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Ambac Assurance UK Limited

The directors present their strategic report, directors’ report and the audited financial statements for the year to 31 December
2019.

Strategic report
Principal activity
Ambac Assurance UK Limited (the “Company”) is incorporated under the laws of England and Wales and is in the non-life
financial guarantee insurance business. The Company is a wholly owned subsidiary of Ambac Assurance Corporation
(“AAC”), a financial guarantee insurance company domiciled in Wisconsin, United States of America. The ultimate holding
company is Ambac Financial Group, Inc. (“AFG”). On February 3, 2020, AFG's common stock began trading on the NYSE
under the ticker symbol “AMBC.” Prior to being listed on the NYSE, it was listed on NASDAQ under the symbol “AMBC.”
The Company is dual regulated and supervised in the United Kingdom by the Prudential Regulation Authority (the “PRA”)
and Financial Conduct Authority. The Company’s principal contact is with the PRA. In 2009, the previous regulator, the
Financial Services Authority, curtailed the Company’s licence to undertake new business and limited its licence to undertaking
only run off related activity. Accordingly, the Company is authorised to run off its financial guarantee insurance portfolio
in the United Kingdom, and is authorised to do the same in the European Economic Area ("EEA") through “passporting”
arrangements in Italy, Spain, Luxembourg, Ireland and France, which eliminates the necessity of additional licensing or
authorisation in those other European jurisdictions. The Company maintains a branch in Milan, Italy. As noted on page 6
transitional arrangements allow these passporting arrangements to continue to 31 December 2020, but absent agreement
with the relevant regulatory authorities passporting will cease at that date.
The Company’s principal business activity is portfolio risk management of its existing long term book of financial guarantee
business. Financial guarantee insurance written by the Company provides an unconditional and irrevocable guarantee that
protects the creditor under a debt obligation’s scheduled terms. The Company makes payments if the issuer or obligor
responsible for making payments fails to do so. In the event the Company does pay any insurance claims, it is generally
subrogated to the rights of the claiming policyholders and may be able to claim back from the issuer any payments made
under the guarantee through debt restructuring, exercising any security rights or otherwise. The Company is expected to
meet potential claims entirely from its own claims paying resources. There is no recourse to or support from other parties,
including AAC.
The Company’s portfolio comprises 57 financial guarantee obligations with a gross par outstanding of £8.9 billion as of 31
December 2019 (62 obligations and £10.2 billion gross par outstanding as at 31 December 2018). The portfolio comprises
financial guarantees for essential infrastructure, whole business securitisations, utility obligations, and other bond types, in
the UK and Europe, which were written by the Company prior to December 2007. The portfolio is contractually scheduled
to run off through 2047, although certain transactions can be prepaid and/or unwound under certain circumstances. With the
exception of transactions for which provision has been made in the financial statements, the portfolio continues to perform
satisfactorily.
The Company’s portfolio of financial guarantee business is monitored by its portfolio risk management team, based in
London. Activity in the year has included ongoing monitoring and remediation activity relating to the Company’s portfolio.
The Company continues to collect instalment premiums from its portfolio of transactions and also generates fees from
processing requests for consents, waivers and amendments to existing transactions.

Parent Undertaking
The Company's parent, AAC, is a financial guarantee insurance firm in run-off. AAC is regulated by the Office of the
Commissioner of Insurance for the State of Wisconsin (“OCI”) who are required to approve certain actions taken by or in
respect of AAC. AAC is therefore under enhanced regulatory supervision by its regulator. It remains the view of the directors
of the Company that this position will have no material impact on the Company.
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Business review
Results and Key performance indicators
Results and Shareholders’ Funds
The results for the Company, as set out on page 14, show a profit for the financial year of £124.3 million (2018 loss of £3.5
million). The key driver of the 2019 result was the significant decrease in other technical provisions over the year as a result
of the restructuring and commutation in June 2019 of one of the Company's financial guarantee obligations, Ballantyne Re
Plc ("Ballantyne"). In 2018 the loss was driven by an increase in other technical provisions over the year offset by the
accelerated repayment of certain insured transactions resulting in increased earned premiums. These items are discussed in
more detail below.
The Company had a surplus in shareholders’ funds of £386.5 million (31 December 2018: surplus of £262.7 million).
Key performance indicators
The Company considers the following to be the key financial performance indicators for measuring the business performance
in run-off.
Earned premiums
For the year ended 31 December 2019, net premiums earned were £25.8 million (2018: £40.0 million). The year on year
decrease in premiums earned is primarily due to a greater value of accelerated repayment in the prior year which resulted in
higher accelerated premium revenues in that year and the normal run-off of the financial guarantees over time.
Premiums earned for the year ended 31 December 2019 are comprised of £25.2 million normal earned premiums and £0.6
million accelerations (2018: £28.5 million normal earned premiums and £11.5 million accelerations).
Claims incurred and changes in other technical provisions
For the year ended 31 December 2019, the Company’s claims incurred and other technical provision expense was a credit
of £97.0 million (2018: charge of £64.3 million). The credit for other technical provision expense in 2019 was a result of the
restructuring and commutation of Ballantyne during the year. In April 2019 Ballantyne commenced, under Irish law, a
restructuring transaction ("Restructuring") in respect of its obligations under its Class A-1 Notes, Class A-2a Notes, Class
A-2b Notes, Class A-3a Notes, Class A-3b Notes, Class A-3c Notes and Class A-3d Notes. The Class A-2a Notes, the Class
A-3a Notes, the Class A-3b Notes, the Class A-3c Notes and the Class A-3d Notes which had an aggregate par outstanding
of $900 million benefited from a guarantee from the Company ("Ballantyne Guaranteed Notes").
The Restructuring was implemented through an Irish scheme of arrangement (the "Arrangement") under Part 9 of the Irish
Companies Act 2014 which required the consent of the requisite majorities of the relevant Class A Noteholders at each
Arrangement meeting. The Arrangement was approved on June 17, 2019 and the Restructuring was implemented on the
terms proposed.
The key features of the Restructuring were as follows:
•
•
•

the novation of the indemnity reinsurance agreement between Ballantyne and Security Life of Denver Insurance
Company dated November 19, 2008 (as amended) to Swiss Re Life and Health America Inc. (the "Novation");
the disbursement of the residual assets from Ballantyne's reinsurance trust account to effectuate the Novation and
make payment to the holders of Scheme Notes in full and final satisfaction of their claims against Ballantyne; and
the commutation of the obligations of the Company in respect of the Ballantyne Guaranteed Notes.

With the successful implementation of the Restructuring, the Company has ceased to have any exposure with respect to the
obligations of Ballantyne.
The Restructuring resulted in an overall benefit within claims incurred and other technical provisions of £97.0 million split
out as follows:
•

a decrease in unexpired risk provisions as a result of the release of technical provisions previously held in respect
of the expected future claims related to Ballantyne. With the implementation of the Restructuring noted above
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these unexpired risk provisions were released resulting in a credit within claims incurred and other technical
provisions of £181.0 million (see Note 18),
•

recovery of claims management expenses previously incurred as part of the Restructuring, less legal and advisory
costs incurred during the Restructuring process, resulting in a net recovery of claims management expenses over
the year of £0.5 million, offset by

•

commutation costs incurred as a consequence of the Restructuring of £84.5 million.

The charge in claims incurred and other technical expense in 2018 arose largely from the increase in unexpired risk provisions
due to the impact of a lower discount rate used to discount the claims in that year as compared to the prior year and upward
revaluation of unexpired risk provisions denominated in foreign currencies following the decrease in the value of GBP against
USD in that year.
Interest-bearing investments and borrowings
As a consequence of the Restructuring discussed above the Company issued a zero coupon note on 18 June 2019 with a par
value of $40.6 million to partly finance the commutation.
Cash and Investments
At 31 December 2019, the carrying value of cash and investments totalled £470.2 million (2018: £498.5 million). The yearon-year decrease in cash and investments is primarily due to the payment of the commutation under the Restructuring noted
above and due to cash outflows linked to tax payments and other expenses, offset by the continued receipt of premium income
and interest and dividends from the Company’s investment portfolio.

Duty to promote the success of the Company
The directors note the requirements under s172 of the Company's Act 2006 that they must act in a way that they consider,
in good faith, would be most likely to promote the success of the Company for the benefit of its members as a whole. In so
doing the directors have regard (amongst other matters) to;
a.
b.
c.
d.
e.
f.

the likely consequences of any decision in the long term over the remaining life of the run off of policies insured
by the Company until 2047,
the interests of the Company's employees,
the need to foster the Company's business relations with suppliers, policyholders, trustees and regulators,
the impact of the Company's operations on the community and the environment,
the desirability of the Company maintaining a reputation for high standards of business conduct, and
the need to act fairly between members of the Company.

Going Concern
Following the Restructuring noted above the Company has Solvency II eligible assets in excess of Minimum Capital
Requirements under the Solvency II rules. However, Solvency II eligible assets remain below Solvency Capital Requirements
("SCR") and therefore the Company remains in a capital shortfall position. Whilst the shortfall has improved over the year
as a consequence of the Restructuring, the non-compliance with SCR is expected to persist until compliance is restored by
the natural run off of the Company's insured portfolio. The Company's regulators are aware of this deficiency, and dialogue
between Company management and its regulators remains ongoing with respect to options for addressing the shortcoming,
although such options remain few. The Company notes that, as a result of the non-compliance with SCR, its run-off is
subject to PRA supervisory statement SS7/15 “Supervision of firms in difficulty or run-off” and therefore has undertaken,
and continues to undertake, close consultation with the PRA with regard to its situation. Further details of the Company's
Solvency II position are set out in its Solvency and Financial Condition Report ("SFCR") which is available on AFG's website
at www.ambac.com.
The Company continues to be entitled to receive instalment premium income in respect of its guaranteed obligations and is
retaining these cash flows for the benefit of its policyholders. These future premium cash flows are supported by contractual
make-wholes on certain transactions, which would be payable to the Company in the event that a transaction was prepaid
before its scheduled maturity date, thereby ensuring a base-line of premium income. Additionally, the Company invests
premium income (as well as investment income and principal receipts), seeking a reasonable return, to further support its
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guaranteed obligations (however note that projected investment returns are not included in the following claims paying
resources calculations).
The Company has net claims paying resources at 31 December 2019 and 31 December 2018 as follows:
+/-

Claims Paying Resource Components £’000’s

At 31/12/2019 At 31/12/2018

(+)
(+)
(+)
(-)
(-)
(+)

Cash
Investments (at market value)
Minimum Guaranteed Premiums and other minimum contractual premiums
Expected future claims and expenses
Annual operating expenditure
Expected Premiums beyond Minimum Guaranteed Premiums

(=)

AUK Net Claims Paying Resources

5,150
469,688
139,166
(1,524)
(6,884)

7,928
495,872
153,505
(170,503)
(6,686)

56,154
661,750

58,777
538,893

The calculation of most of these items differs from that for the equivalent items in the accounting balance sheet in the
following ways:
Component
Investments

Balance Sheet
Fixed income investments are
calculated at amortised cost
Expected future claims and expenses
Discounted at a single rate based on
historic investment returns
Expected Premiums beyond Minimum Not taken account of
Guaranteed Premiums
Annual operating expenditure
Not taken account of

Claims Paying Resources
Calculated at market value

Discounted at rates derived from
market swap curves
Deducted at the coming year budgeted
level

The Company’s insured obligations are to pay principal and interest when due, and are not generally subject to acceleration
(except that the Company may have the right to accelerate insured obligations if they default). Accordingly, in light of the
contractual debt service of insured obligations falling due within the coming 12 months and the fact that the majority
obligations insured by the Company are of investment grade, the Company regards its exposure to liquidity risk in respect
of material claims over the coming 12 months as being limited. In addition, in assessing the Company’s claims paying
resources, the directors have considered the value of its assets compared with the amount of its liabilities, the measure of
which, having taken legal and specialist insolvency advice, is assessed on a different basis from the accounting measures
set out in the balance sheet.
Annually the Company prepares an Own Risk and Solvency Assessment ("ORSA"). Within the ORSA, the directors have
considered the Company’s detailed cash flow projections (not just of claims paying resources), Solvency II capital adequacy
position and liquidity position under stressed scenarios, including increased claims payments from currently unimpaired
transactions, reduced premiums and/or investment income scenarios and other changes to assumptions and estimates. These
considerations have included consideration of the impacts which may arise from the exit of the UK from the EU without
arrangements for the ongoing orderly run-off of insurance contracts beyond the end of the transition period agreed between
the UK and the EU ending 31 December 2020. Accordingly, taking into account the Company’s current position, the impacts
on the Company of the Coronavirus COVID-19 outbreak (as set out in more detail below) and the output of the stress scenarios
set out in the ORSA, the directors are satisfied that the Company has adequate resources to meet the day-to-day operational
needs of the business for at least a year from the date of approval of the financial statements and that the Company’s claims
paying resources are sufficient to satisfy projected claims as they fall due within this same period. Accordingly, the Company
has adopted and continues to consider appropriate the going concern basis in preparing the Annual Report and Financial
Statements.
The Company's insured obligations run off until 2047 and there is inherent subjectivity in the process for determining the
cost of future claims from insured obligations over such a long period. Consequently, in light of these time frames and
uncertainties, the adoption of a going concern basis in preparing the financial statements is not a guarantee that the Company
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will continue in operation or continue to be able to meet all claims as they fall due over the entire remaining duration of the
runoff.

Principal risks and uncertainties
The key risks and uncertainties to which the Company is exposed are:
Insurance risk
The Company is exposed to insurance risk on its portfolio of financial guarantee business, which is the risk that losses within
the portfolio might exceed those identified by management. The Company undertakes ongoing surveillance of the
performance of individual transactions within its portfolio, and of the portfolio as a whole, including stress testing and
downside scenario modelling.
Estimates of any future claim payments and recoveries under subrogation rights in respect of these financial guarantees are
made to establish unexpired risk provisions (see Note 18). Given the duration of the period until repayment of obligations
guaranteed by the Company, actual claims costs could differ from these estimates and as such there is an element of uncertainty
in these estimates. Uncertainties include the impact of future economic shocks and idiosyncratic events which may impact
the future performance of the insured portfolio. Such economic shocks could, for example, include recessions or other events
resulting from the impact of Coronavirus. Management considers a range of possible outcomes (including stress scenarios)
in order to determine the most appropriate basis for unexpired risk provisions.
Credit risk
The Company has credit risk on issuers of assets in its investment portfolio. This is mitigated by the Company’s investment
policy, which provides for ongoing monitoring of the credit rating of the issuers of those securities and ensures that counterparty
exposure is well diversified. The Company has appointed an investment advisor to assist it in the management of its investment
portfolio.
Market risk
Market risk is the risk that the performance of the Company’s investment portfolio declines as a result of adverse movements
in market prices of assets in which the Company is invested. Market price movements may be impacted by interest rates,
credit spreads, foreign exchange rates or equity and property markets. Additionally, the Company has exposure to interest
and foreign exchange rate movements in respect of the insured portfolio, particularly those transactions that have unexpired
risk provisions. The Company continually reviews its investment policy in consultation with its investment advisor to ensure
that the duration, yield, investment return and currency of its investment portfolio remain appropriate in light of its potential
future liabilities.
Liquidity risk
Liquidity risk is the risk that the Company has insufficient liquid assets to meet claims as they fall due. The Company’s
insured obligations generally require the payment of principal and interest by the Company when due, and are not generally
subject to acceleration (except that the Company may have the right to accelerate insured obligations if the insured obligation
defaults). Further, the transactions within the Company’s financial guarantee portfolio include transaction-level mitigants
such as cash reserves and other credit enhancements which enable the Company to manage liquidity within each individual
transaction that it has guaranteed. In addition, claims may arise if issuers face difficulties in refinancing maturing debt
obligations.
The Company mitigates liquidity risk by investing the majority of its investment portfolio in liquid securities and by holding
cash and money market liquidity funds sufficient to meet any known liabilities falling due in the coming three months. There
are however, some investments in its portfolio which are subject to certain limitations on the ability of the Company to
liquidate or redeem these investments.
Operational risk
The Company monitors the operational risks in relation to its policies, premium billing and collection processes, cash and
investments, claims processes and other operational processes through a Risk Management Governance Framework. A
member of the senior management team is the Head of the Risk Management function and reports on the effectiveness of
the controls over operational risks on a quarterly basis to the Audit and Risk Committee. The Company outsources certain
operational functions to AAC and to third party service providers under services agreements. The effectiveness of these
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outsourcing arrangements is reviewed at least annually by a member of the management team and the Board is updated on
a quarterly basis as to the continuing suitability of the various outsource providers to carry out the functions required of
them.
As a small business with only 11 employees as at 31 December 2019 the Company recognises that staff retention is a key
business risk and has accordingly established a long term incentive plan which addresses the risk of employees leaving the
Company. The Company maintains a business continuity plan which users test annually. The Company continues to monitor
its operating requirements and risk management structure to ensure that they continue to meet its requirements.
Climate Change risk
The Company monitors its exposure to climate change risk both within its portfolio of financial guarantee business and
within its investment portfolio. The Company's portfolio of financial guarantee business is in run-off with the last policy
expiring in 2047. The Company therefore considers long term climate change impacts as part of this monitoring process.
Brexit
In March 2017 the UK government gave the European Union (“EU”) formal notification of its intention to leave the EU
(“Brexit”). In January 2020 the UK Government and EU ratified the terms of a legally binding treaty ("Withdrawal
Agreement") setting out the terms of a transition period to apply to the UK until 31 December 2020. The effect of the
Withdrawal Agreement is to retain the rights and obligations between the UK and the EU from the date of the UK's exit from
the EU on 31 January 2020 ("Exit Day") to the end of the transition period.
The UK and the EU are currently negotiating a trade agreement which is expected to come into force at the end of the
transition period. It is currently unclear what regulations may apply to the activities in the EEA of UK passporting insurers
as part of this trade agreement. They may lose their legal authorisation to serve clients who benefit from policies issued by
a UK incorporated insurer under freedom of services and freedom of establishment passporting rights (and thereby may be
unable to legally collect premiums or pay claims). Additionally, if they have branches in EEA Member States they may be
legally obliged to close them down and no longer be legally represented in those jurisdictions.
On 19 February 2019, the European Insurance and Occupational Pensions Authority (“EIOPA”) made a series of
recommendations to EU insurance regulators in light of Brexit. These recommendations include the recommendation that
regulatory authorities apply legal frameworks that facilitate the orderly run off (without time limit) of insurance policies
issued in EEA member states by UK insurers prior to Exit Day that terminate after this date. The recommendations will
require to be incorporated into EEA member states legal and regulatory frameworks in an appropriate manner to bring them
into effect. The Company is in discussion with the PRA and other relevant regulatory authorities to enable the continued
orderly run off of its policies issued in the EEA under passporting rights in line with this recommendation.
As at 31 December 2019 the Company's insured portfolio included 4 financial guarantee obligations with a gross par
outstanding of £1.0 billion issued under EU passporting rules. Debtors arising out of direct insurance operations from
policyholders and Other Technical Provisions include premiums receivable and unexpired risk provisions of £17.3 million
and £1.5 million respectively in relation to these policies. As noted, absent a trade agreement covering insurance services
or agreement with relevant regulatory authorities permitting the continued orderly run off of these policies, the Company
may be unable to collect these premium debtors or pay the claims to which these premiums receivable and unexpired risk
provisions relate after the end of the transition period.
Coronavirus COVID-19
In light of the Coronavirus COVID-19 outbreak globally during the first quarter of 2020 the Company has undertaken detailed
analysis of the potential impacts upon its insured obligations, balance sheet asset valuations and general financial stability.
The Company has also adopted wide-ranging operational changes to protect staff wellbeing.
With regard to the insured portfolio, whilst there are some credits where the economic environment created by Coronavirus
may give rise to elevated credit concerns (primarily those deals where the revenue of the issuer is demand dependent or
where the issuer is already below investment grade), the underlying strong liquidity of those issuers means the directors do
not believe that any specific unexpired risk provisions are required at this time.
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Results and dividends
The results for the year are set out in the profit and loss account on page 16.
The directors do not recommend the payment of a dividend. For the avoidance of doubt, any dividend recommended by the
directors would require the non-objection of the PRA prior to payment.

Financial Risk Management Objectives and Policies
An overview of the Company’s financial risk management objectives and policies is set out within the Principal risks and
uncertainties section of the Strategic Report.

Future Developments
It is the intention of the directors to continue the run off of the financial guarantee insurance portfolio as set out in the Strategic
Report.

Directors and directors' interests
The directors who held office during the year are shown on page 1.

Auditors
The Company has, by elective resolution, dispensed with the need to appoint the registered auditor annually and therefore
KPMG LLP continue to hold office.
BDO LLP continued as outsourced Internal Auditors of the Company throughout the year.

Statement as to disclosure of information to auditors
Each person who is a director at the date of approval of this report confirms that: i) so far as the director is aware, there is
no relevant audit information of which the Company’s auditors are unaware; and ii) each director has taken all the steps that
he ought to have taken as a director to make himself aware of any relevant audit information and to establish that the
Company’s auditors are aware of that information.

9

Ambac Assurance UK Limited
Independent Auditor's Report to the Members of Ambac Assurance UK Limited

1. Our opinion is unmodified
We have audited the financial statements of Ambac Assurance UK Limited ("the Company") for the year ended 31
December 2019 which comprise the profit and loss account, the statement of comprehensive income, statement of
changes in equity, balance sheet, and the related notes, including the accounting policies in note 2.
In our opinion the financial statements:
• give a true and fair view of the state of Company’s affairs as at 31 December 2019 and of its profit for the year
then ended;
• have been properly prepared in accordance with UK accounting standards, including FRS 102 The Financial
Reporting Standard applicable in the UK and Republic of Ireland; and
• have been prepared in accordance with the requirements of the Companies Act 2006.
Basis for opinion
We conducted our audit in accordance with International Standards on Auditing (UK) (“ISAs (UK)”) and applicable
law. Our responsibilities are described below. We believe that the audit evidence we have obtained is a sufficient
and appropriate basis for our opinion. Our audit opinion is consistent with our report to the Audit and Risk Committee.
We were first appointed as auditor by the directors for the period ended 31 December 1997. The period of total
uninterrupted engagement is for the 23 financial periods ended 31 December 2019. We have fulfilled our ethical
responsibilities under, and we remain independent of the Company in accordance with, UK ethical requirements
including the FRC Ethical Standard as applied to public interest entities. No non-audit services prohibited by that
standard were provided.

2. Key audit matters: our assessment of risks of material misstatement
Key audit matters are those matters that, in our professional judgment, were of most significance in the audit of the
financial statements and include the most significant assessed risks of material misstatement (whether or not due to
fraud) identified by us, including those which had the greatest effect on: the overall audit strategy; the allocation of
resources in the audit; and directing the efforts of the engagement team. We summarise below the key audit matters,
in arriving at our audit opinion above, together with our key audit procedures to address those matters and, as required
for public interest entities, our results from those procedures. These matters were addressed, and our results are based
on procedures undertaken, in the context of, and solely for the purpose of, our audit of the financial statements as a
whole, and in forming our opinion thereon, and consequently are incidental to that opinion, and we do not provide a
separate opinion on these matters.

Unexpired Risk
Provision
(£1.5 million, 2018:
£182.6m)
Refer to page 22
(accounting
policies), pages 34
to 35 (financial
disclosures).

The risk
Subjective valuation

Our response
Our procedures included:

The provision for losses in relation
to the financial guarantee
obligations is a significant audit
risk due to the magnitude of the
potential losses which could arise
over the remaining period during
which the Company will earn
premium income. This risk is the
largest and most judgemental on
the Company’s balance sheet.

Control design and operation: Tested the design,
implementation and operating effectiveness of the key
controls over the credit monitoring process and
completeness of the credits on the adversely classified
credits list.

Valuation of these liabilities is
highly judgemental because it
requires the Company to consider
the credit quality of underlying
contracts which could involve
subjective assumptions about the
future performance of the credits
and, where a risk of expected loss
is established, to develop cash flow
models
which
incorporate
scenarios to estimate the loss.

Assessing
transparency:
Assessing
the
appropriateness of the accounting policy and the
disclosures in the financial statements around the
uncertainty inherent within the unexpired risk
provision.
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Independent re-performance: Used our own internal
specialist to perform a credit review on a sample of
credits to assess the appropriateness of the Directors'
conclusions with respect to risk grading.

Our results
We found the Company's assessment of the valuation
of unexpired risk provision to be acceptable (2018
result: acceptable).
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Going concern The impact of
uncertainties due
to the COVID-19
on our audit

The risk
Unprecedented
uncertainty

Our response
of Our procedures included:

levels

The financial statements explain
how the Board has formed a
judgement that it is appropriate to
Refer to pages 4 to 8 adopt the going concern basis of
preparation for the Company.
(strategic report),
pages 19 to 20
That judgement is based on an
(financial
evaluation of the inherent risks to
disclosures)
the Company’s business model,
and how those risks might affect
the Company’s financial resources
or ability to continue operations
over a period of at least a year from
the date of approval of the financial
statements.
The impact of COVID-19 is
subject to unprecedented levels of
uncertainty of outcomes, with the
full range of possible effects
unknown given the rapidly
evolving nature of the situation on
financial
and
operational
performance.
The risks most likely to adversely
affect the Company’s available
financial resources over this period
are considered to be: the financial
and operational resilience of the
business and its ability to continue
to operate through a period of
significant disruption brought on
by this pandemic; and
larger
than expected losses over the
financial guarantee obligations
increasing the regulatory capital
deficit, as noted on page 19 and 20,
thus leading to regulatory
intervention.
There are also less predictable but
realistic second order impacts such
as a broader economic downturn
caused by COVID-19, which
could result in a longer period of,
and more pronounced reduction in,
available financial resources.
The risk for our audit was whether
or not those risks were such that
they amounted to a material
uncertainty that may have cast
significant doubt about the ability
to continue as a going concern.
Had they been such, then that fact
would have been required to have
been disclosed.
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COVID-19 impact assessment: We considered the
directors' assessment of COVID-19 related risks on the
Company’s
operational
resilience,
financial
investments and financial guarantee exposures and
solvency position compared with our own
understanding of these risks and knowledge of the
business. We challenged the ability of the Company to
operate independently and remotely. We further
assessed the current position of, and the risks within,
the portfolio of investments. We considered and
challenged directors’ assessment of financial
guarantee obligations, specifically exposures in those
sectors considered to be at a higher risk as a result of
COVID-19.
Sensitivity analysis: With the assistance of our
actuarial specialists we considered sensitivities over
the level of available financial resources indicated by
the Company’s financial forecasts in its Own Risk and
Solvency Assessment (“ORSA”) taking account of
reasonably possible (but not unrealistic) adverse
effects that could arise from these risks individually
and collectively by considering the directors’ stress
testing of critical factors such as a reduction in
premium income and/or higher than expected losses
on the insured portfolio. We assessed the plans and
progress to ensure the continued operation of the
business in the face of the disruption caused by
COVID-19. We evaluated the degree to which
reasonably foreseeable downside scenarios that would
impact the Company’s business as a result of
COVID-19 would be covered by the stresses and
reverse stress tests that the directors had used within
the ORSA.
Key dependency assessment: We performed inquiries
with the directors and considered correspondence with
the regulator to assess the implications of the directors’
assessment on the current capital shortfall and the
likelihood of regulatory intervention.
Assessing transparency: We assessed the
appropriateness of the matters covered in the going
concern disclosure with management’s assessment of
the risks and uncertainties of the Company’s ability to
pay its liabilities as they fall due within the going
concern period.
Our results
We found the going concern disclosures and basis of
preparation without any material uncertainty to be
acceptable (2018: acceptable).
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The risk
Unprecedented
uncertainty

Our response
The impact of
levels
of We developed a standardised firm-wide approach to
uncertainties due
the consideration of the uncertainties arising from
to the UK exiting
Brexit in planning and performing our audits.
the European
All audits assess and challenge the
Union ('Brexit') on reasonableness of estimates, in Our procedures included:
our audit
particular as described in the
unexpired risk provision above Our Brexit knowledge: We considered the directors’
Refer to page 7
and related disclosures and the assessment of Brexit-related sources of risk for the
(strategic report),
appropriateness of the going company’s business and financial resources compared
pages 19 to 20
concern basis of preparation of the with our own understanding of the risks.
(financial
financial statements (as described
disclosures)
above). Both of these depend on Sensitivity
analysis:
When
assessing
the
assessments of the future appropriateness of the going concern basis of
economic environment and the preparation of the financial statements and other areas
company’s future prospects and that depend on forecasts, we assessed the directors’
performance.
analysis of the range of reasonably possible scenarios
resulting from Brexit uncertainty.
Brexit is one of the most significant
economic events for the UK and its Assessing transparency: As well as assessing
effects
are
subject
to individual disclosures as part of our procedures on the
unprecedented
levels
of unexpired risk provision we considered all of the
uncertainty of consequences, with Brexit related disclosures together, including those in
the full range of possible effects the strategic report, comparing the overall picture
unknown.
against our understanding of the risks.
Our results
As reported under the going concern basis of
preparation, we found the disclosures in relation to
going concern to be acceptable. However, no audit
should be expected to predict the unknowable factors
or all possible future implications for a company and
this is particularly the case in relation to Brexit.

3. Our application of materiality and an overview of the scope of our audit
Materiality for the financial statements as a whole was set at £3.2m (2018: £3.3m), determined with reference to a
benchmark of total assets, of which it represents 0.5% (2018: 0.5%). We consider total assets to be the most
appropriate benchmark as it provides a more stable measure year on year than profit before tax.
We agreed to report to the audit and risk committee any corrected or uncorrected identified misstatements exceeding
£0.16m (2018: £0.16m), in addition to other identified misstatements that warranted reporting on qualitative grounds.
Our audit of the Company was undertaken to the materiality level specified above and was performed at the
Company's head office in London and the parent company office in New York.

4. We have nothing to report on going concern
The Directors have prepared the financial statements on the going concern basis as they do not intend to liquidate
the Company or to cease its operations, and as they have concluded that the Company’s financial position means that
this is realistic. They have also concluded that there are no material uncertainties that could have cast significant
doubt over its ability to continue as a going concern for at least a year from the date of approval of the financial
statements (“the going concern period”).
Our responsibility is to conclude on the appropriateness of the Directors’ conclusions and, had there been a material
uncertainty related to going concern, to make reference to that in this audit report. However, as we cannot predict all
future events or conditions and as subsequent events may result in outcomes that are inconsistent with judgements
that were reasonable at the time they were made, the absence of reference to a material uncertainty in this auditor's
report is not a guarantee that the Company will continue in operation.
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We identified going concern as a key audit matter (see section 2 of this report). Based on the work described in our
response to that key audit matter, we are required to report to you if:
•

we have concluded that the use of the going concern basis of accounting is inappropriate or there is an undisclosed
material uncertainty that may cast significant doubt over the use of that basis for a period of at least a year from
the date of approval of the financial statements.

We have nothing to report in these respects.

5. We have nothing to report on the strategic report and the directors' report
The directors are responsible for the strategic report and the directors’ report. Our opinion on the financial statements
does not cover those reports and we do not express an audit opinion thereon.
Our responsibility is to read the strategic report and the directors’ report and, in doing so, consider whether, based on
our financial statements audit work, the information therein is materially misstated or inconsistent with the financial
statements or our audit knowledge. Based solely on that work:
• we have not identified material misstatements in those reports;
• in our opinion the information given in the strategic report and the directors’ report for the financial
year is consistent with the financial statements; and
• in our opinion those reports have been prepared in accordance with the Companies Act 2006.

6. We have nothing to report on the other matters on which we are required to report by exception
Under the Companies Act 2006, we are required to report to you if, in our opinion:
• adequate accounting records have not been kept by the Company, or returns adequate for our audit
have not been received from branches not visited by us; or
• the financial statements are not in agreement with the accounting records and returns; or
• certain disclosures of directors’ remuneration specified by law are not made; or
• we have not received all the information and explanations we require for our audit.
We have nothing to report in these respects.

7. Respective responsibilities
Directors’ responsibilities
As explained more fully in their statement set out on page 10, the directors are responsible for: the preparation of
the financial statements including being satisfied that they give a true and fair view; such internal control as they
determine is necessary to enable the preparation of financial statements that are free from material misstatement,
whether due to fraud or error; assessing the Company’s ability to continue as a going concern, disclosing, as applicable,
matters related to going concern; and using the going concern basis of accounting unless they either intend to liquidate
the Company or to cease operations, or have no realistic alternative but to do so.
Auditor’s responsibilities
Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or other irregularities (see below), or error, and to issue our opinion in
an auditor’s report. Reasonable assurance is a high level of assurance, but does not guarantee that an audit conducted
in accordance with ISAs (UK) will always detect a material misstatement when it exists. Misstatements can arise
from fraud, other irregularities or error and are considered material if, individually or in aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis of the financial statements.
A fuller description of our responsibilities is provided on the FRC’s website at www.frc.org.uk/auditors
responsibilities.
Irregularities - ability to detect
We identified areas of laws and regulations that could reasonably be expected to have a material effect on the financial
statements from our general commercial and sector experience and through discussion with the directors and other
management (as required by auditing standards), and from inspection of the Company’s regulatory and legal
correspondence and discussed with the directors and other management the policies and procedures regarding
compliance with laws and regulations. We communicated identified laws and regulations throughout our team and
remained alert to any indications of non-compliance throughout the audit.
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The potential effect of these laws and regulations on the financial statements varies considerably.
Firstly, the company is subject to laws and regulations that directly affect the financial statements including financial
reporting legislation (including related companies legislation), distributable profits legislation and taxation legislation
and we assessed the extent of compliance with these laws and regulations as part of our procedures on the related
financial statement items.
Secondly, the Company is subject to many other laws and regulations where the consequences of non-compliance
could have a material effect on amounts or disclosures in the financial statements, for instance through the imposition
of fines or litigation or the loss of the Company’s licence to operate. Recognising the financial and regulated nature
of the company’s activities, we identified regulatory capital and liquidity as the areas most likely to have such an
effect. Auditing standards limit the required audit procedures to identify non-compliance with these laws and
regulations to enquiry of the directors and other management and inspection of regulatory and legal correspondence,
if any. Through these procedures we confirmed continuing non-compliance with the regulatory capital requirement
and considered the effect as part of our procedures on the related financial statement items. The identified actual noncompliance was not sufficiently significant to our audit to result in our response being identified as a key audit matter.
We performed inquiries with the directors, inspected regulatory correspondence and held discussions with the regulator
to assess the implications of the capital shortfall and current business activity and its impact on our opinion.
Owing to the inherent limitations of an audit, there is an unavoidable risk that we may not have detected some material
misstatements in the financial statements, even though we have properly planned and performed our audit in
accordance with auditing standards. For example, the further removed non-compliance with laws and regulations
(irregularities) is from the events and transactions reflected in the financial statements, the less likely the inherently
limited procedures required by auditing standards would identify it. In addition, as with any audit, there remained a
higher risk of non-detection of irregularities, as these may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal controls. We are not responsible for preventing non-compliance and
cannot be expected to detect non-compliance with all laws and regulations.
8.

The purpose of our audit work and to whom we owe our responsibilities
This report is made solely to the Company’s members, as a body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006. Our audit work has been undertaken so that we might state to the Company’s members those
matters we are required to state to them in an auditor’s report and for no other purpose. To the fullest extent permitted
by law, we do not accept or assume responsibility to anyone other than the Company and the Company’s members,
as a body, for our audit work, for this report, or for the opinions we have formed.

Karen Orr (Senior Statutory Auditor)
for and on behalf of KPMG LLP, Statutory Auditor
Chartered Accountants
15 Canada Square
London
E14 5GL
Date: 31 March 2020
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Technical account - general business
Notes

2019
£’000

2018
£’000

Gross premiums written

3

11,073

15,844

Change in the gross provision for unearned premiums

18

14,677

24,151

25,750

39,995

1,025

1,064

Earned premiums

Earned premiums
Other technical income
Claims incurred and changes in other technical provisions

18

Claims paid, net of subrogation received

(84,472)

Claims management expenses
Change in other technical provisions

Claims benefit/(incurred) and other technical provisions
Operating expenses

4

Balance on the general business technical account

(401)

496

(6,318)

180,984

(57,576)

97,008

(64,295)

(12,260)

(8,267)

111,523

(31,503)

2019

2018

£’000

£’000

111,523

(31,503)

42,792

26,771

Non - technical account - general business
Notes

Balance on the general business technical account
Investment income

5

Investment expenses and charges

6

Other income

(732)

(748)

591

30

(379)

—

Interest expense

20

Profit / (Loss) on ordinary activities before tax

7

153,795

(5,450)

Tax (charge)/credit on result on ordinary activities

10

(29,452)

1,953

Profit / (Loss) on ordinary activities after tax

124,343

(3,497)

Profit / (Loss) for the financial year

124,343

(3,497)

All amounts are derived from continuing operations
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Profit / (loss) for the financial year
Currency translation differences on the branch net of related tax
Total comprehensive income / (loss) for the year

2019

2018

£’000
124,343

£’000
(3,497)

(507)

(81)

123,836

(3,578)

Statement of Changes in Equity
For the year ended 31 December 2019

Called Up
Share Capital
£’000

Profit and Loss
Account
£’000

Capital
Reserve
£’000

Total
£’000

36,000

222,362

4,345

262,707

Profit for the financial year

—

124,343

—

124,343

Currency translation differences on the
branch net of tax

—

Balance at 1 January 2019

(507)

—

(507)

Balance at 31 December 2019

36,000

346,198

4,345

386,543

Balance at 1 January 2018

36,000

225,940

4,345

266,285

Loss for the financial year

—

(3,497)

—

(3,497)

Currency translation differences on the
branch net of tax

—

(81)

—

(81)

Balance at 31 December 2018

36,000
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1 Basis of preparation
The financial statements have been prepared under the provisions of The Large and Medium-sized Companies and Groups
(Accounts and Reports) Regulations 2008 ("SI2008/410") relating to insurance companies.
Ambac Assurance UK Limited is a limited liability company incorporated under the laws of England and Wales. The
Registered Office is 2nd Floor, 21 Great Winchester Street, London, EC2N 2JA. These financial statements have been prepared
in accordance with Financial Reporting Standard 102, which is the Financial Reporting Standard applicable in the UK and
Republic of Ireland (“FRS 102”).
The presentation currency of these financial statements is sterling. All amounts in the financial statements have been rounded
to the nearest £1,000. The financial statements have been prepared in accordance with applicable accounting standards and
under the historical cost accounting rules. The following accounting policies have been applied consistently in dealing with
items which are considered material to the financial statements.
As permitted under FRS102, the Company has not prepared a cashflow statement nor disclosed transactions with related
group undertakings, as it is a wholly owned subsidiary of AFG. The Company’s cashflow is included within AFG’s financial
statements, which include a consolidated cashflow statement.
Going concern
The financial statements are prepared on a going concern basis for the following reasons.
Following the Restructuring noted in the Strategic report the Company has Solvency II eligible assets in excess of Minimum
Capital Requirements under the Solvency II rules. However, Solvency II eligible assets remain below SCR and therefore
the Company remains in a capital shortfall position. Whilst the shortfall has improved over the year as a consequence of
the Restructuring, the non-compliance with SCR is expected to persist until compliance is restored by the natural run off of
the Company's insured portfolio. The Company's regulators are aware of this deficiency, and dialogue between Company
management and its regulators remains ongoing with respect to options for addressing the shortcoming, although such options
remain few. The Company notes that, as a result of the non-compliance with SCR, its run-off is subject to PRA supervisory
statement SS7/15 “Supervision of firms in difficulty or run-off” and therefore has undertaken, and continues to undertake,
close consultation with the PRA with regard to its situation.
The Company continues to be entitled to receive instalment premium income in respect of its guaranteed obligations.
Accordingly, it is retaining these cash flows for the benefit of its policyholders. These future premium cash flows are
supported by contractual make-wholes on certain transactions, which would be payable to the Company in the event that a
transaction was prepaid before its scheduled maturity date, thereby ensuring a base-line of premium income. Additionally,
the Company invests premium income (as well as investment income and principal receipts), seeking a reasonable return to
further support its guaranteed obligations.
The Company’s insured obligations are to pay principal and interest when due, and are not generally subject to acceleration
(except that the Company may have the right to accelerate insured obligations if they default). Accordingly, in light of the
contractual debt service of insured obligations falling due within the coming 12 months and the fact that the majority
obligations insured by the Company are of investment grade, the Company’s exposure to liquidity risk in respect of material
claims in the short term is limited. In addition, in assessing the Company’s claims paying resources, the directors have
considered the value of its assets compared with the amount of its liabilities, the measure of which, having taken legal and
specialist insolvency advice, is assessed on a different basis from the accounting measures set out in the balance sheet.
Annually the Company prepares an ORSA. Within the ORSA, the directors have considered the Company’s detailed cash
flow projections (not just of claims paying resources), Solvency II capital adequacy position and liquidity position under
stressed scenarios, including increased claims payments from currently unimpaired transactions, reduced premiums and/or
investment income scenarios and other changes to assumptions and estimates. These considerations have included
consideration of the impacts which may arise from the exit of the UK from the EU without arrangements for the ongoing
orderly run-off of insurance contracts beyond the end of the transition period agreed between the UK and the EU ending 31
December 2020. Accordingly, taking into account the Company’s current position and the output of the stress scenarios set
out in the ORSA, the directors are satisfied that the Company has adequate resources to meet the day-to-day operational
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needs of the business for at least a year from the date of approval of the financial statements and that the Company’s claims
paying resources are sufficient to satisfy projected claims as they fall due within this same period. Accordingly, the Company
has adopted and continues to consider appropriate the going concern basis in preparing the Annual Report and Financial
Statements.
Taking into account the Company’s current position, the output of stress scenarios and additional analysis performed, the
current Coronavirus situation does not change the directors’ view that these financial statements should be prepared on the
Going Concern basis, as explained in more detail in the Strategic Report.
The Company's insured obligations run off until 2047 and there is inherent subjectivity in the process for determining the
cost of future claims from insured obligations over such a long period. Consequently, in light of these time frames and
uncertainties, the adoption of a going concern basis in preparing the financial statements is not a guarantee that the Company
will continue in operation or continue to be able to meet all claims as they fall due over the entire remaining duration of the
runoff.
The financial statements do not include any adjustments that would result if the Company were unable to continue as a going
concern.

2 Accounting policies
Judgements and key sources of estimation uncertainty
The preparation of the financial statements requires management to make judgements, estimates and assumptions that affect
the amounts reported for assets and liabilities as at the balance sheet date and the amounts reported for revenues and expenses
during the year. However the nature of estimation means that actual outcomes could differ from these estimates.
The following judgements have had a significant effect on amounts recognised in the financial statements:
• Other technical provisions are based upon judgements by management supported by the Portfolio Risk Management
group (“PRM”) which performs active surveillance of the insured portfolio. From period to period PRM tracks credit
migration of insured obligations and updates internal credit classifications and ratings for each transaction. Other technical
provisions are established when management has observed credit deterioration, for example when the underlying credit
is considered adversely classified, and when in the judgement of management a monetary default in the timely payment
of debt service is likely to occur. The criteria for an exposure to be assigned an adversely classified credit rating includes
the deterioration of an issuer’s financial condition and creditworthiness, underperformance of the underlying collateral,
poor performance by the servicer of the underlying collateral and other adverse economic events or trends. Key judgements
made by PRM include the risk of default, the severity of loss upon default, management’s ability to execute policy
commutations and/or restructurings, and estimated remediation recoveries. The timing and amount of claim payments
and claim management expenses may differ from such judgements.
• As at 31 December 2019 the Company's insured portfolio included financial guarantee obligations issued under EU
passporting rules. The financial statements have been prepared on the basis that the transitional arrangements governing
arrangements between the UK and EU after Exit Day and free trade agreements or other arrangements which may become
applicable at the end of the transition period will enable the Company to continue to service these financial guarantee
obligations. The financial statements do not include any adjustments that would result if the Company were unable to
continue to service these policies. Debtors arising out of direct insurance operations from policyholders and other technical
provisions include amounts due from financial guarantee obligations issued under EU Passporting rules as set out in
Notes 12 and 18 respectively.
Basis of accounting for underwriting activities
All business is accounted for on an annual basis.
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2 Accounting policies - continued
Premium income and unearned premiums
The policy for premium recognition is dependent upon whether a premium is received by instalment or up-front. Where the
premium on a policy is received up front, the premium is recognised as written at the date of inception, and earned in the
technical account on a basis proportionate to the remaining scheduled periodic maturity of principal and payment of interest
to the original total principal and interest insured. Unearned premiums for premiums received upfront represent the portion
of premiums written that relate to unexpired terms of policies in force at the balance sheet date.
When the premium on a policy is received in instalments, the premium recognition is dependent on whether the Company
is contractually entitled to future premiums. For those contracts with guaranteed premium amounts, the contractually entitled
amount was recognised as written at the inception of the policy. Changes to such contractually entitled amounts, including
negotiated settlements, are recognised as written at the time of such change. For those contracts where there is no contractual
entitlement to future premiums, future instalment premiums are considered sufficiently uncertain such that recognition of
future premiums as written at inception is not considered appropriate. For these contracts, instalment premiums are generally
recognised as written when received. Instalment premiums are earned in the technical account over each instalment period.
Unearned premiums for instalment premiums represent the portion of premiums written that relate to a future period.
When an obligation insured by the Company has been refunded or called, the remaining unrecognised premium is recognised
at that time. Differences between settlement proceeds on refunded or called issues and unrecognised premium are taken to
profit and loss.
Other technical income
Other technical income comprises fees earned in connection with the Company’s portfolio of insured transactions. Structuring
fees represent consideration received from clients in return for the Company’s involvement in structuring or restructuring
certain insured transactions. These non-refundable fees are collected at the time of structuring and are earned over the
remaining estimated life of the insured transaction.
The Company also receives certain fees from clients in respect of consents, waivers, amendments and surveillance relating
to certain insured transactions. Amendment, waiver and consent fees are earned in the period in which they are received and
surveillance fees are earned in the period to which they relate. Where fees are received in relation to an amendment to a
policy and where that amendment has an impact on the risk profile of the policy then the fee is earned over the remaining
estimated life of the insured transaction.
Pension costs, termination benefits and long term incentive plans
Pension contributions are charged to the profit and loss account and represent the contributions payable to a money
purchase pension scheme in respect of the financial year for UK employees.
Severance costs and other termination benefits are recognised and charged to the profit and loss account immediately
once a commitment is identified.
The Company operates long term incentive plans ("LTIP") and recognises a liability for the present value of expected future
obligations accrued at the balance sheet date discounted at the LTIP Plan rate. The expense is charged to the profit and loss
account on the movement in this obligation in each year.
Acquisition costs
Certain costs incurred in prior years that related to the production of new business were deferred in those respective years.
These costs generally included compensation costs, premium taxes and certain other costs. These deferred acquisition costs
are charged to the accounting periods in which the related premiums are earned. Deferred acquisition costs on the balance
sheet represent the proportion of acquisition costs that corresponds to the proportion of premiums written which are unearned
at the balance sheet date. Given that no new business was underwritten during the current or prior year, the Company has
not deferred further acquisition costs during these periods.
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2 Accounting policies - continued
Claims and Unexpired risk provisions
An unexpired risk provision is established for insured obligations when, in the judgement of management, a monetary default
in the timely payment of debt service is likely to occur, which would result in the Company incurring a loss for an amount
exceeding the value of unearned premium reserve for a policy. An unexpired risk provision is established in an amount that
is sufficient to cover the present value of the excess of anticipated debt service payments compared to unearned premium
reserve over the expected period of default and estimated expenses associated with settling the claim less estimated recoveries
under salvage and subrogation rights. Provisions for insured obligations denominated in foreign currencies are converted to
sterling at the prevailing spot rate as of the balance sheet date, with foreign currency movements included as a component
of the provision for claims.
The unexpired risk provision is based upon estimates and judgements by management, including consideration as to whether
any events arising between the reporting date and the date of signing of the financial statements require amendments of those
estimates. As such, there can be no assurance that the actual losses in the Company’s financial guarantee insurance portfolio
will not exceed its unexpired risk reserves.
The company owns fixed income securities which benefit from guarantee policies issued by the Company (“Own Wrapped
Debt”) against those guarantees. Therefore, a proportion of any guarantee amounts payable by the Company will be repaid
to the Company in its capacity as an investor where a technical provision exists. Unexpired risk provisions related to policies
where the Company owns a proportion of the fixed income securities which benefit from a guarantee policy are therefore
reduced by the fraction of the outstanding exposure owned by the Company.
Where the Company purchases Own Wrapped Debt for which an unexpired risk provision is in place, the purchase price
paid is split into two elements. The first element is the “Intrinsic Price” of the debt. This is the value of the Own Wrapped
Debt excluding the market’s assessment of the value of the guarantee that the Company provides. The second element is
the excess of the price paid over this Intrinsic Price and represents the value of the Company’s guarantee. The Intrinsic Price
paid is recognised as the cost of the fixed income security purchased. The price paid in excess of the Intrinsic Price is
recorded as a claims management expense.
The rate utilised to discount provisions and estimated recoveries under subrogation rights is equal to the lower of the rate of
return on invested assets for either: i) the current year or ii) the average of the period covering the current year plus the four
previous years.
Claims paid comprise claims and related expenses paid in the year, less amounts recovered from subrogation received.
Cash and cash equivalents
Cash and cash equivalents comprise cash deposits and financial investments that are within three months of maturity at the
date of acquisition. These assets are highly liquid, convertible into known amounts of cash and have insignificant risk of
change in fair market value.
Provisions
Provisions are recognised where there is a present obligation (legal or constructive) as a result of a past event that can be
measured reliably and it is probable that an outflow of economic benefits will be required to settle that obligation.
Financial Assets and Liabilities
When a financial asset or liability is first recognised it is measured at fair value (which is the transaction price (including
transaction costs)). The Company has adopted sections 11 and 12 of FRS 102 for presentation and measurement of these
assets and liabilities. The Company treats all investments as financial assets and any other assets as non-financial assets.
Investments
Investments which are financial assets are measured in accordance with Section 11 and 12 of FRS 102.
Fixed income securities are shown at amortised cost. The difference between the purchase price of such securities and the
amount repayable at maturity is charged or credited to the profit and loss account over the period to maturity using the
effective interest method. As noted under Claims and Unexpired risk provisions above, the purchase price of Own Wrapped
Debt fixed income securities, for which an unexpired risk provision is in place, is the Intrinsic Price at the date of purchase.
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2 Accounting policies - continued
Investments in securities other than fixed income securities are included in the balance sheet at fair value. Fair value is
determined using the closing bid price of the securities on the balance sheet date. The difference between the purchase price
and current value is charged or credited to the non-technical profit and loss account as investment income.
Investment income
Investment income is accounted for on an accrual basis. Interest is accrued up to the balance sheet date. All investment
income, including realised and unrealised gains and losses on investments, is reported in the non-technical account.
Realised gains or losses represent, for investments included in the balance sheet at amortised cost, the difference between
net sales proceeds and amortised cost, and for investments included in the balance sheet at current value, the difference
between net sale proceeds and purchase price.
An impairment loss is recognised where a fixed income security valued at amortised cost has suffered an other-than-temporary
diminution in value. The loss recognised is for the amount by which the carrying value exceeds its recoverable amount.
Interest-bearing borrowings classified as basic financial instruments
Interest-bearing borrowings are recognised initially at the present value of future payments discounted at a market rate of
interest. Subsequent to initial recognition, interest-bearing borrowings are stated at amortised cost using effective interest
method.
Foreign currencies
Transactions in foreign currencies are translated to sterling at the rate ruling at the date the transaction is made. Monetary
assets and liabilities expressed in foreign currencies, other than those within the Italian branch, are translated to the Company’s
functional currency (sterling) at rates of exchange ruling at the end of the financial year. Differences arising on exchange,
not related to claims outstanding, are reflected in the non-technical account.
The profit and loss accounts of the Italian branch are translated to sterling using average rates of exchange. Assets and
liabilities of the branch are translated to sterling at year-end rates of exchange. The impact of these foreign currency
translations are recognised in comprehensive income.
Taxation
Provision is made for all taxation expected to be payable on taxable profits of the year and adjustments to tax payable in
respect of prior years. Taxation includes current taxation plus deferred taxation. Where taxation is recognised in income,
comprehensive income or Equity, the tax rates used are those enacted at the balance sheet date.
Deferred tax is recognised without discounting, in respect of all timing differences between the treatment of certain items
for taxation and accounting purposes which have arisen but not reversed by the balance sheet date.
Deferred tax assets are only established as far as it is considered that there is a reasonable expectation that the tax will be
recoverable.
Tangible assets
Tangible fixed assets are stated at cost less accumulated depreciation and impairment losses. Depreciation is charged to
profit or loss on a straight-line basis over the estimated useful lives. The estimated useful lives are as follows:
Leasehold improvements
Fixtures, fittings and office equipment
Computer equipment

- Remaining life of the lease
- 5 years
- 3 years
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3 Segmental information
The Company only wrote one class of business, that being non-life financial loss insurance, therefore the directors regard
any segmental analysis as inappropriate at the present time.

4 Operating expenses

Change in deferred acquisition costs
Administrative expenses

2019
£’000
310
11,950

2018
£’000
417
7,850

Operating expenses

12,260

8,267

2019
£’000

2018
£’000

Investment income including interest receivable
Net realised gains on fixed income securities
Impairment losses

26,027
1,196
(23)

16,915
1,789
(478)

Total investment income on financial assets measured at amortised cost

27,200

18,226

Net realised and unrealised gains / (losses) on assets held at fair value
Net foreign exchange gains

11,816
3,776

(6,106)
14,651

Investment income

42,792

26,771

5 Investment income - non-technical account

Investment income includes £26,027,000 (2018: £16,915,000) of income from listed investments.

6 Investment expenses

Investment management expenses

2019
£’000

2018
£’000

732

748

2019
£’000

2018
£’000

121

112

37
3
188

39
3
188

7 Profit on ordinary activities before tax

Profit on ordinary activities before tax is stated after charging:
Fees payable to the Company’s auditor for the audit of the Company’s
annual accounts
Depreciation
Hire of office equipment - Operating leases
Hire of land and buildings - Operating leases
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8 Remuneration of directors
2019
£’000
1,189

Directors’ emoluments

2018
£’000
813

The emoluments of the highest paid director were £978,351 in 2019 ( 2018: £609,800). No Company pension contributions
were made to any money purchase scheme on his behalf (2018: £Nil).
The aggregate compensation receivable by directors and accrued at 31 December 2019 by the Company in respect of loss
of office is £362,500.
As of 31 December 2019, the Company did not have any advances outstanding or amounts guaranteed on behalf of any of
the directors.
There are no retirement benefits accruing to the directors of the Company (31 December 2018: none).

9 Staff numbers and costs
The average number of persons employed by the Company during the year was as follows:
Number of Employees
2019
2018
7
7
3
3
2
1
12
11

Insured portfolio management
Finance and investments management
Administration

The aggregate payroll costs in respect of these persons were as follows:
2019
£’000
4,126
556
93

Wages and salaries
Social security costs
Other pension costs

4,775

2018
£’000
3,066
428
90
3,584

Included within wages and salaries is £853,000 (2018: £Nil) in respect of employee severance costs paid and accrued during
the year. All amounts accrued at 31 December 2019 are payable within one year.
In addition to the above payroll costs the Company made an accrual of £4,004,000 (2018: £976,000) in respect of LTIP costs
including associated payroll tax accruals. Benefits will be paid out between 2020 and 2022 under the LTIP.
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10 Taxation

Analysis of charge in year:
Current tax:
UK corporation tax at 19%
UK Tax adjustment in respect of prior periods
Total UK tax expense
Foreign tax expense at 30.82%
Foreign tax in respect of prior periods
FX on foreign tax provisions
Total foreign tax expense
Total current tax
Deferred tax:
UK Tax timing differences
Foreign tax origination of timing differences
Tax adjustment in respect of prior periods
Total deferred tax expense
Tax expense/(credit) on Profit / (Loss) on ordinary activities

2019
£’000

2018
£’000

28,810

(1,053)

—
28,810
—
(17)
2
(15)

99
(954)

28,795

(939)

215
397
45

(171)
(771)
(72)

657

(1,014)

29,452

(1,953)

15
—
—
15

Factors affecting tax charge for period:
The tax assessed for the years ended 31 December 2019 and 2018 differ from the standard rates of corporation tax in the UK
of 19%. The differences are explained below:

Profit/(Loss) on ordinary activities before tax
Tax charge at 19%
Non-taxable income

2019
£’000
153,795

2018
£’000
(5,450)

29,221

(1,036)

(163)

(171)

Differences in effective tax rates on overseas earnings

(35)

(281)

Difference in overseas taxation basis

397

(509)

Adjustment in respect of prior periods

28

28

4

16

Other
Tax Expense / (Credit)

29,452
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10 Taxation - continued
Deferred tax has been provided at the local rate in force when temporary timing differences are expected to reverse. The
tax rates used are:
•
•

UK 17% (2018 18%)
Italy 30.82%

The deferred tax asset is attributable to temporary differences arising on the following:

£'000

Other Timing
Differences
£'000

£'000

At 31 December 2018
Movements in the year

774
(255)

31
(4)

805
(259)

At 31 December 2019

519

27

546

Other Provisions

Total

The deferred tax liability is attributable to temporary timing differences arising from the following:
Other Provisions

Total

£'000

£'000

At 31 December 2018
Movements in the year

507
360

507
360

At 31 December 2019

867

867

Deferred tax assets of £196,000 (2018 £310,000) are expected to be recovered and Deferred tax liabilities of £867,000
(2018 £507,000) are expected to be settled after more than 12 months from the balance sheet date.
The Budget on 11 March 2020 announced that the reduction in corporation tax rate to 17% from 1 April 2020 that was enacted
in F(No2)A 2015 would be reversed and the rate be maintained at 19%. The impact of this change would increase the value
of deferred tax assets by £64,000 to £610,000 at 31 December 2019. Deferred tax liabilities would not be impacted as they
relate to foreign taxes.
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11 Other financial investments
Original Cost
2018
2019
£'000
£'000

Market Value
2018
2019
£'000
£'000

Carrying value
2018
2019
£'000
£'000

Financial assets measured at fair value
through the Profit and Loss account
Units in money market liquidity funds
Other pooled funds at current value

107,284
175,668

42,986
231,014

106,822
208,746

43,029
253,996

106,824
208,746

43,029
253,996

Financial assets measured at amortised cost
Listed fixed income securities

153,463

162,779

154,120

198,847

149,461

193,533

436,415

436,779

469,688

495,872

465,031

490,558

The fixed income securities are carried at amortised cost, net of foreign currency translation gains or losses. At 31 December
2019, the amount receivable upon maturity of listed fixed income securities exceeds the amortised cost by £2,046,000 (2018:
the amount receivable upon maturity of listed fixed income securities exceeded the amortised cost by £7,101,000).

11 a) Interest Rate Risk
Financial instruments for which fair value may be affected by changes in interest rates consist of fixed income securities and
money market liquidity funds. Own Wrapped Debt purchased by the Company neutralises interest rate risk associated with
future financial guarantee claim payments. Accordingly, such securities are excluded from the Company’s interest rate
sensitivity measures. The following table summarises the estimated change in fair value on financial instruments, assuming
immediate changes in interest rates at specified levels at 31 December 2019 and at 31 December 2018.

300 basis point rise
200 basis point rise
100 basis point rise
Base scenario
100 basis point decline
200 basis point decline
300 basis point decline

At 31 December 2019
Estimated Change
Estimated Net
in Net Fair Value
Fair Value
£’000
£’000
(20,696)
230,810
(14,814)
236,692
(7,916)
243,590
251,506
8,933
18,857
29,709

260,439
270,363
281,215
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At 31 December 2018
Estimated Change Estimated Net Fair
in Net Fair Value
Value
£’000
£’000
(15,115)
138,221
(10,566)
142,770
(5,556)
147,780
153,336
6,122
159,458
12,077
165,413
17,179
170,515
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11 b) Currency risk
The Company holds cash and cash equivalents and has invested in financial instruments denominated in currencies other
than sterling amounting to £215,762,000 (2018 £296,252,000). The table below summarises the estimated net change in
fair value of these instruments assuming immediate shifts in foreign exchange rates.
Change in Foreign Exchange rates against sterling 31 December 2019

Estimated change in fair value

20% Decrease

10% Decrease

10% Increase

20% Increase

£'000

£'000

£'000

£'000

(43,152)

(21,576)

21,576

43,152

Change in Foreign Exchange rates against sterling 31 December 2018

Estimated change in fair value

20% Decrease

10% Decrease

10% Increase

20% Increase

£'000

£'000

£'000

£'000

(59,250)

(29,625)

29,625

59,250

11 c) Credit Risk
The assets bearing credit risk are summarised below by credit rating in the table below. The fair value of fixed income
securities by rating is summarised as follows:

AAA
AA
A
BBB
Below investment grade
Not rated

2019
£'000
90
78,888
13,824
41,553
10,205
9,560

2018
£'000
435
56,939
11,174
32,546
21,326
76,427

154,120

198,847

Ratings are based on the lower of Moody’s or S&P ratings. If guaranteed, the rating represents the higher of the underlying
or guarantor’s financial strength rating. Own Wrapped Debt, which is not rated, represents £9,436,000 (2018 £76,427,000)
of not rated and £nil (2018 £12,113,000) of below investment grade fixed income portfolios respectively.
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11 d) Fair value estimation
The table below analyses financial instruments by valuation method. The different levels have been defined as follows:
•
•
•

Level 1 Quoted prices for government bonds and UCIT funds in active markets.
Level 2 Quoted prices for other bonds in active markets and other funds
Level 3 Model derived valuations for Own Wrapped Debt, where the fair value is determined by reference to the
market value of the security excluding the market's assessment of the value of the guarantee which the Company
provides.
At 31 December 2019
Level 1
£’000

Level 2
£’000

Level 3
£’000

Total
£’000

Financial assets measured at amortised cost
Financial assets measured at fair value

76,892
148,227

67,793
167,340

9,436
—

154,121
315,567

Total Financial assets

225,119

235,133

9,436

469,688

At 31st December 2018

Financial assets measured at amortised cost
Financial assets measured at fair value

Level 1
£’000
55,420
77,497

Level 2
£’000
54,887
219,528

Level 3
£’000
88,540
—

Total
£’000
198,847
297,025

Total Financial assets

132,917

274,415

88,540

495,872

11 e) Liquidity risk
The estimation of the timing of payment of claims liabilities is uncertain and incorporates a significant amount of judgement.
The Company will make a claim payment only if the issuer or obligor responsible for making principal or interest payments
fails to do so. The Company’s obligation in relation to the timing of payments is to pay scheduled interest and principal.
As at 31 December 2019 unexpired risk provisions within technical provisions relate to loss adjusting expenses which are
expected to be incurred within one year. As at 31 December 2018 the Company estimated that more than 99.5% of its
undiscounted unexpired risk provision would become due after more than 5 years.
As noted in the Strategic Report, the Company invests the majority of its investment portfolio in liquid securities and holds
cash and money market funds sufficient to meet any known liabilities falling due in the coming three months. Longer dated
liabilities will be met from the Company’s holdings of fixed income securities and pooled funds.
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12 Debtors arising out of direct insurance operations from policyholders
2019
£'000
8,299
130,867
139,166

Due within one year
Due after one year

2018
£'000
8,990
144,515
153,505

Debtors arising out of direct insurance operations from policyholders includes premium receivable of £17,326,000 (2018
£20,823,000) due in respect of financial guarantee obligations issued under EU passporting rules.

13 Other Debtors

Accrued interest on financial investments
Subrogation recoverable
Receivable for Securities
Other assets
Corporation tax receivable

31

2019
£'000
1,473
—
284
122

2018
£'000
1,689
1,659
2,478
150

183
2,062

6,101
12,077
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14 Tangible assets
Leasehold
Improvements
£’000

Fixtures,
fittings and
equipment
£’000

Total
£’000

225

554

779

Additions

—

33

33

Disposals

—

—

—

225

587

812

At beginning of year

177

546

723

Charge for the year

24

13

37

Disposals

—

—

—

201

559

760

At beginning of year

48

8

56

At 31 December 2019

24

28

52

Leasehold
Improvements
£’000

Fixtures,
fittings and
equipment
£’000

Total
£’000

225

548

773

Additions

—

6

6

Disposals

—

—

—

225

554

779

153

531

684

Charge for the year

24

15

39

Disposals

—

—

—

177

546

723

At 31 December 2017

72

17

89

At 31 December 2018

48

8

56

Cost:
At beginning of year

At 31 December 2019
Depreciation:

At 31 December 2019
Net book value:

Cost:
At 31 December 2017

At 31 December 2018
Depreciation:
At 31 December 2017

At 31 December 2018
Net book value:
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15 Deferred Acquisition Costs
2019
£’000

2018
£’000

At beginning of year
Movement in provision in year

2,837
(310)

3,254
(417)

At end of year

2,527

2,837

2019
£'000

2018
£'000

7,296
3,651
—
7,223
282
18,452

3,778
2,235
1,339

2019
£’000

2018
£’000

36,000

36,000

Deferred acquisition costs

16 Other creditors

Accrued LTIP costs
Other accrued expenditure
Payable for securities
Corporation Tax payable
Inter-company balance

—
327
7,679

17 Called up share capital

Ordinary shares of £1 each
Allotted and called up and fully paid : 36,000,000 shares (2018 :
36,000,0000)
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18 Technical provisions

Unearned
Premium
£'000
At beginning of year

205,399

Movement in the provision
Premiums written in year
Premiums earned

(3,039)
(11,638)

2019
Unexpired
Risk
Provision
£'000
182,593

Claim paid net of subrogation received
Claims management and loss expenses paid
Movement in unexpired risk provision in
respect of prior accident years
Movement in the estimated recoveries under
subrogation
Exchange rate movements
At end of the period

(3)
190,719

Total
£'000

2018
Unexpired
Unearned
Risk
Premium Provision
£'000
£'000

387,992

229,541

(3,039)
(11,638)

(4,940)
(19,211)

125,000
—
—

Total
£'000
354,541
(4,940)
(19,211)

(84,472)
496

(84,472)
496

—
—

(401)
(6,318)

(401)
(6,318)

(95,349)

(95,349)

—

63,224

63,224

(1,659)
(85)
1,524

(1,659)
(88)
192,243

—
9

1,071
17

1,071
26

205,399

182,593

387,992

The unexpired risk provision includes other technical provisions linked to loss adjusting expenses and a deduction for
estimated recoveries under subrogation rights.
All unexpired risk provisions arise in respect of financial guarantee obligations issued under EU passporting rules.

Unexpired risk provision
Other technical provisions
Estimated recoveries under subrogation rights

2019
£'000

2018
£'000

1,524
—
1,524

184,252
(1,659)
182,593

The undiscounted other technical provisions and estimated recoveries under subrogation rights are £1,524,000 and £nil
respectively (2018: £257,953,000 and £1,697,000).
Given the duration of the period until repayment of the obligations guaranteed by the Company, actual claims costs could
differ from these estimates. Management has therefore considered a range of possible outcomes and believe that at 31
December 2019 an unexpired risk provision (net of estimated recoveries under subrogation rights) of £1,524,000 (2018:
£182,593,000) is most appropriate on a discounted basis.
The Company discounts estimated future claims and recoveries under subrogation rights at a rate of 5.22% (2018: 2.46%).
Other technical provisions linked to loss adjusting expenses are not discounted. The following table summarises the estimated
change in the unexpired risk provision assuming an immediate shift in the Company’s discount rate only at specified levels.
As at 31 December 2019 the unexpired risk provision relates only to loss adjusting expenses and therefore does not change
with changes in discount rates.
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18 Technical provisions - continued

2019
Unexpired risk
provision (net of
recoveries and
subrogation)
£'000

Impact of
changes in
provision
£'000

2018
Unexpired risk
provision (net of
recoveries and
subrogation)
£'000

Impact of
changes in
provision
£'000

200 basis point rise

1,524

—

142,362

(40,231)

100 basis point rise

1,524

—

160,726

(21,867)

50 basis point rise

1,524

—

171,179

(11,414)

Base case

1,524

—

182,593

—

50 basis point decline

1,524

—

195,060

12,467

100 basis point decline

1,524

—

208,687

26,094

200 basis point decline

1,524

—

239,895

57,302

The unexpired risk provision is entirely denominated in currencies other than sterling. The table below summarises the
estimated change in value assuming immediate shifts in foreign exchange rates.
Change in Foreign Exchange rates against sterling 31 December 2019
20% Decrease

10% Decrease

10% Increase

20% Increase

£'000
(305)

£'000
(152)

£'000
152

£'000
305

(305)

(152)

152

305

20% Decrease

10% Decrease

10% Increase

20% Increase

£'000

£'000

£'000

£'000

Undiscounted unexpired risk provision

(51,591)

(25,795)

25,795

51,591

Discounted unexpired risk provision

(36,519)

(18,259)

18,259

36,519

Undiscounted unexpired risk provision
Discounted unexpired risk provision

Change in Foreign Exchange rates against sterling 31 December 2018
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19 Accruals and deferred income
2018
£'000
7,222

2019
£'000
6,870

Deferred restructuring and consent fees

20 Interest-bearing loans and borrowings
The Company issued a US Dollar zero coupon note on 18th June 2019 and recorded this as long term debt at a valuation of
$12,180,000 (£9,697,000). The par value of the note is $40,600,000 and the initial valuation reflects the management's
assessment of the market rate of interest relevant to the note of 7.4%. The zero coupon note is repayable on 2nd May 2036.
2018
£'000
—

2019
£'000
9,559

Due after more than one year

21 Pension scheme
The Company operates a defined contribution pension scheme in respect of its full time employees and directors. The charge
to the profit and loss account for the period for pensions was £93,000 (2018: £ 90,000).

22 Commitments
There are no commitments in respect of contracts for capital expenditure not provided for.
Annual commitments for the next financial year under non-cancellable operating leases are as follows:
2019
£’000

Land and Buildings
2018
£’000

2019
£’000

Office Equipment
2018
£’000

Operating leases that expire:
Within one year

188

—

Between two through five years

—

188

7

7

In more than five years

—

—

—

—

—

—

23 Ultimate parent company
The Company is a wholly owned subsidiary of AAC. The ultimate holding company is AFG, a company incorporated under
the laws of the State of Delaware, United States of America.
The largest and smallest groups in which the results of the Company are consolidated are AFG and AAC, respectively. The
consolidated financial statements of AFG are available to the public and may be obtained either from One World Trade
Center, 41st Floor New York, NY 10007, USA or via AFG’s website: www.ambac.com.

24 Post Balance Sheet Event
The Coronavirus COVID-19 outbreak globally during the first quarter of 2020 has placed unprecedented financial and
operational pressures upon companies and their personnel. As set out in the Strategic Report the Company has undertaken
detailed analysis of the potential impacts upon its insured obligations, balance sheet asset valuations and general financial
stability. The Company has also adopted wide-ranging operational changes to protect staff wellbeing.
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