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

March 31, December 31,
2014 2013
(Unaudited) (Audited)

Assets
Fixed-maturity investments held as trading seasitat fair value.................cccocvvvvvieenn. $ 1,782,722 $ 1,789,343
Preferred stock held as trading securities, atvi@e ............cccccovvvviiviiicccee e 1,255 1,138
Cash and Cash qUIVAIENTS ........uuuei i ceeeeeeei e 266,897 247,409
(@) (ST ANV 1 011 £ 22,942 21,695
FUNAS WItNNEIA B INMTEIEST. ... vt ettt ettt e e et e et e e e e e et e e e e aereeeenes 453,749 459,777

TOtAl INVESIMENTS. ...ttt ettt et e et et et e eee e e e ee e eeeee 2,527,565 2,519,362
ACCIUE INEEIESE TECEIVABIE. ...t eee ettt ettt et et ee et e et et e e e et et e et et e e eee s 12,539 12,587
Reinsurance balances and risk fees receivable.............coeeeiiiiiiiieeiiiciiie e, 107,306 128,319
Deferred acquUISItION COSES .....oiiiiiiiiii i ceccceec e e 150,373 153,229
Amounts recoverable from FEINSUIEIS ........oueeeeiiiiie e ee e 693,534 695,163
Present value of in-fOrce DUSINESS ........cceemmii e 22,010 22,215
ONT ASSOIS. ... veee et a et e e et e et e e et e e et e e et e e e ee e e et e e et e e e e e n e e e 6,243 6,597

TOLAI ASSELS . vveveeeeeeeee e eeeeeeee et oemeemee et et et et et et et et et et e et et e eteee et e et eee et et eee e eee e ene e $ 3,519,570 $ 3,537,472
Liabilities
Reserves for future policy BeNefitS...... .o $ 1,320,423 $ 1,332,960
Interest-sensitive contract abIlities ......coeemeeeiiiiieiee e, 1,008,666 1,026,307
Collateral INANCE FACHITY............oveeeee ettt ettt s 450,000 450,000
Accounts payable and other liabilitfes...............ccooiieiriieeee e 71,117 65,944
Embedded derivative liabilities, at fair VAU .. covvviiiiiciicc e, 15,845 18,230
Reinsurance balances payable ...........ooocceeeeei 57,225 65,796
Deferred taxX Nability....... ... ceeeee e a e 27,606 37,532
Long-term debt, at PAr VAIUE.................commmmreereeereeeeiesieeieeereeeeeeesersseesstesseeessseesrsanen, 116,500 116,500

TOLAL TADITEIES ..ottt et e e e et e e e e e e e e et e e emet e e e e e e aneens 3,067,382 3,113,269

Mezzanine Equity
Convertible cumulative participating preferredrasa par value $0.01; 1,000,000 shares
issued and outstanding with $600.0 million inigsgted value (liquidation preference:

2014 - $825.1 million; 2013 - $814.2 MilliON) ceeemvvevreieiieireiereere e see e eeemees 555,857 555,857
Shareholders’ Deficit
Ordinary shares, par value $0.01; 68,383,370 slissasd and outstanding.................. 684 684
Non-cumulative perpetual preferred shares, parev@u01:

Shares issued and outstanding: 3,246,776 shateslissid outstanding)..................... 81,169 81,169
Additional paid-in CAPILAL .........uuuei s e 1,218,190 1,218,190
RELAINEA EFICIT........cveveeieieieieseeeeoemems ettt ettt ea s es e sttt ses et eseses e ae s e, (1,403,712) (1,431,697)

Total ShAreholders’ AEfiCit ...........ov.v.viememreeeeeeeeeeereeeeee s teeeee s s eses e eseese e e eeeeeeen (103,669) (131,654)

Total liabilities, mezzanine equity, and total gelders’ defiCit.............c.cocovevvvvemeene. $ 3519570 $ 3,537,472
! Includes total investments of consolidated vagabterest entity (“VIE")............c.......... $ 330,781 $ 324,101
? Includes accrued interest receivable of CONSEHIMIE ...................ceeveveeemerverereennne. 554 473
® Reflects collateral finance facility of CONSONEALVIE ..............ccceverivireeeeeeeeeennenns, 450,000 450,000
* Reflects accounts payable and other liabilitiesafsolidated VIE...............ccccccvvrvienee. 47,990 45,759

See Accompanying Notes to Consolidated Financetke8tents (Unaudited)



SCOTTISH RE GROUP LIMITED
CONSOLIDATED STATEMENTS OF OPERATIONS
(UNAUDITED)

(Expressed in Thousands of United States Dollars)

Three month period ended

March 31, March 31,
2014 2013

Revenues
Premiums earned, Net........cccccvveeeeeiiicccecieeeeeeeee, $ 88,598 $ 81,763
Investment iINCOME, NEt .......ccceeeeviiiiis i e 20,755 22,569
Net realized and unrealized gains.........cccceeeeeuee... 26,570 32,814
Gain on extinguishment of long-term debt............ - 6,240
Change in fair value of embedded derivative assets

and liabilitieS ... 2,385 3,716
Fees and other iNCOME...........ccecvvevvireemeeeee e, 582 559

TOtal FEVENUES ..ot cteeeemeeie e 138,890 147,661
Benefits and expenses
Claims, policy benefits, and changes in policyholde

FESEIVES, NEL. .ttt e 90,735 97,742
Interest credited to interest-sensitive contract

1= Lo =P EERS 6,805 7,837
Other insurance expenses including amortization of

deferred acquisition costs, net..........ccccceeee...... 13,674 12,553
Operating EXPENSES ......uvvrreierereeeeisiiemeeeeeeeseeannnens 5,659 5,763
Collateral finance facilities expense.......cccccc.oeu..e. 2,448 2,458
INTErESt EXPENSE.....vvevieveeevie et semeermes e e ere e ere e 1,225 1,223

Total benefits and eXPENSES...............mmmeeeeens 120,546 127,576
Income before income taxes.........ccccvvvvvvvvvninnnnn, 18,344 20,085
INCOME tax DENEFIt.......cccevveieeieeiresemmemee e 9,641 707
NEEINCOME. ...t eres e $ 27,985 % 20,792

See Accompanying Notes to Consolidated Financetke8tents (Unaudited)



SCOTTISH RE GROUP LIMITED
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' DEFICIT
(UNAUDITED)

(Expressed in Thousands of United States Dollars)

Three month period ended

March 31, March 31,
2014 2013

Share capital:
Ordinary shares:

Beginning and €nd Of PEIIOU. .............ovieeeeeee et eeete et ee et ete e et eeeeeeaeeeas $ 684 $ 684
Non-cumulative perpetual preferred shares:

Beginning and end Of PEIHOU. ...........c.viuieeeeere ettt en st $ 81,169 $ 81,169
Additional paid-in capital:

Beginning and end Of PEIO. ........cc.eiiuiieeeee ettt ettt aee e eaae s $ 1,218,190 $ 1,218,190
Retained deficit:

[2T=To 1oL a1 1T o]l o 1= 1 o o P SEERPR (1,431,697) (1,402)

Net income attributable to Scottish Re Group Lihite...........ccceevvveeieiieecrieeeee e 27,985 20,792

ENG OF PEIOM -ttt ettt ee e et ettt e et et e s en s eeeeen (1,403,712) (1,393,682)
Total ShAreOIAErS’ AEfiCiL.............eivevevieeceeeeeeceetee e eseteses s tes s e n e een e $ (103669) $  (93,639)

See Accompanying Notes to Consolidated Financetke8tents (Unaudited)



Operating activities

SCOTTISH RE GROUP LIMITED
CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)

(Expressed in Thousands of United States Dollars)

Three month period ended

=y T g Toto] 4T PP P PP UPPPPPRTPPTN
Adjustments to reconcile net loss to net cash usegerating activities:

Net realized and unrealized gains
Gain on extinguishment of long-term debt
Changes in value of embedded derivative assettiahilities
Amortization of deferred acquisition costs
Amortization of present value of in-force business
Amortization of deferred finance facility costs
Depreciation of fixed assets
Changes in assets and liabilities:
Funds withheld at interest
Accrued interest receivable
Reinsurance balances receivable

Other assets

Reserves for future policy benefits, net of anmtsuecoverable from reinsurers
Interest-sensitive contract liabilities
Accounts payable and other liabilities, inclugloeferred tax liabilities
Reinsurance balances payable
Net cash provided by operating activities
Investing activities
Purchase of fixed-maturity investments
Proceeds from sales and maturities of fixed-matimitestments
Purchase of and proceeds from sales and matwitigeferred stock, net
Purchase of and proceeds from other investmerts,.ne
Net cash provided by (used in) investing activities
Financing activities
Withdrawals from interest-sensitive contract liélgs
Acquisition of long-term debt

Net cash used in financing activities
Net change in cash and cash equivalents

Cash and cash equivalents, beginning of periad
Cash and cash equivalents, end of period

March 31, March 31,
2014 2013
$ 27,985 $ 20,792
(26,570) (32,814)
- (6,240)
(2,385) (3,716)
2,856 2,608
205 436
217 217
35 37
6,028 6,276
48 (588)
21,013 12,107
102 207
(10,908) 29,855
(4,884) (2,889)
(4,753) 3,873
(8,571) (414)
418 29,747
(53,887) (103,085)
85,683 77,672
- 794
39 (5,276)
31,835 (29,895)
(12,765) (16,919)
- (6,760)
(12,765) (23,679)
19,488 (23,827)
247,409 368,809
$ 266,897 $ 344,982

See Accompanying Notes to Consolidated Financetke8tents (Unaudited)



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
March 31, 2014
1. Organization, Business Strategy and Lines of Biess
Organization

Scottish Re Group Limited (“SRGL” and, together WiBRGL’s consolidated subsidiaries and VIE, the
“Company”, “we”, “our”, and “us”) is a holding conamy incorporated under the laws of the Cayman dsaand
our principal executive office is located in Bermaud Through our operating subsidiaries, we arecjpally
engaged in the reinsurance of life insurance, digsyiand annuity-type products. As of March 31142 we have
principal operating companies, holding companiésarfcing companies, and a collateral finance fgciin

Bermuda, the Cayman Islands, Ireland, Luxembourd, the United States of America, as follows:

Bermuda
Scottish Re Life (Bermuda) Limited

Cayman Islands
SRGL

Scottish Annuity & Life Insurance Company (Caymaty. (“SALIC”)

Ireland
Scottish Re (Dublin) Limited
Orkney Re Il plc (“Orkney Re II" or “VIE")

Luxembourg
Scottish Financial (Luxembourg) S.4r.l. (“SFL”")

Scottish Holdings (Luxembourg) S.ar.l.

United States of America (“U.S.”)
Scottish Holdings, Inc. (“SHI”)
Scottish Re (U.S.), Inc. (“SRUS")

Business Strategy

In 2008, we ceased writing new business and ndtifigr existing clients that we would not be acceptny
new reinsurance risks under existing reinsurareatigs, thereby placing our reinsurance busingesim-off (the
“Closed Block”). We continue to run-off the ClosBtbck, whereby we receive premiums, pay claimsl, p@rform
key activities under the related reinsurance tesatiDuring 2013 and early 2014, the Company beégangage
with its regulators and certain ceding companigmming the Company’s intent to accept new reinsweaisks,
either through the reinsurance of existing thirdypaclosed blocks of business or the assumptiomefly
originated business written by third parties (tiNeWw Business Strategy”). There can be no assusambether or
to what extent the Company will be successful sngursuit of the New Business Strategy or whatceféeich
strategy will have on the Company’s reported finan@sults in future periods.

The Company has purchased from time-to-time andpifortunities arise, may in the future continue to
purchase, in privately-negotiated transactionsnaparket purchases, or by means of general seiwits tender
offers, or otherwise, our outstanding securitied atier liabilities. Any such purchases will depem a variety of
factors including, but not limited to, availablerporate liquidity, capital requirements, and indiiea pricing levels.
The amounts involved in any such transactionsyiddally or in the aggregate, may be material.

Lines of Business

As defined and described in SRGL’s audited conatdid financial statements and accompanying noezstth
for the year ended December 31, 2013, we haveewrittinsurance business that is wholly or partiadtgained in



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
March 31, 2014
1. Organization, Run-Off Strategy and Lines of Business (continued)

one or more of our reinsurance subsidiaries anca ldassified the reinsurance as Traditional Sohstior as
Financial Solutions.

Merger of Subsidiaries

On January 14, 2013, SRUS and its wholly-ownedididyy, Scottish Re Life Corporation (“SRLC"), engel
into an Agreement and Plan of Merger. Upon thegeand subject to the conditions therein, includexeipt of all
required approvals, and in accordance with theipimvs of Section 253 of the Delaware General Cafpon Law
and Section 4930 of the Delaware Insurance Codé&,CSRould be merged with and into SRUS, with SRUS
continuing as the surviving corporation (the “SRSBLC Merger”). From and after the effective dafethe
SRUS/SRLC Merger (the “Effective Date”), SRUS, he surviving corporation, would be responsible &able
for all of the liabilities and obligations of SRUfd SRLC existing as of the Effective Date, andpalicies of
insurance and contracts and agreements of reimmi@nretrocession assumed or issued by SRLC, isugnt to
which SRLC was a party will, as of the Effectivet®abecome policies of insurance and contractsagmeements
of reinsurance or retrocession (as the case mapfb8RUS. Approval of the SRUS/SRLC Merger waseiesd
from the Insurance Commissioner of the State ofidate on May 8, 2013 and from the Insurance Conioniss
of the State of California on July 12, 2013. THeeé&live Date of the SRUS/SRLC Merger was July3W1.3. The
Company action level risk-based capital (“RBC”)@artage for SRUS as of December 31, 2012, afténgyeffect
to the SRUS/SRLC Merger, would have been 373% coeapto 328% without giving effect to the SRUS/SRLC
Merger, thereby continuing to exceed minimum companction level RBC requirements for life and health
insurance companies with the Delaware Departmemsafrance. The SRUS/SRLC Merger had no effecthen
Company’s consolidated financial position and ressof operations.

2. Basis of Presentation

Accounting Principles - Our consolidated interimaincial statements are prepared in accordance Wvih
Generally Accepted Accounting Principles (“U.S. GRA.  Accordingly, these consolidated interim ficai
statements do not include all of the informatiod aotes required by U.S. GAAP for annual finansi@tements.
These unaudited consolidated interim financialestents should be read in conjunction with SRGL'dlitedl
consolidated financial statements and accompamygs thereto for the year ended December 31, 2013.

Consolidation - The consolidated financial statermémclude the assets, liabilities, and resultspdrations of
SRGL, its subsidiaries, and the VIE for which we #re primary beneficiary, as defined in Finanéiatounting
Standards Board (“FASB”) Accounting Standards Qodtfon (“ASC”) Subtopic 810-10, Consolidation — &all
(“FASB ASC 810-107). All significant intercompanyransactions and balances have been eliminated in
consolidation. We currently consolidate one naretgse securitization, Orkney Re 1l, a special pagpVIE
incorporated under the laws of Ireland. For furttiscussion on Orkney Re I, please refer to NptéCollateral
Finance Facility and Securitization Structure”.

Estimates and Assumptions - The preparation ofaataed interim financial statements in conformitith
U.S. GAAP requires management to make estimatesagedmptions that affect the amounts reported én th
consolidated interim financial statements and agzonging notes. Actual results could differ matéricom those
estimates and assumptions used by management.

Our most significant assumptions are for:

* investment valuations;
» accounting for embedded derivative instruments;
* assessment of risk transfer for structured insuwamal reinsurance contracts;



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
March 31, 2014
2. Basis of Presentation (continued)

e estimates of premiums;

« valuation of the present value of in-force business

» establishment of reserves for future policy besegfit

« amortization of deferred acquisition costs;

» retrocession arrangements and amounts recoverabferéinsurers;

e interest-sensitive contract liabilities; and

e current taxes, deferred taxes, and the determmafiassociated valuation allowances.

We periodically review and revise these estimaesgppropriate. Any adjustments made to thesmatsts are
reflected in the period in which the estimatesraxésed.

Reclassifications - Certain prior period amounts dar consolidated interim financial statements and
accompanying notes have been reclassified to conforthe current presentation. These reclassidicatprimarily
impact amounts under the following captions rembitiethe Consolidated Statements of Operations:

* Investment income, net;

* Net realized and unrealized gains;

* Fees and other income;

» Otherinsurance expenses including amortizatiathedérred acquisition costs, net; and
» Operating expenses.

3. Investments

The portion of net unrealized gains for the thremth periods ended March 31, 2014 and 2013 thatectlto
trading securities, which included fixed-maturitwéstments and preferred stocks, still held atréperting date
was $25.1million and $27.3 million, respectively.

Other investments, as of March 31, 2014 represepbéidy loans, which are carried at the outstandoan
balances, investments in debt securities, and imergs accounted for under the equity method, @o@ance with
FASB 323 Investments — Equity Method and Joint \{ezd, for which the resulting equity method camgyialue is
deemed to approximate fair value. The investmastounted for under the equity method representuted
subscription documents, signed by SALIC on March Z8L2, pursuant to which SALIC committed to make a
investment of up to an aggregate $30.0 million mimvestment fund affiliated with and controlledredtly or
indirectly, by Cerberus (the “Cerberus Affiliatedriéd”). As of March 31, 2014, SALIC had investeB$tLmillion
of its total commitment, which investment is inabadin “Other investments” on the accompanying Cbdated
Balance Sheets at a carrying value of $19.8 milli@hanges in the fair value of the Cerberus Affdd Fund are
included in “Net realized and unrealized gains’tlb@ accompanying Consolidated Statements of Opesati

4, Fair Value Measurements

FASB ASC 820 defines fair value, establishes a éaork for measuring fair value based on an exitepri
definition, establishes a fair value hierarchy loiase the quality of inputs used to measure faineahnd provides
disclosure requirements for fair value measuremefite hierarchy gives the highest priority to yoated quoted
prices in active markets for identical assets abilities (Level 1 measurements) and the lowesbrityi to
unobservable inputs (Level 3 measurements), asideddn Note 5, “Fair Value Measurements” in SR&hudited
consolidated financial statements and accompanyotgs thereto for the year ended December 31, 20kigh,
along with Note 3, “Investments” above, also indsddditional disclosures regarding our fair vaheasurements.



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
March 31, 2014
4. Fair Value Measurements (continued)

The following tables set forth our assets and litis that were measured at fair value on a récgrbasis, as
of the dates indicated:

March 31, 2014

(U.S. dollars in millions) Level 1 Level 2 Level 3 Total
Investments
Government SECUNLIES .........cccvvereevecvvieeeeeseee. B - $ 287 % - $ 28.7
Corporate SECUNIES ........ceeeeeeveeie et eere e - 687.8 39.5 727.3
Municipal bonds............ovvvvviiiiiiiiieme s - 32.0 - 32.0
Mortgage and asset-backed securities .............. - 597.8 396.9 994.7
Fixed-maturity investments............cccceemmmevnnnnnn. - 1,346.3 436.4 1,782.7
Preferred StOCK ........ocoeevoee e - 1.3 - 1.3
Total assets at fair VAIUE .................vommeeeesesisrsns B - 08 13476 $ 4364 $ 1,784.0
Embedded derivative liabilities ..............mmeenn..... - - (15.8) (15.8)
Total liabilities at fair value...............ooeeveevrveeenens, $ - 8 - % (15.8) $ (15.8)
December 31, 2013
(U.S. dollars in millions) Level 1 Level 2 Level 3 Total
INVESIMENLES ..o e
Government securities $ - $ 328 % - $ 32.8
Corporate SECUNMIES ........ceeeeeeeevie e e - 712.0 44.0 756.0
Municipal bonds............oocciiiiir e - 37.5 - 37.5
Mortgage and asset-backed securities .......c..... - 565.4 397.7 963.1
Fixed-maturity investments............ccccvveeemmevnnnnnn. - 1,347.7 441.7 1,789.4
Preferred StOCK .......ocvviveieie e ceeees s - 11 - 11
Total assets at fair value .................commmreeeseeseenn. P - $ 1,348.8 $ 4417 $ 1,790.5
Embedded derivative liabilities .............commeevevene. - - (18.2) (18.2)
Total liabilities at fair Value.............coveeeeeveveeeeenrnnn $ - $ - $ (182) $ (18.2)




SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
March 31, 2014
4. Fair Value Measurements (continued)

The following tables present additional informatiamout our assets and liabilities measured atvidire on a
recurring basis for which we have utilized sigrafit unobservable (Level 3) inputs to determinefaiues:

Fair Value Measurements Using Significant Unobsendale Inputs (Level 3) for the three
month ended March 31, 2014

Mortgage
and asset- Total
Corporate backed Total assets liabilities at
(U.S. dollars in millions) securities securities at fair value fair value
Beginning balance at January 1,
2014 e $ 440 $ 3977 $ 4417 $ (18.2)
Total realized and unrealized
gains (losses) included in net
INCOME ...oooviiiieiiieeeeee e - 17.0 17.0 2.4
Purchases ........cccccccvveieeeeceenn, - 3.0 3.0 -
Settlements .........cccociiiier e (4.5) (5.5) (10.0) -
Transfers in and/or (out of) Level
T 1 1= - (15.3) (15.3) -
Ending balance at March 31,
2014 oo $ 395 $ 3969 $ 4364 $ (15.8)

Fair Value Measurements Using Significant Unobsenale Inputs (Level 3) for the year ended
December 31, 2013

Mortgage
and asset- Total
(U.S. dollars in Corporate Municipal backed Total assets liabilities at
millions) securities bonds securities  at fair value fair value

Beginning balance as
of January 1, 2013. $ 742 % 5.4 $ 3201 $ 399.7 $ (26.3)
Total realized and
unrealized
(losses) gains
included in net

income..........c...... (2.0) - 64.1 62.1 8.1
Purchases.............. - - 53.7 53.7
Settlements............ (28.9) - (33.3) (62.2) -

Transfers in and/or
out of Level 3,

(1] SR 0.7 (5.4) (6.9) (11.6) -
Ending balance as of
December 31, 2013 $ 440 $ - $ 3977 $ 4417 $ (18.2)

Changes in classifications impacting Level 3 finahimstruments were reported in the above tabdesamsfers
in (out) of the Level 3 category at the end of eqahrterly period in which the transfers occurrdthe portion of
net unrealized gains for the three month periodtedrMarch 31, 2014 and 2013 that related to LeviEh@8ing
securities still held at the reporting date was.$6illion and $25.4 million, respectively.

10



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
March 31, 2014
4. Fair Value Measurements (continued)
The following tables summarizes the fair values riillions), the valuation techniques, and the digant
unobservable inputs of the Level 3 fair value meaments as of March 31, 2014 and December 31, 2013,

respectively, for which we have been able to obtpiantitative information about the significant beervable
inputs used in those fair value measurements:

March 31, 2014

Significant
Assets Valuation Unobservable
(U.S. dollars in millions) Fair Value Technique Inputs Input Ranges
Discounted Cash  Liquidity/duration
Corporate securities.............. $ 324 Flow adjustment* 0.4% - 2.9%
Mortgage and asset-backed Discounted Cash Liquidity/duration
SECUNLIES ..o, $ 23.5 Flow adjustment* 1.6% - 1.7%
December 31, 2013
Significant
Assets Valuation Unobservable
(U.S. dollars in millions) Fair Value Technique Inputs Input Ranges
Discounted Cash Liquidity/duration
Corporate securities.............. $ 37.0 Flow adjustment* 0.4% - 4.7%
Mortgage and asset-backed Discounted Cash Liquidity/duration
SECUNLIES ..o, $ 23.2 Flow adjustment* 1.7% - 1.8%

* The liquidity/duration adjustment input represgrgn estimated market participant composite intespsead that would be
applied to the risk-free rate to discount the eatied projected cash flows for individual securitiaad such liquidity/duration
adjustment would reflect adjustments attributabléiquidity premiums, expected durations, creditistures, credit quality, etc.,
as applicable.

We have excluded from the table above Level 3valine measurements obtained from independent -plairty
pricing sources, including prices obtained fromkers, for which we do not develop the significamtuts used to
measure the fair values, and where informationrdégg the significant inputs is not readily avaikabo us from the
independent, third-party pricing sources or brokers

11



SCOTTISH RE GROUP LIMITED

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)

March 31, 2014

5. Fair Value of Financial Instruments

The fair values of financial assets and liabiliteee estimated in accordance with the frameworibdished
under FASB ASC 820. The methodology for deterngrtime fair value of financial instruments on a nenurring
basis, in addition to those disclosed above in Ntdnvestments” and Note 4, “Fair Value Measuretsg are
described in Note 2, “Summary of Significant Accting Policies - Investments Note 5, “Fair Value
Measurements”, and Note 6, “Fair Value of Finandi@truments” in SRGL’s audited consolidated finahc
statements and accompanying notes thereto fore¢aegnded December 31, 2013. The following taéte forth
the fair values of our financial instruments, ashef dates indicated:

March 31, 2014

December 31, 2013

Carrying Estimated Fair Carrying Estimated Fair
(U.S. dollars in thousands) Value Value Value Value
Assets
Fixed-maturity
investments.......ccceeeeeeeevvnnnnn. 1,782,722 $ 1,782,722 $ 1,789,343 $ 1,789,343
Preferred stock..........coovvvevnneenn. 1,255 1,255 1,138 1,138
Other investments.........cccce...... 22,942 22,942 21,695 21,695
Funds withheld at interest........ 453,749 453,749 459,777 459,777
Liabilities
Interest-sensitive contract
liabilities .......ccoooeeviiveeeeeeee 1,008,666 1,007,665 $ 1,026,307 $ 1,025,308
Collateral finance facility ........ 450,000 205,390 450,000 171,629
Embedded derivative
liabilities .......ccoooeeviieeeeeeeee 15,845 15,845 18,230 18,230
Long-term debt, at par
Value ..o 116,500 83,979 116,500 81,383
6. Collateral Finance Facility and SecuritizationStructure
Orkney Rel |

Historical information regarding the Orkney Re bllateral finance facility and securitization sttwe is
discussed in Note 9, “Collateral Finance Facilitssl Securitization StructuresGrkney Re Nin SRGL'’s audited
consolidated financial statements and accompamytes thereto for the year ended December 31, 2013.

The following table reflects the significant balasdncluded in the accompanying Consolidated Bal@ieets
that were attributable to the Orkney Re Il collatdnance facility and securitization structureyiding support to

the Company:

(U.S. dollars in thousands)

Assets

Funds withheld at interest
Cash and cash equivalents
All other assets

Total aSSetS.....ccovvviveiiiiiiiieieenes
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March 31, December 31,
2014 2013
$ 364540 $ 366,561

1,804 1,961
54,028 41,873
$ 420,372 $ 410,395
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
March 31, 2014
6. Collateral Finance Facility and SecuritizationStructure (continued)

March 31, December 31,

(U.S. dollars in thousands) 2014 2013
Liabilities

Reserves for future policy benefits. $ 139,797 $ 137,491
Collateral finance facility.................. 450,000 450,000
All other liabilities...............ccceevene. 49,746 46,833
Total liabilities ...........ccccocoerereernnes, $ 639543 $ 634,324

The assets listed in the foregoing table are stibpea variety of restrictions on their use, asfeeth in and
governed by the transaction documents for the Qriee Il collateral finance facility and securitizat structure.
The total investments of the consolidated VIE dised in the accompanying Consolidated Balance Slimatide
the following adjustments: (i) deduction of the etssneeded to satisfy future policy benefits, basedccurrent
projections (“economic reserves”), and (ii) additiof the market value of consolidated assets hrell segregated
account in excess of Orkney Re II's funds withhetithterest. The reinsurance liabilities of Orkiey 1l have been
eliminated from the Consolidated Balance Sheets.

Orkney Re |l Event of Default, Acceleration and Foreclosure

Orkney Re Il has been unable to make scheduledesttpayments on the Series A-1 Notes and Serigs A-
Notes on all scheduled quarterly interest paymeaiesi since May 11, 2009. As of March 31, 2014,ufss$
Guaranty (UK) Ltd. (“Assured”) has made guarantagnpents in the cumulative amount of $16.0 millionthe
Series A-1 Notes which are the subject of a fineinguaranty policy issued by Assured in connectigth the
Orkney Re Il transaction. Unlike the Series A-1téép the Series A-2 Notes were not guaranteed uhdedrkney
Re Il transaction and the amount of cumulativerggeon the Series A-2 Notes was $2.4 million aMafch 31,
2014. This amount of cumulative interest on thBeSeA-1 Notes and the Series A-2 Notes has beemed by us
in Accounts Payable and Other Liabilities in then€alidated Balance Sheets. Interest on the Sariedotes on
which Assured is making guarantee payments is peygarterly at a rate equivalent to three-montBQR plus
0.425%. As of March 31, 2014, the interest ratettmn Series A-1 Notes was 0.66% (compared to 0.66%f
December 31, 2013). Interest on the Series A-Zdowhich are not guaranteed as part of the OriReyll
transaction, is payable quarterly at a rate egeitaio three-month LIBOR plus 0.730%. As of Ma8dh 2014, the
interest rate on the Series A-2 Notes was 0.96%mpewed to 0.97% as of December 31, 2013). Fohdurt
discussion on the Orkney Re Il scheduled interagiments on the Series A-1 Notes and the SeriesNdt2s,
please refer to Note 12, “Subsequent Eveskney Re Il.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)

March 31, 2014

7. Debt Obligations and Other Funding Arrangements

Long-term debt, at par value (collectively, the p@al and Trust Preferred Securities”), is indivédly defined
and described in Note 10, “Debt Obligations andeDtfunding Arrangements” in the notes accompan8RGL’'s
audited consolidated financial statements for tbarynded December 31, 2013. The pertinent detgrding
long-term debt, at par value are shown in the ¥alhg table:

Trust
Preferred Trust Trust Preferred
Capital Trust Preferred Preferred Securities Due
Securities Due Securities Due  Securities Due  Securities Due December
(U.S. dollars in thousands) 2032 2033 2033 2034 2034
Capital Trust Capital Trust
Issuer of long-term debt...................... Capital Trust* II* GPIC Trust* In* SFL Trust I*
Long-term debt outstanding................ $17,500 $20,000 $10,000 $19,000** $50,000
Maturity date.......cccoccevvreeiiirssemmeee e Dec 4, 2032 Oct 29, 2033 Sept 30, 2033  June 17,2034 Dec 15, 2034
Redeemable (in whole or in part) afte.  Dec 4, 2007 Oct 29, 2008 Sept 30, 2008  June 17,2009 Dec 15, 2009
Interest Payab ........ccooeiiiiiiiincene Quarterly Quarterly Quarterly Quarterly Quarterly
Interest rate: -month LIBOR H.............. 4.00% 3.95% 3.90% 3.80% 3.50%
Interest rate as dflarch 31, 2014........ 4.27% 4.1% 4.1% 4.0%% 3.7%%
Interest rate as of Decembel, 2073 ..... 4.25% 4.20% 4.15% 4.05% 3.75%

Maximum number of quarters for

which interest may be deferred........ 20 20 20 20 20
Number of quarters for which interest

has been deferred as of March 31,

2014 .o 5 5 5 5 5

* Defined in the notes accompanying SRGL's audibedalidated financial statements for the year endedember 31, 2013.
**SRGL owns $13.0 million of the Trust Preferred@&éties Due 2034 securities, as further explaimethis Note.

Capital and Trust Preferred Securities

On January 31, 2013, SRGL agreed to acquire, imiatply-negotiated transaction, approximately $13.
million in aggregate liquidation amount of Trusteférred Securities Due 2034, with a liquidationference of
$1,000 per security, at a purchase price of $52(80 security. In accordance with FASB ASC 405,
Extinguishment of Liabilities, the Company recordeds6.2 million gain on the extinguishment of débtthe
Consolidated Statements of Operations in the dustrter of 2013.

Deferral of Interest Payments on the Capital and Trust Preferred Securities

We began deferring interest payments as of Jar2@r2013 on the Capital and Trust Preferred Seesris
permitted by the terms of the indentures goverrimg securities. As of March 31, 2014, we have wetrand
deferred net payments of $6.4 million in interesttbe Capital and Trust Preferred Securities. S#l, and
SALIC generally are restricted in their ability tnake certain dividend payments and payments ineptspf
obligations ranking junior opari passuto the Capital and Trust Preferred Securitiesnp period where interest
payment obligations on these securities are naoentir
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7. Debt Obligations and Other Funding Arrangementgcontinued)

For further discussion on the accrued and defepagment on our Capital and Trust Preferred Seesriti
subsequent to March 31, 2014, please refer to MdtéSubsequent EventsBeferral of Interest Payments on the
Capital and Trust Preferred Securities
8. Mezzanine Equity — Convertible Cumulative Partigpating Preferred Shares

We accounted for the 2007 issuance of Convertihlen@ative Participating Preferred Shares (the “CCPP
Shares”) to affiliates of MassMutual Capital PartneLC and Cerberus Capital Management, L.P. (“€rr¥’, and
together with MassMutual Capital Partners LLC, thwrestors”), in accordance with FASB ASC Subtogit0-20,
Debt — Debt with Conversion and Other Options (“BASC 470-20"), which incorporates EITF D-98:
“Classification and Measurement of Redeemable Sfexsit

As of March 31, 2014, the net amount of dividendsreted pursuant to the terms of the CCPP Shares wa
$225.1 million in the aggregate, or $225.08 perehd-or further discussion and additional disatesuwegarding
the CCPP Shares, please refer to Note 11, “MezeaBguity — Convertible Cumulative Participating flereed
Shares” in the notes accompanying SRGL'’s auditedaalated financial statements for the year erldedember
31, 2013.

9. Shareholders’ Deficit
Ordinary Shares

We are authorized to issue 590,000,000 ordinaryesh@he “Ordinary Shares”) with a par value of0fi0Oper
share.

The following table summarizes the activity in Bedinary Shares during the three month period emdadh
31, 2014 and the year ended December 31, 2013:

Three Month

Period Ended Year Ended
March 31, December 31,
2014 2013
Ordinary shares
Beginning and end of period/year ...........reeeereren... 68,383,370 68,383,370

Perpetual Preferred Shares
We are authorized to issue 50,000,000 preferrexkstveith a par value of $0.01 per share.

In 2005, we issued 5,000,000 non-cumulative PegbdRueferred Shares (the “Perpetual Preferred Share
Gross proceeds were $125 million, and related esgeewere $4.6 million.

The dividend rate on the Perpetual Preferred Shaegsbe at a fixed rate determined through remingyetif
the Perpetual Preferred Shares for specific pewddsrying length not less than six months or rhayat a floating
rate reset quarterly based on a predefined set@feist rate benchmarks. The quarterly floatingsréor March 31,
2014 and 2013 were 7.00% and 6.51%, respectivielyting any dividend period, unless the full dividerfor the
current dividend period on all outstanding PerpleRraferred Shares have been declared or paidivitedd may
be paid or declared on the Ordinary Shares and miin&y Shares or other junior shares may be pseatha
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9. Shareholders’ Deficit (continued)

redeemed, or otherwise acquired for consideratiprSBGL. Please refer below tdf/idends on Perpetual
Preferred Sharé'sn the Note below for additional information.

The following table summarizes the activity in Rerpetual Preferred Shares during the three masribdo
ended March 31, 2014 and the year ended Decemb2033:

Three Month

Period Ended Year Ended
March 31, December 31,
2014 2013
Perpetual Preferred Shares
3,246,776 3,246,776

Beginning and end of period/year ............mm . eeenennne.

Dividends on Ordinary Shares

The Investors, as the holders of the Ordinary Shane entitled to receive dividends and are altbatee vote
per share subject to certain restrictions in oumddeandum and Articles of Association.

All future payments of dividends are at the disorebf our Board of Directors (the “Board”) and idepend
on such factors as the Board may deem relevanttwithstanding the foregoing, if dividends on therg&ual
Preferred Shares have not been declared and pai@tared and a sum sufficient for the paymentethieset aside)
for a dividend period, we generally are precludednf paying or declaring any dividend on the Ordyrahares.

Dividends on Perpetual Preferred Shares

In accordance with the relevant financial testseurttle terms of the Perpetual Preferred SharesBoaird was
precluded from declaring and paying a dividenddnreection with each of the 2013 dividend paymem¢sia

Pursuant to the terms of, and subject to the proesdset forth in, the Certificate of Designatioeisted to the
Perpetual Preferred Shares, the holders of theeRetpPreferred Shares are entitled to elect twectbrs to our
Board in the event dividends on the Perpetual PredeShares have not been declared and paid favrsimore
dividend periods, consecutive or not (a “NonpayijenEailure to declare and pay dividends on thiy 1%, 2009
dividend payment date marked the sixth dividendogefor which dividends had not been declared aaid fi.e., a
Nonpayment); howevethe right of the holders of the Perpetual PrefeBkdres to elect two directors to our Board
has not been exercised as of March 31, 20i4nd when dividends for at least four dividendipés, whether or
not consecutive, following a Nonpayment have besd m full, this right will cease.

There can be no assurances when or whether, aslaakthe application of the financial tests @ned in the
terms of the Perpetual Preferred Shares, our Bedrthe permitted to make subsequent dividend paysien the
Perpetual Preferred Shares or, if permitted, whewtwether our Board will choose in its discretianrhake any
such dividend payments on the Perpetual PrefernadeS.

For further discussion on the non-declaration ef Brerpetual Preferred Shares dividends, pleasetcef¢ote
12, “Subsequent EventsNen-declaration of Dividend on Perpetual Preferi®dares.
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10. Income Taxes

The income tax benefit for the three month periedded March 31, 2014 and 2013 was $9.6 million&hd
million, respectively. Any net income from the ogions of our Cayman Island entities are not ki@ income
tax. The operations of our U.S., Bermuda, anchlgstities did not generate a current tax expeosger than
potential interest and penalties on accrued talilii@es for unrecognized tax benefits, due to thygerating
performance and the availability of tax losses fymor tax years. The utilization of tax lossesulés in a reduction
in deferred tax assets and a corresponding reduictithe valuation allowance established agairstdtdeferred tax
assets. The income tax benefit for the three mpattods ended March 31, 2014 and 2013 were pafigidue to
a reduction of the deferred tax liability for itemeversing outside of the 15 year net operating IGBIOL")
carryforward period in the U.S.

As of March 31, 2014, we had total unrecognizedoxefits (excluding interest and penalties) ol $8illion,
the recognition of which would result in a $1.51ini benefit at the effective tax rate for the apgible period. The
total unrecognized tax benefits figure (excludintgerest and penalties) and the resulting tax benetognition
figure were unchanged from unchanged from Marci2814 and December 31, 2013.

Our deferred tax assets are principally supportedhle reversal of deferred tax liabilities. We reumtly
provide a valuation allowance against deferredassets when it is more likely than not that soméiquyg or all, of
our deferred tax assets will not be realized. \&eehmaintained a full valuation allowance agaimst @maining
deferred tax asset associated with our operatiottsei U.S. and Ireland, given our inability to rely future taxable
income projections and the scheduling of our curdeferred tax liabilities.

As of March 31, 2014 and December 31, 2013, oterded tax liabilities included $27.6 million an@%5
million, respectively, of deferred tax liabiliti¢sat reverse after the expiration of net operalirsg carryforwards in
applicable jurisdictions, and, therefore, canngipsut deferred tax assets.

We file our tax returns as prescribed by the tavslaf the jurisdictions in which we operate. AsMdirch 31,
2014, we remained subject to examination in thiefohg major tax jurisdictions for the returns filéor the years
indicated below:

Major Tax Jurisdictions Open Years
u.s.
Life GroUp «.ooovee e e 2010 through 2013
NoN-Life Group ........ccooevviiiiiiieiiiiieeeee e 2010 through 2013
Ireland ... 2009 through 2013

Our U.S. subsidiaries are subject to U.S. fedest@te, and local corporate income taxes and otierst
applicable to U.S. corporations. Upon distributimincurrent or accumulated earnings and profitshim form of
dividends or otherwise from our U.S. subsidiariesis, we would be subject to U.S. withholding tazes 30%
rate.

Net U.S. operating losses are being carried forviiemeh closed years and could be examined by thernat
Revenue Service (“IRS”) when utilized in an opemrym the future. Additionally, to the extent trtNOL has
been carried back to an otherwise closed year,ewdier year could be subject to examination ag las the loss
year remains open.

Further information regarding recent IRS activity discussed in Note 14, “Income Taxes”, in SRGL’s
consolidated financial statements and accompamygs thereto for the year ended December 31, 2013.
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Ballantyne Re plc

Ballantyne Re plc (“Ballantyne Re"), which was posly a consolidated VIE of the Company, is a s&dec
purpose reinsurance vehicle incorporated undelatlig of Ireland. In May 2006, Ballantyne Re issuad private
offering, $1.74 billion of debt to third party instors, $178.0 million of Class C Notes to SALIC8%$22 million in
preference shares to SALIC, and $500,000 in Clab®t@s to SRGL.

As of March 31, 2014, we had no remaining diresslexposure related to Ballantyne Re since oureist® in
the Ballantyne Re Class D Notes and Preferred Steaeevalued at $0. The Class C Notes were fulligem-off in
2008 under the contractual terms of the Ballanfgeeéndenture.

SRUS remains liable for the accuracy and performam@s applicable, of its representations, warrantie
covenants, and other obligations that relate tmgderbefore the assignment and novation to Seclifiyof Denver
Insurance Company of the reinsurance agreementBailantyne Re. In addition, the Company and SRé&f8ain
responsible for certain ongoing covenants and imiées made for the benefit of Ballantyne Re arel fihancial
guarantors of certain of the notes issued by BgjlieRe.

I ndemnification of Our Directors, Officers, Employees, and Agents

We indemnify our directors, officers, employeesd agents against any action, suit, or proceedirgther
civil, criminal, administrative, or investigativby reason of the fact that they are our directtiicer, employee, or
agent, as provided in our Articles of AssociatioBince this indemnity generally is not subjectitoitation with
respect to duration or amount, we do not beliea iths possible to determine the maximum potémtaount due
under this indemnity in the future.

Davisv. Scottish Re Group Limited, et al.

The Company and SRUS (together, “Scottish) Rearned that a lawsuit was filed on or abouv&mber 20,
2013, in New York state court against Scottish &4, shareholders and certain of their affiliatesg aarious
former and current directors of Scottish Re (coiety, the “Defendant Parties”). The plaintiff, reolder of our
Perpetual Preferred Shares and a former holdemupfQudinary Shares (please refer to Note 9, “Shadens’
Deficit” for information regarding our Ordinary Stes and our Perpetual Preferred Shares), allegesagother
things, claims against the Defendant Parties feadin of contract, breach of fiduciary duty, toridaterference,
and derivative claims. The complaint seeks an exifipd amount of damages, as well as other forimelief, and
largely centers around the Orkney | Unwind Trarisactincluding the 2009 acquisition by affiliate@erberus of
Orkney Notes (as disclosed in Note 9, “CollateralaRce Facilities and Securitization Structure©rkney |
Unwind Transactioh and Note 17, “Related Party Transaction€erberu$ in SRGL’s consolidated financial
statements and accompanying notes thereto forediegnded December 31, 2013), the completion dffgrger on
August 24, 2011 (as disclosed in Note 11, “Mezzartiguity — Convertible Cumulative Participating feresd
Shares -Merger Agreemefitin SRGL'’s consolidated financial statements andoanpanying notes thereto for the
year ended December 31, 2013), the redemption I88L.SR Perpetual Preferred Shares acquired purdoaender
offers in 2010 and 2012 (as disclosed in Note Bhdreholders Deficit Perpetual Preferred Sharéén SRGL's
consolidated financial statements and accompanyaigs thereto for the year ended December 31, 2@h8) a
purported distribution policy affecting the Perg@t@referred Shares (also as disclosed in NotéStareholders
Deficit — Dividends on Perpetual Preferred Shdrgs SRGL's consolidated financial statements aacoanpanying
notes thereto for the year ended December 31, 2013)

On February 21, 2014, Motions to Dismissrevéled with the court on behalf of the Defenddtdrties
pursuant to a briefing schedule previously agreit thie court and the plaintiff.
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11. Commitments and Contingencies (continued)

We believe the plaintiff's allegations te lwithout merit and are vigorously defending oueiast in the
action. Accordingly, it is not possible to estimainy loss in respect of the plaintiff's claims.

For further discussion regarding the DawiS$cottish Re Group Limited, et al. litigationgpke refer to Note
12, “Subsequent EventsBavis vs. Scottish Re Group Limited, et.al.

12. Subsequent Events

The subsequent events disclosed in these notég twohsolidated financial statements have beenate by
Company management up to and including the filinhese consolidated financial statements on, Mgy2014.

Non-declaration of Dividendson Perpetual Preferred Shares

In accordance with the relevant financial testseunrtde terms of the Perpetual Preferred SharesBoaird was
precluded from declaring and paying a dividendrenApril 15, 2014 dividend payment date.

Deferral of I nterest Payments on the Capital and Trust Preferred Securities

Subsequent to March 31, 2014, we have accrued efietreld payment of an additional $0.2 million dleirest
on our Capital and Trust Preferred Securities (ained in Note 7, “Debt Obligations and Other Fimtd
Arrangements”). These deferrals are permittecebys$ of the indentures governing the Capital andsfTiPreferred
Securities and have been made at the discretionroBoard. As of May 15, 2014, we had accrued defdrred a
net payment on a total of $6.6 million of intereatour Capital and Trust Preferred Securities.

Orkney Rell

On the scheduled interest payment date of May @14 20rkney Re Il was unable to make scheduleddste
payments on the Series A-1 Notes and the SeriedNAt8s. As a result, Assured, subject to the firmguaranty
policy issued by Assured, as discussed in NoteC@]lateral Finance Facility and Securitization $tae”, made
guarantee payments on the Series A-1 Notes inrtfwaiat of $0.6 million. The interest amount for theries A-2
Notes, which were not guaranteed under the Orkneyll Rransaction, was $0.1 million. We have acdrtee
interest on both the Series A-1 Notes and the S$&«i2 Notes.

Davisv. Scottish Re Group Limited, et al.

As previously discussed in Note 11, “Conmahts and ContingenciesDavis vs. Scottish Re Group Limited,
et al”, on February 21, 2014, Motions to Dismiss welediwith the court on behalf of the Defendant Farti
pursuant to a briefing schedule previously agreétl the court and the plaintiff. Pursuant to tBahedule, the
plaintiff submitted on May 7, 2014 its oppositianthe Motions to Dismiss. The Defendant Partieghatil June
23, 2014 to submit replies in further support @itiMotions to Dismiss.
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