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Assured Guaranty Ltd. 
AGO a “Melting Ice Cube?” More Like “Sustainable 
Buyback Machine” and “Inexpensive Value Creator” 

We anticipate that shares of Assured Guaranty (AGO) will be weaker this 
morning after a hedge fund manager laid out a bearish thesis on the stock 
at an investment conference yesterday after the market close. If such turns 
out to be the case, we believe this would represent an attractive 
opportunity to buy AGO shares at an even more attractive price when none 
of the notions underlying the argument in favor of the shorting the stock 
are new, and most are easily refuted through a quick review of the facts on 
the ground. 

 

 

AGO during the manager’s presentation was labeled “a melting ice 
cube” that was “paying out the drops while it still can.” We believe this 
assessment is simply misguided. While it is true that AGO insured 
portfolio is running off more quickly than the company can replenish it 
with new insurance written, it is also true that it has an $11.5bn 
investment portfolio that generated $418mm in investment income in 
FY17. 

 

 

 

That’s hardly a description of a “melting ice cube,” especially insofar as 
that investment income is equal to the annual debt service on all of 
AGO’s insured exposure to Puerto Rico’s debt over the next decade. 

 

 

 

Moreover, the $500mm+ in share buybacks that AGO is positioned to 
execute for years to come are hardly “drops,” and insomuch as the 
company had $2.8bn in excess capital above Standard & Poor’s “AAA” 
standard as of YE16 – a figure that we believe is well over $3bn at this 
point given the capital released via portfolio run-off – it is well 
positioned to sustain that level of repurchases for years to come. 

 

  Indeed, AGO’s ability to repurchase its shares at a steep discount to its 
adjusted book value (ABV) is a significant source of value creation. If 
there is anything “melting” in the case of AGO it is the company’s 
share count, which has shrunk by 43% since 2013. 

 

 

 

Valuation: Our $51 price target is based on 0.65x our YE18E adjusted 
book value (ABV) per share of $83.01, minus $4.40 per share 
representing the estimated impact of potential losses related to AGO's 
insured exposure to Puerto Rico's debt. 

  

 

AGO $35.93 
12 month target $51.00 
Upsi de  41.9%  

  
BUY  
 

52 week range $33.01 - $45.38 

Dividend Yield       Market Cap (m) $4,272 
 

Price Performance 

 
Source: IDC 

 

Estimates 
 

 1Q17 A 2Q17 A 3Q17 A 4Q17 A FY17 A 1Q18 E 2Q18 E 3Q18 E 4Q18 E FY18 E FY19 E 

Operating Income 273 141 156 91 661 82 80 80 78 320 261 
Oper. Inc. Per Share 2.15 1.15 1.29 0.77 5.40 0.71 0.71 0.72 0.72 2.86 2.60 
Source: BTIG Estimates and Company Documents ($ in millions, except per share amount) 
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 As a result, AGO’s ABV per share has increased from $49.55 in 3Q13 to 
$77.74 at YE17 – a trajectory that it is well positioned to sustain. AGO 
shares trade at just 0.46x the company’s TBV as of YE17 such that 
those buybacks are highly accretive.  

 AGO has other means of boosting its ABV, including the purchase of 
inactive bond insurers or the reinsurance of their portfolios. We 
believe this is likely to become apparent again when the company 
reports its 1Q18 results on May 3 as it should disclose the amount of 
accretion to ABV it will realize from the deal it announced in February 
to reinsure essentially all of the insured portfolio of Syncora Holdings 
(SYCRF, Not Rated). 

 The manager stated that AGO had “fooled sleepy auditors and 
regulators,” a comment that we believe is unlikely to gain much 
sympathy for the shorts from PricewaterhouseCoopers or the New 
York State Department of Financial Services. We believe the auditors 
and regulators don’t need to be overly alert to take note of AGO’s 
$11.8bn in claims paying resources as of YE17.  

 Let’s toss in the rating agencies for good measure: S&P in its recent 
annual review of the company stated that based on its capital position 
AGO could realize $2.3bn in losses on its insured exposure to Puerto 
Rico’s debt without any change in its financial adequacy or financial 
risk profile, which implies that there would be no change to its “AA” 
rating. We believe it is unlikely that the ultimate amount of losses that 
AGO will absorb on its $4.966bn of net insured exposure to the 
Commonwealth’s debt will come close to that figure. 

 We believe the short thesis offered in the presentation boils down to a 
rehash of the threadbare arguments we have heard for years about 
how AGO’s insured exposure to Puerto Rico would sink the company, 
combined with a bit of the kind of hyperbole about the impending 
doom facing the municipal bond market that sputtered out pitifully a 
few years ago. As such, we believe any downdraft in shares of AGO as 
a consequence of the presentation will be short-lived and that those 
who take advantage of it will be amply rewarded. 
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Income Statement 

 

 

Assured Guaranty Ltd Earnings Model Dec-14 Dec-15 Mar-16 Jun-16 Sep-16 Dec-16 Dec-16 Mar-17 Jun-17 Sep-17 Dec-17 Dec-17 Mar-18 Jun-18 Sep-18 Dec-18 Dec-18 Dec-19

$ mil l ions 2014A 2015A 1Q16A 2Q16A 3Q16A 4Q16A 2016A 1Q17A 2Q17A 3Q17A 4Q17A 2017A 1Q18E 2Q18E 3Q18E 4Q18E 2018E 2019E

Present value of new business production (PVP) 168.0          179.0         38.0 41.0 50.0 85.0 214.0          99.0 70.0 39.0 77.0 285.0 86.9 91.2 95.8 100.5 374.4 468.0

Net earned premiums (NEP) 570.0          766.0         183.0        214.0        231.0        236.0        864.0 164.0         162.0         186.0         178.0         690.0 124.2         121.8         121.8         119.4         487.2 375.0

Net realized investment gains (losses) (60.0)           (26.0)          (13.0)         10.0           (2.0)            (24.0)         (29.0)           32.0           15.0           7.0              (14.0)          40.0           -             -             -             -             0.0 0.0

Realized gains and settlements on credit derivatives 23.0            (18.0)          8.0             24.0           15.0           (18.0)         29.0            15.0           -             (1.0)            (29.0)          (15.0)          -             -             -             -             0.0 0.0

Incurred losses on credit derivatives -             -             -             -             -             -             -             -             -             -             -             -             

Non-credit impairment FV gains (losses) on credit derivatives 800.0          746.0         (68.0)         39.0           6.0             92.0           69.0            39.0           (11.0)          59.0           34.0           121.0         -             -             -             -             0.0 0.0

     Net change in FV of credit derivatives 23.0            (18.0)          8.0             24.0           15.0           (18.0)         29.0            15.0           5.0              (1.0)            (29.0)          (15.0)          0.0 0.0

Fair value gain (loss) on committed capital securities (11.0)           27.0            (16.0)         (11.0)         (23.0)         50.0           -              (2.0)            2.0              (4.0)            2.0              (2.0)            -             -             -             -             0.0 0.0

Financial guaranty variable interest entity (VIE) revenue 255.0          38.0            18.0           4.0             (11.0)         27.0           38.0            10.0           12.0           3.0              5.0              30.0           -             -             -             -             0.0 0.0

Other income 14.0            251.0         34.0           18.0           256.0        (10.0)         298.0          147.0         22.0           274.0         9.0              452.0         -             -             -             -             0.0 0.0

Net investment income 403.0          423.0         99.0 98.0 94.0 117.0 408.0          122.0 101.0 99.0 96.0 418.0         96.5 97.0 97.4 97.9 388.8 382.0

Total  revenue 1,994.0   2 ,207.0  245.0 396.0 566.0 470.0 1,608.0   527.0 308.0 623.0 281.0 1,613.0 220.7 218.8 219.2 217.3 876.0 757.0

Loss and loss adjustment expenses 126.0          424.0         90.0           102.0        (9.0)            112.0        295.0          59.0           72.0           223.0         34.0           388.0         34.1           34.1           34.0           34.1           136.3         82.5           

Deferred acquisition costs 25.0            20.0            4.0             5.0             4.0             5.0             18.0            4.0              4.0              5.0              6.0              19.0 4.0              4.0              4.0              4.0              16.0 16.0

FSAH acquisition-related expenses -              -              -             -             -             -             -              -             -             -             -             0.0 -             -             -             -             0.0 0.0

Interest expense 92.0            101.0         26.0 25.0 26.0 25.0 102.0          24.0 25.0 24.0 24.0 97.0 24.0 24.0 24.0 24.0 96.0 96.0

Financial guaranty VIE expense -              -              -             -             -             -             -              -             -             -             -             -             0.0 0.0 0.0 0.0 0.0 0.0

Operating expenses 220.0          231.0         60.0 63.0 65.0 57.0 245.0          68.0 57.0 58.0 61.0 244.0 61.3 61.6 61.9 62.2 247.1 252.0

Total  expenses 463.0      776.0     180.0 195.0 86.0 199.0 660.0 155.0 158.0 310.0 125.0 748.0 123.4 123.7 124.0 124.3 495.4 446.5

Income before income taxes 1,531.0       1,431.0      65.0 201.0 480.0 271.0 948.0 372.0 150.0 313.0 156.0 865.0 97.3 95.1 95.3 93.0 380.6 310.5

Provision for income taxes 443.0          375.0         6.0 55.0 1.0 74.0 136.0 55.0 (3.0) 105.0 104.0 261.0 15.6 15.2 15.2 14.9 60.9 49.7

     Tax rate 28.9% 26.2% 9.2% 27.4% 0.2% 27.3% 14.3% 14.8% -2.0% 33.5% 66.7% 30.2% 16.0% 16.0% 16.0% 16.0% 16.0% 16.0%

Net income 1,088.0   1 ,056.0  59 .0 146.0 479.0 197.0 881.0 317.0 153.0 208.0 52.0 730.0 81.7 79.9 80.0 78.1 319.7 260.8

Realized losses on investments, after tax (34.0) (25.0) (9.0)            9.0             (1.2)            (17.0)         (18.2) 21.66         10.00         4.8              (26.0)          10.5

Unrealized (losses) gains on credit derivatives, after tax 500.0 358.0 (43.0)         32.0           (2.4)            48.1           34.7 16.92         (13.33)        37.6           (31.6)          9.6

Unrealized gains (losses) on capital securities, after tax (7.0) 17.0 (10.0)         (11.0)         (13.9)         35.4           0.5 (1.35)          1.33           (2.7)            3.7              1.0

Foreign exchange gains (losses) on revaluation of premiums receivable (15.0) (10.0) (2.0)            (17.0)         (1.2)            (8.5)            (28.7) 6.77           14.00         12.3           14.9           47.9

Non-economic fair value adjustment and net interest margin of VIEs 153.0 17.0 10.0           (6.0)            (10.3)         16.0           9.7 5.0              -             -             -             5.0

O perating income 491.0 699.0     113.0 139.0 508.0 139.0 899.0      273.0 141.0 156.0 91.0 661.0 81.7 79.9 80.0 78.1 319.7 260.8

Net income/share 6.48 7.15 0.43 1.08 3.61 1.50 6.62 2.49 1.25 1.72 0.44 5.90 0.71 0.71 0.72 0.72 2.86 2.59

After-tax realized losses on investments (0.2) (0.17) (0.07) 0.07 (0.01) (0.13) (0.14) 0.17 0.08 0.04 (0.22) 0.07

After-tax unrealized (losses) gains on credit derivatives 3.1 2.49 (0.32) 0.24 (0.02) 0.37 0.27 0.13 (0.11) 0.31 (0.27) 0.07

Unrealized gains (losses) on committed capital securities (0.0) 0.11 (0.07) (0.08) (0.10) 0.27 0.01 (0.01) 0.01 (0.02) 0.03 0.01

Forex gains (losses) on revaluation of premiums receivable (0.1) (0.07) (0.01) (0.13) (0.01) (0.06) (0.21) 0.05 0.11 0.10 0.12 0.39

Effect of consolidating VIE 0.9 0.12 0.07 (0.04) (0.08) 0.12 0.07 0.04 0.00 0.00 0.00 0.04

O perating income/share $2.83 $4.69 $0.83 $1.03 $3.83 $1.06 $6.72 $2.15 $1.15 $1.29 $0.77 $5.40 $0.71 $0.71 $0.72 $0.72 $2.86 2.60

Book value per share $35.70 $43.15 $44.88 $46.64 $50.34 $50.81 $50.81 $53.96 $56.39 $58.34 $58.96 $58.96 $60.10 $61.12 $62.13 $63.16 $63.16 $67.66

Operating book value per share $36.78 $42.32 $43.72 $44.86 $48.95 $49.89 $49.89 $52.52 $54.32 $55.89 $56.22 $56.22 $57.70 $59.07 $60.40 $61.75 $61.75 $67.46

Unearned premium reserve less DAC, after tax $16.17 $17.96 $17.58 $16.57 $16.57 $16.33 $16.33 $18.63 $18.79 $18.59 $21.16 $21.16 $21.23 $21.18 $21.11 $21.04 $21.04 $21.74

Present value of future installment premiums $0.68 $0.83 $0.67 $0.69 $1.18 $1.06 $1.06 $1.24 $1.24 $1.22 $1.26 $1.26 $1.23 $1.20 $1.16 $1.13 $1.13 $1.04

Adjusted book value per share $52.67 $60.06 $60.90 $61.31 $65.88 $66.45 $66.45 $71.53 $73.46 $74.81 $77.76 $77.76 $79.27 $80.55 $81.76 $83.01 $83.01 $89.25

Diluted shares outstanding 173.7          149.1         135.7        134.8        132.8        131.7        133.8          127.1         122.7         120.7         118.9         122.4         115.6         112.9         110.4         107.9         111.7         100.4

Source: BTIG Estimates and Company Documents

http://www.btigresearch.com/


 
 
 
 

 

 

 BTIG LLC Mark Palmer (212) 588-6582 
4 

www.btigresearch.com  

BTIG Covered Companies Mentioned in this Report 
 
ASSURED GUARANTY LTD. (AGO, Buy, $51.00 PT; Current Price: $35.93; Analyst: Mark.Palmer) 
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Appendix: Analyst Certification and Other Important Disclosures 
 

Analyst Certification 
I, Mark Palmer, hereby certify that the views about the companies and securities discussed in this report are 
accurately expressed and that I have not received and will not receive direct or indirect compensation in exchange 
for expressing specific recommendations or views in this report. 

I, Giuliano Bologna, hereby certify that the views about the companies and securities discussed in this report are 
accurately expressed and that I have not received and will not receive direct or indirect compensation in exchange 
for expressing specific recommendations or views in this report. 
 

 

Regulatory Disclosures 
Ratings Definitions 
BTIG LLC’s (“BTIG”) ratings, effective June 12, 2017, are defined as follows: 
BUY – A security which is expected to produce a positive total return of 15% or greater over the 12 months 
following the recommendation. The BUY rating may be maintained as long as it is deemed appropriate, 
notwithstanding price fluctuations that would cause the target to fall outside of the 15% return. 
SELL – A security which is expected to produce a negative total return of 15% or greater over the next 12 months 
following the recommendation. The SELL rating may be maintained as long as it is deemed appropriate, 
notwithstanding price fluctuations that would cause the target to fall outside of the 15% return. 
NEUTRAL – A security which is not expected to appreciate or depreciate meaningfully over the next 12 months. 
NOT RATED – A security which is not rated or covered by BTIG. 
UNDER REVIEW – Effective immediately, coverage of the following securities is Under Review. Ratings, price 
targets, disclosures, and estimates for the companies listed below are suspended and should no longer be relied 
upon. 
 

Distribution of Ratings and Investment Banking Clients 
BTIG must disclose in each research report the percentage of all securities rated by the member to which the 
member would assign a “buy”, “neutral” or “sell” rating. The said ratings are updated on a quarterly basis. BTIG 
must also disclose the percentage of subject companies within each of these three categories for whom the 
member has provided investment banking services within the previous twelve months. Stocks under coverage as 
of the end of the most recent calendar quarter (March 31, 2018): 282 

 
Distribution of BTIG’s Research Recommendations (as of March 31, 2018): 
BUY: 59.6%; NEUTRAL: 36.5%; SELL: 3.9%  
 
Distribution of BTIG’s Investment Banking Services (as of March 31, 2018): 
BUY: 21.4%; NEUTRAL: 6.8%; SELL: 0.00% 

 
For purposes of FINRA ratings distribution rules, BTIG’s stock ratings of Buy, Neutral and Sell fall into Buy, Hold 
and Sell categories, respectively. 
 

Company Valuation and Risk Disclosures 
Assured Guaranty Ltd. (AGO, Buy, $51.00 PT) 
Valuation: Our $51 price target is based on 0.65x our YE18E adjusted book value (ABV) per share of $83.01, minus 
$4.40 per share representing the estimated impact of potential losses related to AGO's insured exposure to 
Puerto Rico's debt. 
Risks: The primary risk to achieving our target price include ratings downgrade risks, credit risk related to 
municipal bond and structured product exposures, and exposures to troubled Puerto Rico credits. 
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Company–Specific Regulatory Disclosures 
BTIG LLC expects to receive or intends to seek compensation for investment banking services in the next 3 
months from: Assured Guaranty Ltd. (AGO) 

BTIG LLC has received compensation for investment banking services in the past 12 months from: 
Assured Guaranty Ltd. (AGO) 

BTIG LLC had an investment banking services client relationship during the past 12 months with:  
Assured Guaranty Ltd. (AGO) 

Other Disclosures 
Additional Information Available Upon Request 

General Disclosures 
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Research reports produced by BTIG LLC (“BTIG”) are published for and intended to be distributed solely to BTIG 
institutional and corporate clients. Recipients of BTIG reports will not be considered clients of BTIG solely because 
they may have received such BTIG report. 
 
The research analyst(s) responsible for the preparation of this report receives compensation based upon a variety 
of factors, including the quality and accuracy of research, internal/client feedback, and overall Firm revenues. 
 
BTIG reports are based on public information and BTIG considers the same to be reliable, comprehensive 
information, but makes no representation or warranty that the reports are accurate or complete. BTIG opinions 
and information provided in this report are as of the date of the report and may change without notice. An issuer 
may be classified as “Under Review” or “Research Restricted”. In these cases, investors should consider any 
previous investment recommendation and/or rating to a subject company/issuer to no longer be current and 
should not be relied upon nor considered a solicitation. 
 
This research report is not an offer to buy or sell or solicitation of an offer to buy or sell any security in any 
jurisdiction where such an offer or solicitation would be illegal. This research report was not drafted specifically for 
any particular individual or entity and is not a personal recommendation to participate in any particular trading 
strategy or transaction. Any recipient of this research report should obtain independent advice specific to their 
personal circumstances before undertaking any investment activity and must make their own independent 
evaluation of any securities or financial instruments. 
 
Facts, views or opinions presented in this report have not been reviewed by, and may not reflect information 
known to, employees or other professionals in the “BTIG Group” (BTIG Group includes, but is not limited to, BTIG 
and its parents, subsidiaries and/or affiliates). BTIG Group employees, including Sales Representatives and 
Traders, may provide oral or written commentary or advice that may be inconsistent with the opinions and/or 
views expressed in this research report. BTIG Group employees and/or its affiliates not involved in the preparation 
of this research report may have investments in securities or derivatives of securities of companies mentioned in 
this report that are inconsistent with the views discussed in this report. 
 
Investors in securities products bear certain risks in conjunction with those investments. The value of, and income 
from, any investments may vary because of changes in interest rates or foreign exchange rates, securities prices 
or market indexes, operational or financial conditions of companies or other factors within or beyond the 
companies control. Recipient of the research reports should be aware that investments in securities may pose 
significant risks due to the inherent uncertainty associated with relying on forecasts of various factors that can 
affect the earnings, cash flow and overall valuation of a company. Any investment in securities should be 
undertaken only upon consideration of issues relating to the recipient’s overall investment portfolio and 
objectives (such as diversification by asset class, industry or company) as well as time horizon and liquidity needs. 
Further, past performance should not be taken as an indication or guarantee of future performance, and no 
representation or warranty, express or implied, is made regarding future performance. There may be time 
limitations on the exercise of options or other rights in any securities transactions. 
 
Investing in foreign markets and securities, including ADRs, is subject to additional risks such as currency 
fluctuation, limited information, political instability, economic risk, and the potential for illiquid markets. Investing 
in emerging markets may accentuate these risks. Non-U.S. reporting issuers of foreign securities, however, may 
not make regular or complete public disclosure relating to their financial condition or the securities that they 
issue. 
 
The trademarks and service marks contained herein are the property of their respective owners. Third-party data 
providers make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness 
of the data they provide and shall not have liability of any damages of any kind relating to such data. The report or 
any portion hereof may not be reprinted, sold or redistributed without the written consent of BTIG. This report is 
intended only for use by the recipient. The recipient acknowledges that all research and analysis in this report are 
the property of BTIG and agrees to limit the use of all publications received from BTIG within his, or her or its, own 
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company or organization. No rights are given for passing on, transmitting, re transmitting or reselling the 
information provided. 
 

Jurisdiction and Dissemination 
BTIG is a U.S. broker-dealer and member of FINRA and SIPC. 
 
BTIG Australia Limited ACN 128 554 601, member of ASIC and ASX; BTIG Hong Kong Limited, an Exchange 
Participant of SEHK and licensed and regulated by the SFC; BTIG Ltd, member of the LSE, authorized and 
regulated by the FSA; and BTIG Singapore Pte Ltd, registered and licensed with MAS; are all separate but 
affiliated entities of BTIG. Unless governing law permits otherwise, you must contact a BTIG entity in your home 
jurisdiction for further information, or if you want to use our services in effecting a transaction. 
 
Issues and approved for distribution in the UK and EEA by BTIG Ltd. to eligible counterparties and professional 
clients only. Issued and distributed in Australia to “wholesale clients” only by BTIG Australia Limited. In Singapore 
and Hong Kong, further information may be obtained from BTIG Singapore Pte Ltd and BTIG Hong Kong Limited, 
respectively. 
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