
2009
$ (45,009
22¢
$ (45,23)
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NATIONAL PUBLIC FINANCE GUARANTEE CORPORATION
STATEMENTS OF CASH FLOWS (Unaudited)
(In thousands)

Six Months Ended June 30,

2009
Cash flows from operating activitie
Net income $ 166,19:
Adjustments to reconcile net income to net caskigea by operating activitie:
Amortization of bond discounts (premiums), 6,64¢
(Increase) decrease in accrued investment inc (60,150)
Increase in deferred acquisition cc (711,42)
Increase (decrease) in unearned premium rev 3,588,041
Decrease in prepaid reinsurance premi 424
Increase in premiums receival (400,169
Increase in loss and loss adjustment expense e 194,24«
Increase in payable to affiliat 867
Increase in receivable for insurance loss recos (31,31¢)
Decrease in reinsurance premiums pay (40
Increase in accrued expen: 4,071
Net realized gains on investme (7,019
Unrealized losses on insured derivati 167
Current income tax provision (benel (3,019
Deferred income tax provisic 70,317
Shar-based compensatic 142
Other, operatin 5,54¢
Total adjustments to net incor 2,657,33.
Net cash provided by operating activit 2,823,52
Cash flows from investing activitie
Purchase of fixe-maturity securitie: (4,978,46)
Increase in payable for investments purchs 8,05¢
Sale of fixe-maturity securitie: 398,73:
Increase in receivable for investments ¢ (39,400
Redemption of fixe-maturity securitie: 33
Purchase of shc-term investments, ni (343,809
Net cash used by investing activit (4,954,84)
Cash flows from financing activitie
Securities purchased under agreements to rest 1,24¢
Capital contribution from parel 2,113,04.
Other, financing 40,20¢
Net cash provided by financing activiti 2,154,49
Net increase (decrease) in cash and cash equis 23,17:
Cash and cash equivaler beginning of periot 6,38¢
Cash and cash equivaler- end of perioc $ 29,55
Supplemental cash flow disclosur.
Non cash items
Shar-based compensatic $ 142

The accompanying notes are an integral part ofitlaacial statements.
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2008

$ 3,90¢
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National Public Finance Guarantee Corporation
Notes to Financial Statements (Unaudited)

Note 1: Business and Organization

National Public Finance Guarantee Corporat“National”) is a wholly owned subsidiary of MBIA tnthrough an intermediary holding
company, National Public Finance Guarantee Holdimgs (“National Holdings”). Prior to February 12009, National, previously named
MBIA Insurance Corporation of Illinois (“MBIA lllimis”), was a wholly owned subsidiary of MBIA Insurance famation. In February 200
after receiving the required regulatory approvislBJA Insurance Corporation transferred the stock&lA lllinois to National Holdings.
Additionally, National was further capitalized witipproximately $2.1 billion from funds distributbg MBIA Insurance Corporation to
MBIA Inc. as a dividend and return of capital, whigIBIA Inc. contributed to National through Natidrtoldings. As of June 30, 2009,
National was rated A with a developing outlook lgrglard & Poc's Corporation (“S&P”) and Baal with a developingtlook by Moody’s
Investors Service, Inc. (“Moody’s”).

In February 2009, National and MBIA Insurance Caogbon entered into a quota share reinsurance amgneteeffective January 1, 2009
pursuant to which MBIA Insurance Corporation cediaf its U.S. public finance exposure to Natioaatl into an assignment agreement
under which MBIA Insurance Corporation assignedights and obligations with respect to the U.Sljmufinance business that MBIA
Insurance Corporation assumed from Financial Guaidasurance Corporation (“FGIC”). The exposurensf@rred to National under the
reinsurance and assignment agreements totalediiiba of net par outstanding. The reinsurance assignment enables covered
policyholders and certain ceding reinsurers to naéiens for payment directly against National ic@cance with the terms of these
agreements.

To provide additional protection to its policyhotdeNational also issued secondp@y policies for the benefit of the policyholdemvered b
the above reinsurance and assignment agreemetse $hcond-to-pay policies, which are direct otibga of National, are held by a trustee
and provide that if MBIA Insurance Corporation @lE, as applicable, do not pay valid claims of thpgilicyholders, the policyholders will
then be able to make claims directly against Natfion

The financial guarantees issued by National prouitteonditional and irrevocable guarantees of thergent of the principal of, and interest
other amounts owing on, insured obligations whea aly in the event National has the right at iscdition to accelerate insured obligations
upon default or otherwise, upon National’'s accelena National’'s guarantees insure municipal bomasuding tax-exempt and taxable
indebtedness of U.S. political subdivisions, ad aglutility districts, airports, health care imstions, higher educational facilities, studenti
issuers, housing authorities and other similar eigsrand obligations issued by private entities finance projects that serve a substantial
public purpose. Municipal bonds and privately igssbends used for the financing of public purposgquts are generally supported by taxes,
assessments, fees or tariffs related to the ueesé projects, lease payments or other similastyb revenue streams.

Liquidity
Liquidity risk arises in National’s operations wheaims on insured exposures result in paymengabtins, when operating cash inflows fall

due to depressed new business writings, lower ima# income, or unanticipated expenses, or whegsted assets experience credit
defaults or significant declines in fair value.

Nationa’s financial guarantee contracts cannot be acdeldyshereby mitigating liquidity risk. However,fdalts, credit impairments and
adverse capital markets conditions which Natiosa@lrrently experiencing, can create payment requents as National has made irrevoc
pledges to pay principal and interest, or otheram®sowing on insured obligations, when due. Addiilly, National requires cash for the
payment of operating expenses. Finally, Nationsd @irovides liquid assets to other MBIA Inc. sulzgiés to support their business
operations and liquidity position.

Note 2: Significant Accounting Policies
Basis of Presentatiol

The accompanying unaudited financial statemeni$ational do not include all of the information agidclosures required by accounting
principles generally accepted in the United Stafesmerica (“GAAP”) for annual periods. The accompging financial statements have not
been audited by an independent registered puldiowenting firm in accordance with the standardshefRublic Company Accounting
Oversight Board (United States), but in the opimddmanagement such financial statements includsdgistments, consisting only of norr
recurring adjustments, necessary for the fair state of National’s financial position and resulfoperations.

The preparation of financial statements requiresagament to make estimates and assumptions tleat #ie reported amounts of assets and
liabilities and disclosures of contingent asset$l@bilities at the date of the financial statettseand the reported amounts of revenues and
expenses during the reporting period. As additiamfairmation becomes available or actual amount®ire determinable, the recorded
estimates are revised and reflected in operatisigite Actual results could differ from those estigs.

6



National Public Finance Guarantee Corporation
Notes to Financial Statements (Unaudited)

The results of operations for the three and sixthmended June 30, 2009 may not be indicativeeofdhults that may be expected for the
year ending December 31, 2009. The December 3B R@Ance sheet was derived from the financiaéstants of MBIA lllinois.

In addition, National evaluated all events subsatiteeJune 30, 2009 through August 5, 2009 forusidn in National’s financial statements
and/or accompanying notes.

Financial Guarantee Insurance Premiums

Unearned Premium Revenue and Receivable for Flrtgmiums

National records financial guarantee insurance pners in accordance with the guidance provided atehent of Financial Accountir
Standards No. (“SFAS”) 163, “Accounting for Finaaldsuarantee Insurance Contracts.” SFAS 163 regjdlegional to recognize a liability
for unearned premium revenue at the inceptionnafricial guarantee insurance and reinsurance ctsiva@ contract-by-contract basis.
Unearned premium revenue recognized at incepti@oaitract is measured at the present value qfrgraium due. For most financial
guarantee insurance contracts, National receivesriltire premium due at the inception of the camti@nd recognizes unearned premium
revenue liability at that time. For certain othigiahcial guarantee contracts, National receivesipmas in installments over the term of the
contract. Unearned premium revenue and a receivabfature premiums is recognized at the inceptiban installment contract, and
measured at the present value of premiums expéztee collected over the contract period or expgepeziod using a risk-free discount rate
as required by SFAS 163. SFAS 163 only allows #tpeeted period to be used in the present valuerdetation of unearned premium
revenue and receivable for future premiums for i@mts where (a) the insured obligation is contralbiuprepayable, (b) prepayments are
probable, (c) the amount and timing of prepaymangsreasonably estimable, and (d) a homogenousopaskets is the underlying collateral
for the insured obligation. National has determitteat substantially all of its installment contsaoteet the conditions required by SFAS 163
to be treated as expected period contracts. Thedvadale for future premiums is reduced as instatipeemiums are collected. National
reports the accretion of the discount on installinpgamiums receivable as premium revenue and disslthe amount recognized in “Note 4:
Insurance Premiums.” National assesses the redeif@tfuture premiums for collectability each refiag period, adjusts the receivable for
uncollectible amounts and recognizes any writeagfbperating expense and discloses the amountiigedgn “Note 4: Insurance
Premiums.” As premium revenue is recognized, theaumed premium revenue liability is reduced.

Premium Revenue Recogniti

SFAS 163 requires financial guarantee insurance@indurance contracts issued by insurance enéegptd recognize and measure premium
revenue based on the amount of insurance protegtmnded to the period in which the insurance g@ction is provided. Premium revenue is
measured by applying a constant rate to the ingoniedipal amount outstanding in a given periodecognize a proportionate share of the
premium received or expected to be received onamiial guarantee insurance contract. A constémffoa each respective financial
guarantee insurance contract is determined asitireaf (a) the present value of premium receivedxpected to be received over the period
of the contract to (b) the sum of all insured pipat amounts outstanding during each period ovetéhm of the contract. As premium
revenue is recognized, unearned premium revenbiditifdas reduced.

An issuer of an insured financial obligation matjreethe obligation prior to its scheduled matuttyough legal defeasance in satisfaction of
the obligation according to its indenture, whichulés in National's obligation being extinguishater the financial guarantee contract.
National recognizes any remaining unearned premauanue on the insured obligation as premium rexémthe period the contract
extinguished to the extent the unearned premiume® has been collected.

Non-refundable commitment fees are considered inseraremiums and are initially recorded under unghpremium revenue in National’s
balance sheets when received. Once the relatedcfadagguarantee insurance policy is issued, thencibment fees are recognized as premium
written and earned using the constant rate methtfie commitment agreement expires before thaedléinancial guarantee is issued, the
non-refundable commitment fee is immediately rei@gphas premium written and earned at that time.

Loss and Loss Adjustment Expens

SFAS 163 requires a claim liability (loss reseneepe recognized on a contract-by-contract basesmvthe present value of expected net cash
outflows to be paid under the contract using a-fisk rate as of the measurement date exceedadfa@ned premium revenue. A claim
liability is subsequently remeasured each reporiexgod for expected increases or decreases dttetmes in the likelihood of default and
potential recoveries. Subsequent changes to theureraent of claim liability are recognized as claxpense in the period of change.
Measurement and recognition of claim liability éported gross of any reinsurance. National estisrthte likelihood of possible claims
payments and possible recoveries using probabiléighted expected cash flows based on informati@ilable as of the measurement date,
including market information. Accretion of the dismt on a claim liability is included in claim expe. Nationab claim liability and accrua
for loss adjustment expenses (“LAE”) incurred aiseldsed in “Note 8: Loss and Loss Adjustment ExggeReserves.”
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National Public Finance Guarantee Corporation
Notes to Financial Statements (Unaudited)

Investments

National classifies its fixe-maturity investments as available-for-sale asnaefiby SFAS 115, “Accounting for Certain InvestnsentDebt

and Equity Securities.” Available-for-sale investiteeare reported in the balance sheets at faieyatith unrealized gains and losses, net of
deferred taxes, reflected in accumulated other cehgnsive income (loss) in shareholder’s equitynddiscounts and premiums are
amortized using the effective yield method overrgmaaining term of the securities. For bonds pusetiaat a price above par value that also
have call features, premiums are amortized to @liedate that produces the lowest yield. For mayéghbacked and asset-backed securities
(“ABSs”), discounts and premiums are adjusted quirfor the effects of actual and expected prepaysion a retrospective basis. For pre-
refunded bonds, the remaining term is determinagdan the contractual refunding date. Investmmerdme is recorded as earned. Realized
gains or losses on the sale of investments arendieted by utilizing the first-in, first-out methdd identify the investments sold and are
included as a separate component of revenues.

Short-term investments are carried at fair valng, iaclude all fixed-maturity securities with a reimng effective term to maturity of less
than one year, commercial paper and money marketises.

Other-Than-Temporary Impairments on Investment i8és.

At each balance sheet date, National evaluat@sviégstments for which fair value is less than amed cost to determine whether the decline
in value is other than temporary.

An investment is considered for a potential otthemttemporary impairment if it meets any of thédwing criteria:

» The security’s current fair value is less than entbook value by a magnitude of 5% or greater,thadair value has been less
than book value by at least 5% for a period of gnethan 12 months; «

» the securit’s fair value is less than current book value byagmitude of 20% or greate

If any of the above criteria are met, further asiys performed to determine whether the impaitreather than temporary. For available-
for-sale securities that management has no inteselt and believes that it is more likely than wilt not be required to be sold prior to
recovery, only the credit loss component of thedimpent is recognized in earnings, while the réshe fair value loss is recognized in
accumulated other comprehensive income (loss) ciidwit loss component recognized in earnings igtified as the amount of cash flows
not expected to be received over the remaining tdrthe security as projected using National's désh projections and base assumptions.

Nationa’s statement of operations reflects the full impent (the difference between a security’s amortzest basis and fair value) on debt
securities that National intends to sell or wouldrenlikely than not be required to sell before ¢lxpected recovery of the amortized cost
basis.

Cash and Cash Equivalents
Cash and cash equivalents include cash on handeandnd deposits with banks with original maturitégess than 90 days.

Securities Purchased Under Agreements to Resell Sedurities Sold Under Agreements to Repurch

Securities purchased under agreements to resefieanuities sold under agreements to repurchasacaoainted for as collateralized
transactions and are recorded at contract valueagaarued interest, subject to the provisions &SE40, “Accounting for Transfers and
Servicing of Financial Assets and Extinguishmeiftsiabilities.”

These transactions are entered into with MBIA In@onnection with MBIA Inc.’s asset liability pradts activity. It is National’s policy to
take possession of securities used to collateralizé transactions with MBIA Inc. National minimézthe credit risk that MBIA Inc. might be
unable to fulfill its contractual obligations by mitoring MBIA Inc.’s credit exposure and collateral value and requiaiditional collateral t
be deposited with National when deemed necessary.

Policy Acquisition Cost:

Policy acquisition costs include those expensesrétate primarily to, and vary with, the acquisitiof new insurance business. National
periodically conducts a study to determine whickraging costs have been incurred to acquire newanse business and qualify for defet
For business produced directly by National, sugdtsimclude compensation of employees involvecdigieuwriting and policy issuance
functions, certain rating agency fees, state prantaxes and certain other underwriting expenseésicer by ceding commission income on
premiums ceded to reinsurers. Policy acquisitistalso include ceding commissions paid by Nationeonnection with assuming busin
from other financial guarantors. Policy acquisit@osts, net of ceding commissions received, relatewn-derivative insured financial
guarantee transactions are deferred and amortizadtoe period in which the related premiums aree Policy acquisition costs related to
insured derivative transactions are expensed asrgo:
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National Public Finance Guarantee Corporation
Notes to Financial Statements (Unaudited)

Goodwill

Gooduwill represents the excess of the cost of aitaua business enterprise over the fair valudefriet assets acquired. Under SFAS 142,
“Goodwill and Other Intangible Assets,” goodwilltissted for impairment at least annually. An impesnt loss is triggered if the estimated
fair value of an operating segment is less thaadtsying value.

As a result of the aforementioned capitalizatioNafional and the reinsurance and assignment agrsrantered into with MBIA Insurance
Corporation in February 2009, $31 million of gootlwias allocated to National based on the relai@mevalues of National and MBIA
Insurance Corporation. National’'s annual impairntesting of goodwill will be performed on January2010.

Fair Value Measurements — Definition and Hierarchy

National applies the provisions of SFAS 1“Fair Value Measurements,” for its financial instrents. Under this standard, fair value is
defined as the price that would be received toaseksset or paid to transfer a liability (an exite) in an orderly transaction between market
participants at the measurement date.

In determining fair value, National uses varioukiaion approaches, including both market and ire@pproaches. SFAS 157 establishes a
hierarchy for inputs used in measuring fair vala maximizes the use of observable inputs andmiieis the use of unobservable inputs by
requiring that the most observable inputs be udeeivavailable and reliable. Observable inputstaed National believes that market
participants would use in pricing the asset orilighdeveloped based on market data. Unobsenvalplets are those that reflect National’s
beliefs about the assumptions market participamtgidvuse in pricing the asset or liability develdfmsed on the best information available.
The hierarchy is broken down into three levels Hasethe observability and reliability of inputsfaiows:

» Level 1—Valuations based on quoted prices in active maffketislentical assets or liabilities that Natiohals the ability to acce:
Since valuations are based on quoted prices thatadily and regularly available in an active nearkaluation of these products
does not entail any degree of judgment. Assetizintj Level 1 inputs generally include U.S. Tredssiiand money market
securities

» Level 2—Valuations based on quoted prices in markedt are not active or for which all significamputs are observable, either
directly or indirectly. Level 2 assets include debturities with quoted prices that are tradedflezsgiently than exchange-traded
instruments, securities which are priced using niadge inputs and derivative contracts whose vatwesletermined using a
pricing model with inputs that are observable i@ tharket or can be derived principally from or oborated by observable mar
data. Assets and liabilities utilizing Level 2 inpinclude: U.S. government and agency mortgag&eduhsecurities (“MBSs”);
foreign government bonds; derivatives; corporatmnnicipal bonds; and certain MB:¢

* Level 3—Valuations based on inputs that are unafadde and supported by little or no market actigityd that are significant to
the overall fair value measurement. Level 3 assedsliabilities include financial instruments whasdue is determined using
pricing models, discounted cash flow methodologiesimilar techniques, as well as instrumentsafbich the determination of
fair value requires significant management judgnogrgstimation. Assets and liabilities utilizinguet 3 inputs include certain
investments that back National's repurchase agreewieose inputs, which are significant to theirualon became unobservable
during the quarter. Foreign governments and cotparaligations constituted the majority of the afésl instruments

The level of activity in a market contributes te tihetermination of whether an input is observabteactive market is one in which
transactions for an asset or liability occurs vsitifficient frequency and volume to provide pricinfprmation on an ongoing basis. In
determining whether a market is active or inactiNational considers the following traits to be wative of an active market:

» transactions are frequent and observe

* prices in the market are curre

» price quotes among dealers do not vary signifigamter time; anc

» sufficient information relevant to valuation is pigly available.
The availability of observable inputs can vary frpmduct to product and period to period and iscéd by a wide variety of factors,
including, for example, the type of product, whettee product is new and not yet established imtheketplace, and other characteristics
particular to the transaction. To the extent treuiation is based on models or inputs that aredbssrvable or unobservable in the market
determination of fair value requires more judgmémtcordingly, the degree of judgment exercised laidhal in determining fair value is
greatest for instruments categorized in Level Zdnain cases, the inputs used to measure faievahy fall into different levels of the fair

value hierarchy. In such cases, for disclosure qaep the level in the fair value hierarchy withihieh the fair value measurement in its
entirety falls is determined based on the lowestlléput that is significant to the fair value nsaeement in its entirety.
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National Public Finance Guarantee Corporation
Notes to Financial Statements (Unaudited)

Fair value is a market-based measure consideredtfre perspective of a market participant rathan thn entity-specific measure. Therefore,
even when market assumptions are not readily dlajl&lational’s own assumptions are set to reflecse that it believes market participants
would use in pricing the asset or liability at theasurement date. National uses prices and irnipattsite current as of the measurement date,
including during periods of market dislocation.plariods of market dislocation, the observabilitypdtes and inputs may be reduced for
many instruments. This condition could cause amuin®ent to be reclassified from Level 1 to Leveadrd evel 2 to Level 3. National has also
taken into account its own nonperformance risk thiadl of its counterparties when measuring fair @alu

Refer to “Note 5: Fair Value of Financial Instrunt&for additional fair value disclosures.

Income Taxes

National is included in the consolidated tax retofvMBIA Inc. The tax provision for National forrfancial reporting purposes is determil
on a stand-alone basis.

Deferred income taxes are recorded with respeititéemporary differences between the tax basassgts and liabilities and the reported
amounts in National’s financial statements that meibult in deductible or taxable amounts in futyears when the reported amounts of assets
and liabilities are recovered or settled. Such gy differences relate principally to premiumegue recognition, deferred acquisition
costs, unrealized appreciation or depreciatiomeéstments and derivatives, and National’s stajutontingency reserve. Valuation
allowances are established to reduce deferredstetato the amount that more likely than not ldlirealized. Deferred tax assets and
liabilities are adjusted for the effect of changetax laws and rates in the period in which changye approved by the relevant authority.

The Internal Revenue Code permits companies writivancial guarantee insurance to deduct from teexatzome amounts added to the
statutory contingency reserve, subject to cerfaiftdtions. The tax benefits obtained from suchuttidns must be invested in non-interest-
bearing U.S. Government tax and loss bonds. Ndtiecards purchases of tax and loss bonds as pagroefederal income taxes. The
amounts deducted must be restored to taxable inedma the contingency reserve is released, at whiah National may present the tax :
loss bonds for redemption to satisfy the additidaalliability.

Refer to “Note 9: Income Taxes” for additional inftation about National’s income taxes.

Fee and Reimbursement Revenue Recognition

National collects insurance related fees for ses/jperformed in connection with certain transastidm addition, National may be entitled
reimbursement of third-party insurance expensdsttiacurs in connection with certain transactiobepending upon the type of fee received
and whether it is related to an insurance policg,fee is either earned when it is received orrdedeand earned over the life of the related
transaction. Work, waiver and consent, terminaté@ministrative and management fees are earned thbewrlated services are completed
and the fee is received. Structuring fees are éawnea straightine basis over the life of the related insuranckcy. Expense reimbursemel
are recognized when received.

Note 3: Recent Accounting Pronouncements
Recently Adopted Accounting Standar

In May 2009, the Financial Accounting Standardsrddqa-ASB”) issued SFAS 165, “Subsequent Eventdhiol establishes general
standards of accounting for and disclosure of es/irait occur after the balance sheet date butdéierfinancial statements are issued. SFAS
165 is effective for National in the interim andchaial periods ending after June 15, 2009 and shHmlpplied prospectively. National

adopted this standard as of the second quartédG¥. Z'he adoption of this standard did not haveféett on Nationak balance sheets, resi

of operations or cash flows. Refer to “Note 2: #figant Accounting Policies” for required disclogur

In April 2009, the FASB issued FSP FAS 157-4, “Detiming Fair Value When the Volume and Level of ikity for the Asset or Liability
Have Significantly Decreased and Identifying Tramiges That Are Not Orderly,” which amends SFAS - 7Determining the Fair Value

of a Financial Asset When the Market for That Adsétot Active,” to provide additional guidancehighlight and expand on the factors that
should be considered when there has been a sigmifitecrease in market activity for a financiakass financial liability being measured.
The FSP also provides additional factors thatiesti&hould consider to determine whether eventganmstances indicate that a transaction
is or is not orderly (i.e., distressed). FSP FAS-45s effective for National in the interim andnaral periods ending after June 15, 2009.
National has adopted this standard as of the seqoader of 2009. The adoption of this standardndiihave a material effect on Natic's
balance sheets, results of operations or cash flows
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Notes to Financial Statements (Unaudited)

In April 2009, the FASB issued FSP FAS 115-2 anHE&4-2, “Recognition and Presentation of OtherAFhamporary Impairments,”
which amends SFAS 115 and SFAS 124, “Accountindfertain Investments Held by Not-for-Profit Orgaatians,” to amend the
recognition criteria for other-than-temporary impaént guidance and to improve the presentatiorttadrethan-temporary impairments in the
financial statements. This FSP replaces the egiségquirement that the entity’s management asSkatsi both the ability and intent to hold an
impaired security until recovery with a requirem#rdt management assert (a) it does not have thetito sell the security and (b) it is more
likely than not it would not have to sell the satgubefore recovery of its cost basis. When thesedriteria are met, the entity will recognize
only the credit component of an other-than-temppoimmpairment of a debt security in earnings andrémeaining portion in other
comprehensive income. National adopted this stahasiof the second quarter of 2009. The adoptidhisfstandard did not result in a
cumulative-effect adjustment nor did it have a mateffect on National's balance sheets, resuligperations or cash flows. Refer to “Note
7: Investment Income and Gains and Losses ” fah&minformation on National’s investment secustie

In April 2009, the FASB issued FSP FAS 107-1 andB/A#8-1, “Interim Disclosures about Fair Value oh&incial Instruments,” which
amends SFAS 107, “Disclosures about Fair Valueimdiicial Instruments,” to require disclosures alfairtvalue of financial instruments
within the scope of SFAS 107 in interim and anrfirgncial statements, and the method(s) and s@anifiassumptions used to estimate the
fair value of those financial instruments. This R8§ amends APB Opinion No. 28, “Interim Finan&elporting,” to require those
disclosures in all interim financial statementstiblzal adopted the FSP in the second quarter 08286 the standard requires only additional
disclosures, the adoption of FSP FAS 107-1 and 288 did not have an impact on National's balaregess, results of operations or cash
flows. Refer to “Note 5: Fair Value of Financiaktruments” for further information.

In May 2008, the FASB issued SFAS 163, effectivaspectively as of January 1, 2009. SFAS 163 am8RésS 60, “Accounting and
Reporting by Insurance Enterprises” to clarify thiaancial guarantee insurance contracts issuaddayance enterprises are included within
the scope of SFAS 60 as amended by SFAS 163. SBAarhends the recognition and measurement of premauenue, and claim liabiliti
on financial guarantee insurance and reinsurancgamis, and expands disclosure requirements. Rémgand measurement of unearned
premium revenue and receivable for future premiamsalso amended by SFAS 163. SFAS 163 does nigt @pjnancial guarantee
insurance contracts that are derivative instrumieetsded within the scope of SFAS 133, “AccountfngDerivative Instruments and
Hedging Activities,” as amended. SFAS 163 nullifiles guidance for financial guarantee insurancéraots included in Emerging Issues
Task Force Issue No. (“EITF”) 85-20, “RecognitionF@es for Guaranteeing a Loan.” Refer to “Noténdurance Premiums” for disclosures
related to premiums and “Note 8: Loss and Loss stdjent Expense Reserves” for disclosures relatemssoreserves.

In December 2008, the FASB issued FSP FAS 140-4#&8B Interpretation No. (“FIN”) 46(R)-8, “Discloses by Public Entities
(Enterprises) about Transfers of Financial Assetslaterests in Variable Interest Entities,” whiglguires enhanced disclosures about
transfers of financial assets and involvement withable interest entities (“VIEs”). National adegtFSP FAS 140-4 and FIN 46(R)-8 for
financial statements prepared as of December 318 20d is effective for interim reporting period#ilthe adoption of SFAS 167,
“Amendments to FASB Interpretation No. 46(R).” Retie “Recent Accounting Developments” for discussad SFAS 167. Since FSP FAS
140-4 and FIN 46(R)-8 only requires additional thisares concerning transfers of financial assedsiaterests in VIES, adoption of FSP FAS
140-4 and FIN 46(R)-8 did not affect National'sdrade sheets, results of operations or cash flows.

In February 2008, the FASB issued FSP FAS 157-fetiive Date of FASB Statement No. 157,” whichalald the effective date of SFAS
157 to fiscal years beginning after November 1®&0or all non-financial assets and nfimancial liabilities, except those that are redagd
or disclosed at fair value in the financial statatseon a recurring basis (at least annually). Tdapton of FSP FAS 152Z-on January 1, 20(
did not have a material impact on National's batéasleets, results of operations or cash flows.

Recent Accounting Developmen

In June 2009, the FASB issued SFAS 168, “The FA8BoAinting Standards Codification and the Hieramh@enerally Accepted
Accounting Principles—a replacement of FASB Stateinéo. 162.” The FASB Accounting Standards Codifima (“Codification”) will
become the single source of authoritative GAAPda@pplied by nongovernmental entities. On the &ffeclate of SFAS 168, the
Codification will supersede all then-existing n8EC accounting and reporting standards. SFAS 1b®eveffective for National for financi
statements issued for interim and annual periodsgrafter September 15, 2009. National will adib standard as of the third quarter of
2009. The Codification is not intended to changeABAut rather reorganize divergent accountingditére into an accessible and user-
friendly system which will materially impact citedferences of GAAP in National's Notes to Finan&8&dtements.
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In June 2009, the FASB issued SFAS 167 which amERdgl6(R) to include qualifying special purposdites (“QSPES”)in its scope and
require the holder of a variable interest or vdaabterests in a VIE to determine whether it hadsontrolling financial interest in a VIE. A
holder of a variable interest (or combination ofiable interests) that provides a controlling fioahinterest in a VIE is considered the
primary beneficiary and is required to consolidae VIE. SFAS 167 amends FIN 46(R) to deem contrgllinancial interest as both a) the
power to direct the activities of a VIE that mogfrsficantly impact the VIE’s economic performaraed b) the obligation to absorb losses or
the rights to receive benefits of the VIE that copbtentially be significant to the VIE. SFAS 16#ends FIN 46(R) to eliminate the
guantitative approach for determining the primagpdficiary of a VIE. SFAS 167 requires an ongoiegssessment of whether a holder of a
variable interest is the primary beneficiary of EEMwhich amends the guidance in FIN 46(R) thatinexs reconsideration of whether a hol
of a variable interest is the primary beneficianjyovhen specific events occurred. SFAS 167 nabifrSP FAS 140-4 and FIN 46(R)-8 and
amends FIN 46(R) to require enhanced disclosurres fmlder of a variable interest in a VIE that gemerally consistent with the disclosures
required by FSP FAS 140-4 and FIN 46(R)-8. SFAS i$&ffective for National as of January 1, 2016 earlier application is prohibited.
National is currently evaluating the potential irapaf adopting this standar

In June 2009, the FASB issued SFAS 166, “Accourfiind ransfers of Financial Assets—an amendme®ASB Statement No. 140" to
remove the concept of a QSPE. It also clarifiestivrea transferor has surrendered control ovesteared financial assets and meets the
conditions to derecognize transferred financiattser a portion of an entire financial asset thaets the definition of a participating interest.
SFAS 166 amends SFAS 140 to require enhanced siisel® about transfers of financial assets anchafeeor’s continuing involvement with
transferred financial assets. SFAS 166 is effedtvéNational as of January 1, 2010 and earlietiegion is prohibited. National is currently
evaluating the potential impact of adopting thansiard.

Note 4: Insurance Premiums

National recognizes and measures premiums relatiancial guarantee (n-derivative) insurance and reinsurance contracéeaordance
with SFAS 163. Refer to “Note 2: Significant Accdimg Policies” and “Note 3: Recent Accounting Pronocements” for a description of
Nationa’s accounting policy for insurance premiums andithpact of the adoption of SFAS 163 on Nationalshcial statements.

As of June 30, 2009, National reported premiumsiveble of approximately $400 million primarily a#¢d to installment policies for which
premiums will be collected over the expected tefrthe contracts. Premiums receivable for an instafit policy is initially measured at the
present value of premiums expected to be collented the expected period or contract period ofpihlecy using a risk-free discount rate.
Premiums receivable for policies that use the etgukperiod of risk due to expected prepaymentsdjested in subsequent measurement
periods when prepayment assumptions change ugmistifree discount rate as of remeasurement @atweighted average risk-free rate
used to discount future installment premiums w@i % and the weighted average expected collectiom &¢ the premiums receivable was
14.10 years. For the three and six months endesl IB2009, the accretion of the premium receivalale $2 million and $5 million,
respectively, and is reported in “Scheduled prensigerned” on National’s statements of operations.

The following table presents a roll forward of Netal’s premiums receivable for the six months entiete 30, 2009:

In millions Six Months Ended June 30, 2009
Adjustments
Premiums

Premium Changes in Accretion of ) Reinsu_rance

from New Expected Term Premiums Premium
Premiums Payments Premiums Receivable as ¢ Payable as o

Receivable as of Business Receivable

December 31, 2008 Receivec Written of Policies Discount Other June 30, 2009 June 30, 200
$ : $ (12 $ 420 $ (5) $ 5 $(10) $ 40C $ g

The following table presents the undiscounted giamount of premiums expected to be collected lamgériod in which those collections
are expected to occur:
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Expected
Collection of

In millions Premiums
Three months ende:
September 30, 20( $ 6
December 31, 200 9
Twelve months ende:
December 31, 201 24
December 31, 201 25
December 31, 201 26
December 31, 201 24
Five years ende:
December 31, 201 112
December 31, 202 98
December 31, 2028 and therea 24%
Total $ 567

For the three and six months ended June 30, 208l reported premiums earned of $133 milliod 8883 million, respectively, which
includes $104 million and $218 million of scheduprémiums earned and $29 million and $65 milliomedtinding premiums earned,
respectively. Refunding premiums earned represemiipms earned on policies for which the underlyimgyred obligations have been
refunded, called, or terminated and for which Nadids entitled to retain the unearned premium wupeeh refunding, call, or termination.
Refunding activity was largely driven by issuerslsig to restructure floating rate debt.

The following table presents the expected uneapnehium revenue balance and the future expectedipnes earned revenue as of and for
the periods presented:

Future Expected Premium

Earnings
Total Future Expectec
Unearned

In millions Premium Revenut Upfront Installments Accretion Premium Earnings
Three months ende
June 30, 200 $ 3,571
September 30, 20( 3,48¢ $ 78 $ 5 $ 3 $ 86
December 31, 20C 3,407 76 5 3 84
Twelve months endel
December 31, 201 3,09¢ 291 20 10 321
December 31, 201 2,801 26¢ 20 9 29¢
December 31, 201 2,54( 24¢ 19 9 27€
December 31, 201 2,29 22¢ 19 9 257
Five years ende(
December 31, 201 1,31« 892 86 39 1,017
December 31, 202 69C 553 71 30 654
December 31, 2028 and therea - 532 15€ 50 74C
Total $ 3,16¢ $ 40% $ 162 $ 3,73
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Note 5: Fair Value of Financial Instruments
Financial Instruments

The following table presents the carrying value &idvalue of financial instruments reported ontiNmal’'s balance sheets as of June 30,
2009 and December 31, 2008:

June 30, 2009 December 31, 2008
Estimated Fair
In millions Carrying Value Estimated Fair Value Carrying Value Value
Assets:

Fixed-maturity securities and
short-term investments, held as
availablefor-sale, at fair valu $ 5,04: $ 5,04: $ 187 $ 187

Cash and cash equivalel 30 30 6 6
Securities purchased
under agreements

to resell 1,937 1,93 - -

Receivable for investments sc 39 39 - -
Liabilities:

Securities sold under agreementi

to repurchas 1,93¢ 1,93¢ - -

Payable for investments purchas 8 8 - -

Derivative liabilities 6 6 - -
Financial Guarantee

Gross 3,76t 3,58: - -

Cedec 31 101 - -

Valuation Techniques

The valuation techniques for fair valuing finandratruments included in the preceding table aeeileed below. National's assets and
liabilities recorded at fair value have been catzga according to the fair value hierarchy prdsedi by SFAS 157. Refer to “Note 2:
Significant Accounting Policies” for a descriptiohthe fair value hierarchy.

Fixed-Maturity Securities Held As Available-for-Sale

U.S. Treasury and government agenty.S. Treasury securities are liquid and have egiobarket prices. Fair value of U.S. Treasuries is
based on live trading feeds. U.S. Treasury seesriie categorized in Level 1 of the fair valuedriehy. Government agency securities
include debentures and other agency mortgage pemsgh certificates as well as to-be-announced AMBecurities. TBA securities are
liquid and have quoted market prices based ondata feeds. Fair value of mortgage pass-througfficates is obtained via a simulation
model, which considers different rate scenariostastbrical activity to calculate a spread to tbenparable TBA security. Government
agency securities use market-based and observghltsi As such, these securities are classifiegasl 2 of the fair value hierarchy.

Corporate obligationsThe fair value of corporate bonds is obtainedigisecently executed transactions or market pricgagions where
observable. When observable price quotations aravalable, fair value is determined based on ¢stmodels with yield curves, bond or
single name credit default swaps (“CDS") spreadbdiversity scores as key inputs. Corporate bonelgi@nerally categorized in Level 2 of
the fair value hierarchy.

Mortgagebacked securitiesMBSs are valued based on recently executed pNgeen position-specific external price data is slagervable,
the valuation is based on prices of comparablergixsu In the absence of market prices, MBSs ataed as a function of cash flow models
with observable market-based inputs (e.g. yieldesirspreads, prepayments and volatilities). MB8sategorized in Level 2 as all
significant inputs are observable.
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State and municipal bond§ he fair value of state and municipal bonds tseeted using recently executed transactions, nbgmiee
guotations and pricing models that factor in, whegsplicable, interest rates, bond or CDS spreadwvalatility. These bonds are categorized
in Level 2 of the fair value hierarchy.

Money market securitiesThe fair value of money market securities is bas® quoted prices in an active market. These maraket
securities are categorized in Level 1 of the falue hierarchy.

Cash and Cash Equivalents, Receivable for Invedsrawid, Payable for Investments Purchased

The carrying amounts of cash and cash equivalegsjvable for investments sold, and payable feestments purchased approximate their
fair value as they are short-term in nature.

Securities Purchased Under Agreements to Resell

The fair value of securities purchased under agesesito resell are determined based on the undgrggcurities received that back the
repurchase agreements and depending on the ob#igyvattsignificant inputs, are categorized in leh\2 or 3 of the fair value hierarchy.

Securities Sold Under Agreements to Repurchase

The fair value of securities sold under agreementspurchase are determined based on the undgdgiturities that back the repurchase
agreements and depending on the observabilitygoifgiant inputs, are categorized in Level 2 oif 3he fair value hierarchy.

Derivatives

For insured swaps, the fair value is calculatedgigiternally and vendor developed models with retdased inputs (e.g. interest rate,
foreign exchange rate, spreads), and are classifiécbvel 2 within the fair value hierarchy.

Financial Guarantee

Gross Financial GuaranteesNational estimates the fair value of its grosaficial guarantee liability using a discounted désh model

with significant inputs that include (i) an assuroptof expected loss on financial guarantee pdifie which case basis reserves have not
been established, (ii) the amount of loss expeatefinancial guarantee policies for which case desserves have been established, (iii) the
cost of capital reserves required to support thanftial guarantee liability, and (iv) the discotate. The Assured Guaranty Corp. CDS spread
and recovery rate are used as the discount ratédional and incorporates the nonperformanceaidiational. As Nationa gross financie
guarantee liability represents its obligation ty pims under its insurance policies, Nationaifalation of fair value does not consider
future installment premium receipts or returnsmrested upfront premiums as inputs.

The carrying value of National'gross financial guarantee liability consists efiedred premium revenue and loss and LAE reseivespmrte
on the National's balance sheets.

Ceded Financial Guaranteed\ational estimates the fair value of its cededfficial guarantee liability by calculating the paontiof the gross
financial guarantee liability that has been cedekinsurers. The carrying value of ceded finangigrantee liability consists of prepaid
reinsurance premiums and reinsurance recoverablmaid losses as reported on National's balaneetsh

Fair Value Measurements

The following fair value hierarchy tables preserformation about National’s assets (including sttentn investments) and liabilities
measured at fair value on a recurring basis aaraé 30, 2009 and December 31, 2008:

15



National Public Finance Guarantee Corporation
Notes to Financial Statements (Unaudited)

Fair Value Measurements at Reporting Date Using
Quoted Prices in

fo?ﬁgr?ti?;rkztssets gl;%rg:f:t;};?;gﬁ{s Significant Balance as o
Unobservable
In millions (Level 1) (Level 2) Inputs (Level 3) June 30, 200
Assets:
Investments
Fixec-maturity investments
Taxable bonds
U.S. Treasury and government age $ 31z $ 12 $ = $ 324
Corporate obligation - 51€ - 51€
Mortgage-backed securitie
Residential mortga-backed agenc - 1,14¢ - 1,14¢
Total 31z 1,672 - 1,98¢
State and municipal bon
Tax exempt bond - 2,591 - 2,597
Taxable bond - 85 - 85
Total state and municipal bon - 2,68 - 2,682
Total fixec-maturity investment 312 4,35¢ - 4,66¢
Other investments
Money market securitie 374 - - 374
Total other investmen 374 - - 374
Securities purchased under agreements to 1 - 1,208 732 1,937
Total asset $ e8¢ $ 5561 $ 73 $_ 6.97¢
Liabilities:
Securities sold under agreements to repurc - 1,20€ 732 1,93¢
Derivative liabilities - 6 - 6
Total liabilities $ = $ 1,212 $ 732 $ 1,944
Fair Value Measurements at Reporting Date Using
Balance as o
Quo_ted Prices in o
foflc(igr?tiic\:ﬂ; rkztssets Osllairgrf\lf;br::acl)rfgﬁL Significant December 31
Unobservable
In millions (Level 1) (Level 2) Inputs (Level 3 2008
Assets:
Investments
Fixec-maturity investments
Taxable bonds
U.S. Treasury and government age $ 11¢ $ z $ z $ 11k
Corporate obligation - 1 - 1
Mortgagebacked securitie
Residential mortga-backed agenc - 9 - 9
Total 11¢ 10 - 12k
State and municipal bon
Tax exempt bond - 62 - 62
Total asset $ 11¢ $ 72 $ - $ 187
Liabilities:
Total liabilities $ - $ - $ - $ -
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Level 3 Analysi:

Level 3 assets and liabilities were $732 millioro&gune 30, 2009, respectively, and representprbapnately 10% and 38% of total assets
and liabilities measured at fair value, respecyivéhere were no Level 3 assets or liabilities aBecember 31, 2008.

The following tables present information about aesin Level 3 assets (including short-term investis) and liabilities measured at fair
value on a recurring basis for the three monthgérddine 30, 2009:

Unrealized

Unrealized

Change in
Unrealized
Gains (Losses
for the Period

Balance, Purchases, h
Beginning ) . Issuances Transfers Inclu_ded in
Gains / Gains / and Earnings for
Realizec (Losses) (Losses) Settlements in (out) of Assets still helc
of Interim Included in Included in
Gains / Foreign Level 3, Ending at June 30,
In millions Period (Losses Earnings OCI Exchange net net () Balance 2009
Assets:
Securities purchased under
agreements to rese $ 51C $ - $ - $ - $ - $ 222 $ - $ 732 $ -
Total asset $ 51C $ - $ - $ = $ - $ 222 $ = $ 732 $ 7
Change in
Unrealized
Unrealized Unrealized (Gains) Losse:
Balance, Purchases, Transfers for the Period
Beginning Realizec (Gains) / (Gains) / Issuances in (out) of Included in
Losses Losses and Earnings for
of Interim (Gains) J Included in Included in Settlements Liabilities still
Foreign Level 3, Ending held at June
In millions Period Losses Earnings OCI Exchange net net 1) Balance 30, 2009
Liabilities:
Securities sold under
agreements to repurche $ 51C $ - $ - $ - $ - $ 22z $ - $ 732 $ -
Total liabilities $ 51C $ - $ - $ - $ - $ 22z $ - $ 732 $ §

(1) - Transferred in and out at the end of thequkri

The following tables present information about aesin Level 3 assets (including short-term investis) and liabilities measured at fair
value on a recurring basis for the six months erdee: 30, 2009:

Change in
Unrealized
Gains (Losses

Unrealized for the Period
Unrealized Purchases, Transfers Included in
Gains / Issuances Earnings for
Balance, Realizec (Losses) Gains / and in (out) of Assets still helc
Beginning of Included in (Losses) Settlements
Gains / Included Foreign Level 3, Ending at June 30,
In millions Year (Losses Earnings in OCI Exchange net net (1) Balance 2009
Assets:
Securities purchased under
agreements to rese $ - $ - $ - $ - $ - $ 732 $ - $ 732 $ -
Total asset $ = $ = $ = $ = $ = $ 732 $ = $ 732 $ §
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Change in
Unrealized
(Gains) Losse

Unrealized Unrealized for the Period
Purchases, Transfers Included in
Realizec (Gains) / (Gains) / Issuances Earnings for
Balance, Losses Losses and in (out) of Liabilities still
Beginning of (Gains) | Included in Included in Settlements
Foreign Level 3, Ending held at June
In millions Year Losses Earnings OCI Exchange net net 1) Balance 30, 2009
Liabilities:
Securities sold under
agreements to
repurchast $ - $ - $ - $ - $ - $ 73z $ - $ 732 $
Total liabilities $ - $ - $ = $ = $ - $ 732 $ - $ 732 $

(1) - Transferred in and out at the end of theqzkri

Note 6: Investments

Nationa’s fixed-maturity portfolio consists of high-qualitaverage rating double-A) taxable and tax-exemgstments of diversified
maturities. Other investments comprise money mas&etirities. The following tables present the ainedtcost and fair value of available-
for-sale fixed-maturity and other investments ied in the investment portfolio of National as ofd 30, 2009 and December 31, 2008:

June 30, 2009

Gross Unrealizec Gross Unrealizec
In millions Amortized Cost Gains Losses Fair Value
Fixec-maturity investments
Taxable bonds
U.S. Treasury and government age $ 31¢ $ 6 $ (@h) $ 324
Corporate obligation 51¢ 12 149 51€
Mortgagebacked securitie
Residential mortgar-backed agenc 1,11¢ 33 (2 1,14¢
Total 1,952 51 @7 1,98¢
State and municipal bon
Tax exempt bond 2,69( 16 (209) 2,597
Taxable bond 88 1 4 85
Total state and municipal bon 2,77¢ 17 (119 2,682
Total fixec-maturity investment 4,73( 68 (130 4,66¢
Other investments
Money market securitie 374 - - 374
Total other investmen 374 - - 374
Total availabl-for-sale investmeni $ 5,10¢ $ 68 $ 130) $ 5,04
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December 31, 2008

Gross Unrealizec Gross Unrealizec
In millions Amortized Cost Gains Losses Fair Value
Fixec-maturity investments
Taxable bonds
U.S. Treasury and government age $ 10€ $ 9 $ = $ 11k
Corporate obligation 1 - - 1
Mortgagebacked securitie
Residential mortga-backed agenc 9 - - 9
Total 11€ 9 - 12k
State and municipal bon
Tax exempt bond 64 1 (3 62
Total state and municipal bon 64 1 3 62
Total availabl-for-sale investment $ 18C $ 10 $ ©)) $ 187

Fixed-maturity investments carried at fair valuebdfmillion as of June 30, 2009 and December 3@826spectively, were on deposit with
various regulatory authorities to comply with insoce laws.

The following table presents the distribution bycactual maturity of available-for-sale fixed-maity investments at amortized cost and fair
value as of June 30, 2009. Contractual maturity difigr from expected maturity because borrowery hmave the right to call or prepay
obligations.

In millions Amortized Cosl Fair Value

Due in one year or le: $ 344 $ 351
Due after one year through five ye 644 647
Due after five years through ten ye 357 35¢
Due after ten years through fifteen ye 20¢ 203
Due after fifteen yeatr 2,061 1,962
Mortgagebacked 1,11¢ 1,14¢
Total fixec-maturity investment $ 4,73( $ 4,66¢

Included in the preceding tables are investmemtstve been insured by National and MBIA Corp. Bi-Insured Investments”). As of
June 30, 2009, MBIA-Insured Investments at faiuealepresented $356 million or 7% of National’stgortfolio. Without giving effect to
the guarantee of the MBIA-Insured Investments,uthderlying ratings (those given to an investmenhaut the benefit of the guarantee) of
the MBIA-Insured Investments as of June 30, 20@9eflected in the following table. Amounts reprashe fair value of such investments
including the benefit of MBIA's guarantee. The ra$ in the following table are based on ratingsfidoody’s. Alternate rating sources,
such as S&P, are used for a small percentage ofiges that are not rated by Moody’s. When an exdkunderlying rating is not available,
the underlying rating is based on National’s betit@ate of the rating of such investment.

In millions Fair Value

Aaa $ -
Aa 64
A 21¢
Baa 71
Below Investment Grad 2
Total $ 35€

The following tables present the gross unrealipadés included in accumulated other comprehensbagrie (loss) as of June 30, 2009 and
December 31, 2008 related to available-for-saledfirmaturity investments. The tables segregate imags that have been in a continuous
unrealized loss position for less than twelve meritbm those that have been in a continuous uzeshlbss position for twelve months or
longer.
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June 30, 2009

Less than 12 Months 12 Months or Longer Total
Unrealized Unrealized Unrealized
In millions Fair Value Losses Fair Value Losses Fair Value Losses
Taxable bonds
U.S. Treasury and government age $ 52 % 1) $ — $ — $ 52 $ (@]
Corporate obligation 23 Q) 10z (13 12¢€ (14)
Mortgage-backed securitie
Residential mortgar-backed agenc 10€ (2) 2 — 10¢ (2)
Total 181 4 10t (13) 28¢€ a7
State and municipal bon
Tax exempt bond 271 (5) 1,59: (1049 1,86¢ (109
Taxable bond 26 () 15 3 41 (4)
Total state and municipal bon 297 (6) 1,60¢ (107) 1,90t (113)
Total availabl-for-sale fixe-maturity investment $ 478 $ (10 $ 171 $ (120 $ 2191 $ (130
December 31, 2008
Less than 12 Months 12 Months or Longer Total
Unrealized Unrealized Unrealized
In millions Fair Value Losses Fair Value Losses Fair Value Losses
State and municipal bon
Tax exempt bond $ 24 3 (1) $ 19 (2) $ 43 3 (3)
Total availabl-for-sale fixec-maturity investment $ 24 3 (1) $ 19 3 (2 $ 43 3 (3)

As of June 30, 2009 and December 31, 2008, Nat®oasghilable-for-sale fixed-maturity and other istrent portfolios’ gross unrealized
losses totaled $130 million and $3 million, respegy. The weighted average contractual maturitg@durities in an unrealized loss position
as of June 30, 2009 and December 31, 2008 was&28 gad 18 years, respectively. As of June 30, 2D@%e were 227 securities that wer

an unrealized loss position for a continuous twehanth period or longer with aggregate unrealizes$és of $120 million. Within the 227
securities, the book value of 98 securities excéadarket value by more than 5%. As of DecembefB08, there were 5 securities that were
in an unrealized loss position for a continuousiteranonth period or longer with aggregate unredlisses of $2 million. Within the 5
securities, the book value of 4 securities exceedadket value by more than 5%.

National has evaluated whether the unrealized $oissiés investment portfolios were other than tenapy considering the circumstances 1
gave rise to the unrealized losses, and whetheomNdthas the intent to sell the securities or nlitedy than not will be required to sell the
securities before its anticipated recovery. Basedwevaluation, National determined that the alized losses on these securities were
temporary in nature because its impairment analiysttuding projected future cash flows, indicatedt National would be able to recover
amortized cost of impaired assets. National alswlcmled that it does not have the intent to sebé¢hsecurities and it is more likely than not
that it will not have to sell these securities veftecovery of their cost basis. In making thisaosion, National examined the cash flow
projections for its investment portfolios, the putel sources and uses of cash in its businesadsha cash resources availability to its
business other than sales of securities. It alssidered the existence of any risk management|aegy requirements, or other plans as of
June 30, 2009 that would require the sale of inggbgecurities. On a quarterly basis, National rglvaluate the unrealized losses in its
investment portfolios and determine whether an impent loss should be realized in current earniRgfer to “Note 2: Significant
Accounting Policies” for a description of the presaised by National to determine other-than-tenmpaomapairments.
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Note 7: Investment Income and Gains and Losses
The following table includes National’s total inte®nt income:

Three Months Ended June 30, Six Months Ended June 30,

In millions 2009 2008 2009 2008
Fixec-maturity $ 55 $ 2 $ 83 $ 4
Shor-term investment 0 0 $ 1 0
Other investment 6 - 9 -

Gross investment incon 61 2 93 4
Investment expenst 1 0 2 0

Net investment incom 60 2 91 4
Fixec-maturity

Gains 8 0 8 1

Losses () - @) -

Net realized gain 7 0 7 1
Total investment incom $ 67 $ 2 $ 98 $ 5

Net realized gains (losses) from fi-maturity investments are generated as a restitteobngoing management of all of Natiosahvestmer
portfolios for the three and six months ended Bhe2009 and 2008.

Net unrealized gains (losses), including relatddrmed income taxes, reported in accumulated atberprehensive income (loss) witt
shareholder’s equity consisted of:

In millions June 30, 200 December 31, 20C
Fixec-maturity
Gains $ 68 $ 10
Losses (130 3
Net (62 7
Deferred income tax provision (bene (22) 2
Unrealized gains (losses), $ (40 $ 5

The change in net unrealized gains (losses) ceuasit

In millions June 30, 200 December 31, 200
Fixec-maturity $ (69) $ 4
Deferred income tax charged (credit (29 1
Change in unrealized gains (losses), $ (45) $ 3

Note 8: Loss and Loss Adjustment Expense Reserves
A summary of National's case basis reserve actiatythe three and six months ended June 30, 20pfeisented in the following table:
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In millions 2Q 200¢ 1Q 200¢
Gross loss and LAE reserve beginning bale $ 24C $ -

Less: reinsurance recovera - -
Net beginning balanc 24C -

Incurred related tc

Current yea 2 23¢
Prior years 3 4
Total incurrec 5 24z
Net paid (recovered) related
Current yea (78) -
Prior years 4) )]
Total net paic (82 3
Expected recoveries on paid los 31 -
Net ending balanc 194 24C
Plus: reinsurance recoverable on unpaid lo - -
Gross loss and LAE reserve ending bale $ 194 $ 24C

During the first six months of 2009, National ined $63 million of loss and LAE principally relatemlan affordable housing transaction.
Total net paid activity for the six months endedeJ30, 2009 of $85 million primarily related to tteenediation of an affordable housing
transaction. Total expected recoveries on paicelbfsr the six months ended June 30, 2009 of $8ibmielated to an increase in salvage
reserves on an affordable housing transaction.

Nationa’s Portfolio Surveillance Division (“PSD”) monitofdational’s outstanding insured obligations witk thbjective of minimizing

losses. PSD meets this objective by identifyingéss that, because of deterioration in credit @uali changes in the economic, regulatory or
political environment, are at a heightened riskl@faulting on debt service of obligations insurgd\ational. In such cases, PSD works with
the issuer, trustee, bond counsel, servicer, uritervand other interested parties in an attempllviate or remedy the problem and avoid
defaults on debt service payments. PSD works glagith National's Risk Management function and épplicable business unit to analyze
insured obligation performance and credit risk paaters, both before and after an obligation isnedu

Once an obligation is insured, National typicaltguires the issuer, servicer (if applicable) aredtthstee to furnish periodic financial and
asset related information, including audited firahstatements, to PSD for review. PSD also mosipublicly available information related
to insured obligations. Potential problems uncog¢heough this review, such as poor financial resslbw fund balances, covenant or trigger
violations and trustee or servicer problems or o#vents that could have an adverse impact omthweéd obligation, could result in an
immediate surveillance review and an evaluatiopasfsible remedial actions. PSD also monitors aatbates the impact on issuers of
general economic conditions, current and proposgidlhtion and regulations, as well as state andicipal finances and budget
developments.

Insured obligations are monitored periodically. Tieguency and extent of such monitoring is basethe criteria and categories described
below. Insured obligations that are judged to madte frequent and extensive monitoring or remeatiadctivities due to a deterioration in
the underlying credit quality of the insured obtiga or the occurrence of adverse events relatédetainderlying credit of the issuer are
assigned to a surveillance category (“Caution Listy,” “Caution List-Medium,” “Caution List-High,” 0“Classified List”) depending on the
extent of credit deterioration or the nature ofdk@erse events. PSD monitors insured obligatisagaed to a surveillance category more
frequently and, if needed, develops a remediatian o address any credit deterioration. Natiomeasidnot establish any case basis reserves
for insured obligations that are assigned to “Gautiist-Low,” “Caution List-Medium,” or “Caution Ist-High.” In the event National expects
to pay a claim in excess of the unearned premiwmamee with respect to an insured transactiongitgd the insured transaction on its
“Classified List” and establishes a case basigvesd&he following provides a description of eaahveillance category:

“Caution List— Low” —Includes issuers where debt service protecti@uéguate under current and anticipated circumssance
However, debt service protection and other measafreedit support and stability may have declisette the transaction was
underwritten and the issuer is less able to witidsfarther adverse events. Transactions in thisgoay generally require more frequent
monitoring than transactions that do not appedniwia surveillance category. PSD subjects issunetisis category to heightened
scrutiny.
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“Caution List— Mediumi’ —Includes issuers where debt service protecti@uéxjuate under current and anticipated circumssance
although adverse trends have developed and areprmmeunced than for “Caution List — Low.” Issu@rghis category may have
breached one or more covenants or triggers. Tlssseris are more closely monitored by PSD but giypéasie remedial action on their
own.

“Caution List- High” —Includes issuers where more proactive remediabadsi needed but where no defaults on debt sepagment:
are expected. Issuers in this category exhibit mmeificant weaknesses, such as low debt sengeerage, reduced or insufficient
collateral protection or inadequate liquidity, winicould lead to debt service defaults in the futiggsuers in this category have breached
one or more covenants or triggers, have not takenlasive remedial action, and PSD adopts a rertiediplan and takes more
proactive remedial actions.

“Classified List —Includes all insured obligations where Nationa paid a claim or where a claim payment is expettiekceed its
unearned premium revenue. Generally, PSD is agtreghediating these credits where possible, inagidestructurings through legal
proceedings, usually with the assistance of spget@unsel and advisors.

The following table provides information about firancial guarantees and related claim liabilitglied in each of National’s surveillance
categories as of June 30, 2009:

Surveillance Categories
Caution List -

Caution List Classifiec

$ in millions Caution List-Low Medium - High List Total
Number of policies 19¢ 26 7 13 24k
Number of issue® 14 9 5 8 36
Remaining weighted average contract period (ing) 16.¢ 15.7 9.8 6.4 15.4
Gross insured contractual payments outstant

Principal $ 2,31 $ 1,130 $ 164 $ 31€ $3,93(

Interest 3,00z 1,02: 90 12¢€ 4,241

Total $ 5,31¢ $ 216( $ 254 $ 44z $8,171

Gross claim liability $ - $ - $ - $ 22¢ $ 22¢
Less:

Gross potential recoveri - - - 30 30

Discount, ne - - - 13 13
Net claim liability $ - $ - $ - $ 18€ $ 18€
Unearned premium reven $ 37 $ 17 $ 4 $ 2 $ 60
Claim liability reported in the balance sh@ $ - $ - $ - $ 18t $ 18t
Reinsurance recoverable on claim liabi® $ - $ - $ = $ = $ -

(1) - An “issue” represents the aggregate of fii@rnguarantee policies that share the same reveowee for purposes of making debt service payments
(2) - Reported within “Loss and loss adjustmentenge reserves” on National’s balance sheets.
(3) - Reported within “Reinsurance recoverable aid@nd unpaid losses” on National's balance sheets

The following table presents changes in Nationaks and LAE reserve for the six months ended 30n2009. Changes in the loss and LAE
reserve attributable to the accretion of the distam the loss reserves, changes in discount mtelsgchanges in the timing and amounts of
estimated payments and recoveries are recordddsses and loss adjustment expenses” in the N&#s@tatement of operations. LAE
reserves are expected to be settled within a caepgriod and are not discounted. As of June 309 2he weighted average risk-free rate
used to discount the claim liability was 2.285%.
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In millions Six Months Ended June 30, 2009
Net Loss and Net Loss Net Net Loss
LAE Payments Accretion Net Net Changes ir Net and LAE
Reserve as of  for Cases of Claim Changesir Changes ir Changes in Unearned Change ir Reserve
December 31, with Liability Discount Timing of Amount of Net Changes il Premium LAE as of June 3(
2008 Reserves Discount Rates Payments  Net Payment: Assumptions Revenue Reserves 2009
$ - $ (0 $ 2% 13 - 5 D 3 191 $ (@O $ 9 $ 194

Remediation actions may involve, among other thimgsvers or renegotiations of financial covenantsriggers, waivers of contractual
provisions, the granting of consents, transfereo¥ising, consideration of restructuring plans,edecation, security or collateral enforcement,
actions in bankruptcy or receivership, litigatiomdaimilar actions. The types of remedial actionssped are based on the insured obligasion’
risk type and the nature and scope of the eveimgiise to the remediation. As part of any suchedial actions, National seeks to improve
its security position and to obtain concessionmftbe issuer of the insured obligation. From timérmne, the issuer of a National-insured
obligation may, with the consent of National, rasture the insured obligation by extending the ténoreasing or decreasing the par amount
or decreasing the related interest rate, with Matfitnsuring the restructured obligation.

Costs associated with remediating insured obligatessigned to National's “Caution List—Low,” “Cart-List—Medium,” “Caution List—
High” and “Classified List” are recorded as LAE. EAs recorded as part of National's provision tsrloss reserves and included in “Losses
and loss adjustment expense” on National's stateofesperations. The following table provides infation about the expenses and reserves
net of recoveries (gross and net of reinsurandade to remedial actions for insured obligatianduded in National’s surveillance
categories:

Three Months Ended June 30, Six Months Ended June 30,

In thousands 2009 2008 2009 2008

Loss adjustment expense incurred, g $ 5510¢ $ - $5587¢ % .
Loss adjustment expense incurred, $ 5510¢ $ - $5587¢ % -
Loss adjustment expense reserve, g $ (21,599 $ - $(2159) $ =
Reinsurance recoverable related to loss adjustmgr@nse resen - 8 - $ - % -

Note 9: Income Taxes
Nationa's income taxes and the related effective tax ritethe three and six months ended June 30, 2002608 are as follows:

Three Months Ended June 30,

In millions 2009 2008

Pre-tax income $14¢€ $ 7

Provision for income taxe $46 316 $ 0 18.2%
Six Months Ended June 30,

In millions 2009 2008

Pre-tax income $23¢ $ 5

Provision for income taxe $67 28¢% $ 1 18.2%

Nationa’s effective tax rate is lower than its statutaay tate of 35% for the three months ended Jun2@I) and 2008 primarily due to tax
exempt interest income earned from its portfolibe Thcrease in the effective tax rate for the tlane@ six months ended June 30, 2009
compared to the same periods of 2008 largely redditbm the amount of the tax exempt income redatiivpre-tax underwriting and other
income which is taxed at the statutory tax rat85so.
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As of June 30, 2009, National does not have angmiaia tax positions with respect to FIN 48, “Acating for Uncertainty in Income
Taxes—an interpretation of FASB Statement No. 108&tional’s only tax jurisdiction is the U.S., aitds a member of MBIA Inc.’s
consolidated U.S. tax group. The U.S. federal inedax returns have been examined through 2005¢ébintbrnal Revenue Service (“IRS”).
MBIA Inc.’s consolidated U.S. tax return is curdgninder an examination for the 2007 tax year.

Note 10: Net Insurance in Force

Nationa’'s net insurance in force represents the aggregataint of the insured principal of, and interesbiver amounts owing on insured
obligations, net of cessions to reinsurers. Natisndtimate exposure to credit loss in the evemanperformance by the issuer of the insured
obligation is represented by the net insuranceiicef in the tables that follow.

The financial guarantees issued by National prouitteonditional and irrevocable guarantees of thergent of the principal of, and interest
other amounts owing on, insured obligations whes dine obligations are generally not subject telsration, except that National may h
the right, at its discretion, to accelerate inswbligations upon default or otherwise.

The creditworthiness of each issuer of an insuldidjation is evaluated prior to the issuance ofifasce, and each insured obligation must
comply with National's underwriting guidelines. Fuer, the payments to be made by the issuer obahds or notes may be backed by a
pledge of revenues, reserve funds, letters of grediestment contracts or collateral in the forhmmrtgages or other assets. The right to such
funds or collateral would typically become Natidealpon the payment of a claim by National.

National maintains underwriting guidelines basedhmse aspects of credit quality that it deems iigoa for each category of obligati
considered for insurance. These include econondcsanial trends, debt and financial managemengueaty of anticipated cash flow,
satisfactory legal structure and other securityisions, viable tax and economic bases, adequalyssfcoverage and project feasibility.
National also analyzes the quality of asset p@ssyell as their historical and projected perforogam he strength of a structure, includ
legal segregation of the assets, cash flow analysssize and source of first loss protectionegsrformance triggers and financial
covenants are also reviewed. Such guidelines &jeduo periodic review by a senior risk committedich is responsible for establishing
the criteria for National’s underwriting standards,well as maintaining these standards.

As of June 30, 2009, net insurance in force haexgected maturity range of 1- 47 years. The distidim of net insurance in force by
geographic location respectively, is presentedhénfollowing table:

In billions June 30, 2009

% of Net

Net Insurance Insurance

Geographic Location in Force in Force
California $ 157.¢ 18.(%
New York 82.4 9.4%
Florida 65.¢ 7.5%
Texas 53.¢ 6.2%
lllinois 50.:3 5.7%
New Jerse 39.2 4.5%
Pennsylvani: 31.2 3.6%
Washingtor 29.7 3.4%
Michigan 26.1 3.C%
Massachusett 22.¢€ 2.€%
Subtotal 558.¢ 63.€%
Nationally diversifiec 9.7 1.1%
Other state 305.7 35.(%
Total $ 874.2 100.(%

The net insurance in force by type of bond is pregkin the following table:
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June 30, 2009

In billions
% of Net
Net Insurance Insurance
Bond Type in Force in Force
General obligation $ 311 35.6%
General obligation- lease 66.¢ 7.€%
Municipal utilities 156.5 17.%
Tax-backec 109.Z 12.5%
Transportatior 90.t 10.4%
Higher educatiol 48.F 5.5%
Health care 30.7 3.5%
Military housing 21.t 2.5%
Investo-owned utilities® 15.Z 1.8%
Municipal housing 13.2 1.5%
Student loan: 6.4 0.7%
Other® 3.¢ 0.5%
Total $ 874. 100.(%

(1) - Includes investor owned utilities, industrildvelopment and pollution control revenue bonds.

(2) - Includes certain non-profit enterprises atadlisim related financing.

Under National’s reinsurance agreement with MBIAurance Corporation, if a reinsurer of MBIA InswarCorporation is unable to pay
claims ceded by MBIA Insurance Corporation, Natlomi#l assume liability for such ceded claim payrtes of June 30, 2009, the total
amount for which National would be liable in theeat’that the reinsurers of MBIA Insurance Corparatire unable to meet their obligations
is $27.2 billion. For FGIC policies assigned to iNaal from MBIA Insurance Corporation, National mins the right to receive third-party

reinsurance totaling $20.7 billion.

National has entered into certain guarantees @fatére contracts, included in the preceding tabhgsich do not qualify for the financi
guarantee scope exception under SFAS 133. Nat®oga#rantees of derivative contracts have a legalmum maturity range of 1-24 years.
In accordance with SFAS 133, the fair values o$¢hguarantees as of June 30, 2009 are recordedtmndl’s balance sheet as liabilities,

representing gross losses, of $0.2 million.

Note 11: Reinsurance
Ceded Exposure

Reinsurance enables National to cede exposuraifpopes of syndicating risk and increasing its cap#o write new business while
complying with its single risk and credit guidelmé&Vhen a reinsurer is downgraded by one or motleeofating agencies, less capital crec
given to National under rating agency models aedotrerall value of the reinsurance to Nationakduced. National generally retains the
right to reassume the business ceded to reinsumeler certain circumstances, including a reinsanating downgrade below specified

thresholds.

The aggregate amount of insurance in force cededabipnal directly to reinsurers under reinsuraageeements was $12 million and $244
million as of June 30, 2009 and December 31, 2@¥ectively.

The following table presents the credit ratingings status and percentage of outstanding padogideompanies who have entered into
reinsurance contracts with National:
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In millions
Percentage

Standard & of Total Par Reinsurance Derivative Estimated Credit

Poor's Rating Moody's Rating Impairments on
Reinsurers (Status) (Status) Ceded Recoverable Asset Insured Derivatives

Aa2 (Rating und¢
AAA

Assured Guaranty Cor (Stable) review) 100(% - - -
Total 10%  $ - $ - 3 -

Premium Summary

The components of financial guarantee net premiwrnitten and earned, including premiums assumed frothceded to other companies, are
presented in the following table:

Three Months Ended June 30, 2009 Six Months Ended June 30, 2009

In millions Written Earned Written Earned
Direct $ - $ : $ - $ i
Assumec 7 13¢ 3,471 283
Gross 7 133 3,471 28¢
Cedec - - - -
Net $ 7 $ 1332 $ 3,471 $ 288

Note 12: Insurance Regulations and Dividends

National is subject to insurance regulations amgkstision of the State of lllinois (its state oEarporation) and is licensed to cond
insurance business in the District of Columbia,rRuRico, and all states in the U.S. except New piginire and Virginia. The extent of
insurance regulation and supervision varies bggliction, but lllinois and most other jurisdictionave laws and regulations prescribing
minimum standards of solvency and business condinith must be maintained by insurance companiesog other things, these laws
prescribe permitted classes and concentrationsvebtments and limit both the aggregate and indalidecurities risks that National may
insure on a net basis based on the type of oldigainsured. National is required to file detageshual financial statements with the lllinois’
Department of Insurance and similar supervisorynags in other jurisdictions in which it is licemséhe operations and accounts of Natit
are subject to examination by regulatory agendiesgular intervals.

Under lllinois insurance law, National may pay widénd from unassigned surplus. Dividends in amyritihth period may not exceed the
greater of 10% of policyholders’ surplus at the efhthe preceding calendar year or the net incofibeopreceding calendar year without the
approval of the lllinois State Insurance Departmbénaccordance with such restrictions on the arhotidividends that can be paid in any 12-
month period, National had no regular dividend ci#tgdor the six months ending June 30, 2009.

Note 13: Statutory Accounting Practices

These financial statements have been prepared=gxAd& basis, which differs in certain respects fribva statutory accounting practices
prescribed or permitted by the insurance reguladoithorities of National. Statutory accounting pices differ from GAAP in the following
respects:

« upfront premiums are earned on a statutory acaogiptiinciples (“SAP”) basis proportionate to théeduled periodic maturity of
principal and payment of interest (“debt servidg'the original total principal and interest ingirddditionally under SAP
installment premiums are earned on a straightdams over each installment period generally orze geless. Under GAAP
premium revenue is recognized and measured bast @mount of insurance protection provided ingéeod in which the
insurance protection is provided. Premium revesuaeéasured by applying a constant rate to theensprincipal amount
outstanding in a given period to recognize a pridpoate share of the premium received or expeatdettreceived on a financial
guarantee insurance contract. Additionally, und&AB8 installment premiums are recorded at the prieggine of the premiums
due or expected to be collected over the peridtefnsurance contract using a discount rate wtaflacts the risk-free rate at the
inception of the contrac

* acquisition costs are charged to operations asreduather than deferred and amortized as théetef@emiums are earne
» fixed-maturity investments are generally reported at &iment cost rather than fair valu
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e acontingency reserve is computed on the basiabftery requirements, and is not permitted undeAB;

» reserves for losses and LAE are established a¢prealue for specific insured issues that aretifled as currently or likely to be
in default. Under GAAP, reserves are establishedpecific insured issues when the present valexpécted net cash outflows
be paid under the contract using a risk-free ratefahe measurement date exceeds the unearnedipregvenue. Additionally,
under GAAP, estimates for credit impairment oririgired credit derivatives portfolio are recordedhalerivative liability

» changes in net deferred income taxes are recogazadseparate component of gains and lossesplusudnder GAAP, changes
in Nationa’s net deferred income tax balances are recognizedtiincome

» the IRS permits financial guarantee insurance conegaa deduction for increases to the statutoryimgency reserve resulting in
the purchase of tax and loss bonds equal to theeaefit derived. Tax and loss bonds purchasedeamded as admitted assets
and credited to surplu

» the transformation of National was recorded austay book value. Therefore, no goodwill was reeatdUnder GAAP, goodwill
represents the excess of the cost of acquisitivastbe fair value of the net assets acqui

» guarantees of derivatives are not recorded at#&ire, while under GAAP, guarantees that do notifyufar the financial
guarantee scope exception under SFAS 133 are egtatdair value

e certain assets designatec”nor-admitted asse” are charged directly against surplus but are rigfteas assets under GAAP; ¢

» salvage and subrogation receivables are nettedstdass and LAE reserves. Under GAAP, these rabéds are reported as
assets

Net (loss) income of National determined in accamdawith statutory accounting practices for thersonths ended June 30, 2009 and 2
was ($575) million and $4 million, respectively.i@@olidated statutory surplus of National determimeaccordance with statutory account
practices as of June 30, 2009 and December 31,288&%354 million and $185 million, respectively.

The following is a reconciliation of the GAAP shhotder’s equity of National to the statutory capéad surplus of National:

In millions June 30, 200 December 31, 20C
GAAP shareholder's equi $ 2,462 $ 197
Premium revenue recognition (financial guaran (157) -
Deferral of acquisition cos (717) -
Investments, including unrealized los: (14) @)
Contingency reserv (1,369 -
Loss reserve 16 -
Deferred income tax liabilities, n 734 4
Goodwill (31) -
Derivative assets and liabilitit 6 -
Non-admitted assets and other ite (589 @
Statutory capital and surpli $ 354 $ 18t

The statutory financial statements of National@esented on the basis of accounting practicesribesl or permitted by the NAIC
Accounting Practices and Procedures manual. Timeill Department of Insurance (“IDI”) has adoptedification in its entirety, therefore
there are no differences between the National Asson of Insurance Commissioners statutory acdagrgrinciples (“NAIC SAP"), and
procedures and accounting practices prescribedronified by the State of lllinois.

Note 14: Employee Benefits

National participates in MBIA In’s pension plan, which covers substantially all sppes. The pension plan is a qualified non-contaky
defined contribution pension plan to which Natiooahtributes 10% of each eligible employee’s anigoaipensation. Annual compensation
for determining such contributions consists of bsedary, bonus and commissions, as applicable.iétebhenefits vest over a five-year period
with 20% vested after two years, 60% vested afleret years, 80% vested after four years and 10@¥dafter five years. Pension expense
for the three and six months ended June 30, 2089248 thousand and $389 thousand, respectively.
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MBIA Inc. also maintains a qualified profit-sharid@1(k) plan in which National participates. Tharpis a voluntary contributory plan that
allows eligible employees to defer compensatiorféderal income tax purposes under Section 40X (#jeolnternal Revenue Code of 1986,
as amended. Employees may contribute, through pagductions, up to 25% of eligible compensatidational matches employee
contributions up to the first 5% of such compersatind are made in the form of cash, whereby pgatits may direct the match to an
investment of their choice. The benefit of Natidmabntributions vest over a five-year period w2o vested after two years, 60% vested
after three years, 80% vested after four yearsl@@86 vested after five years. Generally, a pawiiig employee is entitled to distributions
from the plan upon termination of employment, eetient, death or disability. Participants who qydtifr distribution may receive a single
lump sum, transfer the assets to another qualified or individual retirement account, or receivaesaes of specified installment payments.
National contributions to the prc-sharing/401(k) plans aggregated $127 thousandand thousand, respectively, for the three and six
months ended June 30, 2009.

In addition to the above plans, National also pgoétes in MBIA Inc.’s non-qualified deferred conmgation plan. Contributions to the above
qualified plans that exceed limitations establishgdederal regulations are then contributed tortbve-qualified deferred compensation plan
The non-qualified contributions included in the ebd@rofit-sharing/401(k) expense and contributioroants totaled $18 thousand and $21
thousand, respectively, for the three and six moetided June 30, 2009.

National participates in the MBIA Inc. 2005 Omnilduasentive Plan (th“Omnibus Plan”), which became effective on May 602. The
Omnibus Plan may grant any type of an award inalyiditock options, performance shares, performanitg, westricted stock, restricted stc
units and dividend equivalents. Following the efifex date of the Omnibus Plan, no new options cara® were granted under any of the
prior plans authorized by the MBIA Inc. sharehoider

The stock option component of the Omnibus Plan lesdtey employees to acquire shares of MBIA Ineicmn stock. The stock option
grants, which may be awarded every year, provideitiht to purchase shares of MBIA Inc. common lstatcthe fair value of the stock on the
date of grant. Options granted will either be IrtaenStock Options (“ISOs”where they qualify under Section 422(a) of therima Revenu
Code, or Non-Qualified Stock Options (“NQSOs"). IS&nd NQSOs are granted at a price not less thHa#b bd the fair value, defined as the
closing price on the grant date, of MBIA Inc. commrsiock. Options are exercisable as specifiedeatithe of grant depending on the level of
the recipient (generally four or five years) angiex either seven or ten years from the date aftgi@ shorter if specified or following
termination of employment).

Under the restricted stock component of the Omnitias, certain employees are granted restrictegtsitd MBIA Inc.’s common stock.
These awards have a restriction period lastingettorir or five years depending on the type of awafter which time the awards fully vest.
During the vesting period these shares may noblie Restricted stock grants are typically grarftech the vice president level up to and
including the chief executive officer.

In accordance with SFAS 123(R), MBIA Inc. expengesfair value of employee stock options and ofbens of stock-based compensation.
In addition, SFAS 123(R) classifies share-basedrgay awards as either liability awards, which ameasured at fair value at each balance
sheet date, or equity awards, which are measurdieogrant date and not subsequently remeasureeer@ly, awards with cash-based
settlement, repurchase features or that are seittledixed dollar amount are classified as ligp@iwards, and changes in fair value will be
reported in earnings. Awards with net-settlemeatuies or that permit a cashless exercise with-{drty brokers are classified as equity
awards and changes in fair value are not repont@aiinings. MBIA Inc.’s long-term incentive plamglude features which result in both
liability and equity awards. For liability awarddBIA Inc. remeasures these awards at each baldres date. In addition, SFAS 123(R)
requires the use of a forfeiture estimate. MBIA. lases historical employee termination informatioestimate the forfeiture rate applied to
current stock-based awards.

In accordance with SFAS 123(R), MBIA Inc. valuetisabck options granted using an option-pricing elod@he value is recognized as an
expense over the period in which the options \Wational’s proportionate share of compensation cost for eyegl stock options for the thr
and six months ended June 30, 2009 totaled $7E#muuand $142 thousand, respectively. Nationaipgutionate share of compensation
cost for restricted stock awards was $81 thousaddba 56 thousand for the three and six months eddee 30, 2009, respectively.

In November 2006, MBIA Inc.’s Board of Directorspapved new voluntary retirement benefits which wilbvide certain benefits to eligible
employees of National upon retirement. A descriptibthese benefits is included in MBIA Inc.’s pyostatement. One of the components of
the retirement program for those employees thatedirement eligible is to continue to vest allstanhding stock options and performance-
based restricted share beyond the retirement dateciordance with the original vesting terms aniditmediately vest all outstanding time-
based restricted share grants. SFAS 123(R) requimapensation costs for those employees to be némexdyfrom the date of grant through
the retirement eligible date. Accelerated expeifisay, relating to this retirement benefit for batock option awards and restricted stock
awards is included in the compensation expense ars.ou
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Note 15: Related Party Transactions
Related parties are defined as the following:

» Affiliates of National: An affiliate is a party thdirectly or indirectly controls, is controlled loy is under common control with
National. Control is defined as having, either dilseor indirectly, the power to direct the managsand operating policies of
company through ownership, by contract or otherv

» Entities for which investments are accounted fangishe equity method by Nation

» Trusts for the benefit of employees, such as persil profit-sharing trusts, that are managed hynder the trusteeship of
managemen

» Principal owners of National defined as ownersagrd or known beneficial owners of more than 1@get of the voting
interests of Nationa

« Management of National which includes persons wia@sponsible for achieving the objectives of dlal and who have the
authority to establish policies and make decislonghich those objectives are to be pursued. Mamagénormally includes
members of the Board of Directors, the Chief ExeeuDfficer, Chief Operating Officer, Vice Presidém charge of principal
business functions and other persons who perfamitagi policymaking functions

* Members of the immediate families of principal owsef National and its management. This includesilfamembers whom a
principal owner or a member of management mightrobor influence or by whom they may be controltednfluenced because
of the family relationshig

« Other parties with which National may deal if oratg controls or can significantly influence themagement or policies of the
other to an extent that one of the transactinggsmamight be prevented from fully pursuing its osaparate interest

» Other parties that can significantly influence thenagement or policies of the transacting partighat have an ownership inter
in one of the transacting parties and can signitigainfluence the other to the extent that onenore of the transacting parties
might be prevented from fully pursuing its own s&pa interests

From time to time National may enter into transasi with related parties that National deems imneter which occur in the normal cout
of business and are deemed to be transacted at“kEmgth” by management.

As of June 30, 2009, included in other liabilitiesre $45 million of net payables to MBIA Inc. antthér subsidiaries.

Nationa’s investment portfolio is managed by MBIA Capitdhnagement Corp. (“CMC"), a wholly owned subsidiafyMBIA Inc., which
provide fixed-income investment management senfimeBBIA Inc. and its affiliates, as well as thighrty institutional clients. For the three
and six months ended June 30, 2009, CMC chargadfe®l million and $2 million, respectively, to tdmal based on the performance of its
investment portfolio.

National entered into an agreement with MBIA Intiereby National held securities under agreemenssil of $1.9 billion as of June &
2009. National also transferred securities undezexgents to repurchase of $1.9 billion as of JWh&B09. These agreements have a term of
less than one year. The interest income and expefaed to these agreements were $8 million anahiibn, respectively, for the three
months ended June 30, 2009. For the six monthsgdehde 30, 2009, the interest income and expetateddo these agreements were $12
million and $2 million, respectively.

National had no loans outstanding to any executffieers or directors in the first six months ofQ20

Note 16: Commitments and Contingencies

In the normal course of operating its businessiddat may be involved in various legal proceedingdditionally, MBIA Inc. may be
involved in various legal proceedings that directhindirectly impact National.
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MBIA Inc. has received subpoenas or informal inigsifrom a variety of regulators, including the @#tes and Exchange Commission, the
Securities Division of the Secretary of the Commealith of Massachusetts, the Attorney General oStiage of California, and other states’
regulatory authorities, regarding a variety of sabg, including disclosures made by MBIA Inc. talaerwriters and issuers of certain bonds,
disclosures regarding MBIA Inc.’s structured finarexposure, MBIA Inc.’'s communications with ratagencies, and the methodologies
used by rating agencies for determining the crediihg of municipal debt. MBIA Inc. is cooperatifigly with each of these regulators and is
in the process of satisfying all such requests. MBic. may receive additional inquiries from theseother regulators and expects to provide
additional information to such regulators regardimgjr inquiries in the future.

On July 23, 2008, the City of Los Angeles filed temmplaints in the Superior Court of the State aliférnia for the County of Los Angeles
against MBIA Inc. and others. The first, against lBnc., AMBAC Financial Group, Inc., XL Capital Asirance Inc., ACA Financial
Guaranty Corp., Financial Guaranty Insurance Compamnd CIFG Assurance North America, Inc., alle§iegarticipation in a conspiracy in
violation of California’s antitrust laws to maintea dual credit rating scale that misstated thdicdefault risk of municipal bond issuers and
created market demand for municipal bond insuramek(ii) participation in risky financial transamtis in other lines of business that
damaged each bond insurer’s financial conditioar@hy undermining the value of each of their gué@ah and a failure adequately to
disclose the impact of those transactions on fir@ncial condition. These latter allegations fdire predicate for five separate causes of
action against each of the Insurers: breach ofraoftbreach of the covenant of good faith anddealing, fraud, negligence, and negligent
misrepresentation. Complaints making the sameatlilegs against MBIA Inc. and nearly all of the saznedefendants were filed in Superior
Court, San Francisco County, by the City of Stonkta July 23, 2008, by the City of Oakland on Audig& 2008, by the City of San
Francisco on October 8, 2008, by the County ofl8ateo on October 23, 2008, by the County of Alamad®ctober 30, 2008, by the City
of Los Angeles Department of Water and Power oneldaer 31, 2008, by the Sacramento Municipal Utlitgtrict on December 31, 2008,
and by the City of Sacramento on January 6, 2088s@ cases are now coordinated as Ambac Bond htau€ases in San Francisco
Superior Court (Judicial Council Coordination Prediag No. 4555). On April 8, 2009, The Olympic Clilbd a complaint against MBIA
Inc. in the Superior Court of the State of CalifarrCounty of San Francisco, making similar alléas of participation in risky financial
transactions in other lines of business that atlsggamaged MBIA Inc.’s financial condition, and @failure adequately to disclose the
impact of those transactions on MBIA Inc.’s finaalaondition. These allegations form the predidateéhe same five common law causes of
action as those in the Ambac Bond Insurance Casesgll as a California unfair competition causeaifon. The Olympic Club did not
include an antitrust cause of action. The Olymfdighase is being coordinated with the Ambac Barsiitance Cases.

The City of Los Angeles’s second complaint namedefendants certain other financial institutionsvadl as bond insurers, including MBIA
Inc., AMBAC Financial Group, Inc., Financial SeayrAssurance, Inc., Financial Guaranty Insurancey@any and Security Capital
Assurance Inc., and alleged fraud and violationGalffornia’s antitrust laws through bid-riggingtine sale of municipal derivatives to
municipal bond issuers. Complaints making the sallegations against MBIA Inc. and nearly all of #@me co-defendants were filed in
Superior Court, Los Angeles County, by the Couritgan Diego on August 28, 2008, and in SuperiorrC@an Francisco County, by the
City of Stockton on July 23, 2008, by the CountySaih Mateo on October 7, 2008, and by the CounGouoitra Costa on October 8, 2008.
The City of Los Angeles and City of Stockton actiamere removed to federal court and transferredrtigr dated November 26, 2008, to the
Southern District of New York for inclusion in tineultidistrict litigation In re Municipal Derivativ@Antitrust Litigation, M.D.L. No. 1950;

the San Diego County, San Mateo County, and C&sia County actions were removed to federal anadttransferred to the Southern
District of New York for inclusion in that proceedj by order dated February 4, 2009.

On March 11, 2009, a complaint was filed in thetddiStates District Court of the Southern DistoitNew York against MBIA Inc. and its
subsidiaries, MBIA Corp. and National, entitled Alius Capital Master, Ltd. et al. v. MBIA Inc. dt,®9-cv-2242 (S.D.N.Y.). The lead
plaintiffs, Aurelius Capital Master, Ltd., Aureliapital Partners, LP, Fir Tree Value Master FunB,, Fir Tree Capital Opportunity Master
Fund, L.P., and Fir Tree Mortgage Opportunity Magiend, L.P., purport to be acting as represergatfor a class consisting of all holders of
securities, instruments, or other obligations ftick MBIA Corp., before February 18, 2009, issui@dticial guarantee insurance other than
United States municipal/governmental bond securifidle complaint alleges that certain of the tesfrthe transactions entered into by ME
Inc. and its subsidiaries (the “Transactions”), ethivere approved by the New York State DepartmEhtsarance, constituted fraudulent
conveyances under 88 273, 274 and 276 of New Yeit® and Creditor Law and a breach of the imptiedenant of good faith and fair
dealing under New York common law. The Complaimtkse inter alia, (a) a declaration that the allefygaddulent conveyances are null and
void and set aside, (b) a declaration that Natiamedsponsible for the insurance polices issueMBYA Insurance Corporation up to
February 17, 2009, and (c) an award of damages imapecified amount together with costs, expeasdsattorneys’ fees in connection with
the action. Defendants’ motion to dismiss is fldllyefed. No oral arguments have been scheduledtts d
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On April 6, 2009, a complaint was filed in the Cioofr Chancery for the State of Delaware againstsulosidiaries of MBIA Inc., MBIA Corj
and National, entitled Third Avenue Trust and Thiwenue Variable Series Trust v. MBIA Insurance c@nd MBIA Insurance Corp. of
lllinois, CA 4486-UCL. Plaintiffs allege that theye holders of approximately $400 million of sugphotes issued by MBIA Corp. (for
purposes of this section, the “Notes”) in Janud9& The complaint alleges (Count I) that certdithe Transactions breached the terms of
the Notes and the Fiscal Agency Agreement datedadgri6, 2008 pursuant to which the Notes weresidslihe complaint also alleges that
certain transfers under the Transactions were @iaadlin that they allegedly left MBIA Corp. witlufireasonably small capital” (Count II),
“insolvent” (Count Ill), and were made with an “aat intent to defraud” (Count 1V). The complaineke a judgment (a) ordering the
defendants to unwind the Transactions (b) declatiagthe Transactions constituted a fraudulenvegance, and (c) damages in an
unspecified amount. Defendants’ motion to dismasilily briefed. Oral arguments are scheduled fogést 31, 2009.

On May 13, 2009, a complaint was filed in the Newrky'State Supreme Court against MBIA Inc. andutssidiaries, MBIA Corp. and
National, entitted ABN AMRO Bank N.V. et al. v. MBIInc. et al. The plaintiffs, a group of 19 domesnd international financi
institutions, purport to be acting as holders stirance policies issued by MBIA Corp. directly mdirectly guaranteeing the repayment of
structured finance products. The complaint allegascertain of the terms of the transactions extérto by MBIA Inc. and its subsidiaries,
which were approved by the New York State Departroéimsurance, constituted fraudulent conveyareeka breach of the implied
covenant of good faith and fair dealing under Neavkvlaw. The complaint seeks a judgment (a) ordgtiire defendants to unwind the
Transactions, (b) declaring that the Transacti@mstituted a fraudulent conveyance, (c) declatirag MBIA Inc. and National are jointly ar
severally liable for the insurance policies issbgdBIA Corp., and (d) ordering damages in an un#je amount. Defendants’ motion to
dismiss is fully briefed and the court heard orgluanents on July 27, 2009.

On June 15, 2009, the same group of 19 domestitnéemhational financial institutions who filed tlabove described plenary action in New
York State Supreme Court filed a proceeding purstaArticle 78 of New York’s Civil Practice Law &ules in New York State Supreme
Court against the New York Insurance Departmernt, BEmnallo in his capacity as Superintendent far Bepartment, and MBIA Inc. and its
subsidiaries, MBIA Corp. and National, entitled ABIRO Bank N.V. et al. v. Eric Dinallo, in his cagty as Superintendent of the New
York Insurance Department, the New York State lasae Department, MBIA Inc. et al. In its motiongdiemiss the three above-referenced
plenary actions, MBIA Inc. argued that an Artick proceeding is the exclusive forum in which aniéfimay raise any challenge to the
Transformation approved by the Superintendent hadepartment. The petition seeks a judgment (@pdeg void and to annul the
approval letter of the Superintendent of Insuraficeto recover dividends paid in connection whik Transactions, (c) declaring that the
approval letter does not extinguish plaintiffs’adit claims against MBIA Inc. and its subsidiarieshie plenary action described above.

MBIA Inc. and National intend to vigorously defeadainst the aforementioned actions in which itde#endant and against other potential
actions, and neither MBIA Inc. nor National expédtts outcome of these matters to have a mateadigrse effect on its business, results of
operations or financial condition. Neither MBIA lnwor National can provide assurance, however ttigatiltimate outcome of these actions
will not cause a loss nor have a material adveffseteon its business, results of operations aarftial condition.

There are no other material lawsuits pending othédknowledge of National, threatened, to whichiddel is a party.
Note 17: Subsequent Events

Refer to “Note 16, Commitments and Contingencies’ififormation about legal proceedings.
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MBIA INSURANCE CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS (Unaudited)
(In thousands except per share amounts)

June 30, 2009 December 31, 20C
Assets
Investments
Fixed-maturity securities held as available-foresatt fair value (amortized cost $2,068,094 ar
$5,805,960 $ 1,807,95! $ 5,614,18
Investments pledged as collateral, at fair valmeofized cost $0 and $1,530,0: - 1,567,37
Investments he-to-maturity, at amortized cost (which approximates ¥aiue) 1,187,79. 1,214,56
Shor-term investments, at fair value (amortized cosb®Q,184 and $1,448,54 1,507,06. 1,447,34.
Shor-term investments he-to-maturity at amortized cost (which approximates Vaiue) 914,16! -
Other investment 119,20¢ 45,28(
Total investment 5,536,18! 9,888,74!
Cash and cash equivalel 176,32 1,066,79.
Securities purchased under agreements to | 2,000,001 3,343,94
Accrued investment incor 30,39¢ 117,91
Premiums receivabl 2,130,93 7,744
Deferred acquisition cos 977,52. 560,63:
Prepaid reinsurance premiul 2,718,10! 216,60
Receivable for insurance loss recove 1,745,14. 458,51
Reinsurance recoverable on paid and unpaid Ic 246,34! 173,54¢
Goodwill 45,56¢ 76,93¢
Property and equipment, at cost (less accumulapcediation of $121,246 and $116,3. 101,82¢ 101,11¢
Receivable for investments sc 210,35: 10,59-
Derivative asset 695,78t 746,93t
Current income taxe 110,50¢ 325,69:
Deferred income taxes, n 422,69: 1,348,57!
Other asset 566,20:. 620,01
Total asset $ 17,713,89 $ 19,064,31
Liabilities and Shareholde Equity
Liabilities:
Unearned premium reven $ 4,496,97 $ 3,424,40
Loss and loss adjustment expense rese 1,260,65: 1,557,88.
Reinsurance premiums paya 697,31! 8,672
Variable interest entity note 2,637,03: 1,791,59
Securities sold under agreements to repurc - 1,343,94
Long-term debi 1,054,70! 952,65!
Deferred fee revent 783,27 42,58t
Payable for investments purcha 91 34
Derivative liabilities 4,132,92: 6,219,29i
Other liabilities 204,63 375,77.
Total liabilities 15,267,61 15,716,83
Commitments and contingencies (See Note
Shareholder Equity:
Series A non-cumulative perpetual preferred stpek,value $1,000 per share, liquidation valu
$100,000 per share, authoriz- 4,000.08, issued and outstand- 2,759.0€ 27,59¢ 27,59¢
Common stock, par value $220.80 per share; autdyrizsued and outstandi- 67,936 share 15,00( 15,00(
Additional paic-in capital 1,016,50: 2,183,67.
Retained earning 1,652,61. 1,255,10
Accumulated other comprehensive loss, net of dedeimcome tax of $15,929 and $61,¢ (265,43)) (133,909
Total shareholde’ equity 2,446,228 3,347,47.
Total liabilities and sharehold¢ equity $ 17,713,89 $ 19,064,31

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

(In thousands)

Three Months Ended Six Months Ended
June 30, June 30,
2009 2008 2009 2008
Revenues
Scheduled premiums earn $ 7954t $ 153,86 $ 198,57¢ $ 310,01
Refunding premiums earn 1,28¢ 87,75 2,03¢ 95,55:
Premiums earned (net of ceded premiums of $88B&R021,
$210,928 and $64,74 80,83: 241,62: 200,61: 405,56!
Net investment incom 83,75( 147,53! 189,92- 299,65
Fees and reimbursemei 48,41: 2,39: 85,19: 2,14¢
Realized gains and other settlements on insuredati®es 31,90¢ 34,30¢ 63,63: 68,06
Unrealized gains (losses) on insured derivat 423,59 3,324,31. 2,033,11 (252,790
Net change in fair value of insured derivati' 455,50: 3,358,61 2,096,74! (184,72
Net realized gains (losse 60E 22,76 8,38 42,03¢
Net gains on financial instruments at fair valud &reign exchang 12,29¢ 102,28t 12,49¢ 162,05¢
Investment losse- othe-thar-temporary impairment (91,58¢) - (125,73() -
Non-credit related losses on investments not erpeict be sold
(recognized in accumulated other comprehensive 85,36¢ - 85,36 -
Net investment loss¢- othe-thar-temporary impairment (6,217 - (40,36 -
Net gains on extinguishment of de - - 48¢ -
Total revenue 675,18 3,875,21! 2,553,48! 726,74(
Expenses
Losses and loss adjustm (734,56)) 22,34« (98,589 309,95:
Amortization of deferred acquisition co: 58,48 22,97¢ 116,02: 38,52¢
Operating 39,79 40,98 104,81 87,28’
Interest 53,02: 46,66 107,97. 93,41:
Total expense (583,259 132,97: 230,22¢ 529,17¢
Income before income tax 1,258,44. 3,742,24. 2,323,26! 197,56:
Provision for income taxe 412,39¢ 1,322,79. 806,09: 68,73
Equity in net income of subsidiari 67 - 56 -
Net income $ 846,11 $ 241945 $ 151722 $ 128,82

The accompanying notes are an integral part ofdmsolidated financial statements.
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MBIA INSURANCE CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY (Unaudited)

For the Six Months Ended June 30, 2009
(In thousands except per share amounts)

Preferred Stock Common Stock

Accumulated
Other

Total
Shareholders’

Additional Comprehensive
Paid-in Retained
Shares  Amount Shares Amount Capital Earnings Loss Equity
Balance, January 1, 20( 2,75¢ $ 27,59¢ 100,00 $ 15,00 $2,183,67. $1,25510 $ (133,90) $ 3,347,47.
SFAS 163 transition adjustment net of deferred imedaxes ¢
$27,170 — — — — — 55,34¢ — 55,34¢
Comprehensive incom:
Net income — — — — — 1,517,22. — 1,517,22.
Other comprehensive los
Change in unrealized depreciation of investmentof
deferred income taxes of $52,1 — — — — — — 6,94¢ 6,94%
Portion of other-than-temporary impairment losses
recognized in other comprehensive loss, net of
deferred income taxes of ¢ — — — — — — (85,369 (85,369
Change in foreign currency translation net of defer
income taxes of $25,6¢ — — — — — — (53,106 (53,106
Other comprehensive lo (131,53()
Total comprehensive incon 1,441,04
Redemption of common shar — — (32,069 (4,809 (1,163,741 — — (1,168,54)
Increase in par value of common shé — — — 4,80¢ (4,809 — — —
Special dividends paid on common she — — — — — (1,167,85I) — (1,167,85)
Dividends on preferred shar (7,219 (7,219
Sharr-based compensation net of income taxes of $1 — — — — 1,37¢ — — 1,37¢
Balance, June 30, 20( 2,75¢ $ 27,59 67,93t $ 15,000 $1,016,50. $1,652,61. $ (265,43) $  2,446,28
2009
Disclosure of reclassification amou
Change in unrealized depreciation of investmerissnay
during the period, net of tax: $ 362,43t
Reclassification adjustment, net of ta: (440,867)
Change in net unrealized depreciation, net of t: $ (78,424

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

Cash flows from operating activitie

Net income

(In thousands)

Six Months Ended June 30,
2009 2008

$ 1,517,22 $ 128,82

Adjustments to reconcile net income (loss) to msthcprovided (used) by operating activiti

Amortization of bond discounts (premiums), (13,839 14,597
Decrease in accrued investment incc 87,52( 6,30(
(Increase) decrease in deferred acquisition « (408,519 63,54
Decrease in unearned premium reve (1,326,73) (203,45))
(Increase) decrease in prepaid reinsurance pren (2,187,83)) 23,67:
Decrease (increase) in reinsurance premiums rduei 164,26« (3,78¢%)
Increase in loss and loss adjustment expense e (123,01) (15,470
(Increase) decrease in reinsurance recoverablaidrapd unpaid losst (63,687) 9,48t
Increase in receivable for insurance loss recos (1,286,63) (114,969
Decrease in receivable from reinsurers on insuesivative contract 89,46¢ -
(Decrease) increase in payable to reinsurers amveeies (73,867 96(
Increase (decrease) in reinsurance premiums pa 364,38: (22,14
Depreciatior 3,98( 4,52¢
Increase (decrease) in deferred fee revt 754,91: (209
Decrease in accounts receiva 22,26 3,261
Decrease in accrued expen (87,049 (35,019
Net realized (gains) losses on investmi (8,387 (42,039
Investment losses on other than temporarily impaingestment: 40,36! -
Unrealized (gains) losses on insured derivat (2,033,11) 252,791
Net (gains) losses on financial instruments atvalue and foreign exchan (12,49¢) (162,05%)
Current income tax provisic 213,88: 171,04
Deferred income tax provisic 812,67 103,34:
Gains on extinguishment of de (48¢) -
Shar-based compensatic 2,67¢ 3,80¢
Other, operatin 26,06( 89,46:
Total adjustments to net income (lo (5,043,21) 147,67
Net cash (used) provided by operating activi (3,525,98) 276,49!
Cash flows from investing activitie
Purchase of fixe-maturity securitie: (331,599 (2,972,31)
Increase (decrease) in payable for investmentshpeex 57 (26,707
Sale of fixe-maturity securitie: 5,646,73 1,997,22
Increase in receivable for investments ¢ (199,759 (66,56¢€)
Redemption of fixe-maturity securitie: 1,722 1,00:
Redemptions of he-to-maturity investment 26,77¢ 35,30:
Purchase of shc-term investments, ni (135,54 (665,13)
Purchase sale of other investments, (69,077) (72)
Capital expenditure (3,099 (2,487
Disposals of capital asse 50¢ -
Other, investing (40,056 765
Net cash provided (used) by investing activi 4,896,67 (1,698,99))
Cash flows from financing activitie
Principal paydown of variable interest entity nc (50,977) (28,779
Other borrowings and depos - (829
Capital issuance cos - (6,209)
Proceeds from the issuance of I-term debt 102,05 981,15:
Repayment for retirement of sh-term debt - (6,22%)
Capital contribution from MBIA Inc - 486,50(
Redemption of common shar (1,137,17) -
Special dividend paid on common she (1,167,851 -
Dividends paid on preferred sha (7,219 -
Net cash (used) provided by financing activi (2,261,15) 1,425,61
Net (decrease) increase in cash and cash equis (890,46 3,12¢
Cash and cash equivaler beginning of periot 1,066,79. 121,26t

Cash and cash equivaler- end of perioc $ 176,32 $ 124,39




Supplemental cash flow disclosur

Income taxes refunde $ (215,259

Interest paid
Other borrowings and depos -
Long-term deb 66,68¢

Variable interest entity note 41,87
Non cash items

Shar-based compensatic $ 2,67¢

Dividends declared but not pz 1,00t

The accompanying notes are an integral part ofdmsolidated financial statements.
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MBIA Insurance Corporation and Subsidiaries
Notes to Consolidated Financial Statements

Note 1: Business and Organization

MBIA Insurance Corporation is a wholly owned sulisig of MBIA Inc. (“MBIA”). The guarantees of MBIAnsurance Corporation and its
subsidiaries, (“MBIA Corp.”) insure structured fimae and asset-backed obligations, privately isdoeds used for the financing of public
purpose projects, which are primarily located algsif the United States (“U.S.”) and that includiribads, bridges, airports, public
transportation facilities and other types of infrasture projects serving a substantial public psgy and obligations of sovereign and sub-
sovereign issuers. Structured finance and ass&elaecurities (“ABSs”) typically are securitiepagable from expected cash flows
generated by a specified pool of assets, suchsaterdgial and commercial mortgages, insurance igsliconsumer loans, corporate loans and
bonds, trade and export receivables, leases fopmgut, aircraft and real property, and infrastuoetprojects. Additionally, insurance

policies include payments due under credit andratkévatives, including termination payments thmaty become due upon certain events
including the insolvency or payment default of MBGborp.

The financial guarantees issued by MBIA Corp. pdeuvinconditional and irrevocable guarantees op#tyenent of the principal of, and
interest or other amounts owing on, insured ohligatwhen due or, in the event MBIA Corp. has fghtrat its discretion to accelerate
insured obligations upon default or otherwise, uptiBlA Corp.’s acceleration. Certain investment agnent contracts written by MBIA Inc.
are insured by MBIA Corp. and if MBIA Inc. were have insufficient assets to pay amounts due upduaritygor termination, MBIA Corp.
would make such payments. Additionally, insuranckcies include payments due under credit and alleeratives, including termination
payments that may become due upon certain evesitaling the insolvency or payment default of MBIAE.

MBIA Corp. writes business both in the U.S. andsalé of the U.S. Business outside of the U.S. megaly written through MBIA UK
Insurance Limited (“MBIA UK"), a financial guarareénsurance company licensed in the United KingddiBlA Corp. also owns MBIA
Assurance S.A. (“MBIA Assurance”), a French inswaaeompany. On December 28, 2007, MBIA Assurancenastructured with MBIA

UK (by way of dissolution or winding-up without ligdation) and governed by the terms of article 184 the French Civil Code. The
restructuring involved (i) the transfer of all ofBVA Assurance’s assets and liabilities to MBIA U) the simultaneous transfer of the
portfolio of MBIA Assurance’s financial guaranteesMBIA UK; and (iii) the dissolution without liqdiation of MBIA Assurance.
Consequently, all previously insured MBIA Assurapodicies are now insured by MBIA UK. MBIA UK wrigefinancial guarantee insurance
in the member countries of the European Union d@hdraegions outside the United States. In Febr@afy, MBIA Corp. incorporated a n¢
subsidiary, MBIA México, S.A. de C.V. (“MBIA Mexic9, through which it writes financial guaranteeunance in Mexico. These
subsidiaries principally provide insurance for palmhfrastructure financings, structured finan@nsactions and certain obligations of
financial institutions in the international markelarsuant to a reinsurance agreement with MBlAiiasce Corporation, a substantial amount
of the risk insured by MBIA Mexico and MBIA UK igimsured by MBIA Corp.

MBIA Corp. also manages a business through one sthzsidiary, Capital Markets Assurance Corporaff@MAC”), acquired in February
1998 when MBIA Inc. merged with CapMAC Holdings¢lif*CapMAC”). The net insured exposure of this sdiary is 100% reinsured by
MBIA Insurance Corporation.

MBIA Corp.’s business has historically relied ugbe triple-A credit ratings of MBIA Insurance Corption. The loss of those ratings in the
second quarter of 2008 resulted in a dramatic temlum MBIA Corp.’s insurance activities. As ofrdei 30, 2009, MBIA Insurance
Corporation was rated BBB with a negative outlogkdtandard & Poor’s Corporation (“S&P”) and B3 wamegative outlook by Moody’s
Investors Service, Inc. (“Moody’s”).

In February 2009, after receiving the required faiguy approvals, MBIA Inc. established and cajmtad National Public Finance Guarantee
Corporation (“National”), as a U.S. public finanaely financial guarantor, which was previously nahMBIA Insurance Corp. of lllinois
(“MBIA lllinois”) and previously owned by MBIA Insurance Corporatiinconnection with this establishment, MBIA Insnica Corporatio
paid dividends and returned capital to MBIA Incfé&eo the Notes to Consolidated Financial StatasiehMBIA Insurance Corporation and
Subsidiaries included in Exhibit 99.3 of MBIA Ins.Annual Report on Form 10-K for the fiscal yeadet December 31, 2008 for additional
information about these transactions and changktBié\ Corp.’s legal entity structure.

Liquidity
Liquidity risk arises in MBIA Corp. when claims @msured exposures result in payment obligationgmndperating cash inflows fall due to

depressed new business writings, lower investnmaainne, or unanticipated expenses, or when investeets experience credit defaults or
significant declines in fair value.



MBIA Insurance Corporation and Subsidiaries
Notes to Consolidated Financial Statements

In general, MBIA Corp.’s financial guarantee contsaand credit default swap (“CDS”) contracts cdrbeaccelerated, thereby mitigating
liquidity risk. Under the terms of MBIA Corg’insured CDS contract, the insured counterparty ma&e a right to terminate the CDS cont
upon an insolvency or payment default of MBIA Cardowever, defaults, credit impairments and adveegstal markets conditions such as
MBIA Corp. is currently experiencing, can creatgmpant requirements as MBIA Corp. has made irreviecpledges to pay principal and
interest, or other amounts owing on insured ohliget, when due. Additionally, MBIA Corp. requiressh for the payment of operating
expenses, as well as principal and interest retatéd surplus notes and preferred stock issuavi&2A Corp. also provides guarantees to the
holders of MBIA's asset/liability products debt mations. If MBIA's asset/liability products segntemere to be unable to service the
principal and interest payments on its debt andstment agreements, the holders of the insureiitisdbwould make a claim under the
MBIA Corp. insurance policies. MBIA Corp. has |&2.0 billion to MBIA'’s asset/liability products sewnt on a secured basis for the
purpose of minimizing the risk that such claim wbhe made. The loan matures in the fourth quaft2@dl. The timing of the repayment
may be affected by the performance of assets iaghet/liability product’s investment portfolio.

Since the fourth quarter of 2007, MBIA Corp. ma@e/billion of cash payments, before reinsuransspeiated with insured second-lien
RMBS securitizations, as well as settlement paymeaiaiting to CDS contracts referencing CDO-squaratimulti-sector CDOs. Among
MBIA Corp.’s outstanding insured portfolio, thespes of insured exposures have exhibited the higlezgee of payment volatility and
continue to pose material liquidity risk to MBIA Gn As a result of the current economic stress, MBbrp. could incur additional payment
obligations beyond these mortgage-related exposwesh may be substantial, increasing the strasgiBIA Corp.’s liquidity.

In order to monitor liquidity risk and maintain appriate liquidity resources for payments assodiatéh MBIA Corp.’s residential mortgage
related exposures, MBIA Corp. employs a stressasteased liquidity model using the same “Roll&kBefault Methodologyas used in it
loss reserving. Using this methodology, MBIA Cogptimates the level of payments that would be requib be made under low probability
stress-level default assumptions of the underlgiitateral taking into account MBIA Corp.’s obligat to cover such defaults under our
insurance policies. These estimated payments,iegetith all other significant operating, financiagd investing cash flows are forecasted
over the next 24-month period on a monthly basistaen annually thereafter to the final maturityttod longest dated outstanding insured
obligation. The stress-loss scenarios and cashffiogcasts are frequently updated to account fanghs in risk factors and to reconcile
differences between forecasted and actual payments.

In addition to MBIA Corp.’s residential mortgageests scenario, it also monitors liquidity risk wsanMonte Carlo estimation of potential
stress-level claims for all insured principal antbiest payments due in the nextri@nth period. These probabilistically determinegrmpant:
are then compared to MBIA Corp.’s invested asdéiis theoretic liquidity model supplements the saz@ibased liquidity model described
above providing MBIA Corp. with a robust set ofdidity metrics with which to monitor its risk poisin.

MBIA Corp. manages its investment portfolios incaservative manner to maintain cash and liquid ré@esiin an amount in excess of all
stress scenario payment requirements. To the eiBhA Corp.’s liquidity resources fall short of itarget liquidity cushions under the stress-
loss scenario testing, MBIA Corp. will seek to iease its cash holdings position, primarily throtlghsale of high-quality bonds held in its
investment portfolio.

Note 2: Significant Accounting Policies

MBIA Corp. has disclosed its significant accountpuicies in “Note 2: Significant Accounting Polss” in the Notes to Consolidated
Financial Statements included in Exhibit 99.3 to lMBnc.’s Annual Report on Form 10-K for the fisgadar ended December 31, 2008. The
following significant accounting policies provida apdate to those included under the same captidBshibit 99.3 to MBIA Inc.’'s Annual
Report on Form 1-K.



Basis of Presentatiol

The accompanying consolidated financial statemamgsinaudited and include the accounts of MBIA lasae Corporation and its wholly
owned subsidiaries, as well as all other entitieslich MBIA Corp. has a controlling financial inést. These statements do not include all of
the information and disclosures required by acdagmrinciples generally accepted in the Unitededaf America (“GAAP”) for annual
periods. These statements should be read in cdigangith MBIA Corp’s consolidated financial statents and notes thereto included in the
Annual Report on Form 1B-for the fiscal year ended December 31, 2008. 8¢teompanying consolidated financial statements havéeer
audited by an independent registered public acaogifitm in accordance with the standards of thelRUCompany Accounting Oversight
Board (United States), but in the opinion of mamaget such financial statements include all adjustsjeonsisting only of normal recurring
adjustments, necessary for the fair statement ofAMBorp’s financial position and results of opeoais.

The preparation of financial statements requiresagament to make estimates and assumptions tleat #ie reported amounts of assets and
liabilities and disclosures of contingent asset$ labilities at the date of the financial statettiseand the reported amounts of revenues and
expenses during the reporting period. As additiamfairmation becomes available or actual amount®iye determinable, the recorded
estimates are revised and reflected in operatisigite Actual results could differ from those estigs.

The results of operations for the three and sixthmanded June 30, 2009 may not be indicativeeofdhults that may be expected for the
year ending December 31, 2009. The December 3B Baldnce sheet was derived from audited finarstéaements, but does not include
disclosures required by GAAP for annual periodst&ie amounts have been reclassified in prior ydarancial statements to conform to the
current presentation.

In addition, MBIA Corp. evaluated all events suhsaat to June 30, 2009 through August 5, 2009 fdusion in MBIA Corp.’s consolidated
financial statements and/or accompanying notes.



MBIA Insurance Corporation and Subsidiaries
Notes to Consolidated Financial Statements

Financial Guarantee Insurance Premiums
Unearned Premium Revenue and Receivable for FlRtgmiums

MBIA Corp. records financial guarantee insuraneenums in accordance with the guidance provideStatement of Financial Accounting
Standards No. (“SFAS”) 163, “Accounting for Finaaldsuarantee Insurance Contracts.” SFAS 163 regjiMiiglA Corp. to recognize a
liability for unearned premium revenue at the in@@pof financial guarantee insurance and reinsteaontracts on a contract-by-contract
basis. Unearned premium revenue recognized attioceqf a contract is measured at the present vafitlee premium due. For most financ
guarantee insurance contracts, MBIA Corp. receiivesntire premium due at the inception of the i@t and recognizes unearned premium
revenue liability at that time. For certain othieiahcial guarantee contracts, MBIA Corp. receivesrpums in installments over the term of
the contract. Unearned premium revenue and a r@geivor future premiums is recognized at the itiogpof an installment contract, and
measured at the present value of premiums expéztee collected over the contract period or exgepeziod using a risk-free discount rate
as required by SFAS 163. SFAS 163 only allows #tpeeted period to be used in the present valuerdatation of unearned premium
revenue and receivable for future premiums for @mts where (a) the insured obligation is contralbiiprepayable, (b) prepayments are
probable, (c) the amount and timing of prepaymangésreasonably estimable, and (d) a homogenousopagkets is the underlying collateral
for the insured obligation. MBIA Corp. has detergdrthat substantially all of its installment coestseameet the conditions required by SFAS
163 to be treated as expected period contractsréldedvable for future premiums is reduced as ilmsént premiums are collected. MBIA
Corp. reports the accretion of the discount oralireent premiums receivable as premium revenued@tlioses the amount recognized in
“Note 4: Insurance Premiums.” MBIA Corp. assesbesréceivable for future premiums for collectapiiach reporting period, adjusts the
receivable for uncollectible amounts and recognaeswrite-off as operating expense and discldsesamount recognized in “Note 4:
Insurance Premiums.” As premium revenue is recaghithe unearned premium revenue liability is reduc

Premium Revenue Recogniti

SFAS 163 requires financial guarantee insurance@ndurance contracts issued by insurance entesptd recognize and measure premium
revenue based on the amount of insurance protept@nded to the period in which the insurance @ction is provided. Premium revenue is
measured by applying a constant rate to the inguniedipal amount outstanding in a given periodeoognize a proportionate share of the
premium received or expected to be received onamiial guarantee insurance contract. A constémffoa each respective financial
guarantee insurance contract is determined astloeaf (a) the present value of premium receivedxpected to be received over the period
of the contract to (b) the sum of all insured pipat amounts outstanding during each period ovetdéhm of the contract. As premium
revenue is recognized, unearned premium revenbiditijas reduced.

An issuer of an insured financial obligation magjresthe obligation prior to its scheduled matuthyough legal defeasance in satisfaction of
the obligation according to its indenture, whickulés in MBIA Corp.’s obligation being extinguishadder the financial guarantee contract.
MBIA Corp. recognizes any remaining unearned premiavenue on the insured obligation as premiummeeén the period the contract is
extinguished to the extent the unearned premiurame® has been collected.

Non-refundable commitment fees are considered inserpremiums and are initially recorded under unehpremium revenue in the
consolidated balance sheets when received. Onaeltited financial guarantee insurance policyssésl, the commitment fees are recogr
as premium written and earned using the constaminathod. If the commitment agreement expiresrieefee related financial guarantee is
issued, the non-refundable commitment fee is imateli recognized as premium written and earnedattime.

Loss and Loss Adjustment Expens

SFAS 163 requires a claim liability (loss reseneebe recognized on a contract-by-contract baserwvthe present value of expected net cash
outflows to be paid under the contract using a-fiek rate as of the measurement date exceedsifzened premium revenue. A claim
liability is subsequently remeasured each repornpiegod for expected increases or decreases dtletmes in the likelihood of default and
potential recoveries. Subsequent changes to theureraent of claim liability are recognized as claxpense in the period of change.
Measurement and recognition of claim liability éported gross of any reinsurance. MBIA Corp. edésithe likelihood of possible claims
payments and possible recoveries using probalviléighted expected cash flows based on informatiailable as of the measurement date,
including market information. Accretion of the dismt on a claim liability is included in claim expee. MBIA Corp.’s claim liability and
accruals for loss adjustment expenses incurredisctosed in “Note 10: Loss and Loss Adjustmentdhge Reserves.”
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MBIA Insurance Corporation and Subsidiaries
Notes to Consolidated Financial Statements

Other-Than-Temporary Impairments on Investment Seities

MBIA Corp.’s consolidated statement of operatiogféects the full impairment (the difference betweesecurity’s amortized cost basis and
fair value) on debt securities that MBIA Corp. imis to sell or would more likely than not be regdito sell before the expected recovery of
the amortized cost basis. For available-for-satélaid-to-maturity debt securities that managerhastno intent to sell and believes that it is
more likely than not will not be required to bedsgtior to recovery, only the credit loss comporgithe impairment is recognized in
earnings, while the rest of the fair value loseognized in accumulated other comprehensive iecdine credit loss component recognized
in earnings is identified as the amount of castvélmot expected to be received over the remaimnmg bf the security as projected using
MBIA Corp.’s cash flow projections and base asstiomst

Goodwill

Gooduwill represents the excess of the cost of aitaua business enterprise over the fair valudefriet assets acquired. Under SFAS 142,
“Goodwill and Other Intangible Assets,” goodwilltissted for impairment at least annually. An impesnt loss is triggered if the estimated
fair value of an operating segment is less thaadtsying value.

As a result of the aforementioned establishmeiaifonal, the $77 million of goodwill reflected MBIA Corp.’s consolidated balance she
as of December 31, 2008 has been allocated betatonal and MBIA Insurance Corporation, basedhanrelative fair values of each en
as of January 1, 2009. Of the $77 million, $46 imillwas allocated to MBIA Insurance Corporation. MECorp.’s next annual impairment
test will be performed on January 1, 2010.

Fee and Reimbursement Revenue Recognition

MBIA Corp. collects insurance related fees for gggs performed in connection with certain transagi In addition, MBIA Corp. may be
entitled to reimbursement of third-party insuraegpenses that it incurs in connection with certansactions. Depending upon the type of
fee received and whether it is related to an imstggolicy, the fee is either earned when it ieinezd or deferred and earned over the life of
the related transaction. Work, waiver and congeniination, administrative and management feeganeed when the related services are
completed and the fee is received. Structuring eéesarned on a straight-line basis over thefitihe related insurance policy. Expense
reimbursements are recognized when received.

Note 3: Recent Accounting Pronouncements
Recently Adopted Accounting Standar

In May 2009, the Financial Accounting Standardsrddqa-ASB”) issued SFAS 165, “Subsequent Eventdjicl establishes general
standards of accounting for and disclosure of e/#hrait occur after the balance sheet date butdéierfinancial statements are issued. SFAS
165 is effective for MBIA Corp. in the interim amenual periods ending after June 15, 2009 and stmmubpplied prospectively. MBIA Col
adopted this standard as of the second quartéd@¥.Z'he adoption of this standard did not haveféatt on MBIA Corp.’s consolidated
balance sheets, results of operations or cash flows

In April 2009, the FASB issued FSP FAS 157-4, “Detiming Fair Value When the Volume and Level of ikity for the Asset or Liability
Have Significantly Decreased and Identifying Tramiges That Are Not Orderly,” which amends SFAS - 7Determining the Fair Value

of a Financial Asset When the Market for That Agsdtot Active,” to provide additional guidancehimhlight and expand on the factors that
should be considered when there has been a si@gmifitecrease in market activity for a financiakass financial liability being measured.
The FSP also provides additional factors thatiestghould consider to determine whether eventiraumstances indicate that a transaction
is or is not orderly (i.e., distressed). FSP FAS3-45s effective for MBIA Corp. in the interim arahnual periods ending after June 15, 2009.
MBIA Corp. adopted this standard as of the secarattgr of 2009. The adoption of this standard dithave a material effect on MBIA
Corp.’s consolidated balance sheets, results aftipas or cash flows.
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In April 2009, the FASB issued FSP FAS 115-2 anHE&4-2, “Recognition and Presentation of OtherAFhamporary Impairments,”
which amends SFAS 115 and SFAS 124, “Accountindfertain Investments Held by Not-for-Profit Orgaatians,” to amend the
recognition criteria for other-than-temporary impaént guidance and to improve the presentatiorttadrethan-temporary impairments in the
financial statements. This FSP replaces the egiségquirement that the entity’s management asSkatsi both the ability and intent to hold an
impaired security until recovery with a requirem#rdt management assert (a) it does not have thetito sell the security and (b) it is more
likely than not it would not have to sell the satgubefore recovery of its cost basis. When thesedriteria are met, the entity will recognize
only the credit component of an other-than-temppoimmpairment of a debt security in earnings andrémeaining portion in other
comprehensive income. MBIA Corp. adopted this stathés of the second quarter of 2009. There wasimulativeeffect adjustment for tr
adoption of this standard as there were no preljioogpaired securities which were determined toehpartions which would ultimately be
recovered. Refer to “Note 7: Investment Income @aths and Losses “ for further information on MBDArp.’s investment securities and
other-than-temporary impairments.

In April 2009, the FASB issued FSP FAS 107-1 andB/&#8-1, “Interim Disclosures about Fair Value oh&incial Instruments,” which
amends SFAS 107, “Disclosures about Fair Valuemdifcial Instruments,” to require disclosures abfairtvalue of financial instruments
within the scope of SFAS 107 in interim and anrimgncial statements, and the method(s) and sianifiassumptions used to estimate the
fair value of those financial instruments. This R8$ amends APB Opinion No. 28, “Interim Finané&t&lporting,” to require those
disclosures in all interim financial statements. IMMECorp. adopted the FSP in the second quarteD092As the standard requires only
additional disclosures, the adoption of FSP FAS1@nd APB 28-1 did not have an impact on MBIA Crponsolidated balance sheets,
results of operations or cash flows. Refer to “Nmté&air Value of Financial Instruments” for furtheformation.

In May 2008, the FASB issued SFAS 163, effectivespectively as of January 1, 2009. SFAS 163 am8R@&sS 60, “Accounting and
Reporting by Insurance Enterprises” to clarify thiaancial guarantee insurance contracts issudddayance enterprises are included within
the scope of SFAS 60 as amended by SFAS 163. SBAarhends the recognition and measurement of premauenue, and claim liabiliti
on financial guarantee insurance and reinsuranaamis, and expands disclosure requirements. Ré@mgyand measurement of unearned
premium revenue and receivable for future premiamsalso amended by SFAS 163. SFAS 163 does nigt apfinancial guarantee
insurance contracts that are derivative instrumieictsded within the scope of SFAS 133, “AccountfogDerivative Instruments and
Hedging Activities,” as amended. SFAS 163 nullifiles guidance for financial guarantee insurancéraots included in Emerging Issues
Task Force Issue No. (“EITF”) 85-20, “RecognitionF@es for Guaranteeing a Loan.” Refer to “Noténdurance Premiums” for disclosures
related to premiums and “Note 10: Loss and Losmigtdjient Expense Reserves” for disclosures relatéass reserves.

Upon the adoption and implementation of SFAS 16BJMCorp. recorded a cumulative transition adjustinaf $55 million net of tax, $83
million pretax, as an increase to its beginning retained egsrbalance as of January 1, 2009. The cumulatwsition adjustment represe
the recognized changes in assets and liabilitedtieg from the adoption of SFAS 163. The follogiitable summarizes the adjustments n
to MBIA Corp.’s assets and liabilities as of Jaryuhr2009 on a pre-tax basis:

In thousands Increase / (Decreast
Assets:
Deferred acquisition cos $ 8,731
Prepaid reinsurance premiul 313,66(
Reinsurance recoverable on paid and unpaid I¢ 4,56:
Premiums receivabl 2,287,45.
Deferred income taxes, n (27,170
Liabilities:
Unearned premium reven $ 2,381,48
Loss and LAE reserve (174,220
Reinsurance premiums paya 324,26:.
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In December 2008, the FASB issued FSP FAS 140-4&8B Interpretation No. (“FIN") 46(R)-8, “Discloses by Public Entities
(Enterprises) about Transfers of Financial Assetklaterests in Variable Interest Entities,” whrelyuires enhanced disclosures about
transfers of financial assets and involvement wihable interest entities (“VIES”). MBIA Corp. agted FSP FAS 140-4 and FIN 46(BYeor
financial statements prepared as of December 318 20d is effective for interim reporting periodgilthe adoption of SFAS 167,
“Amendments to FASB Interpretation No. 46(R).” Retfie “Recent Accounting Developments” for discussaf SFAS 167. Since FSP

FAS 140-4 and FIN 46(R)-8 only requires additiotiaclosures concerning transfers of financial asaetl interests in VIES, adoption of FSP
FAS 140-4 and FIN 46(R)-8 did not affect MBIA Cdgconsolidated balance sheets, results of op@satio cash flows. Refer to “Note 9:
Variable Interest Entities” for disclosures reqditey FSP FAS 140-4 and FIN 46(R)-8.

In March 2008, the FASB issued SFAS 161, “Disclesuabout Derivative Instruments and Hedging Adési—an amendment of FASB
Statement No. 133.” SFAS 161 expands the disclaggpgirements about an entity’s derivative instroteend hedging activities. The
disclosure provisions of SFAS 161 apply to all #edi with derivative instruments subject to SFAS A8d its related interpretations. The
provisions also apply to related hedged items rbifted derivatives, and non-derivative instrumdémas are designated and qualify as hedging
instruments. MBIA Corp. adopted the disclosure mions of SFAS 161 on January 1, 2009. Since SF3{Sréquires only additional
disclosures concerning derivatives and hedgingities, adoption of SFAS 161 did not affect MBIA pds consolidated balance sheets,
results of operations or cash flows. Refer to “Ngit®erivative Instruments” for disclosures reqdil®y SFAS 161.

In February 2008, the FASB issued FSP FAS 157-fetiive Date of FASB Statement No. 157,” whichalald the effective date of SFAS
157, “Fair Value Measurements,” to fiscal yearsibeigg after November 15, 2008, for all non-fina@ssets and non-financial liabilities,
except those that are recognized or disclosedratdhie in the financial statements on a recurbiagis (at least annually). The adoption of
FSP FAS 157-2 on January 1, 2009 did not have arfabimpact on MBIA Corp.’s consolidated balanbeeats, results of operations or cash
flows.

In December 2007, the FASB issued SFAS 160, “Notrodimg Interests in Consolidated Financial Stagets—an amendment of ARB 51.”
SFAS 160 requires reporting entities to presentaotrolling (minority) interest as equity (as oppdgo liability or mezzanine equity) and
provides guidance on the accounting for transastiiween an entity and noncontrolling intereste presentation and disclosure
requirements are to be applied retrospectively. MBbrp. adopted SFAS 160 on January 1, 2009 anddbption of SFAS 160 did not have
a material impact on MBIA Corp.’s consolidated lpala sheets, results of operations or cash flows.

Recent Accounting Developmen

In June 2009, the FASB issued SFAS 168, “The FASBoAinting Standards Codification and the Hieramhgenerally Accepted
Accounting Principles—a replacement of FASB Stateinéo. 162.” The FASB Accounting Standards Codifima (“Codification”) will
become the single source of authoritative GAAPa@pplied by nongovernmental entities. On the éffecate of SFAS 168, the
Codification will supersede all then-existing noB&Saccounting and reporting standards. SFAS 1d&wieffective for MBIA Corp. for
financial statements issued for interim and anpealods ending after September 15, 2009. MBIA Cwifl.adopt this standard as of the th
quarter of 2009. The Codification is not intendeahhange GAAP but rather reorganize divergent attog literature into an accessible and
user-friendly system which will materially impagétex references of GAAP in MBIA Corp.’s Notes tor@olidated Financial Statements.

In June 2009, the FASB issued SFAS 167 which amEhRd2l6(R) to include qualifying special purposdites (“QSPES”)in its scope and
require the holder of a variable interest or vddabterests in a VIE to determine whether it hadsontrolling financial interest in a VIE. A
holder of a variable interest (or combination ofiable interests) that provides a controlling fioahinterest in a VIE is considered the
primary beneficiary and is required to consolidae VIE. SFAS 167 amends FIN 46(R) to deem contigllinancial interest as both a) the
power to direct the activities of a VIE that mogfrsficantly impact the VIE’s economic performareed b) the obligation to absorb losses or
the rights to receive benefits of the VIE that copbtentially be significant to the VIE. SFAS 16#ends FIN 46(R) to eliminate the
guantitative approach for determining the primaepédficiary of a VIE. SFAS 167 requires an ongoieassessment of whether a holder of a
variable interest is the primary beneficiary of EEMwhich amends the guidance in FIN 46(R) thatiess reconsideration of whether a hol
of a variable interest is the primary beneficianjyovhen specific events occurred. SFAS 167 nebifrSP FAS 140-4 and FIN 46(R)-8 and
amends FIN 46(R) to require enhanced disclosurres fmlder of a variable interest in a VIE that gemerally consistent with the disclosures
required by FSP FAS 140-4 and FIN 46(R)-8. SFAS is&ffective for MBIA Corp. as of January 1, 2Cdiid earlier application is
prohibited. MBIA Corp. is currently evaluating tpetential impact of adopting this standard.
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In June 2009, the FASB issued SFAS 166, “Accourfiimd ransfers of Financial Assets—an amendme®ASB Statement No. 140,” to
remove the concept of a QSPE. It also clarifiestivdrea transferor has surrendered control ovesteared financial assets and meets the
conditions to derecognize transferred financiaktsser a portion of an entire financial asset thaets the definition of a participating interest.
SFAS 166 amends SFAS 140, “Accounting for Transdiews Servicing of Financial Assets and Extinguishtaef Liabilities,” to require
enhanced disclosures about transfers of finansg#dta and a transfersrcontinuing involvement with transferred finanaabets. SFAS 166
effective for MBIA Corp. as of January 1, 2010 aadlier application is prohibited. MBIA Corp. isrecently evaluating the potential impact
of adopting this standard.

Note 4: Insurance Premiums

MBIA Corp. recognizes and measures premiums rekatéidancial guarantee (non-derivative) insuraacd reinsurance contracts in
accordance with SFAS 163. Refer to “Note 2: Sigaifit Accounting Policies” and “Note 3: Recent Aaatiing Pronouncements” for a
description of MBIA Corp.’s accounting policy farsurance premiums and the impact of the adopti@Fa&S 163 on MBIA Corp.’s
financial statements.

As of June 30, 2009, MBIA Corp. reported premiueseivable of $2.1 billion primarily related to iaBment policies for which premiums

will be collected over the estimated term of thatcacts. Premiums receivable for an installmenicgadk initially measured at the present
value of premiums expected to be collected oveelpected period or contract period of the polising a risk-free discount rate. Premiums
receivable for policies that use the expected pesiaisk due to expected prepayments are adjustedbsequent measurement periods when
prepayment assumptions change using the risk-feeeuht rate as of remeasurement date. The weiglvierdige risk-free rate used to
discount future installment premiums was 2.97% thedveighted average expected collection termeptemiums receivable was 7.87
years. For the three and six months ended Jun208@, the accretion of the premiums receivable $i&smillion and $28 million

respectively, and is reported in “Scheduled prensigerned” on MBIA Corp.’s consolidated statemefitsp@rations.

As of June 30, 2009, MBIA Corp. reported reinsuspremiums payable of $697 million, which represehé portion of MBIA Corp.’s
premiums receivable that is due to reinsurers.rémesurance premiums payable is accreted and pa@rtsurers as premiums due to MBIA
Corp. are accreted and collected.

The following table presents a roll forward of MBorp.’s premiums receivable for the six monthseshdune 30, 2009:

In millions Six Months Ended June 30, 2009
Adjustments
Premi Premiums Changes ir Accretion of Premiums Reinsurance
. remium Receivable a Premium
Premiums from New Payable as o
Receivable as o SFAS 163 Payments Expected Premiums
December 31, Transition Business Term of Receivable of June 30,
2008 Adjustment Receivec Written Policies Discount Other 2009 June 30, 200
$ 8 $ 2,28¢ $ (167) $ - $ (20 $ 28 $ (6) $ 2,131 $ 697

The following table presents the undiscounted iamount of premiums expected to be collected lamgériod in which those collections
are expected to occur:
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Expected
Collection of

In millions Premiums
Three months ende
September 30, 20( $ 76
December 31, 200 80
Twelve months ende
December 31, 201 27¢
December 31, 201 24¢€
December 31, 201 21¢€
December 31, 201 17¢
Five years ende(
December 31, 201 64C
December 31, 202 40€
December 31, 2028 and therea 61€
Total $ 2,74:

For the three and six months ended June 30, 20B8AMorp. reported premiums earned of $81 milliovd 201 million, respectively, whi
includes $80 million and $199 million of scheduf@@miums earned and $1 million and $2 million dtingling premiums earned,
respectively. Refunding premiums earned represemiipms earned on policies for which the underlyimgyred obligations have been
refunded, called, or terminated and for which MBTArp.’s obligation has been extinguished.

The following table presents the expected uneapnehium revenue balance and the future expectedipnes earned revenue as of and for
the periods presented:

Future Expected Premium

Earnings
Total

Unearned Future Expectec

Premium Premium
In millions Revenue Upfront Installments Accretion Earnings
Three months ende
June 30, 200 $ 4,49;
September 30, 20( 4,37( $ 55 $ 72 $ 15 $ 14z
December 31, 200 4,24¢ 54 70 14 13€
Twelve months ende
December 31, 201 3,78( 20€ 25¢€ 54 52C
December 31, 201 3,361 192 227 50 46¢
December 31, 201 2,99¢ 17¢ 18¢ 45 412
December 31, 201 2,67¢ 16€ 14¢ 42 357
Five years ende(
December 31, 201 1,49¢ 658 52¢ 162 1,342
December 31, 202 77z 404 321 10z 82¢
December 31, 2028 and therea - 392 381 12€ 89¢
Total $ 2,30z $ 2,19 $ 611 $ 5,10¢
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Note 5: Fair Value of Financial Instruments

Financial Instruments

The following table presents the carrying value taidvalue of financial instruments reported on MBCorp.’s consolidated balance sheets
as of June 30, 2009 and December 31, 2008:

June 30, 2009 December 31, 2008
Estimated Fair

In millions Carrying Value Value Carrying Value Estimated Fair Value
Assets:
Fixed-maturity securities and short-
term investments, held as

available-for-sale, at fair valu $ 3,31¢ $ 3,31t $ 8,62¢ $ 8,62¢
Investments held-to-maturity, at
amortized cos 2,10z 1,95( 1,21¢ 1,21¢
Other investment 11¢ 11¢ 45 45
Cash and cash equivalel 17¢ 17¢€ 1,067 1,067
Securities purchased under
agreements to res¢ 2,00( 2,00( 3,344 3,344
Receivable for investments sc 21C 21C 11 11
Derivative asset 69¢€ 69€ 747 747
Note Receivabl 47C 47C 428 428
Liabilities:
Variable interest entity note 2,631 2,41¢ 1,792 1,792
Securities sold under agreement
repurchas: - - 1,344 1,344
Long-term debt 1,05¢ 42€ 953 524
Derivative liabilities 4,13: 4,13: 6,21¢ 6,21¢
Financial Guarantee
Gross 5,75¢ 6,59: 4,98: 6,07¢
Cedec 2,964 3,91: 39C 407

Valuation Techniques

The valuation techniques for fair valuing finandratruments included in the preceding table aseideed below. MBIA Corp.’s assets and
liabilities recorded at fair value have been catega according to the fair value hierarchy prdsedi by SFAS 157 within the following “Fair
Value Measurements” section.

Fixed-Maturity Securities Held As Available-for-Sale

U.S. Treasury and government agerel.S. Treasury securities are liquid and have glotarket prices. Fair value of U.S. Treasuries is
based on live trading feeds. U.S. Treasury seesrére categorized in Level 1 of the fair valuedrighy. Government agency securities
include debentures and other agency mortgage pemsgh certificates as well as to-be-announced AMBecurities. TBA securities are
liquid and have quoted market prices based ondata feeds. Fair value of mortgage pass-througificates is obtained via a simulation
model, which considers different rate scenariostastbrical activity to calculate a spread to tbenparable TBA security. Government
agency securities use market-based and observghltsi As such, these securities are classifiegasl 2 of the fair value hierarchy.
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Foreign governments-The fair value of foreign government obligatiome generally based on observable inputs in actiaekets. When
guoted prices are not available, fair value is heiteed based on a valuation model that has assriptérest rate yield curves, cross-currency
basis index spreads, and country credit spreadstriactures similar to the bond in terms of isso®afurity and seniority. These bonds are
generally categorized in Level 2 of the fair vahierarchy. Bonds that contain significant inputstthre not observable are categorized as
Level 3 while bonds that have quoted prices in@iva market are classified as Level 1.

Corporate obligations-The fair value of corporate bonds is obtained gisatently executed transactions or market pricgagions where
observable. When observable price quotations aravalable, fair value is determined based on ¢asthmodels with yield curves, bond or
single name CDS spreads and diversity scores ampais. Corporate bonds are generally categoiizéével 2 of the fair value hierarchy;
instances where significant inputs are unobseryddy are categorized in Level 3 of the hierare@grporate obligations may be classifiec
Level 1 if quoted prices in an active market arailable.

Mortgagebacked securities and asbaicked securities-Mortgage-backed securities (“MBSs”) and ABSs aakigd based on recently
executed prices. When position-specific externigeptdata is not observable, the valuation is basegrices of comparable securities. In the
absence of market prices, MBSs and ABSs are valsedfunction of cash flow models with observabtekat-based inputs (e.g. yield
curves, spreads, prepayments and volatilities). M&®1 ABSs are categorized in Level 3 if signifidaputs are unobservable, otherwise
are categorized in Level 2 of the fair value hiehgr

State and municipal bondsThe fair value of state and municipal bonds isested using recently executed transactions, maes
guotations and pricing models that factor in, whagwplicable, interest rates, bond or CDS spreadvalatility. These bonds are generally
categorized in Level 2 of the fair value hierarcimyinstances where significant inputs are unoletale; they are categorized in Level 3.

Investments He-To-Maturity

The fair value of investments held-to-maturity ltained using recently executed transactions okebgrice quotations where observable.
When position-specific external price data is nugeryvable, the valuation is based on prices of ewalje securities. When observable price
guotations are not available, fair value is detegdibased on internal cash flow models with yieid/es and bond spreads of comparable
entities as key inputs.

Other Investments

Other investments include MBIA Corp.’s intereseiuity securities (including exchange-traded clesed funds), money market mutual
funds and perpetual securities. Fair value of oitinegstments is determined by using quoted pricesfrades, or valuation models that use
market-based and observable inputs. Other investnaee categorized in Level 1, Level 2 or Levef ghe fair value hierarchy.

Other investments also include premium tax crediestments that are carried at amortized costcaging value of these investments
approximates fair value.

Cash and Cash Equivalents, and Receivable for tmessts Sold

The carrying amounts of cash and cash equivalentsexeivable for investments sold approximater thadi values as they are short-term in
nature.

Securities Purchased Under Agreements to Resell

The fair value of securities purchased under agesesito resell are determined based on the undgrggcurities received or cash loans that
back the repurchase agreements depending on thevabdity of significant inputs, are categorizedLievel 2 or 3 of the fair value hierarchy.

Note Receivabl

The note receivable represents a non-recourseskaured by collateral pledged by the counterparthé note receivable. The fair value of
the note receivable is calculated as the most texqmaraised value of the underlying collateral gkxi against the note receivable. The
appraisal was performed by an independent thirty pluring the current year.

Variable Interest Entity Notes

The fair value of VIE notes is obtained using relyeexecuted transactions or market price quotatiwhere observable. When position-
specific external price data is not observableyvtlaation is based on prices of comparable seesirit
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When observable price quotations are not availdhieyalue is determined based on internal caslv fhodels of the underlying collateral
with yield curves and bond spreads of comparahtigieshas key inputs.

Securities Sold Under Agreements to Repurchase

The fair value of securities sold under agreementspurchase are determined based on the undgdgiturities that back the repurchase
agreements and depending on the observabilitygoifgiant inputs, are categorized in Level 2 oif 3he fair value hierarchy.

Long-term Debt

Long-term debt consists of long-term notes, debestand surplus notes. The fair value of |bexgn debt is estimated based on quoted m.
prices for the same or similar securities.

Derivatives

The derivative contracts that MBIA Corp. insurearat be legally traded and generally do not ha\seplable market prices. In the cases
with no active price quote, MBIA Corp. uses a conaltion of internal and third-party models to estinihe fair value of these

contracts. Most insured CDSs are valued using harered Binomial Expansion Technique (“BET”) modwidinally developed by

Moody’s). Significant inputs include collateral epds, diversity scores and recovery rates. Fonigell number of other insured derivatives,
MBIA Corp. uses industry standard models as wefiraprietary models such as Black-Scholes optiodetsoand dual-default models,
depending on the type and structure of the contidet valuation of these derivatives includes thpact of MBIA Corp.5 credit standing ar
the credit standing of its reinsurers. All of thelegivatives are categorized as Level 3 of thevaiue hierarchy as a significant percentage of
their value is derived from unobservable inputs. iRsured swaps (other than CDSs), MBIA Corp. ustsnally and vendor developed
models with market-based inputs (e.g. interest fateign exchange rate, spreads), and are cledsifi Level 2 within the fair value
hierarchy.

Insured Derivative:

The majority of MBIA Corp.’s derivative exposureiisthe form of credit derivative instruments insgitoy MBIA Corp. Prior to 2008, MBIA
Corp. insured CDSs entered into by LaCrosse FimaReoducts LLC (“LaCrosse”), an entity that is solidated into MBIA's financial
statements under the FIN 46(R) criteria. In Felyr@808, MBIA Corp. ceased insuring such derivatharuments except in transactions
reducing its existing insured derivative exposure.

In most cases, MBIA Corp.’s insured credit derivasi are measured at fair value as they do notfgdatithe financial guarantee scope
exception under SFAS 133. Because they are higldiomized and there is generally no observable ehdok these derivatives, MBIA Corp.
estimates their value in a hypothetical market daseinternal and third-party models simulating téd&ond insurer would charge to
guarantee the transaction at the measurementTdasepricing would be based on expected loss oe#posure calculated using the value of
the underlying collateral within the transactiorusture.

Description of MBIA Corg.s Insured Credit Derivatives

The majority of MBIA Corp.$ insured credit derivatives reference structualgpof cash securities and CDSs. MBIA Corp. gdheirasurec
the most senior liabilities of such transactioms] at transaction closing MBIA Corp.’s exposuregraty had more subordination than
needed to achieve triple-A ratings from creditmgtagencies (referred to as “Super Triple-A” expelurhe gross notional amount of such
transactions totaled $133.6 billion as of June2B9. The collateral backing MBIA Corp.’s insuregfigatives was cash securities and CDSs
referencing primarily corporate, asset-backeddergial mortgage-backed, commercial mortgage-baat@dmercial real estate (“CRE")
loans, and collateralized debt obligation (“CDO&Larities.

Most of MBIA Corp.’s insured CDS contracts requinat MBIA Corp. make payments for losses of tha@gpal outstanding under the
contracts when losses on the underlying referenottdteral exceed a predetermined deductible. dta hotional amount and MBIA Corp.’s
maximum payment obligation under these contractsf dane 30, 2009 was $79.1 billion. The underlyiefgrenced collateral for contracts
executed in this manner largely consist of investingeade corporate debt, structured commercial gage-backed securities (“CMBS3pols
and, to a lesser extent, corporate and multi-s&ii®s (in CDO-squared transactions).

MBIA Corp. also has guarantees under principalgmion fund programs, which are also accounte@gaderivatives. Under these programs
MBIA Corp. guaranteed the return of principal teaéstors and are protected by a daily portfolio l&fzing obligation that is designed to
minimize the risk of loss to MBIA Corp. As of JuB8, 2009, the maximum amount of future paymentsMlA Corp. would be required to
make under these guarantees was $49 million, buAMBIp. has not made any payments to date relatirigese guarantees. The unrealized
gains (losses) on these derivatives for the yaatea 2007 and 2008 and the six months ended Jyrg®39 were $0, reflecting the extrem
remote likelihood that MBIA Corp. will incur a loss
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Changes in fair value of the insured derivativesracorded in “Net change in fair value of insudedivatives.” The net change in the fair
value of MBIA Corp.5 insured derivatives has two primary componeijtseélized gains (losses) and other settlemeniasmed derivative
and (ii) unrealized gains (losses) on insured d¢ives. “Realized gains (losses) and other settiésnan insured derivatives” include (i) net
premiums received and receivable on written CDSreats, (ii) net premiums paid and payable to n@iess in respect of CDS contracts,
(iii) net amounts received or paid on reinsuramm@amutations, (iv) losses paid and payable to CD#raot counterparties due to the
occurrence of a credit event or settlement agreerf@rosses recovered and recoverable on purdn@Bes contracts due to the occurrenc
a credit event or commutation agreement and (e3 felating to CDS contracts. The “Unrealized géimsses) on insured derivativagtlude
all other changes in fair value of the derivatioatracts.
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Considerations Regarding an Observable Market BtAVIs Corp'’s Insured Derivatives

In determining fair value, MBIA Corp.’s valuatiopproach always uses observable market prices ilcdn@ and reliable. Market prices are
generally available for traded securities and miasta@ndard CDSs but are less available or acctoatéghly customized CDSs. Most of the
derivative contracts MBIA Corp. insures are théelass they are non-traded structured credit dévavéransactions. In contrast, typical
market CDSs are standardized, liquid instrumergsréference tradable securities such as corpbeatés that themselves have observable
prices. These market standard CDSs also involMateddl posting, and upon a default of the undedyieference obligation, can be settled in
cash.

MBIA’s insured CDS contracts do not contain typi€&bS market standard features as they have begndddo replicate MBIA Corp.’s
financial guarantee insurance policies. At incaptidthe transactions, MBIA Corp.’s insured CDSiinsents provided protection on pools
of securities or CDSs with either a stated dediectib subordination beneath the MBIA-insured trandWiBIA Corp. is not required to post
collateral in any circumstances. Payment by MBIAeman insured CDS is due after the aggregate anobulefaults of the underlying
reference obligations, based on fair value deteation with respect to each defaulted referencegabitin, exceed the deductible or
subordination in the transaction. Once such defaxteed the deductible or the subordination MBlAbligated to pay the fair value, as
determined under the ISDA contract, of any subsetuegerence obligations that default. Some cotdralso provide for further deferrals of
payment at MBIA Corp.’s option. In the event of MBCorp’s failure to pay a claim under the insurddSCor the insolvency of MBIA, the
insured CDS contract provides that the counterpaatyterminate the CDS and make a claim for theuatndue, which would be based on
fair value of the insured CDS at such time. An tiddal difference between MBIA Corp.’s CDS and gadimarket standard contracts is that
MBIA Corp.’s contract, like its financial guaranteentracts, cannot be accelerated by the countgrpathe ordinary course of business.
Similar to MBIA Corp.’s financial guarantee insucan all insured CDS policies are unconditional erel/ocable and MBIA Corp.’s
obligations thereunder cannot be transferred unthestransferees are also licensed to write fir@mgiarantee insurance policies. Note that
since insured CDS contracts are accounted for igatiges under SFAS 133, MBIA Corp. did not deflee charges associated with
underwriting the CDS policies and they were expdraeorigination.

MBIA Corp.’s payment obligations are structuregtevent large onéme claims upon an event of default of underlyiafgrence obligatior
and to allow for payments over time (i.e. “pay-asngo” basis) or at final maturity. However, theesdf payments will ultimately depend on
the timing and magnitude of losses. There are tty@aes of payment provisions:

0] timely interest and ultimate principi
(i) ultimate principal only at final maturity; ar

(iii)  payments upon settlement of individual refeced collateral losses in excess of policy-spediéductibles and
subordination. The deductible or loss thresholtiésamount of losses experienced with respectataitiderlying or
referenced collateral that would be required tauotefore a claim against MBIA Corp. insurance @olian be madt

MBIA Corp. had transferred some of the risk of lossthese contracts using reinsurance to othendinhguarantee insurance and reinsur:
companies. The fair value of the transfer underdresurance contract with the reinsurers is acsalifor as a derivative asset. These
derivative assets are valued consistently with MBIérp.'s SFAS 157 valuation policies.

Valuation Modeling of MBIAInsured Derivatives

As a result of the significant differences betwemarket standard CDS contracts and the CDS contrastised by MBIA, MBIA Corp.
believes there are no relevant third-party exitieaharket observations for its insured structuredit derivative contracts and, therefore, no
principal market as described in SFAS 157. In theeace of a principal market, MBIA Corp. valuessthinsured credit derivatives in a
hypothetical market where market participants asumed to be other comparably-rated primary firdmtiarantors. Since there are no
observable transactions in the financial guaramtasket that could be used to value MBIA Corp.'sig&ctions, MBIA Corp. generally uses
internal and third-party models, depending on yjpe tand structure of the contract, to estimatddhevalue of its insured derivatives.

MBIA Corp.’s primary model for insured CDSs sim@atwhat a bond insurer would charge to guarantesaaction at the measurement
date, based on the market-implied default riskhefunderlying collateral and the remaining struatprotection in a deductible or
subordination. This approach assumes that bonddarswould be willing to accept these contractefftdBIA Corp. at a price equal to what
they could issue them for in the current marketilévihe premium charged by financial guarantonsaa direct input into MBIA Corp.’s
model, the model estimates such premium and teimiom increases as the probability of loss increadéven by various factors including
rising credit spreads, negative credit migratiomdr recovery rates, lower diversity score andierosf deductible or subordination.
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1. Valuation Model Overview

Approximately 99.3% of the balance sheet fair valtimsured credit derivatives as of June 30, 280&lued using the BET model, which is
a probabilistic approach to calculating expectess lon MBIA Corp.$ exposure based on market variables for underhgfegenced collatere
The BET was originally developed by Moody’s to astte a probability distribution of losses on a déeepool of assets. MBIA Corp. has
made maodifications to this technique in an efforincorporate more market information and provideerflexibility in handling pools of
dissimilar assets: a) MBIA Corp. uses market crggieads to determine default probability instefagsing historical loss experience, and b)
for collateral pools where the spread distribui®oharacterized by extremes, MBIA Corp. modeldhesagment of the pool individually
instead of using an overall pool average.

There are three steps within BET modeling to arat/&ir value for a structured transaction: paakl estimation, loss allocation to separate
tranches of the capital structure and calculatioth@® change in value.

. The pool loss estimation is calculated by referdndée following (described in further detail und®lodel Inputs”
below):
. credit spreads of the underlying collateral. Thibased on actual spreads or spreads on similateral with

similar ratings, or in some cases is benchmat

. diversity score of the collateral pool as an intaaof correlation of collateral defaults, a
. recovery rate for all defaulted collater

. Losses are allocated to specific tranches of Hiestiction according to their subordination levehimithe capital
structure.
. For example, if the expected total collateral doss is 4% and the transaction has an equity teaaold thre

progressively more senior C, B, and A tranches watliesponding underlying subordination levels %f, 0
3%, 5% and 10%, then the 4% loss will have thetgetampact on the equity tranche. It will havewaér,
but significant impact on the C tranche and a lesspact on the B tranche. MBIA Corp. usually inssithe
Super Triple-A tranche with lowest exposure toateltal losses due to the underlying subordinatioriged
by all junior tranches

. At any point in time, the unrealized gain or lossaotransaction is the difference between the malgdrice of the risk
(the original market-implied expected loss) anddheent price of the risk based on the assumedehiémplied
expected losses derived from the mo

Additional structural assumptions of the model Wwarbting are listed below:

. Default probability is determined by three factansedit spread, recovery rate after default andithe period under risl
. Defaults are modeled spaced out evenly over t

. Collateral is generally considered on an averageshather than being modeled separa

. Correlation is modeled using a diversity score,olihis calculated based on rules regarding industsector

concentrations. Recovery rates are based on luat@verages and updated based on market evic

MBIA Corp. reviews the model results on a quartédgis to assess the appropriateness of the agsumand results in light of current
market activity and conditions. This review is perfied by internal staff with relevant expertisdiié market spreads are observable for
similar transactions, those spreads are an intpgralof the analysis. For example, new insureastrations that resemble existing (previously
insured) transactions would be considered, as woedpbtiated settlements of existing transactiomsvéver, this data has been scarce or non-
existent in recent periods. As a result, MBIA Ctapecent reviews have focused more on internasistency and relativity, as well as the
reasonableness of modeled results given currerkeheonditions.
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2. Model Strengths and Weaknesses
The primary strengths of this CDS valuation modaetl a

1) The model takes account of transaction structacekey drivers of market value. The transacttaumcture includes par
insured, weighted average life, level of deductdnlsubordination and composition of collate

2) The model is a welltocumented, consistent approach to marking positioat minimizes the level of subjectivity. Mo
structure, inputs and operation are well-documeht#tl by Moody’s and by MBIA'’s internal controlgeating a strong
controls process in execution of the model. MBIA'©das also developed a hierarchy for usage abwsumarketase:
spread inputs that reduces the level of subjegtiespecially during periods of high illiquidit

3) The model uses market inputs with the most eglebeing credit spreads for underlying referermsthteral, assumed
recovery rates specific to the type and ratingefdnenced collateral, and the diversity score efahtire collateral
pool. These are key parameters affecting the flirevof the transaction and all inputs are marlased whenever
available and reliable

The primary weaknesses of this CDS valuation mack|

1) There is no longer a market in which to test agxdfy the fair values generated by MBIA Corp.'®del, and at June 30,
2009, the model inputs were also either unobsegvabhighly illiquid, adversely impacting their icbility.

2) There are diverse approaches to estimating&dire of such transactions among other financiatguotee insurance
companies

3) Results may be affected by averaging of spraadsuse of a single diversity factor, rather thsingi specific spreads for

each piece of underlying collateral and collategécific correlation assumptions. While more spediata could
improve the reliability of the results, it is natreently available and neither is a model that dqarbduce more reliable
results in the absence of that di

3. Model Inputs
Specific detail regarding these model inputs atedi below:

a. Credit spreads

The average spread of collateral is a key inptMBBA Corp. assumes credit spreads reflect the ni&rkessessment of default probability for
each piece of collateral. Spreads are obtained fnamket data sources published by third parties (aler spread tables for assets most
closely resembling collateral within MBIA Corp.'sahsactions) as well as collateral-specific spreadihe underlying reference obligations
provided by trustees or market sources. Also, whegre sources are not available, MBIA Corp. bencksnspreads for collateral against
market spreads, including in some cases, assurfegnships between the two spreads. This dataviewed on an ongoing basis for
reasonableness and applicability to MBIA Corp.'s\g#ive portfolio. MBIA Corp. also calculates spds based on quoted prices and on
internal assumptions about expected life, wherimgimformation is available and spread informati®mnot.

The actual calculation of pool average spread satepending on whether MBIA Corp. is able to udataral-specific credit spreads or
generic spreads as an input.

. If collateral-specific spreads are available, theead for each individual piece of collateral ienitfied and a weighted
average is calculated by weighting each spreatidgdrresponding par expost
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If collateral-specific credit spreads are not aafalie, MBIA Corp. uses generic spread tables baseabsset class and
average rating of the collateral pool. Average itneding for the collateral is calculated from thveighted average ratii
factor (“WARF”) for the collateral portfolio and ¢im mapped to an appropriate spread. WARF is basedl®,000 point
scale designed by Moody’s where lower numbers atdibetter credit quality. Ratings are not spacgdky on this
scale because the marginal difference in defaoladility at higher rating quality is much lessrite lower rating
levels. MBIA Corp. obtains WARF from the most retstee’s report or MBIA Corp. calculates it béigm the
collateral credit ratings. For a WARF calculatiMBIA Corp. identifies the credit ratings of all ¢aleral (using, in orde
of preference as available, Moody’s, S&P or Fitatings), then converts those credit ratings intatimg factor on the
WARF scale, averages those factors (weighted bytpareate a portfolio WARF, and then maps thdfptio WARF
back into an average credit rating for the pool.IMBorp. then applies this pool rating to a marketead table or index
appropriate for the collateral type to determire dleneric spread for the pool, which becomes th&ehémplied default
input into the BET mode

If there is a high dispersion of ratings withindalateral pool, the collateral is segmented infifedéent rating buckets and
each bucket is used in calculating the overall aye!

When spreads are not available on either a cadlasgecific basis or ratings-based generic basi&lAMises its
hierarchy of spread sources (see below) to idettigymost appropriate spread for that asset abalss tised in the mod

MBIA Corp. uses the spread hierarchy listed belowétermining which source of spread informationge, with the rule being to use CDS
spreads where available and cash security spraeatis aext alternative. Cash spreads reflect tgaaiivity in funded fixed-income
instruments while CDS spreads reflect trading levet non-funded derivative instruments. While bothrkets are driven partly by an
assessment of the credit quality of the refereseedrity, there are factors which create significfierences, such as CDS spreads can be
driven by speculative activity since the CDS mafketlitates both long and short positions withoutnership of the underlying security,
allowing for significant leverage.

Spread Hierarchy:

1)
2)

3)
4)

Actual collatere-specific credit spreads. If -to-date and reliable marl-based spreads are available, they are |

Sector-specific spreads (JP Morgan and Banawérca Securities-Merrill Lynch (“BAS-ML") spreadliles by asset
class and rating

Corporate spreads (Bloomberg and Risk Metrics sptalsles based on rating

Benchmark from most relevant spread sourceeffample, if no specific spreads are available amgarate spreads are
not directly relevant, an assumed relationshigsedubetween corporate spreads or sector-speciiadp and collateral
spreads). Benchmarking can also be based on a eatin of market spread data and fundamental casgitmptions

For example, if current market-based spreads dravailable then MBIA Corp. applies either sectpedfic spreads from spread tables
provided by dealers or corporate cash spread tabessector-specific spread applied depends onghee of the underlying collateral.
Transactions with corporate collateral use the @@ie spread table. Transactions with asset-bauidéateral use one or more of the dealer
asset-backed tables. If there are no observablketnspreads for the specific collateral, and segpecific and corporate spread tables are not
appropriate to estimate the spread for a spegifie bf collateral, MBIA Corp. uses the fourth afigtive in its hierarchy. An example is
tranched corporate collateral, where MBIA Corp.leggpcorporate spreads as an input with an adjustfoeits tranched exposure.
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As of June 30, 2009, actual collateral credit sgigamere used in one transaction. Sector-specifiasis were used in 19% of the transactions.
Corporate spreads were used in 29% of the transactind spreads benchmarked from the most relepegdid source (hnumber 4 above) v
used for 52% of the transactions. When determittiegpercentages above, there were some transaatimrse MBIA Corp. incorporated
multiple levels within the hierarchy. For examl®, some transactions MBIA Corp. used actual cettatspecific credit spreads (number 1
above) in combination with a calculated spread dhasean assumed relationship (humber 4 abovehdsetcases, MBIA Corp. classified the
transaction as being benchmarked from the mostartespread source (hnumber 4 above) even thoughaiaity of the average spread was
from actual collateral-specific spreads. The spsgEadce can also be identified by whether or nistlitased on collateral WARF. No Level 1
spreads are based on WARF, all Level 2 and 3 sprax@dbased on WARF and some Level 4 spreads sed ba WARF. WARF-sourced
and/or ratings-sourced credit spread was used4fidr & the transactions.

In the second quarter, of 2009 a reliable souraioknt credit spreads for residential mortgageked securities (‘RMBS”) and ABS CDO
collateral was not identified as the previous sesarstopped publishing this information. These stgeaie primarily used as inputs for valuing
MBIA Corp.’s insured multi-sector CDO transactioAs. a result, MBIA Corp. used the spreads repaatatie end of the first quarter of 2009
to calculate the estimated fair value of thesestations. MBIA Corp. believes this is a reasonalskimate because credit trends and market
conditions did not change significantly during #ezond quarter of 2009 and the BET model is not sensitive to changes in credit spreads
for these transactions when spreads are at exiemks. MBIA Corp. is exploring alternative valuati models for these transactions that do
not require a credit spread input, which may belusduture periods.

Over time the data inputs change as new sourcesrteeavailable, existing sources are discontinueat®no longer considered to be reliable
or the most appropriate. It is always MBIA Corplgjective to move to higher levels on the hierardhyt MBIA Corp. sometimes moves to
lower priority inputs because of discontinued datarces or because MBIA Corp. considers higheriprimputs no longer representative of
market spreads. This occurs when transaction volthraages such that a previously used spread iisd&x lionger viewed to reflect current
market levels, as was the case for CMBS collataraisured CDSs beginning in 2008. Refer to sectioput Adjustments for Insured CMBS
Derivatives in the Current Market” below.

b. Diversity Scores

The diversity score is a measure to estimate thersification in a portfolio. The diversity scorstienates the number of uncorrelated assets
that are assumed to have the same loss distribaitime actual portfolio of correlated assets.dxample, if a portfolio of 100 assets had a
diversity score of 50, this means that the 100etated assets are assumed to have the same lvgsitlien as 50 uncorrelated assets. A lo
diversity score represents higher assumed cowalgticreasing the chances of a large number @futtsf and thereby increasing the risk of
loss in the senior tranche. A lower diversity sowiegenerally have a negative impact on the vatrafor MBIA Corp.’s senior tranche. The
calculation methodology for a diversity score int#a the extent to which a portfolio is diversifladindustry or asset class, which is either
calculated internally or reported by the trusteeapgular basis. Diversity scores are calculatéchasaction origination, and adjusted as the
collateral pool changes over time. MBIA Corp.’seimtal modeling of the diversity score is based @oti{’'s methodology but uses MBIA’s
internal assumptions on default correlation, intigdvariables such as collateral rating and amaasset type and remaining life.

c. Recovery Rate

The recovery rate represents the percentage afxpected to be recovered after an asset defaudiisating the severity of a potential loss.
MBIA Corp. generally uses rating agency recovesuagptions which may be adjusted to account foediifices between the characteristics
and performance of the collateral used by the gadipencies and the actual collateral in MBIA-insuiransactions. MBIA Corp may also
adjust rating agency assumptions based on therpefae of the collateral manager and on empiriGaket data. In the first six months of
2009, MBIA Corp. lowered recovery rates for CMB3lai@ral and certain RMBS collateral.

d. Input Adjustments for Insured CMBS Derivativagtie Current Market

Approximately $46.7 billion gross par of MBIA Coipinsured derivative transactions as of June 8092nclude substantial amounts of
CMBS and commercial mortgage collateral. Prior@0& MBIA Corp. had used spreads drawn from CMB#ides and CMBS spread tables
as pricing input on the underlying referenced t¢etia in these transactions. In 2008, as the filsunearkets became illiquid, MBIA Corp.
saw a significant disconnect between cumulative togectations of market analysts on underlyingmengsial mortgages, which were based
on the continuation of low default and loss rates] loss expectations implied by the CMBX indicad MBS spread tables. CMBS
collateral in MBIA Corp.’s insured credit derivatis has performed in line with the market.
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In addition, due to financial market uncertaintycs last year, transaction volume in CMBS and t@gdictivity in the CMBX were both
dramatically lower than in prior periods. MBIA Comso considered that the implied loss rates withe CMBX index were much higher
than that forecast by fundamental researchers &BIAM internal analysis. As a result of these issuealAMCorp. concluded that the CMB
indices and the CMBS spread tables were unreliabldel inputs for the purpose of estimating fairuesin MBIA Corp.5s hypothetical mark
among monoline insurers.

In the first quarter of 2008, MBIA Corp. modifieke spread used for these transactions to refleastrébination of market spread pricing and
third-party fundamental analysis of CMBS credit. MBCorp.’s revised spread input is a CMBX index lagahat combines expectations for
CMBS credit performance (as forecasted by the aeeof three investment bankg'search departments) together with the illiquigitgmiurr
implied by the CMBX indices. The illiquidity prentiu MBIA Corp. uses is the senior tripfetranche spread of the CMBX index that matc
the origination vintage of collateral in each tractton. For example, collateral originated in theand half of 2006 uses the triple-A tranche
spread of the CMBX series 1 as the illiquidity prem. The sum of the illiquidity premium plus therived credit spread based on the ave
cumulative net loss estimates of three investmankls research department is used as a CMBX ariadizsx.

e. Nonperformance Risk

In compliance with the requirements of SFAS 157,IMBorp.’s valuation methodology for insured credirivative liabilities incorporates
MBIA Corp.’s own nonperformance risk and the nonperformarsieoriits reinsurers. MBIA Corp. calculates the falue by discounting tt
market value loss estimated through the BET modéisaount rates which include MBIA Corp.’s and teesurers’ CDS spreads at June 30,
2009. Prior to the second quarter of 2009, MBIACarsed the 5-year CDS spread on MBIA Corp. toutate nonperformance risk. This
assumption was compatible with the average liftnefCDS portfolio, which was approximately 5 yeansthe second quarter, MBIA Corp.
has refined this approach to include a full terracttire for CDS spreads. Under the refined appraaehCDS spreads assigned to each d
based on the weighted average life of the deak fidsulted in an increase of $333 million in thendgive liability compared to the amount
that would have resulted if MBIA Corp. had contidue use MBIA Corp.’s 5-year CDS spread for alhsactions.

In light of recent developments in the CDS and vecp derivative markets for MBIA Corp., in the firix months of 2009, MBIA Corp.
limited the effective spread on CDS on MBIA Corp.teat the derivative liability, after giving effieio nonperformance risk, could not be
lower than MBIA’s Corp.’s recovery derivative pricaultiplied by the unadjusted derivative liability. the second quarter of 2009, the
limitation caused by use of MBIA Corp.’s recoveajea increased the derivative liability by $1.0ibil, compared to the amount that would
have resulted if no limitation had been appliedréarovery rate.

In aggregate, the nonperformance calculation regula pre-tax derivative liability which is $140lion lower than the liability that would
have been estimated if the discount rate were gquhe LIBOR swap rate. Nonperformance risk iaiaalue concept and does not
contradict MBIA Corp.’s internal view, based on flamental credit analysis of MBIA Corp.’s economamdition, that MBIA Corp. will be
able to pay all claims when due.

MBIA Corp. believes that it is important to consistly apply its valuation techniques. However, MBTArp. may consider making changes
in the valuation technique if the change resulta measurement that is equally or more represeatatifair value under current
circumstances.

Financial Guarantee

Gross Financial GuaranteesMBIA Corp. estimates the fair value of its grossahcial guarantee liability using a discountechcew model
with significant inputs that include (i) an assuroptof expected loss on financial guarantee pdifie which case basis reserves have not
been established, (ii) the amount of loss expeatefinancial guarantee policies for which case desserves have been established, (iii) the
cost of capital reserves required to support thanftial guarantee liability, and (iv) the discotate. The MBIA Corp. CDS spread and
recovery rate are used as the discount rate andpo@ates the nonperformance risk of MBIA Corp.MBIA Corp.’s gross financial
guarantee liability represents its obligation ty pims under its insurance policies, MBIA Corp&culation of fair value does not consider
future installment premium receipts or returnsmorested upfront premiums as inputs.

The carrying value of MBIA Corp.’s gross financgalarantee liability consists of deferred premiureraie and loss and LAE reserves as
reported on MBIA Corp.’s consolidated balance sheet

Ceded Financial GuaranteesVIBIA Corp. estimates the fair value of its cedewhhcial guarantee liability by calculating the toam of the
gross financial guarantee liability that has beethed to reinsurers. The carrying value of cedeghfital guarantee liability consists of prepaid
reinsurance premiums and reinsurance recoverabl@pad losses as reported on MBIA Corp.’s constdid balance sheets.
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Fair Value Measurements

The following fair value hierarchy tables preserformation about MBIA Corp.’s assets (including ghterm investments) and liabilities
measured at fair value on a recurring basis aaraé 30, 2009 and December 31, 2008:

Fair Value Measurements at Reporting Date Using

Quoted Prices in

Active Markets for Significant Other

Significant

Observable Inputs Unobservable Inputs Balance as o
Identical Assets
In millions (Level 1) (Level 2) (Level 3) June 30, 200
Assets:
Investments
Fixec-maturity investments
Taxable bonds
U.S. Treasury and government age $ 12¢ $ 8 $ = $ 137
Foreign governmeni 28¢ 16& 70 524
Corporate obligation - 451 83 534
Mortgage-backed securitie
Residential mortgar-backed agenc - 66 - 66
Residential mortgar-backed no-agency - 16C 13t 29t
Commercial mortga¢-backec - 1 8 9
Asse-backed securitie
Collateralized debt obligatior - - 201 201
Other ass~-backec - 10z 61 162
Total 41¢ 952 55¢ 1,92¢
State and municipal bon
Tax exempt bond - 78 74 152
Taxable bond - 51 - 51
Total state and municipal bon - 12¢ 74 203
Total fixec-maturity investment 41¢ 1,08 632 2,132
Other investments
Other investment - 117 - 117
Money market securitie 1,181 2 - 1,18:
Total other investmen 1,181 11¢ - 1,30(¢
Derivative asset - 10 68E 695
Total asset $ 1,59¢ $ 1,21] $ 1,315 $ 4,127
Liabilities:
Derivative liabilities $ - $ 32 $ 4,101 $ 4,13
Total liabilities $ = $ 32 $ 4,101 $ 413
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In millions

Assets:
Investments
Fixec-maturity investments
Taxable bonds
U.S. Treasury and government age
Foreign governmen
Corporate obligation
Mortgage-backed securitie
Residential mortgar-backed agenc
Residential mortgar-backed no-agency
Commercial mortga¢-backec
Asse-backed securitie
Collateralized debt obligatior
Other ass~-backec
Total
State and municipal bon
Tax exempt bond
Taxable bond
Total state and municipal bon
Total fixec-maturity investment
Other investment
Perpetual preferred securiti
Other investment
Money market securitie
Total other investmen
Securities purchased under agreements to |
Derivative asset
Total asset

Fair Value Measurements at Reporting Date Using

Quoted Prices in Significant Other

Balance as o

Active Markets for Observable Inputs Uﬁic?bnsigtr:\?;éle December 31
Identical Assets Inputs

(Level 1) (Level 2) (Level 3) 2008

$ 53¢ $ 25 $ - $ 563

36¢ 29z 104 76E

- 1,081 11¢ 1,20C

- 1,18¢ - 1,18¢

- 73 22¢ 30z

- 16 5 21

- - 41¢€ 41¢€

- 11 35 46

907 2,68¢ 91C 4,502

- 3,011 49 3,06(

- 81 - 81

- 3,092 49 3,141

907 5,77¢ 95¢ 7,644

- 1 - 1

17 24 - 41

98t - - 98t

1,002 25 - 1,027

- 2,79¢ 54¢ 3,344

- - 147 147

$ 1,90¢ $ 8,59¢ $ 2,25k $ 12,76:
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Liabilities:

Securities sold under agreements to repurc

Derivative liabilities

Total liabilities

Level 3 Analysi:

$ - $ 79 % 54 $ 1,34
) 4 6,21F 6,21¢
$ - $ 79¢ $ 676 $ 7,56:

Level 3 assets were $1.3 billion and $2.3 billisrodJune 30, 2009 and December 31, 2008, respictand represented 32% and 18% of
total assets measured at fair value, respectilzelyel 3 liabilities were $4.1 billion and $6.8 bilh as of June 30, 2009 and December 31,

2008, respectively, and represented 99% and 8X¥talfliabilities measured at fair value, respesdiv

The following tables present information about aesin Level 3 assets (including short-term investis) and liabilities measured at fair
value on a recurring basis for the three monthgeéddine 30, 2009 and 2008:

Change in
Unrealized Unrealized Unrealized
Purchases Transfers Gains (Losses)
Balance, gains / gains / issuances for the Period
beginning of  Realizec (losses) (losses) and in (out) of Included in
included in included in settlements Ending Earnings for
interim gains / Foreign Level 3, Assets still held
In millions period (losses) earnings OCl exchang net net 1) balance at June 30, 2009
Assets:
Foreign government $ 24 % -0 % - $ - $ 2 3 1 $ 43 $ 70 $ -
Corporate obligation 10C - - (30) - 14 Q) 83 -
Residential mortgage-backed non-
agency 21€ - - (78) - 6 9) 13€ -
Commercial mortgac-backed 5 - - 3 - - - 8 -
Collateralized debt obligatior 37¢ - - a7¢) - - - 201 -
Other ass+-backec 34 - - 6 - 21 - 61 -
State and municipal tax exempt
bonds 78 - - - - (4) - 74 -
Total asset $ 83€ $ -3 - $ (277) $ 2 $ 38 $ 33 $ 632 $ -
Change in
Unrealized
Unrealized Unrealized (Gains) Losses
Realizec Purchases Transfers for the Period
Balance, (gains) / (gains) / issuances Included in
beginning of (gains) / losses losses and in (out) of Earnings for
included in included in settlements Ending Liabilities still held
interim Foreign Level 3,
In millions period losses earnings OClI exchang net net (1) balance at June 30, 2009
Liabilities:
Derivative contracts, ne $ 3,83¢ $ -3 (423) $ - - $ - - $ 341 $ (164)
Total liabilities $ 383 $ -3 (423) $ = $ -3 = $ = $ 341 $ (164)

(1) - Transferred in and out at the end of theqgkri
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Change in
Unrealized Unrealized Unrealized
Purchases, Transfers Gains (Losses)
Balance, Gains / Gains / Issuances in (out) of for the Period
Beginning of  Realizec (Losses) (Losses) and Included in
Included in Included in Settlements Earnings for
Interim Gains / Foreign Level 3, Ending Assets still held
In millions Period (Losses Earnings OCI Exchange net net 4 Balance at June 30, 2008
Assets:
Foreign government $ 62 $ - $ - $ 2 $ -8 13 $ - $ 73 % -
Corporate obligation 142 - - 4) - 5) 8) 12t -
Commercial mortga¢-backed 117 1 - (5) - (30) (76) 7 -
Other assw-backec 31 - - 2 - (1) - 32 -
Total asset $ 352 $ 1 $ - $ 9 $ - $ 23 % B84 $ 237 $ -
Change in
Unrealized
Unrealized Unrealized (Gains) Losses
Purchases, Transfers for the Period
Balance, Realizec (Gains) / (Gains) / Issuances Included in
Beginning of Losses Losses and in (out) of Earnings for
(Gains) Included in Included in Settlements Liabilities still held
Interim Foreign Level 3, Ending
In millions Period Losses Earnings OCI Exchange net net Balance at June 30, 2008
Liabilities:
Derivative contracts, nt $ 723C  $ (34) $ (3,329 $ - $ - 33 $ - $ 3,901 $ 3,327
Total liabilities $ 723C $ (39 $ (3,329 $ = $ - $ 33 $ = $ 3901 $ 3,327

(1) - Transferred in and out at the end of thequkri

Transfers into and out of Level 3 were $43 milleomd $10 million for the three months ended JuneB809, respectively. These transfers
were principally for foreign government securiti@sere inputs, which are significant to their vaioat became unobservable during the

quarter. These inputs included spreads, yield cuobservable at commonly quoted intervals, and etadrroborated inputs. For the three
months ended June 30, 2009, the net unrealizeddtssd to the transfers into Level 3 was $0.liomland the net unrealized loss related to
the transfers out of Level 3 was $0.1 million.

Transfers into and out of Level 3 were $1 milliorde$85 million for the three months ended June2B08, respectively. These transfers were
principally for available-for-sale securities whémputs, which are significant to their valuatittecame observable during the quarter. These
inputs included spreads, prepayment speeds, yirlees observable at commonly quoted intervals,raarket corroborated inputs.
Commercial mortgage-backed securities comprisednijerity of the transferred instruments. For thmeé months ended June 30, 2008, the
net unrealized gain related to the transfers irteel 3 was $0.1 million and the net unrealized te$sted to transfers out of Level 3 was $2
million.

The following tables present information about aesin Level 3 assets (including short-term investis) and liabilities measured at fair
value on a recurring basis for the six months erded 30, 2009 and 2008:
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Change in
Unrealized Unrealized
Transfers Gains (Losses)
Gains / Purchases, for the Period
Balance, Realizec (Losses) Issuances an in (out) of Included in
Beginning of Included Unrealized Earnings for
Gains / in Gains / (Losses Foreign Settlements, Level 3, Ending Assets still held
In millions Year (Losses Earnings Included in OCI Exchange net net @ Balance at June 30, 2009
Assets:
Foreign government $ 104 $ - $ - $ @ % 2 3 (18 $ 3 $ 70 3 -
Corporate obligation 11¢ - - (33 - 10 23) 83 -
Residential mortgage-
backed no-agency 22¢ - - (85) - 10 (19 13t -
Commercial mortgage-
backec 5 - - 3 - - - 8 -
Collateralized debt
obligations 418 - - (21¢) - - - 201 -
Other ass+-backec 35 9) - 17 - 18 - 61 -
State and municipal tax
exempt bond 49 - - 1) - 26 - 74 -
Securities purchased unde
agreements to res¢ 548 - - - - (549 - - -
Total asset $ 1,50¢ $ 9 3 - $ (31) $ 2 3 (5039 % (45 $ 632 % -
Change in
Unrealized
Unrealized (Gains) Losses
Transfers for the Period
Realizec (Gains) / Purchases, Included in
Losses Issuances an in (out) of Earnings for
Balance, (Gains) J Included Unrealized Liabilities still held
Beginning in (Gains) / Losse: Foreign Settlements, Level 3, Ending
In millions of Year Losses Earnings Included in OCI Exchange net net (1) Balance at June 30, 2009
Liabilities:
Securities sold with
agreements to
repurchast $ 54¢  $ - $ - $ - $ - $ (549 $ - $ - $ -
Derivative contracts, ne 5,46¢ (31) (2,03)) - - 30 (20) 3,41¢€ (1,799
Total liabilities $ 6017 $ (31) $ (203) % - $ - $ (519 $ (200 $ 341¢ $ (1,799

(1) - Transferred in and out at the end of thequkri
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Change in
Unrealized
Unrealized Gains (Losses)
Unrealized Transfers for the Period
Gains / Included in
Balance, Realizec (Losses) Gains / in (out) of Earnings for
Beginning of Included (Losses) Purchases, Liabilities still held
Gains / in Included Foreign Issuances and Level 3, Ending
In millions Year (Losses Earnings in OCI Exchange Settlements, ne net (1) Balance at June 30, 2008
Assets:
Foreign government $ 37 $ - $ - $ ¥ $ 1 $ 18 $ 18 $ 73 $ -
Corporate obligation 151 - - 4) - (29 (©)] 125 -
Commercial mortgage-
backec 59 1 - (5) - 49 97) 7 -
Collateralized debt
obligations - - - - - - - - -
Other assw-backec 34 - - - - (2) - 32 -
Total asset $ 281  $ 1 $ - §$ (10) $ 1 3 46 $ (82 237 $ -
Change in
Unrealized
Unrealized (Gains) Losses
Unrealized Transfers for the Period
Realizec (Gains) / Included in
Balance, Losses (Gains) / in (out) of Earnings for
Beginning of (Gains) J Included Losses Purchases, Liabilities still held
in Included Foreign Issuances and Level 3, Ending
In millions Year Losses Earnings in OCI Exchange Settlements, ne net (1) Balance at June 30, 2008
Liabilities:
Derivative contracts, ne $ 3,65° $ (68) $ 25C $ - $ - $ 66 $ - $ 3,901 $ 25C
Total liabilities $ 3,65¢ $  (69) $ 25C $ = $ = $ 66 $ = $ 3,901 $ 25C

(1) - Transferred in and out at the end of theqgkri

Transfers into and out of Level 3 were $43 millanmd $108 million for the six months ended June2BDY, respectively. These transfers w
principally for available-for-sale securities whémeuts, which are significant to their valuatitsecame observable during the period. These
inputs included spreads, prepayment speeds, defaedtds, default severities, yield curves obseevabtommonly quoted intervals, and
market corroborated inputs. Non-agency residemitgage-backed securities, foreign governmentscanubrate obligations comprised the
majority of the transferred instruments. For thembnths ended June 30, 2009, the net unrealizsdrédated to the transfers into Level 3 was
$0.1 million and the net unrealized gain relatethtotransfers out of Level 3 was $24 million.

Transfers into and out of Level 3 were $48 milleomd $130 million for the six months ended June2B08, respectively. These transfers w
principally for available-forsale securities where inputs, which are signifitartheir valuation, became observable or unobdéevduring the
period. These inputs included spreads, prepaynpedds, yield curves observable at commonly quatieshials, and market corroborated
inputs. Foreign governments and commercial mortdegded securities comprised the majority of thadferred instruments. For the six
months ended June 30, 2008, the net unrealizedrgaited to transfers into Level 3 was $1 milliorddhe net unrealized gain related to the
transfers out of Level 3 was $6 million.

Gains and losses (realized and unrealized) inclidedrnings pertaining to Level 3 assets andlitags for the three months ended June 30,
2009 and 2008 are reported on the consolidateginséatts of operations as follows:
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Unrealized

Gains (Losses Net Gains (Losses) on

Financial Instruments at Fair

on Insured Net Realized
In millions Derivatives Gains (Losses Value and Foreign Exchangt
Total gains (losses) included in earni $ 424 $ 0 $ (2)
Change in unrealized gains (losses) for the pénocldded ir
earnings for assets and liabilities still held el 30,
2009 $ 164 $ - $ -
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Unrealized
Gains (Losses Net Gains (Losses) on
Financial Instruments at Fair
on Insured Net Realized
In millions Derivatives Gains (Losses Value and Foreign Exchangt
Total gains (losses) included in earni $ 3,32i $ 36 $ Q)
Change in unrealized gains (losses) for the period
included in earnings for assets and liabilitied lséld at
June 30, 200 $ 3,32i $ - $ -

Gains and losses (realized and unrealized) inclidedrnings pertaining to Level 3 assets andlitags for the six months ended June 30,
2009 and 2008 are reported on the consolidateenséaits of operations as follows:

Unrealized
Gains (Losses Net Gains (Losses) on
Financial Instruments at Fair
on Insured Net Realized
In millions Derivatives Gains (Losses Value and Foreign Exchangt
Total gains (losses) included in earni $ 2,032 $ 22 $ 2
Change in unrealized gains (losses) for the period
included in earnings for assets and liabilitiel s&ld at
June 30, 200 $ 1,79 $ - $ -
Unrealized
Gains (Losses Net Gains (Losses) on
Financial Instruments at Fair
on Insured Net Realized
In millions Derivatives Gains (Losses Value and Foreign Exchangt
Total gains (losses) included in earni $ 250) $ 69 $ (2)
Change in unrealized gains (losses) for the period
included in earnings for assets and liabilitiel séld at
June 30, 200 $ (250 $ - $ -

Note 6: Investments

MBIA Corp.’s fixed-maturity portfolio consists ofigh-quality (average rating single-A) taxable aag-exempt investments of diversified
maturities. Other investments primarily compriseigginvestments. The following tables presentah®ortized cost and fair value of
available-for-sale fixed-maturity and other invesnts included in the consolidated investment pbotiaf MBIA Corp. as of June 30, 2009
and December 31, 2008:
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June 30, 2009

Gross Gross
Unrealized Unrealized
In millions Amortized Cost Gains Losses
Fixec-maturity investments
Taxable bonds
U.S. Treasury and government age $ 137 $ 1 $ Q)
Foreign governmen 49¢ 26 (1)
Corporate obligation 56€ 20 (52
Mortgage-backed securitie
Residential mortga¢-backed agenc 62 4 -
Residential mortga-backed no-agency 372 9 (86)
Commercial mortga¢-backec 13 - 4
Asse-backed securitie
Collateralized debt obligatior 374 - a3
Other ass~-backec 16C 6 (3)
Total 2,18:¢ 66 (320
State and municipal bon
Tax exempt bond 151 3 ()
Taxable bond 51 1 (1)
Total state and municipal bon 202 4 3
Total fixec-maturity investment 2,38t 70 (329)
Other investments
Other investment 11F 2 -
Money market securitie 1,18: - -
Total other investmen 1,29¢ 2 -
Total availabl-for-sale investmenti $ 3,68t $ 72 $ (329

32

Other-Than-
Temporary
Fair Value Impairments
$ 137 $ =
524 -
534 -
66 -
29E (69)
9 (€
201 (15)
162 (0)
1,92¢ (85)
152 -
51 -
205 -
2,13: (85)
117 -
1,18 -
1,30( -
$ 3,43 (85)
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December 31, 2008
Gross Unrealized Gross Unrealizec
In millions Amortized Cost Gains Losses Fair Value

Fixec-maturity investments
Taxable bonds

U.S. Treasury and government age $ 52 $ 4 $ - 3 5€
Foreign governmen 737 38 (10 765
Corporate obligation 1,22: 29 (52 1,20C
Mortgagebacked securitie

Residential mortga¢-backed agenc 1,162 26 @ 1,18¢
Residential mortgar-backed no-agency 30:3 8 9) 30z
Commercial mortga¢-backec 25 - 4 21

Asse-backed securitie
Collateralized debt obligatior 41¢€ - - 41€
Other ass+-backec 52 - (6) 46
Total 4,44¢ 141 (82 4,50:

State and municipal bon
Tax exempt bond 3,27: 20 (239) 3,06(
Taxable bond 83 3 (5) 81
Total state and municipal bon 3,35¢ 23 (23¢) 3,141
Total fixec-maturity investment 7,80(C 164 (320 7,644

Other investment

Perpetual preferred securiti 1 - - 1
Other investment 45 - 4 41
Money market securitie 98t - - 98t
Total other investmen 1,031 - (4) 1,027
Total availabl-for-sale investment $ 8,831 % 164 $ (329 $ 8,671

Fixed-maturity investments carried at fair values®fmillion and $14 million as of June 30, 2009 &&tember 31, 2008, respectively, were
on deposit with various regulatory authorities eéonply with insurance laws.

The following table presents the distribution bytactual maturity of available-for-sale fixed-meity investments at amortized cost and fair
value as of June 30, 2009. Contractual maturity difigr from expected maturity because borrowery hmave the right to call or prepay
obligations.

In millions Amortized Cost Fair Value

Due in one year or le: $ 30 $ 31
Due after one year through five ye 522 542
Due after five years through ten ye 27¢ 283
Due after ten years through fifteen ye 12€ 101
Due after fifteen yeatr 17C 15¢
Mortgage¢backed 447 37C
Asse-backec 534 364
Total fixec-maturity investment $ 2,38 $ 2,13
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Investments that are held-to-maturity are repoote®1BIA Corp.’s balance sheet at amortized cosesEhinvestments, which relate to MBIA
Corp.’s consolidated VIESs, consist of floating dixed rate securities. As of June 30, 2009, theréimed cost and fair value of held-to-
maturity investments totaled $2.1 billion and $Rildon, respectively. There were no unrecognizeasg gains and unrecognized gross losses
were $151 million. As of December 31, 2008, the gmed cost and fair value of held-toaturity investments totaled $1.2 billion. Therere

no unrecognized gross gains or unrecognized gosse$ on these investments as amortized cost waktedair value. The following table
presents the distribution of held-to-maturity inveents by contractual maturity at amortized cosifakine 30, 2009.

In millions Amortized Cost Fair Value

Due in one year or le: $ = $ =
Due after one year through five ye 1 1
Due after five years through ten ye 1 1
Due after ten years through fifteen ye - -
Due after fifteen yeatr 1,10C 94¢
Mortgagebacked 10z 10z
Asse-backec 90C 90C
Total hel-to-maturity investment $ 2,104 $ 1,95

Included in the preceding tables are investmemtstave been insured by MBIA Corp. and National Bi-Insured Investments”). As of
June 30, 2009, MBIA-Insured Investments at faiuealepresented $286 million or 5% of MBIA Corpadsatl portfolio. Without giving effect
to the MBIA guarantee of the MBIA-Insured Investrteerihe underlying ratings (those given to an itwmesit without the benefit of MBIA
Corp.’s guarantee) of the MBIA-Insured Investmegf June 30, 2009 are reflected in the followaige. Amounts represent the fair value
of such investments including the benefit of MBIArG./National guarantee. The ratings in the follogviable are the lower underlying rating
assigned by S&P or Moody’s when an underlying tpéRrists from either rating agency, or when anresieunderlying rating is not
available, the underlying rating is based on MBI#r@/National’s best estimate of the rating of simslestment.

In millions

Underlying Ratings Scale Fair Value
Aaa $ 6
Aa -
A 22
Baa 62
Below investment grac 19€
Total $ 28

The following tables present the gross unrealipadés included in accumulated other comprehensbagrie (loss) as of June 30, 2009 and
December 31, 2008 related to available-for-saledfirmaturity and other investments. The tables gageanvestments that have been in a
continuous unrealized loss position for less theglte months from those that have been in a cootiswnrealized loss position for twelve
months or longer.
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June 30, 2009

Less than 12 Months

12 Months or Longer

Unrealized Unrealized Unrealized
In millions Fair Value Losses Fair Value Losses Fair Value Losses
Fixec-maturity investments
Taxable bonds
U.S. Treasury and government age $ 21 $ = $ - $ (1) $ 21 % @)
Foreign governmen 5 - 10 ((B)] 15 (1)
Corporate obligation 10t (32 11¢ (20 224 (52
Mortgage-backed securitie
Residential mortgar-backed no-agency 19C (82 18 4 20¢ (86)
Commercial mortga¢-backec 2 (1) 6 3 8 4)
Asse-backed securitie
Collateralized debt obligatior 201 (179 - - 201 (173
Other ass+-backed 25 (2) 8 (2) 33 3
Total 54¢ (290 161 (30) 71C (320
State and municipal bon
Tax exempt bond 227 2 4 - 231 2
Taxable bond 25 (1) - - 25 D)
Total state and municipal bon 252 (3) 4 - 25€ (3)
Total $ 801 $ (299 $ 168 $ (30 $ 96€ $ (32)
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December 31, 2008

Less than 12 Months 12 Months or Longer Total
Unrealized Unrealized Unrealized
In millions Fair Value Losses Fair Value Losses Fair Value Losses
Fixec-maturity investments
Taxable bonds
U.S. Treasury and government age $ 5 % - % - 8 - 3% 5 % =
Foreign governmen 85 (10 1 - 86 (10)
Corporate obligation 50C (24) 16C (28) 66C (52
Mortgage-backed securitie
Residential mortga¢-backed agenc 54 - 101 @ 15E @
Residential mortga¢-backed no-agency 23 5) 19 4 42 9)
Commercial mortga¢-backec 9 - 7 4 16 4
Asse-backed securitie
Other ass~-backed 18 (4) 8 (2) 26 (6)
Total 694 43) 29¢€ (39) 99C (82)
State and municipal bon
Tax exempt bond 2,03¢ (225) 171 (8) 2,20t (233)
Taxable bond 46 (5) - - 46 (5)
Total state and municipal bon 2,08( (230 171 (8) 2,251 (23§
Total fixec-maturity investment 2,77¢ (273) 467 (47) 3,241 (320
Other investment 90 (4) - - 90 (4)
Total $286¢ $ (2779 $ 467 $ (47 $ 3331 $ (329

The following table present the gross unrealizedds of held-to-maturity investments as of Jun&B09. There were no gross unrealized
gains or losses for held-to-maturity investmentsfad3ecember 31, 2008. Held-to-maturity investmearesreported at amortized cost on
MBIA Corp.’s balance sheet. The table segregatessiiments that have been in a continuous unrediigsdyosition for less than twelve
months from those that have been in a continuousalined loss position for twelve months or longer.

June 30, 2009

Less than 12 Months 12 Months or Longer Total
Unrealized Unrealized Unrealized
In millions Fair Value Losses Fair Value Losses Fair Value Losses
Corporate obligation $ 94¢ $ (15)) $ - 3 - $ 94 $ (15)

As of June 30, 2009 and December 31, 2008, MBlApCeavailable-for-sale fixed-maturity, other intreent and held-to-maturity

portfolios’ gross unrealized losses totaled $474ioniand $324 million, respectively. The weightederage contractual maturity of securities
in an unrealized loss position as of June 30, 20@BDecember 31, 2008 was 24 years and 31 yeapeatively. As of June 30, 2009, there
were 56 securities that were in an unrealized position for a continuous twelve-month period arder with aggregate unrealized losses of
$30 million. Within the 56 securities, the bookwlof 50 securities exceeded market value by niane 5%. As of December 31, 2008, there
were 121 securities that were in an unrealized pasgion for a continuous twelve-month periodanrder with aggregate unrealized losses of
$47 million. Within the 121 securities, the bookueaof 80 securities exceeded market value by riae 5%.
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MBIA Corp. has evaluated whether the unrealizeddssn its investment portfolios were other thanperary considering the circumstances
that gave rise to the unrealized losses, and whtB¢A Corp. has the intent to sell the securitigsnore likely than not will be required to
sell the securities before its anticipated recovBgsed on its evaluation, MBIA Corp. realized ottifen-temporary impairment of $6 million
on a taxable fixed-maturity security for the thmenths ended June 30, 2009. For the six monthslehde 30, 2009, MBIA Corp. realized
other-than-temporary impairments of $40 million. MBCorp. determined that the unrealized lossesherrémaining securities were
temporary in nature because its impairment analysituding projected future cash flows, indicatedt MBIA Corp. would be able to
recover the amortized cost of impaired assets. MBb&p. also concluded that it does not have thenirtb sell these securities and it is more
likely than not that it will not have to sell thesecurities before recovery of their cost basisnéking this conclusion, MBIA Corp. examined
the cash flow projections for its investment pditfs, the potential sources and uses of cash inuisinesses, and the cash resources
availability to its business other than sales alsities. It also considered the existence of askymanagement or other plans as of June 30,
2009 that would require the sale of impaired séiesti On a quarterly basis, MBIA Corp. will reevate the unrealized losses in its investn
portfolios and determine whether an impairment kissuld be realized in current earnings. RefelNoté 7: Investment Income and Gains
and Losses” for information on realized losses tdugther-than-temporary impairments. Additionaflgfer to “Note 2Significant Accountin
Policies” for a description of the process usedBIA Corp. to determine other-than-temporary impaents.

Note 7: Investment Income and Gains and Losses
The following table includes MBIA Corp.’s total isgtment income:

Three Months Ended June 30, Six Months Ended June 30,

In millions 2009 2008 2009 2008
Fixec-maturity $ 43 % 131 $ 10e $ 25¢
Held-to-maturity 23 11 43 29
Shor-term investment 3 8 6 17
Other investment 16 1 37 2

Gross investment incon 85 151 194 307
Investment expenst 1 3 4 7

Net investment incom 84 14¢ 19C 30C
Fixec-maturity

Gains 13 28 24 49

Losses (9) (8) (47) (172)

Net 4 20 (23 38
Other investment

Gains - 1 2 1

Losses (2 (0) (3) (0)

Net 2 1 (@) 1
Other

Gains - 2 1 3

Losses (8) - (9) -

Net 8) 2 (8) 3
Total net realized gains (loss¢V (6) 23 (32 42
Total investment incom $ 78 9% 171 $ 156 $ 342

(@) - Includes losses from other-than-temporary impaitsien
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Net realized gains (losses) from fi-maturity investments are generated as a restiieobngoing management of all of MBIA Corp.’s
investment portfolios in 2009 and 2008. For thersbnths ended June 30, 2009, realized losses frxau-maturity investments of $47
million were primarily related to other-than-temaor impairments of MBIA Corp.’s VIESs.

As discussed in “Note 2: Significant Accounting iBi@ls,” a portion of certain other-than-temporanpairment losses on fixed maturity
securities are recognized in accumulated other celngmsive income (loss). The following table setthfthe amount of credit loss
impairments on fixed maturity securities held by MECorp. as of the dates indicated, for which atiporof the other-than-temporary
impairment losses were recognized in accumulateer @omprehensive income (loss), and the correspgrathanges in such amounts.

Credit losses recognized in earnings on fixed matity securities held by MBIA Corp. for which a
portion of the other-than-temporary impairment losswas recognized in accumulated other comprehensiviecome (loss) (In millions)

Balance, December 31, 20 $ =
Credit losses remaining in retained earnings rélaieadoption of FSP FAS 1-2 and FAS 12-2 -

Credit loss impairments previously recognized ausées which matured, paid down, prepared or veetd during the
period -

Credit loss impairments previously recognized ausées impaired to fair value during the per -
Credit loss impairment recognized in the curremigaeon securities not previously impair 6
Additional credit loss impairments recognized ia tlurrent period on securities previously impa -
Increase due to the passage of time on previoaslyrded credit losst -

Accretion of credit loss impairments previouslyagoized due to an increase in cash flow expectée twollectec
Balance, June 30, 20( $ 6

For ABSs (e.g., RMBSs and CDOs), MBIA Corp. estietlaéxpected future cash flows of the security yreding the expected future cash
flows of the underlying collateral and applying skacollateral cash flows, together with any creditancements such as subordination
interests owned by third parties, to the secuflibe expected future cash flows of the underlyinpteral are determined using the remaining
contractual cash flows adjusted for future expectediit losses (which considers current delinquesiand nonperforming assets, future
expected default rates and collateral value byagiatand geographic region) and prepayments. Thectegcash flows of the security are 1
discounted at the interest rate used to recognieeest income on the security to arrive at a priegglue amount. The following table prese

a summary of the significant inputs considereddtednining the measurement of the credit loss coraporecognized in earnings for each
significant class of asset-backed securities dsiné 30, 2009.
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Asset-backed Securities

Expected remaining life of loan loss®:
Range®
Weighted averag®

Current subordination leve® :
Range®
Weighted averag®

Prepayment speed (annual CI®);
Range®
Weighted averag®

(1)-  Represents future expected credit losses pained assets expressed as a percentage of tothtautstanding loan balance.

(@)-  Represents the range of inputs/assumptionsihgsen the individual securities within each catggo

(®)-  calculated by weighting the relevant input/asption for each individual security by current datsling amortized cost basis of the security.
(4)-  Represents current level of credit protectsuwbprdination) for the securities, expressed asregmtage of total current underlying loan balance.

()-  Values represent high and low points of lifetiiectors of constant prepayment rates.

12.21% to 56.81
25.10%

0.00% to 43.70¢
8.86%

3.00% to 15.00¢
13.50%

Net unrealized gains (losses), including relatddrmed income taxes, reported in accumulated atberprehensive income (loss) witt

shareholders’ equity consisted of:
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In millions June 30, 2009 December 31, 2008
Fixec-maturity:
Gains $ 7 $ 1€
Losses (329) (320
Foreign exchang (77) (149
Net (330 (300
Other investments
Gains - -
Losses - 4
Net - (4)
Total (330) (304)
Deferred income taxes provision (bene (12 (64)
Unrealized gains (losses), $ (318) $ (240

The change in net unrealized gains (losses) ceuasit

In millions June 30, 2009 December 31, 2008

Fixec-maturity $ 3 3% (59
Other investment 4 (22
Total (26) (557)
Deferred income tax charged (credit 52 (15%)
Change in unrealized gains (losses), $ (78) 9 (402)

Note 8: Derivative Instruments

MBIA Corp. has entered into derivative transactiaasan additional form of financial guarantee adourposes of hedging risks associated
with existing assets and liabilities and forecastadsactions. MBIA Corp. accounts for derivatikensactions in accordance with SFAS 133,
as amended, which requires that all such transecte recorded on MBIA Corp.’s balance sheet awtlue. Fair value of derivative
instruments is defined as the price that woulddoeived to sell a derivative asset or paid to feares derivative liability (an exit price) in an
orderly transaction between market participantb@imeasurement date.

Changes in the fair value of derivatives, excludimgured derivatives, are recorded each periodiireat earnings within “Net gains (losses)
on financial instruments at fair value and foreegchange” or in shareholders’ equity within “Accuated other comprehensive income
(loss),” depending on whether the derivative isglested as a hedge, and if so designated, theofyjpedge. Changes in the fair value of
insured derivatives are recorded in “Net chandaiimvalue of insured derivatives.” The net chamgthe fair value of MBIA Corp.’s insured
derivatives has two primary components; (i) realigains (losses) and other settlements on inswegdatives and (ii) unrealized gains
(losses) on insured derivatives. “Realized gaiossgs) and other settlements on insured derivaiivelsde (i) net premiums received and
receivable on written CDS contracts, (ii) net prems paid and payable to reinsurers in respect & €@ntracts, (iii) net amounts received or
paid on reinsurance commutations, (iv) losses padipayable to CDS contract counterparties duleet@tcurrence of a credit event or
settlement agreement, (v) losses recovered anglesatuie on purchased CDS contracts due to the e of a credit event or settlement
agreement and (vi) fees relating to CDS contradis. “Unrealized gains (losses) on insured derieathinclude all other changes in fair val
of the derivative contracts.

MBIA Corp. has entered into derivative transactitr it viewed as an extension of its core finahguarantee business but which do not
qualify for the financial guarantee scope exceptinder SFAS 133 and, therefore, must be recordtadratalue in MBIA Corp.’s balance
sheet. MBIA Corp. has insured derivatives primaciysisting of structured pools of CDSs that MBIArg. intends to hold for the entire te

of the contract absent a negotiated settlementtvéttounterparty. MBIA Corp. has also providedrgngees on the value of certain
structured closed-end funds, which meet the déimivf a derivative under SFAS 133. MBIA Corp. reds risks embedded in its insured
portfolio through the use of reinsurance and by®eng into derivative transactions. This includessions of insured derivatives under
reinsurance agreements and capital markets tramsadn which MBIA Corp. economically hedges a pmntof the credit and market risk
associated with its insured credit derivative piiref Such arrangements are also accounted foergatives under SFAS 133 and recorded in
MBIA Corp.’s financial statements at fair value.
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Credit Derivatives Sold

The following table presents information about @rdérivatives sold (insured) by MBIA Corp. that weoutstanding as of June 30, 2009.
Credit ratings represent the lower of underlyintings currently assigned by Moody’s, S&P, or MBIAIP.

In millions Weighted Notional Value

Average Fair Value

Remaining

Expected Total (Asset)
Credit Derivatives Sold Maturity AAA AA A BBB Below BBB Notional Liability
Credit default swap 5.7 Year $47,32. $23,39¢ $35,067 $6,02¢ $ 21,61« $133,420 $ (4,087
Insured swap 9.9 Year - 394 32¢ 3,34( 1,312 5,37¢ 4
Credit linked note: 29.1 Year 1 - - - - 1 =
All others 5.9 Year - 15¢ 49 - 36 244 a7
Total Notional $47,32. $23,94¢ $35,44f $9,36€ $22,96: $139,04:
Total Fair Value $ (432) $ (504 $ (B9O) $ (285 $ (1,999 $ (4,109

The following table presents information about drddrivatives sold (insured) by MBIA Corp. that meoutstanding as of December 31,
2008. Credit ratings represent the lower of undeglyatings currently assigned by Moody’s, S&P dBIM.

In millions Weighted Notional Value

Average Fair Value

Remaining

Expected Total (Asset)
Credit Derivatives Sold Maturity AAA AA A BBB Below BBB Notional Liability
Credit default swap 5.8 Year $122,21! $5,17¢ $ 12C $1,447 $ 16,077 $145,03! $ (6,175
Insured swap 16.1 Year - 1,60t 5,72C 8,41¢ 1,43¢ 17,17¢ (5)
Total return swap 1.7 Year. - - 20C - 104 304 -
Credit linked note: 30.3 Year - - 1 - - 1 -
All others 9.4 Year 19t - 28¢ - - 48: (19
Total Notional $122,40¢ $6,781 $6,32¢ $9,86€ $ 17,61¢ $163,00(
Total Fair Value $ (3450 $(48) % - $ (379 $ (2,226 $ (6,199

Referenced credit ratings assigned by MBIA Corpnsaired credit derivatives are derived by MBIA @8 surveillance group in conjuncti
with representatives from its new business anddigisions. In assigning an internal rating, cutrstatus reports from issuers and trustees, as
well as publicly available transaction-specificarhation, are reviewed. Also, where appropriatshdéow analyses and collateral valuations
are considered. The maximum potential amount afreupayments (undiscounted) on CDSs are estimat#dteanotional value plus any
additional debt service costs, such as interesttmr amounts owing on CDSs. Refer to “Note 12: INstirance in Force” for further
information about MBIA Corp.’s sold credit derivagis including the maximum potential undiscounteghpents, recourse provisions and
collateral arrangements. The maximum potential arhofifuture payments (undiscounted) on insuredosveand credit linked notes sold are
estimated as the notional value of such contracts.

Financial Statement Impact

As of June 30, 2009 and December 31, 2008, MBIApCraported derivative assets of $696 million add®million, respectively, and
derivative liabilities of $4.1 billion and $6.2 lxn, respectively, which are shown separatelyrendonsolidated balance sheets. In accorc
with SFAS 161 the following table presents the antaf derivative assets and liabilities by instrunnas of June 30, 2009:
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In millions

Derivatives Not Designated as Notional

Hedging Instruments under Amount Balance Sheet Balance Sheet

SFAS 133 Outstanding Location Fair Value Location Fair Value
Credit default swap- Insured derivative $154,93. Derivative asse $ 69C Derivative liabilities  $ (4,10€)
Insured swap 5,37t  Derivative asse 6 Derivative liabilities 9)
Credit linked note: 1 Derivative asse - Derivative liabilitie: -
All other 244  Derivative asse - Derivative liabilitie: (18
Total Derivatives $ 160,55: $ 69€ $ (4,137

The following tables show the effect of derivatimsetruments on the consolidated statement of opesafor the three months ended June 30,

2009:

In millions

Derivatives Not Designated as
Hedging Instruments under

Net Gain (Loss
Location of Gain (Loss)

Recognized in Income on Recognized in

SFAS 133 Derivative Income
Credit default swaps - Insured Unrealized gains (losses) on insL
derivatives derivatives $ 42C
Insured swaps Realized gains (losses) and other
settlements on insured derivati 32
All other Unrealized gains (losses) on insL
derivatives 4
Total $ 45€

The following tables show the effect of derivatimstruments on the consolidated statement of ojpesafor the six months ended June 30,

20009:

In millions

Derivatives Not Designated as
Hedging Instruments under

Net Gain (Loss
Location of Gain (Loss)

Recognized in Income on Recognized in

SFAS 133 Derivative Income
Credit default swaps - Insured Unrealized gains (losses) on insu
derivatives derivatives $ 2,03t
Insured swaps Unrealized gains (losses) on insu
derivatives 1
Insured swaps Realized gains (losses) and othel
settlements on insured derivati\ 64
All other Unrealized gains (losses) on insu
derivatives )]
Total $ 2,097
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Note 9: Variable Interest Entities

MBIA Corp. provides credit enhancement serviceissaers of obligations that may involve issuer-sopoed special purpose entities
(“SPEs”). An SPE may be considered a VIE as defme8IN 46(R), “Consolidation of Variable Interdstities—an interpretation of ARB
No. 51" to the extent the SPE’s total equity at risk @ sufficient to permit the SPE to finance its eitis without additional subordinated
financial support or if its equity investors laakyaone of the characteristics of a controlling finial interest including (i) the ability to make
significant decisions through voting rights, (ltright to receive the expected residual retufleentity, or (iii) the obligation to absorb
expected losses of the entity. The holder of aaldeiinterest that will absorb the majority of thepected losses of the VIE, receive the
majority of the expected returns of the VIE, orthas required to consolidate the VIE. The varidhterest holder required to consolidate a
VIE is considered to be the primary beneficiary enBlIN 46(R). A variable interest holder determindether it is the primary beneficiary of
the VIE at initial recognition of its variable imést in the VIE and reconsiders its determinatfareitain events occur in a subsequent
reporting period.

MBIA Corp. evaluates issuer-sponsored SPEs to méterif the entity is a VIE. For all entities deténed to be VIEs, at inception and when
reconsideration events occur, MBIA Corp. evaluathsther its guarantee to provide credit protectinrobligations issued by VIEs will
absorb the majority of the expected losses of tie V

MBIA Corp. generally makes this determination basad qualitative assessment of the design andparpf the VIE, the capital structure
and other variable interests that will absorb etgbtosses. If MBIA Corp. cannot make the detertidmabased on a qualitative analysis, a
guantitative analysis is used. MBIA Corp. generallgvided credit protection on the most seniorgdtions issued by VIESs, and at inception
of the contract, its exposure generally had mob®siination than necessary to achieve triple-A itr@dings from credit rating agencies.
MBIA Corp. generally does not absorb the majorityhe expected losses and is not the primary beiagfi as the result of its guarantees of
insured obligations issued by VIEs. MBIA Corp. gesily considers its guarantee of principal andriesé payments of insured obligations,
given nonperformance by a nonconsolidated VIE g@ significant variable interest.

Consolidated VIEs

As of June 30, 2009, consolidated VIE assets atiiliies were $3.0 billion and $6.7 billion, resgigely, based on the consolidation of eight
VIEs. As of December 31, 2008, consolidated VIEetsand liabilities were $2.3 billion and $8.0ibifl, respectively, based on the
consolidation of six VIEs. Included in consolidatéiEs as of June 30, 2009 and December 31, 2088 entity sponsored and formed by
MBIA Corp., LaCrosse Financial Products, LLC (“LaSse”), designed to provide credit protection torterparties in the form of credit
derivative instruments. MBIA Corp. provides creglippport and issues financial guarantee insuranig@gsothat insure all LaCrosse credit
protection obligations. LaCrosse lacks sufficiequigy to finance its activities and is deemed a VAR primary beneficiary, MBIA Corp.
consolidates LaCrosse. In the second quarter d,2081A Corp. formed an entity to invest in fixeddome securities and financial
instruments for income and capital appreciatiore &htity’s equity at risk does not meet all theditbans of a controlling financial interest
and is deemed a VIE. MBIA Corp. holds the majoatyhe equity of the VIE and is considered the priynbeneficiary. In the second quarter
of 2009, MBIA Corp. initially consolidated a VIE #ise primary beneficiary resulting from a finanajlarantee insurance policy that provi
credit protection on insured obligations issuedhsyentity. The maturity dates of the investmemdsl land insured obligations issued by this
VIE are in May 2010. In the six months ended June2B09, MBIA Corp. acquired additional variabléeirests in one consolidated VIE
which has outstanding obligations insured by MBIér&

MBIA Corp. determined that it is the primary bewréry of the consolidated VIEs based on its assessof potential exposure to expected
losses from insured obligations issued by the \A&s from holding any additional variable interésssied by the VIEs. Creditors of issuer-
sponsored VIEs do not have recourse to the geassats of MBIA Corp. In the event of nonpaymeraoinsured obligation issued by a
consolidated VIE, MBIA Corp. is obligated to payrmipal and interest, when due, on the respectigared obligation only. MBIA Corp.’s
exposure to consolidated VIEs is limited to theddrprotection provided on insured obligations &@mel additional variable interests acquired.

Nonconsolidated VIE

The following tables present the total assets oicnasolidated VIEs in which MBIA Corp. holds a sfgrant variable interest as of June 30,
2009 and December 31, 2008. The tables also prib#gift Corp.’s maximum exposure to loss in companiso the carrying value of
liabilities resulting from financial guarantees dangured CDSs and loss and loss adjustment expesseves as of June 30, 2009 and
December 31, 2008. MBIA Corp. has aggregated nasulmated VIEs based on the underlying credit eyposf the insured obligation.
Refer to “Note 8: Derivative Instruments” for infoation about MBIA Corp.’s valuation of insured detives. Additionally, as the majority
of MBIA Corp.’s loss and LAE reserves relate to igudees of VIEs, refer to “Note 10: Loss and Los§uatment Expense Reserves” for
information about MBIA Corp.’s loss and LAE actiyit
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June 30, 2009
Carrying Value of Liabilities

Unearnec Loss and Los
Maximum Premium Derivative Adjustment
Exposure to Expense
In millions VIE Assets Loss Revenue Liabilities Reserves
Insurance
Global Structured Financ
Collateralized debt obligatior $ 61,706 $ 5598: $ 11C $ 1941 $ 40
Mortgagebacked residenti: 82,96¢ 29,58¢ 147 3 973
Mortgage-backed commercit 1,88¢ 1,54: 8 - -
Consumer ass-backec 18,96¢ 11,23¢ 49 - 22
Corporate ass-backed 59,05: 32,76: 52& 9 -
Total Global Structured Finan $ 22457¢ $ 131,11« $ 83¢ $ 195 $ 1,03t
Global Public Financ 28,72 10,99: 161 - -
Total Insuranct $ 253,300 $ 142,10¢ $1,00C $ 195 $ 1,03t
December 31, 2008
Carrying Value of Liabilities
Unearnec Loss and Los
Maximum Premium Derivative Adjustment
Exposure to Expense
In millions VIE Assets Loss Revenue Liabilities Reserves
Insurance
Global Structured Financ
Collateralized debt obligatior $ 70,77¢ $ 51,19¢ $ 11 $ 2561 $ 25
Mortgagebacked residenti: 94,57« 29,67 4 1 1,06¢
Mortgage-backed commerci: 2,19¢ 1,66( - - -
Consumer ass-backec 21,44¢ 12,83: 1 - 22
Corporate ass-backed 68,10: 38,49¢ 43 4 -
Total Global Structured Finan $ 257,09¢ $ 13386 $ 59 $ 2572 $ 1,11F
Global Public Financ 25,56 9,621 85 - -
Total Insuranct $ 28265 $ 14348 $ 144 $ 257 $ 1,11F

The maximum exposure to losses as a result of MBd#p.’s variable interest in the VIE is represertigdhet insurance in force. Net
insurance in force is the maximum future paymeftxiocipal and interest, net of cessions to reiess) which may be required under
commitments to make payments on insured obligaisssed by nonconsolidated VIEs, assuming a feldlitrevent occurs. The maximum
exposure to losses presented in the precedingitaivieluded in and not incremental to the net iagae in force presented in Note 12, “Net
Insurance in Force.” MBIA Corp. adopted SFAS 168 aive and applied prospectively beginning Jaguar2009, which requires unearned
premium revenue to be recognized and measured basth@ present value, using the risk-free discoatet, of premiums due or expected to
be collected in installments. Therefore, “UnearReeimium Revenue” presented under “Carrying Valukiabilities” in the preceding
nonconsolidated VIEs tables as of June 30, 200Dmw@émber 31, 2008 are based on different accayrstimates due to the change in
accounting principle required by SFAS 163.

Balance Sheet Impact of Consolidated Vv

The following table presents the carrying amounts$ eassification of assets and liabilities of aditated VIEs as of June 30, 2009 and
December 31, 2008:
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In millions June 30, 2009 December 31, 2008
Assets:
Investments
Fixed-maturity securities held as available-foresailt fair value (amortized cost $58
and $632 $ 33¢ $ 632
Investments he-to-maturity, at amortized co 1,18¢ 1,21t
Shor-term investments he-to-maturity, at amortized co 914 31
Other investment 117 -
Accrued investment incorn 1 2
Other asset 47C 428
Total asset $ 3,0: $ 2,3(
Liabilities:
Variable interest entity note 2,631 1,792
Derivative liabilities 4,101 6,18¢
Total liabilities $ 6,73¢ $ 7,981
Note 10: Loss and Loss Adjustment Expense Reserves
A summary of MBIA Corp.’s case basis reserve atstiid presented in the following table:
In millions 2Q 2009 1Q 2009
Gross loss and LAE reserve beginning bale $ 1,62¢ $ 1,55¢
Less: reinsurance recovera 30¢ 57
Less: SFAS 163 transition adjustm: - 17¢
Net beginning balanc 1,31¢ 1,322
Incurred related tc
Current yea 32 (180
Prior years (767) 631
Total incurrec (735) 451
Net paid (recovered) related
Current yea (22) 4)
Prior years (61€) (60¢)
Total net paic (637) (612)
Expected recoveries on paid los 1,08¢ 157
Net ending balanc 1,032 1,31¢
Plus: reinsurance recoverable on unpaid lo 22¢ 30¢
Gross loss and LAE reserve ending bale $ 12¢ $ 1,62
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During the first six months of 2009, MBIA Corp. mgmized a $99 million benefit of losses and logsstthent expenses due to the impact of
recording $1.3 billion of estimated recoveries pifrally in connection with ineligible mortgagesdartain insured second-lien RMBS
securitizations that are subject to a contractblgjation by the sellers/servicers to repurchaseeplace the ineligible mortgage loans. These
estimated recoveries were mostly offset by addiidmsses of $1.2 billion largely related to oucaed-lien RMBS exposure. MBIA Corp.
had a receivable for insurance loss recoveried of Billion as of June 30, 2009 and $459 millioroABecember 31, 2008, respectively.
Amounts due to reinsurers related to estimatedverges totaled $63 million as of June 30, 2009, &8 million as of December 31, 2008,
and are included in “Other liabilities” on MBIA Qurs consolidated balance sheets.

In the second quarter of 2009, MBIA Corp. revisgdexted net cash inflows in its loss reserve catowis based on an increasing likelihood
of potential recoveries related to ineligible madg loans in certain insured second-lien residemiigtgage loan securitizations that are
subject to a contractual obligation by the selkaw/icers to repurchase or replace ineligible nagégloans. MBIA Corp.’s updated recovery
outlook was principally based on the following farst

1. The strength of MBIA Cor| s existing contract claims related to ineligiblaricsubstitution/repurchase obligatio

2.  the favorable outcome for MBIA Corp. on Defenigamotion to dismiss in the action captioned, MBIACountrywide Home
Loans, Inc., et al, Index No. 08-602825 (N.Y. SGp) where the court allowed MBIA Corp.’s fraud iol& against the
Countrywide defendants to proce:

3. the improvement in the financial strength ofiess due to mergers and acquisitions and/or govemhassistance, which will
facilitate their ability to comply with requireddo repurchase/substitution obligations. MBIA Casmot aware of any provisions
that explicitly preclude or limit the successasbligations to honor the obligations of the oridisponsor. As a result, MBIA Cor
did not make any significant adjustments to iténested recoveries with respect to the credit risthese sponsors (or their
successors); ar

4.  evidence of loan repurchase/substitution compéaby issuers for put-back requests made by b#rened parties consistent with
MBIA Corp.'s assertions

Beginning in the first quarter of 2008, MBIA Comgmgaged loan level forensic review consultantgtonderwrite/review a sample of the
mortgage loan files underlying MBIA Corp.’s HELO@®&ACES insured transactions. Certain HELOC and €&tactions that exhibited
exceptionally poor performance were chosen foranderwriting review. Factors MBIA Corp. believeshte indicative of this poor
performance include (i) a material increase inyearld late stage delinquencies; (ii) material inses in charged-off loans; (iii) significant
decreases in credit enhancement; and (iv) poligyneats. MBIA Corp.’s forensic loan review deterndrtbat there were significant breaches
of mortgage loan representations and material demagfrom underwriting guidelines. Accordingly, MBCorp. has determined that
thousands of loans were in fact contractually gible for inclusion in the securitized trusts insdiby MBIA Corp. In turn, MBIA Corp. has
submitted thousands of ineligible loans for repasgisubstitution to the sponsors or sellers/sasiidde unsatisfactory resolution of these
contractual matters in addition to the fraudulemderwriting practices prevalent within certain isssihas led to MBIA Corp. engaging in
litigation with these issuers seeking the sellersisers to repurchase or replace ineligible maégaans and specifically perform under its
contractual obligation and damages for both bremolfieontractual obligations and fraud. MBIA Coggorensic examination of loan
repurchase/substitution requirements for variosisgss remains ongoing.

In the second quarter of 2009, MBIA Corp. recogdiestimated recoveries of $1.1 billion relatedet@iewed transactions. Additionally, the
estimated recoveries are transaction specific asddupon contractual breaches for loans which beee deemed ineligible and either put
back to the originators or sellers/servicers ornglanalysis has been completed and put-back natregsending. These estimated recoveries
rely upon identified breaches of representatiomsvaarranties in specific transactions that MBIA gdnas already discovered as a result of
actual loan file examinations for 23,765 defaultegitgage loans, which represent approximately 2¥#eototal number of delinquent or
defaulted mortgage loans out of a total aggreg@®34.7 loans in 24 insured second-lien mortgage seguritizations. The aggregate loan
population includes current, delinquent and chamgfétbans. Estimated recoveries for these 24 fatisns of $1.1 billion is based on only
those loans that were examined which had substedtimeaches, and does not include any extrapolaficesults from the actual loan file
examinations to the remaining mortgages in the fmeoi. Expected cash inflows from potential recie®are forecasted to be recovered in
2012 for all transactions and discounted usingafbeementioned risk-free rate of 1.625%. MBIA Carpnsidered all relevant facts and
circumstances, including the factors described apiovdeveloping its assumptions on expected a#&wis, probability of potential
recoveries and recovery period. The estimated atandlikelihood of potential recoveries are expddb be revised and supplemented as
facts and circumstances change and relevant inf@mis available, including additional information the mortgage loan pools. MBIA
Corp. has utilized the results of the above deedriban file examinations to make demands for legurchases from originators and serv
or their successors and, in certain instances pastaf the basis for litigation filing:



MBIA Corp. will continue to assess the level of egfed recoveries as it completes additional foreresiiews on additional loans and
progress through the litigation proceedings thatangoing at this time. As a result of additiomalr reviews and the progression of litigation
proceedings, MBIA Corp.’s estimate of recoveriesldahange materially in the future. However, theoant of such additional recoveries
cannot be estimated at this time.

MBIA Corp.’s Insured Portfolio Management Divisi¢tiPM”) monitors MBIA Corp.’s outstanding insuredligations with the objective of
minimizing losses. IPM meets this objective by itifgimg issuers that, because of deteriorationrgdi quality or changes in the economic,
regulatory or political environment, are at a héggied risk of defaulting on debt service of obligas insured by MBIA Corp. In such cases,
IPM works with the issuer, trustee, bond counsaliser, underwriter and other interested partiesn attempt to alleviate or remedy the
problem and avoid defaults on debt service payments

Once an obligation is insured, MBIA Corp. typicalquires the issuer, servicer (if applicable) thaltrustee to furnish periodic financial and
asset related information, including audited firnahstatements, to IPM for review. IPM also morstpublicly available information related
insured obligations. Potential problems uncovehedugh this review, such as poor financial resitis, fund balances, covenant or trigger
violations and trustee or servicer problems or o#vents that could have an adverse impact omtheéd obligation, could result in an
immediate surveillance review and an evaluatiopasfsible remedial actions. IPM also monitors araluates the impact on issuers of ger
economic conditions, current and proposed legstagind regulations, as well as state and muniéipahces and budget developments.

Insured obligations are monitored periodically. Tieguency and extent of such monitoring is basethe criteria and categories described
below. Insured obligations that are judged to madte frequent and extensive monitoring or remegtiadctivities due to a deterioration in
the underlying credit quality of the insured obtiga or the occurrence of adverse events relatédetainderlying credit of the issuer are
assigned to a surveillance category (“Caution Listy,” “Caution List-Medium,” “Caution List-High,” 0“Classified List”) depending on the
extent of credit deterioration or the nature ofdkeerse events. IPM monitors insured obligatiassgaed to a surveillance category more
frequently and, if needed, develops a remediatian o address any credit deterioration. MBIA Calpes not establish any case basis
reserves for insured obligations that are assigmé@aution List-Low,” “Caution List-Medium,” or “@ution List-High.” In the event MBIA
Corp. expects to pay a claim in excess of the uregbpremium revenue with respect to an insuredaetion, it places the insured transaction
on its “Classified List” and establishes a casasi@serve. The following provides a descriptioreath surveillance category:

“Caution List— Low” —Includes issuers where debt service protecti@uéuate under current and anticipated circumssance
However, debt service protection and other measafreedit support and stability may have declisette the transaction was
underwritten and the issuer is less able to witidsfarther adverse events. Transactions in thisgoay generally require more frequent
monitoring than transactions that do not appedniwia surveillance category. IPM subjects issugthis category to heightened
scrutiny.

“Caution List—= Mediumi’ —Includes issuers where debt service protecti@uéxjuate under current and anticipated circumssance
although adverse trends have developed and areprmmeunced than for “Caution List — Low.” Issu@rghis category may have
breached one or more covenants or triggers. Tlssseris are more closely monitored by IPM but gédiyaeke remedial action on their
own.

“Caution List- High” —Includes issuers where more proactive remediabadsi needed but where no defaults on debt sepagment:
are expected. Issuers in this category exhibit rempeificant weaknesses, such as low debt serdeerage, reduced or insufficient
collateral protection or inadequate liquidity, winicould lead to debt service defaults in the futiggsuers in this category have breached
one or more covenants or triggers, have not takanlasive remedial action, and IPM adopts a rentiedigolan and takes more
proactive remedial actions.
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“Classified List —Includes all insured obligations where MBIA Cohas paid a claim or where a claim payment is exjkitt exceed
its unearned premium revenue. Generally, IPM iwelst remediating these credits where possiblduiting restructurings through leg
proceedings, usually with the assistance of speti@unsel and advisors.

The following table provides information about firncial guarantees and related claim liabilitglimed in each of MBIA Corp.’s
surveillance categories as of June 30, 2009:

Surveillance Categories

Caution List- Caution List- Caution List-

$ in millions Low Medium High Classified List Total
Number of policies 23C 46 15 117 40¢
Number of issue® 35 25 12 88 16C
Remaining weighted average contract period (ing) 12.t 11.7 7.1 5.8 8.1
Gross insured contractual payments outstant

Principal $ 6,74C $ 2,22: $ 997 $ 15,31¢  $ 25,27¢

Interest 5,67¢ 2,301 46€ 4,79¢ 13,231

Total $ 12,41 $ 452 $ 1,46. $ 20,11 $ 38,51

Gross claim liability $ - $ - 3 - $ 2,71C % 2,71(
Less:

Gross potential recoveris - - - 3,21¢ 3,21¢

Discount, ne - - - (21¢) (21¢)
Net claim liability $ - $ - 3 - $ (290 $ (290
Unearned premium reven $ 165 $ 27 $ 79 97 $ 29¢
Claim liability reported in the consolidated balarghee@ $ - 9 - 8 - 9 1,22¢ % 1,22¢
Reinsurance recoverable on claim liabi@) $ - $ - 3 - $ 21€ $ 21¢
Receivable for insurance loss recove® $ - $ - $ - $ 1,712 $ 1,71

(1) - An “issue” represents the aggregate of fii@rguarantee policies that share the same reveouee for purposes of making debt service payments

(2) - Reported within “Loss and loss adjustmentenge reserves” on MBIA Corp.’s consolidated balasteeets.

(3) - Reported within “Reinsurance recoverable aid@nd unpaid losses” on MBIA Corp.’s consolidabedance sheets.

(4) - Reported within “Receivable for insurancesloscoveries” on MBIA Corp.’s consolidated balasbeets.

The gross claim liability reported in the precediagle primarily relates to expected future claiayments on insured RMBS transactions.
The gross potential recoveries reported in theqatieg table primarily relate to estimated recoverisulting from ineligible mortgage loans
in certain insured second-lien residential mortgage securitizations that are subject to a cotted®bligation by the sellers/servicers to
repurchase or replace the ineligible mortgage liaasldition to expected future claim payments &mBES transactions resulting from
expected excess spread generated by performing inauch transactions.

The following table presents changes in MBIA Capdss and LAE reserve for the six months ended 30n2009. Changes in the loss and
LAE reserve attributable to the accretion of th&cdunt on the loss reserve, changes in discole,rahd changes in the timing and amounts
of estimated payments and recoveries are recordédass and loss adjustment expenses” in MBIA Cergtatement of operations. LAE
reserves that are expected to be settled withimeayear period are not discounted. As of June 09 2the weighted average risk-free rate
used to discount the claim liability was 2.546%.

In millions Six months ended June 30, 2009
Net Loss Net Net Loss
and LAE Net Loss Accretion and LAE
Reserve as SFAS 163 Payments fol Net Change: Changes in Changes in Net Reserve
of Transition of Claim Net Changes Amount of Net Changes it  Unearned Change in as of
December 31, Adjustment Cases with Liability in Discount in Timing of Net Payment: Premium LAE June 30,
2008 Reserves Discount Rates Payments Assumptions Revenue Reserves 2009
$ 150 $ (179 $ (113) $ ¢ $ 20 $ (13) $ 28 $ 738 (3 $ 1% 103

a7



MBIA Insurance Corporation and Subsidiaries
Notes to Consolidated Financial Statements

Remediation actions may involve, among other thimgsvers or renegotiations of financial covenantsriggers, waivers of contractual
provisions, the granting of consents, transferes¥ising, consideration of restructuring plans,edecation, security or collateral enforcement,
actions in bankruptcy or receivership, litigatiomdaimilar actions. The types of remedial actionssped are based on the insured obligasion
risk type and the nature and scope of the eveimgiise to the remediation. As part of any suchedial actions, MBIA Corp. seeks to
improve its security position and to obtain contass from the issuer of the insured obligation.riiime to time, the issuer of an MBIA
Corp.-insured obligation may, with the consent &Il Corp., restructure the insured obligation byesding the term, increasing or
decreasing the par amount or decreasing the ralaee@st rate, with MBIA Corp. insuring the restiwred obligation.

Costs associated with remediating insured obligatessigned to MBIA Corp.’s “Caution List—Low,” “@aon-List—Medium,” “Caution
List—High” and “Classified List” are recorded as EALAE is recorded as part of MBIA Corp.’s provigifor its loss reserves and included
in “Losses and loss adjustment” on MBIA Corp.’s solidated statements of operations. The followaiged provides information about the
expenses and reserves net of recoveries (grossedrmd reinsurance) related to remedial actionsrfeured obligations included in MBIA
Corp.’s surveillance categories:

Three months ended June 30, Six months ended June 30,
In thousands 2009 2008 2009 2008
Loss adjustment expense incurred, g $ 61,657 $ 1,65 $ 87,06 $ 6,10
Loss adjustment expense incurred, $ 3,98 % 157¢ $ 27,74C  $ 5,781
Loss adjustment expense reserve, g $ (732) $ 325 $ (732) $ 3,252
Reinsurance recoverable related to loss adjustmeu@nse resen $ 22,12 % 224 $ 22,12¢  $ 224

Note 11: Income Taxes
MBIA Corp.’s income taxes and the related effectaerates for the three and six months ended 30n2009 and 2008 are as follows:

Three months ended June 30,

In millions 2009 2008

Pre-tax income (loss $ 1,25 $ 3,74

Provision (benefit) for income tax $ 41z 328 $ 1,32¢ 35.2%
Six months ended June 30,

In millions 2009 2008

Pre-tax income (loss $ 2,32 $ 19

Provision (benefit) for income tax $ 80€ 34.7% $ 68 34.&%

MBIA Corp.’s effective tax rate for the six montesded June 30, 2009 was primarily a result of apalized net gain recorded on MBIA
Corp.’s derivative portfolio, the tax-exempt interérom investments, and the change in the valoatimwance. For the six months ended
June 30, 2009, MBIA Corp. has recorded mark-to-retaniet gains, which are treated as discrete itemgurposes of calculating its full year
effective tax rate. For the six months ended Juh&B08, MBIA Corp.’s effective tax rate was prinhadriven by unrealized net gain
recorded on its derivative portfolio and the taxemmpt interest from investments.

MBIA Corp. has calculated its year-to-date effeetiax rate by treating the unrealized net gaingsoinsured derivative portfolio as a discrete
item. As such, these net gains, calculated attttatery rate of 35%, are an adjustment to the aheffiective tax rate that MBIA Corp. has
estimated for all other pre-tax income. Given thability to estimate this item for the full year 2009, which directly affects MBIA Corp.’s
ability to estimate its pre-tax gain or loss anel tblated effective tax rate for the full year 602, MBIA Corp. believes that it is appropriate
to treat these unrealized net gains as a disdestefor purposes of calculating the effective taterfor the quarter. Further changes in the fair
value of MBIA Corp.’s derivative portfolio duringd®9 will impact MBIA Corp.’s annual effective taate.
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Deferred Tax Asset, Net of Valuation Allowan:

MBIA Corp. is required to establish a valuatioroalance against its deferred tax asset when it i iiely than not that all or a portion of
the deferred tax asset will not be realized. Aldewnce, both positive and negative, needs to biféel and considered in making the
determination. Future realization of the existidedred tax asset ultimately depends on the existefsufficient taxable income of
appropriate character (for example, ordinary incorsus capital gains) within the carryforward pdravailable under the tax law.

As of June 30, 2009, MBIA Corp. reported a net defittax asset of $423 million primarily relatedutorealized losses recorded on MBIA
Corp’s derivative and investment portfolios. Inaddn the net deferred tax asset of $423 millioa valuation allowance of $11 million.
MBIA Corp. did not have a valuation allowance ebthied as of June 30, 2008.

Unrealized Losses on Credit Derivative Contracts

Approximately $833 million of the net deferred @sset was a result of the cumulative unrealizesebsf $2.4 billion, which excludes credit
impairments, primarily related to insured creditidatives. MBIA Corp. believes that it is more ligghan not that its total $833 million in
deferred tax assets associated with the unrediisses of $2.4 billion will be realized as MBIA @oexpects the unrealized losses to
substantially reverse over time, at which pointrlated deferred tax asset will reverse. As snohjaluation allowance with respect to this
item was established. In its conclusion, MBIA Carpnsidered the following evidence (both positine aegative):

» Due to the long-tail nature of the financial gudesnbusiness, it is important to note that MBIA £peven without regard to any
new business, will have a steady stream of schdgukemium earnings with respect to the existingiied portfolio. MBIA
Corp.’s announcement in February 2008 of a temgaaspension in writing new structured finance $eamions and a permanent
cessation with respect to insuring new CDS cordrastcept in transactions related to the reduafaxisting derivative exposur
would not have an impact on the expected earnielgsed to the existing insured portfolio. AlthoudiBIA Corp. expects the
majority of the unrealized losses to reverse auntgtt MBIA Corp. performed a taxable income prdjen over a 15¢ear period t
determine whether it will have sufficient incomeadtset its deferred tax assets that will genefatigre ordinary deductions. In tt
analysis, MBIA Corp. concluded that premium earsirgyen without regard to any new business, cordbivith investment
income, less deductible expenses, will be sufficiemecover the net deferred tax asset of $42Bomil

» MBIA Corp.’s taxable income projections used to assess thearbility of its deferred tax asset include atineste of future los
and loss adjustment expenses equal to the preskeret discount of loss reserves already recogninddBIA Corp.’s balance
sheet and an estimate of loss adjustment expenist glgenerally insignificant. MBIA Corp. does raxsume additional losses,
with the exception of the accretion of its existpprgsent value loss reserves, because MBIA Cotableshes case basis reserves
on a present value basis based on an estimatelwdlge losses on specifically identified creditst thave defaulted or are expec
to default.

* While the ratings downgrades by the rating agerttéa® limited MBIA Corp.’s ability to write new buress, the downgrades did
not have a material impact on earnings from thetig insured portfolio, which MBIA Corp. believesll be sufficient to absorb
losses in the event that the cumulative unrealiasskes become fully impaire

» With respect to installment policies, MBIA Corp.nggally does not have an automatic cancellatiomipian solely in connection
with ratings downgrades. For purposes of projectingre taxable income, MBIA Corp. has applied adw to adjust for the
possible cancellation of future installment premsupased on recent data. With regards to upfroitips) to the extent that the
issuer chooses to terminate a policy, any uneguredium reserve with respect to that policy willdmeelerated and earned (i.e.
refundings)

* MBIA Corp. treats the CDS contracts as insurancgraets for U.S. tax purposes. MBIA Corp. providesinsurance policy
guaranteeing CDS contracts written by LaCrosse I&\ltdaCrosse’s financial information is consolidatetb MBIA Corp.’s
GAAP financial statements based on the FIN 46(Ré¢ria, MBIA Corp. does not hold any equity interesth respect to
LaCrosse. MBIA Corp.’s income derived from the C&ifhitracts is treated as premium income for stagutmome purposes. In
the event that there is a default in which MBIA @as required to pay claims on such CDS contradBlA Corp. believes that
the losses should be characterized as an ordiassyfdr tax purposes and, as such, the event @iiment will be recorded as c:
reserves for statutory accounting purposes in matiog of the potential claim payment. For tax pagps, MBIA Corp. follows the
statutory accounting principle as the basis for jpotimg its taxable income. Because the federalnmetax treatment of CDS
contracts is an unsettled area of tax law, in tfenethat the Internal Revenue Service (“IRS”) haifferent view in which the
losses are considered capital losses, MBIA Corpldvbe required to establish a valuation allowamgainst substantially all of
the deferred tax asset related to these lossdssunki time as it had sufficient capital gains tiset the losses. This valuation
allowance would have a material adverse effect @/MCorp.’s financial condition at the time of its establignh
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Capital Losses

MBIA Corp. had realized losses of $31 million, dfiish $40 million related to other-than-temporanpairments. MBIA Corp. established a
valuation allowance against the entire deferrechateet related to other-than-temporary impairmesttsced by expected capital gains.

Unrealized Losses on FAS 115 Securities

As of June 30, 2009, MBIA Corp. had approximately $nillion in deferred tax assets related to urizedllosses on investments. MBIA
Corp. intends to hold these investments until nitgtar until such time as the value recovers. AchsiMBIA Corp. expects the recovery of
the value of these securities to par and the ektidéderred tax assets will reverse over the lifthefsecurities.

After reviewing all of the evidence available, bgibsitive and negative, MBIA believes that MBIA @ohas appropriately valued the
recoverability of its deferred tax assets, netefialuation allowance, as of June 30, 2009. MBbAC continues to assess the need for
additional valuation allowances as additional en@ebecomes available.

Ownership Change under Section 382 of the Interfvenue Code

Section 382 of the Internal Revenue Code of 198@naended, imposes annual limitations on the atibn of net operating loss (“NOL")
carryforwards, other tax carryforwards, and certaiilt-in losses as defined under that Sectionnugooownership change. In general terms,
an ownership change may result from transactioasiticrease the aggregate ownership of certaikistdaders in MBIA's stock by more than
50 percentage points over a testing period (gelyelake years).

As of June 30, 2009, MBIA Corp. has not experiermedwnership change under Section 382. Howevdrpha occurred as of June 30,
2009, the ownership change, in itself, would natehbad a material impact on MBIA Corpfinancial position or results of operations. ME
Corp. has already established a full valuatiorvadioce against its capital loss carryforwards, amIAICorp. has the intent to hold securities
with unrealized losses as of June 30, 2009 to ntgtor until such time as the value recovers asodrigger realized losses subject to
limitation under Section 382. Additionally, MBIA @u. expects to have sufficient income to utilizeatternative minimum tax credit, which
may be carried forward indefinitely. MBIA Corp. hag net operating loss carryforwards from 2008.

FIN 48, “Accounting for Uncertainty in Income Taxes
The change in the unrecognized tax benefit (“UT&"June 30, 2009 is as follows:

In thousands
Unrecognized tax positions as of December 31, . $ 16,84
The gross amount of the increase/(decrease) in &sT@result of tax positions take
During prior yeal -
During current yea 152

The amounts of decreases in the UTB related tesethts with taxing authoritie (11,826
The reduction to UTB as a result of the applicabéeute of limitatior -
Unrecognized tax positions as of June 30, 2 $ 5,16¢

As of June 30, 2009, the total amount accrued reisipect to uncertain tax positions is approximas&lynillion. The related interest and
penalties accrued was reduced to zero due to darabat of interest and penalties of $3 milliontie French tax settlement as discussed
below.

MBIA’s major tax jurisdictions include the U.S. glunited Kingdom (“U.K.”) and France. MBIA and itsS. subsidiaries file a U.S.
consolidated federal income tax return and it leentexamined through 2005 by the IRS. Currently] VBU.S. consolidated federal
income tax return is under an examination for th@72tax year. Also during the first six months 609, the IRS completed the partnership
audit in relation to an adjustment that had to cmoanted for by MBIA Inc. during tax years 2004aihgh 2006. No material adjustment was
made.

The U.K. tax authorities are currently auditing yaars 2005 through 2006, which should be resdbyetthe end of 2009. The French tax
matters have been concluded through 2006. MBIAesktin February 2009, an unrecognized tax bettitwas established in prior years
relating to the timing for recognizing earned premi
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It is reasonably possible that the total amountsmwécognized tax benefits will significantly inese or decrease within the next 12 months
due to the possibility of the conclusion of all ta examinations. The range of this possible ckanghe amount of uncertain tax benefits
cannot be estimated at this time.

Note 12: Net Insurance in Force

MBIA Corp. guarantees the payment of principalasfd interest or other amounts owing on, municigsdet-backed, mortgage-backed and
other non-municipal securities. Additionally, MBIBorp. has insured CDSs primarily on pools of celiak, which it previously considered
part of its core financial guarantee business. ddws of collateral are made up of corporate olilige, but also include commercial and
residential mortgage-backed securities-relatedsid8HIA Corp.’s net insurance in force represaghtsaggregate amount of the insured
principal of, and interest or other amounts owingrsured obligations, net of cessions to reinsufdBIA Corp.’s ultimate exposure to cre
loss in the event of nonperformance by the isstifreinsured obligation is represented by theimgirance in force in the tables that follow.

The financial guarantees issued by MBIA Corp. pdeuvinconditional and irrevocable guarantees opttyenent of the principal of, and
interest or other amounts owing on, insured ohilgatwhen due. The obligations are generally nbjesit to acceleration, except that MBIA
Corp. may have the right, at its discretion, toed&@te insured obligations upon default or otheewCertain guaranteed investment contracts
written by MBIA Inc. and guaranteed by MBIA Corpederminable upon ratings downgrades, and if MBI& were to have insufficient
assets to pay the termination payments, MBIA Cenquld make such payments. These amounts have Bekmed in the tables that follow.

The creditworthiness of each insured obligatioevaluated prior to the issuance of insurance, actl esured obligation must comply with
MBIA Corp.’s underwriting guidelines. Further, thayments to be made by the issuer on the bondstes may be backed by a pledge of
revenues, reserve funds, letters of credit, investroontracts or collateral in the form of mortgaige other assets. The right to such funds or
collateral would typically become MBIA Corp.’s uptime payment of a claim by MBIA Corp.

MBIA Corp. maintains underwriting guidelines basedthose aspects of credit quality that it deenysomant for each category of obligation
considered for insurance. For global public finatraesactions these include economic and sociadi#redebt and financial management,
adequacy of anticipated cash flow, satisfactorglletyucture and other security provisions, vidbleand economic bases, adequacy of loss
coverage and project feasibility. For global stowetl finance transactions, MBIA Corp.’s underwgtiguidelines, analysis and due diligence
focus on counterparty credit and operational qualitBIA Corp. also analyzes the quality of assedlppas well as their historical and
projected performance. The strength of a structoodyding legal segregation of the assets, cash éinalysis, the size and source of first loss
protection, asset performance triggers and findgoigenants are also reviewed. Such guidelinesavgct to periodic review by a senior r
committee, which is responsible for establishing ¢hteria for MBIA Corp.’s underwriting standards well as maintaining the standards in
its insurance operations.

As of June 30, 2009, net insurance in force, whiglhtesents principal and interest or other amoamtag on insured obligations, net of
cessions to reinsurers, had an expected maturigjeraf 1-47 years. The distribution of net insueaimcforce by geographic location,
excluding $5.3 billion and $8.5 billion relating ti@nsactions guaranteed by MBIA Corp. on behalfasfous investment management
services affiliated companies as of June 30, 20@9ecember 31, 2008, respectively, is presentéakifiollowing table:
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December 31, 2008

In billions June 30, 2009
% of Net % of Net
Insurance In Insurance In
Net Insurance Net Insurance

Geographic Location In Force Force In Force Force
Delaware $ 1.2 04% $ 3.8 0.2%
New York 1.1 0.4% 86.2 7.2%
California 0.€ 0.2% 163.¢ 13.7%
Nebraske 0.3 0.1% 41 0.2%
Minnesota 0.3 0.1% 11.1 0.9%
Florida 0.2 0.1% 68.C 5.7%
Pennsylvani: 0.1 0.C% 32.¢ 2. 1%
Missouri 0.C 0.C% 10.¢€ 0.€%
Alabama 0.C 0.C% 7.4 0.€%
Puerto Ricc 0.C 0.C% 13.1 1.1%

Subtotal 3.8 1.3% 401.2 33.4%
Nationally diversifiec 168.% 59.4% 178.t 14.<%
Other state 0.C 0.C% 499.¢ 41.8%

Total United State 172.F 60.7% 1,079.: 90.1%
Internationally diversifiec 39.5 13.€% 43.€ 3.6%
Country specific 72.4 25.5% 75.1 6.2%

Total Nor-United State: 111.7 39.2% 119.C 9.%%
Total $ 284.. 100.9% $ 1,198. 100.%
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The net insurance in force by type of bond is presmtin the following table:

In billions June 30, 2009 December 31, 2008
% of Net % of Net
Net Insurance in Insurance in Insurance in
Net Insurance
Bond Type Force Force In Force Force
Global Public Financ- United States
General obligatiol $ - 0.C% $ 322.: 26.£%
General obligatiol- lease - 0.C% 69.1 5.8%
Municipal utilities - 0.C% 162.¢ 13.€%
Tax-backec - 0.C% 111.¢ 9.2%
Transportatior - 0.C% 93.C 7.8%
Higher educatiol - 0.C% 50.t 4.2%
Health care - 0.C% 34.¢ 2.%
Military housing - 0.C% 217 1.8%
Investo-owned utilities® - 0.C% 15.€ 1.2%
Municipal housing - 0.C% 15.C 1.2%
Student loan: - 0.C% 7.C 0.6%
Other® - 0.C% 4.4 0.4%
Total United State - 0.C% 908.( 75.8%
Global Public Financ- Nor-United States
International utilities 20.4 7.2% 18.¢€ 1.6%
Sovereign and si-sovereigr® 18.4 6.5% 17.: 1.4%
Transportatior 13.€ 4.8% 14.1 1.2%
Local government® 0.4 0.1% 0.¢ 0.1%
Municipal housing 0.2 0.1% 0.2 0.C%
Health care 0.1 0.C% 0.1 0.C%
Higher educatiol 0.1 0.C% 0.1 0.C%
Total Nor-United State: 53.2 18.7% 51.: 4.3%
Total Global Public Financ 53.Z 18.7% 959.: 80.1%
Global Structured Finance United States
Collateralized debt obligatior® 104.4 36.7% 98.: 8.2%
Mortgagebacked residentic 28.€ 10.1% 28.€ 2.4%
Mortgage-backed commercic 0.6 0.2% 0.7 0.1%
Consumer ass-backed:
Auto loans 5.4 1.% 6.8 0.€%
Student loan: 2.7 1.C% 2.8 0.2%
Manufactured housin 2.6 0.€% 2.7 0.2%
Other consumer ass-backed 0.7 0.2% 0.€ 0.1%

Corporate ass-backed:
Operating asset

Aircraft portfolio lease securitizatior 3.0 1.1% 3.2 0.2%
Rental car fleet 2.7 0.2% 3.1 0.2%
Secured airline equipment securitization (EE’ 3.0 1.C% 3.1 0.2%
Other operating asse 1.1 0.4% 1.€ 0.1%
Structured insurance securitizatic 8.7 3.1% 10.C 0.8%
Franchise asse 1.3 0.5% iLE 0.1%
Intellectual propert 4.0 1.4% 4.1 0.2%
Other corporate as-backed 3.6 1.2% 3.6 0.2%
Total United State 172. 60.% 171. 14.%
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Global Structured Financ- Non-United States

Collateralized debt obligatior® 38.2 13.4% 40.2 3.2%
Mortgage¢backed residenti: 3.C 1.C% 8.5 0.7%
Mortgage-backed commercic 5.4 1.S% 6.2 0.5%

Corporate ass-backed:
Operating asset

Aircraft portfolio lease securitizatior 1.8 0.7% 2.1 0.2%

Secured airline equipment securitization (EE’ 0.4 0.1% 0.4 0.C%
Structured insurance securitizatic 0.1 0.C% 0.1 0.C%
Franchise asse 1.4 0.5% 1.2 0.1%
Intellectual propert - 0.C% 0.8 0.1%

Future flow 2.1 0.8% 2.9 0.2%

Other corporate as«-backed 6.1 2.2% 5.3 0.5%

Total Nor-United State: 58.€ 20.6% 67.7 5.€%

Total Global Structured Finan 231.( 81.2% 239.( 19.9%

Total $ 284., 100.% $ 1,198. 100.%

(1) -Includes investor owned utilities, industrial dey@hent and pollution control revenue bor

(2) -Includes certain nc-profit enterprises and stadium related financ

(3) -Includes regions, departments or their equivalemtich jurisdiction as well as sovereign ownediestthat are supported by a sovereign state, megialepartmen
(4) -Includes municipal owned entities backed by spdangdocal governmen

(5) -Includes transactions (represented by stredtpools of primarily investment grade corporatdirrisks or commercial real estate assets) thatod include typical collateralized debt
obligation “CDQ") structuring characteristics, such as tranched cristt, cash flow waterfalls, or interest and c-collateralization coverage tes

MBIA Corp. has entered into certain guaranteeseofvdtive contracts, included in the precedingaapivhich do not qualify for the financial
guarantee scope exception under SFAS 133. MBIA Qmperally guarantees the timely payment of ppalcand interest related to these
derivatives upon the occurrence of a credit evetft vespect to a referenced obligation. The maxinammount of future payments that MBIA
Corp. may be required to make under these guaaig@d 34.4 billion. This amount is net of $24.llidm of insured derivatives ceded under
reinsurance agreements and capital market trangadti which MBIA Corp. economically hedges a portof the credit and market risk
associated with its insured derivatives. MBIA Ctyguarantees of derivative contracts have a legadimum maturity range of 87 years. £
small number of insured credit derivative contrdtge long-dated maturities, which comprise theést maturity dates of the underlying
collateral. However, the expected maturities ohstantracts are much shorter due to amortizatiadspaepayments in the underlying
collateral pools. In accordance with SFAS 133 fdievalues of these guarantees as of June 30, @& corded on the balance sheet as
assets and liabilities, representing gross gaiddasses, of $696 million and $4.1 billion, respesly. These derivative contracts are
discussed further in “Note 8: Derivative Instrunmgeht

MBIA Corp. may hold recourse provisions with thpdrties in derivative transactions through bothserance and subrogation rights. MBIA
Corp.’s reinsurance arrangements provide that shid@IA Corp. pay a claim under a guarantee of avdéive contract, then MBIA Corp.
could collect amounts from any reinsurers that haiesured the guarantee on either a proportionabo-proportional basis, depending upon
the underlying reinsurance agreement. MBIA Corpy miao have recourse through subrogation rightseldyeif MBIA Corp. makes a claim
payment, it is entitled to any rights of the inslioBunterparty, including the right to any assetsl las collateral.

MBIA Corp. has also issued guarantees of certaligations issued by its investment managementiatiis that are not included in the
previous tables. These guarantees take the fornsofance policies issued by MBIA Corp. on behalhe investment management services
affiliates. Should one of these affiliates defantits insured obligations, MBIA Corp. will be raced to pay all scheduled principal and
interest amounts outstanding. As of June 30, 20@9maximum amount of future payments that MBIA [Caould be required to make uni
these guarantees is $5.3 billion. These guarantdesh have a maximum maturity range of 1-39 yearse entered into on an arm'’s length
basis and are fully collateralized by marketablausi§ies. MBIA Corp. has both direct recourse psiws and subrogation rights in these
transactions. If MBIA Corp. is required to makeayment under any of these affiliate guaranteegoitld have the right to seek
reimbursement from such affiliate and to liquidaty collateral to recover amounts paid under theantee.
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Note 13: Reinsurance
Ceded Exposure

On February 17, 2009, MBIA Corp. ceded all of itSUpublic finance business to National by enteitmig a Quota Share Reinsurance
Agreement with National, effective January 1, 20®@ “MBIA Corp. Reinsurance Agreement”), and bgigeing to National pursuant to a
separate assignment agreement its rights, inteaadtsbligations with respect to the U.S. publ@fice business of Financial Guarantee
Insurance Corporation (“FGIC”) that was reinsurgdMBIA Corp. pursuant to a reinsurance agreemettt #GIC.

The portfolio transferred to National by reinsurame through the assignment of the FGIC Reinsur&greement consists entirely of U.S.
public finance business with total net par outsitagdf approximately $554 billion. The reinsurarmrel assignment transactions between
MBIA Corp. and National, which became effectivechSanuary 1, 2009, enable covered policyholdegscantain ceding insurers to present
claims for payment directly to National in accordanvith the terms of the cut-through provisionshaf MBIA Corp. Reinsurance Agreement
and the FGIC Reinsurance Agreement. Under the tefritee cut-through provision in each of those agrents, the covered policyholders
and ceding insurers are granted a third-party lieinef right under the agreement with respect todpplicable cut-through provision only.

The reinsurance and assignment agreements betwBéh Gbrp. and National (including the right to pees claims for payment directly to
National described in the previous paragraph) eatelminated upon the mutual agreement of MBIA Carpal National, which termination
subject to the receipt of insurance regulatory apgis. In addition, the MBIA Reinsurance Agreemmiaty not be terminated if, after giving
effect to the termination, the ratings assignethéunderlying securities or bonds would be dowdgdsor withdrawn. National may also
assign the MBIA Reinsurance Agreement under cediadumstances to a reinsurer rated at least ddyhig National, which assignment is
subject to the receipt of insurance regulatory aygls. In connection with the National TransforraatiMBIA Corp. commuted an existing
reinsurance agreement with National pursuant t@lvMBIA Corp. reinsured 100% of all of the policiesMBIA lllinois. The commutation
is effective as of January 1, 2009. No penaltieevirecurred in connection with the commutation.

Reinsurance enables MBIA Corp. to cede exposurpdgsoses of syndicating risk and increasing ifsacéty to write new business while
complying with its single risk and credit guidelmeMBIA Corp. reinsures exposure to other insurazmapanies under various treaty and
facultative reinsurance contracts, both on a priomaal and non-proportional basis. In the event #mgy or all of the reinsurers are unable to
meet their obligations, MBIA Corp. would be lialite such defaulted amounts. When a reinsurer isndoaded by one or more of the rating
agencies, less capital credit is given to MBIA Carpder rating agency models and the overall vafuke reinsurance to MBIA Corp. is
reduced.

MBIA Corp. generally retains the right to reassuime business ceded to reinsurers under certainnagtances, including a reinsurer’s rating
downgrade below specified thresholds. MBIA Corgdl eéntinue to evaluate its use of reinsurancerduf009, which may result in future
portfolio commutations from reinsurers.

MBIA Corp. requires certain unauthorized reinsutermaintain bank letters of credit or establislstraccounts to cover liabilities ceded to
such reinsurers under reinsurance contracts. Aared 30, 2009, the total amount available undesethetters of credit and trust arrangements
was $698 million. MBIA Corp. remains liable on amary basis for all reinsured risk, and although IMEorp. believes that its reinsurers
remain capable of meeting their obligations, theene be no assurance of such in the future.

The aggregate amount of insurance in force cededBiA Corp. to reinsurers under reinsurance agregmeas $944.4 billion and $76.2
billion as of June 30, 2009 and December 31, 2@&ectively. In addition, MBIA Corp. cedes to Matl the risk that reinsurance under the
Third-Party Reinsurance Agreements is not collefwed).S. public finance exposures. The distributid ceded insurance in force by
geographic location is presented in the followialgle:
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In billions June 30, 2009 December 31, 2008
% of Ceded Ceded % of Ceded
Ceded Insurance In Insurance In  Insurance In
Insurance In

Geographic Location Force Force Force Force
California $ 162.: 17.2% $ 5.8 7. 7%
New York 85.1 9.C% 3.1 4.1%
Florida 67.2 7.1% 14 1.8%
Texas 55.2 5.8% 1.7 2.2%
lllinois 51.7 5.5% 115 2.C%
New Jerse 40.€ 4.2% 1.€ 2.1%
Pennsylvani: 31.¢ 3.4% 0.7 0.€%
Washingtor 30.4 3.2% 0.8 1.C%
Michigan 26.¢ 2.8% 0.€ 0.8%
Massachusett 24 .t 2.€% 2.1 2.8%

Subtotal 576.2 60.% 19.4 25.4%
Nationally diversifiec 29.7 3.2% 20.4 26.8%
Other state 315.7 33.2% 11. 15.1%

Total United State 921.€ 97.5%% 51.: 67.2%
Internationally diversifiec 11.C 1.2% 12.1 15.%
Country specific 11.¢ 1.2% 12.¢ 16.£%

Total Nor-United State: 22.¢ 2.5% 24.¢ 32.7%
Total $ 944 ¢ 100.% $ 76.. 100.%

The distribution of ceded insurance in force byetg bond is presented in the following table:

In billions June 30, 2009 December 31, 2008
% of Ceded Ceded % of Ceded
Ceded Insurance In Insurance In Insurance In
Insurance In
Bond Type Force Force Force Force
Global Public Financ- United States
General obligatiol $ 317. 33.6% $ 6.7 8.2%
General obligatiol- lease 68.€ 7.2% 2.1 2.1%
Municipal utilities 161.( 17.(% 5.2 7.C%
Tax-backec 112.2 11.9% 35 4.€%
Transportatior 96.7 10.2% 6.€ 8.7%
Higher educatiol 49.5 5.2% 3.3 4.3%
Health care 33.t 3.€% 1.1 1.4%
Municipal housing 13.7 1.4% 0.8 1.C%
Military housing 22.C 2.3% 0.t 0.7%
Investo-owned utilities® 16.1 1.7% 0.t 0.7%
Student loan: 6.€ 0.7% 0.2 0.4%
Other®@ 4.1 0.4% 0.2 0.2%
Total United State 901.5 95.'% 30.! 40.%
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Global Public Financ- Nor-United States
Sovereign and si-sovereigr®)
International utilities
Transportatior
Local government®
Municipal housing
Health care
Higher educatiol

Total Nor-United State:
Total Global Public Financ

Global Structured Financ¢- United States
Collateralized debt obligatior®
Mortgagebacked residenti:
Mortgage-backed commercic
Consumer ass-backed:

Auto loans
Student loan:
Manufactured housin
Other consumer as:-backec
Corporate ass-backed:
Operating asset
Aircraft portfolio lease securitizatior
Rental car fleet
Secured airline equipment securitization (EE’
Other operating asse
Structured insurance securitizatic
Franchise asse
Intellectual propert
Other corporate as-backed
Total United State

3.4 0.4% 3.2 4.2%
3.C 0.2% 2.8 3.&%
2.8 0.2% 3.2 4.2%
0.4 0.C% 0.€ 0.8%
0.C 0.C% 0.C 0.C%
0.1 0.C% 0.1 0.1%
0.C 0.C% 0.C 0.C%
9.7 1.C% 10.C 13.1%
911. 96.2% 40.! 53.7%
15.: 1.€% 14.4 18.9%
0.6 0.1% 1.2 1.6%
0.C 0.C% 0.C 0.C%
0.2 0.C% 0.4 0.5%
0.2 0.C% 0.2 0.2%
0.1 0.C% 0.1 0.1%
0.1 0.C% 0.1 0.1%
0.4 0.1% 0.t 0.7%
0.4 0.1% 0.7 0.2%
0.8 0.1% 0.9 1.2%
0.1 0.C% 0.1 0.1%
.2 0.1% 1.t 2.C%
0.1 0.C% 0.1 0.1%
0.1 0.C% 0.1 0.1%
0.1 0.C% 0.2 0.3%
20.1 2.1% 20.5 26.5%
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Global Structured Financ- Non-United States

Collateralized debt obligatior® 9.€ 1.C% 10.z 13.4%
Mortgage¢backed residenti: 0.1 0.C% 0.4 0.5%
Mortgage-backed commercic 0.7 0.1% 0.€ 1.2%

Corporate ass-backed:
Operating asset

Aircraft portfolio lease securitizatior 0.4 0.C% 0.4 0.6%
Secured airline equipment securitization (EE’ 0.C 0.C% 0.C 0.C%
Structured insurance securitizatic 0.C 0.C% 0.C 0.C%
Franchise asse 0.C 0.C% 0.1 0.1%
Intellectual propert 0.C 0.C% 0.1 0.1%
Future flow 0.€ 0.1% 1.C 1.2%
Other corporate as«-backed 1.7 0.2% 1.7 2.2%
Total Nor-United State: 13.1 1.4% 14.¢ 19.4%
Total Global Structured Finan 33.2 3.5% 35.¢ 46.5%
Total $ 944. 100.%6 $ 76.. 100.%

(1) - Includes investor owned utilities, industrial dey@hent and pollution control revenue bor

(2) - Includes certain nc-profit enterprises and stadium related financ

(3) - Includes regions, departments or their equivalemich jurisdiction as well as sovereign ownediestthat are supported by a sovereign state, megiaepartmen
(4) - Includes municipal owned entities backed by spangdocal governmen

(5) - Includes transactions (represented by structuretspaf primarily investment grade corporate creits or commercial real estate assets) that dinchtde typical collateralized de
obligation “CDQ") structuring characteristics, such as tranched cristt, cash flow waterfalls, or interest and c-collateralization coverage tes

As of June 30, 2009, the aggregate amount of idsp@e outstanding ceded by MBIA Corp. to reinsuterder reinsurance agreements was
$587.6 bhillion. The following table presents thedit ratings and ratings status, percentage ofandmg par ceded, the reinsurance
recoverable, derivative asset, and estimated dragdirments by reinsurer as of June 30, 2009nizdd credit impairments represent the
reinsurers’ portion of amounts MBIA Corp. expect$hay on insured derivative contracts.
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In millions
Percentage ¢
Standard & Moody's Estimated Credit
Poor’s Rating Rating Total Par Reinsurance Derivative Impairments on
Reinsurers (Status) (Status) Ceded Recoverable Asset Insured Derivatives
National Public Finance Guarantee Corpora A Baal 91.4t% $ 194 $ - 8 =
Channel Reinsurance Lt N/R@® RWR® 6.04% 21 63€ 32C
AAA Aa2
Assured Guaranty Cor (Stable (RUR)®@ 1.0€% 10 0 -
AA
(Negative
Mitsui Sumitomo Insurance Company L Outlook] Aa3 (Stable’ 0.62% 15 48 4
BBB
(Negative Ba3
Ambac Assurance Corporatis Watch' (Developing 0.51% - -
Aa3
Assured Guaranty Re Lt AA (Stable (RUR)® 0.13% -
Ca
Syncora Guarantee Re LI R ® (Developing 0.0€% -
AAA
Overseas Private Investment Corpora (Stable Aaa (Stable 0.05% -
A+ (Negative
Old Republic Insurance Compa Outlook] Aa3 (Stable’ 0.04% -
AAA
Export Development Corporatic (Stable Aaa (Stable 0.0% -
Other® CC or abov Ca or abowvt 0.01% -
Not currently ratet 0.0(% 0 - -
Total 100.0% $ 24 3 68! $ 32

(1) - Several reinsurers within this category aserated by Moody'’s.
(2) - Not rated.

(3) - Rating withdrawn.

(4) - Rating under review.

(5) - Regulatory supervision.

MBIA Corp. owns a 17.4% equity interest in ChanRel In March 2009, Moodg'downgraded Channel Re to B3 with a negative okitimd
the rating was subsequently withdrawn. In March@@X.P downgraded Channel Re to BB+ and the ratiag) subsequently withdrawn. As
of June 30, 2009, MBIA Corp. expects Channel Reorttinue to report negative shareholders’ equita @AAP basis primarily due to
unrealized losses on its insured credit derivathaesed on fair value accounting. As of June 30920 fair value of the derivative assets
related to credit derivatives ceded to Channel Bg $636 million and the reinsurance recoverabla @hannel Re was $21 million. After
considering the credit risk of Channel Re in failung its derivative assets, MBIA Corp. believdsa@nel Re has sufficient liquidity
supporting its business to fund amounts due to MBbkp. In performing its assessment, MBIA Corpedeiined that cash and investments,
inclusive of approximately $501 million that ChahRe had on deposit in trust accounts for the heoEMBIA as of June 30, 2009, and
borrowing facilities available to Channel Re warekcess of MBIA’s exposure to Channel Re. Althotlghtrust accounts limit the potential
for Channel Re to default on its obligations to MBthere can be no assurance that Channel Re etiiefault on its obligations to MBIA
that exceed the amounts already held in the toesiunts.
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Since December 2007, several of MBIA Corp.’s offirencial guarantee reinsurers, including Ambacukasce Corporation, Assured
Guaranty Corp., Assured Guaranty Re Ltd., Old Répuhsurance Co., Syncora Guarantee Re Ltd. amt@yw Guarantee Inc. (formerly
known as XL Financial Assurance and XL Capital Aasge, respectively), have had their credit ratiitfger downgraded or put on negative
watch by one or more of the major rating agencesJuly 28, 2009 Ambac Assurance Corporation wamdoaded by Standard & Poor’'s
from BBB (Negative Watch) to CC (Negative Outlookjthough there was no material impact on MBIA Cdiqr any of these rating agency
actions relating to these reinsurers, a furtherrdprade of one or more of these reinsurers couldireghe establishment of reserves against
any receivables due from the reinsurers.

Premium Summary

The components of financial guarantee net premiwnitsen and earned, including premiums assumed frothceded to other companies, are
presented in the following tables:

Three Months Ended June 30,

2009 2008
In millions Written Earned Written Earned
Direct $ (31) $16F $ 13t $ 277
Assumec - 4 3 3
Gross (32) 16¢ 13¢€ 28C
Cedec 39 (88) (22) (38)
Net $ 8 $ 81 $ 117 $ 242

Six Months Ended June 30,

2009 2008
In millions Written Earned Written Earned
Direct $ (60) $ 404 $ 25¢ $ 46E
Assumec - 7 5 6
Gross (60) 411 265 471
Cedec (3,43/) (210) (40) (65)
Net $(3,499)  $ 201 $ 22¢ $ 40€

For the three months ended June 30, 2009 and 28€8;eries received under reinsurance contractetb$115 million and $38 million,
respectively. For the six months ended June 309 20@ 2008 recoveries received under reinsuranueamts totaled $141 million and $46
million, respectively. Ceding commissions receifi@n reinsurers, before deferrals and net of ret@aing commissions were $4 million ¢
$7 million for the three months ended June 30, 20192008, respectively. Ceding commissions redgirmm reinsurers, before deferrals
and net of return ceding commissions were $240anithnd $13 million for the six months ended JuBe2®09 and 2008, respectively.

Note 14: Commitments and Contingencies

In the normal course of operating its business, MBbrp. may be involved in various legal proceedingdditionally, MBIA Inc. may be
involved in various legal proceedings that directhindirectly impact MBIA Corp.

MBIA Inc. has received subpoenas or informal inigsifrom a variety of regulators, including the @#tes and Exchange Commission, the
Securities Division of the Secretary of the Commeaith of Massachusetts, the Attorney General ofStia¢ge of California, and other states’
regulatory authorities, regarding a variety of sakg, including disclosures made by MBIA Inc. talerwriters and issuers of certain bonds,
disclosures regarding MBIA Inc.’s structured finarexposure, MBIA Inc.’'s communications with ratagencies, and the methodologies
used by rating agencies for determining the crediihg of municipal debt. MBIA Inc. is cooperatifigly with each of these regulators and is
in the process of satisfying all such requests. MBic. may receive additional inquiries from theseother regulators and expects to provide
additional information to such regulators regardimgjr inquiries in the future.
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On July 23, 2008, the City of Los Angeles filed taamplaints in the Superior Court of the State afifGrnia for the County of Los Angeles
against MBIA Inc. and others. The first, against MBnc., AMBAC Financial Group, Inc., XL Capital Asirance Inc., ACA Financial
Guaranty Corp., Financial Guaranty Insurance Compamnd CIFG Assurance North America, Inc., allefiegarticipation in a conspiracy in
violation of California’s antitrust laws to maintea dual credit rating scale that misstated thdicdefault risk of municipal bond issuers and
created market demand for municipal bond insurameck(ii) participation in risky financial transamtis in other lines of business that
damaged each bond insurer’s financial conditioaréhy undermining the value of each of their gutiea)y and a failure adequately to
disclose the impact of those transactions on fir@ncial condition. These latter allegations fdire predicate for five separate causes of
action against each of the Insurers: breach ofraofitbreach of the covenant of good faith anddaaling, fraud, negligence, and negligent
misrepresentation. Complaints making the sameatil@gs against MBIA Inc. and nearly all of the sarznedefendants were filed in Superior
Court, San Francisco County, by the City of Stookta July 23, 2008, by the City of Oakland on Audi& 2008, by the City of San
Francisco on October 8, 2008, by the County of ateo on October 23, 2008, by the County of Alamexl@®ctober 30, 2008, by the City
of Los Angeles Department of Water and Power onelddier 31, 2008, by the Sacramento Municipal Utllitgtrict on December 31, 2008,
and by the City of Sacramento on January 6, 2008s@& cases are now coordinated as Ambac Bond imtgu€ases in San Francisco
Superior Court (Judicial Council Coordination Prediag No. 4555). On April 8, 2009, The Olympic Cliled a complaint against MBIA
Inc. in the Superior Court of the State of CalifarrCounty of San Francisco, making similar allee of participation in risky financial
transactions in other lines of business that atlgggamaged MBIA Inc.’s financial condition, andafailure adequately to disclose the
impact of those transactions on MBIA Inc.’s finaaaondition. These allegations form the predidatehe same five common law causes of
action as those in the Ambac Bond Insurance Casesell as a California unfair competition causaafon. The Olympic Club did not
include an antitrust cause of action. The OlymfdighCase is being coordinated with the Ambac Borsiitance Cases.

The City of Los Angeles’s second complaint namedefsndants certain other financial institutionsvadl as bond insurers, including MBIA
Inc., AMBAC Financial Group, Inc., Financial SeayrAssurance, Inc., Financial Guaranty Insurancem@any and Security Capital
Assurance Inc., and alleged fraud and violationSalffornia’s antitrust laws through bid-riggingtine sale of municipal derivatives to
municipal bond issuers. Complaints making the salfegations against MBIA Inc. and nearly all of g@me co-defendants were filed in
Superior Court, Los Angeles County, by the Courit$an Diego on August 28, 2008, and in Superiorr€@an Francisco County, by the
City of Stockton on July 23, 2008, by the Countysaih Mateo on October 7, 2008, and by the CounGouitra Costa on October 8, 2008.
The City of Los Angeles and City of Stockton actiamere removed to federal court and transferredrtgr dated November 26, 2008, to the
Southern District of New York for inclusion in tineultidistrict litigation In re Municipal Derivativ@Antitrust Litigation, M.D.L. No. 1950;

the San Diego County, San Mateo County, and C&sia County actions were removed to federal anadttransferred to the Southern
District of New York for inclusion in that proceedj by order dated February 4, 2009.

On September 30, 2008, MBIA Corp. commenced amdat the New York State Supreme Court against @guide Home Loans, Inc.,
Countrywide Securities Corp. and Countrywide Finain€orp. (collectively, “Countrywide”). The compid alleges that Countrywide
fraudulently induced MBIA to provide financial gaaty insurance on securitizations of home equitgdiof credit and closed-end second
liens by misrepresenting the true risk profilettd uinderlying collateral and Countrywide’s adheeetacits strict underwriting standards and
guidelines. The complaint also alleges that Couwvittg breached its representations and warranti@staucontractual obligations, including
its obligation to cure or repurchase ineligiblerlsas well as its obligation to service the loanadcordance with industry standards. In an
order dated July 8, 2009, the New York State Supr@wourt denied Countrywide’s motion to dismiss amtpallowing the fraud cause of
action to proceed against all three Countrywideddénts and the contract causes of action to piaagainst Countrywide Home Loans, Inc.
Defendants filed their answer to the Complaint argidst 3, 2009. On July 10, 2009, MBIA Insurancepdeoation commenced an action in
Los Angeles Superior Court against Bank of Ame€@oaporation, Countrywide Financial Corporation, @twywide Home Loans, Inc,
Countrywide Securities Corporation, Angelo Mozigvid Sambol, Eric Sieracki, Ranijit Kripalani, J&an Sandefur, Stanford Kurland,
Greenwich Capital Markets, Inc., HSBC SecuritieSQA) Inc., UBS Securities, LLC, and various Countigevaffiliated Trusts. The
complaint alleges that Countrywide made numerowsepresentations and omissions of material facoimection with its sale of certain
RMBS, including that the underlying collateral cmting of mortgage loans, had been originatedriststompliance with its underwriting
standards and guidelines. MBIA commenced this a@®subrogee of the purchasers of the RMBS, whatied severe losses that have been
passed on to MBIA as the insurer of the incomeastieon these securities.
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On October 15, 2008, MBIA Corp. commenced an adtidhe United States District Court for the SouthBistrict of New York against
Residential Funding Company, LLC (“RFC”). On Decamnb, 2008, a notice of voluntary dismissal withprgjudice was filed in the
Southern District of New York and the complaint wadiled in the Supreme Court of the State of Néwk, New York County. The
complaint alleges that RFC fraudulently induced ME&lorp. to provide financial guarantee policieshwiéspect to five RFC closeshd hom
equity secondien and HELOC securitizations, and that RFC breddls contractual representations and warrardesyell as its obligation
repurchase ineligible loans, among other things.

On April 30, 2009, MBIA Corp. and LaCrosse Finah&leoducts (for purposes of this paragraph, cdilett, “MBIA”) commenced an acti

in the Supreme Court of the State of New York agfaterrill Lynch, Pierce, Fenner and Smith, Incd &terrill Lynch International
(collectively, “Merrill”). The complaint (amendechdVay 15, 2009) seeks damages in an as yet indietgigramount believed to be in excess
of several hundred million dollars arising fromegied misrepresentations and breaches of contraonimection with eleven CDS

contracts pursuant to which MBIA wrote protectiarfavor of Merrill and other parties on a total$ob.7 billion in collateralized debt
obligations arranged and marketed by Merrill. Thmplaint also seeks rescission of the CDS contracts

In its determination of expected ultimate insuralosses on financial guarantee contracts, MBIA Cbhgs considered the probability of
potential recoveries arising out of the contractidigation by the sellers/servicers to repurchaseplace ineligible mortgage loans in cer
second-lien mortgage securitizations, which inclpdeential recoveries that may be affected by ¢igall actions against Countrywide and
RFC. However, there can be no assurance that thg&@uy will prevail in either the Countrywide or RECtions.

On March 11, 2009, a complaint was filed in thetddiStates District Court of the Southern DistoitNew York against MBIA Inc. and its
subsidiaries, MBIA Corp. and National, entitled Alius Capital Master, Ltd. et al. v. MBIA Inc. dt,®9-cv-2242 (S.D.N.Y.). The lead
plaintiffs, Aurelius Capital Master, Ltd., Aureliapital Partners, LP, Fir Tree Value Master FunB,, Fir Tree Capital Opportunity Master
Fund, L.P., and Fir Tree Mortgage Opportunity Magiend, L.P., purport to be acting as represergatfor a class consisting of all holders of
securities, instruments, or other obligations fbick MBIA Corp., before February 18, 2009, issui@drficial guarantee insurance other than
United States municipal/governmental bond secsrifidlecomplaint alleges that certain of the terms oftthasactions entered into by MB
Inc. and its subsidiaries (the “Transactions”), ethivere approved by the New York State DepartmEhtsarance, constituted fraudulent
conveyances under 88 273, 274 and 276 of New Yeikt® and Creditor Law and a breach of the imptiedenant of good faith and fair
dealing under New York common law. The Complaimkse inter alia, (a) a declaration that the allefgaddulent conveyances are null and
void and set aside, (b) a declaration that Natiamedsponsible for the insurance polices issueMBYA Insurance Corporation up to
February 17, 2009, and (c) an award of damages imapecified amount together with costs, expeasdsattorneys’ fees in connection with
the action. Defendants’ motion to dismiss is fldhjefed. No oral arguments have been scheduledtt d

On April 6, 2009, a complaint was filed in the Cioofr Chancery for the State of Delaware againstsulosidiaries of MBIA Inc., MBIA Corj
and National, entitled Third Avenue Trust and Thinenue Variable Series Trust v. MBIA Insurance C@nd MBIA Insurance Corp. of
lllinois, CA 4486-UCL. Plaintiffs allege that theye holders of approximately $400 million of susgphotes issued by MBIA Corp. (for
purposes of this section, the “Notes”) in Janud9& The complaint alleges (Count I) that certdithe Transactions breached the terms of
the Notes and the Fiscal Agency Agreement datedadgri6, 2008 pursuant to which the Notes weresidslihe complaint also alleges that
certain transfers under the Transactions were @iaadlin that they allegedly left MBIA Corp. witlhufireasonably small capital” (Count II),
“insolvent” (Count Ill), and were made with an “aat intent to defraud” (Count IV). The complainekes a judgment (a) ordering the
defendants to unwind the Transactions (b) declatiagthe Transactions constituted a fraudulenvegance, and (c) damages in an
unspecified amount. Defendants’ motion to disnasilily briefed. Oral arguments are scheduled fogést 31, 2009.

On May 13, 2009, a complaint was filed in the Newrky'State Supreme Court against MBIA Inc. andutssidiaries, MBIA Corp. and
National, entitted ABN AMRO Bank N.V. et al. v. MBIInc. et al. The plaintiffs, a group of 19 domesnd international financi
institutions, purport to be acting as holders stirance policies issued by MBIA Corp. directly mdirectly guaranteeing the repayment of
structured finance products. The complaint allegascertain of the terms of the transactions extarto by MBIA Inc. and its subsidiaries,
which were approved by the New York State Departroéimsurance, constituted fraudulent conveyaraceba breach of the implied
covenant of good faith and fair dealing under Neavkvlaw. The complaint seeks a judgment (a) ordgtiire defendants to unwind the
Transactions, (b) declaring that the Transacti@amstituted a fraudulent conveyance, (c) declatirag MBIA Inc. and National are jointly ar
severally liable for the insurance policies issbhgdBIA Corp., and (d) ordering damages in an un#je amount. Defendants’ motion to
dismiss is fully briefed and the court heard orgluanents on July 27, 2009.
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On June 15, 2009, the same group of 19 domestiindemhational financial institutions who filed tlabove described plenary action in New
York State Supreme Court filed a proceeding purstArticle 78 of New York’s Civil Practice Law &ules in New York State Supreme
Court against the New York Insurance Departmernt, BEmnallo in his capacity as Superintendent far Bepartment, and MBIA Inc. and its
subsidiaries, MBIA Corp. and National, entitled ABIRO Bank N.V. et al. v. Eric Dinallo, in his cagity as Superintendent of the New
York Insurance Department, the New York State lasoe Department, MBIA Inc. et al. In its motionsiismiss the three above-referenced
plenary actions, MBIA Inc. argued that an Artick proceeding is the exclusive forum in which agiéfimay raise any challenge to the
Transformation approved by the Superintendent hadepartment. The petition seeks a judgment (@pdeg void and to annul the
approval letter of the Superintendent of Insurafigto recover dividends paid in connection whik fransactions, (c) declaring that the
approval letter does not extinguish plaintiffs’adit claims against MBIA Inc. and its subsidiarie¢hie plenary action described above.

MBIA Inc. and MBIA Corp. intend to vigorously deféragainst the aforementioned actions in which & defendant and against other
potential actions, and MBIA Inc. and MBIA Corp. dot expect the outcome of these matters to havaterially adverse effect on its
business, results of operations or financial camalitMBIA Inc. and MBIA Corp. cannot provide assanca, however, that the ultimate
outcome of these actions will not cause a losshawe a material adverse effect on its businessitsest operations or financial condition.

There are no other material lawsuits pending othédknowledge of MBIA Corp., threatened, to whidBIA Corp. or any of its subsidiaries
is a party.

Note 15: Subsequent Events
Refer to “Note 14: Commitments and Contingencies’ififormation about legal proceedings that commadreafter June 30, 2009.
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