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Summary of Results

Scottish Re Group Limited (“SRGL”, the “Company”’wé&”, “our” and “us”) is a holding company
incorporated under the laws of the Cayman Islantts eur principal executive office in Bermuda.

For the three months ended March 31, 2010, SRGarteg net income attributable to ordinary sharedisaf
$99.5 million, or $0.46 per diluted ordinary share.

The $99.5 million of net income attributable to inaty shareholders for the three months ended Maich
2010 was primarily driven by the following significt items:

Net Realized and Unrealized Gains

The market value of the Company’s invested assédtigh primarily consist of fixed income securitidégrther
benefited from recoveries in the global credit nedslkduring the quarter. The total net realized améalized gains
for the quarter were $83.0 million.

Income tax benefit

For the three months ended March 31, 2010, the @agnpecorded an income tax benefit of $36.4 million
This was principally a result of a reconsideratadnan uncertain tax provision following a recentSUcourt tax
ruling relating to an unaffiliated third party.

Excluding the significant items highlighted abowet income attributable to ordinary shareholdersldidnave
resulted in a net loss.

As of March 31, 2010, SRGL and Scottish Annuity gelinsurance Company (Cayman) Ltd. (“SALIC”) had a
combined $136.4 million of unrestricted assets, garad to $138.8 million at December 31, 2009. Timestricted
assets of SRGL and SALIC represent assets whichmaréeld in trust accounts. These assets weaiahle at
March 31, 2010 to meet the obligations of SRGL &#&LIC. There can be no assurances that the ammfunt
unrestricted assets held by SRGL and SALIC willfaother decrease from period to period.



SCOTTISH RE GROUP LIMITED
CONSOLIDATED BALANCE SHEETS
(Expressed in Thousands of United States Dollarsxeept share data)

March 31, December 31,
2010 2009
(Unaudited)
ASSETS
Fixed maturity investments, trading at fair valle...............cccooi e $ 3,054,089 $ 2,988,164
Preferred stock, trading at fair Value ......ccccceooo oo 78,493 77,410
Cash and cash equUIVaIENTS ...........cooo i 397,499 390,025
Other INVESTMENTS ...oeiiiiieiiee et e et e e e st e b e e e e e e nnneee 21,147 21,482
Funds withheld at INtEreSt..........ooi i 601,416 608,500

TOLAl INVESIMENTS. ..ottt 4,152,644 4,085,581
Accrued INterest reCRIVABIE. ..............ceeeeveeeeeeee et n et e 25,133 24,422
Reinsurance balances and risk fees receivable..............cooociiiii e 139,075 161,977
Deferred aCqUISILION COSES ......uuuiiiiiiiiiceeeeeee ettt ee e e e e e e e e e e e e e eeanes 292,792 296,822
Amount recoverable fromM FEINSUIEIS ......... o eerrrriiiiieieeeeeeeeeeeeearrrrrennnn e eeaaeeess 599,878 606,347
Present value of iN-force bUSINESS ........ccceeeeeiiiiiee e, 38,412 38,316
Other @SSETS........viiieieiece e s 67,604 67,185
Embedded derivative assets at fair Value ...ccceeeeeeceeiiiiiiiiiiiiiicie e, 553 -
Current iNCOME taX rECEIVADIE ......... ... ettt e e eeeens 12,769 12,762
DEFEITEA TAX ASSELS ... veiveeeriieeiieesetesee e eeses st e st e st e et e et e s eesaeesreesbessaesaesomnesreesresree e 3,922 3,922

TOUAL ASSELS ....vveeeeeee ettt meemee e e et e et e e et e et e e et eee e et eateeaemeeeeneneene e e eaeaeeas $ 5,332,782 $ 5,297,334
LIABILITIES
Reserves for future policy benefits ... $ 1,538,526 $ 1,542,639
Interest sensitive contract lAbilities ... oo e, 1,493,164 1,518,365
Collateral fINANCE FACTIIIES. ...........ceeeeeeeeeee ettt ettt e et 1,300,000 1,300,000
Accounts payable and other liabilities..........ceevviiiiiiei e 44,818 68,921
Embedded derivative liabilities at fair ValUe w.......coeeeiiiiiiiiiiiiiie e 38,557 35,732
Reinsurance balances payable ...........oo e 137,985 137,597
Deferred tax Nabilities ..........oou i 48,756 50,143
Long term debt at fair VAIUE ...........uiviieeeee e e s 42,147 55,068
(e oo IR =Y ¢ e (=] ] AR 129,500 129,500

TOtal HADILIES .......eviiveceiciccee ettt st 4,773,453 4,837,965
MEZZANINE EQUITY
Convertible cumulative participating preferredr&sa (liquidation preference, $727.1

40T 1TTo T o ) I PP PRP PP 555,857 555,857
Commitments and contingencies (Note 15)

EQUITY (DEFICIT)
Scottish Re Group Limited shareholders’ deficit
Ordinary shares, par value $0.01:

Issued 68,383,370 shares (2009 — 68,383,37.0)...cccceeiiiurrrieeeiiiiiiiiieesiniiieeesssneennn, 684 684
Non-cumulative perpetual preferred shares, parevéiOl:

Issued: 5,000,000 shares (2009 — 5,000,000 ccau.vveeieeiiiiiieeeeeniiiieeeeeesnirieeeeene e 125,000 125,000
Additional paid-in capital 1,217,706 1,217,535
] e 11 =10 o (] 11| SRR (1,347,826) (1,447,375)

Total Scottish Re Group Limited shareholders’ defiC..........couvvvviviiiiiiiieiiciiiiiiiiienn, (4,436) (104,156)
[N Lo Yol Tal o [T To a1 (=T =] 7,908 7,668

Total @QUILY (AEFICIL) .....v.vveeee e eeeeee sttt n e s e 3,472 (96,488)

Total liabilities, mezzanine equity and total eguEiefiCit)..............ccccverevrescomereerennne $ 5332,782 $ 5,297,334
Y Includes total investments of consolidated vagabterest entities (“VIE).................... $ 1,049,579
2 Includes accrued interest receivable of CONS@HMIE ............ccooveveeeeireeeeeeeeeeeeeen $ 1,469
% Includes interest rate swap of consolidated VIE..............ccccovoveieeeeereeseereeeeeeenne, $ 30,224
* Reflects collateral finance facilities of cons@lield VIE.................cccoevevevevreeeeenenennn, $ 1,300,000

See Accompanying Notes to Consolidated Financetk8tents (Unaudited)
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SCOTTISH RE GROUP LIMITED
CONSOLIDATED STATEMENTS OF INCOME
(UNAUDITED)

(Expressed in Thousands of United States Dollarsxeept share data)

Three months ended

March 31, March 31,
2010 2009 (Restated)

Revenues
Premiums earned, Net...........ccceevevvvreceereeeee e $ 102,523 $ 99,386
Fee and other inCoOme .........ccooceeiiiiinieeceeee e 1,299 2,350
Investment income, Net ............eeveevivicemcce i, 43,997 44,190
Net realized and unrealized gains (losses) .......... 82,977 (111,261)
Gain on de-consolidation of collateral finance liagci - 1,150,114
Change in value of long term debt at fair value.... 2,787 -
Gain on extinguishment of debt .. - 3,545
Change in value of embedded der|vat|ves net...... (2,272) 280,285

Total FEVENUES ....eeeeviiiiiiiiie e 231,311 1,518,609
Benefits and expenses
Claims and other policy benefits..........ccccvveereeen.n. 109,325 (290,246)
Interest credited to interest sensitive contract

HabIlIIES ... 13,130 17,270
Acquisition costs and other insurance expenses, net 18,367 38,836
Operating EXPENSES .....ccceeeeeieeiieieeeeeeee s eeeees 17,677 26,495
Collateral finance facilities expense.......cccccee....... 8,123 12,051
INtEreSt EXPENSE .....vveveeeeeceeeee et eemeeme e 1,294 1,938

Total benefits and eXpPenses................oommeeee... 167,916 (193,656)
Income before income taxes.......cccccovevveeeeeiniennn, 63,395 1,712,265
Income tax benefit (EXPENSE) ........cooveveeeeeeeerenrnn. 36,394 (50,942)
Consolidated iNnCoOMe.........ccccoovviiieiieiineeniiiieenn. 99,789 1,661,323
Net (income) loss attributable to noncontrolling

INEEIES ....eeeeeeeceeeeeeeeeeeeeees e (240) 259
Net income attributable to ordinary shareholders _$ 99549  $ 1,661,582
Basic income per ordinary share........................ $ 1.43 $ 23.95
Diluted income per ordinary share...................... $ 0.46 $ 7.61

See Accompanying Notes to Consolidated Financetk8tents (Unaudited)



SCOTTISH RE GROUP LIMITED
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY (DE FICIT)
(UNAUDITED)

(Expressed in Thousands of United States dollarsxeept share data)

Three months ended

March 31, March 31,
2010 2009
(Restated)
Share capital:
Ordinary shares:
Beginning and end of PEHOM............coiiiiieeeiie e $ 684 $ 684
Non cumulative perpetual preferred shares:
Beginning and €nd Of PEIIOG..........cooviieeeeeeerie ettt ete et ereeere e 125,000 125,000
Additional paid-in capital:
Beginning Of PEHOA ..o ee e ee e e e e e e e e e e s r e e e e e e aaaaaaeaae s 1,217,535 1,216,878
OPLION EXPENSE ...veveeveeereeveeeeeevessmmmnnssteesteesteesteastsasteastesseseteesteantssaesaresasessresteansessesans 171 5
[T I 1= o o PP 1,217,706 1,216,883
Retained deficit:
Beginning Of PEHIOM ... ..ot e e e e e e e (1,447,375)  (3,752,716)
N INCOME ...ttt ettt ettt ese et et e st ese et e et e e ese et et eseeteste s eneesessensenis 99,549 1,661,582
[T g Lo I o) oY= T o Lo RSO PRUPPPPPPP (1,347,826) (2,091,134)
Total Scottish Re Group Limited shareholders’ defidt ..............c.ccocveveeeveereerereeenenene, $ (4436) $ (748,567)
Noncontrolling interest:
Beginning Of PEHIOA ... ...t a e e e e e 7366 6,966
NEL INCOME (I0SS) - eeeiiiiieeeeie e ettt e e e e e e e e e e e e e eee e 240 (259)
Yo oY i o Y=Y e o RS 7,908 6,707
Total shareholders’ equity (AEfICIt)............oveeoirieiieeeeeeeeee e $ 3472  $ (741,860)

See Accompanying Notes to Consolidated Financatk8tents (Unaudited)



SCOTTISH RE GROUP LIMITED
CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)

(Expressed in Thousands of United States dollars)

Three months ended

March 31, March 31,
2010 2009 (Restated)
Operating activities
CoNSOlIdAtEd INCOME ... .viiiiiiiie st ceeeee e et e et e e s e e e st e e e s rteeeenneeesaraeeeesnteeesanreeeans $ 99,789 $ 1,628
Adjustments to reconcile net income to net caskl is@perating activities:
Net realized and unrealized (QaiNS) l0SSES ....cccvvveeeeii i (82,977) 111,262
Gain on de-consolidation of collateral finance aCi...............cccciiiiiiii - (1,1504)
Change in value of long term debt at fair Value..............ccccooiiiiiiiiiiii e, (2,787) -
Gain on extinguishment of debt ... - (53,545)
Changes in value of embedded derivatives, Net..............uuviiiiiiiiiiiiiiii 2,272 (28852
Amortization of deferred acqUISItIoN COSES ...ttt 7,458 5,683
Amortization and write down of present value ofdmee business...............ccooooiiiiiiiicenns (96) 380
Write-off of fixed assets associated with the sdlthe Acquired BUSINESS..........ccevvvvveennnn.. - 6,289
Amortization of deferred tranSACHION COSES . irurrriiiieiiiiiiiiie e 617 768
Depreciation Of fIXEA @SSELS.......iiiiii i e e rr e e e aaaaee s 138 386
(O] )11 0 I3t 0 1= 1= PEEERRRPR 172 5
Changes in assets and liabilities:
Accrued INterest reCeIVADIE ... i e (712) 10,427
Reinsurance balances and risk fees receivable............cccccoiiiiiiiiiiiiiiiiiieeee, 23,290 142,398
Deferred aCqUISItION COSES ... ..ttt ettt eee e e e e e e e e e e e e e e e enenes (3,427) 24,338
Deferred tax assets and liabilities ........ oo eeeeeriiiiiii e (1,387) 49,838
(01 1=T g TS £ PR 187 (261,872)
Embedded derivative assets at fair value ....occccc..vviieiiiii e 553 -
Current income tax receivable and payable .occcce..evveviiiiiiiiii @) 139
Reserves for future policy benefits, net of amouet®verable from reinsurers................. 2,356 (2,001,019)
Funds withheld at INtEreSt........oooi i 7,083 1,176,795
Interest sensitive contract IabilitieS ... rvrrreeeiiiiiiiieeee e 27,713 (1,530)
Accounts payable and other liabilitieS .......ccceeeeeiiiiiie e (21,281) 342457)
Embedded derivative liabilities at fair VAU cu.....oveeeeeeeeeee et eeee e e (2,825) 280,285
Net cash provided by (used in) operating aCtVIties...............ccvvveeeveeereeeeseeeeen s 62,120 (512,506)
Investing activities
Purchase of fixed maturity iNVESIMENES..... oo (223,557) (304,152)
Proceeds from sales and maturity of fixed matuntestments ..........cccccceeiiiiiiiiiiiiineee 220,423 585,431
Proceeds from sale and maturity of preferred StOCK...........ccccoiiiiiiiiiiiiiiiieeee 1,217 1,550
Purchase of and proceeds from other INVESIMENLS..............ccceoveveveeeeeereeeeeeeees e 299 (310)
Net cash (used in) provided by iNVesting aCtVItIES.............ccceveeeeeeeeereeeeeeeeeeee e (1,618) 282,519
Financing activities
Withdrawals from interest sensitive contract EIE5.....................cccovevevevererereeieeeeeeen, (53,028) (90,387)
Net cash used in fINANCING ACHVItIES........ccocereevereeeeeeeeeeeee et (53,028) (90,387)
Net change in cash and cash equUIVaIENES ...coceeeeeiiiiiieiieiie e $ 7,474 $320,374)
Cash and cash equivalents, beginning of PEriQd.............c.cccooeieevieiecece e 390,025 824,613
Cash and cash equivalents, eNd Of PEIHIOM . .eeeeiv.viveveeeeeeeeeeeeeeee e $ 397499 $ 504,239

See Accompanying Notes to Consolidated Financatk8tents (Unaudited)



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
March 31, 2010
1. Organization and Business
Organization

Scottish Re Group Limited (“SRGL”, the “Company”’wé&”, “our” and “us”) is a holding company
incorporated under the laws of the Cayman Islanidls @aur principal executive office in Bermuda. Thgh our
operating subsidiaries, we are principally engaigethe reinsurance of life insurance, annuities anduity-type
products. We have principal operating companié€da@rmuda, the Cayman Islands, Ireland, and theedrtates.

Run Off Strategy

In 2008, we ceased writing new business and ndtifigr existing clients that we would not be accaptiny
new reinsurance risks under existing reinsuraneatiers, thereby placing our remaining treaties ioto-off. We
expect to continue to pursue a run-off strategy tfeg remaining business, whereby we continue teivec
premiums, pay claims and perform key activities eindur remaining reinsurance treaties. Throughdgmt
management of investments, reinsurance cash flosoperating expenses, our goal is to continueatisfg our
reinsurance and other obligations and to maintainsia based capital ratio above the company acléwel
prescribed by Delaware law and above any risk basggtal-based recapture thresholds in our reimsera
agreements with ceding companies. No assurancebegiven that we will be successful in implemegtthis
strategy.

While pursuing our run-off strategy, we magnh time to time, if opportunities arise, purchaseprivately
negotiated transactions, open market purchasey ondans of general solicitations, tender offersottrerwise,
additional amounts of our outstanding debt, norrgptpreferred securities, and other liabilities. nyAsuch
purchases will depend on a variety of factors iditlg, but not limited, to available corporate lidiy, capital
requirements and indicative pricing levels. The ans involved in any such transactions, individgalt in the
aggregate, may be material. For further discussionur outstanding securities, see Note 7, “Ddtiigations and
Other Funding Arrangements” and Note 16, “Subsegbeants”.

Regulatory Considerations

We currently operate with certain regulatory coasidions in respect of Scottish Re (U.S.), IncRUS"), our
primary U.S. reinsurance subsidiary. In connectidth the receipt by SRUS in late 2008 of a peritstatutory
accounting practice related to the reduction frahility for reinsurance ceded to an unauthorizesuaning insurer
(the “Permitted Practice”), SRUS consented to teguance by the Delaware Department of Insurance (th
“Department”) on January 5, 2009, of an Order ope&uision against SRUS (the “Order of Supervisiorii)
accordance with 18 Del. C. 85942. The Order ofe®uipion required, among other things, the Depantiae
consent to any transaction by SRUS outside thenardicourse of business and any transaction witkaryr
distribution or payment to its affiliates. Theginal Order of Supervision subsequently was amemaheldreplaced
with an Extended and Amended Order of Supervigiated April 3, 2009 (the “Amended Order”), which eds
and clarifies certain matters contained within trginal Order of Supervision. See Note 12, “Redody and
Rating Agencies”.

Business

We have written reinsurance business that is whallypartially retained in one or more of our reirzice
subsidiaries. With the sale of our Wealth Managantmisiness and Life Reinsurance International Segrin
2008, and the subsequent sale of a block of indalidife reinsurance business in our Life ReinsaeaiNorth
America Segment (as more fully defined in Noteth®, “Acquired Business”) in the first quarter of02) operating
decisions and performance assessments of the Cgngannow performed without reference to any sdpara
segments. Accordingly, we do not present inforaratibout distinct operating segments for periotks danuary 1,
2009. For further discussion on the sale of alblafcindividual life reinsurance business in oufeLReinsurance
North America Segment, see Note 13, “Sale of aIBtfd_ife Reinsurance North America Business”.



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
March 31, 2010
1. Organization and Business (continued)

We have assumed risks associated with primaryriferance, annuities and annuity-type policies. réilesure
mortality, investment, persistency and expensesrizkUnited States life insurance and reinsurararapanies.
Most of the reinsurance assumed is through autontaaties, but in 2006 we also began assuming risk a
facultative basis. We suspended bidding for nesirmss on March 3, 2008, and at that time, we bégmrnng
notices cancelling the acceptance of new reinseraisks for all open reinsurance treaties. Theiness we
historically have written falls into two categoridsaditional Solutions and Financial Solutionsdasailed below.

Traditional SolutionsWe reinsure the mortality risk on life insurammaicies written by primary insurers. The
business often is referred to as traditional lignsurance. We wrote our Traditional Solutions bess
predominantly on an automatic basis. This meansvileaautomatically reinsured all policies written & ceding
company that met the underwriting criteria spedifie the treaty with the ceding company. As disedsherein, we
completed in 2009 the sale to Hannover Re of thguiked Business, which business generally was agfarur
Traditional Solutions business.

Financial Solutions Financial Solutions include contracts under whigh assumed the investment and
persistency risks of existing, as well as newlytteri, blocks of business that improve the finanp@dition of our
clients by increasing their capital availabilitydastatutory surplus. The products reinsured incladeuities and
annuity-type products, cash value life insurancd, do a lesser extent, disability products that iar@ pay-out
phase. This line of business includes acquiredtisolsl products in which we provided our clients hwixit
strategies for discontinued lines of business,eddslocks of business, or lines of business notigimg a good fit
for a client’s growth strategies.

Life insurance products that we reinsure includarlyerenewable term, term with multi-year guarastee
ordinary life and variable life. Retail annuityoplucts that we reinsure include fixed deferred &msuand variable
annuities.

For these products, we wrote reinsurance genenallshe form of yearly renewable term, coinsurance o
modified coinsurance. Under yearly renewable temm,share only in the mortality risk for which weceive a
premium. In a coinsurance or modified coinsuraazangement, we generally share proportionatebflimaterial
risks inherent in the underlying policies, incluglimortality, lapses and investments. Under sucheagents, we
agree to indemnify the primary insurer for all opartion of the risks associated with the undedyinsurance
policy in exchange for a proportionate share ofpuens. Coinsurance differs from modified coinswemwith
respect to the ownership of the assets suppoftiegeserves. Under our coinsurance arrangememtgrship of
these assets is transferred to us, whereas in mdifoinsurance arrangements, the ceding compaaynse
ownership of these assets, but we share in thetiment income and risk associated with the assets.

As discussed above, however, we have ceased wriéngreinsurance treaties and no longer are acceptiy
new reinsurance risks under existing treaties atraats with ceding companies.

2. Basis of presentation
Basis of Presentation

Accounting Principles - Our consolidated financ&étements are prepared in accordance with acogunti
principles generally accepted in the United Stai€sAmerica (“U.S. GAAP"). These unaudited consol&th

financial statements should be read in conjunatidh both the audited consolidated financial staata and notes
thereto for the year ended December 31, 2009.



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
March 31, 2010
2. Basis of Presentation (continued)

Restatement of Prior Financial Statements - Dutfiegfourth quarter of 2009, we identified an elirothe tax
accounting following the sale of the Acquired Besis to Hannover Re of $49.8 million, representiafgided tax
liabilities that reverse following the expiratiof et operating losses in applicable jurisdictiosis error caused
us to understate income tax expense as of MarcR(BB. We restated the income statement and gg@rpir share
amounts in the first quarter of 2009 to reflect itherease in income tax expense of $49.8 millidie restatement
of the prior financial statements as a result @f ¢ror in tax accounting increased our sharehsldeficit as of
March 31, 2009 from $698.7 million to $748.5 millioand decreased our basic and diluted earningshzee
attributable to ordinary shareholders from $24.&¥ ghare and $7.84 per share, respectively, t®@%$23er share
and $7.61 per share, respectively. There was mad¢mto our year ended December 31, 2009 net inamme
shareholders’ deficit because the error was prgpedorded in the annual consolidated financiakstents.

Comprehensive Income — There are no items of atberprehensive income included in the consolidated
statements of income and, therefore, net incomibaithble to ordinary shareholders is the sameoagpeehensive
income attributable to ordinary shareholders.

Going Concern - These consolidated financial stateéshave been prepared using accounting principles
applicable to a going concern, which contemplabesrealization of assets and the satisfaction affillties and
commitments in the normal course of business. @ilityato continue as a going concern is dependgrgn our
ability to successfully meet our obligations in amrmer that addresses ongoing regulatory requirenzatd capital,
liquidity and collateral needs. There can be rsu@mnce that any of the actions we have takenaor fo take will
be successful in supplying funds in amounts antinas necessary to meet our liquidity requirememtfuture
periods. These consolidated financial statemeatsat give effect to any adjustments to recordedwants and
their classification which would be necessary if were unable to continue as a going concern. Wes fav
shareholders’ deficit attributable to SRGL of $milion as of March 31, 2010.

In the event that for any reason we fail to complth the Department’'s Amended Order, or in the ¢vba
financial condition of SRUS materially was to dedeate, the Department may take action to seizércbof SRUS
under applicable insurance law. Such a seizurddyolace control of all management decisions of SRuth the
Department, including with respect to controlliresh flows, settling claims and paying obligatiorihe primary
objective of the Department would be to protect thrests of the ceding insurers (and additionaigir
policyholders) with whom SRUS has contracted andld/aot be to protect the interests of SRGL, SALIkE
shareholders or any other stakeholders of the Compa& seizure of SRUS would have numerous consempse
including potentially triggering ceding company apture rights on reinsurance agreements with ush Seizure
also may lead to the need for SALIC and SRGL t& $eakruptcy protection.

Consolidation - The consolidated financial statets@mclude the assets, liabilities and results pdrations of
SRGL and its subsidiaries and all variable inteesdities for which we are the primary beneficiay defined in
FASB ASC 810-10. All significant inter-company teattions and balances have been eliminated on lgdetsan.
We consolidate two non-recourse securitizationgkn@y | and Orkney Re II. Effective January 1, 20&e no
longer consolidated Ballantyne Re. For furthecds$sion on Orkney I, Orkney Il and Ballantyne Ree 8lote 14,
“Collateral Finance Facilities”. Effective Octob&r2009, we consolidated the Stingray Pass-Thrdugkt and the
Stingray Investor Trust, see Note 7 “Debt Obligasi@and Other Funding Arrangements”.

Estimates, Risks and Uncertainties - The preparaifoconsolidated financial statements in confoyniith
U.S. GAAP requires management to make estimatesasadmptions that affect the amounts reported én th
consolidated financial statements and accompanyioigs. Actual results could differ materially frothose
estimates and assumptions used by management. @tisignificant assumptions are for:

* investment valuation;
» accounting for derivative instruments;



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
March 31, 2010

2. Basis of Presentation (continued)

» assessment of risk transfer for structured inswamel reinsurance contracts;
» estimates of premiums;

» valuation of present value of in-force business;

» establishment of reserves for future policy besgfit

e amortization of deferred acquisition costs;

* retrocession arrangements and amounts recoverabteréinsurers;

* interest sensitive contract liabilities;

* long term debt at fair value; and

* income taxes, deferred taxes and determinationeofaluation allowance.

We review and revise these estimates as approphateadjustments made to these estimates arectredlen
the period the estimates are revised.

All tabular amounts are reported in thousands otddnStates dollars, except share and per shaee diats
otherwise noted.

3. Recent Accounting Pronouncements
FASB ASC Topic 820, Fair Value Measurements and El@sure

In January 2010, the FASB issued an updateduire a number of additional disclosures reiggréair value
measurements. Specifically, the update requiresparting entity to disclose the amounts of sigaifictransfers
between Level 1 and Level 2 of the three tier Yailue hierarchy and the reasons for these transieraell as the
reasons for any transfers in or out of Level 3e@iff/e for annual and interim periods beginningrmaBecember 15,
2009. The update also requires information in #wonciliation of recurring Level 3 measurementsutlparchases,
sales, issuances, and settlements on a gross &ffsctive for annual and interim periods beginnafter December
15, 2010. We adopted this update in its entiratgluding early adoption of the additional Levelr8ormation,
effective January 1, 2010. The adoption of thisatpdhad no effect on our financial position or tsswf
operations.

FASB ASC Topic 810, Consolidation

In June 2009, the FASB issued an update to FASB A8fic 810. This update requires an enterprise to
perform an analysis to determine whether the erigers variable interest or variable interests give controlling
financial interest in a VIE. This update also regsiongoing reassessments of whether an enterpttise primary
beneficiary of a VIE and is effective as of the ibegng of each reporting entity’s first annual rejreg period that
begins after November 15, 2009, for interim periadthin the first annual reporting period, and foterim and
annual reporting periods thereafter. Earlier agpiin was prohibited. We adopted this update éffectanuary 1,
2010 and the additional disclosure requirementgeftected on the Consolidated Balance Sheets &asth 31,
2010. The adoption of this update had no effeaumfinancial position or results of operations.

4. Investments

Trading investments are recorded at fair markeuezalUnrealized holding gains and losses on trading
investments are included in earnings. Interestésrded based upon the stated coupon rate as@ooent of net
investment income. Cash flows for trading secesitare classified in Investing Activities on thenGaolidated
Statement of Cash Flows based on the nature apdgaifor which the related securities were acquired

The portion of net unrealized gains (losses) ferttiree months ended March 31, 2010 and 2009rdfzés to
trading securities still held at the reporting dat§69.1 million and ($123.6) million, respectiue
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
March 31, 2010
5. Fair Value Measurements

FASB ASC 820 establishes a framework for measufairgvalue, establishes a fair value hierarchy Hase
the quality of inputs used to measure fair valuel anhances disclosure requirements for fair valeasurements.
The hierarchy gives the highest priority to unatjdsquoted prices in active markets for identicsdeds or
liabilities (Level 1 measurements) and the lowesirfly to unobservable inputs (Level 3 measurerserithe three
levels of the fair value hierarchy under FASB ASED &re described below:

Level 1 — Quoted prices for identical instrumemtactive markets.

Level 2 — Quoted prices for similar instrumentsactive markets; quoted prices for identical or &mi
instruments in markets that are not active; and ehddrived valuations in which all significant irtpuand
significant value drivers are observable in actiarkets.

Level 3 — Model derived valuations in which onemore significant inputs or significant value driseare
unobservable.

As required by FASB ASC 820, when the inputs usethéasure fair value fall within different levelstbe
hierarchy, the level within which the fair value aserement is categorized is based on the lowest ilgput that is
significant to the fair value measurement in itrety. Thus, a Level 3 fair value measurement mmajude inputs
that are observable (Level 1 and 2) and unobsexvdelvel 3).

Level 1 primarily consists of financial instrumemthose value is based on quoted market pricesasighublic
equities and actively traded mutual fund investment

Level 2 includes those financial instruments that walued by independent pricing services or valusidg
models or other valuation methodologies. These isodes primarily industry-standard models that abers
various inputs, such as interest rate, credit sbraad foreign exchange rates for the underlyingrfaial
instruments. All significant inputs are observaldederived from observable, information in the kedplace or are
supported by observable levels at which transastare executed in the marketplace. Financial ingnis in this
category primarily include: certain public and e corporate fixed maturity and equity securitggsyernment or
agency securities; certain mortgage and asset-tbadaurities; securities held as collateral; amplegated assets.

Level 3 is comprised of financial instruments whéesie value is estimated based on non-binding brgkizes
or internally developed models or methodologiedizitig significant inputs not based on, or corraited by,
readily available market information. This categprimarily consists of certain less liquid fixed tudty and equity
securities where we cannot corroborate the sigmifizaluation inputs with market observable dataditionally,
the Company’s embedded derivatives, all of whighassociated with reinsurance treaties, are diedsif Level 3
since their values include significant unobservabiputs associated with actuarial assumptions cggr
policyholder behavior.

At each reporting period, all assets and liabgitare classified in their entirety based on theelsiwevel of
input that is significant to the fair value measnest. Our assessment of the significance of aquéati input to the
fair value measurement in its entirety requiregjudnt, and considers factors specific to the awskdbility, such
as the relative impact on the fair value as a teduhcluding a particular input.

The majority of our fixed maturity securities usevel 2 inputs for the determination of fair valUdese fair
values are obtained primarily from independentipgcservices, when available, utilizing Level 2 ubg Where
pricing services do not provide fair values, thécipg services utilize proprietary pricing models produce
estimates of fair value primarily utilizing Leveli@puts along with certain Level 3 inputs.

The proprietary pricing models include matrix pmigiwhere we discount expected cash flows utilizimarket
interest rates obtained from third-party sourcesean the credit quality and duration of the unsient to
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
March 31, 2010
5. Fair Value Measurements (continued)

fair value. For securities that may not be religlliged using internally developed pricing modélsker quotes are
obtained. These broker quotes represent an ggé put the assumptions used to establish thes&ire may not
be observable and represent Level 3 inputs.

Long term debt at fair value has been valued ukige! 2 input for the determination of fair valu@he fair
value was derived with reference to traded pricesidentical liabilities and observable market itgotor similar
liabilities.

The interest rate swap derivative has been valsadyu_evel 2 inputs including forward interest satierived
from observable information in the market place.

The embedded derivatives in funds withheld at egerinclude the embedded derivatives resulting from
assumed modified coinsurance (“modco”) or coinsceafunds withheld reinsurance arrangements. Thekes
are based upon the difference between the fairevalihe underlying assets backing the modco ocdgumithheld
receivable and the fair value of the underlyingilities.

The fair value of the asset generally is based ugmservable market data using valuation methoddasito
those used for assets held directly by us. Threvidue of the liabilities is determined by usingnket observable
swap rates as well as some unobservable inputs asicttuarial assumptions regarding policyholdérabier.
These assumptions require significant managemegnjent.

The following tables set forth our assets and lids that are measured at fair value on a reegrbasis as of
the date indicated:

March 31, 2010

(U.S. dollars in millions) Total Level 1 Level 2 Level 3
Investments
Government SECUNtieS .......cccoovvevvve v eveen B 924 % - $ 922 % 0.2
Corporate SECUNLIES.........ooiiiiiiiiiieeeeeee e 1,189.9 1,053.1 136.8
Municipal bonds............uuuiiiiiiiiiiiiiieecece 54.8 44.9 9.9
Mortgage and asset backed securities..... .- 1,717.0 Kb 485.5
Preferred StoCK ..........uveeiiiiiiiiiiiii 78.5 - 22.5 56.0
EQUILY et .73 3.7 - -
Derivatives — interest rate SWap......ccccccceceeeeeeennn. 30.2 - 30.2 -
Funds withheld at interest — embedded derivatives 0.6 - - 0.6
Total assets at fair value .................commreeeeerneene. 9 3,167.1 $ 3.7 $ 24744 $ 689.0
Funds withheld at interest — embedded derivatives. (38.6) - - (38.6)
Long term debt at fair value ...............ccceeeeii. (42.1) (42.2) -
Total liabilities at fair value..............couererererrrercenn. $ (80.7) _$ - 8 42.1) $ (38.6)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)

March 31, 2010

5. Fair Value Measurements (continued)
December 31, 2009

(U.S. dollars in millions) Total Level 1 Level 2 Level 3
INVESIMENLS .....ooviiiiiiiiiiii s

Government securities $ 1046 $ - $ 1044 $ 0.2

Corporate SECUNLIES.........ooeiiiiiiiiieeeeee e 1,166.3 - 1,033.0 133.3

Municipal bonds ... 43.8 - 43.8 -

Mortgage and asset backed securities..... . 1,673.5 - 1,200.7 472.8

Preferred StoCK ..........ueveiiiiiiiiiiii 77.4 - 24.0 53.4

EQUILY .t 3.7 3.7 - -
Derivatives — interest rate SWap...........coceeeeeeuean... 25.9 - 25.9 -
Total assets at fair value .................commmveeereeeens 9 3,095.2 $ 3.78% 24318 $ 659.7
Embedded derivatiVes ..............oooieit s (35.7) - - (35.7)
Long term debt at fair value (55.1) - (55.1) -
Total liabilities at fair Value............coreeerrrrerrereenn. $ (°0.8) $ - 3 (651) $ (35.7)

The following tables present additional informatimlmout assets measured at fair value on a reclrdsig and
for which we have utilized significant unobservafilevel 3) inputs to determine fair value:

Fair Value Measurements Using Significant Unobsendae Inputs (Level 3) for the three month period
ended March 31, 2010

Funds
Fixed Withheld at
Maturities Interest —
& Preferred Embedded
(U.S. dollars in millions) Stock Derivatives, Net Total
Beginning balance at January 1, 2010......cccco..... $ 659.7 $ (35.7) $ 624.0
Total realized and unrealized gains (losses)
included in net inCoMe ............cccoeev v eeveeeveeee, 34.7 (2.3) 324
Purchases, issuances and settlements.............. (7.9) - (7.9)
Transfers in and/or out of Level 3....c.oceeeeeeneenn. 1.9 - 1.9
Ending balance at March 31, 2010...........ccc......... $ 688.4 $ (38.0) _$ 650.4

Reclassifications impacting Level 3 financial instrents are reported as transfers in (out) of theelL8
category as of the beginning of the quarter in White transfer occurs. Therefore gains and logs@sxcome only
reflect activity for the period in which the traasbccurs.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
March 31, 2010
5. Fair Value Measurements (continued)

Fair Value Measurements Using Significant Unobservae Inputs (Level 3) for the year ended
December 31, 2009

Other
Liabilities at
Fixed Fair Value —
Maturities & Embedded
(U.S. dollars in millions) Preferred Stock Derivatives Total
Beginning balance at January 1, 2009 .......ccc....  $ 9216 % (3475) $ 574.1
Transfers attributable to deconsolidation of
Ballantyne Re........cccooooviiiiiiiii i cemeee e (108.6) - (108.6)
Total realized and unrealized gains (losses)
included in net inCome..........ccccceeveeeeeeeeeeeeennn, (16.9) 311.8 294.9
Purchases, issuances and settlements.............. (43.8) - (43.8)
Transfers in and/or out of Level 3.........ceeeene.... (92.6) - (92.6)
Ending balance at December 31, 2009................ $ 659.7 $ @57) % 624.0

The portion of net unrealized gains for the thremths ended March 31, 2010 that relates to trasiogrities
still held at the reporting date is $29.8 milliar Level 3.

We review the fair value hierarchy classificatiamsarterly. Changes in the observability of the aibn
attributes may result in a reclassification of agrfinancial assets or liabilities.

6. Fair Value of Financial Instruments

As discussed above, fair value of financial asaets liabilities is estimated under FASB ASC 820hgsihe
following methods and assumptions:

0] Fixed maturity investments and preferred stock ameied at fair value. See Note 5, “Fair Value
Measurements” for a description of the methodolegied assumptions used to determine the fair \@lfiaancial
instruments carried at fair value.

(i) Other investments carrying value approximatesvailue.

(iii) Funds withheld at interest represent fixed matuntestments held by ceding companies and the fair
values are consistent with the methodologies asdmagtions used to determine the fair value of firesturities
carried at fair value.

(iv) Fair values for collateral finance facilities pitare the utilization of market observable inputar
any notes issued by the collateral finance faesitihat are wrapped by guarantors, we defined rifieofivalue as
the combination of the issued note and guarantsea Aesult, the fair value of the collateral finarfacilities
incorporates the value of the guarantee, includomsideration of the non-performance risk of tharguators.

(v) Fair value of the interest rate swap derivative theen calculated with reference to observable marke
inputs. See Note 5, “Fair Value Measurements”datescription of the methodologies and assumptisesl to
determine the fair value of financial instrumerasried at fair value.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
March 31, 2010

6. Fair Value of Financial Instruments (continued)

(vi) Long term debt at fair value (i.e. outstanding PHs®ugh Certificates held by third parties) have
been derived with reference to traded prices fantital liabilities and observable market inputs &milar
liabilities. See Note 5, Fair Value Measuremeriitg”a description of the methodologies and asswmptused to
determine the fair value of financial instrumerasried at fair value.

(vii) Fair values for our long term debt of trust predersecurities were determined with reference to
similar quoted securities and settlements of o@mnpany long term debt during 2010 and 2009.

(viii) Interest sensitive contract liabilities include amts payable under funding agreements and
investment contracts. The fair value for amoumigable under funding agreements was determinectiydaparty
service provider. The fair value of investment tcacts, which exclude significant mortality risk, hased on the
cash surrender value of the liabilities as an axipration of the exit market.

(ix) Embedded derivative assets and liabilities areiaghrat fair value. See Note 5, “Fair Value
Measurements” for a description of the methodolegied assumptions used to determine the fair \@lfiaancial
instruments carried at fair value.

March 31, 2010 December 31, 2009
Carrying Estimated Fair Carrying Estimated Fair
(U.S. dollars in thousands) Value Value Value Value
Assets
Fixed maturity investments...... $ 3,054,089 $ 3,054,089 $ 2,988,164 $ 2,988,164
Preferred stock ...........ccceeveees 78,493 78,493 77,410 77,410
Other investments.................... 21,147 21,147 21,482 21,482
Funds withheld at interest
(excluding cash)................... 601,416 521,630 608,500 513,419
Derivatives — interest
rate SWap .......ccccevveeevivvnennnn 30,224 30,224 25,924 25,924
Embedded derivative
assets at fair value............... 553 553 - -
Liabilities
Collateral finance facilities ...... $ 1,300,000 $ 885,057 $ 1,300,000 $ 907,710
Long term debt at fair
value ......oovvviiieeiieieeeieeeeeei, 42,147 42,147 55,068 55,068
Long termdebt..............cccees 129,500 32,375 129,500 32,375
Investment contracts............. 1,493,164 1,460,835 1,518,365 1,485,554
Embedded derivative
liabilities at fair value.......... 38,557 38,557 35,732 35,732
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7. Debt Obligations and Other Funding Arrangements

Long-term debt consists of:

(U.S. dollars in thousands) March 31, 2010 December 31, 2009
Capital securities due 2032...........cooiicceceiiiiiiiieeee $ 17,500 $ 17,500
Preferred trust securities due 2033 .......occeeeeeeeeeennn. 20,000 20,000
Trust preferred securities due 2033 .......cccoccceeeeeeeeen. 10,000 10,000
Trust preferred securities due 2034 .......cccccceeeeenn.... 32,000 32,000
Trust preferred securities due 2034 ........cccccu.......... 50,000 50,000
Long term debt at par value ...............coorevevevcscsens 9 129,500 $ 129,500
Outstanding Pass-Through Certificates ......ccom....... $ 42,147 $ 55,068
Long term debt at fair Value ............ooveceeeeeveverersennns $ 42,147 $ 55,068

Capital Securities Due 2032

On December 4, 2002, Scottish Holdings Statutonysit, a Connecticut statutory business trust (i@ap
Trust”) issued and sold in a private offering amragate of $17.5 million Floating Rate Capital Séms (the
“Capital Securities”). All of the common sharestbé Capital Trust are owned by Scottish Holdings, (*SHI"),
our wholly owned subsidiary.

The Capital Securities mature on December 4, 2088y are redeemable in whole or in part at any tfter
December 4, 2007. Interest is payable quarterly i@te equivalent to three-month LIBOR plus 4% Msrch 31,
2010 and December 31, 2009, the interest rates &28% and 4.25%, respectively. The Capital Truay mefer
payment of the interest for up to 20 consecutivartguly periods, but no later than December 4, 203% deferred
payments would accrue interest quarterly on a camged basis if SHI defers interest on the Debeataige
December 4, 2032 (as described below).

The sole assets of the Capital Trust consist of iBilBon principal amount of Floating Rate Debemsir(the
“Debentures”) issued by SHI. The Debentures maturddecember 4, 2032 and interest is payable qlpadéra
rate equivalent to three-month LIBOR plus 4%. Atrtta31, 2010 and December 31, 2009, the interéss naere
4.29% and 4.25%, respectively. SHI may defer payroétthe interest for up to 20 consecutive quayteeriods,
but no later than December 4, 2032. Any deferraenemts would accrue interest quarterly on a comgedrbasis.
SHI may redeem the Debentures at any time afteeber 4, 2007 and in the event of certain changéax or
investment company law.

SALIC has guaranteed SHI's obligations under thedp¢ures and distributions and other payments dube
Capital Securities.

Preferred Trust Securities Due 2033

On October 29, 2003, Scottish Holdings, Inc. Statufrust I, a Connecticut statutory businesstt{USapital
Trust 11”) issued and sold in a private offering aygregate of $20 million Preferred Trust Secgifthe “Preferred
Trust Securities”). All of the common shares of @aprrust 1l are owned by SHI.

The Preferred Trust Securities mature on OctobeR@93. They are redeemable in whole or in paangttime
after October 29, 2008. Interest is payable qugriatr a rate equivalent to three-month LIBOR plu8586. At
March 31, 2010 and December 31, 2009, the inteatss were 4.24% and 4.20%, respectively. Pri@dtmber 29,
2008, interest cannot exceed 12.45%. Capital Trushy defer payment of the interest for up to d@secutive
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7. Debt Obligations and Other Funding Arrangementgcontinued)

quarterly periods, but no later than October 2830ny deferred payments would accrue interesttgug on a
compounded basis if SHI defers interest on the Zl88ting Rate Debentures due October 29, 2038¢dasribed
below).

The sole assets of Capital Trust Il consist of 624illion principal amount of Floating Rate Debemwetsi (the
“2033 Floating Rate Debentures”) issued by SHI. 2883 Floating Rate Debentures mature on OctobeP@33
and interest is payable quarterly at three-monBQR plus 3.95%. At March 31, 2010 and Decembei2809, the
interest rates were 4.24% and 4.20%, respecti@Hy.may defer payment of the interest for up toc@@secutive
quarterly periods, but no later than October 2832M0ny deferred payments would accrue interesttgrg on a
compounded basis. SHI may redeem the 2033 Flo&#ig Debentures at any time after October 29, 20@Bin
the event of certain changes in tax or investmentpany law.

SALIC has guaranteed SHI's obligations under th@32Bloating Rate Debentures and distributions ghdro
payments due on the Preferred Trust Securities.

Trust Preferred Securities Due 2033

On November 14, 2003, GPIC Holdings Inc. Statutdryst, a Delaware statutory business trust (“GPIC
Trust”) issued and sold in a private offering agragate of $10 million Trust Preferred Securitide (‘2033 Trust
Preferred Securities”). All of the common share&&1C Trust are owned by SHI.

The 2033 Trust Preferred Securities mature on Sdme 30, 2033. They are redeemable in whole oait gt
any time after September 30, 2008. Interest is lpayquarterly at a rate equivalent to three-montBQR plus
3.90%. At March 31, 2010 and December 31, 2009rterest rates were 4.19% and 4.15%, respecti&BIC
Trust may defer payment of the interest for up @occ@nsecutive quarterly periods, but no later tBaptember 30,
2033. Any deferred payments would accrue interaattgrly on a compounded basis if SHI defers irsteoa the
Junior Subordinated Notes due September 30, 2@38escribed below).

The sole assets of GPIC Trust consist of $10.3ianilprincipal amount of Junior Subordinated Notte (
“Junior Subordinated Notes”) issued by SHI. TheiduSubordinated Notes mature on September 30, 2083
interest is payable quarterly at three-month LIB@IRs 3.90%. At March 31, 2010 and December 31, 2009
interest rates were 4.19% and 4.15%, respecti@Hy.may defer payment of the interest for up toc@@secutive
quarterly periods, but no later than Septembe2883. Any deferred payments would accrue intereattgrly on a
compounded basis. SHI may redeem the Junior Sutzded] Notes at any time after September 30, 2008rathe
event of certain changes in tax or investment compewv.

SALIC has guaranteed SHI's obligations under theiatuSubordinated Notes and distributions and other
payments due on the trust preferred securities.

Trust Preferred Securities Due 2034

On May 12, 2004, Scottish Holdings, Inc. Statutdryst Ill, a Connecticut statutory business tru§tapital
Trust 111") issued and sold in a private offering aggregate of $32 million Trust Preferred Secsitithe “2034
Trust Preferred Securities”). All of the common gsaof Capital Trust Il are owned by SHI.

The 2034 Trust Preferred Securities mature on 1un€034. They are redeemable in whole or in paang
time after June 17, 2009. Interest is payable gqugrat a rate equivalent to three-month LIBOR pBu80%. At
March 31, 2010 and December 31, 2009, the inteedstwas 4.09% and 4.05%, respectively. Prior toeJli7,
2009, interest could not exceed 12.50%. Capitasfliilimay defer payment of the interest for uRfbconsecutive
quarterly periods, but no later than June 17, 2034.deferred payments would accrue interest qdgrom a
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compounded basis if SHI defers interest on the 28l84ting Rate Debentures due June 17, 2034 (agided
below).

The sole assets of Capital Trust Il consist of $&8ion principal amount of Floating Rate Debemsir(the
“2034 Floating Rate Debentures”) issued by SHI. 2684 Floating Rate Debentures mature on June(34 and
interest is payable quarterly at three-month LIBAIRs 3.80%. At March 31, 2010 and December 31, 2009
interest rate was 4.09% and 4.05%, respectivelgr By June 17, 2009, interest could not excee8. SHI may
defer payment of the interest for up to 20 conseeuquarterly periods, but no later than June 10342 Any
deferred payments would accrue interest quarterlg compounded basis. SHI may redeem the 2034igoRate
Debentures at any time after June 17, 2009 arfteievent of certain changes in tax or investmemypamy law.

SALIC has guaranteed SHI's obligations under th@42Bloating Rate Debentures and distributions ghdro
payments due on the 2034 Trust Preferred Securities

Trust Preferred Securities Due 2034

On December 18, 2004, SFL Statutory Trust |, a Wafe statutory business trust (“SFL Trust I") isswnd
sold in a private offering an aggregate of $50 iomll Trust Preferred Securities (the “December 203dst
Preferred Securities” and, together with the 2084sTPreferred Securities, the 2033 Trust Prefegeclirities, the
Preferred Trust Securities and the Capital Seestitthe “Capital and Trust Preferred Securitie&tl). of the
common shares of SFL Trust | are owned by Scoftishncial (Luxembourg) S.a.r.| (“SFL").

The December 2034 Trust Preferred Securities matui@ecember 15, 2034. They are redeemable in vdrole
in part at any time after December 15, 2009. listeiepayable quarterly at a rate equivalent ted¢fmonth LIBOR
plus 3.50%. At March 31, 2010 and December 31, 2@@9interest rate was 3.79% and 3.75%, respéygtiReior
to December 15, 2009, interest could not exceeB0P2. SFL Trust | may defer payment of the intefesup to 20
consecutive quarterly periods, but no later thandb@ber 15, 2034. Any deferred payments would acirriggest
quarterly on a compounded basis if SFL defers ésteon the 2034 Floating Rate Debentures due Dezefr)
2034 (as described below).

The sole assets of SFL Trust | consist of $51.9ianilprincipal amount of Floating Rate Debenturdse (
“December 2034 Floating Rate Debentures”) issue&bBly. The December 2034 Floating Rate Debenturdsrma
on December 15, 2034 and interest is payable qliagethree-month LIBOR plus 3.50%. At March 2010 and
December 31, 2009, the interest rate was 3.79%3aftd0, respectively. Prior to December 15, 200@rast could
not exceed 12.50%. SFL may defer payment of therést for up to 20 consecutive quarterly periods,ro later
than December 15, 2034. Any deferred payments wacidue interest quarterly on a compounded baBis.ngay
redeem the December 2034 Floating Rate Debenttraayatime after December 15, 2009 and in the ewént
certain changes in tax or investment company law.

SALIC has guaranteed SFL’s obligations under thedb®er 2034 Floating Rate Debentures and distabsiti
and other payments due on the December 2034 TrefdrRed Securities.

Stingray Investor Trust and Stingray Pass-Throughust (together “Stingray”)

On January 12, 2005, SALIC entered into a put agess with the Stingray Investor Trust for an aggteg
value of $325 million, which put agreement relates$325 million aggregate stated amount of 5.902486sP
Through Certificates (the “Pass-Through Certifisdtéssued by the Stingray Pass-Through Trust (togewith the
Stingray Investor Trust, “Stingray”). Under thents of the put agreement, we acquired an irrevecabt option to
issue funding agreements to the Stingray InvestaostTin return for the assets in a portfolio of & commercial
paper.
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Since April 14, 2008, this facility has been fulliilized and $325 million of funding agreements &édeen
issued to the Stingray Investor Trust and rematstanding as of March 31, 2010.

Throughout 2009, we acquired Pass-Through Certificin privately negotiated purchases which repitese
reconsideration events under FASB ASC 810-10. ‘¥é&xlwa quantitative analysis in determining thathibieler of
the majority of the Pass-Through Certificates waalidorb the majority of the expected gains or Bsgestingray.
As a result of these acquisitions, by October §920ve had acquired Pass-Through Certificates wittated
amount of $169.4 million. This holding representieel majority of the Pass-Through Certificatesrefare at that
time we determined we were the primary benefic@rgtingray and we were required to consolidatedtly in
our consolidated financial statements. The codatibn of Stingray has been recorded in accordavitte ASC
810-10, which requires us to recognize the assefsid, the liabilities assumed, and any noncdiiriginterest in
Stingray at the acquisition date, measured at fagivalues as of that date. We are also requivegliminate any
inter-company balances and transactions. The 1@gjngtructure includes an interest rate swap asehanism for
charging interest to SALIC on the funding agreematta variable interest rate and paying intereshé Pass-
Through Certificate holders at a fixed rate. Theriest rate swap is included in Other Assets atravélue of $30.2
million and $25.9 million on our Consolidated BatanSheets as at March 31, 2010 and December 33, 200
respectively. Movements in the fair value of tinéerest rate swap are included in net realized wanéalized
income (losses) in the Consolidated Statementsanfrhe.

On December 15, 2009, pursuant to a cash tender tfat had been launched on November 16, 2009, we
acquired $57.3 million in aggregate stated amodirRass-Through Certificates. As a result, as ofebeber 31,
2009, we had repurchased $226.7 million in aggeegtted amount of the Pass-Through Certificatasjng $98.3
million outstanding with non-affiliated investors.

In January 2010, we acquired in a privately negedidransaction an additional $18.1 million of aggte
stated amount of Pass-Through Certificates, lea$B@?2 million in aggregate stated amount of thesPehrough
Certificates outstanding with non-affiliated invest as of March 31, 2010.

We have elected the fair value option under FASECAR5 in respect of the Pass-Through Certificatdd hy
non-affiliated investors. We elected this optianvee believe it will reflect more appropriately thalue of the
liability at subsequent reporting periods. The fealue as at March 31, 2010 and December 31, 200®he
outstanding Pass-Through Certificates held by rfélated investors is $42.1 million and $55.1 rial,
respectively, and is included in long term debfaat value in our Consolidated Balance Sheets. ngéa in fair
value will be reflected through earnings. The dwin fair value, for the three months ended M&th2010, of
the Pass-Through Certificates held by non-affillaitevestors resulted in a gain of $2.8 million. eS¢ote 5, “Fair
Value Measurements”.

Premium Asset Trust Series 2004-4

On March 12, 2004, SALIC entered into an unsectweding agreement with the Premium Asset Trustfor
aggregate of $100 million (the “PATS”). The fundiagreement had a stated maturity of March 12, 2669
“PATS Maturity Date”) and accrued interest at seraf three-month LIBOR plus 0.922%, payable on artguly
basis. The amount due under this funding agreemastincluded under interest sensitive contrabilitees on the
Consolidated Balance Sheets.

During the first quarter of 2009, we extinguishpdmarily through negotiated repurchases, SALIGisecured
funding agreement payment obligation in respedhef PATS. The extinguishment of PATS securitieguaed
through negotiated repurchases and the settlenfetiteoremaining funding obligation in respect of BATS
securities not repurchased prior to the MaturityteDavere completed for a total consideration of $4@illion
compared to the $100 million par value of the PAT®nsequently, in accordance with FASB ASC Topif,86
Transfers and Servicing, we recorded a gain oextiaguishment of the PATS debt of $53.5 milliortlie first
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quarter of 2009. The funding agreements were dwezdun interest sensitive contract liabilities lie taccompanying
Consolidated Balance Sheets at December 31, 2008.

Deferral of Interest Payments on Floating Rate Cégli Securities and Trust Preferred Securities

In order to preserve liquidity, we began deferringrest payments as of March 4, 2009 on our fhgptate
capital securities and trust preferred securitessied and sold through certain statutory trustsbéshed by us.
These deferrals are permitted by the terms of tlentures governing the securities and have beele mathe
discretion of our Board to preserve liquidity. Witeind to continue to defer such interest paymemtshe duration
of the permitted 20 consecutive quarterly periadsaximize liquidity. As of March 31, 2010, we haacrued and
deferred payment of $7.4 million of interest. SHidaSALIC are restricted in their ability to makevidiend
payments in any period where interest payment atiigs on these securities are not current.

For further discussion on the accrued and defepagdnent on our floating rate capital securities &gt
preferred securities subsequent to March 31, 26d@Note 16, “Subsequent Events”.

8. Mezzanine Equity
Convertible Cumulative Participating Preferred Shes

On May 7, 2007, we completed the equity investmeansaction by MassMutual Capital Partners LLC
(“MassMutual Capital”), a member of the MassMutbBalancial Group, and SRGL Acquisition, LDC, an life of
Cerberus Capital Management, L.P. (“Cerberus”)panced by us on November 27, 2006 (the “2007 Nepit&la
Transaction”). Pursuant to the 2007 New Capitadnfaction, MassMutual Capital and Cerberus inveated
aggregate $600 million in us in exchange for 1,000,in the aggregate newly issued Convertible Cativd
Participating Preferred Shares. The gross proceets $600 million less $44.1 million in closingst®, which
resulted in aggregate net proceeds of $555.9 milli&ach Convertible Cumulative Participating Pmefé Share
has a par value of $0.01 per share with a liquithapreference of $600 per share, as adjusted fadedids or
distributions as described further below.

As of March 31, 2010, MassMutual Capital and Ceubédrold in the aggregate approximately 68.7% of our
equity voting power, along with the right to desiggmtwo-thirds of the members of our Board.

The Convertible Cumulative Participating Preferfitares are convertible at the option of the holdegny
time, into an aggregate of 150,000,000 ordinaryeshaf SRGL. On the ninth anniversary of issue,Glonvertible
Cumulative Participating Preferred Shares autoraiyiovill convert into an aggregate of 150,000,08@inary
shares if not previously converted. We are notuireg at any time to redeem the Convertible Cunudat
Participating Preferred Shares for cash, excefftarevent of a liquidation or a change-in-contrard.

We have accounted for the Convertible Cumulativeiépating Preferred Shares in accordance with BAS
ASC Subtopic 470-20, Debt — Debt with Conversiod &ther Options (“FASB 470-20"), which incorporatel§ F
D-98: “Classification and Measurement of Redeemdaéeurities”. Dividends on the Convertible Cumulati
Participating Preferred Shares are cumulative aedete daily on a non-compounding basis at a ra®25% per
annum on the stated value of $600 million. Dividemnly will be paid in a liquidation preferencessario upon
our liquidation or change-in-control prior to thanthh anniversary. There have been no dividendsuaccin the
period as this scenario is not deemed probablbistitne. As of March 31, 2010, the amount of dénds not
accrued pursuant to the terms of the Convertiblm@ative Participating Preferred Shares is $127illiom in the
aggregate, or $127 per share.

To the extent that the Convertible Cumulative Radting Preferred Shares participate on an aserten
basis in dividends paid on ordinary shares, a spaeding reduction will be made to the liquidatpreference for
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the Convertible Cumulative Participating Preferi®dares. The Convertible Cumulative Participatimgféred
Shares have a liquidation preference equal to teied value, as adjusted for (x) the accretiodivaflends and (y)
any cash payment or payment in property of dividead distributions. The holders of Convertible Quaive
Participating Preferred Shares may, among othergshi require us to redeem the Convertible Cumudativ
Participating Preferred Shares upon a change-itralon

Upon a change-in-control, the redemption pricehef €Convertible Cumulative Participating Preferrédu®s is
an amount equal to the greater of (i) the statddevaf the outstanding Convertible Cumulative Rptiting
Preferred Shares, plus an amount equal to the $uatt accrued dividends through the earlier of {Ag¢ date of
payment of the consideration payable upon a changentrol, or (B) the fifth anniversary of the igsdate of the
Convertible Cumulative Participating Preferred ®aror (ii) the amount that the holder of the Cotibke
Cumulative Participating Preferred Shares wouldehbeen entitled to receive with respect to suchgédn-
control if it had exercised its right to convert at such portion of its Convertible Cumulative ®apating
Preferred Shares for ordinary shares immediatéty po the date of such change-in-control.

The liquidation preference of the Convertible Cuative Participating Preferred Shares is not appleance
the Convertible Cumulative Participating Preferf&thres have been converted into ordinary sharedestsibed
above.

The Convertible Cumulative Participating Preferi®dares rank, with respect to payment of dividenas$ a
distribution of assets upon voluntary or involugtiquidation, dissolution or winding-up (a “Liquadion Event”):
(a) senior to our ordinary shares and to each atlass or series of our shares established by tlaedB the terms of
which do not expressly provide that such class aries ranks senior to or pari passu with the Cdibler
Cumulative Participating Preferred Shares as torgey of dividends and distribution of assets updigaidation
Event; (b) pari passu with each class or seriemioShares, the terms of which expressly provid¢ $hch class or
series ranks pari passu with the Convertible CutiveldParticipating Preferred Shares as to paymédividends
and distribution of assets upon a Liquidation Eyvemd (c) junior to each other class or serieswf securities
outstanding as of the date of the completion of20@7 New Capital Transaction that ranks seniavuoordinary
shares, and to each class or series of our shheeerms of which expressly provide that suchsctasseries ranks
senior to the Convertible Cumulative ParticipatiPigferred Shares as to payment of dividends ardbdison of
assets upon a Liquidation Event and all classesinpreferred shares outstanding as of the coropletf the 2007
New Capital Transaction.

The Convertible Cumulative Participating Prefer&oares conversion price ($4.00 per ordinary shaes
lower than the trading value of $4.66 of our ordynshares on the date of issue. This discount kas bccounted
for as an embedded beneficial conversion featuacaordance with FASB ASC 470-20 which incorpordi€bF
98-5, “Accounting for Convertible Securities witheBeficial Conversion Features or Contingently Atibke
Conversion Ratios”, and EITF 00-27, “Application ¢dsue No. 98-5 to Certain Convertible Instruments”
Accordingly, the Company recognized a $120.8 mill@nbedded beneficial conversion feature, whicliced the
Convertible Cumulative Participating Preferred himsue amount shown in Mezzanine Equity and isecdhe
amount of additional paid in capital. Under theaatting guidance above, we had the choice to aedhet full
intrinsic value of the embedded beneficial convardeature out of retained earnings over the naga yerm of the
shares or immediately due to the ability of thedieo$ to convert at their option at any time. Gitles ability of the
holders to convert at any time, we elected to dedtee full intrinsic value of the embedded beniaficonversion
feature on the date of issue. As we did not hayeratained earnings on the date of issue, the 81r2dlion
beneficial conversion feature was accreted outldfteonal paid in capital into Mezzanine Equity.

Pursuant to our Securities Purchase Agreementy dddgember 26, 2006 (the “Agreement”), with Massivait

Capital and Cerberus, certain representations amtlanties were provided relating to our statutocgoanting
records. As discussed in Note 15 “Commitments@aitingencies”, certain statutory accounting ervoese
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discovered in 2006 which have resulted in an indéoation claim against us, by MassMutual and Ceubke
Resolution of this claim could result in a changéhe conversion formula on these securities.

9. Non-cumulative Perpetual Preferred Shares (“Pergtual Preferred Shares”)
Perpetual Preferred Shares
We are authorized to issue 50,000,000 preferregtshd par value $0.01 each.

On June 28, 2005, we priced our offering of 5,000,0hon-cumulative Perpetual Preferred Shares (the
“Perpetual Preferred Shares”) and entered intorahpise agreement relating to the shares pursuamhbith the
underwriters of the offering agreed to purchasestieres. Gross proceeds were $125 million andetlatpenses
were $4.6 million. Settlement of the net proceettuared on July 6, 2005.

Dividends on the Perpetual Preferred Shares arabpayn a non-cumulative basis at a rate per anofum
7.25% until the dividend payment date in July 20Tbereafter, the dividend rate may be at a fixed determined
through remarketing of the Perpetual Preferred &hfar specific periods of varying length not léssn six months
or may be at a floating rate reset quarterly bamedh predefined set of interest rate benchmarksrind any
dividend period, unless the full dividends for therrent dividend period on all outstanding PerpeRi@ferred
Shares have been declared or paid, no dividend Isbgdaid or declared on our ordinary shares andrdmary
shares or other junior shares shall be purchaseéemed or otherwise acquired for consideratioaclddation of
dividends on the Perpetual Preferred Shares ishpteth if we fail to meet specified capital adegyaret income or
shareholders’ equity levels.

The Perpetual Preferred Shares do not have a tyatiate and we are not required to redeem the shdrke
Perpetual Preferred Shares are not redeemabletpriody 2010. Subsequent to July 2010, the Peap&referred
Shares will be redeemable at our option, in whalengart, at a redemption price equal to $25.00gb&re, plus
any declared and unpaid dividends at the redemplide, without accumulation of any undeclared dinds. The
Perpetual Preferred Shares are unsecured and sdtedito all indebtedness that does not by itsigerank pari
passu or junior to the Perpetual Preferred Shaiidse holders of the Perpetual Preferred Shares haweoting
rights except with respect to certain fundamentanges in the terms of the Perpetual PreferredeShard in the
case of certain dividend non-payments.

The Perpetual Preferred Shares ratings were withditay Standard & Poor’s, Moody's, Fitch Ratings and
A.M. Best Company in 2009 following our notificatido each of the rating agencies that we wouldomgér be
compensating the agencies for their maintenansedf ratings. See Note 12, “Regulatory and Ra&iggncies”.

For further discussion on the Perpetual Preferfetes, see Note 16, “Subsequent Events”.
Dividends on Perpetual Preferred Shares

On April 14, 2008, we announced that, given ourenir financial condition, our Board in its discoetihad
decided not to declare a dividend on our Perpdtualerred Shares for the April 15, 2008 dividenginpant date.
In addition, we announced that pursuant to theifitee of Designations for our Perpetual Prefer&thres we
may be precluded from declaring and paying divideow the October 15, 2008 dividend payment datkdrevent
we did not meet certain financial tests under gmens of the Perpetual Preferred Shares requiredsféo pay such
dividends, which tests we subsequently did not rfaesuch dividend payment date. On July 3, 20h8,Board
determined that in light of our financial conditi@nd in accordance with the terms of the then antihg
forbearance agreements with the relevant countigpato the HSBC Il and Clearwater Re collateralafice
facilities, we would suspend the cash dividend tfoe July 15, 2008 payment date. In addition, avipusly
indicated we were precluded from declaring andmpggividends on the October 15, 2008 dividend payrdate

22



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
March 31, 2010
9. Non-cumulative Perpetual Preferred Shares (“Perptual Preferred Shares”) (continued)

as we did not meet the relevant financial testeutite terms of the Perpetual Preferred Shareacdardance with
the relevant financial tests under the terms ofRbpetual Preferred Shares, we were precluded dextaring and
paying dividends on the January 15, 2009, April 2809, July 15, 2009, October 15, 2009 and Jania2010
dividend payment dates and did not declare andahlyidend on such dates. Nonpayment of dividemdguly 15,
2009 marked the sixth dividend period for whichidénds had not been declared and paid. Pursuahetterms
of, and subject to the procedures set forth in, Geetificate of Designations related to the PeraleRreferred
Shares, the holders of the Perpetual PreferredeStae entitled to elect two directors to our Boarthe event
dividends on the Perpetual Preferred Shares haveesm declared and paid for six or more divideadagols. For
further discussion on the non-declaration of PemgdePreferred Shares dividends, see Note 16, “Suiess
Events”.

In accordance with the Certificate of Designatidngjre dividends on the Perpetual Preferred Shgeasrally
may be funded only to the extent they are payablebour distributable profits, and/or the proceed a new issue
of shares, and/or out of the Share Premium Acc@mtdefined in the Certificate of Designationspated to the
Perpetual Preferred Shares. At March 31, 201thadka shareholders’ deficit of $4.4 million andréfere lacked
sufficient distributable profits to permit the fund of a dividend.

10. Income Taxes

Income tax benefit for the three months ended M&%th2010 was $36.4 million compared to an incoae t
expense of $50.9 million for the three months enldegich 31, 2009. The income tax benefit for thee¢hmonths
ended March 31, 2010, is principally due to a r&deaf $35.9 million of accrued tax liabilities. &helease was as a
result of the reconsideration of our position isgect of an uncertain tax position following a Uk court ruling
relating to an unaffiliated third party (Contair@orporation v. Commissioner, 134 T.C. 5 (2010)hehet income
of our Bermuda and Cayman entities are not sulijeicicome tax. The net income of our U.S. and lgstities did
not generate a current tax expense, other tharegttand penalties on accrued tax liabilities, @uthe availability
of tax losses from prior tax years. The utilizatiof tax losses results in a reduction in defeteedassets and a
corresponding reduction in the valuation allowaestblished against those deferred tax assets.

At March 31, 2010, we had total unrecognized taxdfies (excluding interest and penalties) of $11ikion,
the recognition of which would result in a $2.9 liait benefit at the effective tax rate. At DecemB#, 2009, we
had total unrecognized tax benefits (excludingrageand penalties) of $132.2 million, the recagnitof which
would result in a $20.6 million benefit at the efige tax rate.

Our deferred tax assets are principally supportethé reversal of deferred tax liabilities. We dawmaintained
a full valuation allowance against any remainingdeferred tax assets, given our inability to refyfuture taxable
income tax projections.

At March 31, 2010, our deferred tax liabilities lide $48.5 million of deferred tax liabilities thatverse after
the expiration of net operating losses in appliegbtisdictions and therefore cannot support detetax assets. At
December 31, 2009, the corresponding amount ofdefeax liabilities was $49.8 million.

We file our tax returns as prescribed by the tawslaf the jurisdictions in which we operate. AsMéirch 31,
2010, we remained subject to examination in thiefohg major tax jurisdictions for the years indied below:
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Major Tax Jurisdictions Open Years
u.s.
Life GroUP «.oveeeeeeeeeeeee e 2006 through 2010
NON-Life GroUp ....ccooevverviiiiiieeeeeeee e cmmem s 2006 through 2010
[reland .........eeviiieiiiiiii e, 2005 through 2010
11. Earnings per Ordinary Share

Basic earnings per share is computed based ondlyhi®d average number of ordinary shares outsigratid
assumes an allocation of net income to Converiitlenulative Participating Preferred Shares for teeoa or
portion of the period that this security is outsliiy. Losses are not allocated to Convertible Qative
Participating Preferred Shares. Under the prorssiof FASB ASC Topic 260, Earnings per Share (“FASBC
2607"), formerly SFAS No. 128, basic earnings pearshare computed by dividing the net loss attribletao
ordinary shareholders by the weighted average nuwbsghares of our ordinary shares outstandingHerperiod.
Diluted earnings per share is calculated basedemeighted average number of ordinary sharesamdsig plus
the diluted effect of potential ordinary shares@tordance with the if-converted method. In acaoce with FASB
ASC 260, the exercise of options and warrants avexsion of convertible securities is not assumadss it would
reduce earnings per share or increase loss pex.shar

The following table sets forth the computation asic and diluted earnings per ordinary share utigetwo-

class method and the if-converted method, respagtias required under FASB ASC 260 which incorpes&ITF
No. 03-06, “Participating Securities and the Twas3l Method under FASB Statement No. 128".
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Three months ended
(U.S. dollars in thousands, except share March 31, 2010 March 31, 2009
data) (Restated)

Basic income attributable to ordinary
shareholders

Numerator:
Net income attributable to ordinary

shareholders.........ccccevviveiiiiieeeece e, $ 99,549 $ 1,661,582
Amounts allocable to convertible cumulative

participating preferred shares.................... (1,435) (23,948)
Numerator for basic income per ordinary sharé 98,114 $ 1,637,634

Denominator:
Denominator for basic income per ordinary
share - weighted average number of

ordinary Shares .........cccccoevvevveeeeevvereeeeen, 68,383,370 68,383,370
Basic income from continuing operations
attributable to ordinary shareholders......... $ 143 % 23.95

Diluted income attributable to ordinary
shareholders

Numerator:

Net income attributable to ordinary
shareholders $ 99,549 $ 1,661,582

Denominator:
Denominator for basic income per ordinary
share - weighted average number of

ordinary shares ...........ccccccvvvviiiiieeeeeneeene, 68,383,370 68,383,370
Effect of dilutive securities*.......................... 150,000,000 150,000,000
Denominator for dilutive income per ordinary

SNAIE .o 218,383,370 218,383,370
Diluted income from continuing operations

attributable to ordinary shareholders......... $ 0.46 $ 7.61

* In accordance with FASB ASC 260, exercise of opsi and warrants or conversion of convertible sgesiis not
assumed if the result would be anti-dilutive, sashwhen a loss from continuing operations is regbrtDue to the
anti-dilutive effect on earnings per share (“EP®{)r stock options (which are convertible into 4,892 ordinary
shares) potentially could dilute EPS in the future.

12. Regulatory and Rating Agencies
Order of Supervision

In connection with its receipt of the Permitted ®i@ described above in Note 1, SRUS consentettheto
issuance by the Department on January 5, 2009 @rder of Supervision, in accordance with 18 Del 86942,
The Order of Supervision subsequently was exterat@t amended on April 3, 2009 with the issuancehef t

Amended Order. Pursuant to the Amended Order, SBé&iferally must receive prior written consent frdme t
Department in order to engage in any transactidsiael of the ordinary course of business; maketepgayments
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or incur certain debts, obligations or liabiliti@s any transaction of $1 million or greater (proxidthat this
limitation does not apply to the payment of claimemiums and other third party reinsurance sedéfen) in each
case of less than $10 million per payment); engagew business; lend any of its funds; invest ahigs funds in a
manner that deviates from the plan filed with thepBrtment; commute, novate, amend or otherwisegehany
existing reinsurance contract or treaty; or engagay transaction with any related party.

Delaware Emergency Regulations

On February 17, 2009, citing, among other thingentcurrent economic conditions and the uncertahtye
conditions that lay ahead, the Commissioner issaredmergency order amending Delaware Insurancel&gu
81215 relating to Recognition of Preferred Morialltables for use in Determining Minimum Reserveblilities
(the “Preferred Mortality Table Emergency Regulatjoand an emergency order amending Delaware Insera
Regulation 81212 relating to Valuation of Life Inaoce Policies (the “X-Factor Emergency Regulatiocarid
together with the Preferred Mortality Table Regdolat the “Emergency Regulations”). Generally, fheferred
Mortality Table Emergency Regulation allows, upecaipt of the Commissioner’s approval, use of t@12CSO
Preferred Class Structure Mortality Table as theimim valuation standard for policies issued afi@nuary 1,
2004. In connection with the Preferred Mortalitable Emergency Regulation, the Company sought and,
February 26, 2009, obtained the Department’s agbfov use of the 2001 CSO Preferred Class Straediortality
Table in accordance with such Emergency Regulatidre X-Factor Emergency Regulation relaxes existing
constraints related to the X-factor assumptionsl iis¢he calculation of statutory reserves.

The Emergency Regulations by their terms becanectfe for valuations on and after December 31,8200
The Emergency Regulations were adopted into laveyant to the Delaware Administrative Procedures dxct
September 1, 2009. Similar regulations were adbptethe NAIC during the 2009 Fall National Meetiagd as
such, the Emergency Regulations no longer are deresi a prescribed practice.

Ratings

Our financial strength ratings and the financiaksgth ratings of our subsidiaries have been lodvene
several occasions since 2007. Ratings at suclslelso previously triggered the vesting of cormatrecapture
rights in respect of certain of our reinsuranceiiess and resulted in the increase to a maximuaepf&td up” rate
of certain guarantor fees in respect of the sezatibn structures used to finance the RegulatidtX>&tatutory
reserve requirements associated with business dad&iRUS to each of Orkney Re and Orkney Re lllight of
the foregoing and our pursuit of a run-off stratéglyour remaining business, among other factoesdetermined
that we no longer intended to utilize capital fbe payment of ratings fees to maintain the findnstieength and
other ratings for us and our operating subsidiaaesuch levels. Accordingly, we notified eachtlé rating
agencies in June 2009 that we no longer would cosgie the agencies for their maintenance of sutigsa

Following this communication, on June 4, 2009, 8tad & Poor’s Corporation (“S&P”), affirmed and the
subsequently withdrew the “CC” counterparty credting of SRGL, the “C” rating of SRGL’s Perpetirieferred
Shares, and the “CCC-" counterparty credit andrfima strength ratings of SALIC. At the same ting&P
affrmed and then withdrew the “R” counterparty diteand financial strength ratings of SRUS, the ©C
counterparty credit and financial strength ratinfisScottish Re Life Corporation and the “CCC-" sensecured
rating of the Pass-Through Certificates.

On June 12, 2009, A.M. Best Company Inc. (“A.M. Beaffirmed and then withdrew the financial stréimg
ratings and issuer credit ratings of SALIC, Scattie Life Corporation and Orkney Re. At the samet A.M.
Best affirmed and then withdrew our issuer credgliing and the rating of our Perpetual Preferred&has well as
our indicative ratings of senior unsecured debhosdinated debt and preferred stock. SRUS’ firansirength
rating of “E” (Under Regulatory Supervision) andusr credit rating of “rs” was unchanged.
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On June 22, 2009, Fitch Ratings (“Fitch”) downgddee issuer default rating of SRGL to “CC” fromCC”
and then withdrew its rating of SRGL. At the satime, Fitch affirmed and then withdrew the insufieancial
strength rating of SRUS. Fitch also has withdrala insurer financial strength rating of SALIC athé rating of
the Pass-Through Certificates and the PerpetudéiPed Shares. As such, Fitch has withdrawn abwf ratings
and no longer will provide analytical coverageéspect of us and our affiliates.

On August 18, 2009, Moody’s downgraded the inswuedimancial strength ratings of SALIC to “Ca” froig”
and SRUS to “Ba3” from “Bal”, before withdrawingthaatings. At the same time, Moody’s downgradetda”
from “C” and then withdrew the senior secured mutof the Pass-Through Certificates and our predesteck
rating.

13. Sale of a Block of Life Reinsurance North Améca Business

We engaged in 2008 in a process to sell our ehtieeReinsurance North America Segment. In Oct&t08,
the process led to exclusive negotiations withaspective buyer; however, a satisfactory transadto the sale of
the entire Life Reinsurance North America Segmentla not be reached, primarily as a result of tistohic
disruption in the financial markets. Thereafter,an effort to find ways to address our capitajuillity and
collateral needs and the concerns of regulatorqgsued the sale of a specific block of individiifel reinsurance
in our North American business. These efforts dudited in the announcement on February 20, 2009wbahad
closed the transactions contemplated by the M&sset Purchase Agreement (the “Purchase Agreemdmyt'and
among the Company, SHI, SRUS, Scottish Re LifeifRela) Limited (“SRLB") and Scottish Re (Dublin) Lited
(“SRD") (collectively, the “Sellers”) with HannoveRe to sell a block of individual life reinsuranbesiness
acquired in 2004 from the ING Companies, which kloonsisted primarily of term life reinsurance werisal life
with secondary guarantees, and yearly renewabie leisiness (the “Acquired Business”).

Pursuant to the Purchase Agreement, Hannover Rehgmed the Acquired Business, which was acquired in
2004 by us from the ING Companies. The AcquirediBss consists primarily of term life reinsurangeiversal
life with secondary guarantees, and yearly renesvédsim business. When we originally purchasedAiteuired
Business in 2004, the ING Companies reinsured thdividual life reinsurance business to us on @%0ndemnity
reinsurance basis. A large portion of such busimadaded guaranteed level premium term life insgeathat was
subject to the Regulation XXX reserve requiremamd universal life policies with secondary guarastsubject to
the “Regulation AXXX" reserve requirements. Undmir 2004 agreement with the ING Companies, the ING
Companies were obligated to maintain collateraltfer Regulation XXX and AXXX reserve requiremenfstee
Acquired Business for the duration of such requéets, and financial incentives were provided tooeinage us to
replace this financing with alternative third pafityancing. The Acquired Business does not inclodsiness ceded
by SRUS to Ballantyne Re as the reinsurance tréinsawith this special purpose reinsurance vehigdes novated
and assigned from SRUS to SLD effective Octobe?N8. However, the Acquired Business does inchinge
business recaptured from Ballantyne Re in connectith a series of recaptures during 2008 in whHgRUS
recaptured business from Ballantyne Re, which lassirnthen was recaptured by SLD which in turn cetied
recaptured business to SLDI who ceded it to SRUB: (foregoing recaptures, collectively, the “Baliare
Recaptures”), nor does it include the businessptecad in connection with the unwind of our HSBCctllateral
finance facility (together with the Ballantyne Rptres, the “ING Financings”). In connection wighch of the
ING Financings, SLD ceded the applicable recaptimesiness to SLDI, which ceded the recaptured bssirno
SRLB. SLDI agreed to provide, or cause the provigi§ one or more LOCs in order to provide SLD wsthtutory
financial statement credit for the excess reseagsmciated with the recaptured business in regfettte ING
Financings. As partial consideration for eachhaf ING Financings, the Company agreed to bear dbts ©f the
LOCs by paying SLD a facility fee based on the faogount of such LOCs outstanding. The cost ofe¢Ha3Cs
was consistent with the pricing schedules from B0®4 acquisition agreement with ING Companies, wch s
schedule was amended on May 7, 2007. Upon cldhimdransactions contemplated by the Purchase Agneg
Hannover Re assumed the business related to theFiN&hcings as part of the Acquired Business, dkagethe
obligation to pay the existing and any future iB&es in the related LOC fees.
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In connection with the Purchase Agreement, the I&@@npanies and certain of the Sellers entered into
recapture agreements (and, in specific instancesations to Hannover Re of certain existing reiasge
agreements) with respect to the Acquired Busiress,the ING Companies and Hannover Re subsequamttyed
into new reinsurance agreements with respect té\toggired Business immediately thereafter. Thesapture and
reinsurance transactions and the novations hadffactiee date of January 1, 2009. SRUS and SRLBaia
responsible for liabilities and obligations to SbRd SLDI under their reinsurance agreements witbdlparties to
the extent attributable to periods prior to Januarg009.

The Purchase Agreement also related to the purcrabseale of certain assets used by the Sell@mninection
with their administration of the Acquired Busindtse “Transferred Assets”) and the transfer ofaiaremployees
from the Sellers to Hannover Re in connection théle Pursuant to the Purchase Agreement, theiréngalease
on SRUS’ Denver office location was assigned torttaer Re as was a portion of SRUS’ Charlotte offiamtion.
In addition, Hannover Re entered into an admirtisteaservices agreement with SRUS pursuant to wHighnover
Re administers the accepted and ceded mortalityndss retained by SRUS and its affiliates. Sirylddannover
Re entered into an administrative services agreeméh the ING Companies pursuant to which HannoRer
administers the Acquired Business and providesitedther administrative services to the ING Conigsn

In accordance with the Purchase Agreement, paynvesits made as follows: (i) the Sellers made recaptu
payments to the ING Companies in an aggregate ameguml to $1,325 million (adjusted for interim joer
earnings from January 1, 2009 to the date of aipsifii) the ING Companies made correspondingahitiremium
payments to Hannover Re, and (iii) Hannover Re naapgayment to the Sellers in respect of the TraresfeAssets
in an amount equal to $18 million.

Following the transfer of assets with respect ® thcapture payments noted above, we were reledsait
associated policyholder liabilities on the salghe Acquired Business as of the effective dateaoiudry 1, 2009.
The release of such liabilities resulted in a pre-gain of $703.6 million, after transaction expenand related
costs. This gain was also subject to certain cgeticies, which were all satisfied as at Decembef829. Of the
$703.6 million gain, $642.4 million, $59.8 millioi$1.0 million, and $0.4 million were recognizedthre first,
second, third and fourth quarters of 2009, respelsti This total gain is summarized as follows:
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13. Sale of a Block of Life Reinsurance North Améeca Business (continued)
Consolidated
Statement of
(U.S. dollars in millions) Balance Sheet Income
Transfer of investments ..............ccccccceeeeeee e, $ (1,468.7)
Release of reserve for future policy benefits......... 1,902.9
Decrease in accounts payable and other liabilities 1.7
Decrease in reinsurance balances and risk fees
receivable ... (6.3)
Decrease in reinsurance balances payable .......... 4.7
Increase in Other asSets ................c. s veveeveenenns 18.7
Decrease in claims and other policy benefits....... $ 453.0 $ 453.0
Decrease in accounts payable and other liabilities 275.5
Change in value of embedded derivatives............. $ 2755 275.5
Release in deferred acquisition COSLS ..... .. .o (24.9)
Acquisition costs and other insurance expenses,
Y= SO $ (24.9) (24.9)
Total pre-tax gain as at December 31, 2009......... $ 703.6

In connection with the Purchase Agreement, the GmmypHannover Re and the ING Companies agreedeto us
commercially reasonable efforts to transfer to Hesen Re certain retrocession agreements under wigchnd/or
the ING Companies ceded to third parties certaksrielated to the Acquired Business. If a ceramount of such
third party retrocessionaires did not consent tchswansfers prior to April 30, 2009, we were regdiunder the
Purchase Agreement to deposit into escrow with ide@nRe by May 14, 2009, a pro-rata amount rel&teslich
retrocession agreements for which consent had meh lobtained as of that date. Pursuant to the Bsech
Agreement, in the event none of the retrocessieaaionsented to transfer their agreements, thenmaxipotential
escrow funding amount was $136.3 million. In theerdvone or more retrocessionaire consents had esnh b
obtained by December 31, 2009, the related escumdsf would be released to Hannover Re. As of tkheoas
funding requirement date of May 14, 2009, the baganas $1.9 million. The required escrow balanas reduced
to $0 million and all of the funds were releasedkd® us by the end of 2009.

This transaction resulted in a $49.8 millincome tax expense in the first quarter of 2@0f: to an increase

in our valuation allowance. The increased valumtibowance was because the remaining deferrelibtaikities did
not support the full recoverability of our deferreck assets, as discussed earlier in Note 2, “Bddiresentation-
Restatement of Prior Financial Statements”.
14. Collateral Finance Facilities
Ballantyne Re
De-consolidation of Ballantyne Re

Ballantyne Re is a special purpose reinsuranceckeimcorporated under the laws of Ireland. In N2906,

Ballantyne Re issued in a private offering $1.7Hidn of debt to third party investors, $178 miliaof Class C
Notes and $181.2 million in preference shares thlSAand $500,000 in Class D Notes to SRGL.
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Initially, in accordance with FASB ASC 810-10, Bailtyne Re was considered to be a variable interagly
and we were considered to hold the primary beradficiterest following a quantitative analysis wheret was
determined that we would absorb a majority of tkpeeted losses. As a result, Ballantyne Re wasatidased in
our financial statements through December 31, 2008.

Effective January 1, 2009, Ballantyne Re no lorigezonsolidated within the financial statementsS&GL.
Pursuant to the Purchase Agreement (as definednhdoe the disposal of the Acquired Business, Harer Re
explicitly agreed to assume the mortality risk &irrecaptures of business from Ballantyne Re. dsposal of the
variable interest to absorb mortality risk recaptufrom Ballantyne Re under the reinsurance agretoumstituted
a reconsideration event related to the consolidatibBallantyne Re under FASB ASC 810-10, Consiah -
Overall (“FASB ASC 810-10"). We subsequently contptea primary beneficiary analysis and concluded e
no longer are the primary beneficiary of BallantyRe as defined within FASB ASC 810-10 and, as alteso
longer are consolidating Ballantyne Re into thaificial statements of SRGL. The de-consolidatioBalfantyne
Re reduced our consolidated total assets and itiebilby approximately $885 million and $2,035 ioif,
respectively, resulting in a one-time non-cash aesolidation gain of $1,150 million which we recazgd in the
first quarter of 2009. This gain had no impacibon liquidity position.

As of March 31, 2010, we had no remaining diresslexposure related to Ballantyne Re since ourest® in
the Ballantyne Re Class D Notes and Preferred Staeevalued at $0 and are classified as tradicgrisies on the
Consolidated Balance Sheet. The Class C Notessoerteactually written-off during the fourth quartsf 2008.

SRUS remains liable for breaches of its represemst warranties, covenants and other obligatibas itelate
to periods before the assignment and novation @ &lthe reinsurance agreement with Ballantyne Readdition,
the Company and SRUS remain responsible for ceolagoing covenants and indemnities made for thefiienf
Ballantyne Re and the financial guarantors of teidéthe notes issued by Ballantyne Re.

Orkney |

On February 11, 2005, Orkney Holdings, LLC, a Daealimited liability company (“Orkney I”), issueghd
sold in a private offering an aggregate of $850iomlSeries A Floating Rate Insured Notes due Fatyrd1, 2035
(the “Orkney Notes”). Orkney | was organized foe thmited purpose of issuing the Orkney Notes aoldihg the
stock of Orkney Re, Inc., originally a South Camalispecial purpose financial captive insurance @mypnow a
Delaware special purpose captive insurance comgadskney Re”). SRUS holds all of the limited liaityl
company interest in Orkney |, and has contributayiital to Orkney | in the amount of $268.5 millidAroceeds
from this offering were used to fund the Valuatiof Life Insurance Policies Model Regulation (“Reafidn
XXX") reserve requirements for a defined block ef/¢l premium term life insurance policies issueddingct
ceding companies between January 1, 2000 and DeceBiy 2003, and reinsured by SRUS to Orkney Re.
Proceeds from the Orkney Notes have been depdsiied series of accounts that collateralize thees:i@and the
reserve obligations of SRUS.

The holders of the Orkney Notes have no recouraénagus or any of our subsidiaries, other thann@yki.
The timely payment of interest and ultimate paymanprincipal for the Orkney Notes are guarantegdviBIA
Insurance Corporation (“MBIA”). We are not requr® provide any additional financial support td@ey I.

Interest on the principal amount of the Orkney Ndtepayable quarterly at a rate equivalent toetmenth
LIBOR plus 0.53%. At March 31, 2010, the intereste was 0.78% (compared to 0.80% at December®19)2
Any payment of principal, including by redemptiam,interest on the Orkney Notes is sourced fronidéivds from
Orkney Re, and the balances available in a sefi¢gust accounts generally excluding amounts onodiegpn a
reinsurance trust account supporting the associ@®setve requirements of SRUS. Dividends only imaymade
after filing with the Commissioner in accordancehathe terms of Orkney Re’s licensing order anédnordance
with applicable law. The Orkney Notes also contatustomary limitation on lien provisions and onsary events
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of default provisions, which, if breached, couldut in the accelerated maturity of the Orkney Not®rkney | has
the option to redeem all or a portion of the Orkigtes prior to and on or after February 11, 2Gdifhject to
certain call premiums.

In accordance with FASB ASC 810-10, Orkney | is sidared to be a variable interest entity and we are
considered to hold the primary beneficial interstve cede all the business assumed by Orkney follading an
analysis whereby it was determined that we woukbdba majority of the expected losses. As a re@ukney | is
consolidated in our financial statements. ThetasseOrkney | have been recorded as fixed matimipestments
and cash and cash equivalents. Our ConsolidatdrS¢nts of Income shows the investment returnrkfi€y | as
investment income and the cost of the facility eflected in collateral finance facilities expenséunds in the
securitization structure are used for the sole @sgpof the securitization structure and hence ateavailable for
general corporate purposes.

To the extent we experience fair value declinesuininvestment portfolio, we may need to recapaupzo-rata
portion of the underlying business in Orkney | &ind alternative collateral support for the recaptlibusiness. No
assurances can be given that we would be succéssfeturing alternative collateral support.

Related Party Acquisition of Orkney Notes

We have been informed by Cerberus that &t of Cerberus acquired from one or more uiiatéd third
parties $700 million in aggregate principal amoofthe Orkney Notes in 2009. None of the Comp@®rkney |,
Orkney Re or any of our other subsidiaries weraypo this purchase. No terms of the Orkney Nateany of
the underlying transaction documents were changedrasult of this purchase.

Orkney Re, Inc. Notices of Default

On February 9, 2009, MBIA served Orkney Rekr@y | and SRUS with notices of default under eatthe
Orkney | indenture and the insurance and indemagseement (the “Orkney Insurance Agreement”), aligg
failure by the parties to provide certain requifiedncial statements and improper withdrawals ke ghrties from
Orkney | tax accounts. SRUS cured such allegeduttsfwithin the cure periods set forth in the imuee and the
Orkney Insurance Agreement.

On September 21, 2009, MBIA served Orkney Rrkney | and SRUS with a notice of default untter
restructuring agreement executed at the time ohé&ykRe’s redomestication from South Carolina toaelre,
alleging failure by the parties to provide MBIA Wwian actuarial review in accordance with the rexents set
forth in the restructuring agreement. SRUS, Orkhagd Orkney Re disagree with such contentionweier, in
the event such alleged failure to provide an a@bagview ultimately is determined to be a defaahd because it
was not cured within five (5) business days of September 21, 2009 notice, then such default wonidtitute an
event of default under the Orkney Insurance Agregmehich in turn would provide certain enhancedtcactual
rights to MBIA under the Orkney Insurance Agreemeémtluding the right to recover from Orkney | aagtual
losses, costs and expenses incurred by MBIA in ection with the event of default and the receiptceftain
penalty fees. Pursuant to the terms of a lettezeagent put in place between SRUS and MBIA atithe bf the
Orkney | transaction, SRUS would also be obligategay on behalf of Orkney | certain of the foregpfees and
expenses to the extent due from Orkney |. As efdhte hereof, MBIA, Orkney Re, Orkney | and SRUS a
engaged in negotiations related to such actuaiétw and alleged default.

On February 22, 2010, MBIA served Orkney Bekney | and SRUS with notices of default undsereof the

Orkney | indenture and the Orkney Insurance Agreenadleging failure by the parties to provide eértrequired
financial statements and other documents requirde tdelivered under these transaction docume&RS
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subsequently caused such documents to be delivéteih the applicable cure periods and, as of thte chereof,
there is no event of default resulting from suctices of default.

Orkney Re I

On December 21, 2005, Orkney Re Il plc, a speaimp@se vehicle incorporated under the laws of hela
(“Orkney Re II"), whose issued ordinary shares laetl by a share trustee and its nominees in torstHaritable
purposes, issued in a private offering $450 millafndebt to external investors. The debt consistt&382.5
million of Series A-1 Floating Rate Guaranteed Ndthe “Series A-1 Notes”), $42.5 million of Serig Floating
Rate Notes (the “Series A-2 Notes”), and $25 millad Series B Floating Rate Notes (the “Series BeNY), all due
December 31, 2035 (collectively, the “Orkney Ré&ldtes”). The Orkney Re Il Notes are listed on litieh Stock
Exchange. Proceeds from this offering were useftind the Regulation XXX reserve requirements fatedined
block of level premium term life insurance policissued between January 1, 2004 and December 34 20
reinsured by SRUS to Orkney Re Il. Proceeds froen@rkney Re Il Notes have been deposited intariassef
accounts that collateralize the notes and thevesssligations of SRUS.

The holders of the Orkney Re Il Notes have no resmagainst us or any of our subsidiaries. AssGnearanty
(UK) Ltd. (“Assured”) has guaranteed the timely pent of the scheduled interest payments and timeipél on
the maturity date of the Series A-1 Notes. Wenraterequired to provide any additional financiabgart to Orkney
Re Il

The debt issued to SALIC consisted of $30 millidnSeries C Floating Rate Notes (“Series C Notesi¢ d
December 21, 2036, and $5 million of Series B Nofésse Series C Notes accrue interest only ungilOrkney Re
Il Notes are fully repaid. SRGL owns $0.5 milliorerigs D Convertible Notes due December 21, 2036, an
76,190,000 Preference Shares of $1.00 each iratapit

Interest on the principal amount of the Orkney R&ldtes is payable quarterly at a rate equivalenthtee-
month LIBOR plus 0.425% for the Series A-1 Notéseé-month LIBOR plus 0.73% for the Series A-2 dptnd
three-month LIBOR plus 3.0% for the Series B Notés.March 31, 2010, the interest rate on the Sefiel Notes
was 0.68% (compared to 0.70% at December 31, 2@®)jes A-2 Notes was 0.98% (compared to 1.00% at
December 31, 2009), and Series B Notes was 3.26%p@red to 3.27% at December 31, 2009). The OrReel
Notes also contain customary limitation on lienyisdns and customary events of default provisiomisich, if
breached, could result in the accelerated matofithe Orkney Re Il Notes. Orkney Re Il has the@mpto redeem
all or a portion of the Orkney Re Il Notes, subjectertain call premiums and available (unencumthefunds.

In accordance with FASB ASC 810-10, Orkney Re It@msidered to be a variable interest entity ancamee
considered to hold the primary beneficial interastwe cede all the business assumed by Orkney Redl
following an analysis whereby it was determined the would absorb a majority of the expected loséss result,
Orkney Re Il is consolidated in our financial stagsts. The assets of Orkney Re Il have been redaddixed
maturity investments and cash and cash equival€dts. Consolidated Statements of Income showsrnestment
return of Orkney Re Il as investment income anddbst of the securitization structure is refleciecollateral
finance facilities expense. Funds in the secuatitins are primarily used for the purpose of theugtzations and
hence are not available for general corporate p&Ro

To the extent we experience fair value declinesuninvestment portfolio, we may need to recaptupgo-rata

portion of the underlying business in Orkney Raritl find alternative collateral support for theajgiured business.
No assurances can be given that we would be sdatassecuring alternative collateral support.
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Orkney Re Il Event of Default, Acceleration and é@osure

On the scheduled interest payment date on May 019,2rkney Re Il was unable to make scheduledeste
payments on the Series A-1 Notes. Failure to nsaioh payments in full when due constitutes an ewtdefault
under the Orkney Re Il indenture (“Orkney EOD”)ssAired, in its capacity as financial guarantohef$eries A-1
Notes, made guarantee payments on the Series AesNothe amount of $1.2 million. As a resultleé Orkney
EOD, Assured obtained, and will continue to havertain enhanced contractual rights under the tciiosa
documents and additional fees will be accruedHerguarantee coverage.

Among Assured’s enhanced contractual rights aréh@yight to instruct the trustee to declare thegipal of
and the interest on all the Notes to be due andidaymmediately and (b) the right to foreclosemfite Collateral
(as defined in the related indenture). On Jur0@9, Assured instructed the trustee to accelé¢nat®lotes and the
trustee delivered a notice of acceleration to OykRe 1l on June 18, 2009. On June 19, 2009, Assnadified
Orkney Re Il and the trustee that it was electmfpteclose upon the Collateral.

Following these actions, on June 26, 2009, SRUScisexl its contractual right under its agreemerith w
Orkney Re Il to withdraw all assets from the resecvedit trust established by Orkney Re Il for benefit of
SRUS. The withdrawn assets were deposited into SSREgregated accounts pursuant to the terms of the
reinsurance agreement between SRUS and Orkney @eell‘Orkney Re Il Reinsurance Agreement”) whédreyt
are held in order to provide reserve credit to SRShe reinsurance liabilities that continue ®deded to Orkney
Re Il and for certain other permissible uses urtderOrkney Re Il Reinsurance Agreement. The tearsf assets
had no impact on our consolidated financial statéme

On the scheduled interest payment dates of Auglis@09, November 12, 2009, and February 11, 2010,
Orkney Re Il was unable to make scheduled intgragiments on the Series A-1 Notes. Assured madegies
payments on the Series A-1 Notes in the amountgf fillion, $0.9 million and $0.7 million, for Augst 11, 2009
and November 12, 2009 and February 11, 2010, régphc

For further discussion on the Orkney Re Il schedlifgerest payments on the Series A-1 Notes, s¢e g
“Subsequent Events”.
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Consolidated collateral finance facilities and settization structures

The following table reflects the significant balascattributable to the collateral finance faciitiand
securitization structures providing collateral sogtfio us as at and for the three months ended iMait¢2010:

Orkney Re

(U.S. dollars in millions) Orkney | I Total
Assets
Fixed maturity investments $ 1,082.7 $ - $1,082.7
Funds withheld at interest - 311.6 Bl1
Cash and cash equivalents 58.6 1.7 0.36
All other assets.......... 100.5 60.3 160.8
Total assets................ $ 12418 $ 3736 $ 16154
Liabilities
Reserves for future policy benefits $ 3104 $ 220. $ 430.7
Collateral finance facilities 850.0 450.0 1,300.0
All other liabilities ... 4.7 7.8 B
Total liabilities .......... $ 11651 $ 5781 § 17432
Revenues
Premiums earned, net $ 15.8 $ 13.8 $ 29.6
Investment income, net 5.9 5.1 11.0
Net realized and unrealized gains 24.7 0.1 24.8
Net embedded derivative

adjustments............ - 1.0 1.0
Total revenues........... $ 464 $ 200 % 66.4
Expenses
Claims and other policy benefits $ 14.9 $ 10.1 $ 25.0
Acquisition costs and other

insurance expenses, net 3.2 3.3 6.5
Operating expenses ... 0.1 0.2 0.3
Collateral finance facilities expense 3.6 2.2 5.8
Total benefits and expenses $ 218 $ 158 % 37.6

The assets listed in the foregoing table are stibjea variety of restrictions on their use, asfeet in, and
governed by, the transaction documents for theiegdge collateral finance facilities and securitiaa structures to
which they relate. In addition, of the amountsfeeth in total assets above, $328.2 million an&.$9million, for
Orkney | and Orkney Re I, respectively, have bexciuded from the total investments of consolidatéel amount
on the Consolidated Balance Sheet of SRGL as atiMa@1, 2010. Such excluded amounts represeragbets
projected to support the expected reinsurancelitiabi of $310.4 million and $120.3 million assdeid, with
business ceded to Orkney | and Orkney Re II, rdgmdg. No assurances can be given that the erpect
reinsurance liabilities will not increase in theeav of adverse mortality experience in our reinsoea
agreements. Under certain circumstances, suchrsewveortality experience may in future periods éase the
amount of assets excluded from the total investmehtonsolidated VIE on the Consolidated Balarnoee$ of
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SRGL. These reinsurance liabilities of Orkney d @rkney Re Il are eliminated from the ConsolidaBadance
Sheet because they represent inter-company trémssict

The following table reflects the significant balescattributable to the collateral finance facistiand
securitization structures providing collateral sogtfto us as at the year ended December 31, 2009:

(U.S. dollars in millions)
Assets

Fixed maturity investments
Funds withheld at interest
Cash and cash equivalents
All other assets..........

Total assets................

Liabilities

Reserves for future policy benefits

Collateral finance facilities
All other liabilities ....

Total liabilities ..........

Orkney Re
Orkney | Il Total
$ 1,001.1 $ - $1,001.1
- 303.1 203
113.1 1.9 5.011
106.4 60.1 166.5

$ 12206 $ 365.1 $ 1,585.7

$ 3130 $ @8. $ 431.0
850.0 450.0 1,300.0
5.8 10.8 65

$ 1,1688 $ 578.8 $ 17476

The following table reflects the significant incorstatement balances attributable to the collaténaince
facilities and securitization structures providowjlateral support to us for the three months eridacth 31, 2009:

(U.S. dollars in millions)
Revenues

Premiums earned, net
Investment income, net

Net realized and unrealized gains

(([eS551=15) I
Total revenues...........

Expenses

Claims and other policy benefits

Acquisition costs and other
insurance expenses, net
Operating expenses ...

Collateral finance facilities expense
Total benefits and expenses

Orkney Re
Orkney | Il Total
$ 16.8 $ 14.9 $ 31.7
6.5 2.9 9.4
(30.7) (27.9) (58.6)

$ (74 $ (101 $ (175

$ 171 $ 7.9 $ 25.0

3.4 3.4 6.8
0.3 0.2 0.5
6.6 3.7 10.3

$ 274 % 15.2 $ 42.6
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Indemnification

In connection with an examination of the statutagcounting books of certain of our operating insuea
subsidiaries, and specifically, the purchase adiogientries made in connection with the 2004 asitjah of the
ING business, we determined that certain intercompaceivables and intercompany claims were nd¢ctfd in
the statutory financial statements of SRUS and $iRBccordance with applicable statutory accounpragtices.
Management determined that as a result of thesesdire statutory surplus for SRD was overstated onmulative
basis at year end 2004, 2005 and 2006, resultirgrigstated statutory surplus at year end 200 @foximately
$285 million after giving effect to these correcigo

In addition, management determined that the stgtorplus for SRUS was understated on a cumuldiagss
at year end 2005 and 2006, resulting in a reststegdtory surplus at year end 2006 of approxima#8§4 million
after giving effect to these corrections.

The restated statutory surplus of each of SRUS @R® met the applicable minimum statutory surplus
requirements at December 31, 2006. None of theseeations impact our historical consolidated ficiah
statements under U.S. GAAP.

Pursuant to the Agreement with MassMutual Capitad &erberus, we made certain representations and
warranties regarding the statutory financial staets of each of our insurance subsidiaries, inolgdsRD and
SRUS, for the years ended 2003, 2004 and 2005vétidrespect to SRUS but not SRD, the first thraarters of
2006, including that these statements were prepareginformity with applicable statutory accountimgctices and
fairly present in accordance with such practicasall material respects, the statutory financiahdibon of the
relevant insurance subsidiary at the respectivesdatn light of our discovery of the correctioresdribed above,
we notified MassMutual Capital and Cerberus, asired by the terms of the Agreement, of the ovéestent of
statutory surplus in SRD at year end 2004 and thderstatement of such statutory surplus at year 20tib
resulting in a cumulative overstatement for the fiar period at year end 2005 of approximately §ifllon on an
after-tax basis, and the understatement of statsimplus in SRUS for the year ended 2005 of apgprately $14.5
million on an after-tax basis. On November 16, 20@assMutual Capital and Cerberus responded hifyimat us
of their concern that the corrections describedvalbmay constitute breaches of certain of the regmtasions and
warranties made by us in the Agreement. UndeAgreement, in the event of a claim for losses tesylfrom a
diminution in value, such losses would be deterchibg an independent investment banking firm of oval
reputation, agreed upon by us and MassMutual Qaguiih Cerberus, based on changes in the valuafi®@RGL
using the assumptions and models used by MassMGayaital and Cerberus at the time of their decisoomvest
in us. Furthermore, should any claim for indenwaifion be made by MassMutual Capital and Cerbehss,
Agreement provides that any decision regardingrdbfey or settling such claim will be taken by a coittee of
independent directors of our Board of Directors.tHeir November 16, 2007 correspondence, MassN @apital
and Cerberus requested that we convene a committadependent directors. No action has since &l by us
or the Investors in respect of this claim. At ttilme, we do not know what the amount of any indifiaisle losses
would be, if any, or what potential defenses oreotlimitations on indemnification may be availabbeus under
those circumstances. The Agreement provides thairalemnification claim would be satisfied by astjng the
conversion amount at which the Convertible CumwuéatParticipating Preferred Shares issued to Massillut
Capital and Cerberus are convertible into our Gudirshares.

16. Subsequent Events

The subsequent events disclosed in thesesntmt the consolidated financials have been ewsdudy
management up to and including the filing of theaficial statements on June 7, 2010.
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Orkney Re I

On the scheduled interest payment date af M., 2010, Orkney Re Il was unable to make sdbddnterest
payments on the Series A-1 Notes. As a resultuisssmade guarantee payments on the Series A-Is Nothe
amount of $0.6 million.

Deferral of Interest Payments on Floating Rate Céai Securities and Trust Preferred Securities

Subsequent to March 31, 2010, we have adcamd deferred payment of an additional $0.4 onilbf interest
on our floating rate capital securities and trusifgrred securities. As of June 7, 2010, we ha@uad and
deferred payment on a total of $7.8 million of nett.

Non-declaration of Perpetual Preferred Shares Dieitds

In accordance with the relevant financiatdeunder the terms of the Perpetual PreferredeShave were
precluded from declaring and paying dividends anAbpril 15, 2010 dividend payment date. As diseasin Note
9, “Non-cumulative Perpetual Preferred Shares”, lib&ders of the Perpetual Preferred Shares contiouke
entitled to elect two directors of SRGL’'s Boardaasesult of dividends on the Perpetual Preferreaté&hhaving not
been declared and paid for six or more dividendbper This right has not been exercised to date.

Perpetual Preferred Shares

On May 7, 2010, SRGL launched a cash tender edfgsurchase any and all of the outstanding Perpetua
Preferred Shares at a purchase price of $5.00haee $as such tender offer may be amended or suppted from
time to time, the “Perpetual Preferred Share Ojffehe Perpetual Preferred Share Offer, whichioaity was to
expire at 12:00 midnight, New York City time, onn&u4, 2010, was extended to 5:00 p.m. on June 23,
2010 (subject to the Company's right to furtheeasgtsuch expiration in accordance with the termsefPerpetual
Preferred Share Offer”).
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