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FSA HOLDINGS SECOND QUARTER 2007 RESULTS

NET INCOME
$63 Million in Q2 07 (-43% vs. Q2 06)
$148 Million in 6M 07 (-38% vs. 6M 06)

ORIGINATIONS (PRESENT VAL UE)
$218 Million in Q2 07 (-27% vs. Q2 06)
$415 Million in 6M 07 (-2% vs. 6M 06)

New York, New York, August 6, 2007 -- Financial Security Assurance Holdings Ltd. (the
Company), amember of the Dexia group and the holding company for bond insurer Financial
Security Assurance Inc. (FSA), announced second quarter 2007 net income of $62.8 million,
42.7% lower than for the comparable period of 2006 due to the effects of fair-value adjustments
for economic interest rate hedges and investment-grade insured derivatives. Operating earnings,
anon-GAAP measure that excludes those effects, rose 8.6% to $99.6 million.

NET INCOME AND RECONCILIATION TO NON-GAAP OPERATING EARNINGS

(in millions)
Three Months Ended Six Months Ended
June 30, June 30,
2007 2006 2007 2006

NEL INCOME.......cveeeieeieieeteeteee ettt $62.8 $109.7 $148.0 $239.9
Less fair-value adjustments for economic interest rate
NEAQES [1] ...evveeeeeiriere s (7.2) 20.1 (7.2) 43.7
Less fair-value adjustments for investment-grade
insured derivativesS [1] .......ccccvererenereeenene e (29.6) (2.1) (38.2) 16.9
Operating Earnings [1] ....cccoceveeveeeveeeeeeeeeeeceeeeeeeienes $99.6 $91.7 $1934 $179.3

[1] For adiscussion of operating earnings and the adjustments made to net income in calculating operating earnings,
see below, “Analysis of Financial Results — Operating Earnings.” Also see “Non-GAAP Measures’ below for a
discussion of measures not promulgated in accordance with accounting principles generally accepted in the United
States of America (GAAP).

Shareholders’ equity (book value) was $2.7 billion and non-GAAP adjusted book value (ABV)
was $4.1 billion at June 30, 2007. Over the past 12 months, after taking dividends into account,
ABYV grew 14.6%. See“Non-GAAP Measures’ below for a more detailed discussion of ABV
and areconciliation to U.S. GAAP shareholders’ equity. The Company’s management
considers ABV to be an operating measure of the Company’ sintrinsic value and discloses ABV
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because it provides information important to management that would not be available to
investors through GAAP disclosure alone.

Present value (PV) originations, a non-GAAP measure, totaled $217.9 million for the second
quarter of 2007, 27.0% lower than for last year’s comparable period. Comparing six-month
results of 2007 and 2006, PV originations declined 2.3% to $415.4 million.

Robert P. Cochran, chairman and chief executive officer of the Company and FSA, said:
“Despite strong growth in our asset-backed business, FSA’ s total first-half originations fell
slightly behind those of the comparable period in 2006. Thiswas due primarily to the lengthy
process of closing transactions in the international public infrastructure market. In the highly
competitive U.S. municipal market, we maintained our focus on high-quality issuesin core
sectors that provide greater relative value.

“Operating earnings rose 8.6%. However, net income declined because of fair-value
adjustments primarily due to widening credit spreads for our highly rated insured credit default
swaps. In prior periods, we have had significant positive marks, which we have consistently
excluded from operating earnings. The sum of these fluctuations is expected to return to zero
when the contracts mature.

“It is also important to emphasize that we remain comfortable with our exposure to subprime
mortgages. Our subprime mortgage insured portfolio is generaly performing well. In fact, we
believe this current market turmoil combined with credit spread widening will have a positive
Impact on our new business opportunities going forward.” For additional information on the
subprime mortgage insured portfolio, see Investor Presentations and Information on FSA’s
website at www.fsa.com.

BUSINESS PRODUCTION

TOTAL ORIGINATIONS

Three Months Ended Six Months Ended
June 30, June 30,
2007 2006 2007 2006
Gross par insured (in billions).........cccccceeveceeeeeeeeenee. $26.1 $26.0 $55.8 $42.8
Gross PV originations (in millions) [1] ........c.ccccvveneeneee. 2179 298.5 4154 425.0

[1] Estimated by the Company for business originated in the period as the sum of (a) the present value of premiums
originated (PV premiums originated), defined as estimated future installment premiums discounted to their present
value, aswell as upfront premiums, plus (b) the present value of net interest margin originated (PV NIM
originated) in the financial products segment, defined as estimated interest to be received on investments less
estimated transaction expenses and interest to be paid on liabilities plus results from derivatives used for hedging
purposes, discounted to present value. The discount rate was 4.86% for 2007 originations and 5.07% for 2006
originations. PV premiums originated, PV NIM originated and PV originations are non-GAAP measures based on
estimates of, among other things, prepayment speeds of asset-backed securities. Additionally, PV premiums
originated is ameasure of gross origination activity and does not reflect premiums ceded to reinsurers or the cost
of credit default swaps or other credit protection, which may be considerable, employed by the Company to
manage its credit exposures. Management believes that, by disclosing the components of PV originationsin
addition to premiums written, the Company provides investors with a more comprehensive description of its new
business activity in agiven period. For further discussion, see “Non-GAAP Measures’ below. For a
reconciliation of PV premiums originated to gross premiums written, see “ Analysis of Financial Results —
Premiums’ below.

Unless otherwise noted, percentage changes mentioned in this release compare the period
named with the comparable period of the previous year.
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PUBLIC FINANCE ORIGINATIONS

Three Months Ended Six Months Ended
June 30, June 30,
2007 2006 2007 2006
United States:
Gross par insured (in billions).........cccccceeveeeeceeccveeenee $120 $12.9 $26.3 $20.2
Gross PV premiums originated (in millions) ................. 774 112.3 151.4 166.6
International :
Gross par insured (in billioNs) ... $ 17 $ 29 $26 $ 45
Gross PV premiums originated (in millions) ................. 39.0 110.2 55.7 1384

First-half estimated municipal market volume of $230.3 billion was 28% higher than in the first
half of 2006, largely due to refundings. However, the pace of refundings slowed late in the
second quarter due to a significant rise in interest rates. Insurance penetration during the first
six months was approximately 48%, compared with 50% in last year’s comparable period. FSA
insured approximately 22% of the par amount of insured new municipal bond issues sold year-
to-date.

Including both primary and secondary U.S. public finance obligations with closing datesin the
second quarter, the par amount insured by FSA declined 6.5%, and PV premiums originated
declined 31.1%. The decline in PV premium production was related primarily to decreases in
health care and other high-premium types of transactions. For the first half, public finance par
insured increased 30.1%, while PV premiums originated declined 9.1% due to the focus on
higher-quality core sectors.

In primary and secondary international public finance markets during the second quarter, FSA
insured U.K. and Australian utility financings, an Italian health care receivable securitization
and transportation and municipal bond issues in Japan. Par originated declined 42.4%, and PV
premiums originated declined 64.6%. Resultsin this sector tend to beirregular because of the
timing of large, high-premium transactions with long development times. For the first six
months, international public finance par insured declined 42.5%, and PV premiums originated
declined 59.8%. FSA has mandates to guarantee major infrastructure financings scheduled to
close later thisyear.

ASSET-BACKED ORIGINATIONS

Three Months Ended Six Months Ended
June 30, June 30,
2007 2006 2007 2006
United States:
Gross par insured (in billions).........ccccceeveeceeiceceenee, $99 $89 $223 $13.2
Gross PV premiums originated (in millions) ................. 64.6 27.2 129.0 531
International:
Gross par insured (in billioNs) .........cccovevriniennieeenas $25 $13 $ 46 $ 49
Gross PV premiums originated (in millions) ................. 14.2 105 29.8 13.6

FSA increased its second-quarter U.S. asset-backed production by 10.0% in par originated and
136.9% in PV premiums originated. Asin the first quarter, the business was primarily focused
on the pooled corporate and residential mortgage sectors, where FSA found opportunities at
attractive pricing levelsin awidening spread environment. Additionally, transactions closed in
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the second quarter had longer average lives, which will contribute to stability of future earnings.
For the first half, FSA increased U.S. asset-backed par insured 68.7%, and PV premiums
originated 142.9%.

Outside the United States, FSA’ s asset-backed par insured increased 95.5%, and PV premiums
originated increased 34.2% for the second quarter. PV premiums did not increase as much as
par insured because, in last year’ s second quarter, FSA guaranteed two high-premium
diversified payment rights transactions. In the second quarter of this year, FSA guaranteed
multinational collateralized debt obligations, U.K. residential mortgage transactions and
Japanese and Canadian consumer finance securitizations. For thefirst half, FSA produced
119.5% more international asset-backed PV premiums despite a 6.2% decline in par insured.
Asin the United States, FSA found more attractively priced pooled corporate opportunities with
generally longer average lives.

FINANCIAL PRODUCTS ORIGINATIONS

Three Months Ended Six Months Ended
June 30, June 30,
2007 2006 2007 2006
Gross PV NIM originated (in millions) .........c.ccccoeeeenne. $22.7 $38.3 $49.5 $53.3

In the financial products (FP) segment, PV NIM originated decreased 40.4% for the second
quarter, reflecting shorter average lives of new investments. The Company continued to invest
conservatively in the mortgage-backed sector, focusing on Triple-A tranches, and it was able to
further reduce portfolio risk by investing in shorter term Triple-A mortgage-backed securities,
for which spreads had widened. PV NIM declined 6.9% for the first half.

ANALYSISOF FINANCIAL RESULTS

NET INCOME. Second-quarter net income decreased 42.7% to $62.8 million from $109.7
million for the second quarter of last year due to the effects of the fair-value adjustments
discussed below under “ Operating Earnings.” For the same reason, first-half net income
decreased 38.3% to $148.0 million. The fair-value adjustments for economic interest rate
hedges in the second quarter include a $7.4 million after-tax gain representing previously
unreported amortization of fair-value adjustments related to debt of a consolidated variable
interest entity.

OPERATING EARNINGS. Operating earnings (a non-GAAP measure) and the adjustments to
net income used to calculate it are disclosed above, in the table entitled “Net Income and
Reconciliation to Non-GAAP Operating Earnings.” The Company defines operating earnings
as net income before the effects of fair-value adjustments for:

e economic interest rate hedges, defined as derivatives that are intended to hedge interest rate
risk but do not meet the criteria necessary to receive hedge accounting treatment under
Statement of Financial Accounting Standards No. 133, “Accounting for Derivative
Instruments and Hedging Activities” (SFAS 133), with any residual hedge ineffectiveness
remaining in operating earnings; and

e investment-grade insured derivatives, which are certain contracts for which fair-value
adjustments are recorded through the income statement because they qualify as derivatives
under SFAS 133 or Statement of Financial Accounting Standards No. 155, “Accounting for
Certain Hybrid Financial Instruments” (SFAS 155). These contracts include FSA-insured
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credit default swaps (CDS), insured swaps in certain public finance obligations and insured
net interest margin (NIM) securitizations.

The Company typically converts the fixed interest rates of certain assets and liabilities to dollar-
denominated LIBOR-based floating rates by means of interest rate derivatives. Without hedge
accounting, SFAS 133 requires the marking to fair value of each such derivative in the income
statement without the offsetting mark to fair value on the asset or liability it isintended to
hedge. These one-sided mark-to-fair-value valuations cause income volatility. Under the
Company’ s definition of operating earnings, the economic effect of these hedges is recognized,
which, for interest rate swaps, generally resultsin any cash paid or received being recognized
ratably as an expense or revenue over the hedged item’slife. The fair-value adjustments for
economic interest rate hedges reflect the cost of replacement and the effect of movements of
LIBOR-based interest rates.

Insured derivatives are transactions that are insured by the Company in the normal course of
business and, for accounting purposes, qualify as derivatives under SFAS 133 or SFAS 155. A
large magjority of these derivatives are CDS, which are generally non-cancelable prior to
maturity, and the Company views insured CDS risks as comparable to other insured risks. CDS
transactions insured by the Company generally reference either a specific security otherwise
qualifying for FSA insurance or a pool of corporate or consumer debt securities or bank loans,
structured such that the risk insured is investment grade without the benefit of the credit
protection provided by the Company. Inthe event a CDS were to migrate below investment
grade, the fair-value impact would be fully reflected in operating earnings. Given the high
credit quality of the CDS insured by FSA, management believesit is probable that the financial
impact of the fair-value adjustments for the insured CDS will sum to zero over the finite terms
of the exposures, which are typically five to ten years at inception. Notwithstanding this
eventual outcome, sharp swingsin the estimated fair value of the CDS portfolio may occur from
quarter to quarter, as the credit spreads that drive the fair-value estimates are volatile.

For the second quarter of 2007, the fair-value adjustments for investment-grade insured
derivatives reflected primarily significant widening of credit spreads. No material credit
deterioration was observed in FSA-insured derivatives.

For the first six months of 2007, the fair-value adjustments for investment-grade insured
derivatives reflected significant widening of credit spreads and the normal reversal of
accumulated fair-value gains as individual underlying contracts move closer to maturity.
No material credit deterioration was observed in FSA-insured derivatives.

PREMIUMS. The following table reconciles gross premiums written, which captures premiums
collected and accrued for in the period regardless of when the related business was originated, to
PV premiums originated, a non-GAAP measure that management uses to evaluate current
business production.
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RECONCILIATION OF GROSSPREMIUMSWRITTEN TO PV PREMIUMS ORIGINATED

(in millions)
Three Months Ended Six Months Ended
June 30, June 30,

2007 2006 2007 2006
Gross premiums WHHEN ........c.ceeveeevceecse e $172.7 $241.6 $322.1 $367.7
Grossinstallment premiums received..........ccooeveeeneenee. (66.0) (61.2) (127.9) (116.5)
Gross upfront premiums originated ...........cccccoeeveeenenne 106.7 180.4 194.2 251.2
Gross PV estimated installment premiums originated...  88.5 79.8 171.7 120.5
Gross PV premiums originated ............ccococeeevevrveveennn. $195.2 $260.2 $365.9 $371.7

The following table summarizes earned and written premiums, net of reinsurance.

NET EARNED AND WRITTEN PREMIUMS

(in millions)
Three Months Ended Six Months Ended
June 30, June 30,

2007 2006 2007 2006
NEt Premiums WHEEN. ......c.cvcveereeceeeeeee s $111.7 $151.0 $211.9 $239.7
Net premiums earned.........ccceeveeeeveeveesee e e 106.0 98.5 205.0 193.0

Net premiums earned excluding effect of refundings

and acCelerations..........ccceeveevee e 914 84.3 1754 169.7

For the second quarter, gross premiums written decreased 28.5%, and net premiums written
decreased 26.0%. For the first six months, gross premiums written decreased 12.4%, and net
premiums written decreased 11.6%. In each case, the change reflected a decrease in public
finance premiums written, partially offset by an increase in asset-backed premiums written.

Second-quarter net premiums earned totaled $106.0 million, a7.7% increase. Thisincludes
$14.6 million of net premiums earned from refundings and accel erations, compared with $14.2
million for the second quarter of 2006. Excluding premiums from refundings and accel erations,
second-quarter net premiums earned increased 8.5%, primarily reflecting increases in both
public finance and asset-backed earned premiums. The asset-backed earned premiums increase
was driven primarily by premium supplements.

For the first six months, net premiums earned totaled $205.0 million, a6.3% increase. This
includes $29.6 million of net premiums earned from refundings and accelerations, compared
with $23.3 million for last year’ s comparable period. Excluding premiums from refundings and
accelerations, first-half net premiums earned increased 3.4%, primarily reflecting increasesin
both public finance and asset-backed earned premiums,

FP SEGMENT NET INTEREST MARGIN. FP Segment NIM was $25.8 million for the
second quarter of 2007 and $50.4 million for the first six months, compared with last year’s
results of $17.2 million for the second quarter and $36.7 million for the first six months. The
increases reflected primarily portfolio growth in the guaranteed investment contract business
and capital gains. FP Segment NIM is anon-GAAP measure defined as the net interest margin
from the financial products segment excluding fair-value adjustments for economic interest rate
hedges.
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INVESTMENT PORTFOLIO. Second-quarter net investment income increased to $58.1
million from $53.3 million ayear ago. For the first six months, net investment income increased
to $115.8 million from $106.3 million in last year’ s comparable period. The increases primarily
reflect higher invested balances in the investment portfolio. The Company's effective tax rate
on investment income (excluding the effects of realized gains and losses, the FP Segment and
assets acquired in refinancing transactions) was 12.3% year to date, versus 13.4% for last year's
comparable period.

EXPENSES.

EXPENSESAND POLICY ACQUISITION COSTS

(in millions)
Three Months Ended Six Months Ended
June 30, June 30,
2007 2006 2007 2006

Other operating expenses and policy acquisition

COSES L] 1ottt $56.8 $34.4 $103.0 $81.9
Other operating expenses and policy acquisition

costs, excluding deferred compensation plans

(DCP) and supplemental executive retirement

(SERP) PlanS........ccccouvveiriineinieineesre e 49.6 40.6 93.6 82.2

[11 These expenses include certain compensation expenses related primarily to the Company’s DCP and SERP
plans, which are based on changes in the market value of related investments and are perfectly offset by
amounts in other income arising from marking to fair value the assets held to economically defease such
obligations.

Excluding DCP and SERP plans, policy acquisition and other operating expenses increased by
$9.0 million, or 22.0%, for the second quarter of 2007 from last year’s second quarter. For the
first six months, those expenses increased by $11.4 million, or 13.8%. The increases relate
primarily to higher compensation expenses and alower deferral rate.

RESERVES. The Company recorded losses and |oss adjustment expenses incurred of $4.7
million for the second quarter of 2007 and $7.9 million for the second quarter of 2006. Y ear to
date, losses and loss adjustment expenses totaled $9.1 million for the first six months of 2007
and $11.2 million for the first six months of 2006. The decreases are driven primarily by an
increase in higher rated transactions, which require lower reserves. Adjustments to reserves
represent management’ s estimate of the amount required to cover the present value of the net
cost of claims, based on statistical provisions for new originations.

During the second quarter of 2007, a net amount of $1.9 million was transferred from case
reserves to the non-specific reserve, primarily reflecting a decrease in existing case reserves for
certain collateralized debt obligations, partially offset by an increase in the case reserve for a
health care transaction. Transfers between non-specific and case reserves represent a
reallocation of existing loss reserves and have no impact on earnings. At June 30, 2007,
aggregate case and non-specific reserves, net of reinsurance recoverables, totaled $199.1
million, compared with $190.8 million at December 31, 2006.

NON-GAAP MEASURES

To reflect accurately how the Company’ s management eval uates the Company’ s operations and
progress toward long-term goals, this release contains both measures promulgated in accordance
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with accounting principles generally accepted in the United States of America (GAAP
measures) and measures not so promulgated (non-GAAP measures). Although the measures
identified as non-GAAP in this release should not be considered substitutes for GAAP
measures, management considers them key performance indicators and employs them in
determining compensation. Non-GAAP measures therefore provide investors with important
information about the way management analyzes its business and rewards performance.

Non-GAAP measures used in thisrelease include ABV, operating earnings, PV premiums
originated, PV NIM originated, PV originations and FP segment NIM. In the tables above,
operating earnings is reconciled to net income, and PV premiums originated is reconciled to
gross premiums written. PV NIM originated is the present value of estimated future net interest
margin generated by new businessin the financial products segment during a given period,
adjusted for management’ s estimate of transaction and hedging costs. At the beginning of 2007,
based on experience, management reduced its estimate of the adverse effect of such costs, and
appropriate adjustments were included in the estimates of 2007 PV NIM originated and the PV
future net interest margin (PV future NIM) component of ABV. PV originationsis the sum of
PV premiums originated and PV NIM originated. The Company employs PV originations to
describe the present value of all the Company’ s originations in a given period.

Management uses ABV as a measure of performance and to calculate a portion of employee
compensation. An investor attempting to evaluate the Company using GAAP measures alone
would not have the benefit of thisinformation. The ABV calculation relies on estimates of the
amount and timing of installment premiums and net interest margin and applies discount factors
to determine the present value. Actual values may vary from the estimates. As of December 31,
2006, the Company began to calculate ABV on the basis of International Financial Reporting
Standards (IFRS) results that the Company reports to its principal shareholder, DexiaS.A., in
order to better align the interests of employees with the interests of Dexia S.A., whose accounts
are maintained under IFRS. The IFRS adjustments relate primarily to accounting for foreign
exchange, contingencies and fair-value adjustments. ABV isreconciled to book value in the
table that follows.
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RECONCILIATION OF USGAAP SHAREHOLDERS EQUITY TO

ADJUSTED BOOK VALUE (IFRSBASIYS)

(in millions)

Shareholders' Equity (Book Vaue) —U.S. GAAP ...
After-tax adjustments:

Plus net unearned premium revenues (net of taxes of $579.3 and $576.9) ....
Plus PV future net installment premiums and financial products PV future

net interest margin (net of taxes of $377.6 and $337.7) [1][2] ......cccceueneee.
Less net deferred acquisition costs (net of taxes of $121.3 and $119.2)............
L ess fair-value adjustments for investment-grade insured derivatives (net

Of taxes Of $10.6 aNA $3L.2) ....eoueiiririeirereeeree s
Lessfair value of economic interest rate hedges (net of taxes of $11.2 and

B3B0.0) e b e ea e aene e
Less unrealized gains on investments (net of taxes of $38.8 and $83.4)........

Adjusted Book Value before IFRS adjustments...........ccoeeeeveneenenceeeneene
IFRS AQJUSIMENES ...ttt eneesne e

Adjusted Book Value (IFRSDaSIS) ......ccceiireeiiieeresee e

June 30, December 31,
2007 2006
$2,686.0 $2,722.3

1,075.9 1,071.4
701.3 627.2
225.3 221.4

19.8 58.0

20.8 72.6
72.0 154.9
4,125.3 3,914.0
4.7 4.8
$4,130.0 $3,918.8

[11 Amountsinclude the effects of PV future ceding commission and premium taxes. The discount rate varies according to
the year of origination. For each year’s originations, the Company calculates the discount rate as the average pre-tax
yield on itsinvestment portfolio for the previous three years. The rate was 4.86% for 2007 and 5.07% for 2006.

[21 At the beginning of 2007, based on experience, management applied a reduced estimate of transaction and hedging
costs to financial products PV future NIM. Thisincreased June 30, 2007 PV future NIM by approximately $24 million.

Thisrelease also contains certain other non-GAAP measures that are based on statutory
accounting principles applicable to insurance companies. Management uses such measures
because the measures are required by regulators or used by rating agencies to assess the capital
adequacy of the Company. The following table presents statutory-basis information for FSA.

Page 9 of 13



CLAIMS-PAYING RESOURCES (STATUTORY BASIS)
FINANCIAL SECURITY ASSURANCE INC. AND SUBSIDIARIES

(dollarsin thousands)

June 30, December 31,
2007 2006

CoNtiNGENCY RESEIVE ...t e $ 1,160,303 $ 1,011,034
SUrplus to PolicyhOlders ........oov e 1,482,309 1,543,113
Qualified Statutory Capita .........cccceveeevereeeerr e 2,642,612 2,554,147
Net Unearned Premium RESEIVE .......c.vevviieveee et 2,116,401 2,070,751
Loss and Loss Adjustment EXpense RESErVe.........cocveeeerenenencneeseenes 53,712 52,964
Qualified Statutory Capital and RESEIVES........cccevvvceeveieece e 4,812,725 4,677,862
Net Present Value of Installment Premiums.........cccceeeeeveeiieccieecreecneene, 894,458 827,916
Third-Party Capital SUPPOIt [1] ..oceevveeeieeeee e 550,000 550,000
Total Claims-Paying RESOUICES [2] ..ocvvvervierrir e eieerieesreesieesiee e $ 6,257,183 $ 6,055,778
Net Insurance in Force (principal & iNtErest)........ccovvveneneneieeenesienne $576,405,441 $552,695,033
Capital RELIO [3] ..ecvereereerrerierieieieieese st 218:1 216:1
Claims-Paying RaLO [4] .....cceoeieeeereiisie et 92:1 91:1

[1] Standby line of credit facility and money market committed preferred trust securities.

[2] Tota claims-paying resourcesis aterm used by rating agencies to quantify total resources available to pay claimsin their
stress-case scenarios. Rating agencies may apply further adjustments to some or all of the figuresin order to reflect their
views of realization.

[3] Capital ratiois net insurance in force divided by qualified statutory capital.

[4] Claims-paying ratiois net insurance in force divided by claims-paying resources.

ADDITIONAL INFORMATION

The Company plans to post its latest Operating Supplement to its website, www.fsa.com, this
week. The Operating Supplement contains additional information about results for the period
covered in thisrelease.

FORWARD-LOOKING STATEMENTS

The Company relies on the safe harbor for forward-looking statements provided by the Private
Securities Litigation Reform Act of 1995. This safe harbor requires that the Company specify
important factors that could cause actual results to differ materially from those contained in
forward-looking statements made by or on behalf of the Company. Accordingly, forward-
looking statements by the Company and its affiliates are qualified by reference to the following
cautionary statements.

Initsfilings with the SEC, reports to shareholders, press releases and other written and oral

communications, the Company from time to time makes forward-looking statements. Such

forward-looking statements include, but are not limited to:

e projections of revenues, income (or 10ss), earnings (or 10ss) per share, dividends, market
share or other financial forecasts,

e statements of plans, objectives or goals of the Company or its management, including those
related to growth in adjusted book value or return on equity; and

e expected losses on, and adequacy of loss reserves for, insured transactions.
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Words such as "believes," "anticipates,” "expects," "intends' and "plans’ and similar
expressions are intended to identify forward-looking statements but are not the exclusive means
of identifying such statements.

The Company cautions that a number of important factors could cause actual resultsto differ

materially from the plans, objectives, expectations, estimates and intentions expressed in

forward-looking statements made by the Company. These factors include:

e changesin capital requirements or other criteria of securities rating agencies applicable to
FSA;

e competitive forces, including the conduct of other financial guaranty insurers;

e changesin domestic or foreign laws or regulations applicable to the Company, its
competitors or its clients;

e changesin accounting principles or practices that may result in a decline in securitization
transactions or affect the Company’ s reported financial results;

e an economic downturn or other economic conditions (such as arising interest rate
environment) adversely affecting transactions insured by FSA or its investment portfolio;

e inadequacy of reserves established by the Company for losses and |oss adjustment
expenses;

e disruptionsin cash flow on FSA-insured structured transactions attributable to legal

challenges to such structures;

downgrade or default of one or more of FSA'sreinsurers,

market conditions, including the credit quality and market pricing of securities issued;

capacity limitations that may impair investor appetite for FSA-insured obligations;

market spreads and pricing on insured CDS exposures, which may result in gain or loss due

to mark-to-market accounting requirements;

e prepayment speeds on FSA-insured asset-backed securities and other factors that may
influence the amount of installment premiums paid to FSA; and

e other factors, most of which are beyond the Company’ s control.

The Company cautions that the foregoing list of important factorsis not exhaustive. In any
event, such forward-looking statements made by the Company speak only as of the date on
which they are made, and the Company does not undertake any obligation to update or revise
such statements as a result of new information, future events or otherwise.

THE COMPANY

Financial Security Assurance Holdings Ltd. (the Company), headquartered in New Y ork City, is
a holding company whose affiliates provide financial guarantees and financial productsto
clientsin both the public and private sectors around the world. The principal operating
subsidiary, Financial Security Assurance Inc. (FSA), aleading guarantor of public finance and
asset-backed obligations, has been assigned Triple-A ratings, the highest ratings available, from
Fitch Ratings, Moody’ s Investors Service, Inc., Standard & Poor’s Ratings Services and Rating
and Investment Information, Inc. Through other subsidiaries, the Company provides FSA-
insured financial products, such as guaranteed investment contracts, to obtain funds at Triple-A
cost and then invests those funds in high-quality, liquid securities. The Company is a member
of the Dexia group.
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FINANCIAL SECURITY ASSURANCE HOLDINGSLTD. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS (unaudited)
(in thousands, except share data)

June 30, December 31,
2007 2006
ASSETS
Genera investment portfolio:
Bonds at fair value (amortized cost of $4,579,549 and $4,546,147) ........cccccvvuuee $ 4,662,708 $ 4,721,512
Equity securities at fair value (cost of $39,316 and $54,291) ........cccccveerrecrrecnnes 39,380 54,325
Short-term investments (cost of $126,913 and $96,055).........ccveeeureerereeeereerereenenees 128,253 96,578
Financial products segment investment portfolio:
Bonds at fair value (amortized cost of $18,013,847 and $16,692,183) ................. 17,980,660 16,757,979
ShOrt-terM INVESIMENES......c.cveveieieieieirieieieie ettt ees 850,585 659,704
Trading portfolio at falr VAIUE ..ot 342,149 119,424
Assets acquired in refinancing transactions:
Bonds at fair value (amortized cost of $26,483 and $40,133).........cccecvvrvervnnnnes 28,012 41,051
SECUMTIZEA 10BNS......eoveeeeeeieiete ettt 201,577 241,785
111 1= TP 50,346 55,036
Total iNvesStMent POrtfOliO.......cceueurieieeeeeirrrr s 24,283,670 22,747,394
7 o TSP 48,995 32,471
Deferred aCqUISITION COSES ......vouiiririrreirererieeresesisssesesessseseseese e sssessesesessssesesessesenes 346,618 340,673
Prepaid reinsurance PreMilMS ...........ccoeereeeeerereseeseseseseesssesssessessssssssessssssssssssenssenses 1,027,984 1,004,987
Reinsurance recoverable on unNpaid [0SSES........cvevvereririeenenre e 39,834 37,342
(141 S5 = £ 1,243,501 1,610,759
TOTAL ASSETS ..ttt e $ 26,990,692 $ 25,773,626
LIABILITIES MINORITY INTEREST AND SHAREHOLDERS
EQUITY
Deferred PremMiUum FEVENUE............ccueueveeeeecee ettt ses st snnaees $ 2,683,201 $ 2,653,321
Losses and 10SS adjuStMmENt EXPENSES........ccceererieeererieeeeses e ee et se e s sesenssenens 238,975 228,122
Financia products sSegment debt.........cvvvveeeirerereee e e 19,384,688 18,349,665
Deferred federal INCOME LAXES.......ccovviririireiieeeeeeeeee bbbt 225,832 298,542
NN 010=S] 0= Y= o = 730,000 730,000
Accrued expenses, other liabilities and minority interest.........coovvvvvvvvervencnenene 1,041,969 791,664
TOTAL LIABILITIESAND MINORITY INTEREST ......ccocvvvrrrrerererereneneene 24,304,665 23,051,314
COMMITMENTS AND CONTINGENCIES
Common stock (200,000,000 shares authorized; 33,517,995 issued; par value of
B.OL PO SNAME) ...cveeeerereeeeirereseee st ss e sss et sss s s s s snsnseanese s snsnens 335 335
Additional paid-in capital—COMMON.........cccorurerierrreere e 906,687 906,687
Accumulated other comprehensive income (net of deferred income taxes of
$19,723 aNA $86,119) .....cocvreeeirerieeie ettt 36,732 160,038
ACCUMUIAEEA EBIMINGS .....eerieeeeireeieeeree et se e sae e nesassennnens 1,742,273 1,655,252
Deferred equity COMPENSALION ......cocrueuiriririeieieririeiee s 19,225 19,225
Lesstreasury stock at cost (241,978 ShareS held) ..........vveeeeereeneveereenesesseesessenneons (19,225) (19,225)
TOTAL SHAREHOLDERS EQUITY ..ottt 2,686,027 2,722,312
TOTAL LIABILITIES, MINORITY INTEREST AND SHAREHOLDERS
BEQUITY ettt s s $ 26,990,692 $ 25,773,626

See Notes to Consolidated Financial Statements to be filed on Form 10-Q.
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FINANCIAL SECURITY ASSURANCE HOLDINGSLTD. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME (unaudited)
(in thousands)

Three Months Ended Six Months Ended
June 30, June 30,
2007 2006 2007 2006
REVENUES
NEt PremiumS WM ..o $111,715 $ 150,996 $ 211,915 $239,728
NEt Premiums EaMNE........cvvvriieeresererer s $106,021 $98,461 $ 205,033 $192,957
NEL INVESIMENE INCOME......coieiieeieeeieee et 58,117 53,254 115,826 106,300
Net realized gains (I0SS6S) ........ceeerveeereeeeeeeeeeeeeeeeeeseseesesesesee (1,903) (3,636) (2,058)  (4,554)
Net interest income from financia products segment.............. 270,241 207,522 517,919 383,811
Net realized gains (losses) from financia products segment ... 1,208 — 1,742 77
Net realized and unrealized gains (losses) on derivative
INSITUMENES...c.vooveoeves oo ssees s ssessssssssseesssensseessseees (44,534) 74,759 (26,163) 132,584
Income from assets acquired in refinancing transactions.......... 5,464 6,126 11,316 13,107
Net realized gains (losses) from assets acquired in refinancing
TTANSACHIONS ...ttt 44 (171) 313 541
Other INCOME ...t 15,631 1,028 21,190 8,376
TOTAL REVENUES.........ccccoici 410,289 437,343 845118 833,199
EXPENSES
Losses and 10ss adjustment EXPENSES.........cevrevereeererererenenenens 4,678 7,899 9,068 11,184
INEEIESE EXPENSE ...ttt 11,584 6,748 23,168 13,496
POlicy aCqUISITION COSES ....uvuvirieiieiiieeeseeeese e 18,055 14,421 34,006 30,631
Foreign exchange (gains) losses from financial products
LSS0 001 o S 13,149 75,800 30,653 111,985
Net interest expense from financial products segment............... 248,441 180,983 490,124 336,643
Other Operating EXPENSES .......ccuceverereeeereree e es 38,760 19,967 69,022 51,271
TOTAL EXPENSES.........cooeeeeeterseessise st 334,667 305,818 656,041 555,210
INCOME BEFORE INCOME TAXES AND MINORITY
INTEREST ...ttt 75,622 131,525 189,077 277,989
Provision (benefit) for inCOMetaxes .......cocovvevevereneereceeeennns 12,795 36,286 41,054 90,070
NET INCOME BEFORE MINORITY INTEREST ................... 62,827 95,239 148,023 187,919
LesS: MINOrity INEIES........vvvuevvrerveeesesisesssessses s sssssssssens —  (14481) — _(52,006)
NET INCOME ...ttt 62,827 109,720 148,023 239,925
OTHER COMPREHENSIVE INCOME (LOSS), NET
OF TAX

Unrealized gains (losses) arising during the period, net of

deferred income tax provision (benefit) of $(51,990),

$(25,312), $(64,329) and $(59,598) ........ccoerrrrrrrrerrerrereesienens (96,554)  (46,400)  (119,468) (110,579)
Less: reclassification adjustment for gains (losses) included in

net income, net of deferred income tax provision (benefit) of

$1,739, $(1,175), $2,067 and $(1,487)......cocuvererreerrrcrercrrrnnnns 3,228 (2,182) 3838  (2,761)
Other comprehensive inCome (10SS)........cveeueeeierneeneeenesenennens (99,782)  (44,218)  (123,306) (107,818)
COMPREHENSIVE INCOME (LOSS) ....coveeevrerereereevereneenens $(36,955) $ 65502 $ 24,717 $132,107

See Notes to Consolidated Financial Statements to be filed on Form 10-Q.
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