







































































SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
March 31, 2008
12. Subsequent Events (continued)
Sales of Businesses (continued)

closing adjustments of $4.1 miltion. The purchase of the Asia portion of the Life Reinsurance International Segment
was completed on August 20, 2008 for an additional closing consideration of $0.5 million,

The agreement to sell the Wealth Management business is with Northstar Financial Services Ltd. and was
entered into on May 30, 2008. The sale includes the sale of three legal entities: The Scottish Annuity Company
(Cayman} Ltd., Scottish Annuity & Life Insurance Company (Bermuda) Ltd. and Scottish Annuity & Life
International Insurance Company (Bermuda) Ltd. The combined sale price for all three entities is $6.75 million,
subject to certain sale price adjustments. On July 11, 2008, the transaction closed for Scottish Annuity & Life
Insurance Company (Bermuda) Ltd. and Scottish Annuity & Life International Insurance Company (Bermuda) 1td.
and regulatory approval from the Bermuda Monetary Authority was received. On August 5, 2008, the transaction
closed for The Scottish Annuity Company (Cayman) Ltd. and regulatory approval from the Cayman Islands
Monetary Authority was received.

As at March 31, 2008, the total assets and liabilities to be disposed of in respect of the Life Reinsurance
International Segment total $382.3 million (of a total of $434.3 million for the Segment) and liabilities total $270.2
million, respectively. The main assets and liabilities in the Wealth Management business are represented by
segregated assets and liabilities totaling $699.9 million along with related asset and liability balances totaling $14.4
million and $0.8 million, respectively. The dispositions of the Life Reinsurance International Segment and the
Wealth Management business have not been treated in the current period as discontinued operations as they are not
considered post balance sheet adjusting events. We currently anticipate incurring a loss of approximately $42.0
million and $5.5 million on the sale of our Life Reinsurance International Segment and Wealth Management
business, respectively.

On April 4, 2008, we announced our intent to pursue the sale of the Life Reinsurance North America Segment
in furtherance of our previously announced strategy to develop opportunities to maximize the value of our core
competitive capabilities. We have engaged Merrill Lynch as financial advisor for the sale of our Life Reinsurance
North America Segment. Following the announcement of our change in strategic focus in February 2008 we
received a number of inquiries and expressions of interest to acquire our Life Reinsurance North America Segment
and concluded that a sale may provide the best method for preserving capital and liquidity and maximizing
shareholder value. Merrill Lynch has been engaged in a process to identify and enter into negotiations with
prospective qualified buyers. Our objective is to reach a definitive agreement for the sale of our Life Reinsurance
North America Segment by December 15, 2008. No assurances can be given that we will be successful in
negotiating a sale of our Life Reinsurance North America Segment in a timely manner.

Decline in Fair Values of Invested Assets

The U.S, residential housing market and the market for sub-prime and Alt-A residential mortgage-backed
securities have continued to deteriorate through the second quarter of 2008 and we have determined that additional
gross unrealized losses of approximately $366 million will be recognized in our financial statements as a component
of net realized and unrealized losses for the quarter ended June 30, 2008. In addition, the adverse market conditions
impact the value of the underlying collateral used to secure our life reinsurance obligations and statutory reserves. A
large portion of the net realized and unrealized losses ate primarily held in two of our three securitization structures,
Ballantyne Re ple (“Ballantyne Re”) and Orkney Re I plc (“Orkney I17).

Although these securitization structures are without recourse to us, they are consolidated in our financial
statements under U.S. GAAP and changes in the fair value of investments can adversely impact our reported
financial results and the statutory reserve credit that SRUS is able to recognize for these transactions.
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

March 31, 2008

12, Subsequent Events (continued)
Forbearance Agreements with Counterparties

On May 30, 2008, we received notice from the counterparties to our Clearwater Re Limited (“Clearwater Re”)
collateral finance facility that Clearwater Re was in breach of certain covenants to deliver financial statements in a
timely manner. We were required to cure such breach within 30 days of notice or an event of default would have
occurred in Clearwater Re. In addition, due to a decline in our consolidated shareholders’ equity, we were in breach
of minimum net worth covenants in Clearwater Re and another of our collateral finance facilities, HSBC II. These
facilities involved an aggregate of $1.5 billion of financing at March 31, 2008, of which $Q.9 billion was borrowed
and recorded in Collateral Finance Facilities, and have full recourse to SALIC. As a result, if we were unable to
successfully negotiate a solution with the relevant counterparties, both the Clearwater Re and HSBC II facilities
could have defaulted with full recourse to SALIC. However, on June 30, 2008, we executed forbearance agreements
with the relevant counterparties to the Clearwater Re and HSBC II facilities whereby the relevant counterparties
have agreed to forbear taking action until December 15, 2008. In order to achieve forbearance, we agreed to certain
economic and non-economic terms which have led to constraints on our available liquidity.

The economic terms were in the form of (1) additional collateral posted to the respective facilitics, (2)
restrictions on additional usage of the facility, and (3) additional fees payable to each bank ($1 million if
notes/facilities are redeemed in full before August 1, $2 million if notes/facilities are redeemed in full before August
31, $6 million if notes/facilities are redeemed in full or not redeemed in full and Life Reinsurance North America
Segment is sold after August 31).

We agreed to contribute additional capital to Clearwater Re’s surplus account, including (i) $22 million which
was contributed on July 1, 2008, (ii) $6 million which was contributed on August 13, 2008, (iif) additional future
contributions based on our liquidity position, (iv) specified percentages of any sales proceeds that we receive on the
disposition of our non-core assets or lines of business, and (v) any collateral released by HSBC. We have also
agreed that the counterparties have no further obligation to fund any future advances under the facility. We estimate
that additional collateral or funding of approximately $7 million will be required in the second half of 2008 to meet
the collateral needs of the Clearwater Re reserve obligations.

We agreed to post, and did post $22 million on July 1, 2008 and $6 million on August 13, 2008. We also
agreed to post additional collateral to HSBC over time if our liquidity position reaches certain specified thresholds.
In addition, we agreed to apply specified percentages of any sales proceeds that we receive on the sales of specific
blocks of business to the reinsurance trust account related to the facility or as additional collateral to HSBC. SRGL
agreed to guaranty the obligations of SALIC under the HSBC facility.

Under the forbearance agreement, HSBC’s obligation to provide additional funding during the forbearance
period has been capped and future funding to the facility would terminate upon the occurrence of certain events,
including events of default under the transaction documents, the termination of the Clearwater Re forbearance
period, and failure to enter into definitive agreements with respect to the sale of our Life Reinsurance North America
Segment. We estimate our 2008 fourth quarter funding needs for this defined block of business to be approximately
$7 millicn.

In respect of Clearwater Re, if we fail to deliver any required financial statements by December 15, 2008, fail to
achieve the specified financial covenants during the applicable measurement periods, or fail to achieve certain
milestones with respect to, among other things, the sale of our Life Reinsurance North America Segment, the
forbearance will automatically terminate and give the relevant counterparties the right, without further notice or
action, to accelerate the financing transaction as of such date.

In addition to the financial covenants and reporting requirements, the relevant counterparties required
amendments to certain of the transaction documents relating to, among other things, pricing, restrictions on
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
March 31, 2008
12. Subsequent Events (continued)
Forbearance Agreements with Counterparties (continued)

dividends and experience refunds out of Clearwater Re, recapture from Clearwater Re of the related insurance
business, minimum balance requirements in Clearwater Re’s accounts, restrictions on the disposition of assets and

certain uses of liquidity, certain amendments to Clearwater Re’s investment guidelines, additional rights to appoint a
majority of Clearwater Re’s directors, a pledge of SALIC’s and SRGL’s equity interest in Clearwater Re, and the
right to more frequent inspections and audits of Clearwater Re and SRUS. Forbearance by the relevant
counterparties to the Clearwater Re facility will automatically terminate upon the earliest tg,occur of (a) the failure
by us or any of our subsidiaries to achieve by the specified date any of the milestones specificd in the forbearance
agreement, (b) any breach of any covenant under the Clearwater Re transaction documents for which forbearance
was not specifically provided, (c) the failure to deliver to the Clearwater Re counterparties any financial statement
required under the facility by the required deadline, (d) any breach of the terms of the forbearance agreement, or (&)
December 15, 2008,

In respect of the HSBC II facility, the forbearance period will remain in effect, subject to certain conditions
being met, until December 15, 2008. Pursuant to the terms of the amended and restated forbearance agreement,
HSBC has agreed during the forbearance period to forbear from accelerating the transaction or demanding additional
collateral under the transaction documents. The forbearance period is subject to early termination upon the
occurrence of certain events not specifically covered by the amended and restated forbearance agreement, including
events of default under the underlying transaction documents, failure to maintain specified liquidity requirements,
failure to achieve certain milestones with respect to the progress of our revised business strategy (including the sale
of our Life Reinsurance North America Segment), defaults under other agreements and borrowing facilities, and the
breach of certain restrictive covenants relating to dividends and capital contributions.

In addition, HSBC required certain amendments to the transaction documents relating to, among others, an
increase in the interest spread payable to HSBC, timing of recapture of the related insurance business, certain
amendments to the investment guidelines, and additional reporting requiremenis. Under the forbearance agreement,
HSBC’s obligation to provide additional future funding to the facility would terminate upon the occurrence of
certain events, including events of default under the transaction documents, the termination of the Clearwater Re
forbearance period, and failure to enter into definitive agreements with respect to the sale of our Life Reinsurance
North America Segment.

The forbearance agreements provide time to execute our revised strategic plan and seek out, if necessary,
alternative collateral support for each of these facilities.

To the extent we are unsuccessful, by December 15, 2008, in either reaching definitive agreement for the sale of
our Life Reinsurance North America Segment, finding alternative collateral support for each facility, or raising
additional capital, we will be in defanlt of the forbearance agreements and will need to obtain additional forbearance
from the relevant counterparties or consider seeking bankruptcy protection.

No assurances can be given that we will succeed in selling our Life Reinsurance North America Segment by
December 15, 2008, finding alternative collateral support for the facilities, raising additional capital or obtaining
additional forbearance from the relevant counterparties.

Recapture and Assignment Transactions

On March 31, 2008, SRGL, SRUS, Scottish Re Life (Bermuda) Limited (“SRLB”), SRD and SALIC entered

into a binding letter of intent (the “T.OT°) with ING North America Insurance Corporation, ING America Insurance
Holdings, Inc., Security Life of Denver Insurance Company (“SLD") and
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
March 31, 2008
12. Subsequent Events (continued)
Recapture and Assignment Transactions (continued)

Security Life of Denver International Limited (“SLDI” and, together with SLD “ING™). Under the LOI, SLD
consented to the recapture, in one or more transactions (the “First Quarter Recapture™), of a pro-rata portion of the

business that had been ceded by SRUS to Ballantyne Re (all such recaptured business pursuant to the First Quarter
Recapture and subsequent recaptures, collectively, the “Recaptured Business”) for the purpose of collateralizing the
statutory reserve requirements of the Valuation of Life Insurance Policies Model Regulation XXX for a portion of
the business acquired by the Company from SLD and SLDI at the end of 2004 (such..pprtion related to the
Ballantyne Re transaction, the “Ballantyne Business™). The Recaptures are primarily designed to allow SRUS to
continue to receive full credit for reinsurance for the business ceded to Ballantyne Re.

On May 6, 2008, we completed this transaction and recaptured approximately 30% of the Ballantyne Business,
effective as of March 31, 2008. This business was in turn recaptured by ING and ultimately ceded to SRD, utilizing
almost the entire amount of the $375.0 million of letters of credit made available by ING. As part of the LOI, we,
along with ING, Ballantyne Re and the financial guarantors of certain of the debt securities issued by Ballantyne Re
agreed to enter into a novation and assignment of SRUS’s reinsurance agreement with Ballantyne Re to ING, with
the aim of permanently relieving SRUS from its requirement to hold reserves with respect to the business ceded to
Ballantyne Re.

In addition to providing for the Recaptures, if certain conditions related to the LOI are not satisfied by
December 31, 2008, the LOC Fee will be stepped up and we will pay a $10 million commitment fee for use of the
facility.

On June 30, 2008, we entered into a binding letter of intent with ING (the “June 30 LOI”) and we entered into a
separate binding letter of intent with Ballantyne Re, ING, Ambac Assurance UK Limited and Assured Guaranty
(UK} Ltd. (the “Assignment Letter of Intent”). The June 30 LOT and the Assignment Letter of Intent relate to the
business that SRUS ceded to Ballantyne Re for the purpose of collateralizing the statutory reserve requirements of
the Valuation of Life Insurance Policies Model Regulation XXX for the Ballantyne Business,

Pursuant to the June 30 LOI, SLD consented to the recapture by SRUS of a pro-rata portion of the Ballantyne
Business effective as of June 30, 2008 ((the “Second Quarter Recapture™). On August 11, 2008, we effectuated the
Second Quatter Recapture of approximately 15.5% of the Ballantyne Business and utilized almost the entire amount
of the $200.0 million of letters of credit made available by ING pursuant to the June 30 LOL

Immediately following the consummation of the Recapture and the Second Quarter Recapture, SLD recaptured
the Recaptured Business from SRUS in exchange for consideration from SRUS to SLD described below. SLD then
ceded the Recaptured Business to SLDI, which ceded the Recaptured Business to SRLB,

SLDI has agreed to provide, or cause the provision of, one or more LOCs in order to provide SLD with
statutory financial statement credit for the excess of the U.S. statutory reserves associated with all such Recaptured
Business over the economic reserves held in an account related thereto. As consideration, we will bear the costs of
the LOC by paying to SLD a facility fee based on the face amount of such LOCs outstanding as of the end of the
preceding calendar quarter.

Pursuant to the Assignment Letter of Intent, the parties have agreed to assign and novate to SLD the
reinsurance agreement and trust agreement between SRUS and Ballantyne Re (the “Assignment”) as follows: (a)
SLD and SRUS would terminate the portion of their existing reinsurance agreement that covers the Ballantyne
Business, (b) SRUS and Ballantyne Re would terminate their existing reinsurance agreement (pursuant to which
SRUS retroceded to Ballantyne Re the Ballantyne Business) (the *Pre-Assignment Reinsurance Agreement”)} and
would terminate the related reinsurance trust agreement between those parties, and (c¢) SL.D and Ballantyne Re
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12. Subsequent Events (continued)
Recapture and Assignment Transactions (continued)

would enter into a new reinsurance agreement (the “Post-Assignment Reinsurance Agreement”), pursuant to which
SLD would cede directly to Ballantyne Re the Ballantyne Business, and a new reinsurance trust agreement,
pursuant to which SLD would become the sole beneficiary of the reinsurance trust account maintained by
Ballantyne Re.

SRUS will remain obligated to administer the Ballantyne Business following the consummation of the
Assignment consistent with its obligation to administer the business acquired from ING at thg qnd of 2004, of which
the Ballantyne Business is a part. :

The Assignment also will involve amendments to certain of the agreements underlying the Ballantyne Re
securitization transaction, including matters relating to services provided to Ballantyne Re and the delivery of
financial and other information. We also have agreed that if SLD recaptures business from Ballantyne Re following
the Assignment in order to continue to receive full credit for reinsurance, SLDI is entitled to cede the recaptured
business to us, in which case we will bear the costs of the LOCs obtained to support that business as described
above. In addition, we also have agreed to obtain SLD’s consent before appointing any future director to the board
of directors of Ballantyne Re and to not appoint as a director any person currently or formerly affiliated with
Scottish Re.

The Assignment will not relieve SRUS of liability for breaches of its representations, warranties, covenants or
other obligations that relate to periods before the effective date of the Assignment, and the Company and SRUS will
remain responsibie for certain ongoing covenants made for the benefit of Ballantyne Re, Ambac and Assured. In
addition, SRUS has agreed to indemnify and hold harmless SLD and its affiliates for losses and damages incurred
arising from the exercise by Ballantyne Re of any right, or from any limitation on the ability of SLD to exercise any
right or recover any amount, under the Post-Assignment Reinsurance Agreement as a result of (a) any breach of any
representation, warranty or covenant of SRUS under the Pre-Assignment Reinsurance Agreement or any related
transaction document, (b) any action or omission by any director, officer, employee, agent, representative,
appointee, successor, or permitted assign of SRUS or any of its affiliates that causes a Tax Event (as defined in the
Pre-Assignment Reinsurance Agreement) for Ballantyne Re or otherwise causes Ballantyne Re to be in breach of
any representation, warranty or covenant under the Pre-Assignment Reinsurance Agreement or any related
transaction document or (c) any arbitration award against SRUS that SLD pays on its behalf to avoid termination of
the Post-Assignment Reinsurance Agreement.

The Assignment will be effective as of July 1, 2008. The parties to the Assignment Letter of Intent have agreed
to use their reascnable best efforts to close the Assignment by September 30, 2008, otherwise any party is entitled to
terminate the Assignment Letter of Intent and not consummate the Assignment. The closing of the transactions
contemplated by the Assignment Letter Agreement is subject to receipt of required regulatory approvals, completion
of transaction documentation reasonably acceptable to the respective parties and customary closing conditions.

Changes to Collateral Finance Facilities

With respect to another of our securitization structures, Orkney Re II, in May 2008 we executed amendments to
certain transaction documents to give us flexibility in dealing with additional near term estimated fair value declines
in the sub-prime and Alt-A securities held by Orkney Re II. The amendments eliminate certain priority of payment
limitations and provide us with the ability to recapture business from Orkney Re II.

To the extent that we continue to experience estimated fair value declines in the sub-prime and Alt-A assets, we
may need to recapture a pro-rata portion of the underlying business in Orkney Re II and find alternative collateral
support for the recaptured business. No assurances can be given that we will be successful in securing alternative
collateral support.
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12. Subsequent Events (continued)
Changes to Collateral Finance Facilities (continued)

As mentioned above, on June 30, 2008, we executed forbearance agreements with the relevant counterparties to
the Clearwater Re and HSBC II facilities. The relevant counterparties have agreed to forbear taking action until
December 15, 2008. In order to achisve forbearance, we agreed to both economic and non-economic terms which
have led to additional constraints on our available liquidity and collateral facilities. The economic terms were in the
form of (1) additional collateral posted to the respective facilities and (2) restrictions on additional usage of the
facility. In terms of Clearwater Re, all additional funding ceases immediately which regpires us to fund future
reserve strain incremental to the $365.9 million currently utilized under the facility. We esfimate that additional
collateral or funding of approximately $7 million will be required in the second half of 2008 for the Clearwater Re
reserve obligations. In terms of HSBC II, additional funding ceases on December 15, 2008 and we estimate our
funding needs for this defined block of business to be approximately $7 million in the fourth quarter of 2008.

Dividends on Perpetual Preferred Shares

On April 14, 2008, we announced that pursuant to the Certificate of Designations for our non-cumulative
perpetual preferred shares (the “Perpetual Preferred Shares”) we may be precluded from declaring and paying
dividends on the October 15, 2008 dividend payment date because we may not meet certain financial tests under the
terms of the perpetual preferred shares required for us to pay such dividends. In addition, we also announced that,
given our current financial condition, our Board of Directors in its discretion had decided not to declare a dividend
for the April 15, 2008 dividend payment date. Furthermore, on July 3, 2008, the Board determined that in light of
our financial condition and in accordance with the terms of our forbearance agreements with the relevant
counterparties to the Clearwater Re and HSBC II collateral finance facilities, the Company would suspend the cash
dividend for the July 15, 2008 payment date.

NYSE Delisting and Securities and Exchange Commission Deregistration

Our ordinary and perpetual preferred shares were delisted from the New York Stock Exchange as of April 7,
2008, and, therefore, we have no further reporting obligations under Section 12(b) of the Securities Exchange Act of
1934, as amended (the “Exchange Act””). We also had fewer than 300 holders of our securities as of January 1, 2008
and, as a result, our reporting obligations under Sections 13 and 15(d) of the Exchange Act, were suspended. On
May 13, 2008, we filed a Form 15 indicating the suspension of our reporting obligations. On July 11, 2008, we filed
a Form 10-K for the year ended December 31, 2007 which fulfilled our remaining obligation with the Securities
Exchange Commission,

Our ordinary shares and perpetual preferred shares are no longer registered under Section 12(b) of the Exchange
Act, as amended. As a result, notwithstanding the occurrence of material developments (either positive or negative),
we are not required to, nor do we intend to, make future public filings or issue press releases as we have in the past.
These developments may have an adverse impact on the market liquidity in our ordinary and perpetual preferred
shares and other securities.
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