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Ambac Financial Group, Inc.,
headquartered in New York City,

IS a holding company whose
affiliates provide financial guarantees
and financial services to clients in
both the public and private sectors
around the world. Ambac’s principal
operating subsidiary, Ambac
Assurance Corporation, is a leading
guarantor of public and structured
finance obligations. It has earned
triple-A ratings, the highest ratings
available, from Moody's Investors
Service, Standard & Poor’s Ratings
Services, Fitch, Inc. and Rating
and Investment Information, Inc.
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Ambac’s Guarantee Ambac’s financial guarantee insurance
provides an unconditional and irrevocable

promise to pay scheduled interest and

principal if the issuer fails to meet its

obligations. Ambac’s triple-A backing lowers

ﬁnancing costs for issuers, reassures

investors and streamlines bond marketing

for underwriters.

Global Public Finance Drawing on 30+ years of municipal
finance experience, Ambac helps local and

regional governments worldwide structure and

issue efficient and innovative financings to

meet long-term needs, finance privatization

efforts or enable projects that include both

public and private sector participation.

Global Structured Finance Ambac provides guarantees for
a broad range of asset classes, including

groundbreaking structures backed by assets,

receivables and future flows. Ambac creatively -

applies structured products and securitization
techniques to meet unique financing needs
of corporate issuers, financial institutions and

insurance companies worldwide.

Capital Markets Extensive participation in capital markets
around the world enables Ambac to help

clients optimize their financial resources

while managing risk and return through

targeted application of derivatives (primarily

interest rate and foreign exchange swaps)

and investment agreements, strengthened

with the Ambac guarantee.

Risk Management Ambac combines the insight of experienced
risk management professionals with rigorous

application of advanced analytical and

modeling tools to constantly assess, measure

and control risk. This critical competency

safeguards Ambac’s financial strength and

valuable triple-A rating.
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Dear Fellow Stockholders

A strong business model, unguestioned
financial strength and talented professionals
propelled Ambac to deliver impressive
results in a challenging environment.

he 2004 economic and market environment included tighter credit spreads,
an abundance of market liquidity chasing yields, and increased competition.
But truly premier companies find ways to succeed in difficult environments
and Ambac’s people rose to the challenge. Our franchise is strong and our
future is bright.
Ambac delivered solid results in 2004. Net income for the year rose
17% to $725 million. Normal earned premiums and other credit enhancement
fees grew 17% to $682 million. Credit enhancement production decreased
14% to almost $1.3 billion, but that is in comparison with a record production year in 2003.
Ambac’s estimated future premium revenue stream now totals over $5.2 billion, up $684 million
from year-end 2003. This is noteworthy considering the high level of refundings and prepayments
experienced within our book of business during the year. In 2004, Ambac generated cash flow
from operations of over $950 million. Our stockholders continue to enjoy the results of our
success. Since becoming a public company in 1991, the company’s stock has provided a total
return of about 1,200%, compared with approximately 300% for the S&P 500 over the same
period. Our 2004 total return was 19%.
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Solid Results from Key Business Units

Ambac’s sound business model, combined with the outstanding skill and energy of our people,
enabled us to deliver those results. Although overall municipal issuance was down from the previous
years, Ambac thrived by providing structuring expertise and guarantees on more complex deals. In fact,
while Ambac was third in municipal finance market share for gross par written, we led the industry
in municipal finance premium production. This is the kind of premier position that is important
to us. In addition, our health care underwriting results proved especially strong in 2004, a testament
to the quality of our health care experts and their ability to identify and support quality issuers.

Our structured finance activities also yielded solid results in 2004. We are meeting the
challenges of today’s U.S. structured finance market by expanding relationships with new, key

issuers and we continue to expand our business into new asset classes. Home equity lines of

Since becoming a public company

N 1991, the company’s stock has
provided a total return of about 1,200%,
compared with approximately 300%

for the S&P 500 over the same period.
Our 2004 total return was 19%.

credit, structured insurance and an expanding range of asset types for commercial asset-backed
securities bolstered our structured finance results. While concerns over consumer credit were
heightened during the year, our consumer asset-backed book of business remained solid. We will

continue to focus our efforts on higher-quality mortgage products and origination channels.
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International markets are an ongoing success story for Ambac. Building on the strength of
our U.K. franchise, we continue to expand our European presence, most recently opening an
office in Milan. Additionally, our Australian team delivered excellent results and we will continue
to grow selectively throughout the Asia Pacific region.

Privatization, led by the U.K.’s ongoing Private Finance Initiative, continues to be a good
source of business for us. Although advance work on these and other large international
deals, such as whole-company securitizations, can be lengthy, the rewards are substantial.

We expanded our international

resources during 2004, further Al {hage gccomplishments come through the hard
strengthening an already impres-\yric of What | consider to be the premier team in
sive group of professionals. the industry — the people of Ambac.

Our financial services
business, while much smaller
than our core guarantee segment, positions Ambac to provide an attractive range of products to
meet client needs. Our derivatives business was very active, as interest rate and currency swaps
continued to play a role in many transactions. We made substantial modifications to our guaranteed

investment contract business focus during the year with excellent results to date.

A Premier Team of Talented Individuals

All these accomplishments come through the hard work of what I consider to be the premier
team in the industry — the people of Ambac. Our professionals thrive in a culture of integrity
and client service. Ambac’s commitment to our Premier Values keeps us focused and successful.
In early 2004, we reorganized our senior management team. Their expertise and energy strongly
contributed to our success this past year. I feel privileged to be working alongside such bright,
committed professionals.

At all levels, innovation and geographic expansion give Ambac’s people the opportunity
to broaden and strengthen their skills, constantly raising our standard of excellence. Equally
important is the ability of our people to collaborate across disciplines to execute difficult
transactions. The intricacy of today’s capital markets requires both technical expertise and market
perspective, a natural combination in Ambac’s culture of teamwork. In 2004, this was demonstrated

in a number of complicated and ultimately successful transactions cited later in this annual report.
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When we assemble our best team for a transaction, we draw on our global network of talent
and experience. Ambac’s size, depth and breadth give us tremendous advantage in today’s complex,
fast-changing markets. We have the resources to compete in tough market conditions and find
new ways to thrive as markets evolve and change, even as competition increases throughout our
industry. We have the capital resources to pursue deals in a variety of markets and sectors and the
intellectual resources to ensure that the deals we choose to underwrite provide quality returns.
Our global reach and financial strength allow us to back away from deals or markets if the risks

and returns do not meet our standards.

Rigorous Risk Management and Surveillance
Discipline remains crucial to our continued success. Risk management, a core
competency at Ambac, is a defining competitive advantage for us. We evaluate risks

thoroughly within the cross-

functional composition of - \\/g have the resources to compete in tough
our underwriting and risk et conditions and find new ways to thrive as
management teams, as well as - narkats evolve and change.

through our three specialized
senior credit committees.
During 2004, we continued to improve our advanced analytical systems and modeling capabilities

with faster access to more comprehensive data and customized reporting features.

Strong Governance and Leadership

Just as we are consistent in adhering to our credit and risk standards, we are dedicated to
conducting Ambac’s business with transparency and openness. As a result, corporate governance
initiatives mandated by Sarbanes-Oxley and implemented this year provided a positive enhancement
to our already robust governance infrastructure. Our finance and internal audit teams did an
excellent job meeting the rigorous new reporting requirements. Every director and senior officer
of Ambac fully endorses these enhancements and our top management confidently certifies

our financial results.
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Ambac would not be able to achieve and maintain high levels of financial success and client
satisfaction without our dedication to honest, open business practices. The integrity of our people
makes these practices a reality every day. The leadership provided by our Board of Directors ensures
that Ambac remains on this strong and even keel. Phil Lassiter, our Chairman and former CEO,
is a significant part of that leadership. We are fortunate to benefit from his insight and counsel.
This past year we welcomed two new directors to our board: Henry D.G. Wallace, former Chief
Financial Officer of Ford Motor Company, and Thomas C. Theobald, senior advisor at Chicago
Growth Partners and former Chairman of Continental Bank Corp. The financial, managerial and

capital markets experience these two distinguished professionals offer is invaluable.

Ready to Face the Challenges of 2005 and Beyond

In the year ahead, Ambac will continue to add value to intricate transactions and benefit
from investors’ preferences for insurance on financings such as auction-rate securities and deals
that include derivatives. We will be key drivers in financings that bring public and private sector
interests together. As governments push more funding requirements down to the capital markets,
we will be there with the expertise and financial strength to make the deals successful for all.

Ambac will certainly face challenges during 2005 — those we anticipate and those that will
inevitably arise. Be assured, however, that we will not rest on our laurels and wait for the markets
and opportunities to come to us. We feel confident that our team of professionals, working within
our proven business model, will rise to the challenges ahead and continue to deliver premier results

for our clients and stockholders.

Sincerely,

st J

Robert J. Genader
President and Chief Executive Officer



10-Year Performance

GAAP Net Income
Per Diluted Share
$6.53
$5.66
$3.97 $3.97
$3.41
$2.60
$2.88
$2.37
$2.09
$1.58
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Net Premium/
Enhancement Fees Earned

$764

$667

$500

$400

$323
$268

$213

$154

$112 $137
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GAAP Return on Equity
18.3%
15.9%
15.7% (
1505 155% 15.6%
13.8%
12.8% 12.8% 13.1%
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Expense Ratio *

30.8%

27.2%
26.4%

21.9%

18.2%
17.1%

17.0%

15.3% -
138%

95 96 97 98 99 00 01 02 03 04

95 96 97 98 99 00 01 02 03 04

! Expense ratio is computed as financial guarantee underwriting and operating expenses divided by net premiums

earned and other credit enhancement fees.
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Financial Highlights

Ambac Financial Group, Inc. and Subsidiaries

(Dollars in millions, except per share amounts) 2004 2003 2002
Statement of Operations Highlights
Gross premiums written $ 1,047.8 $ 1,143.7 $ 904.0
Net premiums earned and other credit enhancement fees 764.0 667.3 500.3
Net investment income 361.1 321.1 297.3
Interest income from investment and payment agreements 198.8 212.0 255.0
Financial services - other revenues 35.8 20.6 17.4
Total revenue 1,406.7 1,272.2 958.6
Losses and loss expenses 69.6 53.4 26.7
Financial guarantee underwriting and operating expenses 106.6 92.0 76.5
Interest expense from investment and payment agreements 168.9 196.3 231.3
Financial services - other expenses 14.7 12.1 9.9
Interest expense 54.3 54.2 43.7
Net income 724.6 618.9 432.6
Net income per share:

Basic 6.61 5.81 4.08

Diluted 6.53 5.66 3.97
Return on equity 15.6% 15.7% 13.1%
Cash dividends declared per common share 0.470 0.420 0.380
Balance Sheet Highlights
Total investments, at fair value $ 14,768.4 $ 13,965.4 $ 12,539.3
Prepaid reinsurance 297.3 325.5 296.1
Total assets 18,585.3 16,747.3 15,355.5
Unearned premiums 2,778.9 2,545.5 2,128.8
Losses and loss expense reserve 254.1 189.4 172.1
Obligations under investment agreements, investment repurchase

agreements and payment agreements 7,080.7 7,076.4 7,282.9
Long-term debt 1,866.2 980.9 616.7
Total stockholders™ equity 5,024.5 4,254.6 3,625.2




2001 2000 1999 1998 1997 1996 1995
$ 6833 $  483.1 $ 4452 $  361.0 $ 2862 $ 2472 $ 1933
400.4 323.4 268.3 213.0 154.0 136.6 111.8
267.8 241.0 209.3 186.2 159.7 144.9 131.0
249.9 303.2 323.2 281.9 200.3 165.2 137.4
24.2 29.7 16.9 20.4 12.1 11.2 3.4
946.8 891.5 821.8 709.8 559.0 607.4 409.9
20.0 15.0 11.0 6.0 2.9 3.8 3.4
68.0 55.2 48.8 46.7 40.7 37.2 34.5
235.4 283.0 299.5 263.6 186.7 154.5 127.7
8.9 12.2 12.3 20.3 15.2 8.5 7.8
40.4 37.5 36.5 32.8 21.3 20.9 20.9
432.9 366.2 307.9 254.0 223.0 276.3 167.6
4.10 3.49 2.94 2.42 2.12 2.63 1.59
3.97 3.41 2.88 2.37 2.09 2.60 1.58
15.5% 15.9% 15.0% 12.8% 12.8% 18.3% 13.8%
0.340 0.307 0.280 0.253 0.230 0.205 0.185
$ 10,287.9 $ 8,323.9 $ 8,962.5 $ 8,748.4 $ 6,915.1 $ 5,200.5 $ 4,441.6
267.7 242.6 218.0 199.9 183.5 168.8 153.4
12,339.5 10,120.2 11,344.6 11,2123 8,291.7 5,876.4 5,309.3
1,780.3 1,546.3 1,431.1 1,294.2 1,179.0 991.2 903.0
151.1 132.4 121.0 115.8 103.3 60.6 66.0
5,511.9 4,892.9 6,140.3 5,956.8 4,321.0 2,754.6 2,426.9
619.3 424.1 424.0 423.9 223.9 223.8 223.7
2,983.7 2,596.1 2,018.5 2,096.1 1,872.5 1,615.0 1,404.0
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Ambac’s Premier Values provide the foundation for our employees as they work together to create effective,
innovative solutions for client financing needs. The active capital markets and the vibrancy of Ambac’s business

provide many opportunities for our people to achieve their aspirations for professional advancement within a
corporate culture of integrity, reliability and continuous improvement.

- .
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PREMIER

Values

Peop|e — Our greatest asset is the individuals who serve
our constituencies. We demonstrate by our
behavior and actions that our people, their
skills, development and motivation “make the
difference” to give us a competitive advantage

in the marketplace.

Reputatlon — We maintain an environment where integrity
and honesty are fundamental principles of conduct.
We know that our reputation is a franchise that

must never be compromised.

Excellence — We understand that success means earning
client respect and exceeding client expectations.

We strive to achieve excellence in every task.

Meritocracy — We seek out and retain the best talent,
providing our people with opportunities to grow

and share in our success.

INNovation — We welcome new insights, new ideas, fresh
perspectives. We value strategic thinking and are
not afraid of change, recognizing that innovation
is an essential success element for all companies

in all industries.

Eamings/ ReturnS — We understand that the long-term
earnings growth and attractive returns on capital
are of vital importance to our stockholders and

other constituents.

Risk l\/Iaﬂagemeﬂt — We recognize that excellence
in managing risk is central to our business and
evidence that commitment through exacting
standards and professionalism in all aspects of

the risk management process.
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PREMIER Relationships

Presenting a novel mortgage-backed securities
opportunity to an Australian bank... Strengthening a
U.K. pubs securitization to refinance debt and create
a more traditional balance sheet structure... Ensuring
the future solvency of a U.S. state fund that backs
workers’ compensation insurance benefits... Keeping
a mass transit expansion program on track while
waiting for receipt of approved tax revenue...

Throughout 2004, Ambac worked
collaboratively with clients to devise, structure
and strengthen financings — transactions
that solved difficult challenges or captured
attractive opportunities.

Ambac draws on decades of financial guarantee

experience to bring value to each relationship.

We have created solutions in all types of market

Ambac draws on decades of financial guarantee experience to bring
value to each relationship. We have created solutions in all types of
market environments for a wide breadth of asset classes.

environments for a wide breadth of asset classes. We
take pride in our flexibility and agilicy which are often
called upon to meet tight deadlines or work in close
cooperation with multiple project participants. We
combine credit analysis and transaction structuring
expertise with our triple-A financial strength to bring
clients lower overall financing costs and the widest
possible distribution of securities, even for complex

or first-of-a-kind transactions.
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Working with Ambac means partnering with talented,
creative people. Our credit and underwriting professionals
focus on evaluating the needs of clients, and our culture
encourages teamwork — putting the best resources
to work for each situation. For example, when a U.S.
state government agency needed to refinance a rail
transportation corridor in 2004, Ambac’s in-house
knowledge of sea container securitizations and international
trade volume trends enabled us to structure a strong,
efficient transaction for this public finance client. The
timeframe was short and Ambac’s ability to step in and
promptly deliver results was essential to the deal’s success.

In Australia, Ambac’s in-depth understanding of
mortgage-backed securities led us to identify an attractive
financing opportunity for a financial institution. Linked
with the analytic capabilities and structuring experience
of Ambac’s NY-based mortgage-backed securities team,
our professionals in Australia provided virtual around-the-
clock service to the new client. The successful financing,
focused on a specific mortgage-backed securities sector,
was the first of its kind in that country.

For these deals — and all transactions — Ambac’s
commitment is to develop premier relationships where

expectations are not only met, but exceeded.

Our credit and underwriting professionals focus on evaluating

the needs of clients, and our culture encourages teamwork —

putting the best resources to work for each situation.
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2004 Monoline Insurer of the Year
International Securitisation Report

2004 Best Monoline Insurer for Securitisation
Structured Finance International

2004 Monoline Insurer of the Year

ThorABS
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$250,000,000
Citizen’s Property
Insurance Corporation

Deal of the Year

The Bond Buyer

$246,600,000

Arizona School Facilities Board
Southwest Deal of the Year
The Bond Buyer

$300,000,000

Battery Park City Authority
Northeast Deal of the Year
The Bond Buyer

$686,000,000

Alameda Corridor Transportation Authority
Far West Deal of the Year —
Honorable Mention
The Bond Buyer

$253,860,000
Maryland Health and Higher Education
Facilities Authority
Northeast Deal of the Year —
Honorable Mention
The Bond Buyer

$437,950,000

New Mexico Finance Authority
Southwest Deal of the Year —
Honorable Mention
The Bond Buyer

£380,000,000

Box Hill Life Finance plc*
Insurance Securitisation of the Year
Structured Finance International

£355,000,000
Essential Public Infrastructure
Capital plc* (EPIC)
European Project Portfolio
Securitisation Deal of the Year
Project Finance Magazine

£700,000,000

Spirit Issuer PLC Financing*
Corporate Securitisation of the Year
Structured Finance International

€550,000,000

Korea First Mortgage No. 3 plc
Best Securitisation of Asian Assets
Structured Finance International
Best Cross-Border Securitisation
FinanceAsia Achievement Awards
Best Cross-Border Securitisation
Asset Asian Awards

A$980,000,000

Torrens Trust 2004-2 (W)
Deal of the Year — Australia
International Securitisation Report
Best Securitisation of
Australasian Assets
Structured Finance International
Structured Finance Deal of the Year
CFO Magazine

£491,000,000

Tube Lines Finance plc*
Transport Securitisation of the Year
Structured Finance International

* The relevant contents of this statement have been approved solely for the purpose of Section 21 of the Financial
Services and Markets Act 2000 by Ambac Assurance UK Limited of Hasilwood House, 60 Bishopsgate, London.
Ambac Assurance UK Limited is authorised and regulated by the Financial Services Authority.
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mbac believes that giving back to the communi-
ties we serve provides benefits to society and
makes our company stronger. Our three-plus
decades of experience in public and private
sector finance have given us a heightened
awareness of how communities
thrive when young people have the
opportunity to reach their potential.
As a result, Ambac’s primary philanthropic focus is
on providing youth the educational and occupational
exposure they need to grow. We support organizations in
the U.S. and in our principal locations around the world.
Ambac is a corporate sponsor of The Children’s

Village, a dynamic residential and

Am baC i n th e GO m m U n ity community-based service for some of

Ambac volunteers dig in
at The Children’s Village

New York’s most vulnerable youth.
We also support numerous other educational and
cultural programs through which students gain valuable
experience and perspective. In addition to a formal
internship program in which candidates are drawn
from organizations with whom we have a philanthropic
relationship, Ambac provides financial assistance and
summer employment to a talented college student
chosen from the Jackie Robinson Foundation.

Our headquarters are in lower Manhattan and,
as part of that community, we support the Battery
Conservancy, Wall Street Rising and the Twin Towers
Orphan Fund.

Our matching gift program broadens Ambac’s
philanthropic efforts to include individual employee
concerns. Through this active dollar-for-dollar matching
program, our employees effectively double the support
of their favorite charities and causes. In 2004, Ambac
contributed to hundreds of organizations through this

program. A complete listing is available on our web site.
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Ambac Financial Group, Inc. and Subsidiaries

Management’s Discussion and Analysis
of Financial Condition and Results of Operations

The following table summarizes the estimated change in
fair value (based primarily on the valuation models discussed
above) on the net balance of Ambac’s net structured credit and
total return swap derivative positions assuming immediate
changes in credit spreads at specified levels at December 31,
2004 and 2003:

(Dollars in millions) Estimated
Estimated Net Unrealized
Change in Credit Spreads Fair Value Gain/(Loss)
2004:
75 basis point widening $(82) $(84)
50 basis point widening (54) (56)
25 basis point widening (26) (28)
Base scenario 2) —
25 basis point narrowing 30 28
50 basis point narrowing 50 48
75 basis point narrowing 59 57
2003:
75 basis point widening $(87) $(58)
50 basis point widening (67) (38)
25 basis point widening (48) (19)
Base scenario (29) —
25 basis point narrowing (10) 19
50 basis point narrowing 8 37
75 basis point narrowing 23 52

Liquidity Risk. Liquidity risk relates to the possible inability to
satisfy contractual obligations when due. This risk is present in
financial guarantee contracts, structured credit derivatives,
investment agreements, interest rate swaps and futures contracts.
Ambac Assurance manages its liquidity risk by maintaining a
comprehensive daily analysis of projected cash flows. Addition-
ally, Ambac Assurance maintains a minimum level of cash and

short-term investments at all times. Ambac Credit Products
manages the liquidity risk inherent in the structured credit deriv-
ative portfolio by holding cash and short-term investments. The
investment agreement business manages liquidity risk by match-
ing the maturity schedules of its invested assets, including hedges,
with the maturity schedules of its investment agreement liabili-
ties. Ambac Financial Services maintains cash and short-term
investments and closely matches the dates swap payments are
made and received. See additional discussion in “Liquidity and
Capital Resources” section.

Operational Risk. Operational risk relates to the potential for
loss caused by a breakdown in information, communication
and settlement systems. Ambac mitigates operational risk by
maintaining systems (and system backup) and procedures to
monitor transactions and positions, documentation and confir-
mation of transactions, and compliance with regulations.

Legal Risk. Legal risks attendant to Ambac’s businesses include
uncertainty with respect to the enforceability of the obligations
insured by Ambac Assurance and the security therefor, as well
as uncertainty with respect to the enforceability of the obliga-
tions of Ambac’s counterparties, including contractual provi-
sions intended to reduce exposure by providing for the
offsetting or netting of mutual obligations. Ambac seeks to
remove or minimize such uncertainties through continuous
consultation with internal and external legal advisers to analyze
and understand the nature of legal risk, to improve documen-
tation and to strengthen transaction structure.
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Management’s Responsibility for Financial Information

The management of Ambac Financial Group, Inc. is responsi-
ble for the integrity and objectivity of the Consolidated Finan-
cial Statements and all other financial information presented in
this Annual Report and for assuring that such information fairly
presents the consolidated financial position and operating
results of Ambac Financial Group, Inc. The accompanying
Consolidated Financial Statements have been prepared in con-
formity with U.S. generally accepted accounting principles
using management’s best estimates and judgment. The finan-
cial information presented elsewhere in this Annual Report is
consistent with that in the Consolidated Financial Statements.

The independent registered public accounting firm audits
Ambac Financial Group, Inc.’s Consolidated Financial State-

ments in accordance with the standards of the Public Company
Accounting Oversight Board.

The Audit Committee of the Board of Directors, com-
prised solely of independent directors, meets regularly with
financial and risk management, the internal auditors and the
registered public accounting firm to review the work and pro-
cedures of each. The registered public accounting firm and the
internal auditors have free access to the Audit Committee, with-
out the presence of management, to discuss the results of their
work and their considerations of Ambac and its subsidiaries and
the quality of Ambac Financial Group, Inc’s financial report-
ing. The Audit Committee appoints the registered public
accounting firm, subject to stockholder approval.

Management’s Report on Internal Control Over Financial Reporting

The management of Ambac Financial Group, Inc. (“Ambac”)
is responsible for establishing and maintaining adequate inter-
nal control over financial reporting. Ambac’s internal control
over financial reporting is a process designed under the super-
vision of the chief executive officer and chief financial officer,
and effected by Ambac’s Board of Directors, management and
other personnel, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of Ambac’s
financial statements for external reporting purposes in accor-
dance with U.S. generally accepted accounting principles.
Ambac’s internal control over financial reporting includes those
policies and procedures that (i) pertain to the maintenance of
records that, in reasonable detail, accurately and fairly reflect
the transactions and dispositions of assets of Ambac; (ii) provide
reasonable assurance that transactions are recorded as necessary
to permit preparation of financial statements in accordance
with U.S. generally accepted accounting principles, and that
receipts and expenditures of the company are being made only
in accordance with authorizations of management and directors
of Ambac; and (iii) provide reasonable assurance regarding pre-
vention or timely detection of unauthorized acquisition, use or
disposition of Ambac’s assets that could have a material effect on
the financial statements.

As of December 31, 2004, management conducted an
assessment of the effectiveness of Ambac’s internal control over
financial reporting based on the framework established in Znzer-
nal Control — Integrated Framework issued by the Committee of
Sponsoring  Organizations of the Treadway Commission
(“COSO”). Based on this evaluation in relation to the criteria
established in /nternal Control — Integrated Framework, manage-
ment concluded that Ambac’s internal control over financial
reporting is effective as of December 31, 2004.

Management’s assessment of the effectiveness of our inter-
nal control over financial reporting as of December 31, 2004 has
been audited by KPMG LLP, an independent registered public
accounting firm, as stated in their report which is included
herein, which expresses unqualified opinions on management’s
assessment and on the effectiveness of Ambac’s internal control
over financial reporting as of December 31, 2004.

39
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Ambac Financial Group, Inc. and Subsidiaries

Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Ambac Financial Group, Inc.:

We have audited management’s assessment, included in the
accompanying Managements Report on Internal Control Over
Financial Reporting, that Ambac Financial Group, Inc. and
subsidiaries (the “Company” or “Ambac”) maintained effective
internal control over financial reporting as of December 31,
2004, based on criteria established in Internal Control—Inte-
grated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). The
Company’s management is responsible for maintaining effective
internal control over financial reporting and for its assessment of
the effectiveness of internal control over financial reporting. Our
responsibility is to express an opinion on management’s assess-
ment and an opinion on the effectiveness of the Company’s
internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards
of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether effective
internal control over financial reporting was maintained in all
material respects. Our audit included obtaining an under-
standing of internal control over financial reporting, evaluating
managements assessment, testing and evaluating the design
and operating effectiveness of internal control, and performing
such other procedures as we considered necessary in the cir-
cumstances. We believe that our audit provides a reasonable
basis for our opinion.

A company’s internal control over financial reporting is
a process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with
generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and pro-
cedures that (1) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions
and dispositions of the assets of the company; (2) provide rea-
sonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with

generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance
with authorizations of management and directors of the com-
pany; and (3) provide reasonable assurance regarding preven-
tion or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material
effect on the financial statements.

Because of its inherent limitations, internal control over
financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become inade-
quate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

In our opinion, management’s assessment that Ambac
maintained effective internal control over financial reporting as
of December 31, 2004, is fairly stated, in all material respects,
based on criteria established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organiza-
tions of the Treadway Commission (COSO). Also, in our opin-
ion, Ambac maintained, in all material respects, effective
internal control over financial reporting as of December 31,
2004, based on criteria established in Internal Control—
Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO).

We also have audited, in accordance with the standards of
the Public Company Accounting Oversight Board (United
States), the consolidated balance sheets of Ambac as of Decem-
ber 31, 2004 and 2003, and the related consolidated statements
of operations, stockholders’ equity and cash flows for each of the
years in the three-year period ended December 31,2004, and our
report dated March 2, 2005, expressed an unqualified opinion on
those consolidated financial statements.

KPMer P

New York, New York

March 2, 2005



Ambac Financial Group, Inc. and Subsidiaries

Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Ambac Financial Group, Inc.:

We have audited the accompanying consolidated balance sheets
of Ambac Financial Group, Inc. and subsidiaries as of Decem-
ber 31, 2004 and 2003, and the related consolidated statements
of operations, stockholders’ equity and cash flows for each of the
years in the three-year period ended December 31, 2004. These
consolidated financial statements are the responsibility of
Ambac Financial Group, Inc.’s management. Our responsi-
bility is to express an opinion on these consolidated financial
statements based on our audits.

We conducted our audits in accordance with the standards
of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a rea-
sonable basis for our opinion.

In our opinion, the consolidated financial statements
referred to above present fairly, in all material respects, the finan-
cial position of Ambac Financial Group, Inc. and subsidiaries as

of December 31, 2004 and 2003, and the results of their opera-
tions and their cash flows for each of the years in the three-year
period ended December 31, 2004, in conformity with U.S. gen-
erally accepted accounting principles.

As discussed in Note 2 to the consolidated financial
statements, in 2003 Ambac Financial Group, Inc. changed its
methods of accounting for variable interest entities and stock-
based compensation.

We also have audited, in accordance with the standards of
the Public Company Accounting Oversight Board (United
States), the effectiveness of Ambac Financial Group, Inc.’s inter-
nal control over financial reporting as of December 31, 2004,
based on criteria established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organiza-
tions of the Treadway Commission (COSO), and our report
dated March 2,2005 expressed an unqualified opinion on man-
agement’s assessment of, and the effective operation of, internal
control over financial reporting.

KPMer LLP

New York, New York

March 2, 2005
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Stockholder Information

Corporate Headquarters:
AMBAC FINANCIAL GROUP, INC.
One State Street Plaza

New York, New York 10004
Tel: 212-668-0340

Fax: 212-509-9190

Other Locations:
LONDON

Hasilwood House

60 Bishopsgate

London EC2N 4BE, England

Annual Meeting of
Stockholders

The Annual Meeting of
Stockholders of Ambac Financial
Group, Inc. will be held on
Tuesday, May 3, 2005, at 11:30
a.m. in New York City. Detailed
information about the meeting
is contained in the Notice of
Annual Meeting and Proxy
Statement to be sent to each

Transfer Agent, Registrar
and Dividend Paying Agent
Citibank, N.A.

111 Wall Street, 5th Floor

New York, New York 10043
212-657-5997

Independent Auditors
KPMG LLP
New York, New York

stockholder of record as of ABK
Tel: 44 207 786 4300 March 7, 2005. The Company
Fax: 44 207 786 4343 estimates that it has approximately
45,000 stockholders. Stock Listing

MILAN

Via Monte di Piet4, 21
20121 Milan

Ttaly

Tel: 39 02 86 337642
Fax: 39 02 86 337400
VITO SEMERARO
Managing Director

SYDNEY

ABN AMRO Tower, 131

88 Phillip Street

Sydney 2000 NSW, Australia
Tel: 61 2 8211 0430

Fax: 61 2 8211 0555

Form 10-K

A copy of the Company’s 2004
Annual Report on Form 10-K for
the year ended December 31,
2004, as filed with the Securities
and Exchange Commission, may
be obtained without charge by
writing to:

Ambac Financial Group, Inc.
Attn: Investor Relations

One State Street Plaza

New York, New York 10004

Ambac Financial Group, Inc.
common stock is listed on the
New York Stock Exchange
under the ticker symbol ABK.

Investor Relations
THOMAS J. GANDOLFO

Senior Vice President and
Chief Financial Officer

PETER R. POILLON
Managing Director
212-208-3333
800-221-1854
ppoillon@ambac.com

NANCY S. FOX
Managing Director . .

. . NYSE Certifications
TOKYO SEC Certifications The Chief Executive Officer of
Otemachi Financial Center, The certifications by the Ambac Financial Group, Inc.
17th Floor Chief Executive Officer and the made an unqualified certification

5-4, Otemachi 1-chome,
Chiyoda-ku, Tokyo 100-0004
Japan

Tel: 03 5219 2127

Fax: 03 5219 2129

HIDESHI AMEMIYA
Representative Director

Common Stock Data

Chief Financial Officer of Ambac
Financial Group, Inc., required
under Section 302 of the
Sarbanes-Oxley Act of 2002,
have also been filed as exhibits to
the firm’s 2004 Annual Report
on Form 10-K.

to the NYSE with respect to
the firm’s compliance with the
NYSE corporate governance
listing standards in May 2004.

2004 MARKET PRICE 2003 MARKET PRICE
THREE DIVIDENDS DIVIDENDS
MONTHS ENDED HIGH LOW CLOSE PER SHARE HIGH LOW CLOSE PER SHARE
MARCH 31 79.76 68.86 73.78 $ 0.11 59.36 43.79 50.52 $0.10
JUNE 30 7593  63.80 73.44 $ 0.11 70.56 50.35 66.25 $0.10
SEPTEMBER 30 79.95 69.21  79.95 $0.125 69.00 62.18 64.00 $0.11
DECEMBER 31 84.73 7234 8213 $0.125 7221  64.60 69.39 $0.11

“Financial peace of mind” is a trademark of Ambac Financial Group, Inc.






