July 7, 2016

Dear Clients and Friends:
As had long been expected, on Friday, July 1, the Commonwealth of Puerto Rico defaulted on a
significant portion of the approximately $2.0 billion in debt service due on its outstanding municipal debt,
including all of the principal and interest on its general obligation (GO) bonds. Claims on financial
guarantee insurance policies issued by National on the affected credits total $173 million. While we
strongly believe that Puerto Rico’s government should have honored the payment priorities set forth in its
own Constitution, the default is yet another reminder of the substantial value that bond insurance brings
to the municipal market.
For the past three years, insured Puerto Rico debt has traded at significantly higher prices than uninsured
bonds of the same issuer and maturity. The reason is simple – we provide an unconditional and
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capitalization is the strongest in its history (including that of
pre-financial crisis MBIA), currently exceeding S&P’s capital adequacy requirement for a Triple-A rating
by approximately $1.5 billion, in our estimation. At the same time, National’s leverage ratios, as
measured by gross par insured to statutory capital or claims-paying resources, have never been
better. The claims payments resulting from Friday’s Puerto Rico defaults are well within National’s
capacity to handle. As S&P recently reported, even a very stressful theoretical loss scenario should not
result in a change to National’s rating. So we remain very confident that we can honor our commitments
to policyholders as events continue to unfold in Puerto Rico.
Our restructuring agreement with PREPA continues to move towards final implementation and
demonstrates that consensual solutions are within reach. The passage of the PROMESA legislation last
week provides a framework for an orderly restructuring of the Commonwealth’s other obligations in a
manner which respects their relative priorities under Puerto Rico’s Constitution and other laws and
agreements. It also sets the stage for greater fiscal discipline on the island and hopefully more certainty
once the Federal Oversight Board is in place. While we are a long way from a resolution in Puerto Rico,
we are optimistic about the eventual outcome. In the meantime, National-insured bondholders can be
confident that they will receive their scheduled principal and interest payments in full.
As always, please feel free to reach out to me with any comments or questions.
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Tom Weyl
Managing Director
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