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FORWARD-LOOKING AND CAUTIONARY STATEMENTS

This quarterly report of MBIA Inc., together with its consolidated subsidiaries, (collectively, “MBIA”, the “Company”, “we”, “us” or “our”)
includes statements that are not historical or current facts and are “forward-looking statements” made pursuant to the safe harbor
provisions of the Private Securities Litigation Reform Act of 1995. The words “believe”, “anticipate”, “project”, “plan”, “expect”’, “estimate”,
“intend”, “will likely result”, “looking forward”, or “will continue” and similar expressions identify forward-looking statements. These
statements are subject to certain risks and uncertainties that could cause actual results to differ materially from historical earnings and
those presently anticipated or projected. MBIA cautions readers not to place undue reliance on any such forward-looking statements,
which speak only to their respective dates. We undertake no obligation to publicly correct or update any forward-looking statement if the

Company later becomes aware that such result is not likely to be achieved.

The following are some of the general factors that could affect financial performance or could cause actual results to differ materially from
estimates contained in or underlying the Company’s forward-looking statements:

. increased credit losses or impairments on public finance obligations that National Public Finance Guarantee Corporation
(“National”) insures issued by state, local and territorial governments and finance authorities and other providers of public
services, located in the U.S. or abroad, that are experiencing fiscal stress;

. the possibility that loss reserve estimates are not adequate to cover potential claims;

. a disruption in the cash flow from National or an inability to access the capital markets and our exposure to significant
fluctuations in liquidity and asset values in the global credit markets as a result of collateral posting requirements;

. our ability to fully implement our strategic plan;

. the possibility that MBIA Insurance Corporation will have inadequate liquidity or resources to timely pay claims as a result of
higher than expected losses on certain insured transactions or as a result of a delay or failure in collecting expected
recoveries, which could lead the New York State Department of Financial Services (“NYSDFS”) to put MBIA Insurance
Corporation into a rehabilitation or liquidation proceeding under Article 74 of the New York Insurance Law and/or take such
other actions as the NYSDFS may deem necessary to protect the interests of MBIA Insurance Corporation’s policyholders;

. the impact on our insured portfolios or business operations caused by the global spread of the novel coronavirus COVID-19;

. deterioration in the economic environment and financial markets in the United States or abroad, real estate market
performance, credit spreads, interest rates and foreign currency levels; and

. the effects of changes to governmental regulation, including insurance laws, securities laws, tax laws, legal precedents and
accounting rules.

The above factors provide a summary of and are qualified in their entirety by the risk factors discussed under “Risk Factors” in Part I,
Other Information, Item 1A included in this Quarterly Report on Form 10-Q. In addition, refer to “Note 1: Business Developments and Risk
and Uncertainties” in the Notes to Consolidated Financial Statements included in this Quarterly Report on Form 10-Q for a discussion of
certain risks and uncertainties related to our financial statements.

This quarterly report of MBIA Inc. also includes statements of the opinion and belief of MBIA management which may be forward-looking
statements subject to the preceding cautionary disclosure. Unless otherwise indicated herein, the basis for each statement of opinion or
belief of MBIA management in this report is the relevant industry or subject matter experience and views of certain members of MBIA's
management. Accordingly, MBIA cautions readers not to place undue reliance on any such statements, because like all statements of
opinion or belief they are not statements of fact and may prove to be incorrect. We undertake no obligation to publicly correct or update
any statement of opinion or belief if the Company later becomes aware that such statement of opinion or belief was not or is not then
accurate. In addition, readers are cautioned that each statement of opinion or belief may be further qualified by disclosures set forth
elsewhere in this report or in other disclosures by MBIA.
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PART | FINANCIAL INFORMATION
Item 1. Financial Statements
MBIA INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS (Unaudited)
(In millions except share and per share amounts)

September 30, 2020 December 31, 2019
Assets
Investments:
Fixed-maturity securities held as available-for-sale, at fair value (amortized cost
$2,184 and $2,705) $ 2,374 $ 2,820
Investments carried at fair value 210 209
Investments pledged as collateral, at fair value (amortized cost $6 and $15) 1 10
Short-term investments, at fair value (amortized cost $346 and $423) 347 423
Total investments 2,932 3,462
Cash and cash equivalents 107 75
Premiums receivable (net of allowance for credit losses $4 and $-) 229 249
Deferred acquisition costs 53 60
Insurance loss recoverable 1,798 1,694
Other assets 106 115
Assets of consolidated variable interest entities:
Cash 4 8
Investments held-to-maturity, at amortized cost (fair value $575 and $892) 575 890
Investments carried at fair value 78 83
Loans receivable at fair value 114 136
Loan repurchase commitments 530 486
Other assets 25 26
Total assets $ 6551 $ 7284
Liabilities and Equity
Liabilities:
Unearned premium revenue $ 429 $ 482
Loss and loss adjustment expense reserves 991 901
Long-term debt 2,318 2,228
Medium-term notes (includes financial instruments carried at fair value of $101 and
$108) 686 680
Investment agreements 293 304
Derivative liabilities 228 175
Other liabilities 176 136
Liabilities of consolidated variable interest entities:
Variable interest entity notes (includes financial instruments carried at fair value of
$343 and $403) 1,187 1,539
Total liabilities 6,308 6,445
Commitments and contingencies (Refer to Note 13: Commitments and Contingencies)
Equity:
Preferred stock, par value $1 per share; authorized shares--10,000,000; issued and
outstanding--none - -
Common stock, par value $1 per share; authorized shares--400,000,000; issued
shares--283,433,401 and 283,433,401 283 283
Additional paid-in capital 2,960 2,999
Retained earnings 68 607
Accumulated other comprehensive income (loss), net of tax of $8 and $8 130 (2)
Treasury stock, at cost--229,505,963 and 204,000,108 shares (3,211) (3,061)
Total shareholders’ equity of MBIA Inc. 230 826
Preferred stock of subsidiary 13 13
Total equity 243 839
Total liabilities and equity $ 6,551 $ 7,284

The accompanying notes are an integral part of the consolidated financial statements

1
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MBIA INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS (Unaudited)
(In millions except share and per share amounts)

Revenues
Premiums earned:
Scheduled premiums earned
Refunding premiums earned
Premiums earned (net of ceded premiums of $1, $1, $3 and $4)
Net investment income
Fees and reimbursements
Change in fair value of insured derivatives:
Realized gains (losses) and other settlements on insured derivatives
Unrealized gains (losses) on insured derivatives

Net change in fair value of insured derivatives
Net gains (losses) on financial instruments at fair value and foreign
exchange
Net investment losses related to other-than-temporary impairments:
Other-than-temporary impairments recognized in accumulated other
comprehensive income (loss)
Net investment losses related to other-than-temporary impairments
Net gains (losses) on extinguishment of debt
Other net realized gains (losses)
Revenues of consolidated variable interest entities:
Net investment income
Net gains (losses) on financial instruments at fair value and foreign
exchange
Other net realized gains (losses)
Total revenues
Expenses
Losses and loss adjustment
Amortization of deferred acquisition costs
Operating
Interest
Expenses of consolidated variable interest entities:
Operating
Interest
Total expenses
Income (loss) before income taxes
Provision (benefit) for income taxes
Net income (loss)

Net income (loss) per common share
Basic
Diluted
Weighted average number of common shares outstanding
Basic
Diluted

Three Months Ended September 30,

Nine Months Ended September 30,

2020 2019 2020 2019

$ 14§ 17§ 45 $ 52
2 3 10 13

16 20 55 65

16 27 59 89

2 - 2 1

- (9) - (10)

- 9 - 23

- - - 13

13 44 (26) 40

- - - (37)

- - - (37)

- (1) - (1)

- - - 2

5 10 18 30

@) 76 34 112

23 @) 37 (62)

71 172 179 252

48 (13) 427 89

2 3 7 9

21 23 61 68

43 50 135 154

1 2 4 6

14 18 42 63

129 83 676 389

(58) 89 (497) (137)

- 6 - 8

$ (58) $ 83§ (497) $ (145)
$ (1.11) $ 1.00 $ (7.97) $ (1.75)
$ (1.11) $ 1.00 $ (7.97) $ (1.75)
52,588,533 78,686,542 62,391,826 82,813,523
52,588,533 78,686,542 62,391,826 82,813,523

The accompanying notes are an integral part of the consolidated financial statements.
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MBIA INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS) (Unaudited)

(In millions)
Three Months Ended September 30, Nine Months Ended September 30,
2020 2019 2020 2019
Net income (loss) $ (58) $ 83 $ (497) $ (145)
Other comprehensive income (loss):
Available-for-sale securities with no credit losses:
Unrealized gains (losses) arising during the period 5 39 93 164
Provision (benefit) for income taxes - 1 - -
Total 5 38 93 164
Reclassification adjustments for (gains) losses included
in net income (loss) (9) 8 17) (15)
Available-for-sale securities with credit losses:
Unrealized gains (losses) arising during the period - (32) - (2)
Reclassification adjustments for (gains) losses
included in net income (loss) - (42) - (5)
Foreign currency translation:
Foreign currency translation gains (losses) (2) 1 (3) 1
Instrument-specific credit risk of liabilities measured at
fair value:
Unrealized gains (losses) arising during the period 5 (27) 54 (27)
Reclassification adjustments for (gains) losses
included in net income (loss) 2 3 5 26
Total other comprehensive income (loss) 1 (51) 132 142
Comprehensive income (loss) $ (57) $ 32 $ (365) $ (3)

The accompanying notes are an integral part of the consolidated financial statements.

3
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MBIA INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY (Unaudited)
(In millions except share amounts)

Common shares
Balance at beginning and end of period
Common stock amount
Balance at beginning and end of period
Additional paid-in capital
Balance at beginning of period
Period change
Balance at end of period
Retained earnings
Balance at beginning of period
ASU 2016-13 transition adjustment
Net income (loss)
Balance at end of period
Accumulated other comprehensive income (loss)
Balance at beginning of period
Other comprehensive income (loss)
Balance at end of period
Treasury shares
Balance at beginning of period
Treasury shares acquired under share repurchase program
Other
Balance at end of period
Treasury stock amount
Balance at beginning of period
Treasury shares acquired under share repurchase program
Other
Balance at end of period
Total shareholders’ equity of MBIA Inc.
Balance at beginning of period
Period change
Balance at end of period
Preferred stock of subsidiary shares
Balance at beginning and end of period
Preferred stock of subsidiary amount
Balance at beginning and end of period
Total equity

Three Months Ended September 30,

Nine Months Ended September 30,

2020

2019

2020

2019

283,433,401 283,625,689 283,433,401 283,625,689

$ 283 $ 284 $ 283 $ 284
$ 2959 § 2,995 § 2999 $ 3,025
1 2 (39) (28)

$ 2960 $ 2997 $ 290 $ 2,997
$ 126 738 $ 607 $ 966
- - (42) -
(58) 83 (497) (145)

$ 68 $ 821 $ 68 $ 821
$ 129 $ 37§ 2 $ (156)
1 (51) 132 142
$ 130 $ (14) $ 130 $ (14)
(220,924,081)  (198,824,693)  (204,000,108)  (193,803,976)
(8,582,686) (4,341,232) (26,430,768) (10,273,891)
804 8,166 924,913 920,108
(229,505,963)  (203,157,759)  (229,505,963)  (203,157,759)
$ (3,149) $ (3,014) $ (3,061) $ (3,000)
(62) (39) (198) (93)

- - 48 40
$ (3,211)  $ (3,053) $ (3.211) $ (3,053)
$ 348 $ 1,040 $ 826 $ 1,119
(118) (5) (596) (84)

$ 230 $ 1,035 $ 230 $ 1,035
1,315 1,315 1,315 1,315

$ 13  $ 13 § 13 § 13
$ 243§ 1,048 $ 243§ 1,048

The accompanying notes are an integral part of the consolidated financial statements.
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MBIA INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

(In millions)
Nine Months Ended September 30,
2020 2019
Cash flows from operating activities:
Premiums, fees and reimbursements received $ 20 $ 19
Investment income received 96 143
Insured derivative commutations and losses paid - (11)
Financial guarantee losses and loss adjustment expenses paid (461) (477)
Proceeds from recoveries and reinsurance 69 117
Operating and employee related expenses paid (58) (60)
Interest paid, net of interest converted to principal (67) (144)
Income taxes (paid) received 13 (2)
Net cash provided (used) by operating activities (388) (415)
Cash flows from investing activities:
Purchases of available-for-sale investments (900) (1,759)
Sales of available-for-sale investments 862 1,875
Paydowns and maturities of available-for-sale investments 613 722
Purchases of investments at fair value (137) (129)
Sales, paydowns, maturities and other proceeds of investments at fair value 139 583
Sales, paydowns and maturities (purchases) of short-term investments, net 77 (131)
Sales, paydowns and maturities of held-to-maturity investments 315 -
Paydowns and maturities of loans receivable 11 68
Consolidation of variable interest entities - 72
Deconsolidation of variable interest entities - (2)
(Payments) proceeds for derivative settlements (12) (95)
Net cash provided (used) by investing activities 968 1,204
Cash flows from financing activities:
Proceeds from investment agreements 10 11
Principal paydowns of investment agreements (21) (13)
Principal paydowns of medium-term notes - (57)
Principal paydowns of variable interest entity notes (333) (671)
Principal paydowns of long-term debt - (150)
Purchases of treasury stock (200) (96)
Other financing (8) (12)
Net cash provided (used) by financing activities (552) (988)
Net increase (decrease) in cash and cash equivalents 28 (199)
Cash and cash equivalents - beginning of period 83 280
Cash and cash equivalents - end of period $ 111 $ 81
Reconciliation of net income (loss) to net cash provided (used) by operating activities:
Net income (loss) $ (497) $ (145)
Adjustments to reconcile net income (loss) to net cash provided (used) by operating activities:
Change in:
Premiums receivable 13 40
Deferred acquisition costs 7 9
Accrued investment income 6 19
Unearned premium revenue (53) (88)
Loss and loss adjustment expense reserves 101 (34)
Insurance loss recoverable (105) (249)
Accrued interest payable 102 75
Accrued expenses 25 5
Net investment losses related to other-than-temporary impairments - 37
Unrealized (gains) losses on insured derivatives - (23)
Net (gains) losses on financial instruments at fair value and foreign exchange (8) (152)
Other net realized (gains) losses (37) 60
Other operating 58 31
Total adjustments to net income (loss) 109 (270)
Net cash provided (used) by operating activities $ (388) $ (415)

The accompanying notes are an integral part of the consolidated financial statements.
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MBIA Inc. and Subsidiaries
Notes to Consolidated Financial Statements (Unaudited)

Note 1: Business Developments and Risks and Uncertainties
Summary

MBIA Inc., together with its consolidated subsidiaries, (collectively, “MBIA” or the “Company”) operates within the financial guarantee
insurance industry. MBIA manages three operating segments: 1) United States (“U.S.”) public finance insurance; 2) corporate; and 3)
international and structured finance insurance. The Company’s U.S. public finance insurance business is managed through National
Public Finance Guarantee Corporation (“National”), the corporate segment is operated through MBIA Inc. and several of its subsidiaries,
including its service company, MBIA Services Corporation (“MBIA Services”) and its international and structured finance insurance
business is primarily operated through MBIA Insurance Corporation and its subsidiary (“MBIA Corp.”).

Refer to “Note 10: Business Segments” for further information about the Company’s operating segments.

Business Developments
Puerto Rico

On January 1, 2020 and July 1, 2020, the Commonwealth of Puerto Rico and certain of its instrumentalities (“Puerto Rico”) defaulted on
scheduled debt service for National insured bonds and National paid gross claims in the aggregate of $391 million. As of September 30,
2020, National had $2.9 billion of debt service outstanding related to Puerto Rico. Refer to the “Risks and Uncertainties” section below for
additional information on the Company’s Puerto Rico exposures.

PREPA RSA

In September of 2019, National agreed to join the restructuring support agreement, as amended (“RSA”), with the Puerto Rico Electric
Power Authority (“PREPA”), other monoline insurers, a group of uninsured PREPA bondholders, Puerto Rico, and the Financial Oversight
and Management Board for Puerto Rico (the “Oversight Board”). The Rule 9019 hearing to approve the RSA has been delayed several
times, and most recently was adjourned due to the outbreak of the novel coronavirus COVID-19 (“COVID-19”) until further notice. The
Oversight Board and the Commonwealth submitted a status report to the Title Il court on September 25, 2020, requesting additional time
to review the impact of COVID-19 and other limiting circumstances and seeking to file a further update with the Court on December 9,
2020. The debt restructuring contemplated by the RSA will not be effective until (i) confirmation of a plan of adjustment under the Puerto
Rico Oversight, Management and Economic Stability Act (“PROMESA”), (ii) negotiation and consummation of definitive documentation
and legal opinions, (iii) enactment and implementation of supportive Puerto Rico legislation and (iv) receipt of Puerto Rico regulatory
approval, each of which outcome is uncertain and subject to varying degrees of risk.

GO PSA

On June 17, 2019, the Oversight Board announced it had reached a plan support agreement (“PSA”) with certain Commonwealth General
Obligation (“GO”) bondholders and guaranteed Puerto Rico Buildings Authority (“PBA”) bondholders on a framework for a plan of
adjustment to resolve $35.0 billion worth of debt and unsecured claims against the Commonwealth. On February 9, 2020, the Oversight
Board posted an amended PSA. National and the other monolines are not parties to the amended PSA. On September 9, 2020, the
Oversight Board filed a further court-mandated status report concerning the PSA. The Oversight Board stated that it continued to be
unprepared to propose a schedule for the plan of adjustment and disclosure statement processes to restart due to the uncertainty of the
pandemic, fiscal and economic disruption, the severe drought conditions present in Puerto Rico as well as political and legislative hurdles,
and asserted it was continuing to negotiate with the parties to the amended PSA (“PSA Parties”) on a reduced distribution to creditors. On
October 25, 2020 the Oversight Board provided to the Court a written status update requesting that, due to the current status of the
Oversight Board membership and COVID-19 caseload, active hurricane season, upcoming November elections and ongoing talks with
AAFAF and the PSA parties, the next status update be scheduled for December 4, 2020. On October 28, 2020, the Court ruled that the
Oversight Board must file by February 10, 2021 an informative motion including a term sheet outlining the terms of an amended plan of
adjustment or attaching an amended plan and disclosure statement and including a timetable for remaining important dates leading to
Commonwealth confirmation. The Court also set December 4, 2020 as the next required status update from the Oversight Board.

6
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MBIA Inc. and Subsidiaries
Notes to Consolidated Financial Statements (Unaudited)

Note 1: Business Developments and Risks and Uncertainties (continued)

On October 5, 2020, National filed a motion seeking entry of an order directing an investigation into whether certain hedge funds violated
the Court’s orders by trading in the debtors’ securities, including GO bonds and PBA bonds, during the Title 1l mediation process. On
October 28, 2020, the Court heard argument and denied National’s motion.

Risks and Uncertainties

The Company’s financial statements include estimates and assumptions that affect the reported amounts of assets, liabilities, revenues
and expenses. The outcome of certain significant risks and uncertainties could cause the Company to revise its estimates and
assumptions or could cause actual results to differ materially from the Company’s estimates. The discussion below highlights the
significant risks and uncertainties that could have a material effect on the Company’s financial statements and business objectives in
future periods.

COVID-19

COVID-19, a respiratory disease caused by a new strain of coronavirus, was declared a pandemic by the World Health Organization in
March of 2020 and has spread globally. The pandemic continues to affect a wide range of economic activities, as well as domestic and
global business and financial markets. The impact, scope and duration of the outbreak, and the availability of treatment or vaccine, remain
largely unknown. The attendant governmental policy and social responses, and economic and financial consequences, continue to be the
subject of considerable attention and development. The Company continues to perform all of its traditional operations, including surveilling
and, as necessary, remediating, the credits in its insured portfolios.

Insured portfolios

The Company continues to regularly assess the financial impact of the pandemic on its operating insurance companies’ overall insured
portfolios. It remains challenging to comprehensively quantify, or account for the impact of the outbreak on most of the specific credits
within those portfolios, due to, in part, challenges in determining whether and to what extent the underlying credits will be able or willing to
continue to meet their debt service obligations or avoid long term impairment in this environment. Adverse developments on
macroeconomic factors resulting from the spread of COVID-19, including without limitation reduced economic activity and certainty,
increased unemployment, increased loan defaults or delinquencies, and increased stress on municipal budgets, including due to reduced
tax revenues and the ability to raise taxes or limit spending, could materially and adversely affect the performance of the Company’s
insured portfolios. The impact of the pandemic on National’s financial guarantee credits is likely to vary based on the nature of the taxes,
fees and revenues pledged to debt repayment and their sensitivity to the related slowdown in economic activity. Several of the credits
within National’s insured portfolio have made public pronouncements that the pandemic has had an impact on their economic status,
without yet providing any specific quantification of the impact. The duration of the pandemic, the availability of federal aid to state and local
governments, and the breadth and speed of economic recovery may all contribute to the ultimate degree and length of the economic
stress incurred by the credits in National's and MBIA Corp.’s insured portfolios. Further, any national recession that may result from the
pandemic and its aftermath could present additional but yet unknown credit risks to National’'s and MBIA Corp.’s insured portfolios.

Federal legislation passed to combat the economic impact of the pandemic, principally the $2.7 trillion Coronavirus Aid, Relief, and
Economic Security (“CARES”) Act, included significant aid to public sector issuers including states, territories, healthcare, higher education
and transportation issuers. In addition, the Federal Reserve has announced several actions in furtherance of its mandate from Congress
to promote the stability of the financial system that are directly supportive of the municipal market. It is premature to assess whether these
or any subsequent federal responses will prevent or reduce financial distress in the municipal sector. If the issuers of the obligations in
National’s insured portfolio, including Puerto Rico, are unable to raise taxes, reduce spending, or receive federal assistance, the Company
may experience new or additional losses or impairments on those obligations, which could materially and adversely affect its business,
financial condition and financial results.
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MBIA Inc. and Subsidiaries
Notes to Consolidated Financial Statements (Unaudited)

Note 1: Business Developments and Risks and Uncertainties (continued)

Certain of MBIA Corp.’s structured finance policies, including those in which the underlying principal obligations are comprised of
residential or commercial mortgages and mortgage-backed securities (“MBS”), could be negatively impacted by delays or failures of
borrowers to make payments of principal and interest when due, or delays or moratoriums on foreclosures or enforcement actions with
respect to delinquent or defaulted mortgages imposed by governmental authorities. MBIA Corp. has recorded significant loss reserves on
its residential mortgage-backed securities (“RMBS”) and collateralized debt obligations (“CDO”) exposures, and there can be no
assurance that these reserves will be sufficient if the pandemic causes further deterioration to the economy. These transactions are also
subject to servicer risks, which relate to problems with the transaction’s servicer that could adversely impact performance of the underlying
assets. Additionally, several of the Company’s credits, particularly within its international public finance sector, feature large, near term
debt-service payments, and there can be no assurance that the liquidity position of MBIA Corp. will enable it to satisfy any claims that
arise if the issuers of such credits are unable or unwilling to refinance or repay their obligations. MBIA Corp. has recorded substantial
expected recoveries on certain RMBS transactions, and the forbearance options that mortgage borrowers who were facing financial
difficulties took advantage of under the CARES Act, may delay or impair collections on these recoveries.

Liquidity

The Company continues to monitor its cash and liquid asset resources using cash forecasting and stress-scenario testing. Members of the
Company’s senior management meet regularly to review liquidity metrics, discuss contingency plans and establish target liquidity levels. It
remains premature to predict the full impact the pandemic may have on the Company’s future liquidity position and needs. Declines in the
market value or rating eligibility of assets pledged against the Company’s obligations as a result of credit market deterioration caused by
COVID-19 require additional eligible assets to be pledged in order to meet minimum required collateral amounts against these obligations.
This could require the Company to sell assets, potentially with substantial losses or use free cash or other assets to meet the collateral
requirements, thus negatively impacting the Company’s liquidity position. Associated declines in the yields in its insurance companies’
fixed-income portfolios could materially impact investment income.

U.S. Public Finance Market Conditions

National continues to monitor and remediate its existing insured portfolio and may also pursue strategic alternatives that could enhance
shareholder value. Certain state and local governments and territory obligors that National insures are under financial and budgetary
stress. This could lead to an increase in defaults by such entities on the payment of their obligations and losses or impairments on a
greater number of National’s insured transactions. National monitors and analyzes these situations and other stressed credits closely, and
the overall extent and duration of this stress is uncertain.

MBIA Corp. Insured Portfolio

MBIA Corp.’s primary objectives are to satisfy all claims by its policyholders and to maximize future recoveries, if any, for its senior lending
and surplus note holders, and then its preferred stock holders. MBIA Corp. is executing this strategy by, among other things, pursuing
various actions focused on maximizing the collection of recoveries and by reducing potential losses on its insurance exposures. MBIA
Corp.’s insured portfolio performance could deteriorate and result in additional significant loss reserves and claim payments. MBIA Corp.’s
ability to meet its obligations is limited by available liquidity and its ability to secure additional liquidity through financing and other
transactions. There can be no assurance that MBIA Corp. will be successful in generating sufficient resources to meet its obligations.

Zohar and RMBS Recoveries

Payment of claims on MBIA Corp.’s policies insuring the Class A-1 and A-2 notes issued by Zohar CDO 2003-1, Limited (“Zohar I”) and
Zohar I1 2005-1, Limited (“Zohar II”), entitles MBIA Corp. to reimbursement of such amounts plus interest and expenses and/or to exercise
certain rights and remedies to seek recovery of such amounts. MBIA Corp. anticipates that the primary source of the recoveries will come
from the monetization of the assets of Zohar | and Zohar Il (the “Zohar Assets”), which include, among other things, loans made to, and
equity interests in, companies that, until late March of 2020, were purportedly controlled and managed by the sponsor and former
collateral manager of Zohar | and Zohar Il (the “Zohar Sponsor”). In late March of 2020, the Zohar Sponsor resigned as director and
manager of all but one portfolio company, and new directors and managers are currently in place at all but two portfolio companies, which
are all subject to a monetization process approved by the Court. However, there can be no assurance that the monetization of the Zohar
Assets will yield amounts sufficient to permit MBIA Corp. to recover a substantial portion of the payments it made on Zohar | and Zohar II.
In particular, as the monetization process unfolds in coordination with the new directors and managers in place, and new information
concerning the financial condition of the portfolio companies is disclosed, the Company may revise its expectations for recoveries. For
example, at a June 3, 2020 hearing, counsel for one of the portfolio companies announced that the monetization process for that company
would be delayed as a consequence of having to investigate issues relating to the integrity of the company’s financial statements.
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Note 1: Business Developments and Risks and Uncertainties (continued)

MBIA Corp. also projects to collect excess spread from insured RMBS, and to recover proceeds from Credit Suisse Securities (USA) LLC
and DLJ Mortgage Capital, Inc. (collectively, “Credit Suisse”) arising from its failure to repurchase ineligible loans that were included in a
Credit Suisse sponsored RMBS transaction. However, the amount and timing of these recoveries and collections are uncertain.

Failure to collect its expected recoveries could impede MBIA Corp.’s ability to make payments when due on other policies. MBIA Corp.
believes that if the New York State Department of Financial Services (“NYSDFS”) concludes at any time that MBIA Insurance Corporation
will not be able to pay its policyholder claims, the NYSDFS would likely put MBIA Insurance Corporation into a rehabilitation or liquidation
proceeding under Article 74 of the New York Insurance Law (“NYIL”) and/or take such other actions as the NYSDFS may deem necessary
to protect the interests of MBIA Insurance Corporation’s policyholders. The determination to commence such a proceeding or take other
such actions is within the exclusive control of the NYSDFS.

Given the separation of MBIA Inc. and MBIA Corp. as distinct legal entities, the absence of any cross defaults between the entities and the
lack of reliance by MBIA Inc. on MBIA Corp. for dividends, the Company does not believe that a rehabilitation or liquidation proceeding
with respect to MBIA Insurance Corporation would have any significant liquidity impact on MBIA Inc. Such a proceeding could have
material adverse consequences for MBIA Corp., including the termination of insured credit default swaps (“CDS”) and other derivative
contracts for which counterparties may assert market-based claims, the acceleration of debt obligations issued by affiliates and insured by
MBIA Corp., the loss of control of MBIA Insurance Corporation to a rehabilitator or liquidator, and unplanned costs.

Refer to “Note 5: Loss and Loss Adjustment Expense Reserves” for additional information about MBIA Corp.’s recoveries.

Corporate Liquidity

Based on the Company’s projections of National’s dividends and other cash inflows, the Company expects that MBIA Inc. will have
sufficient cash to satisfy its debt service and general corporate needs. However, MBIA Inc. continues to have liquidity risk that could be
caused by interruption of or reduction in dividends, deterioration in the performance of invested assets, impaired access to the capital
markets, as well as other factors, which are not anticipated at this time. Furthermore, failure by MBIA Inc. to settle liabilities that are
insured by MBIA Corp. could result in claims on MBIA Corp.

Note 2: Significant Accounting Policies

The Company has disclosed its significant accounting policies in “Note 2: Significant Accounting Policies” in the Notes to Consolidated
Financial Statements included in the Company’s Annual Report on Form 10-K for the year ended December 31, 2019. The following
significant accounting policies provide an update to those included in the Company’s Annual Report on Form 10-K.

Basis of Presentation

The accompanying unaudited consolidated financial statements have been prepared in accordance with the instructions to Form 10-Q and
Article 10 of Regulation S-X and, accordingly, do not include all of the information and disclosures required by accounting principles
generally accepted in the United States of America (“GAAP”) for annual periods. These statements should be read in conjunction with the
consolidated financial statements and notes thereto included in the Annual Report on Form 10-K for the year ended December 31, 2019.
The accompanying consolidated financial statements have not been audited by an independent registered public accounting firm in
accordance with the standards of the Public Company Accounting Oversight Board (U.S.), but in the opinion of management such
financial statements include all adjustments, consisting only of normal recurring adjustments, necessary for the fair statement of the
Company’s consolidated financial position and results of operations. All material intercompany balances and transactions have been
eliminated.

The preparation of financial statements requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosures of contingent assets and liabilities at the date of the financial statements, and the reported amounts
of revenues and expenses during the reporting period. Actual results could differ from those estimates. As additional information becomes
available or actual amounts become determinable, the recorded estimates are revised and reflected in operating results.

The results of operations for the three and nine months ended September 30, 2020 may not be indicative of the results that may be
expected for the year ending December 31, 2020. The December 31, 2019 consolidated balance sheet was derived from audited financial
statements, but does not include all disclosures required by GAAP for annual periods.
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Note 2: Significant Accounting Policies (continued)

Investments

The Company classifies its investments as available-for-sale (“AFS”), held-to-maturity (‘HTM”), or trading. AFS investments are reported
in the consolidated balance sheets at fair value with non-credit related unrealized gains and losses, net of applicable deferred income
taxes, reflected in accumulated other comprehensive income (loss) (“AOCI”) in shareholders’ equity. The specific identification method is
used to determine realized gains and losses on AFS securities. HTM investments, for which the Company has the ability and intent to hold
such investments to maturity, are reported in the consolidated balance sheets at amortized cost (net of an allowance for credit losses).
Investments carried at fair value consist of equity instruments, and certain investments elected under the fair value option, or classified as
trading. Short-term investments held as AFS include all fixed-maturity securities with a remaining maturity of less than one year at the date
of purchase, commercial paper and money market securities. Changes in fair value of investments carried at fair value and realized gains
and losses from the sale of investment securities are reflected in earnings as part of “Net gains (losses) on financial instruments at fair
value and foreign exchange” on the Company’s consolidated statements of operations.

Investment income is recorded as earned which includes the current period interest accruals deemed collectible. Accrued interest income
is recorded as part of “Other assets” on the Company’s consolidated balance sheets. Bond discounts and premiums are amortized using
the effective yield method over the remaining term of the securities and reported in “Net investment income” on the Company’s
consolidated statements of operations. However, premiums on certain callable debt securities are amortized to the earliest call date. For
MBS and asset-backed securities (“ABS”), discounts and premiums are amortized using the retrospective or prospective method.

Effective January 1, 2020, accrued interest income on debt securities is not assessed for credit losses as the Company reverses any past
due accrued interest income and charges it against net investment income. Interest income is subsequently recognized to the extent cash
is received.

Credit Losses on Debt Securities

For AFS debt securities, the Company’s consolidated statements of operations reflect the full impairment (the difference between a
security’s amortized cost basis and fair value) if the Company intends to sell or would more likely than not be required to sell before the
expected recovery of the amortized cost basis. For AFS debt securities in an unrealized loss position and HTM debt securities that the
Company has the intent and ability to hold, the securities are evaluated on a quarterly basis to determine if a credit loss exists. The
Company considers a credit loss exists when the Company does not expect to recover the entire amortized cost basis of the debt security.
The Company measures the allowance for credit loss on a security-by-security basis as the difference between the recorded investment
and the present value of the cash flows expected to be collected, discounted at the instrument’s effective interest rate. In the event of a
credit loss, only the amount of impairment associated with the credit loss is recognized in income and reflected in earnings as part of
“Other net realized gains (losses)” on the Company’s statements of operations.

Effective January 1, 2020, the Company no longer records impairment for credit losses as adjustments to the amortized cost of the debt
securities, but rather records an allowance for credit loss. For AFS debt securities, adjustments to the amortized cost basis are recorded if
there is an intent to sell before recovery from impairment. For debt securities with an allowance for credit loss, changes in credit losses
including accretion of the allowance for credit losses are recognized through other net realized gains (losses) as discussed above.

Financial Guarantee Insurance Premiums

The Company has disclosed its financial guarantee insurance premiums in “Note 2: Significant Accounting Policies” and “Note: 5
Insurance Premiums” in the Notes to Consolidated Financial Statements included in the Company’s Annual Report on Form 10-K for the
year ended December 31, 2019. Below is an update on the Company’s premium receivables accounting policy.

Credit Losses on Premium Receivables

The Company evaluates the collectability of outstanding premium receivables on a quarterly basis and measures any allowance for credit
losses as the difference between the receivable amounts compared to the projected net present value of premiums expected to be
collected, discounted at the effective interest rate which is the risk-free rate for the insurance contracts. The estimation of the allowance for
credit losses involves substantial judgment, requires forecasting cash flows, and incorporates any historical experience of uncollectible
balances, future performance of the transaction’s underlying assets, certain macro-economic factors and each transaction’s liability
structure, including the seniority of premium payments to the Company.
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Note 3: Recent Accounting Pronouncements
Recently Adopted Accounting Standards
Financial Instruments-Credit Losses (Topic 326): Measurement of Credit Losses on Financial Instruments (ASU 2016-13)

In June of 2016, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) 2016-13, “Financial
Instruments-Credit Losses (Topic 326): Measurement of Credit Losses on Financial Instruments.” ASU 2016-13 requires financing
receivables and other financial assets measured at amortized cost to be presented at the net amount expected to be collected by
recording an allowance for credit losses with changes in the allowance recorded as credit loss expense or a reversal of credit loss
expense based on management’s current estimate of expected credit losses each period. ASU 2016-13 does not apply to credit losses on
financial guarantee insurance contracts within the scope of Accounting Standards Codification Topic 944, “Financial Services-Insurance.”
ASU 2016-13 also makes targeted amendments to the current impairment model for AFS debt securities, which include requiring the
recognition of an allowance rather than a direct write-down of the investment’s cost basis. An allowance on an AFS investment may be
reversed in the event that the credit quality of the issuer improves. The new guidance also replaces the model for purchased credit
impaired debt securities and requires the establishment of an allowance for credit losses at acquisition of such securities by grossing up
the purchase price when recording the initial amortized cost. ASU 2016-13 is effective for interim and annual periods beginning January 1,
2020 with early adoption permitted beginning January 1, 2019. ASU 2016-13 is applied on a modified retrospective basis except that
prospective application is applied to AFS debt securities with other-than-temporary impairments (“OTTI”) recognized before the date of
adoption.

The Company adopted ASU 2016-13 in its entirety as of January 1, 2020. For financial assets held by the Company and measured at
amortized cost, which primarily include HTM debt securities, premiums receivable, accrued investment income and reinsurance
recoverables, the Company’s aggregate cumulative-effect adjustment, net of tax, related to allowances for credit losses as of the date of
adoption was a $42 million reduction in retained earnings. In addition, the Company updated its models and implemented or modified
processes and controls necessary for the proper identification, measurement and recording of expected credit losses on financial assets
within the scope of ASU 2016-13.

Fair Value Measurement (Topic 820): Disclosure Framework—Changes to the Disclosure Requirements for Fair Value Measurement
(ASU 2018-13)

In August of 2018, the FASB issued ASU 2018-13, “Fair Value Measurement (Topic 820): Disclosure Framework—Changes to the
Disclosure Requirements for Fair Value Measurement.” ASU 2018-13 modifies the disclosure requirements on fair value measurements.
ASU 2018-13 was effective for interim and annual periods beginning January 1, 2020 with early adoption permitted to remove or modify
disclosures upon issuance of the standard and delay adoption of the additional disclosures until the effective date. Since the amendments
of ASU 2018-13 only impact disclosure requirements, the adoption of ASU 2018-13 did not impact the Company’s consolidated financial
statements. The Company adopted the amendments of ASU 2018-13 in its entirety as of January 1, 2020. The adoption of ASU 2018-13
only impacted the fair value disclosures within the Company’s consolidated financial statements and did not impact amounts reported on
the Company’s balance sheet, statement of operations, statement of comprehensive income or statement of cash flows.

Income Taxes (Topic 740): Simplifying the Accounting for Income Taxes (ASU 2019-12)

As previously disclosed in the Company’s Annual Report on Form 10-K for the year ended December 31, 2019, in the fourth quarter of
2019, the Company adopted ASU 2019-12, “Income Taxes (Topic 740): Simplifying the Accounting for Income Taxes” as of January 1,
2019. As a result of adopting ASU 2019-12, the Company revised its previously reported amounts for the three and nine months ended
September 30, 2019. For the three months ended September 30, 2019, the Company previously reported an income tax provision and net
income of $18 million and $71 million, respectively, which were revised to $6 million and $83 million, respectively. In addition, for the three
months ended September 30, 2019, the Company previously reported net income per basic and diluted common share of $0.86 which
was revised to $1.00 per basic and diluted common share. For the nine months ended September 30, 2019, the Company previously
reported an income tax benefit and a net loss of $21 million and $116 million, respectively, which were revised to an income tax provision
and a net loss of $8 million and $145 million, respectively. In addition, for the nine months ended September 30, 2019, the Company
previously reported a net loss per basic and diluted common share of $1.40 which was revised to a $1.75 net loss per basic and diluted
common share. There was no impact to the Company’s consolidated shareholders’ equity.

The Company has not adopted any other new accounting pronouncements that had a material impact on its consolidated financial
statements.
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Note 3: Recent Accounting Pronouncements (continued)

Recent Accounting Developments
Reference Rate Reform (Topic 848): Facilitation of the Effects of Reference Rate Reform on Financial Reporting (ASU 2020-04)

In March of 2020, the FASB issued ASU 2020-04, “Reference Rate Reform (Topic 848): Facilitation of the Effects of Reference Rate
Reform on Financial Reporting.” ASU 2020-04 provides optional expedients and exceptions for applying GAAP to contract modifications
and hedging relationships, subject to meeting certain criteria that reference London Interbank Offered Rate (“LIBOR”) and another rate
that is expected to be discontinued. ASU 2020-04 is effective as of March 12, 2020 through December 31, 2022. The Company is
evaluating the impact of adopting ASU 2020-04.

Note 4: Variable Interest Entities

Primarily through MBIA'’s international and structured finance insurance segment, the Company provides credit protection to issuers of
obligations that may involve issuer-sponsored special purpose entities (“SPEs”). An SPE may be considered a variable interest entity
(“VIE”) to the extent the SPE’s total equity at risk is not sufficient to permit the SPE to finance its activities without additional subordinated
financial support or its equity investors lack any one of the following characteristics: (i) the power to direct the activities of the SPE that
most significantly impact the entity’s economic performance or (ii) the obligation to absorb the expected losses of the entity or the right to
receive the expected residual returns of the entity. A holder of a variable interest or interests in a VIE is required to assess whether it has a
controlling financial interest, and thus is required to consolidate the entity as primary beneficiary. An assessment of a controlling financial
interest identifies the primary beneficiary as the variable interest holder that has both of the following characteristics: (i) the power to direct
the activities of the VIE that most significantly impact the entity’s economic performance and (i) the obligation to absorb losses of the
entity or the right to receive benefits from the entity that could potentially be significant to the VIE. The primary beneficiary is required to
consolidate the VIE. An ongoing reassessment of controlling financial interest is required to be performed based on any substantive
changes in facts and circumstances involving the VIE and its variable interests.

The Company evaluates issuer-sponsored SPEs initially to determine if an entity is a VIE, and is required to reconsider its initial
determination if certain events occur. For all entities determined to be VIEs, MBIA performs an ongoing reassessment to determine
whether its guarantee to provide credit protection on obligations issued by VIEs provides the Company with a controlling financial interest.
Based on its ongoing reassessment of controlling financial interest, the Company determines whether a VIE is required to be consolidated
or deconsolidated.

The Company makes its determination for consolidation based on a qualitative assessment of the purpose and design of a VIE, the terms
and characteristics of variable interests of an entity, and the risks a VIE is designed to create and pass through to holders of variable
interests. The Company generally provides credit protection on obligations issued by VIEs, and holds certain contractual rights according
to the purpose and design of a VIE. The Company may have the ability to direct certain activities of a VIE depending on facts and
circumstances, including the occurrence of certain contingent events, and these activities may be considered the activities of a VIE that
most significantly impact the entity’s economic performance. The Company generally considers its guarantee of principal and interest
payments of insured obligations, given nonperformance by a VIE, to be an obligation to absorb losses of the entity that could potentially be
significant to the VIE. At the time the Company determines it has the ability to direct the activities of a VIE that most significantly impact
the economic performance of the entity based on facts and circumstances, MBIA is deemed to have a controlling financial interest in the
VIE and is required to consolidate the entity as primary beneficiary. The Company performs an ongoing reassessment of controlling
financial interest that may result in consolidation or deconsolidation of any VIE.
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Note 4: Variable Interest Entities (continued)

Consolidated VIEs

The carrying amounts of assets and liabilities of consolidated VIEs was $1.3 billion and $1.2 billion, respectively, as of September 30,
2020 and $1.6 billion and $1.5 billion, respectively, as of December 31, 2019. The carrying amounts of assets and liabilities are presented
separately in “Assets of consolidated variable interest entities” and “Liabilities of consolidated variable interest entities” on the Company’s
consolidated balance sheets. VIEs are consolidated or deconsolidated based on an ongoing reassessment of controlling financial interest,
when events occur or circumstances arise, and whether the ability to exercise rights that constitute power to direct activities of any VIEs
are present according to the design and characteristics of these entities. In the third quarters of 2020 and 2019, there were no
consolidation or deconsolidation of VIEs by the Company. In the first quarter of 2020, the Company deconsolidated one structured finance
VIE due to the prepayment of the outstanding notes of the VIE. Also, in the first quarter of 2020, the Puerto Rico Sales Tax Financing
Corporation (“COFINA”) Trusts established in 2019 (the “Trusts”) were legally dissolved and the seven related VIEs were deconsolidated.
There was no impact to the Company’s consolidated statement of operations for the first quarter of 2020 due to the deconsolidation of
these VIEs. In the first quarter of 2019, the Company consolidated seven VIEs related to the Trusts established in connection with the
COFINA Plan of Adjustment. On the initial consolidation of the Trusts, the Company recorded a loss of $42 million, representing the
difference between the fair value of the Company’s financial guarantee within the Trusts and the carrying value of the insurance related
balances on the COFINA policies. During 2019, all of the uninsured bonds held in the Trusts were sold and the proceeds were used to
reduce National’s obligations under its original insurance policies upon passing the proceeds through the Trusts to certificate holders. In
addition, in 2019, National elected to make a voluntary additional payment in the amount of $66 million with the effect of simultaneously
reducing the Trust's obligations to zero and satisfying in full the obligations under its original insurance policies. In the second quarter of
2020, there were no consolidation or deconsolidation of VIEs by the Company. In the second quarter of 2019, two VIEs were
deconsolidated as a result of the termination of the Company’s insurance policies related to those VIEs and the Company recorded losses
of $16 million primarily due to credit losses in AOCI that were released to earnings. Consolidation and deconsolidation gains and losses
are recorded within “Other net realized gains (losses)” under “Revenues of consolidated variable interest entities” on the Company’s
consolidated statements of operations.

In addition, subsequent to September 30, 2020, one structured finance VIE was deconsolidated due to the prepayment of the outstanding
notes of the VIE, resulting in a reduction in VIE assets and liabilities of approximately $575 million. As of September 30, 2020, the
allowance for credit losses on HTM assets held by the VIE was reduced to zero. Refer to “Note 7: Investments” for further information on
credit losses on investments.

Holders of insured obligations of issuer-sponsored VIEs do not have recourse to the general assets of the Company. In the event of
nonpayment of an insured obligation issued by a consolidated VIE, the Company is obligated to pay principal and interest, when due, on
the respective insured obligation only. The Company’s exposure to consolidated VIEs is limited to the credit protection provided on insured
obligations and any additional variable interests held by the Company.

Nonconsolidated VIEs

The following tables present the Company’s maximum exposure to loss for nonconsolidated VIEs and carrying values of the assets and
liabilities for its interests in these VIEs in its insurance operations as of September 30, 2020 and December 31, 2019. The amounts
included under the headings for the carrying value of assets and liabilities represent amounts reported within the applicable financial
statement line items on the Company’s consolidated balance sheets. The maximum exposure to loss as a result of MBIA’s variable
interests in VIEs is represented by insurance in force. Insurance in force is the maximum future payments of principal and interest which
may be required under commitments to make payments on insured obligations issued by nonconsolidated VIEs. The Company has
aggregated nonconsolidated VIEs based on the underlying credit exposure of the insured obligation. The nature of the Company’s variable
interests in nonconsolidated VIEs is related to financial guarantees and any investments in obligations issued by nonconsolidated VIEs.

September 30, 2020

Carrying Value of Assets Carrying Value of Liabilities
Loss and Loss
Maximum Unearned Adjustment
Exposure Premiums Insurance Loss Premium Expense
In millions to Loss Investments Receivable Recoverable Revenue Reserves
Insurance:
Global structured finance:
Mortgage-backed residential $ 1,921 $ 21 $ 17 $ 104 § 15 $ 495
Consumer asset-backed 313 - 1 1 1 17
Corporate asset-backed 787 - 5 458 6 2
Total global structured finance 3,021 21 23 563 22 514
Global public finance 1,890 - 6 - 7 1
Total insurance $ 4911 $ 21 $ 29 $ 563 $ 29 $ 515
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Note 4: Variable Interest Entities (continued)

December 31, 2019

Carrying Value of Assets Carrying Value of Liabilities
Loss and Loss
Maximum Unearned  Adjustment
Exposure Premiums Insurance Loss Premium Expense
In millions to Loss Investments Receivable _Recoverable Revenue Reserves
Insurance:
Global structured finance:
Mortgage-backed residential $ 2,253 $ 15 $ 19 §$ 107 $ 16 $ 436
Mortgage-backed commercial 26 - - - - -
Consumer asset-backed 384 - 1 1 1 11
Corporate asset-backed 937 - 6 673 7 -
Total global structured finance 3,600 15 26 781 24 447
Global public finance 1,926 - 8 - 9 -
Total insurance $ 5526 $ 15 $ 34 $ 781§ 33 § 447

Note 5: Loss and Loss Adjustment Expense Reserves
U.S. Public Finance Insurance

U.S. public finance insured transactions consist of municipal bonds, including tax-exempt and taxable indebtedness of U.S. political
subdivisions, as well as utilities, airports, health care institutions, higher educational facilities, housing authorities and other similar
agencies and obligations issued by private entities that finance projects that serve a substantial public purpose. The Company estimates
future losses by using probability-weighted cash flow scenarios that are customized to each insured transaction. Future loss estimates
consider debt service due for each insured transaction, which includes par outstanding and interest due, as well as recoveries for such
payments, if any. Gross par outstanding for capital appreciation bonds represents the par amount at the time of issuance of the insurance

policy.

Certain state and local governments and territory obligors that National insures are under financial and budgetary stress. In addition, the
COVID-19 pandemic may present additional but unknown credit risks to National’s insured portfolio. Puerto Rico had been experiencing
significant fiscal stress and constrained liquidity, and in response, the U.S. Congress passed PROMESA. In formulating loss reserves, the
Company considers the following: environmental and political impacts; litigation; ongoing discussions with creditors; timing and amount of
debt service payments and future recoveries; existing proposed restructuring plans or agreements; and deviations from these proposals in
its probability-weighted scenarios. In September of 2019, National agreed to join the RSA with PREPA, other monoline insurers, a group
of uninsured PREPA bondholders, Puerto Rico, and the Oversight Board. Refer to “Note 1: Business Developments and Risk and
Uncertainties”, for further information on COVID-19 and the Company’s Puerto Rico exposures.

Recoveries on Puerto Rico Losses

For recoveries on paid Puerto Rico losses, the estimates include assumptions related to the following: economic conditions and trends;
political developments; the Company’s ability to enforce contractual rights through litigation and otherwise; discussions with other creditors
and the obligors, any existing proposals; and the remediation strategy for an insured obligation that has defaulted or is expected for
default.

International and Structured Finance Insurance

The international and structured finance insurance segment’s case basis reserves and insurance loss recoveries recorded in accordance
with GAAP do not include estimates for a policy insuring a credit derivative or on financial guarantee VIEs that are eliminated in
consolidation. The policy insuring a credit derivative contract is accounted for as a derivative and is carried at fair value in the Company’s
consolidated financial statements. The fair value of the insured credit derivative contract is influenced by a variety of market and
transaction-specific factors that may be unrelated to potential future claim payments under the Company’s insurance policy. Refer to “Note
8: Derivative Instruments” for a further discussion of the Company’s use of derivatives and their impact on the Company’s consolidated
financial statements. In addition, COVID-19 may present additional but unknown credit risks to MBIA Corp.’s insured portfolio. Refer to
“Note 1: Business Developments and Risk and Uncertainties”, for further information on COVID-19.
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Note 5: Loss and Loss Adjustment Expense Reserves (continued)

RMBS Case Basis Reserves (Financial Guarantees)

The Company’s RMBS reserves and recoveries relate to financial guarantee insurance policies, excluding those on consolidated VIEs.
The Company’s first-lien RMBS case basis reserves primarily relate to RMBS backed by alternative A-paper and subprime mortgage
loans. The Company’s second-lien RMBS case basis reserves relate to RMBS backed by home equity lines of credit and closed-end
second mortgages. The Company calculated RMBS case basis reserves as of September 30, 2020 for both first and second-lien RMBS
transactions using a process called the Roll Rate Methodology (“Roll Rate Methodology”). The Roll Rate Methodology is a multi-step
process using databases of loan level information, proprietary internal cash flow models, and commercially available models to estimate
potential losses and recoveries on insured bonds. Roll Rate is defined as the probability that current loans become delinquent and
subsequently default and loans in the delinquent pipeline are charged-off or liquidated. The loss reserve estimates are based on a
probability-weighted average of multiple scenarios of loan losses. Additional data used for both second and first-liens include historic
averages of deal specific voluntary prepayment rates, forward projections of the LIBOR interest rates, and historic averages of deal-
specific loss severities. In addition, for second-lien RMBS backed by home equity lines of credit, the Company assumes a constant basis
spread between Prime and LIBOR interest rates.

In calculating ultimate cumulative losses for RMBS, the Company estimates the amount of second-lien loans that are expected to be
charged-off (deemed uncollectible by servicers of the transactions) and, for first-lien RMBS, the Company estimates the amount of loans
that are expected to be liquidated in the future through foreclosure or short sale. The time to liquidation for a defaulted loan is specific to
the loan’s delinquency bucket.

For all RMBS transactions, cash flow models consider allocations and other structural aspects and claims against MBIA Corp.’s insurance
policy consistent with such policy’s terms and conditions. The estimated net claims from the procedure above are then discounted using a
risk-free rate to a net present value reflecting MBIA’s general obligation to pay claims over time and not on an accelerated basis.

The Company monitors RMBS portfolio performance on a monthly basis against projected performance, reviewing delinquencies, roll
rates, and prepayment rates (including voluntary and involuntary). However, loan performance remains difficult to predict and losses may
exceed expectations. In the event of a material deviation in actual performance from projected performance, the Company would increase
or decrease the case basis reserves accordingly and re-evaluate its assumptions.

RMBS Recoveries

The Company primarily records two types of recoveries related to insured RMBS exposures: excess spread that is generated from the
trust structures in the insured transactions; and second-lien “put-back” claims related to those mortgage loans whose inclusion in an
insured securitization failed to comply with representations and warranties (“ineligible loans”).

Excess Spread

Excess spread within insured RMBS securitizations is the difference between interest inflows on mortgage loan collateral and interest
outflows on the insured RMBS notes. The aggregate amount of excess spread depends on the future loss trends, which include future
delinquency trends, average time to charge-off/liquidate delinquent loans, the future spread between Prime and the LIBOR interest rates,
and borrower refinancing behavior (which may be affected by changes in the interest rate environment) that results in voluntary
prepayments. Excess spread also includes subsequent recoveries on previously charged-off loans associated with insured second-lien
RMBS securitizations.

Second-lien Put-Back Claims Related to Ineligible Loans

The Company has settled the majority of its put-back claims relating to the inclusion of ineligible loans in securitizations it insured. Only its
claims against Credit Suisse remain outstanding. Credit Suisse has challenged the Company’s assessment of the ineligibility of individual
mortgage loans and a trial concerning the dispute was held in July and August of 2019. While the Company’s settlement amounts on its
prior put-back claims have been consistent with the put-back recoveries that had been included in the Company’s financial statements at
the times preceding the settlements, there can be no assurance that the Company will prevail in its litigation against Credit Suisse.
However, based on the Company’s assessment of the strength of its contractual put-back rights against Credit Suisse, as well as on its
prior settlements with other sellers/servicers and success of other monolines’ put-back settlements, the Company believes it will prevail in
enforcing its contractual rights and that it is entitled to collect the full amount of its incurred losses plus contractual interest due. The
Company consolidates the RMBS securitization originated by Credit Suisse as a VIE and, therefore, eliminates its estimate of recoveries
from its insurance accounting and reflects such recoveries in its accounting for the loan repurchase commitments asset of the VIE using a
measurement process similar to that used for insurance accounting.
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Note 5: Loss and Loss Adjustment Expense Reserves (continued)

The uncertainty remaining with respect to the ultimate outcome of the litigation with Credit Suisse is contemplated in the probability-
weighted scenario based-modeling the Company uses. The Credit Suisse recovery scenarios are based on certain probabilities of ultimate
resolution of the dispute with Credit Suisse and the fair values are determined using discounted cash flow models.

The Company continues to consider relevant facts and circumstances in developing its assumptions on expected cash inflows, probability
of potential recoveries (including the timing and outcome of the litigation) and recovery period. While the Company believes it will be
successful in realizing its recoveries from its put-back contract claims against Credit Suisse, the ultimate amount recovered may be
materially different from that recorded by the Company given the inherent uncertainty of the manner of resolving the claims (i.e., litigation
and/or negotiated out-of-court settlement) and the assumptions used in the required estimation process for accounting purposes which are
based, in part, on judgments and other information that are not easily corroborated by historical data or other relevant benchmarks. Refer
to “Note 13: Commitments and Contingencies” for further information about the Company’s litigation with Credit Suisse.

CDO Reserves and Recoveries

The Company also has loss and loss adjustment expense (“LAE”) reserves on certain transactions within its CDO portfolio, primarily its
multi-sector CDO asset class that was insured in the form of financial guarantee policies. MBIA’s insured multi-sector CDOs are
transactions that include a variety of collateral ranging from corporate bonds to structured finance assets (which includes, but are not
limited to, RMBS, commercial mortgage-backed securities (“CMBS,”) ABS and CDO collateral). The Company’s process for estimating
reserves and credit impairments on these policies is determined as the present value of the probability-weighted potential future losses,
net of estimated recoveries, across multiple scenarios. The Company considers several factors when developing the range of potential
outcomes and their impact on MBIA. A range of loss scenarios is considered under different default and severity rates for each
transaction’s collateral. Additionally, each transaction is evaluated for its commutation potential.

Zohar Recoveries

MBIA Corp. is seeking to recover the payments it made (plus interest and expenses) with respect to Zohar | and Zohar Il. In March of
2018, the then-director of Zohar | and Zohar Il placed those funds into voluntary bankruptcy proceedings in federal bankruptcy court in the
District of Delaware (the “Zohar Funds Bankruptcy Cases”). In May of 2018, MBIA and certain parties to the Zohar Funds Bankruptcy
Cases agreed to a stay of litigation and a process, among other things (the “Zohar Bankruptcy Settlement”) by which the debtor funds,
through an independent director and a chief restructuring officer, would work with the original sponsor of the funds to monetize the Zohar
Assets and repay creditors, including MBIA Corp. While the stay of litigation provided for in the Zohar Bankruptcy Settlement has expired,
the court has ruled that the monetization process will continue, a decision that was affirmed by the federal District Court for the District of
Delaware in July of 2020.

While MBIA Corp. anticipates that the primary source of the recoveries will come from the monetization of the Zohar Assets, significant
uncertainty remains with respect to realizable value. Notably, one of the portfolio companies, Dura Automotive Systems, LLC, and certain
of its affiliates, filed for bankruptcy protection in the fall of 2019 and the Company no longer projects any recovery on the Zohar debtors’
substantial debt and equity interests in the Dura debtors. In late March of 2020, the original sponsor of the Zohar Funds resigned from her
role as director and manager of all the portfolio companies, except for Dura, which companies have debt and equity that comprise, in part,
the Zohar Assets. New directors and managers are currently in place at all but two of the portfolio companies, which are all subject to the
above-referenced monetization process. There can be no assurance, however, that the recent coronavirus outbreak and/or other
developments will not cause the monetization of the Zohar Assets to be delayed or impacted. Salvage and subrogation recoveries related
to Zohar | and Zohar Il are reported within “Insurance loss recoverable” on the Company’s consolidated balance sheet. The Company’s
estimate of the insurance loss recoverable for Zohar | and Zohar Il includes probability-weighted scenarios of the ultimate monetized
recovery from the Zohar Assets.

Notwithstanding the procedures agreed to in the Zohar Bankruptcy Settlement and confirmed by the court, there can be no assurance that
the monetization of the Zohar Assets will yield amounts sufficient to permit MBIA Corp. to recover a substantial portion of the payments it
made on Zohar | and Zohar Il. In particular, as the monetization process unfolds in coordination with the new directors and managers in
place, and new information concerning the financial condition of the portfolio companies is disclosed, the Company may revise its
expectations for recoveries. For example, at a June 3, 2020 hearing, counsel for one of the portfolio companies announced that the
monetization process for that company would be delayed as a consequence of having to investigate issues relating to the integrity of the
company’s financial statements. Failure to recover a substantial portion of the payments made on Zohar | and Zohar Il could impede MBIA
Corp.’s ability to make payments when due on other policies. MBIA Corp. believes that if the NYSDFS concludes at any time that MBIA
Insurance Corporation will not be able to pay its policyholder claims, the NYSDFS would likely put MBIA Insurance Corporation into a
rehabilitation or liquidation proceeding under Article 74 of the NYIL and/or take such other actions as the NYSDFS may deem necessary
to protect the interests of MBIA Insurance Corporation’s policyholders. The determination to commence such a proceeding or take other
such actions is within the exclusive control of the NYSDFS.
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Note 5: Loss and Loss Adjustment Expense Reserves (continued)

Summary of Loss and LAE Reserves and Recoveries

The Company'’s loss and LAE reserves and recoveries before consolidated VIE eliminations, along with amounts that were eliminated as a
result of consolidating VIEs for the international and structured finance insurance segment, which are included in the Company’s
consolidated balance sheets as of September 30, 2020 and December 31, 2019 are presented in the following table:

As of September 30,
As of December 31, 2019

In millions Balance Sheet Line Item Balance Sheet Line Item
Insurance Loss and Insurance Loss and
loss LAE loss LAE
recoverable reserves (2 recoverable reserves (2
U.S. Public Finance Insurance $ 1,233 $ 454 $ 911 $ 432
International and Structured Finance Insurance:
Before VIE eliminations® 1,116 791 1,286 749
VIE eliminations® (551) (254) (503) (280)
Total international and structured finance insurance 565 537 783 469
Total $ 1,798 $ 991 $ 1,694 $ 901

(1) - Includes loan repurchase commitments of $530 million and $486 million as of September 30, 2020 and December 31, 2019, respectively.
(2) - Amounts are net of expected recoveries.

Changes in Loss and LAE Reserves

The following table presents changes in the Company’s loss and LAE reserves for the nine months ended September 30, 2020. Changes
in loss and LAE reserves, with the exception of loss and LAE payments, are recorded in “Losses and loss adjustment” expenses in the
Company’s consolidated statements of operations. As of September 30, 2020, the weighted average risk-free rate used to discount the
Company’s loss reserves (claim liability) was 0.71%. LAE reserves are generally expected to be settled within a one-year period and are
not discounted. As of September 30, 2020 and December 31, 2019 the Company’s gross loss and LAE reserves included $33 million and
$34 million, respectively, related to LAE.

In millions Changes in Loss and LAE Reserves for the Nine Months Ended September 30, 2020
Gross Loss and Gross Loss and
LAE Changes in LAE
Reserves as of Accretion of Unearned Reserves as of
December 31, Loss Claim Liability Changes in Changes in Premium September 30,
2019 Payments Discount Discount Rates Assumptions Revenue Other 2020
$901 $(435) $8 $(86) $600 $7 (@) $991

(1) - Includes changes in amount and timing of estimated payments and recoveries.

The increase in the Company’s loss and LAE reserves for the nine months ended September 30, 2020, primarily related to an increase in
expected payments on certain Puerto Rico exposures and an increase in insured first-lien RMBS transactions due to the decline in risk-
free rates during 2020 used to present value loss reserves. This increase was partially offset by actual payments made and favorable
changes in future recoveries on unpaid losses due to the decline in risk-free rates on certain Puerto Rico exposures.
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Note 5: Loss and Loss Adjustment Expense Reserves (continued)

Changes in Insurance Loss Recoverable

Insurance loss recoverable represents the Company’s estimate of recoveries on paid claims and LAE. The Company recognizes potential
recoveries on paid claims based on the probability-weighted net cash inflows present valued at applicable risk-free rates as of the
measurement date. The following table presents changes in the Company’s insurance loss recoverable for the nine months ended
September 30, 2020. Changes in the insurance loss recoverable, with the exception of collections, are recorded in “Losses and loss
adjustment” expenses in the Company’s consolidated statements of operations.

Changes in Insurance Loss Recoverable
for the Nine Months Ended September 30, 2020

Gross Gross
Reserve as of Accretion Changes in Reserve as of
December 31, Collections of Discount Changes in September 30,

In millions 2019 for Cases Recoveries Rates Assumptions Other 2020
Insurance loss recoverable $ 1,694 $ (35 § 1 152§ 21) $ 3) $ 1,798

The increase in the Company’s insurance loss recoverable reflected in the preceding table was primarily due to a portion of Puerto Rico
claim payments that are expected to be recovered in the future as well as a decline in risk-free rates on certain Puerto Rico exposures
during the nine months ended September 30, 2020. This was partially offset by a decline in expected recoveries on CDOs.

Loss and LAE Activity

For the three months ended September 30, 2020, loss and LAE incurred primarily related to a decrease in expected salvage collections
related to CDOs, an increase in incurred losses on RMBS transactions and an increase in actual and expected payments on certain
Puerto Rico credits. For the nine months ended September 30, 2020, loss and LAE incurred primarily related to a decrease in expected
salvage collections related to CDOs, an increase in actual and expected payments on certain Puerto Rico credits and an increase in
incurred losses on first-lien RMBS transactions. Overall, risk-free rates used to discount loss reserve and recovery cash flows declined
during the nine months ended September 30, 2020. The decline in risk-free rates had the impact of increasing the present value of
recoveries, primarily on certain Puerto Rico credits, which was partially offset by the impact of increasing the present value of future claim
payments across the Company’s insured portfolio.

For the three and nine months ended September 30, 2019, loss and LAE activity primarily related to an increase in losses incurred on first-
lien RMBS and CDOs, partially offset by an incurred benefit related to certain Puerto Rico transactions as a result of a decline in risk-free
interest rates.

Costs associated with remediating insured obligations assigned to the Company’s surveillance categories are recorded as LAE and are
included in “Losses and loss adjustment” expenses on the Company’s consolidated statements of operations. For the three months ended
September 30, 2020 and 2019, gross LAE related to remediating insured obligations were $8 million and $16 million, respectively. For the
nine months ended September 30, 2020 and 2019, gross LAE related to remediating insured obligations were $25 million and $26 million,
respectively.
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Note 5: Loss and Loss Adjustment Expense Reserves (continued)

Surveillance Categories

The following table provides information about the financial guarantees and related claim liability included in each of MBIA’s surveillance
categories as of September 30, 2020:

Surveillance Categories

Caution Caution Caution
List List List Classified

$ in millions Low Medium High List Total
Number of policies 50 17 - 220 287
Number of issues® 18 4 - 101 123
Remaining weighted average contract period (in years) 6.1 6.6 - 8.0 7.4
Gross insured contractual payments outstanding: @

Principal $ 1558 § 218 $ -$ 3364 $ 5,140

Interest 2,058 90 - 1,457 3,605

Total $ 3616 $ 308 $ -$ 4821 § 8,745

Gross Claim Liability @ $ - $ -$ -$ 1,088 $ 1,088
Less:

Gross Potential Recoveries @ - - - 2,008 2,008

Discount, net® - - - (133) (133)
Net claim liability (recoverable) $ - $ - $ -$ (787) $ (787)
Unearned premium revenue $ 10 $ 39 -$ 36 $ 49
Reinsurance recoverable on paid and unpaid losses © $ 10

(1) - An “issue” represents the aggregate of financial guarantee policies that share the same revenue source for purposes of making debt
service payments on the insured debt.

(2) - Represents contractual principal and interest payments due by the issuer of the obligations insured by MBIA.

(

(4) - Gross potential recoveries with respect to certain Puerto Rico exposures are net of the claim liability for policies in a net recoverable
position.

W

) - The gross claim liability with respect to Puerto Rico exposures are net of expected recoveries for policies in a net payable position.

(5) - Represents discount related to Gross Claim Liability and Gross Potential Recoveries.
(6) - Included in “Other assets” on the Company’s consolidated balance sheets.
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Note 5: Loss and Loss Adjustment Expense Reserves (continued)

The following table provides information about the financial guarantees and related claim liability included in each of MBIA’s surveillance
categories as of December 31, 2019:

Surveillance Categories

Caution Caution Caution
List List List Classified

$ in millions Low Medium High List Total
Number of policies 45 19 - 212 276
Number of issues® 13 5 - 94 112
Remaining weighted average contract period (in years) 7.3 7.2 - 7.9 7.7
Gross insured contractual payments outstanding: @

Principal $ 1546 $ 248 $ -$ 3794 $ 5,588

Interest 2,107 110 - 1,668 3,885

Total $ 3653 % 358 $ - $ 5462 § 9473

Gross Claim Liability @ $ -$ -$ -$ 965 $ 965
Less:

Gross Potential Recoveries @ - - - 2,184 2,184

Discount, net® - - - (453) (453)
Net claim liability (recoverable) $ - $ - $ -$ (766) $§ (766)
Unearned premium revenue $ 6 $ 39 -$ 39 §$ 48
Reinsurance recoverable on paid and unpaid losses © $ 19

(1) - An “issue” represents the aggregate of financial guarantee policies that share the same revenue source for purposes of making debt
service payments on the insured debt.

(2) - Represents contractual principal and interest payments due by the issuer of the obligations insured by MBIA.
(3) - The gross claim liability with respect to Puerto Rico exposures are net of expected recoveries for policies in a net payable position.

(4) - Gross potential recoveries with respect to certain Puerto Rico exposures are net of the claim liability for policies in a net recoverable
position.

(5) - Represents discount related to Gross Claim Liability and Gross Potential Recoveries.
(6) - Included in “Other assets” on the Company’s consolidated balance sheets.

Note 6: Fair Value of Financial Instruments
Fair Value Measurement
Financial Assets and Liabilities

Financial assets held by the Company primarily consist of investments in debt securities, loans receivables at fair value and loan
repurchase commitments held by consolidated VIEs. Financial liabilities, excluding derivative liabilities, issued by the Company primarily
consist of debt issued for general corporate purposes within its corporate segment, medium-term notes (“MTNs”), investment agreements
and debt issued by consolidated VIEs. The Company’s derivative liabilities are primarily interest rate swaps and insured credit derivatives.

Valuation Techniques
Valuation techniques for financial instruments measured at fair value are described below.

Fixed-Maturity Securities Held as Available-For-Sale, Investments Carried at Fair Value, Investments Pledged as Collateral and Short-
term Investments

These investments include investments in U.S. Treasury and government agencies, state and municipal bonds, foreign governments,
corporate obligations, MBS, ABS, money market securities, and perpetual debt and equity securities.
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Note 6: Fair Value of Financial Instruments (continued)

Substantially all of these investments are valued based on recently executed transaction prices or quoted market prices by independent
third parties, including pricing services and brokers. When quoted market prices are not available, fair value is generally determined using
quoted prices of similar investments or a valuation model based on observable and unobservable inputs. Inputs vary depending on the
type of investment. Observable inputs include contractual cash flows, interest rate yield curves, CDS spreads, prepayment and volatility
scores, diversity scores, cross-currency basis index spreads, and credit spreads for structures similar to the financial instrument in terms
of issuer, maturity and seniority. Unobservable inputs include cash flow projections and the value of any credit enhancement.

The investment in the fixed-income fund was measured at fair value by applying the net asset value per share practical expedient. The
investment in the fixed-income fund may be redeemed on a quarterly basis with prior redemption notification of ninety days subject to
withdrawal limitations. The investment is required to be held for a minimum of twelve months, and any subsequent quarterly redemption is
limited to 25% of the investment or a complete redemption over four consecutive quarters in the amounts of 25%, 33%, 50%, and 100% of
the remaining investment balance as of the first, second, third and fourth consecutive quarters, respectively. The investment in the fixed-
income fund are included as “Investments carried as fair value” on the Company’s consolidated balance sheets.

Investments based on quoted market prices of identical investments in active markets are classified as Level 1 of the fair value hierarchy.
Level 1 investments generally consist of U.S. Treasury and government agency, money market securities and perpetual debt and equity
securities. Quoted market prices of investments in less active markets, as well as investments which are valued based on other than
quoted prices for which the inputs are observable, such as interest rate yield curves, are categorized in Level 2 of the fair value hierarchy.
Investments that contain significant inputs that are not observable are categorized as Level 3.

Cash and Cash Equivalents

The carrying amounts of cash and cash equivalents approximate fair value due to the short-term nature and credit worthiness of these
instruments and are categorized in Level 1 of the fair value hierarchy.

Loans Receivable at Fair Value

Loans receivable at fair value are comprised of loans and other instruments held by consolidated VIEs consisting of residential mortgage
loans are categorized in Level 3 of the fair value hierarchy. Fair values of residential mortgage loans are determined using quoted prices
for MBS issued by the respective VIE and adjusted for the fair values of the financial guarantees provided by MBIA Corp. on the related
MBS. The fair values of the financial guarantees consider expected claim payments, net of recoveries, under MBIA Corp.’s policies.

Loan Repurchase Commitments

Loan repurchase commitments are obligations owed by the sellers/servicers of mortgage loans to MBIA as reimbursement of paid claims.
Loan repurchase commitments are assets of the consolidated VIEs. These assets represent the rights of MBIA against the
sellers/servicers for breaches of representations and warranties that the securitized residential mortgage loans sold to the trust to comply
with stated underwriting guidelines and for the sellers/servicers to cure, replace, or repurchase mortgage loans. Fair value measurements
of loan repurchase commitments represent the amounts owed by the sellers/servicers to MBIA as reimbursement of paid claims and
contractual interest. Loan repurchase commitments are not securities and no quoted prices or comparable market transaction information
are observable or available. Fair values of loan repurchase commitments are determined using discounted cash flow techniques and are
categorized in Level 3 of the fair value hierarchy.

Other Assets

A VIE consolidated by the Company has entered into a derivative instrument consisting of a cross currency swap. The cross currency
swap is entered into to manage the variability in cash flows resulting from fluctuations in foreign currency rates. The fair value of the VIE
derivative is determined based on inputs from unobservable cash flows projection of the derivative, discounted using observable discount
rates. As the significant inputs are unobservable, the derivative contract is categorized in Level 3 of the fair value hierarchy.

Other assets also include receivables representing the right to receive reimbursement payments on claim payments expected to be made
on certain insured VIE liabilities due to risk mitigating transactions with third parties executed to effectively defease, or, in-substance
commute the Company’s exposure on its financial guarantee policies. The right to receive reimbursement payments is based on the value
of the Company’s financial guarantee determined using the cash flow model. The fair value of the financial guarantee primarily contains
unobservable inputs and is categorized in Level 3 of the fair value hierarchy.
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Note 6: Fair Value of Financial Instruments (continued)

Medium-term Notes at Fair Value

The Company has elected to measure certain MTNSs at fair value on a recurring basis. The fair values of certain MTNs are based on
quoted market prices provided by third-party sources, where available. When quoted market prices are not available, the Company applies
a matrix pricing grid to determine fair value based on the quoted market prices received for similar instruments and considering the MTNs’
stated maturity and interest rate. Nonperformance risk is included in the quoted market prices and the matrix pricing grid. MTNs are
categorized in Level 3 of the fair value hierarchy and do not include accrued interest.

Variable Interest Entity Notes

The fair values of VIE notes are determined based on recently executed transaction prices or quoted prices where observable. When
position-specific quoted prices are not observable, fair values are based on quoted prices of similar securities. Fair values based on
quoted prices of similar securities may be adjusted for factors unique to the securities, including any credit enhancement. Observable
inputs include interest rate yield curves and bond spreads of similar securities. Unobservable inputs include the value of any credit
enhancement. VIE notes are categorized in Level 2 or Level 3 of the fair value hierarchy based on the lowest level input that is significant
to the fair value measurement in its entirety.

Derivatives

The corporate segment has entered into derivative transactions primarily consisting of interest rate swaps. Fair values of over-the-counter
derivatives are determined using valuation models based on observable inputs, nonperformance risk of the Company and
nonperformance risk of the counterparties. Observable and market-based inputs include interest rate yields, credit spreads and volatilities.
These derivatives are categorized in Level 2 or Level 3 of the fair value hierarchy based on the lowest level input that is significant to the
fair value measurement in its entirety.

Derivatives—Insurance

The derivative contracts insured by the Company cannot be legally traded and generally do not have observable market prices. The
Company determines the fair values of certain insured credit derivatives using valuation models based on observable inputs and
considering nonperformance risk of the Company. These insured credit derivatives are categorized in Level 2 of the fair value hierarchy.

The Company uses an internally developed Direct Price Model to value an insured credit derivative that incorporates market prices or
estimated prices for all collateral within the transaction, the present value of the market-implied potential losses, and nonperformance risk.
The valuation of the insured credit derivative includes the impact of its credit standing. The insured credit derivative is categorized in Level
3 of the fair value hierarchy based on unobservable inputs that are significant to the fair value measurement in its entirety.

Derivatives—Other

The Company also has other derivative liabilities as a result of a commutation that occurred in 2014. The fair value of the derivative is
determined using a discounted cash flow model. Key inputs include unobservable cash flows projected over the expected term of the
derivative. As the significant inputs are unobservable, the derivative contract is categorized in Level 3 of the fair value hierarchy.

Other Liabilities

Other payable relates to certain contingent consideration. The fair value of the liability is based on the cash flow methodologies using
observable and unobservable inputs. Unobservable inputs include invested asset balances and asset management fees that are
significant to the fair value estimate and the liability is categorized in Level 3 of the fair value hierarchy.
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Note 6: Fair Value of Financial Instruments (continued)

Significant Unobservable Inputs

The following tables provide quantitative information regarding the significant unobservable inputs used by the Company for assets and
liabilities measured at fair value on a recurring basis as of September 30, 2020 and December 31, 2019:

Fair Value as of

September 30, Range
In millions 2020 Valuation Techniques Unobservable Input (Weighted Average)
Assets of consolidated VIEs:
Loans receivable at fair value $ 114 Market prices Impact of financial guarantee® -28% -110% (20%)™
adjusted for
financial
guarantees
provided to VIE
obligations
Loan repurchase commitments 530 Discounted cash Recovery rates® Breach rates®
flow
Liabilities of consolidated VIEs:
Variable interest entity notes 294 Market prices of Impact of financial guarantee 29% - 74% (59%)™
VIE assets
adjusted for
financial
guarantees
provided
Credit derivative liabilities — CMBS 8 Direct Price Model Nonperformance risk 54% - 54% (54%)
Other derivative liabilities 38 Discounted cash Cash flows $0 - $49 ($25)@

In millions

- Midpoint of cash flows are used for the weighted average.

Fair Value as of
December 31, 2019

flow

- Weighted average represents the total MBIA guarantees as a percentage of total instrument fair value.

- Negative percentage represents financial guarantee policies in a receivable position.

Valuation Techniques

Unobservable Input

- Recovery rates include assumptions about legal risk in the enforcement of the Company’s contract and breach rates represent estimates of the percentage of ineligible loans.

Range
(Weighted Average)

Assets of consolidated VIEs:
Loans receivable at fair value

Loan repurchase commitments
Liabilities of consolidated VIEs:
Variable interest entity notes

Credit derivative liabilities —
CMBS
Other derivative liabilities

$ 136

486

347

7

34

Market prices adjusted for

financial guarantees
provided to VIE
obligations
Discounted cash flow

Market prices of VIE
assets adjusted for
financial guarantees
provided

Direct Price Model

Discounted cash flow

(1) - Negative percentage represents financial guarantee policies in a receivable position.

Impact of financial guarantee®

Recovery rates@ Breach rates®

Impact of financial guarantee

Nonperformance risk

Cash flows

-20% - 99% (22%)

37% - 76% (61%)

54% - 54% (54%)

$0 - $49 ($25)®

(2) - Recovery rates include assumptions about legal risk in the enforcement of the Company’s contract and breach rates represent estimates of the percentage of ineligible loans.

(3) - Midpoint of cash flows are used for the weighted average.
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Note 6: Fair Value of Financial Instruments (continued)

Sensitivity of Significant Unobservable Inputs

The significant unobservable input used in the fair value measurement of the Company’s residential loans receivable at fair value of
consolidated VIEs is the impact of the financial guarantee. The fair value of residential loans receivable is calculated by subtracting the
value of the financial guarantee from the market value of VIE liabilities. The value of a financial guarantee is estimated by the Company as
the present value of expected cash payments, net of recoveries, under the policy. If there had been a lower expected cash flow on the
underlying loans receivable of the VIE, the value of the financial guarantee provided by the Company under the insurance policy would
have been higher. This would have resulted in a lower fair value of the residential loans receivable in relation to the obligations of the VIE.

The significant unobservable inputs used in the fair value measurement of the Company’s loan repurchase commitments of consolidated
VIEs are a breach rate, which represents the percentage of ineligible loans held within a trust, and a recovery rate, which reflects the
estimate of future cash receipts including legal risk in the enforcement of the Company’s contractual rights. Significant increases or
decreases in the breach rate assumptions would have resulted in significantly higher or lower fair values of the loan repurchase
commitments, respectively. Additionally, changes in assumptions about the Company’s legal risk would have impacted the recovery rate
assumptions, which would have significantly impacted the fair value measurement. The estimated recoveries of the loan repurchase
commitments may differ from the actual recoveries that may be received in the future.

The significant unobservable input used in the fair value measurement of the Company’s VIE notes of consolidated VIEs is the impact of
the financial guarantee. The fair value of VIE notes is calculated by adding the value of the financial guarantee to the market value of VIE
assets. The value of a financial guarantee is estimated by the Company as the present value of expected cash payments under the policy.
If the value of the guarantee provided by the Company to the obligations issued by the VIE had increased, the credit support would have
added value to the liabilities of the VIE. This would have resulted in an increased fair value of the liabilities of the VIE.

The significant unobservable input used in the fair value measurement of MBIA Corp.’s CMBS credit derivative, which is valued using the
Direct Price Model, is nonperformance risk. The nonperformance risk is an assumption of MBIA Corp.’s own ability to pay and whether
MBIA Corp. will have the necessary resources to pay the obligations as they come due. Any significant increase or decrease in MBIA
Corp.’s nonperformance risk would have resulted in a decrease or increase in the fair value of the derivative liabilities, respectively.

The significant unobservable input used in the fair value measurement of MBIA Corp.’s other derivatives, which are valued using a
discounted cash flow model, is the estimates of future cash flows discounted using market rates and CDS spreads. Any significant
increase or decrease in future cash flows would have resulted in an increase or decrease in the fair value of the derivative liability,
respectively.
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Note 6: Fair Value of Financial Instruments (continued)

Fair Value Measurements

The following tables present the fair value of the Company’s assets (including short-term investments) and liabilities measured and
reported at fair value on a recurring basis as of September 30, 2020 and December 31, 2019:

Fair Value Measurements at Reporting Date Using

Significant
Quoted Prices in Other Significant
Active Markets Observable Unobservable Balance as of
for Identical Inputs Inputs September 30,
In millions Assets (Level 1) (Level 2) (Level 3) 2020
Assets:
Fixed-maturity investments:
U.S. Treasury and government agency $ 901 $ 109 $ - $ 1,010
State and municipal bonds - 191 - 191
Foreign governments - 16 - 16
Corporate obligations - 1,019 - 1,019
Mortgage-backed securities:
Residential mortgage-backed agency - 296 - 296
Residential mortgage-backed non-agency - 26 - 26
Commercial mortgage-backed - 19 - 19
Asset-backed securities:
Collateralized debt obligations - 124 - 124
Other asset-backed - 109 - 109
Total fixed-maturity investments 901 1,909 - 2,810
Money market securities 20 - - 20
Perpetual debt and equity securities 33 20 - 53
Fixed-income fund - - - 49m
Cash and cash equivalents 107 - - 107
Derivative assets:
Non-insured derivative assets:
Interest rate derivatives - 1 - 1
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Note 6: Fair Value of Financial Instruments (continued)

Fair Value Measurements at Reporting Date Using

Quoted Prices in Significant
Active Markets Other Significant
for Identical Observable Unobservable Balance as of
Assets Inputs Inputs September 30,
In millions (Level 1) (Level 2) (Level 3) 2020
Assets of consolidated VIEs:
Corporate obligations - 7 - 7
Mortgage-backed securities:

Residential mortgage-backed non-agency - 41 - 41

Commercial mortgage-backed - 16 - 16
Asset-backed securities:

Collateralized debt obligations - 7 - 7

Other asset-backed - 7 - 7
Cash 4 - - 4
Loans receivable at fair value:

Residential loans receivable - - 114 114
Loan repurchase commitments - - 530 530
Other assets:

Currency derivatives - - 12 12

Other - - 13 13

Total assets $ 1,065 $ 2,008 $ 669 $ 3,791
Liabilities:
Medium-term notes $ - $ - $ 101 $ 101
Derivative liabilities:

Insured derivatives:

Credit derivatives - 2 8 10
Non-insured derivatives:

Interest rate derivatives - 180 - 180

Other - - 38 38

Liabilities of consolidated VIEs:
Variable interest entity notes - 49 294 343
Total liabilities $ - $ 231 $ 441 $ 672

(1) -Investment that was measured at fair value by applying the net asset value per share practical expedient, and was required not to be classified in the fair value hierarchy.
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Note 6: Fair Value of Financial Instruments (continued)

In millions
Assets:
Fixed-maturity investments:
U.S. Treasury and government agency
State and municipal bonds
Foreign governments
Corporate obligations
Mortgage-backed securities:
Residential mortgage-backed agency
Residential mortgage-backed non-agency
Commercial mortgage-backed
Asset-backed securities:
Collateralized debt obligations
Other asset-backed
Total fixed-maturity investments
Money market securities
Perpetual debt and equity securities
Fixed-income fund
Cash and cash equivalents
Derivative assets:
Non-insured derivative assets:
Interest rate derivatives

Fair Value Measurements at Reporting Date Using

Quoted Prices in

Active Markets
for Identical

27

Assets

(Level 1)

791

Significant
Other Significant
Observable Unobservable Balance as of
Inputs Inputs December 31,
(Level 2) (Level 3) 2019
$ 97 $ - $ 888
200 - 200
10 - 10
1,266 - 1,266
330 - 330
19 - 19
22 - 22
140 - 140
326 1 327
2,410 1 3,202
- - 154
25 - 55
- - 511
- - 75
1 - 1
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Note 6: Fair Value of Financial Instruments (continued)

Fair Value Measurements at Reporting Date Using

Quoted Prices in Significant
Active Markets Other Significant
for Identical Observable Unobservable Balance as of
Assets Inputs Inputs December 31,
In millions (Level 1) (Level 2) (Level 3) 2019
Assets of consolidated VIEs:
Corporate obligations - 8 - 8
Mortgage-backed securities:

Residential mortgage-backed non-agency - 45 - 45

Commercial mortgage-backed - 16 - 16
Asset-backed securities:

Collateralized debt obligations - 6 - 6

Other asset-backed - 8 - 8
Cash 8 - - 8
Loans receivable at fair value:

Residential loans receivable - - 136 136
Loan repurchase commitments - - 486 486
Other assets:

Currency derivatives - - 8 8

Other - - 18 18

Total assets $ 1,058 $ 2519 $ 649 $ 4277
Liabilities:
Medium-term notes $ - $ - $ 108 $ 108
Derivative liabilities:

Insured derivatives:

Credit derivatives - 2 7 9
Non-insured derivatives:

Interest rate derivatives - 132 - 132

Other - - 34 34

Other liabilities:

Other payable - - 4 4
Liabilities of consolidated VIEs:

Variable interest entity notes - 56 347 403
Total liabilities $ - $ 190 $ 500 $ 690

(1) - Investment that was measured at fair value by applying the net asset value per share practical expedient, and was required not to be classified in the fair value hierarchy.

Level 3 assets at fair value as of September 30, 2020 and December 31, 2019 represented approximately 18% and 15%, respectively, of
total assets measured at fair value. Level 3 liabilities at fair value as of September 30, 2020 and December 31, 2019 represented
approximately 66% and 72%, respectively, of total liabilities measured at fair value.
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Note 6: Fair Value of Financial Instruments (continued)

The following tables present the fair values and carrying values of the Company’s assets and liabilities that are disclosed at fair value but
not reported at fair value on the Company’s consolidated balance sheets as of September 30, 2020 and December 31, 2019. The majority
of the financial assets and liabilities that the Company requires fair value reporting or disclosures are valued based on the estimated value
of the underlying collateral, the Company’s or a third-party’s estimate of discounted cash flow model estimated, or quoted market values
for similar products.

Fair Value Measurements at Reporting Date Using

Quoted Prices in Significant Significant Fair Value Carry Value
Active Markets for Other Observable Unobservable Balance as of Balance as of
Identical Assets Inputs Inputs September 30, September 30,
In millions (Level 1) (Level 2) (Level 3) 2020 2020
Assets:
Assets of consolidated VIEs:

Investments held-to-maturity $ - $ - $ 575 $ 575 $ 575
Total assets $ - $ - $ 575 $ 575 $ 575
Liabilities:

Long-term debt $ - $ 724 $ - $ 724 $ 2,318

Medium-term notes - - 379 379 583

Investment agreements - - 408 408 293
Liabilities of consolidated VIEs:

Variable interest entity notes - 264 575 839 844
Total liabilities $ - $ 988 $ 1,362 $ 2,350 $ 4,038
Financial Guarantees:

Gross liability (recoverable) $ - $ - $ 595 $ 595 $ (378)

Ceded recoverable (liability) - - 41 41 (18)

Fair Value Measurements at Reporting Date Using
Quoted Prices in Significant Fair Value Carry Value
Active Markets for Significant Unobservable Balance as of Balance as of
Identical Assets Other Observable Inputs December 31, December 31,
In millions (Level 1) Inputs (Level 2) (Level 3) 2019 2019
Assets:
Assets of consolidated VIEs:

Investments held-to-maturity $ - $ - $ 892 $ 892 $ 890
Total assets $ - $ - $ 892 $ 892 $ 890
Liabilities:

Long-term debt $ - $ 1,073 $ - $ 1,073 $ 2,228

Medium-term notes - - 396 396 570

Investment agreements - - 394 394 304
Liabilities of consolidated VIEs:

Variable interest entity notes - 261 892 1,153 1,136
Total liabilities $ - $ 1,334 $ 1,682 $ 3,016 $ 4,238
Financial Guarantees:

Gross liability (recoverable) $ - $ - $ 556 $ 556 $ (311)

Ceded recoverable (liability) - - 56 56 24
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Note 6: Fair Value of Financial Instruments (continued)

The following tables present information about changes in Level 3 assets (including short-term investments) and liabilities measured at fair
value on a recurring basis for the three months ended September 30, 2020 and 2019:

Changes in Level 3 Assets and Liabilities Measured at Fair Value on a Recurring Basis for the Three Months Ended
September 30, 2020

Change in Change in
Unrealized Unrealized
Gains Gains
(Losses) for  (Losses) for
the Period the Period

Total Included in Included in
Gains/ Unrealized Earnings for OCl for
(Losses) Gains/ Assets still Assets still
Balance, Included (Losses) Transfers Transfers held as of held as of
Beginning in Included into outof Ending September 30, September 30,
In millions of Period Earnings in OCI) Purchases Issuances Settlements Sales Level3 Level3 Balance 2020 202001
Assets:
Other asset-backed $ 18 -8 -8 -8 -8 (1 $ -3 - $ -3 -8 - 8 -
Assets of consolidated VIEs:
Loans receivable- residential 116 2 - - - (4) - - - 114 1 -
Loan repurchase commitments 524 6 - - - - - - - 530 6 -
Currency derivatives 14 2) - - - - - - - 12 (2) -
Other 14 (1) - - - - - - - 13 (1) -
Total assets $ 669 $ 5 % -8 -8 -8 (5) $ -3 -3 - $ 669 $ 4 S -
Change in Change in
Unrealized Unrealized
(Gains) (Gains)
Losses for the Losses for the
Period Period
Total Included in Included in
(Gains) / Unrealized Earnings for OCl for
Losses (Gains)/ Liabilities still Liabilities still
Balance, Included Losses Transfers Transfers held as of held as of
Beginning in Included into outof Ending September 30, September 30,
In millions of Period Earnings in in OCI? Purchases Issuances Settlements Sales Level 3 Level3 Balance 2020 2020
Liabilities:
Medium-term notes $ 9% $ 8 3 3) $ - $ - $ - % -3 - $ -$ 101 $ 8 § 3)
Credit derivatives 8 - - - - - - - - 8 - -
Other derivatives 37 1 - - - - - - - 38 1 -
Liabilities of consolidated VIEs:
VIE notes 291 10 (3) - - (4) - - - 294 8 (2)
Total liabilities $ 432§ 19 $ 6) $ - $ - $ 4) $ - $ - $ - § 441 3 17  $ (5)

(1)- Reported within the “Unrealized gains (losses) on available-for-sale securities” on MBIA’s Consolidated Statement of Comprehensive Income/Loss.

(2)- Reported within the “Instrument-specific credit risk of liabilities measured at fair value” on MBIA’s Consolidated Statement of Comprehensive Income/Loss.
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Note 6: Fair Value of Financial Instruments (continued)

Changes in Level 3 Asse