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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 Islaand,our principal executive office is located imBeda.

For the year ended December 31, 2010, SRGL reporédncome attributable to ordinary shareholddrs o
$239.1 million, or $1.09 per diluted ordinary shaae compared to net income attributable to orgishareholders
of $2,305.3 million, or $10.56 per diluted ordinatyare, for the prior year.

The $239.1 million of net income attributable talioary shareholders in 2010 was primarily driven$i2g2.2
million of net realized and unrealized gains on@wmpany’s invested assets.

The $2,305.3 million of net income attributablect@inary shareholders in 2009 was primarily drivsn(i) a
$1,150.1 million gain on the de-consolidation ofalateral finance facility; (ii) a pre-tax gain 8703.6 million
from the sale of a block of life reinsurance busgjeoffset by a $49.8 million income tax expend@; §243.0
million of net realized and unrealized gains on@mnpany’s invested assets; (iv) a gain of $253l8om from the
consolidation of a funding agreement resulting frim® Company’s 2009 acquisitions of certain ofrédated pass-
through certificates, offset by a loss of $22.1lioil resulting from the revaluation of such pas®tigh certificates
held by third parties at December 31, 2009; an& ®%3.5 million gain on extinguishment of debt.

As of December 31, 2010 and 2009, we had $106.lomiand $138.8 million, respectively, of unresteid
assets in SRGL and Scottish Annuity & Life Insurar€ompany (Cayman) Ltd. (“SALIC”), a wholly-owned
subsidiary of SRGL. The unrestricted assets of SR6@d SALIC represent cash, cash equivalents, awdl-f
maturity investments not held in trust account$e Tecrease in the unrestricted assets during @@$Qrimarily
attributable to the purchase of the remaining plassigh certificates held by third parties, whicrtificates are
described in Note 10 of the accompanying notekédonsolidated Financial Statements. These uiutest assets
were available to meet the obligations of SRGL &#&LIC. There can be no assurances that the amofunt
unrestricted assets held by SRGL and SALIC will setrease from period to period.



Report of Independent Auditors

The Board of Directors and Shareholders of ScoRislGroup Limited

We have audited the accompanying consolidated balaheets of Scottish Re Group Limited and
subsidiaries as of December 31, 2010 and 2009thencklated consolidated statements of income)(loss
comprehensive income (loss), shareholders’ eqdiidit), and cash flows for each of the yearshia t
period ended December 31, 2010. These finana&rsents are the responsibility of the Company’s
management. Our responsibility is to express aniap on these financial statements based on our
audits.

We conducted our audits in accordance with audstagdards generally accepted in the United States.
Those standards require that we plan and perfoenadidit to obtain reasonable assurance about whethe
the financial statements are free of material ratestent. We were not engaged to perform an aufliteof
Company's internal control over financial reporti@yur audits included consideration of internaltoan
over financial reporting as a basis for designingdita procedures that are appropriate in the
circumstances, but not for the purpose of exprgsamopinion on the effectiveness of the Company's
internal control over financial reporting. Accordin, we express no such opinion. An audit alsoudek
examining, on a test basis, evidence supportingatheunts and disclosures in the financial statespent
assessing the accounting principles used and &ignifestimates made by management, and evaluating
the overall financial statement presentation. \Aleele that our audits provide a reasonable basieur
opinion.

In our opinion, the financial statements referredabove present fairly, in all material respechs t
consolidated financial position of Scottish Re Grduwmited and subsidiaries at December 31, 2010 and
2009, and the consolidated results of their opamatand their cash flows for the each of the tlyesgs

in the period ended December 31, 2010, in confgrmiith U.S. generally accepted accounting
principles.

The accompanying financial statements have begraprd assuming that Scottish Re Group Limited will
continue as a going concern. As more fully desdriimpeNote 2, the Company is operating the business
under an Amended Order of Supervision with the Dafte Department of Insurance. This condition
raises substantial doubt about the Company’s ghditcontinue as a going concern. Management'’s plan
in regards to this matter is also described in Nbt&he 2010 consolidated financial statements ao n
include any adjustments to reflect the possiblertueffects on the recoverability and classificatad
assets or the amounts and classification of ligslithat may result from the outcome of this utaiety.

/sl Ernst & Young LLP

Charlotte, North Carolina
April 15, 2011



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

December 31, December 31,

2010 2009
ASSETS
Fixed-maturity investments held as trading sea@sijtat fair value .............cccccccoiiiicnenins $ 3,111,724 $ 2,988,164
Preferred stock held as trading securities, atviaie ................ceeeeiiiiiiiiiiii s 67,897 77,410
Cash and cash equUIVAIENTS ...........oi it 417,722 390,025
Other INVESIMENTS ...ttt e e e e e e e e e e e bbb e e e e e e e aeaaaaans ,4859 21,482
Funds Withheld @t INTEIESt.........ciiiiiiceeeeeeiiie e e e e e e e enneees 584,617 608,500

TOLAl INVESIMENTS.....c.cvo ettt 4,198,419 4,085,581
Accrued INterest FECRIVABIE. ..............cooeeeieeeeeeee et en e 22,286 24,422
Reinsurance balances and risk fees receivable..............occoociiii 131,315 817
Deferred aCqUISItION COSES ....uuuuiiiiiiiiiierreeneeieretieeee e e e e e s s e s s ss st rrreeeeaeeeeeeesessnnnnnnnnnns 269,352 296,822
Amount recoverable from FEINSUMEIS ......... o iirieieee ettt e et eee e rbreee e e serreeeeesaee 564,869 606,347
Present value of iN-fOrce DUSINESS ..o 31,941 38,316
101 g [=T = TS £ J RPN 22,771 67,185
Current iNCOME taXx rECEIVADIE ......... ..o e 189 12,762
DETEITEA tAX BSSELS ..eeeveeeeeee et e et e ee e e e et e et e e e e et e et e et e st eeeeeeeee et e et e neeeseeenteeeneeeas 28 3,922

TOLAI ASSELS ..ottt sememes et $ 5241170 _$ 5293484
LIABILITIES
Reserves for future policy benefitS.......ccccccee e $ 1,477,594 $ 1,736,
Interest-sensitive contract labilities ......cccceueveeiiiiiii e 1,415,580 1,518,365
Collateral fiINANCE fACHILIES. ............ccceerieeeeeeeee ettt n e en e eaeens 1,300,000 1,300,000
Accounts payable and other liabilities ..........ooo s 54,827 68,921
Embedded derivative liabilities, at failr VAlUE w.......eeeeeiiiii e 32,545 35,732
Reinsurance balances payable ... 91,634 109,569
Deferred tax ability..........oooi e ,449 50,143
Long-term debt, at failr VAIUE ..........ooovicceee e e s - 55,068
Long-term debt, at Par VAIUE................oceeeeeueeeeeeeeee ettt nas 129,500 129,500

QI t= U L= o 11T PRSPPI 4,545,869 4,834,115
MEZZANINE EQUITY
Convertible cumulative participating preferred gsafliquidation preference $759.3 million) 555,857 555,857
SHAREHOLDERS' EQUITY (DEFICIT)

Ordinary shares, par value $0.01:

Issued and outstanding - 68,383,370 shares in @0AR009.............cccccvvvvvirerireereeeeenn. 684 684
Non-cumulative perpetual preferred shares, parevéiOl:

Issued: 5,000,000 shares (outstanding: 2010 -6/088; 2009 - 5,000,000)............ccccvvvrnns 120,152 125,000
Additional paid-in capital 1,217,894 1,217,535
=1 =11 =0 o 1= o] | PSPPSR (1,208,286) (1,447,375)

Total Scottish Re Group Limited shareholders’ eg(deficit).............cccccuvviiiiiiiiiiiiieeene. 130,444 (104,156)
NONCONIOIING INEEIEST ......veiveeeeeee ettt ettt eee ettt e et e et e eteere e e neeeaeereanes 9,000 7,668

Total shareholders’ equity (AEFICIL)..........oceeriueeieeeeeee e 139,444 (96,488)

Total liabilities, mezzanine equity, and sharehdtdequity (deficit) .........cccoceeeiiiiiennnen. $ 5,241,170 $ 5,293,484
! Includes total investments of consolidated vagdabterest entities (“VIES”)......c.c.ccccocoem. $ 1,108,193
Z Includes accrued interest receivable of CONSEHAMIES ..............cccccveveeeeverevereeeceneneennns 1,040
® Reflects collateral finance facilities of cons@lield VIES ..............coceeeveveveverees e 1,300,000

See Accompanying Notes to Consolidated FinanceteStents



SCOTTISH RE GROUP LIMITED
CONSOLIDATED STATEMENTS OF INCOME (LOSS)
(Expressed in Thousands of United States Dollarexcept share data)

Year Ended
December 31, December 31, December 31,
2010 2009 2008

Revenues
Premiums earned, Net..........ccccceveviivireccensieeesinenn, $ 421,134 % 451,800 $ 1,666,
Fee and other inCome.........ccccooviiiiiieiincciiieee e 5,453 6,996 8,803
Investment iNCOME, Net.........occvvveiiiiiceeen e, 170,454 176,923 377,304
Net realized and unrealized gains (losses) ........... 242,246 242,990 (1,895,895)
Gain on de-consolidation of collateral finance

FACHIILY ©oveeeeiiieee e - 1,150,114 -
Gain on consolidation of funding arrangement...... - 253,824 -
Change in value of long-term debt, at fair value.... (15,246) (22,125) -
Gain on extinguishment of debt.. - 53,545 19,437
Change in value of embedded denvauve I|ab|I|nes 3,187 311,787 (216,041)

Total FEVENUES.....cvvvveeeeeiiiieie et 827,228 2,625,854 (55,286)
Benefits and expenses
Claims, policy benefits, and changes in policyholde

FESEIVES, NEL ..ottt s e e e e e aaaeeas 394,618 (22,926) 1,579,412
Interest credited to interest-sensitive contract

HADIlITIES ..vvvveeeee i 52,346 59,959 75,581
Amortization of deferred acquisition costs and othe

insurance expenses, Net.........cccccoevvieeeeeeeeeeeeeenn. 88,660 133,782 559,933
Operating EXPENSES ....ccuuiiiiiiiaeaeeei e 54,581 53,781 137,981
Collateral finance facilities expense .......cccccce....... 33,061 9,410 257,912
INtErESt EXPENSE ....vvveeeeeeeteeeeee e emeeee e eae e 5,360 6,274 9,902

Total benefits and expenses .. . 628,626 270,280 2,620,721
Income (loss) from continuing operatlons before

INCOME tAXES.....ee ittt 198,602 2,355,574 (2,676,007)
Income tax benefit (EXpense) ...........cc.eeeeeerrveennnn. 37,941 (49,531) 6,836
Income (loss) from continuing operations............. 236,543 2,306,043 (2,669,171)
Loss from discontinued operations, net of related

BAXES «..voeeeeeeee e ee e s s emene ettt - - (43,001)
Consolidated income (10SS)......cccoveviiiiiiiiiiiieeenn. 236,543 2,306,043 (2,172)
Gain on redemption of non-cumulative perpetual

preferred Shares.........cccvvvveeeeieiie s 3,878 - -
Net (income) loss attributable to noncontrolling

INEEIESE. ..o (1,332) (702) 1,855
Net income (loss) attributable to ordinary

SharehoIders............c.ovveeeeeeeeceseeeeeeeeeeeen, $ 239,089 $ 2305341 $ (2,710,317)
Income (loss) per ordinary share attributable to

ordinary shareholders:
Basic income (loss) per ordinary share
Income (loss) from continuing operations.............. $ 345 $ 33.23 $ (39.00)
Loss from discontinued operations ..........ccccee...... - - (0.63)
Net income (loss) attributable to ordinary

SharehOlderS..........coeveeeeeeeeeeeeeeeee s $ 345 % 3323 $ (39.63)




Diluted income (loss) per ordinary share

Income (loss) from continuing operations.............. $ 1.09 $ 1056 $ (39.00)
Loss from discontinued operations ..........cccce...... - - (0.63)
Net income (loss) attributable to ordinary

Shareholders..........ccoveveueeveeeeeeeeeeee s $ 1.09 $ 1056 $ (39.63)
Weighted average number of ordinary shares

outstanding — basiC............eeeveiiiiiiiiiiiiiiiiiieeee 68,383,370 68,383,370 68,383,370
Weighted average number of ordinary shares

outstanding — diluted..........ccccceeviiiiiiiiciieee e, 218,383,370 218,383,370 68,383,370

See Accompanying Notes to Consolidated FinancatkeStents



SCOTTISH RE GROUP LIMITED
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LO SS)
(Expressed in Thousands of United States Dollars)

Year Ended
December 31, December 31, December 31,
2010 2009 2008

Net income (loss) attributable to ordinary
SharehOlders..........coeueveeeeeeeeeee e $ 239,089 $ 2,305341 $ (2,710,317)

Other comprehensive income (loss):
Change in net unrealized (depreciation) appreciatio
on investments and other balances:

Fixed-maturity investments ...............ccceevivieneeee. - - (38,392)

Preferred StOCK ... - - (59)

Change in deferred acquisition COStS .....cccceu...... - - 5,442

Change in deferred income taxes.........o-..... - - 6,495
Change in net unrealized (depreciation) on

investments and other balances............cccccuue. - - (26,514)
Cumulative translation adjustment ...........cccee....... - - (24,590)
Change in benefit plans...................... - - 2,344
Other comprehensive loss - - (48,760)
Comprehensive income (l0SS) .....ccccovvveeeiiieienannnnnn. 239,089 2,305,341 (2,759,077)
Change in net unrealized appreciation attributédle

noncontrolling iNterest .............cocvevveceecmveeveneannn. - - 204
Comprehensive income (loss) attributable to

ordinary shareholders.............coevevvveveeoneenennn $ 239,089 $ 2305341 $ (2,758,873)

See Accompanying Notes to Consolidated FinancetkeS8tents



SCOTTISH RE GROUP LIMITED
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY (DE FICIT)
(Expressed in Thousands of United States Dollars)

Year Ended
December 31, December 31, December 31,
2010 2009 2008

Share capital:
Ordinary shares:

Beginning and end Of PErIOd.............c.ooceeeeieeeeee e $ 684 $ 684 684
Non-cumulative perpetual preferred shares:

Beginning of Period ... 125,000 125,000 125,000

Non-cumulative perpetual preferred shares regdem.............cccevvvevvveeenns (4,848) . -

g Te o) i oY=V Yo SRR 120,152 125,000 125,000
Additional paid-in capital:

Beginning of PEHOd ..........uuviiiiiiiiiiieieeeeeee e 1,217,535 1,216,878 1,214,886

Option and restricted StOCK UNit EXPENSE ...eeeemeveveerreeeeeeeeeeeeeeieeeeeeeeeenns 359 657 1,992

T I} 1= 4 o o SRR 1,217,894 1,217,535 1,216,878
Accumulated other comprehensive income (loss):
Unrealized appreciation (depreciation) on investmets net of income

taxes and deferred acquisition costs

Beginning oOf PEHOA ..........uuviiiiiiiiiiieieeeeee e e - - 26,514

(O aT=TaTo T3 a1 o T= o o SRR - - (26,514)

3T I} 1= o o SRR - - -
Noncontrolling interest

Beginning of PEHOQ ......covviiiiieee e s - - (204)

Change in period (Net Of taX) ......ccccvvreeiieiie e e - - 204

ENd Of PEIIOU .. - - -
Cumulative translation adjustment

Beginning of PEHOA ..........uuviiiiiiiiiiieieeeeere e - - 24,590

Change in period (Nt Of taX) .....vvveveeeeieecceceer e - - (24,590)

3T I} 1= o o SRR - - -
Change in benefit plans

Beginning of PEHOQ .......uvviiiiiiiiiice e - - (2,344)

Change in period (NEt Of TAX) .....ceecveiveeieeee et ere e emeee e - - 2,344

3T I} 1= o o R - - -
Total accumulated other comprehensive income (I0SS)...........uvveeeeeeeeieanans . . -
Retained (deficit):

Beginning of PEHOA ... ieeeeeree e (1,447,375) (3,752,716) (1,042)39

Net income (loss) attributable to ordinary shardBos .................c.cococvvneee. 239,089 2,305,341 (2,710,317)

ENG Of PEHOT ...t (1,208,286) (1,447,375) (3,752,716)
Total Scottish Re Group Limited shareholders’ equiy (deficit) .................... $ 130,444 $ (104,156) (2,410,154)
Noncontrolling interest:

Beginning of PEriod ...........o i 7,668 6,966 9,025

NEt INCOME (I0SS) ..ottt e e e e e e e 1,332 702 (1,855)

Unrealized (depreciation) appreciation - changedriod (net of tax)........... - - (204)

ENd Of PEIHO ...ttt ettt eae s 9,000 7,668 6,966
Total shareholders’ equity (AFICIt)...........eveveeeeeeeeeeeeeee e $ 139444 § (96,488) (2,403,188)

See Accompanying Notes to Consolidated FinancatkStents



SCOTTISH RE GROUP LIMITED
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Expressed in Thousands of United States Dollars)

Year Ended
December 31, December 31, December 31,
2010 2009 2008
Operating activities
Consolidated iINCOME (IOSS) ....uvvveeeeieet s e eeeeeeesisttreeeeesssttaaeaaeeaaaseeeeaeeeasssseeeeanassneeeeees, 236,543 $ 2,306,043 $ (2,712,172)
Adjustments to reconcile net income (loss) to methcused by operating activities:
Net realized and unrealized (GaiNS) I0SSES .....uuueiiiiiiiiiiiiiiee et (242,246) (242,990) 1,894,033
Gain on de-consolidation of collateral finance liaici - (1,150,114) -
Change in value of long-term debt, at fair value......... 15,246 22,125 -
Gain on consolidation of funding arrangemMENt..............occvviiiieiiiiiire e meeee e - (253,824) -
Gain on extinguishment of debt ...........oo o - (53,545) @3y
Change in value of embedded derivative liabilities...............cccccovviiiiennnennn. (3,187) (311,787) 216,041
Amortization of discount on fixed-maturity investrme and preferred stock... - - 8r
Amortization of deferred acquiSItion COSES......ccuvvvviieiiiiiiiiiiiee e 31,141 79,848 209,577
Amortization of present value of in-force business 6,375 1,789 5,455
Write-off of fixed assets associated with the sdlthe Acquired Business .. - 6,021 -
Amortization of deferred tranSACTION COSES . ummmmmmrrriiiiiiiiiiiiiieiiiiiiiie e e e e e e rersme e eeees 5,081 2,646 49,170
Depreciation Of fiXed @SSELS ........coiuiiiecccm et 415 1,126 7,989
Option and restricted StOCK UNIt EXPENSE .. commeerrieeieeeiiiiiiiie ettt e 359 657 1,992
Changes in assets and liabilities:

Funds WIthheld at INTEIrESt .........uueie e e e e e e e e e e e e e e e aaaaes 23,883 1,140,268 (151,432)

Accrued interest receivable...............o oo 2,136 4,665 22,335

Reinsurance balances and risk fees receivahle 26,812 244,592 132,221

Deferred acquisition costs (3,671) (1,906) 41,155

Other aSSetS......coeeiiiiiiiiiiiee it e 49,829 (243,111) 18,944

Current income tax receivable and payable ........ 12,573 (3,951) 2,258

Deferred tax asset and lIabilItIES .........cceceeeeiiiiiiiiiiee e eeeee e (2,060) 49,060 10,478

Reserves for future policy benefits, net of amouwetoverable from reinsurers................. (47,745) (2,097,667) (209,291)

Interest-sensitive contract ADIIILIES. ..o veeeieiiiiiie e (2,092) (13,813) (41,p04

Accounts payable and other liabilities (14,094) (6,280) (41,p95

Reinsurance balances Payable ...........ccccueeiiiieii e (17,935) (129,994) 64,396

Net cash provided by (used in) operating aCtiVIitiES ...........c.ccoveveeeeereeeeeeeeseeeees e 77,363 (650,142) (499,106)
Investing activities
Purchase of fixed-maturity INVESIMENTS ... eeereeeriiiiiiiree et sreeesseeee e e (849,344) (778,910) (316,809)
Proceeds from sales and maturities of fixed-matimiestments...........cccccovvvvvviiiccmniieeennn, 886,205 1,102,202 2,251,386
Purchases of preferred STOCK.........u.iiiimeeeeee et e e e e e e s smmenaaeees (1,865) (80) (2528
Proceeds from sales and maturities of preferrezksta............cccccoecvvviieeeinnnns 15,823 12,438 3,167
Purchase of and proceeds from other investmertts,.ne 1,354 299 36,401
Proceeds from sale of fixed assets, Net .........cccccovciiiiiiiiiiiic e - 64 1

Net cash provided by investing activities 52,172 336,013 1,975,977
Financing activities
Deposits to interest-sensitive contract iabilities.............cooovvviiiieiiiiiiiice e - - 1,033
Withdrawals from interest-sensitive contract lidtab (100,868) (73,845) (837,934)
Payments on collateral finance facilities .................... - - (9802)
Proceeds from drawdown of funding arrangement..................... - - 32600
Dividends paid on non-cumulative perpetual prefbs’eares - - (2606
Extinguishment of debt .........ccoooviiiiceee e, - (46,614) -
Redemption on non-cumulative perpetual preferredesh....... (970) - -

Net cash used in provided by finANCING ACHVIIES ............cocvvviveeieeeereeeeereeseeeeemens (101,838) (120,459) (1,475,109)
Net change in cash and cash equivalents.............. 27,697 (434,588) 1,762
Cash and cash equivalents, beginning of period 390,025 824,613 822,851
Cash and cash equIvalents, Nd Of PEIHOH . .eewe...cveveeeeeeeeeeeeeee e veee e 417,722 $ 390,025 824,613
INEEFESE PRI ...ttt emee et ee ettt e e et et e et et et et e st et et eseee e ee et eeees et esete et enns 4,349 $ 1,761 28,350
TAXES (FEFUNAEM) ...ttt e ettt ettt s et se e ee st n st (12,716) $ (3,397) (4,815)

See Accompanying Notes to Consolidated FinancateStents



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 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 Islamagisl our principal executive office is located inrBada.
Through our operating subsidiaries, we are priflgipengaged in the reinsurance of life insuranemuities and
annuity-type products. We have principal operatiognpanies, holding companies, and collateral fieafacilities
in Bermuda, the Cayman Islands, Ireland, and thedrStates, as follows:

Bermuda
Scaottish Re Life (Bermuda) Limited (“SRLB")

Cayman Islands
SRGL

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

Ireland
Scottish Re (Dublin) Limited (“SRD")
Orkney Re Il plc (“Orkney Re 1I")

United States

Scaottish Holdings, Inc. (“SHI")

Scottish Re (U.S.), Inc. (“SRUS")

Scottish Re Life Corporation (“SRLC")

Orkney Holdings, LLC (“OHL")

Orkney Re, Inc. (“Orkney Re” and, together with QHOrkney 1)

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 ito-off. We
expect to continue to pursue a run-off strategy tfer remaining business, whereby we continue t@ivec
premiums, pay claims, and perform key activitiedamour remaining reinsurance treaties; howevegsurances
can be given that we will be successful in exegutims strategy.

While pursuing our run-off strategy, we maif, opportunities arise, purchase in privately-néated
transactions, open market purchases, or by meageradral solicitations, tender offers, or otherwizdditional
amounts of our outstanding securities and othéilili@s. Any such purchases will depend on aetgriof factors
including, but not limited to, available corporaiguidity, capital requirements, and indicativeqnig levels. The
amounts involved in any such transactions, indigijuor in the aggregate, may be material. Fothierr discussion
on our outstanding securities, see Note 10, “Debligations and Other Funding Arrangements”. Furthiee
Company has engaged a financial advisor as weragntio explore ways to increase enterprise vah@uding
consideration from time to time of transactions fbe sale or disposition of our businesses or sssdtich
transactions, individually or in the aggregate, nimy material. Refer to Note 23, “Subsequent EvVefus
information regarding an Orkney | Unwind Transaatio

Regulatory Considerations
We have been operating since 2009 with certainladgny constraints with respect to SRUS, our prynidrS.

reinsurance subsidiary. In connection with theeigicby SRUS in late 2008 of a permitted statutacgounting
practice related to the reduction from liabilityr feeinsurance ceded to an unauthorized assumingeingthe

10



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

“Permitted Practice”), SRUS consented to the isseaby the Delaware Department of Insurance (the
“‘Department”) on January 5, 2009, of an Order op&uision for SRUS (the “Order of Supervision”), in
accordance with 18 Del. C. §85942. The Order ofe®upion required, among other things, the Depantiae
consent to any transaction by SRUS outside thenargdicourse of business and to any transaction @rithny
distribution or payment to its affiliates. Theginal Order of Supervision subsequently was amemaheldreplaced
with an Extended and Amended Order of Supervisiated April 3, 2009 (the “Amended Order”), whichemded
and clarified certain matters contained within dniginal Order of Supervision.

In connection with the Amended Order, SRUS generallust receive prior written consent from the

Department in order to engage in any transactidgsiae of the ordinary course of business; makegepgayments,

or incur certain debts, obligations, or liabiliti@s any transaction of $1 million or greater (pubed that this
limitation does not apply to the payment of claimemiums, and other third party reinsurance sa#igs, in each
case of less than $10 million per payment); engagew business; lend any of its funds; invest afigs funds in a
manner that deviates from the plan filed with thepBrtment; commute, novate, amend, or otherwisagehany
existing reinsurance contract or treaty; or engmgeany transaction with any related party. By tiésms, the
Amended Order is to remain in place until such tiase SRUS can make certain enumerated showingseto th
Department related to its financial strength arslits of operations.

Refer to Note 23, “Subsequent Events”, for addalotetails on the status of the Permitted Praciiog the
Amended Order.

Business

We have written reinsurance business that is whotlyartially retained in one or more of our reirzce
subsidiaries. With the sale of our Wealth Managantmisiness and Life Reinsurance International S&grin
2008, see Note 22, “Discontinued Operations”, drel subsequent sale of a block of individual lifensarance
business in our Life Reinsurance North America Sagnfthe “Acquired Business”, as more fully defiradNote
13, “Reinsuranc&ale of a Block of Life Reinsurance North AmeriesiBes® during the first quarter of 2009,
operating decisions and performance assessmertteed€ompany are now performed without referencarnyg
separate segments. Accordingly, we do not prasémtmation about distinct operating segments feriqds after
January 1, 2009.

We have assumed risks associated with primaryifi®irance, annuities, and annuity-type policies.e W
reinsure mortality, investment, persistency, anpease risks of life insurance and reinsurance corepaased in
the United States. Most of the reinsurance wasnasd through automatic treaties, but we also asdwagdain
risks on a facultative basis. The business weléstlly have written falls into two categories:a@itional Solutions
and Financial Solutions, as detailed below.

Traditional SolutionsWe reinsure the mortality risk on life insuramicies written by primary insurers. The
business often is referred to as traditional lifsinsurance. We wrote our Traditional Solutions bhess
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.

Financial Solutions Financial Solutions include contracts under whiek assumed the investment and
persistency risks of existing, as well as newlytteri, blocks of business. The products reinsurellidie annuities
and annuity-type products, cash value life insueaand, to a lesser extent, disability products déha in a pay-out
phase.
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010
1. Organization and Business (continued)

The following table summarizes the net premiumsi@adrby product category for the years ended Decembe
31, 2010, 2009 and 2008.

Traditional Financial
(U.S. dollars in millions) Solutions Solutions Total
Year Ended December 31, 2010 .....c.eeees e $ 4159 $ 5.2 $ 421.1
Year Ended December 31, 2009..............commmmeennnnnnns $ 4450 $ 6.8 $ 451.8
Year Ended December 31, 2008 ..............comeveennnnns $ 1,626.0 $ 25.1 $ 1,651.1

For further details on revenue recognition assediatith the amounts shown in the table above, pleafer to
Note 2, “Summary of Significant Accounting PoliciBevenue Recognititin

Life insurance products that we reinsure includarlyerenewable term, term with multi-year guarastee
ordinary life, and variable life. Retail annuityopucts that we reinsure include fixed deferreduéties and variable
annuities. For these products, we wrote reins@aesnerally in the form of yearly renewable terminsurance, or
modified coinsurance. Under yearly renewable temm,share only in the mortality risk for which weceive a
premium. In a coinsurance or modified coinsuraamrangement, we generally share proportionatebllimaterial
risks inherent in the underlying policies, incluglimortality, lapses, and investment experience.dddrsuch
agreements, we agree to indemnify the primary asfar all or a portion of the risks associatedhitte underlying
insurance policy or annuity contract in exchangeaf@roportionate share of premiums. Coinsurariffersl from
modified coinsurance with respect to the ownergtiphe assets supporting the reserves. Under @usgrance
arrangements, ownership of these assets is tragdfés us, whereas, in modified coinsurance arnaeges, the
ceding company retains ownership of these assetsyd share in the investment income and risk astamt with
the assets.

2. Summary of Significant Accounting Policies
Basis of Presentation

Accounting Principles - Our consolidated financ&tements are prepared in accordance with acogunti
principles generally accepted in the United Stafedmerica (“U.S. GAAP”).

Consolidation - The consolidated financial statetm@mnclude the assets, liabilities, and resultspdrations of
SRGL, its subsidiaries, and all variable interattities for which we are the primary beneficiarg, defined in
Financial Accounting Standards Board (“FASB”) Acating Standards Codification (*“ASC”) Subtopic 810;1
Consolidation — Overall (“FASB ASC 810-10"). Aligmificant inter-company transactions and balari@ase been
eliminated in consolidation. We consolidate two #eaourse securitizations: Orkney |, a Delawargtéd liability
company, and Orkney Re Il, a special purpose vehigtorporated under the laws of Ireland. RefeNtte 23,
“Subsequent Events” for information regarding atkr@y | Unwind Transaction. Effective January 1020we no
longer consolidate Ballantyne Re plc (“Ballantyne”R For further discussion of Orkney |, Orkney Reand
Ballantyne Re, see Note 9, “Collateral Finance I[kes and Securitization Structures”. EffectivetGber 8, 2009,
we consolidated the Stingray Pass-Through Trusttlaadtingray Investor Trust (together “StingrayHor further
discussion of these entities, see Note 10, “Dellig@tions and Other Funding Arrangements”.

Comprehensive Income — Components of other comps&e income in 2008, other than the net lossHer t
year, included unrealized gains and losses, cuimal&anslation adjustments and changes in bepkdits. There
were no items of other comprehensive income in 28d@ 2009, and, therefore, the net income attriit@téo
ordinary shareholders is the same as compreheimsigme attributable to ordinary shareholders fat@and 2009.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010
2. Summary of Significant Accounting Policies (comued)

Noncontrolling Interest— The noncontrolling intdrespresents the 5% of SRLC that is not owned b%ISR
The consolidated financial statements include sdkgs, liabilities, revenues, and expenses of SRhGccordance
with FASB ASC Topic 810, references in these cadatéd financial statements to net income (lossipatable to
SRGL, net income (loss) attributable to ordinararsholders, and shareholders’ equity (deficit)ilaitable to
SRGL do not include the noncontrolling interestjehhs reported separately.

Going Concern - These consolidated financial statém have 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 comply with the Department’'s Amended &rdor SRUS. We intend to operate SRUS in a matirar
strengthens its statutory capital and surplus awedithtes the removal of the Amended Order. Ré&feNote 23,
“Subsequent Events”, for additional details ongtatus of the Permitted Practice and the Amende@Or

In the event that for any reason, we fail to complth the Department’s Amended Order, or in theng\the
financial condition of SRUS were to materially déieate, the Department may take action to seizgrob of
SRUS under applicable insurance law. Such a seiould place control of all management decisionSRUS
with the Department, including with respect to coliing cash flows, settling claims, and payingighations. The
primary objective of the Department would be totpcb the interests of the ceding insurers (and paicyholders)
with whom SRUS has contracted and would not berédept the interests of SRGL or any of our subsidg the
shareholders, or any other stakeholders of the @osnp A seizure of SRUS would have numerous coressmps
and could lead to the need for SRGL and certaits&fubsidiaries to seek bankruptcy protection.

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

* investment valuations;

» accounting for derivative instruments;

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

» valuation of the present value of in-force business

» establishment of reserves for future policy besgfit

» deferral and amortization of deferred acquisitiosts;

* retrocession arrangements and amounts recoverabhergéinsurers;

* interest-sensitive contract liabilities;

* long-term debt at fair value; and

* income taxes, deferred taxes, and the determinafiassociated valuation allowances.

We periodically review and revise these estimaesgppropriate. Any adjustments made to thesm&ss are
reflected in the period in which the estimatesrakesed.

Discontinued Operations - In accordance with FASBCATopic 360, Property, Plant and Equipment (“FASB
ASC 360"), certain items in the Consolidated Statets of Income (Loss) for the year ended Decemlibef308,
and the assets and liabilities in the Consolid&aldnce Sheets at December 31, 2008 have beeterktieexclude
the results of our discontinued operations. Set 198, “Discontinued Operations”. As permitted B4SB ASC
360, the Consolidated Statements of Comprehensigenme, Consolidated Statements of ShareholdersityEqu
(Deficit), and Consolidated Statements of Cash Bléw the year ended December 31, 2008 remain nigeth

Reclassifications — Certain prior period amountoir consolidated financial statements and accogipg
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010
2. Summary of Significant Accounting Policies (comued)

notes, primarily associated with reinsurance baargayable and receivable, have been reclassfiedriform to
the current presentation.

Assessment of Risk Transfer

For both ceded and assumed reinsurance, risk ¢éraresfuirements must be met in order to obtainstegance
status for accounting purposes, principally resglin the recognition of cash flows under the cacttas premiums
and expenses. To meet risk transfer requiremamnmsinsurance contract must include insurance csksisting of
both underwriting and timing risk, and a reasongiessibility of a significant loss for the assumiengtity. To
assess risk transfer for certain contracts, we rgipedevelop expected discounted cash flow analyecontract
inception to determine if the contract provideseimmhification against loss or liability relating itessurance risk, in
accordance with applicable accounting standards.r&Vew all contractual features, particularly thakat may
limit the amount of insurance risk to which we avbject or features that delay the timely reimbunest of claims.
If we determine that risk transfer requirementsaonontract are not met, a contract is accountedu$ong the
deposit method.

Revenue Recognition

Net earned premiums are recorded net of ategetroceded and are matched with their respebinefits and
expenses so as to result in the recognition ofitgrofer the life of the contracts. The followiisga summary of our
revenue recognition policies:

0] Reinsurance premiums from traditional life policiemd annuity policies with life
contingencies generally are recognized as premiwhen due from policyholders and are
reported net of amounts retroceded. Traditionel giblicies include those contracts with fixed
and guaranteed premiums and benefits, and primgigainsist of whole life and term
insurance policies.

(i) Reinsurance assumed for interest-sensitive andsiment type products is accounted for
under the deposit method and does not generatdwrem For this business, we recognize as
fee and other income the investment income on #meta that we receive from ceding
companies, net of policy charges for the cost afuiance, policy administration, and
surrenders that have been assessed against potioyra balances during the period. Fee
income is recorded on an accrual basis.

(iii) Net investment income includes interest and dividémcome and is net of investment
management and custody fees.

Investments

Effective January 1, 2008, we reclassified our flabde for sale” securities to “trading”. Accordigg as of
January 1, 2008, the balance of unrealized appi@ci@n investments of $38.5 million, which was poaisly
included in accumulated other comprehensive inc@loes), was reclassified and recorded in the Caatestald
Statements of Income (Loss) caption “Net realized anrealized gains (losses)” for the year endeceBwer 31,
2008.

We carry our investments at fair value, as desdrimeNote 5, “Fair Value Measurements”, and ungesli
gains and losses on investments are included inirgm. Realized gains and losses arising fromstile of
investments are determined on a specific identiicamethod and investment transactions are redoodethe trade
date. Interest income is recorded on the accrasisbbased on the securities’ stated coupon rases,component
of net investment income. In 2009 and 2008, thepoa payments received on certain securities whiath
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sustained significant declines in their fair valsesl which had uncertain cash flows were appliegrazxcipal
reductions. Cash flows for investment transactians classified in Investing Activities in the Cotidated
Statements of Cash Flows, even though our invessrae classified as trading securities, becauséntrestment
transactions are not part of our primary Operafintjvities.

Cash and cash equivalents include cash and fixpdsite with an original maturity, when purchasefdthoee
months or less. Cash and cash equivalents aredextat amortized cost, which approximates faio@al

Other investments include equity securities, wtdoh carried at fair value, and policy loans, whach carried
at the outstanding loan balances.

Funds withheld at interest are funds held by cedmmpanies under modified coinsurance and fundsheit
coinsurance agreements whereby the assets sugptmtirstatutory reserves of the ceding companesatained by
the ceding companies and managed for our accondtwa receive the interest income earned on thdsfurThe
funds withheld at interest are equal to the ndugiay reserve fund balances retained by the cedomgpany, and
the amounts in the funding accounts are adjustedteply to equal the ceding companies’ net stajuteserve
balances. In the event of an insolvency of a @edimmpany, we would make a claim on the assetsostipg the
contract liabilities however, the risk of loss is mitigated by our apilio offset amounts owed to the ceding
company with the amounts owed to us by the cedimgpany. Interest accrues on these assets atdefiesd by
the treaty terms. The underlying agreements amsidered to include embedded derivative liabilitias further
discussed in this Note. We included the chandgends withheld at interest as well as the changkénfair value
of embedded derivative liabilities in Operating iittes in the Consolidated Statements of Cash Eloim addition
to our modified coinsurance and funds withheld soiance agreements, we have entered into varicusurance
treaties that, although considered funds withhdlmlnot transfer significant insurance risk and aceounted for
using the deposit method.

Deferred Acquisition Costs

Costs of acquiring new business, which vary witd arimarily are related to the production of nevsibess,
have been deferred to the extent that such costsl@egmed recoverable from future gross profitshSleferred
acquisition costs (“DAC”) include commissions antbwances as well as certain costs of policy isseaand
underwriting. We perform periodic tests to detemmithat the DAC remains recoverable, and, if fim@nc
performance significantly deteriorates to the paivitere a premium deficiency exists, the cumulativaC
amortization is re-estimated and adjusted by a tatme charge to current operations.

DAC related to traditional life insurance contrathat we reinsure, substantially all of which relab long-
duration contracts, are amortized in proportiothtoratio of individual period premium revenuesdtal anticipated
premium revenues over the lives of the policiesichSanticipated premium revenues are estimated ubzn same
assumptions used for computing reserves for fytotiey benefits.

DAC related to interest-sensitive life and investirigype policies that we reinsure is deferred ambréized
over the lives of the policies in relation to thegent value of estimated gross profits from miytaind investment
income, less interest credited and expense margiitaput provision for adverse deviation. We updd#te
estimated gross profits with the actual gross dir each block of business for that reportingigte When
newly-estimated gross profits change from previpasitimated gross profits, which could result frohanges in
the future estimates for mortality, persistencyimmmance expense, and interest, the cumulative B@Grtization
is recalculated and adjusted by a cumulative charggedit to current operations. When actual gpséits exceed
those previously estimated, the DAC amortizatiol wcrease, resulting in a current period chameadrnings. The
opposite result occurs when the actual gross prddite below the previously-estimated gross profits.
circumstances where calculated gross profits agatie, which can occur when asset market valuesgleclining,
we would set the actual gross profits at zero es¢hcalculations. In addition, we periodicallyiesw the future
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estimated gross profit for each block of businesddtermine the recoverability of DAC balances base future
expectations.

The total DAC amortization expense recognized dyarparticular period may increase or decreaseribpg
upon the relative size of any amortization chartbas may result from the update of actual grossitgrand the re-
estimation of expected future gross profits. Angndicant modifications or exchanges of contratitat are
considered to constitute a substantial contrachghaare accounted for as an extinguishment of ¢pdaced
contract, resulting in a release of any unamortibedC. Additionally, any unearned revenue or defdrisales
inducements associated with the replaced contracidvalso be released. Where business is terndirdue to
recapture or novation, the related DAC is fully atized.

Amounts Recoverable from Reinsurers

In the ordinary course of business, our reinsurasubsidiaries cede reinsurance to other reinsurance
companies. These agreements minimize our net logmnimal arising from large risks. In the normalucse of
business, we seek to limit our exposure to losseary single insured life. Our initial retentiamit was set at
$500,000 per life, but, for certain blocks of besis, can be up to $2,000,000 per life. Cededusinse contracts,
however, do not relieve us of our obligation to theect writing companies. The cost of reinsuraralated to long
duration contracts is recognized over the ternth®freinsured policies on a basis consistent wighaiccounting for
those policies.

Amounts recoverable from reinsurers includes thart@s due from reinsurance companies for claings an
policy benefits that will be recovered from reirsis;, based on contracts in-force, and are preseeteaf a reserve
for uncollectible reinsurance that has been deterdhibased upon a review of the financial conditidnthe
reinsurers and other factors. The method for deténg the reinsurance recoverable involves actuastimates as
well as a determination of our ability to cede miaiand policy benefits under our existing reinsceacontracts.
The reserve for uncollectible reinsurance is basedn estimate of the amount of the reinsurancevezable
balance that we will ultimately be unable to reaodee to reinsurer insolvency, a contractual dispat any other
reason. At December 31, 2010 and 2009, we hadeave for uncollectible reinsurance of $1.2 milliand $5.0
million, respectively.

Present Value of In-force Business

The present value of in-force business is estaddisipon the acquisition of a book of business aradriortized
over the expected life of the business, as deteunat acquisition. The amortization each yearfisnation of the
ratio of annual gross profits (or revenues) toltat#ticipated gross profits (or total anticipatedenues) expected
over the life of the business, discounted at tlseimed net credit rate (4.9% for 2010, 2009, and@26&spectively).
The carrying value of the present value of in-folmesiness is reviewed at least annually for indicatof
impairment in value.
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Other Assets

Other assets consist of the following:

December 31, December 31,

(U.S. dollars in thousands) 2010 2009
Unamortized collateral finance facility and delsiiance costs $ 16,761.2 % 21,842.2
INTEreSt rate SWAP ....ooooeiiiiiiieiiiittet e e e e e e e e eeeeeeeaaanns - 25,924 .4
Prepaid EXPENSES .....covvviiieee e ceeemeemr e 5,023.0 asy.1
FIXEO @SSELS ...oeeiiriiieritiie et e 871.5 ,286.2
O e 115.7 65.5
TOMl oo oo $ 22,7714 3 67,185.4

During 2010, 2009, and 2008, we amortized collatinance facility and debt issuance costs of $2iBion,
$2.6 million, and $6.8 million, respectively. 1M, we terminated the interest rate swap followfngher
purchases of the Pass-Through Certificates, andddition, we wrote off unamortized debt issuanosts of $2.8
million relating to the cancellation of a fundingreement. Both the Pass-Through Certificates aadfunding
agreement are defined in Note 10, “Debt Obligatiand Other Funding Arrangemengtingray Investor Trust and
Stingray Pass-Through Trust (together “Stingray”)’Debt issuance costs relating to our long-ternt defve fully
amortized in 2009. In 2008, we wrote off $41.0limvil relating to collateral finance facilities asécuritization
structures, as defined in Note 9, “Collateral FoaRacilities and Securitization Structures”.

Reserves for Future Policy Benefits

FASB ASC Topic 944, Financial Services — InsurafitéASB ASC 944"), applies to the traditional life
policies with continuing premiums that we reinsuFar these policies, reserves for future policy dits are
computed based upon expected mortality rates, lages, investment yields, expenses, and othemgmins
established at policy issue, including a margin &odiverse deviation. Once these assumptions are, niaele
generally will not be changed over the life of fhaicies. We periodically review actual historieadperience and
future projections compared to the original assummgtused to establish reserves for future polaydfits. Further,
we determine whether actual experience and futtoggtions indicate that existing policy reserviegjether with
the present value of future gross premiums, arficarit to cover the present value of future besefsettlement,
and maintenance costs, and to recover unamortigirdd acquisition costs. Significant changesxipeeience or
assumptions may require us to provide for expelcteskes by establishing additional net reserves.

On certain lines of business, reserves for futuskcy benefits include an estimate of claims pagafdr
incurred but not reported (“IBNR”) losses. ThoseNIB loss estimates are determined using some aufahe
following: studies of actual claim lag experienbest estimates of expected incurred claims in @ogeactual
reported claims, and best estimates of IBNR loases percentage of current in-force.

Because of the many assumptions and estimatesiussthblishing reserves for future policy beneditsl the
long-term nature of the reinsurance contractsréiserving process, while based on actuarial scigadaherently
uncertain.

Interest-sensitive Contract Liabilities

FASB ASC 944 also applies to investment contrakitsited premium contracts, and universal life-type
contracts. The liabilities for interest-sensitoantract liabilities are equal to the accumulatecbant values of the
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policies or contracts as of the valuation date.nddi¢ liabilities for fixed annuities during the @amulation period
equal their account values; after annuitizatioaytbqual the discounted present value of expeatedef payments.

Should the liabilities for future policy benefitdup the present value of expected future gross ipiras be
insufficient to provide for the expected future bfts and expenses, any unamortized DAC will betemioff, and,
thereafter, if required, a premium deficiency resewill be established by a current period chaogearnings.

Derivatives

All derivative instruments are recognized eitheassets or liabilities in the Consolidated BalaBbeets at fair
value as required by FASB ASC Topic 815, Derivaiwnd Hedging (“FASB ASC 815"). The accounting for
changes in the fair value of the interest rate simajuded in Other Assets on the Consolidated BaleBheets are
included in net realized and unrealized gains éss& the Consolidated Statements of Income (Loss)

Our embedded derivative liabilities, at fair valage associated with funds withheld at interesiclvarise on
modified coinsurance and funds withheld coinsureaxpeements. FASB ASC Section 815-15-55, Derivataed
Hedging — Embedded Derivatives — Implementationd@lines and Illustrations (“FASB ASC 815-15-55")hieh
incorporates Derivatives Implementation Group Isdlee B36 “Embedded Derivatives: Bifurcation of albe
Instrument that Incorporates Both Interest Rate @Gratlit Rate Risk Exposures that are Unrelatedrdy @artially
Related to the Creditworthiness of the Issuer af thstrument”, indicates that these transacti@mtain embedded
derivatives. The embedded derivative feature infands withheld treaties is similar to a fixederdbtal return
swap on the assets held by the ceding companiesindthe year ended December 31, 2008, we reidsanel
recaptured equity-indexed annuity reinsurance eetgr with account values credited with a retugheied to an
equity index rather than established interest ratdader FASB ASC 815-15-55, which incorporates iz#ives
Implementation Group Issue No. B10 “Embedded D¢irea: Equity-Indexed Life Insurance Contracts’egh
transactions contained embedded derivatives. Upoapture, we eliminated the associated embeddéhtiee
balance of $81.4 million, resulting in a pre-taxngaf $35.2 million.

The sale of a block of individual life reinsurartmesiness in our Life Reinsurance North Americanseqt (the
“Acquired Business”, as more fully defined in Nd8, “Reinsuranc&ale of a Block of Life Reinsurance North
America Businessduring the first quarter of 2009 resulted in #anination of the associated embedded derivative
of $275.5 million.

The change in the fair value of embedded derivdiakglities is reported in the Consolidated Stagems of
Income (Loss) under the caption “Change in valuerobedded derivative liabilities”.

Accounts Payable and Other Liabilities

Accounts payable and other liabilities consisthaf tollowing:

December 31, December 31,

(U.S. dollars in thousands) 2010 2009

Accounts Payable .........ccveeieiiii e $ 10,271.7 % 542.1
Deferred financial guarantor fE€s..........cmmmeeeeeereeiiriiininns 6,974.1 2,955.7
Uncertain income tax liabilities................. 12,764.8 43,901.2
Deferred interest on long-term debt ......... 11,390.0 6,029.6
Collateral finance facility accrued interest 13,426.8 8,492.7
L T $ 54,8274 $ 68,9213
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Income Taxes

Income taxes are recorded in accordance with FASE Aopic 740, Income Taxes (“FASB ASC 740"). For
all years presented, we use the asset and liabil@thod to record deferred income taxes. Accorglindéferred
income tax assets and liabilities are recognized tkflect the net tax effect, using enacted taesiaof the
temporary differences between the carrying amoohéssets and liabilities for financial reportingrposes and the
corresponding amounts used for income tax purpoSesh temporary differences are primarily duehttax basis
of reserves, DAC, unrealized investment losses, regtdoperating loss carry forwards. A valuatiorowtnce is
applied to deferred tax assets if it is more likéHgn not that all, or some portion, of the besefilated to the
deferred tax assets will not be realized.

Earnings per Ordinary Share

In accordance with FASB ASC Topic 260, Earnings $eare (“FASB ASC 260”), basic earnings per share i
computed based on the weighted average numberdofasy shares outstanding and assumes an allocatioat
income (loss) to the Convertible Cumulative Papating Preferred Shares for the period (or thei@orof the
period) that these securities were outstandingssés are not allocated to Convertible Cumulativeidiaating
Preferred Shares.

Under the provisions of FASB ASC 260, basic incdioss) per share are computed by dividing the mairme
(loss) attributable to ordinary shareholders by #wighted average number of shares of our ordirstuares
outstanding for the period. Diluted earnings pearshs calculated based on the weighted averagbeaof shares
of ordinary shares outstanding plus the dilutivéedf of potential ordinary shares, in accordancéh whe if-
converted method. In accordance with FASB ASC 286, exercise of options and warrants or conversion
convertible securities is not assumed unless itldvoeduce earnings per share or increase losshpee.s See Note
16, “Earnings per Ordinary Share”.

3. Recent Accounting Pronouncements

Accounting Standards Update No. 2009-17, Consolidas (Topic 810) — Improvements to Financial Repog
by Enterprises Involved with Variable Interest Eliis

In December 2009, the FASB issued Accounting Statsddpdate No. 2009-17, Consolidations (Topic 810)
Improvements to Financial Reporting by Enterprise®lved with Variable Interest Entities (“ASU N2009-17").
ASU No. 2009-17 replaces the quantitative-basekk rend rewards calculation for determining whichomting
entity, if any, has a controlling financial interés a variable interest entity with an approactufsed on identifying
which reporting entity has the power to direct dlotivities of a variable interest entity that msiginificantly impact
the entity’s economic performance and the obligatmabsorb losses of, and the right to receivesfitsifrom, the
entity. This update also requires additional disates about a reporting entity’s involvement iniafale interest
entities which will enhance the information provd® users of financial statements. ASU No. 2009s1&ffective
as of the beginning of each reporting entity’stfaanual reporting period that begins after Novenite 2009, for
interim periods within that first annual reportipgriod and for interim and annual reporting perititisreafter.
Earlier application is prohibited. The adoptiontbis update had no effect on our financial positiwrresults of
operations.

FASB ASC Topic 810, Consolidation
In June 2009, the FASB issued an updateASB ASC Topic 810. This update requires an enisgpto

perform an analysis to determine whether the erigers variable interest or variable interests gtvae controlling
financial interest in a VIE. This update also regsiongoing reassessments of whether an enterpttise primary
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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 faterim and
annual reporting periods thereafter. Earlier apggiin was prohibited. We adopted this update effectanuary 1,
2010. The adoption of this update resulted in tamtthl disclosures but had no effect on our finahpiosition or
results of operations. As a result of adopting tifpdate, we now separately disclose on the Caladeti Balance
Sheet, the assets of the consolidated VIE thabo&nbe used to settle obligations of the VIE anel liabilities of

the consolidated VIE for which creditors have naowgse on the general accounts of SRGL’s insurance
subsidiaries.

FASB ASC Topic 820, Fair Value Measurements and Elasure

In January 2010, the FASB issued an upaateduire a number of additional disclosures reigartair value
measurements. Specifically, the update requiresparting entity to disclose the amounts of sigaffictransfers
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@if/e for annual and interim periods beginningraBecember 15,
2009. The update also requires information in #w®nciliation of recurring Level 3 measurementsuiporchases,
sales, issuances, and settlements on a gross &ffsctive for annual and interim periods beginnaftger December
15, 2010. We adopted the requirements of this @pidhat were effective for the year ended DecembeR310. The
adoption of this update had no effect on our fir@n@osition or results of operations in 2010, aveldo not expect
the adoption of the remaining requirements of théate to be significant in 2011.

Accounting Standards Update No. 2010-26, Financ&grvices — Insurance (Topic 944) — Accounting foo€ls
Associated with Acquiring or Renewing Insurance CQoacts

In October 2010, the FASB issued Accounting Stassldipdate No. 2010-26, Financial Services - Instgan
(Topic 944) — Accounting for Costs Associated wittquiring or Renewing Insurance Contracts (“ASU 12010-
26") "), which clarifies the types of costs incurreddaryinsurance entity that can be capitalized irettguisition of
insurance contracts. Only those costs incurredchvinesult directly from and are essential to thecessful
acquisition of new or renewal insurance contracty e capitalized. Incremental costs related teuccessful
attempts to acquire insurance contracts must berseal as incurred. The amendments are effectivieséal years
and interim periods beginning after December 13,120Early adoption is permitted, and an entity retsct to
apply the guidance prospectively or retrospectivélye will adopt the provisions of ASU 2010-26 rader than
January 1, 2012, and are currently evaluating tiggact of the adoption on our financial position aedults of
operations; however, we do not expect the impabetmaterial.

4, Investments

The portion of net unrealized gains for the yeadeshDecember 31, 2010 and 2009 that relates tingrad
securities still held at the reporting date wasg&8nillion and $140.6 million, respectively.

The portion of net unrealized gains and lossesgépect of trading securities still held at the répg date
using Level 3 measurements (for more information lavel 3 measurements, see Note 5 — “Fair Value
Measurements”) for the years ended December 310 20 2009 was $103.9 million gains and $65.7 omilli
losses, respectively.
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4. Investments (continued)

The estimated fair values of our fixed-maturity éstments and preferred stock held as trading sesuat
December 31, 2010 and 2009 were as follows:

December 31, December 31,

(U.S. dollars in thousands) 2010 2009
U.S. Treasury securities and U.S. government agency

OblIgAtiONS ......veiviicciie e $ 89,248 $ 104864
Corporate SECUNTIES. ... .uuuveeeieeeiiiiie i 1,209,482 1,166,251
Municipal boNdsS.........coooiiiiiii e 49,000 40,815
Mortgage and asset-backed securities.......cccccum...... 1,763,994 1,676,455
Fixed-maturity investments...........cccovccceeciiiiccninnns 3,111,724 2,988,164
Preferred StOCK .........oocveveiiiiiiii e 67,897 77,410
TOAl vt $ 3179621 % 3,065,574

The contractual maturities of the fixed-maturityestments and preferred stock held as trading siesuat
December 31, 2010 and 2009 were as follows (actaalrities may differ as a result of calls and psapents):

Estimated Fair Value Estimated Fair Value
December 31, December 31,
(U.S. dollars in thousands) 2010 2009
DUE iN ONE YEar OF IE€SS .....ccccvivviieee e cmmmeeeeeeee e e $ 216,169 $ 174,998
Due after one year through five years...................... 583,264 519,981
Due after five years through ten years...................... 329,536 302,329
DUE After tEN YEAIS .......ecvveeeeeeeeee e eeeeeens 286,658 391,811
1,415,627 1,389,119

Mortgage and asset-backed securities......cccceeem...... 1,763,994 1,676,455
TOMAL. oo $ 3,179,621 $ 3,065,574
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4. Investments (continued)

The components of realized and unrealized gairss€k) and of the change in net unrealized appi@tiat
(depreciation) on investments and other balanceth®years ended December 31, 2010, 2009, and ®868 as

follows:
Year Ended Year Ended Year Ended
December 31, December 31, December 31,
(U.S. dollars in thousands) 2010 2009 2008
Gross realized and unrealized gains
(losses)
Fixed-maturity investments
Gross realized gains..........cccceeveeevvmmmnnn. $ 72,157 $ 118,234 $ 37,257
Gross realized l0SS€S.......cccvvvveeeeeeiicennnn. (39,523) (8,888) (33,863)
Net unrealized gains (I0SS€S) .........ccccc... 184,899 132,295 (1,866,490)
217,533 241,641 (1,863,096)
Preferred stock
Gross realized gains..........cccccvvvvvvvememen. 3,129 2,687 138
Gross realized 10SS€S.......cceevveiiiiiiennnnn. (2,540) (270) (87)
Net unrealized gains (I0SSeS) ................... 3,868 8,306 (8,324)
4,457 10,723 (8,273)
Other
Change in value of interest rate swap ...... 13,329 (6,907) -
Interest rate swap interest income............ 06,9 3,180 -
Realized losses on modco treaties ........... (174) (5,628) (19,374)
(02 1=) ST 195 (19) (5,152)
20,256 (9,374) (24,526)
Net realized and unrealized gains (losses)$ 242,246 $ 242990 $  (1,895,895)

Net investment income for the years ended Dece®ibe?010, 2009, and 2008 was derived from the otig

sources:

Year Ended Year Ended Year Ended

December 31, December 31, December 31,
(U.S. dollars in thousands) 2010 2009 2008
Fixed-maturity investments ................cceeee.. $ 134,802 $ 138,971 $ 288,877
Preferred StoCK.........covvveeiiiiiieiiiieeieeeene, 4,284 5,250 5,618
Funds withheld at interest...............ccuuuu... 32,132 34,694 73,747
Other iNVestmMentsS........ccoeeveveeiiveeeiemmmen. 3,474 3,300 16,881
INVEStMENt EXPENSES .........c.oveveveereeeeeens (4,238) (5,292) (7,819)
Net investment iNCOME ..........cvocveeeeveeeenne. $ 170,454 $ 176,923 $ 377,304

We are required to maintain assets on deposit wvétious U.S. regulatory authorities, in accordawith the
statutory regulations of the individual jurisdiat® to support our insurance and reinsurance apesat We also
have established trust funds in connection withadertransactions for the benefit of the ceding panies, which
amounts include controlled assets within collatdiaance facilities that we consolidate. (Refer Note 9,
“Collateral Finance Facilities and SecuritizatiomuStures”.) The assets within collateral finarfaeilities were
held for the contractual obligations of those dites and were not available for general corpgratposes.
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4. Investments (continued)

The estimated fair value of the components of #stricted assets at December 31, 2010 and 2009 agere
follows:

December 31, December 31,
(U.S. dollars in thousands) 2010 2009
Deposits with U.S. regulatory authorities.............. $ 16,837 $ 15,863
TrUSE FUNAS ..o 2,660,942 2,552,590
TOMAl oo $ 2,677,779 $ 2,568,453

5. Fair Value Measurements

FASB ASC 820 defines fair value, establishes a &aork for measuring fair value based on an exitepri
definition, establishes a fair value hierarchy blase the quality of inputs used to measure faiugahnd enhances
disclosure requirements for fair value measuremdriie hierarchy gives the highest priority to unatgd quoted
prices in active markets for identical assets abilities (Level 1 measurements) and the lowesbrityi to
unobservable inputs (Level 3 measurements). Titee tlevels of the fair value hierarchy under FASBGA820 are
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 ugethéasure fair value fall within different levelstbe
hierarchy, the level within which the fair value aserement is categorized is based on the lowestk ilgput that is
significant to the fair value measurement in itrety. Thus, a Level 3 fair value measurement nmajude inputs
that are observable (Level 1 and 2) and unobsexvdelvel 3).

Level 1 primarily consists of financial instrumemihose value is based on quoted market prices, asiphublic
equities and actively-traded mutual fund investraent

Level 2 includes those financial instruments that ealued 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 shread foreign exchange rates for the underlyinwaricial
instruments. All significant inputs are observabiederived from observable information in the mapkece 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 securities; governmantagency
securities; and certain mortgage and asset-bad®diges.

Level 3 is comprised of financial instruments whéeie value is estimated based on non-binding brgkiEes
or internally-developed models or methodologied thtdize significant inputs not based on or cowdted by
readily-available market information. This categprimarily consists of certain less liquid fixed-tmaty securities
where we cannot corroborate the significant vatutinputs with market observable data. Additionathe
Company’s embedded derivative liabilities, all dfigh are associated with reinsurance treatiesclassified in
Level 3.
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5. Fair Value Measurements (continued)

At each reporting period, we classify all assets kgabilities in their entirety based on the lowkstel of input
that is significant to the fair value measureméhir assessment of the significance of a partidalaut to the fair
value measurement requires judgment and considetar$ specific to the asset or liability.

The fair values for the majority of our fixed-maturinvestments are classified as Level 2. Thegevidues are
obtained primarily from independent pricing sergisghich utilize Level 2 inputs. The pricing senscalso utilize
proprietary pricing models to produce estimate$aofvalue, primarily utilizing Level 2 inputs algnwith certain
Level 3 inputs. The proprietary pricing modelslie matrix pricing where expected cash flows dsealinted
utilizing market interest rates obtained from thpakty sources, based on the credit quality andtdur of the
instrument to fair value.

For securities that may not be reliably priced gsinternally-developed pricing models, broker qsosee
obtained. These broker quotes represent an axé,fdyut the assumptions used to establish thes&ire may not
be observable, and, as a result, the fair valueslassified as Level 3.

Long-term debt, at fair value (i.e., outstanding$*@hrough Certificates held by third parties) basn valued
using Level 2 inputs for the determination of feéue. The fair value was derived with referencéraded prices
for identical liabilities.

The interest rate swap has been valued using L2veputs, including forward interest rates deriveaim
observable information in the market place.

The embedded derivative liabilities for funds withth at interest represent the embedded derivatesdgting
from the assumed modified coinsurance (“modco”teinsurance funds withheld in accordance with #lated
reinsurance arrangements. These values are basedthe difference between the fair values of thdeulying
assets backing the modco or coinsurance funds &ldhieceivable and the fair values of the undegyiabilities.

The fair values of the underlying assets generaily based upon observable market data using watuati
methods similar to those used for assets heldtireg us. The fair values of the liabilities atetermined by using
market-observable swap rates as well as some umnalde inputs, such as actuarial assumptions régard
policyholder behavior. These assumptions requgeificant management judgment, and the resultaig falues
are classified as Level 3.
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The following tables set forth our assets and lids that are measured at fair value on a reegrbasis as of
the date indicated:

December 31, 2010

(U.S. dollars in millions) Total Level 1 Level 2 Level 3
INVESIMENTS ..o
GOVErNMENt SECUNMIES ....vvveveeeeeeeeeeee s coeenee P 89.2 $ - $ 89.2 % -
Corporate SECUNtIES.........ooeiiiiiiiiieeeeeee e 1,209.5 - 1,081.0 128.5
Municipal bonds ... 49.0 - 49.0 -
Mortgage and asset-backed securities .............. 1,764.0 - 1,233.8 530.2
Fixed-maturity investments.............ccuvceeeeeeeeenn. 3,111.7 - 2,453.0 658.7
Preferred StOCK ......c.evee e 67.9 - 11.9 56.0
Total assets at fair ValUE ..........c.c.vecoeeeeeeeeerenaenrs D 3,179.6 $ - 3 24649 $ 714.7
Embedded derivative liabilities .............cocmmvrenve... (32.5) - - (32.5)
Total liabilities at fair value..........c.oooeeceeeeeeeeeeeenn . $ (32.5) $ - $ - $ (32.5)

December 31, 2009

(U.S. dollars in millions) Total Level 1 Level 2 Level 3
INVESTMENLS ...
Government SECUNLIES ......vevrvererrevee s eeeieeee D 1046 $ - $ 1044 $ 0.2
Corporate SECUNLIES.........cceeeeeeevir e e e e eeeeeee 1,166.3 - 1,033.0 133.3
Municipal bonds..........cccvviiiviiiiiiiis v, 40.8 - 40.8 -
Mortgage and asset-backed securities .......ou.... 1,676.5 - 1,203.7 472.8
Fixed-maturity investments...........cccccvvceveeeeeennn. 2,988.2 - 2,381.9 606.3
Preferred StOCK .........oovviiiiiiiiiiiie e 77.4 - 24.0 53.4
EQUILY(L) oo mmeeee e 3.7 3.7 - -
Derivatives — interest rate swap(2)........ oo eeeeer.. 25.9 - 25.9 -
Total assets at fair Value .................commeveeneneenens 9 3,095.2 $ 3.7$ 24318 $ 659.7
Embedded derivative liabilities.............ccocmmuvvrnnnnns (35.7) - - (35.7)
Long-term debt, at fair value ...............ccoceeeevevnnnn. (55.1) - (55.1) -
Total liabilities at fair value...............oceeeevevreeeeenn. $ (90.8) $ - 3% (55.1) $ (35.7)

(1) Included in Other investments in the Consokdat
Balance Sheets

(2) Included in Other assets in the Consolidated
Balance Sheets
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5. Fair Value Measurements (continued)

The following tables present additional informat@mmout our assets and liabilities measured atvédire on a
recurring basis and for which we have utilized gigant unobservable (Level 3) inputs to deternfizie value:

Fair Value Measurements Using Significant Unobseniale Inputs (Level 3) for the year ended December 32010

Mortgage
and asset- Embedded
(U.S. dollars in Government  Corporate Municipal backed Preferred derivative
millions) securities securities bonds securities stock liabilities Total
Beginning balance at
January 1, 2010..... $ 02 $ 1333 $ - $ 4728 $ 534 $ (357) $ 624.0
Total realized and
unrealized gains
(losses) included
in net income....... (0.2) 3.8 - 1711 2.7 3.2 126.6
Purchases,
issuances, and
settlements............. (15.9) 9.9 (60.9) - - (66.9)
Transfers in and/or
out of Level 3,
1= R - 7.3 (9.9) 1.2 (0.1) - 1.5
Ending balance at
December 31, 2010 $ - $ 1285 - 3 530.2 $ 56.0 $ (325) $ 6822

In 2010, changes in classifications impacting Le¥dihancial instruments are reported as transfefsut) of
the Level 3 category as of the end of each quarpentiod in which the transfer occurs.
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5. Fair Value Measurements (continued)

Fair Value Measurements Using Significant Unobsenvae Inputs (Level 3) for the year ended December 32009

Mortgage
and asset- Embedded
(U.S. dollars in Government Corporate Municipal backed Preferred derivative
millions) securities securities bonds securities stock liabilities Total
Beginning balance at
January 1, 2009..... $ 6.7 $ 1413 $ - $ 5 3% 486 $ (3475 $ 748
Transfers
attributable to
deconsolidation of
Ballantyne Re..... - (9.2) - (99.3) - - (108.5)
Total realized and
unrealized gains
(losses) included
in net income....... 16.9 10. (37.2) 3.2 311.8 294.8
Purchases,
issuances, and
settlements............ (2.4) 23.6 - (64.9) - - (43.7)
Transfers in and/or
out of Level 3,
111 U (4.1) (39.3) (0.1) (50.8) 16 - (92.7)
Ending balance at
December 31, 2009 $ 02 $ 1333 $ - 3 4728 $ 534 3 (35.7) $ 624.0

In 2009, reclassifications impacting Level 3 finmhdinstruments are reported as transfers in (oithe Level
3 category as of the beginning of the quarter iictvithe transfer occurs.

6. Fair Value of Financial Instruments

As discussed above, the fair values of financiglets and liabilities are estimated in accordandd thie
framework established under FASB ASC 820. The oulogy for determining the fair value of financial
instruments, in addition to those disclosed in NgtéFair Value Measurements” are as follows:

(i)

Other investments primarily consist of equity s@&®s, which are carried at fair value, and policy

loans, which are carried at the outstanding lodartas, and such balances are deemed to approXairatalue.

(ii)

As noted above, the funds withheld at interesteayeal to the net statutory reserve fund balances

retained by the ceding company, and the amourttseifunding accounts consist of fixed-maturity istveents held
by the ceding companies. The funding accountsdjested quarterly to equal the ceding companiesstatutory

reserve balances.

The methodologies and assuraptised to determine the fair values of the undeglyi

instruments are consistent with the fair value meétiogies and assumptions we use to value our -fixatlrity
investments carried at fair value. We refined fairr value estimation methodology during 2010 aastehrevised
the estimated fair value at December 31, 2009 tadiesistent with the 2010 methodology, under whicé
estimated fair value is equal to the carrying valdey change in the fair value of the fixed-matyiinvestments
held by the ceding companies is included as a coentoof the embedded derivative liabilities, at failue.
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(iii) Fair values for collateral finance facilities aretermined with reference to underlying business
models and observable market inputs, including idenations of negotiated repurchases. We revisedair value
estimation methodology during 2010 to exclude tbediit of inseparable third party credit enhancessieand have
corrected the estimated fair value at DecembeBQ9 to be consistent with the 2010 methodologgfeRto Note
23, “Subsequent Events” for information regardingCxkney | Unwind Transaction.

(iv) Fair values for long-term debt, at par were deteediwith reference to similar quoted securities
during 2010 and 2009, and, in addition for 200%hweference to settlements of other Company lengrtdebt
during that year.

(V) The fair value of interest-sensitive contract lidileis, which exclude significant mortality risks i
based on the cash surrender value of the lialsilitidnich is deemed to approximate fair value.

December 31, 2010 December 31, 2009
Carrying Estimated Fair Carrying Estimated Fair
(U.S. dollars in thousands) Value Value Value Value
Assets
Fixed-maturity
investmentsS ..........ccoeevvvvvvvnns $ 3,111,724 $ 3,111,724 $ 2,988,164 $ 2,988,164
Preferred stocK..........cccceeeenee. 67,897 67,897 77,410 77,410
Other investments..................... 16,459 16,459 21,482 21,482
Funds withheld at interest........ 584,617 584,617 608,500 608,500
Interest
rate swap derivative(l) ........ - - 25,924 25,924
Liabilities
Interest-sensitive contract
liabilities .....coeeeeeeeiiieiiiians $ 1,415,580 $ 1,398,365 $ 1,518,365 $ 1,485,554
Collateral finance facilities ...... 1,300,000 659,713 1,300,000 465,277
Embedded derivative
liabilities .....ccveeeeeiieieiiieiins 32,545 32,545 35,732 35,732
Long-term debt, at fair
value .....cooeeeiiiiieeeeeciee - - 55,068 55,068
Long-term debt, at par
value .....ooovvviiiiiiieeeeeieieeeiis 129,500 61,072 129,500 32,375

(1) Included in Other
assets in the
Consolidated Balance
Sheets
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7. Deferred Acquisition Costs

The components of DAC activity for the years enBedember 31, 2010 and 2009 were as follows:

Year Ended Year Ended

December 31, December 31,
(U.S. dollars in thousands) 2010 2009
Balance at beginning of Year ...............commmeveeeiiiie e, $ 2012 $ 375,475
DAC associated with Ballantyne Reo(longer included in the financi

statements due to de-consolidation) ........e.eeeeeieriiriereirerreeeeenn - (7112)

Acquisition expenses deferred............oocceeeeeiieiiei 3167 1,906
DAC amOrtiZation EXPENSE ..........veveeeeeeemeeeeseseeeeereeeeeeeeeeneeeeseeeee e, (31,141) (79,848)
Balance at end Of YEAr ..........ooouiiiiiiceceee et $ 269,352 $ 296,822

The DAC amortization expense in 2010 included $Sillion attributable to a series of recaptures tvate
executed during the year.

The DAC amortization expense in 2009 included $2vilfion attributable to the recapture in 2009 giartion
of the Acquired Business sold to Hannover Life Reasnce Company of America (“Hannover Life Re”) aisd
affiliate Hannover Life Reassurance (Ireland) Lexit(“"Hannover (Ireland)” and, together with Hannolide Re,
“Hannover Re”) (see Note 13, “Reinsurar8ale of a Block of Life Reinsurance North AmeriesiBesy), in
addition to an accelerated DAC release of $15.5anibn the Financial Solutions business associaféttrealized
gains recorded during the year.

8. Present Value of In-force Business

The activity associated with the present valueneforce business for the years ended December@®1 and
2009 was as follows:

Year Ended Year Ended
December 31, December 31,
(U.S. dollars in thousands) 2010 2009
Balance at beginning of Year ...............commmeveeeiiiiie e $ 386 $ 40,105
INTErESt ACCTUBO ......uniiiiiiee et et e s 1,878 1,965
P g Lol (4= 11 To] o WU (8,253) (3,754)
Balance at €Nd Of YEA ..........c.ccveueivieeeemeeceeeeeeee e eeen e $ 31,941 $ 38,316

The amortization of the present value of in-forcsihess in 2010 included $4.3 million attributatiea series
of recaptures that were executed during the year.

The gross amount of present value of in-force mssnand the accumulated amount of amortization at
December 31, 2010 and 2009 was as follows:

December 31, December 31,
(U.S. dollars in thousands) 2010 2009
Gross amount of original present value of in-faocsiness ................. $ 56,272 $ 56,272
Accumulated interest aCCrued ...........oooiveeecceriieeeeiiiiiiiee e 15,641 13,763
Accumulated amortization .............coccevceeeeeeeieeeeee e (39,972) (31,719)
Net amount of present value of in-force business..............ccccuue... $ 31,941 $ 38,316
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Future estimated amortization of the present vafuge-force business is as follows:

(U.S. dollars in thousands)

Year ending

December 31
2011 .o, $ 2,216
2012 oo, 2,047
2013 ..o, 1,902
2014 ..o, 1,723
2015 .., 1,727

9. Collateral Finance Facilities and Securitizatia Structures

The following table reflects the significant balascincluded in the Consolidated Balance Sheets dfat
attributable to the collateral finance facilitiegdasecuritization structures providing collaterapgort to the
Company as of December 31, 2010:

Orkney Re
(U.S. dollars in millions) Orkney | I Total
Assets
Fixed-maturity investments............ $ 10817 $ - $ 1,081.7
Funds withheld at interest.............. - 3345 3345
Cash and cash equivalents............ 113.5 15 115.0
All other assets..........ccocvvveeeueeieies 106.0 54.4 160.4
TOtal ASSELS....vovoveeeeeeeereeeeeeeeeeeaeeen. $ 13012 $ 3904 $ 16916
Liabilities
Reserves for future policy benefits $ 3186 $ 1239 % 442.5
Collateral finance facilities............. 850.0 450.0 1,300.0
All other liabilities............cccceeeeee. 19.9 19.5 39.4
Total liabilities .............ccccoereerenan. $ 11885 $ 5934 $ 17819

The assets listed in the foregoing table are stitjea 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. The total investments of coidlstéd VIEs disclosed on the Consolidated Balarnoee®& at
December 31, 2010 differ from the amounts showth@above table because the assets needed, basedemt
projections, to satisfy future policy benefits haween deducted in the determination of the totaéstments of
consolidated VIEs disclosed on the ConsolidatechiBa# Sheets. No assurances can be given thakpleeted
reinsurance liabilities will not increase in theeav of adverse mortality experience in our reinsoeaagreements.
Under certain circumstances, such adverse moreipgrience may in future periods increase the atofuassets
excluded from the total investments of consolida##d on the Consolidated Balance Sheets. Thessuence
liabilities of Orkney | and Orkney Re Il are elimted from the Consolidated Balance Sheets bechagedpresent
inter-company transactions.

The following table reflects the significant balascincluded in the Consolidated Balance Sheets dfat

attributable to the collateral finance facilitieadasecuritization structures providing collaterapgort to the
Company as of December 31, 2009:
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9. Collateral Finance Facilities and SecuritizatiorStructures (continued)

Orkney Clearwater

(U.S. dollars in millions) Orkney | Re Il Re Total
Assets

Fixed-maturity investments............ $ 1,001.1 % - $ - $ 1,001.1
Funds withheld at interest............... - 303.1 - 303.1
Cash and cash equivalents............. 113.1 1.9 0.3 115.3
All other assets........cocouevveveeveveeeaes 106.4 60.1 - 166.5
TOtal ASSELS.....vveeeereeeeeeeeeere e $ 12206 $ 3651 $ 03 $ 1,586.0
Liabilities

Reserves for future policy benefits. $ 313.0 $ 1180 $ - $ 431.0
Collateral finance facilities.............. 850.0 450.0 - 1,300.0
All other liabilities............ccccoeeee. 33.9 10.8 0.1 44.8
Total liabilities ............cc.cccovvrrrrnnn $ 11969 $ 5788 $ 01 $ 17758

Orkney |

On February 11, 2005, OHL issued and sold, in mapei offering, an aggregate of $850 million Seres
Floating Rate Insured Notes due February 11, 2835 Orkney Notes”). OHL was organized for the ited
purpose of issuing the Orkney Notes and holding dteek of Orkney Re, originally a South Carolinsedpl
purpose financial captive insurance company, nddekaware special purpose captive insurance compBRS
holds all of the limited liability company intereist OHL, and has contributed capital to Orkney the amount of
$268.5 million. Proceeds from the private offerimgre used to fund the Regulation XXX reserve rezmagnts for a
defined block of level premium term life insuraralicies issued by direct ceding companies betwksmary 1,
2000 and December 31, 2003, and reinsured by SRUFKney Re. Proceeds from the Orkney Notes haea be
deposited into a series of accounts that collasersthe notes and the reserve obligations of SRUS.

The holders of the Orkney Notes have no recouraisigthe Company or any of our subsidiaries, othan
OHL. The timely payment of interest and ultimateymant of principal for the Orkney Notes are guasadt by
MBIA Insurance Corporation (“MBIA”"). We are notqgeired to provide any additional financial supporOHL.

Interest on the principal amount of the Orkney Ndtepayable quarterly at a rate equivalent toetfmenth
LIBOR plus 0.53%. At December 31, 2010, the indemate was 0.82% (compared to 0.80% at December 31
2009). Any payment of principal, including by recgtion, or interest on the Orkney Notes is sourfreth
dividends from Orkney Re and the balances availabilee series of accounts referenced above, ginereluding
amounts on deposit in a reinsurance trust accouppasting the associated reserve requirements diSSR
Dividends from Orkney Re may be made only afténdilwith the Commissioner in accordance with thente of
the underlying transaction documents and in accmelavith applicable law. The Orkney Notes alsotaion
customary limitations on lien provisions and cusaoynevents of default provisions, which, if breatheould result
in the accelerated maturity of the Orkney Note$iLMas the option to redeem all or a portion of @r&ney Notes
subject to certain call premiums.

In accordance with FASB ASC 810-10, Orkney | is sidared to be a variable interest entity, and we ar
considered to hold the primary beneficial intel@st we cede to Orkney Re all of the business agslip@®rkney
Re), following an analysis whereby it was deterrditigat we would absorb a majority of the expect=dés. As a
result, Orkney | is consolidated in our financightements. The assets of Orkney | consist of fixedurity
investments and cash and cash equivalents. Ousolidated Statements of Income (Loss) shows thesimvent
returns of Orkney | as investment income, and th&t of the facility is reflected in collateral finee facilities
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expense. Funds in the securitization structureisee for the sole purpose of the securitizatiouctiire and, hence,
are not available for general corporate purposes.

To the extent we experience significant fair vafieelines in Orkney Re’s investment portfolio, weymaed to
recapture a pro-rata portion of the underlying bess in Orkney Re and find alternative collatergp®rt for the
recaptured business. No assurances can be giaewdhwould be successful in securing such altemabllateral
support.

Refer to Note 23, “Subsequent Events” for informatiegarding an Orkney | Unwind Transaction.
Related Party Acquisition of Orkney Notes

We were informed by Cerberus Capital ManagemeP. that one or more of its affiliates had @woed, from
one or more unaffiliated third parties, $700 millim aggregate principal amount of the Orkney Nate2009.
None of the Company, OHL, Orkney Re, or any of alner subsidiaries was a party to this purchase telkins of
the Orkney Notes or any of the underlying transactiocuments were changed as a result of this psechFor
further discussion of Cerberus Capital Managemer®,. and its relationship to the Company, see Nite
“Mezzanine Equity — Convertible Cumulative Partatipg Preferred Shares”, Note 21, “Related Party
Transactions”, and Note 23, “Subsequent Events”.

Orkney | Notices of Default

On February 9, 2009, MBIA served Orkney RéjLOand SRUS with notices of default under eachhef
Orkney | indenture and the insurance and indemagyeement (the “Orkney Insurance Agreement”), aligg
failure by the parties to provide certain requifedncial statements and improper withdrawals ey ghrties from
Orkney | tax accounts. SRUS cured such allegeduttsfwithin the cure periods set forth in the imdee and the
Orkney Insurance Agreement.

On September 21, 2009, MBIA served Orkney Ré&IL and SRUS with a notice of default under the
restructuring agreement executed at the time ohé&yrkRe’s redomestication from South Carolina toabalre,
alleging failure by the parties to provide MBIA Wwian actuarial review in accordance with the rezents set
forth in the restructuring agreement. SRUS, OHid &rkney Re disagree with such contention. Howeawuethe
event such alleged failure to provide an actuagalew ultimately is determined to be a default] decause it was
not cured within five business days of the Septer@tie 2009 notice, then such default would contgian event of
default under the Orkney Insurance Agreement, whitkurn, would provide certain enhanced contraktights to
MBIA under the Orkney Insurance Agreement, inclgdihe right to recover from Orkney | any actuakles, costs,
and expenses incurred by MBIA in connection wite #vent of default and the receipt of certain pgnfees.
Pursuant to the terms of a letter agreement puytiane between SRUS and MBIA at the time of the ®ykh
transaction, SRUS would also be obligated to payhehalf of Orkney I, certain of the foregoing feesl expenses
to the extent due from Orkney |. As of December 3110, MBIA, Orkney Re, OHL, and SRUS are engaiged
discussions and negotiations related to the aetumview, withdrawals from the Orkney | tax acctayand alleged
defaults described above.

On February 22, 2010, MBIA served Orkney ReIL, and SRUS with notices of default under eatlthe
Orkney | indenture and the Orkney Insurance Agrednadleging failure by the parties to provide eértrequired
financial statements and other documents requioetiet delivered under these transaction docume®RUS
subsequently caused such documents to be delivatkih the applicable cure periods, and, as ofdate hereof,
there is no event of default resulting from suctices of default.

32



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010
9. Collateral Finance Facilities and SecuritizatiorStructures (continued)
Orkney Re Il

On December 21, 2005, Orkney Re II, whose issudhary shares are held by a share trustee andritinees
in trust for charitable purposes, issued, in agigwffering, $450 million of debt primarily to exhal investors.
The debt consisted of $382.5 million of Series Aldating Rate Guaranteed Notes (the “Series A-EbIpt $42.5
million of Series A-2 Floating Rate Notes (the ‘{®erA-2 Notes”), and $25 million of Series B FlogtiRate Notes
(the “Series B Notes”), all due December 31, 2084l€ctively, the “Orkney Re Il Notes”). The Orkn&e I
Notes are listed on the Irish Stock Exchange. Rrdedrom this private offering were used to fune Regulation
XXX reserve requirements for a defined block ofdlepremium term life insurance policies issued leetwJanuary
1, 2004 and December 31, 2004, and reinsured bySSieWDrkney Re Il. Proceeds from the Orkney RMdtes
have been deposited into a series of accountsdhiateralize the notes and the reserve obligatidi&RUS.

The holders of the Orkney Re Il Notes have no resmagainst the Company or any of our subsidiaogr
than Orkney Re II. Assured Guaranty (UK) Ltd. (“Assd”) has guaranteed the timely payment of thedaled
interest payments and the principal on the matuaidtle of the Series A-1 Notes. We are not requivgatovide any
additional financial support to Orkney Re II.

In addition to $5 million of the Series B Notes,k@ey Re Il also issued to SALIC $30 million of S=iC
Floating Rate Notes (“Series C Notes”) due Decen®igr2036. The Series C Notes accrue interest wmtiy the
Orkney Re Il Notes are fully repaid. SRGL ownsSbfillion of Orkney Re Il Series D Convertible Nstdue
December 21, 2036, and 76,190,000 Preference Sbla@rkney Re Il of $1.00 each in capital.

Interest on the principal amount of the Orkney Rbldtes 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.December 31, 2010, the interest rate on thgeajes A-1
Notes was 0.71% (compared to 0.70% at Decembe2(®IB), b) Series A-2 Notes was 1.02% (compared(o%
at December 31, 2009), and c) Series B Notes v289@(compared to 3.27% at December 31, 2009). Orkeey
Re Il Notes also contain customary limitations iem Iprovisions and customary events of default igsions, which,
if breached, could result in the accelerated migtwof the Orkney Re Il Notes. Orkney Re Il has tigion to
redeem all or a portion of the Orkney Re Il Notashject to certain call premiums and available (gnenbered)
funds.

In accordance with FASB ASC 810-10, Orkney Re Itdssidered to be a variable interest entity, andave
considered to hold the primary beneficial intefastwe cede to Orkney Re Il all of the businesarassl by Orkney
Re IlI), following an analysis whereby it was detered that we would absorb a majority of the expgdtsses. As
a result, Orkney Re Il is consolidated in our ficiah statements. The assets of Orkney Re Il comdisixed-
maturity investments and cash and cash equivale@tst Consolidated Statements of Income (Loss) shthe
investment returns of Orkney Re Il as investmenbine, and the cost of the securitization strucisireflected in
collateral finance facilities expense. Funds ie #ecuritizations are primarily used for the puepad the
securitizations and, hence, are not available émegal corporate purposes.

To the extent we experience significant fair vadeelines in Orkney Re II's investment portfolio, weay need
to recapture a pro-rata portion of the underlyingibess in Orkney Re Il and find alternative celtat support for
the recaptured business. No assurances can be tiae we would be successful in securing suchrateve
collateral support.

Orkney Re Il Event of Default, Acceleration and éeosure
On the scheduled interest payment date of May @@920rkney Re Il was unable to make scheduledaste

payments on the Series A-1 Notes. Failure to nsalcd payments in full when due constituted an egédefault
under the Orkney Re Il indenture (“Orkney Re Il EQD Assured, in its capacity as financial guaranb the
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Series A-1 Notes, made guarantee payments on thes3e1 Notes in the amount of $1.2 million. Asesult of
the Orkney Re Il EOD, Assured obtained, and wilhitdwue to have, certain enhanced contractual rightier the
transaction documents, and additional fees withterued for the guarantee coverage.

Among Assured’s enhanced contractual rights aréh@yight to instruct the trustee to declare thegipal of
and the interest on all the Orkney Re Il Notesdalbe and payable immediately and (b) the riglidteclose upon
the Orkney Re Il Collateral (as defined in the tedaindenture). On June 1, 2009, Assured instduitte trustee to
accelerate the Orkney Re Il Notes and the trustédigedled a notice of acceleration to Orkney RerllJune 18,
2009. On June 19, 2009, Assured notified OrkneyllRad the trustee that it was electing to foreelapon the
Orkney Re Il Collateral.

Following these actions, on June 26, 2009, SRUSciserl its contractual right under its agreemerith w
Orkney Re Il to withdraw all assets from the resesredit trust established by Orkney Re Il for leaefit of SRUS
(which trust does not form part of the Orkney Re&dllateral). The withdrawn assets were depositeal SRUS
segregated accounts pursuant to the terms of itheurance agreement between SRUS and Orkney Riddl (
“Orkney Re Il Reinsurance Agreement”), where they lzeld in order to further secure Orkney Re IBdigations
to SRUS under the Orkney Re Il Reinsurance Agreg¢niealuding providing reserve credit to SRUS faet
reinsurance liabilities that continue to be cededtkney Re Il and for certain other permissiblesusinder the
Orkney Re Il Reinsurance Agreement. The transfeassets had no impact on our consolidated financia
statements.

On the scheduled interest payment dates of Auguis2d09, November 12, 2009, February 11, 2010, Mgy
2010, August 11, 2010 and November 11, 2010, Orleeyl was unable to make scheduled interest paisr@an
the Series A-1 Notes. Assured made guarantee pagme the Series A-1 Notes in the amount of $lilom,
$0.9 million, $0.7 million, $0.6 million, $0.8 mitin and $0.8 million, respectively.

For further discussion on the Orkney Re Il schedlufderest payments on the Series A-1 Notes, s¢e RR)
“Subsequent Events”.

Clearwater Re

On June 25, 2007, Clearwater Re Limited (“Clearwie") was incorporated under the laws of Bermuald a
issued in a private offering $365.9 million of Hiog Rate Variable Funding Notes due August 11,72@3external
investors (the “Clearwater Re Notes”). Proceedmfthis offering were used to fund the RegulatiofiXXreserve
requirements for a defined block of level premiwemt life insurance policies issued between Jantia®004 and
December 31, 2006 and reinsured by SRUS. CleanRaaeplaced our first collateral finance faciltjth HSBC,
which we historically referred to as “HSBC |I” anchieh was terminated in its entirety in connectioithwthe
creation of the Clearwater Re facility. Prior te termination, the HSBC | facility had provided 818 million of
Regulation XXX reserve funding. Proceeds from @earwater Re Notes were deposited into a reinseraredit
trust to collateralize the statutory reserve ohiayes of the defined block of policies noted abové&xternal
investors committed to funding up to $555 milliohtlke ongoing Regulation XXX collateral requiremzoin this
block.

Payment of interest and principal under the Cleteme Notes on the maturity date and followingegent of
default by Clearwater Re and related acceleratiothe Clearwater Re Notes were guaranteed by SAN@ by
SRGL. Interest on the principal amount of the Gleder Re Notes was payable quarterly at a ratévalgut to
three month LIBOR plus a spread determined by SAd i@surance financial strength rating and SRGlegisr
unsecured credit rating.

In accordance with FASB ASC 810-10, Clearwater Re wonsidered to be a variable interest entity\aed
were deemed to hold the primary beneficial intefelftwing a quantitative analysis whereby it wadetmined that
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we would absorb a majority of the expected los#asa result, Clearwater Re was consolidated infimamcial
statements. The assets of Clearwater Re were mgt@sifixed-maturity investments and cash and egslvalents.
Our Consolidated Statements of Income (Loss) ireduthe investment return of Clearwater Re as invexst
income and the cost of the facility was reflecteddllateral finance facilities expense. Fundthim Clearwater Re
facility were fully used solely for the purposetbé facility and hence not available for generapooate purposes.
See Note 4, “Investments”.

On June 30, 2008, we executed forbearance agregmvéhtthe relevant bank counterparties to the @leter
Re facility, whereby such counterparties agreedotbear taking action until December 15, 2008. ohder to
achieve forbearance, we agreed to certain econandmon-economic terms, including forbearance paysne the
Clearwater Re counterparties, the contribution BYIE of additional collateral to the transactiotisjitations on
future fundings by the Clearwater counterpartieslennthe facility, and the requirement to achievetaie
milestones set by the counterparties related tongnother things, the sale of our Life ReinsuraNoeth America
Segment.

On August 29, 2008, we completed a full recaptefgective as of July 1, 2008, of the business cedeuth
SRUS to Clearwater Re and immediately retrocededdbaptured business, also effective as of JURDQ, from
SRUS to an unaffiliated third party reinsurer whiohturn has retroceded to Hannover (Ireland) émtiely, the
“Clearwater Re Recapture Transaction”). Effec@eptember 30, 2008, SRUS retroceded the remaimirtgpp of
the defined block of business that it had retaimethe time of the Clearwater Re transaction tostimae third party
reinsurer who in turn retroceded such business daanidver (Ireland). In connection with the CleaevaRe
Recapture Transaction, the bank counterpartiehdoClearwater Re facility were repaid in full witlssets from
within the facility, which secured the obligatioowed to the bank counterparties. We also paid aifiibn fee to
the bank counterparties and the facility, and #lated forbearance agreement and its terms, wergni@ted. On a
consolidated GAAP basis, the Clearwater Re Recaptuansaction and the subsequent retrocessionreiaited
portion of business resulted in a reduction ofltatzets and total liabilities of approximately $68illion and $504
million, respectively, resulting in a GAAP pre-tlss of $119.5 million during the year ended Decen8i, 2008.
The loss primarily was comprised of the write-off deferred acquisition costs of $75.1 million andhegative
ceding commission of $39.4 million. The foregoingnsactions eliminated the associated reservet @tdin in
SRUS.

Ballantyne Re

Ballantyne Re is a special purpose reinsuranceckehicorporated under the laws of Ireland. In MN2906,
Ballantyne Re issued, in a private offering, $1biMon of debt to third party investors, $178 rioh of Class C
Notes and $181.2 million in preference shares thiISAand $500,000 in Class D Notes to SRGL.

Initially, in accordance with FASB ASC 810-10, Baityne Re was considered to be a variable interggy,
and we were considered to hold the primary beradficiterest, following a quantitative analysis wétgy it was
determined that we would absorb a majority of theeeted losses. As a result, Ballantyne Re wasotidiased in
our financial statements through December 31, 2008.

Effective January 1, 2009, Ballantyne Re is no @ngpnsolidated 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 the mortality risk posed from Ballantyne Re under the reinsuranceeegent
constituted a reconsideration event related to dbesolidation of Ballantyne Re under FASB ASC 810-1
Consolidation - Overall (“FASB ASC 810-10"). We sdguently completed a primary beneficiary analgsid
concluded that we were no longer the primary beraf of Ballantyne Re as defined within FASB AST08L0,
and, as a result, we no longer consolidate Ballenfe into the consolidated financial statemenSREL. The de-
consolidation of Ballantyne Re reduced our consaéid total assets and liabilities by approxima&3g5 million
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and $2,035 million, respectively, resulting in aeiime non-cash de-consolidation gain of $1,150ani] which we
recognized in the first quarter of 2009. This ghad no impact on our liquidity position. The &olling table

reflects the significant amounts attributable tdl&#yne Re that were included in our Consolida&tdtement of
Income (Loss) for the year ended December 31, 2008:

(U.S. dollars in millions)

Revenues
Premiums earned, net............ccceevvvveeneen. $ 170.0
Investment income, nNet.........cccceeeeeeesimmeee. 89.9
Net realized and unrealized gains (losses).... (942.4)
TOtal FEVENUES. ..., $ (682.5)
Expenses
Claims and other policy benefits .................. $ 59.6
Acquisition costs and other insurance

EXPENSES, Nel..ccciiiiiiiiiiiiee e, 41.9
Operating eXPenSses .......ccoeeeeeeeeeeiiiiieaceees 0.1
Collateral finance facilities expense ............. 80.2
Total benefits and expenses................o.... $ 181.8

As of December 31, 2010, we had no remaining tlitess exposure related to Ballantyne Re since our
interests in the Ballantyne Re Class D Notes arefeRed Shares are valued at $0 and are classifieading
securities on the Consolidated Balance Sheets. Cldgs C Notes were contractually written-off dgrthe fourth
quarter of 2008.

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

HSBC I

On December 22, 2005, we entered into an agreemiémtHSBC for a 20 year collateral finance facility
(“HSBC 1I") that provided up to $934 million of fancing for the purpose of collateralizing intercamp
reinsurance obligations on a portion of the businesquired from Security Life of Denver Insurancempany
(“SLD”) and Security Life of Denver Internationalrhited (“SLDI” and, together with SLD, the “ING Cqgranies”)
subject to Regulation XXX reserve requirementsmiianeously, we entered into a total return swith WSBC
under which we were entitled to the total returrthef investment portfolio of the trust establisfiedthis facility.
In accordance with FASB ASC 810-10, the trust aissed with this facility was considered to be aiable interest
entity and we were deemed to hold the primary hieiafinterest in the trust following a quantitagivanalysis
whereby it was determined that we would absorb fority of the expected losses. As a result, thesttiwas
consolidated in our financial statements. Thel t@rn swap represents a variable interest irutigerlying trust,
and therefore all fair value movements eliminaterugonsolidation. Our Consolidated Statementsnobine
(Loss) showed the investment return of the trushasstment income and the cost of the facility weftected in
collateral finance facilities expense. Funds is facility were used solely for the purpose of taeility and hence
not available for general corporate purposes.
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On June 30, 2008, we executed a forbearance agneéemitth HSBC in respect to the HSBC Il facility as
previously disclosed whereby HSBC agreed to forlbaking action until December 15, 2008. In ordeathieve
forbearance, we agreed to certain economic andcenonemic terms, including forbearance payments38€, the
contribution by SALIC of additional collateral the transaction, limitations on future fundings b$BC under the
facility, and the requirement to achieve certaifestones set by HSBC related to, among other thithgssale of
our Life Reinsurance North America Segment, allwdfich significantly increased constraints on ourikable
capital and liquidity.

In connection with the HSBC Il facility, on Septeent80, 2008, we entered into a binding letter oénh (the
“HSBC II LOI") with the ING Companies. Pursuantttee HSBC Il LOI, SLD consented to the recaptureSIRUS
of the business (such recaptured business, the CHBBRecaptured Business”) that had been cededRlySSto
SRD for the purpose of collateralizing (with finamg provided by the HSBC Il collateral finance fdg) the
Regulation XXX reserve requirements for a portiodntlee business originally acquired by us from tiNGI
Companies at the end of 2004 (such portion relabethe HSBC Il collateral finance facility, the “BE I
Business”) effective as of September 30, 2008“&BC Il Recapture”).

On October 15, 2008, we and certain of our subs@tisgentered into a series of transactions witleféective
date of September 30, 2008 to unwind the HSBCdilifp. In connection with the unwind transactioftSBC was
repaid in full from assets within the collateraldhce facility that secured the obligations to HSB&e also paid a
$6 million fee pursuant to the related forbearaamgpeement and paid a make—whole fee of $4 milliedyced from
the amount contractually owed to HSBC), and thélifpacand the forbearance agreement and its termasew
terminated. Following the consummation of the HSBM®ecapture, SLD recaptured the HSBC Il Recapture
Business from SRUS and then ceded the HSBC Il Recsp Business to SLDI, which ceded the HSBC Il
Recaptured Business to SRLB.

SLDI agreed to provide, or cause the provisionoog or more letters of credit (“LOCS") in orderpoovide
SLD with statutory financial statement credit fétretexcess reserves associated with the HSBC |l fjReeal
Business over the economic reserves held in anuatoelated thereto. In conjunction with the HSBIC
Recaptured Business, the ING Companies initiallpvigled approximately $650 million of LOCs, with an
obligation to provide additional LOCs as needed.cAssideration, we agreed to bear the costs oL@®Es by
paying to SLD a facility fee based on the face amaf such LOCs outstanding as of the end of theeguling
calendar quarter. Upon closing the transactiomsecoplated by the Purchase Agreement (as defineginfdor the
Acquired Business, the obligation to pay these Lf@€s transferred to Hannover Re. The recapturesaion,
recorded during the period ended September 30,,2088:d on the HSBC Il LOI, resulted in no impacthe
Consolidated Balance Sheets or Consolidated Statsnodé Income (Loss) on a consolidated GAAP bastn
October 15, 2008, when the HSBC Il collateral facilvas unwound, we returned to HSBC $558.5 millton
relieve the liabilities and fees associated with fidwcility. This resulted in a pre-tax loss of & illion. Both the
unwind and the related GAAP loss were recordedoagponents of fourth quarter 2008 results becauseitivind
was not effectuated until October 2008.

On December 19, 2008, the final phase of the unwiad effected through the retrocession by SLDIhef t
recaptured business to SRLB. The HSBC Il RecagtBrgsiness and related LOC payment obligations wartof
the Acquired Business sold to Hannover Re. Assdtsned to SRUS in conjunction with the recaptwasisted
primarily of assets released from the economic atof the associated Reinsurance Trust (suppottiagelevant
economic reserves).

Reinsurance Facility
On December 22, 2005, we entered into a long-teinsurance facility (“Reinsurance Facility”), wighthird-

party Bermuda-domiciled reinsurer that providedta$1 billion of collateral support for a portiof the business
acquired from the ING Companies and subject to Reigin XXX reserve requirements. The Bermuda reaiaesu

37



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2010
9. Collateral Finance Facilities and SecuritizatiorStructures (continued)
provided reserve credit in the form of letters médit or assets in trust equal to the U.S. stayuteserves. As of
December 31, 2008, $1 billion of collateral suppads being provided. All of the business includedthis
Reinsurance Facility formed a part of the AcquiBaginess, and as such, was acquired by Hannovezffeetive
January 1, 2009, in connection with Hannover Re&gusition of the Acquired Business. The transférthe
Reinsurance Facility to Hannover Re was accomglistmeough a series of novation agreements betwaen a
among the applicable Company affiliate, the ING @amies and Hannover Re. The facility was not cersd a
variable interest entity and, consequently, wascoasolidated in our consolidated financial statetsie

10. Debt Obligations and Other Funding Arrangements

Long-term debt consisted of:

(U.S. dollars in thousands) December 31, 2010 December 31, 2009
Capital Securities Due 2032* ..........ooooiiiiiiiiiiiiiees $ 17,500 $ 17,500
Preferred Trust Securities Due 2033*.......ccocceeeuenn..e. 20,000 20,000
Trust Preferred Securities Due 2033*........cceemee....... 10,000 10,000
Trust Preferred Securities Due 2034*........cceee........ 32,000 32,000
Trust Preferred Securities Due December 2034*...... 50,000 50,000
Long-term debt, at par Value................ceeeeeeererrenen. $ 129,500 $ 129,500

Outstanding Pass-Through Certificates........cce....... 55,068

Long-term debt, at fair value ...............ceceeereveveevenennnn. 55,068
*Defined below.

RZAR
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A summary of the terms of the long-term debt, at\eue (the “Capital and Trust Preferred Secigi)ieas
more fully described below, is shown in the follogitable:

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*
Issuer of long-term debt (as defined Capital Trust Capital Trust
DEIOW) ..vvveeiieeiiec e, Capital Trust* I1* GPIC Trust* 1ni* SFL Trust I*
Long-term debt outstanding............... $17,500 $20,000 $10,000 $32,000 $50,000
Maturity date .........ccccvveieeeeees 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 Payable ............cccvvvviiiiicne, Quarterly Quarterly Quarterly Quarterly Quarterly
Interest rate: 3-month LIBOR +.......... 4.00% 3.95% 3.90% 3.80% 3.50%
Interest rate at December 31, 2010.... 4.30% 4.25% 4.20% 4.10% 3.80%
Interest rate at December 31, 2009.... 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
was deferred as of December 31,
2020 i 8 8 8 8 8

*Defined below.

Capital Securities Due 2032

On December 4, 2002, Scottish Holdings StatutonysiTt, a Connecticut statutory business trust (i@ap
Trust”), issued and sold in a private offering ajgregate of $17.5 million Floating Rate Capital Bdies (the
“Capital Securities Due 2032"). All of the commshares of the Capital Trust are owned by SHI, dneuo
wholly-owned subsidiaries. The sole assets ofapital Trust consist of $18 million principal anmbwf Floating
Rate Debentures (the “Debentures”) issued by Shil,leave all the same features (maturity date, éstgpayable,
interest rate, maximum number of quarters for wiintarest may be deferred, and the number of gusafde which
interest was deferred as of December 31, 201(0)ea€apital Securities Due 2032.

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 @aggregate of $20 million Preferred Trust Seasitthe “Preferred
Trust Securities Due 2033”). All of the common &saof Capital Trust Il are owned by SHI. The sadsets of
Capital Trust Il consist of $20.6 million principamount of Floating Rate Debentures (the “2033 titigaRate
Debentures”) issued by SHI, and have all the saatifes (maturity date, interest payable, intemst maximum
number of quarters for which interest may be defitrand the number of quarters for which interext deferred as
of December 31, 2010) as the Preferred Trust Sexsufbue 2033.
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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 argragate of $10 million Trust Preferred Securitidse (“Trust
Preferred Securities Due 2033"). All of the comnsirares of GPIC Trust are owned by SHI. The saetasof
GPIC Trust consist of $10.3 million principal amowf Junior Subordinated Notes (the “Junior Submatid
Notes”) issued by SHI, and have all the same featymaturity date, interest payable, interest rataximum
number of quarters for which interest may be defrand the number of quarters for which interest deferred as
of December 31, 2010) as the Trust Preferred Sexsufdue 2033.

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 Seasifithe “Trust
Preferred Securities Due 2034”"). All of the comnsdrares of Capital Trust Il are owned by SHI. Foée assets
of Capital Trust Ill consist of $33 million prina@p amount of Floating Rate Debentures (the “203%afihg Rate
Debentures”) issued by SHI, and have all the saatifes (maturity date, interest payable, inteast maximum
number of quarters for which interest may be defrand the number of quarters for which interest deferred as
of December 31, 2010) as the Trust Preferred Sexsufdue 2034.

Trust Preferred Securities Due December 2034

On December 18, 2004, SFL Statutory Trust |, a Date statutory business trust (“SFL Trust I") isswnd
sold in a private offering an aggregate of $50imillTrust Preferred Securities (the “Trust Prefér&ecurities Due
December 2034” and, together with the Trust PreteiBecurities Due 2034, the Trust Preferred Séesiribue
2033, the Preferred Trust Securities Due 2033 hadCapital Securities Due 2032, the “Capital angsTPreferred
Securities”). All of the common shares of SFL Truisare owned by Scottish Financial (Luxembourg).r1S.a
(“SFL™). The sole assets of SFL Trust | consis®6L.5 million principal amount of Floating Rateli@atures (the
“December 2034 Floating Rate Debentures”) issue®bBly, and have all the same features (maturity, daterest
payable, interest rate, maximum number of quaftarsvhich interest may be deferred, and the nunabejuarters
for which interest was deferred as of Decembei2810) as the Trust Preferred Securities Due Deceg0#4.

SALIC has guaranteed SHI's and SFL’s obligationdairthe Debentures, the 2033 Floating Rate Debestur
the Junior Subordinated Notes, the 2034 Floatinge R@ebentures, and the December 2034 Floating Rate
Debentures and distributions and other paymentodube Capital and Trust Preferred Securities.

For all the securities listed above, any deferraginpents would accrue interest quarterly on a comged
basis.

Deferral of Interest Payments on the Capital andust Preferred Securities

In order to preserve liquidity, we began deferrinterest payments as of March 4, 2009 on the Capitd
Trust Preferred Securities. These deferrals wermifted by the terms of the indentures governing skcurities
and were made at the discretion of our Board oé®ars (the “Board”) to preserve liquidity. AsD&cember 31,
2010, we have accrued and deferred payment of $hillién of interest on such securities. SHI anAlL&C are
restricted in their ability to make dividend payrtei any period where interest payment obligationsthese
securities are not current.

For further discussion on the accrued and defepagment on our Capital and Trust Preferred Seesriti
subsequent to December 31, 2010, see Note 23, é§ubst Events”.
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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 InvestastTin return for the assets in a portfolio of & commercial
paper.

As of April 14, 2008, this facility was fully utiied and $325 million of funding agreements weraddsto the
Stingray Investor Trust.

The Stingray structure included an interest rataps{the “Interest Rate Swap”) as a mechanism fargihg
interest to SALIC on the funding agreements at dabée interest rate and paying interest to thesHasough
Certificate holders at a fixed rate. The Inter@ste Swap was included in Other Assets on our Cioiased
Balance Sheets at a fair value of $25.9 millio®atember 31, 2009. Movements in the fair valuéhefinterest
Rate Swap were included in net realized and urzeglincome (losses) in the Consolidated Statenwritscome
(Loss).

During 2009, we acquired Pass-Through Certificategrivately-negotiated purchases which represented
reconsideration events under FASB ASC 810-10. ‘¥é&xwa quantitative analysis in determining thathbigler 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 Certificatesreéfere, at that
time, we determined we were the primary benefictrptingray, and we were required to consoliddteggay in
our consolidated financial statements. The codatibn of Stingray was recorded in accordance WEIC 810-10,
which required us to recognize the assets acqutfes liabilities assumed, and any noncontrollinteriest in
Stingray at the acquisition date, measured at fagivalues as of that date. We were also reduinesliminate any
inter-company balances and transactions. The &stséts and liabilities of Stingray at initial colidation were
$32.8 million and $52.1 million, respectively. Asresult of the initial consolidation of Stingraye recognized a
gain of $248.9 million in the fourth quarter of Z08s follows.

(U.S. dollars in thousands)
Elimination of investment in Stingray Pass-Through

TTUSE. oot ettt s et e et e e e e b e $ (56,747)
Recognition of interest rate swap at fair valug.............ccccevvvvveeevviiinnenn, 32,831
Recognition of outstanding Pass-Through Certifisate

AP VAU ... (52,128)
Elimination of liability to Stingray INvVestor TruSL..........c..ccceveevevveceeeenen. 325,000
Gain on initial consolidation of SHNGIAY ......ccc.c.cevevevieeeeeeeeeeeeeeeeeeeea, $ 248,956

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 amodiRass-Through Certificates. As a result, as ofebsber 31,
2009, we had repurchased $226.7 million in aggeegtdted amount of the Pass-Through Certificat@sing $98.3
million outstanding with non-affiliated investors.

In January 2010, we acquired, in a privately-nedet transaction, an additional $18.1 million ofgate

stated amount of Pass-Through Certificates. Dudnty and August 2010, we acquired, through priyatel
negotiated transactions, an additional $55.5 millkmd $8 thousand, respectively, of aggregatedstateount of
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Pass-Through Certificates. In conjunction with thdy acquisitions, we obtained consent from thkerseto
proposed amendments to certain of the transacgilaed documents. The proposed amendments profadede
termination of the Interest Rate Swap effectivey JI2010. The termination of the Interest Rate [Svesulted in a
swap termination payment to the Stingray Pass-Tdirarust of $39.2 million (the “Swap Terminationyzent”),
which amount subsequently was distributed on tte T2, 2010 payment date pro rata to all holderseobrd of
Pass-Through Certificates as of June 30, 201Qydiiva the July sellers. As a result of its owngrsis of June 30,
2010 of $244.8 million in aggregate stated amodrRass-Through Certificates, SALIC received $29ibion of
the Swap Termination Payment on the July 12, 20G4t@iloution date.

Pursuant to a cash tender offer launched on JUQT0, we acquired another $24.7 million in aggregsated
amount of Pass-Through Certificates. On SepterBb@010, we cancelled the entire $325 million iyragate
stated amount of the Pass-Through Certificatesofmection with the cancellation, the correspog&825 million
of funding agreements were surrendered by the Btyntnvestor Trust, and all unamortized debt isseacosts
relating to Stingray, in the amount of $2.8 milliomere written off. These were included in coltatefinance
facilities expenses in the Consolidated Statemefritscome (LosSS).

We had elected the fair value option under FASB /26 in respect of the Pass-Through Certificatdéd bg
non-affiliated investors prior to the cancellatiohthe Pass-Through Certificates. The fair valu®ecember 31,
2009 of the outstanding Pass-Through Certificatelsl by non-affiliated investors was $55.1 milliondawas
included in long-term debt, at fair value in ournSolidated Balance Sheets. Changes in fair vakre veflected in
change in value of long-term debt, at fair valwethie Consolidated Statements of Income (LosS).

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 contratilliges in our
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 PATS Matidate were completed for a total consideratiofi46.5 million
compared to the $100 million par value of the PAT®nsequently, in accordance with FASB ASC Topi©,86
Transfers and Servicing, we recorded a gain oregtimguishment of the PATS debt of $53.5 millionthe first
quarter of 2009.

Credit Facilities

On November 30, 2006, SALIC and Scottish Re Limigzdered into a one year, $5 million letter of dred
facility with a single bank on a fully-secured msthis facility was amended on October 31, 2003 term of two
years and to a limit of $15 million. On October, 2D09, this facility was automatically renewed aachains in
place until cancelled by either us or the bank.ts@nding letters of credit for SALIC at Decembér, 3010 and
2009 were $75,000.
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On May 7, 2007, we completed the equity investmeanhsaction by MassMutual Capital Partners LLC
(“MassMutual Capital”), a member of the MassMutbalancial Group, and SRGL Acquisition, LDC, an lifie 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 the Company in exchargelf000,000, in the aggregate, newly-issued Cdier
Cumulative Participating Preferred Shares. Thesgnroceeds were $600 million less $44.1 milliorclimsing
costs, which resulted in aggregate net proceed8566.9 million. Each Convertible Cumulative Papiding
Preferred Share has a par value of $0.01 per stitdrean initial stated value and liquidation preflece of $600 per
share, as adjusted for the accretion of dividerdhe payment of dividends or distributions as désd further
below.

As of December 31, 2010, MassMutual Capital and&ers hold in the aggregate approximately 68.7%uof
equity voting power, along with the right to desigg two-thirds of the members of our Board. RéfeNote 23,
“Subsequent Events” for information regarding a tggrAgreement.

The Convertible Cumulative Participating Prefer@ftares are convertible at the option of the holdeany
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 nouired at any time to redeem the Convertible Cutivda
Participating Preferred Shares for cash, excehienevent of a liquidation or upon the occurrenta change-in-
control event.

We have accounted for the Convertible Cumulativeiépating Preferred Shares in accordance with BAS
ASC Subtopic 470-20, Debt — Debt with Conversiod &ther Options (“FASB ASC 470-20"). Dividends dret
Convertible Cumulative Participating Preferred ®aare cumulative and accrete daily on a non-congiag
basis at a rate of 7.25% per annum on the statee wd $600 million, whether or not there are pfsurplus, or
other funds available for the payment of dividen&sich dividends will be made solely by increashmgliquidation
preference of the Convertible Cumulative PartidigpPreferred Shares. As of December 31, 2010atheunt of
dividends accreted pursuant to the terms of thev@dible Cumulative Participating Preferred Shae$159.3
million in the aggregate, or $159.26 per share.

Redemption of the Convertible Cumulative PartidimatPreferred Shares is contingent upon a change in
control. Since neither liquidation nor a changeontrol is currently probable, the accreted dinidie have not been
accrued in our consolidated financial statements.

In the event that dividends or distributions arede#&o ordinary shareholders, the holders of thevEdible
Cumulative Participating Preferred Shares will reeea dividend or distribution equal to the dividemr
distribution that such holders would have beentledtito receive had the right been exercised toedrall of the
Cumulative Participating Preference Shares to arglishares.

To the extent that the Convertible Cumulative Rartiting Preferred Shares participate on an aseroey
basis in dividends paid on ordinary shares, a spmeding reduction will be made to the liquidatfmeference for
the Convertible Cumulative Participating Preferi®dares. The Convertible Cumulative Participatimgfétred
Shares have a liquidation preference equal to thitial stated value, as adjusted for (x) the ation of dividends
and (y) any cash payment or payment in propertydieidends or distributions. The holders of Conimet
Cumulative Participating Preferred Shares may, a@mother things, require us to redeem the Convertibl
Cumulative Participating Preferred Shares uponaagé-in-control event.

Upon a change-in-control event, the redemptionepat the Convertible Cumulative Participating Prefd

Shares is an amount equal to the greater of (i)stied value of the outstanding Convertible Cutiuda
Participating Preferred Shares, plus an amountléquhe sum of all accreted dividends through ehdier of (A)
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the date of payment of the consideration payabtewgpchange-in-control event, or (B) the fifth aremsary of the
issue date of the Convertible Cumulative PartigigaPreferred Shares, or (ii) the amount that tbkeldr of the
Convertible Cumulative Participating Preferred ®sawould have been entitled to receive with respecuch
change-in-control event if it had exercised itshtigp convert all or such portion of its ConvertibCumulative
Participating Preferred Shares for ordinary shamesediately prior to the date of such change-intadrevent.

The liquidation preference of the Convertible Cuative Participating Preferred Shares (including any
adjustments thereto) is not applicable once theveuible Cumulative Participating Preferred Shanase been
converted into ordinary shares, as described above.

The Convertible Cumulative Participating Prefer®dares rank, with respect to payment of dividena$ a
distribution of assets upon voluntary or involugthquidation, dissolution, or winding-up (a “Lic&tion Event”):
(a) senior to our ordinary shares and to each aflass 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¢ $hich class or
series ranks pari passu with the Convertible Cutiveldarticipating Preferred Shares as to paymédividends
and distribution of assets upon a Liquidation Eyvemmtd (c) junior to each other class or series wf securities
outstanding as of the date of the completion of20@7 New Capital Transaction that ranks seniasuoordinary
shares, and to each class or series of our shheeerms of which expressly provide that suchsctasseries ranks
senior to the Convertible Cumulative Participatiigferred Shares as to payment of dividends ardbdison of
assets upon a Liquidation Event and all classesinpreferred shares outstanding as of the coropleti the 2007
New Capital Transaction.

Pursuant to our Securities Purchase Agreementy dddgember 26, 2006 (the “Agreement”), with Massivait
Capital and Cerberus, certain representations asmlanties were provided relating to our statutocgoanting
records. As discussed in Note 19 “Commitments @odtingencies”, certain statutory accounting ernaese
discovered in 2006 which have resulted in an indécation claim against us, by MassMutual Capitalda
Cerberus. Resolution of this claim could resuldichange in the conversion formula on these dexsuri
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Ordinary Shares
We are authorized to issue 590,000,000 ordinargeshaf par value $0.01 each.

The following table summarizes the activity in candinary shares and non-cumulative Perpetual Rexfer
Shares during the years ended December 31, 2000, a0d 2008:

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
2010 2009 2008
Ordinary shares
Beginning and end of Year ..................oeeeveeeeenennns 68,383,370 68,383,370 68,383,370
Non-cumulative Perpetual Preferred Shares
Beginning of Year ........cccceeei i 5,000,000 5,000,000 5,000,000
Non-cumulative Perpetual Preferred Shares redeemed (193,937) - -
ENG OF YT ..ot 4,806,063 5,000,000 5,000,000

Perpetual Preferred Shares
We are authorized to issue 50,000,000 preferredtshud par value $0.01 each.

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

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 basedh predefined set of interest rate benchmarksrind any
dividend period, unless the full dividends for th@rent dividend period on all outstanding PerpeRi@ferred
Shares have been declared or paid, no dividendbwayaid or declared on our ordinary shares andrdmary
shares or other junior shares may be purchasedemssd, or otherwise acquired for considerationcldvation of
dividends on the Perpetual Preferred Shares isipteth if we fail to meet specified capital adequaaet income,
or shareholders’ equity levels. In accordance lith terms of the Perpetual Preferred Shares, efidsl on the
Perpetual Preferred Shares generally may be fundédto the extent they are payable out of ourrithistable
profits, and/or the proceeds of a new issue ofeshaand/or out of the Share Premium Account (amekdfin the
Certificate of Designations) related to the Pergkelreferred Shares.

The Perpetual Preferred Shares do not have a tyatlate, and we are not required to redeem thessharhe
Perpetual Preferred Shares were not redeemablegnir® their terms prior to July 2010. Subseqteduly 2010,
the Perpetual Preferred Shares are redeemabler atptian, in whole or in part, at a redemption priequal to
$25.00 per share, plus any declared and unpaidiaiids at the redemption date, without accumulatibany
undeclared dividends. The Perpetual Preferred Shareunsecured and subordinated to all indebtedhas does
not by its terms rank pari passu or junior to tleep@tual Preferred Shares. The holders of theeReapPreferred
Shares have no voting rights except with respeatettain fundamental changes in the terms of thpd®aal
Preferred Shares and, in certain circumstancdbeicase of certain dividend non-payments.

Ratings of the Perpetual Preferred Shares werelwitim by Standard & Poor’s, Moody's, Fitch Ratirsgsl
A.M. Best Company in 2009 following our notificatido each of the rating agencies that we wouldomgér be
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compensating the agencies for their maintenansedt ratings. See Note 18, “Rating Agency Matters”

On June 23, 2010, pursuant to a cash tender afterched on May 7, 2010, we acquired $4.8 million in
aggregate liquidation preference of Perpetual PredeShares, which shares were immediately redeemdexda
result, a gain on redemption of Perpetual PrefeBhdres of $3.9 million was recorded as a compooémet
income attributable to ordinary shareholders ferghrpose of calculating earnings per share.

Dividends on Ordinary Shares

The holders of the ordinary shares are entitle@¢eive dividends and are allowed one vote peres$atoject to
certain restrictions in our Memorandum and Artiadé#\ssociation.

On July 28, 2006, our Board suspended the dividenthe ordinary shares. All future payments of aivids
are at the discretion of our Board and will depemd our income, capital requirements, insurance laggry
conditions, operating conditions, and such othetois as the Board may deem relevant. Notwithstanthe
foregoing, so long as any dividends remain outstenffom any prior dividend period on our PerpetBatferred
Shares, as discussed below, we generally are pegtlrom paying or declaring any dividend on thdimary
shares.

Dividends on Perpetual Preferred Shares

On April 14, 2008, we announced that, given ourenir financial condition, our Board in its discogtihad
decided not to declare a dividend on our PerpdRuelerred Shares for the April 15, 2008 dividengirpant date.
In addition, we announced that, pursuant to thdifidate of Designations for our Perpetual Prefdr&hares, our
Board may be precluded from declaring and payingldnds on the October 15, 2008 dividend paymeta itethe
event we did not meet certain financial tests uniderterms of the Perpetual Preferred Shares edjfir us to pay
such dividends, which tests subsequently were mdtfon such dividend payment date. On July 3, 2@@8 Board
determined that in light of our financial conditiand in accordance with the terms of the forbeaagreements
with the relevant counterparties to certain of thaén outstanding collateral finance facilities, weuld suspend the
cash dividend for the July 15, 2008 payment déteaccordance with the relevant financial testseuritle terms of
the Perpetual Preferred Shares, our Board wasygkedfrom declaring and paying dividends on eacthef2009
and 2010 dividend payment dates and, as a resdlinat declare and pay a dividend on such datekhoéAgh
permitted to declare and pay a dividend in conpactiith the January 15, 2011 dividend payment datBoard
determined on December 20, 2010, not to declaregpagdlividend on such dividend payment date. Rauntsto the
terms of, and subject to the procedures set fortthe Certificate of Designations related to teepetual Preferred
Shares, the holders of the Perpetual PreferredeStae entitled to elect two directors to our Boarthe event
dividends on the Perpetual Preferred Shares havdeen declared and paid for six or more dividerdquls.
Nonpayment of dividends on July 15, 2009 markeddilvéh dividend period for which dividends had reen
declared and paid. This right to elect two direstim our Board has not been exercised as of Deseth 2010.
For further discussion on the non-declaration ofid#inds on Perpetual Preferred Shares, refer tce Ne@t
“Subsequent Events”.
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Premiums Earned, Net

The components of the net premiums earned weralas/$ for the years ended:

(U.S. dollars in thousands) December 31, 2010 December 31, 2009 December 31, 2008
Premiums assumed ............ccocveeeeeeieeeeeenees $ 714,916 $ 763,190 $ 2,049,510
Premiums ceded........oovoeveeeeeeseeee e (293,782) (311,390) (398,404)
Premiums earned, Net ............coovveveeeunen. $ 421,134 $ 451,800 $ 1,651,106

Reinsurance agreements may provide for recaptghésron the part of the ceding company. Recapigresr
permit the ceding company to reassume all or aqodf the risk formerly ceded to the reinsureeafin agreed-
upon period of time or, in some cases, due to abaig the financial condition or ratings of thensirer. The
recapture of business previously ceded to the Cayngaes not affect premiums assumed prior to thaptare of
such business, but would reduce premiums in sulesgqperiods.

Claims, Policy Benefits and Changes in Policyholdeeserves, Net

The components of the claims, policy benefits amahges in policyholder reserves, net were as fallfow the
years ended:

(U.S. dollars in thousands) December 31, 2010 December 31, 2009 December 31, 2008
Claims, policy benefits and changes in

policyholder reserves assumed ................... $ 617,723 $ 267,240 $ 1,954,194
Claims, policy benefits and changes in

policyholder reserves ceded....................... (223,105) (290,166) (374,782)
Claims, policy benefits and changes in

policyholder reserves, net ..................cee.-. $ 394,618 $ (22,926) $ 1579412

At December 31, 2010 and 2009, there were no reanse ceded receivables associated with a sinigisurer
in excess of 1% of total assets.

Sale of a Block of Life Reinsurance North AmericauBiness

We announced on February 20, 2009 that we had ctltfee transactions contemplated by the Master Asset
Purchase Agreement (the “Purchase Agreement”), iy @anong the Company, SHI, SRUS, SRLB and SRD
(collectively, the “Sellers”) with Hannover Re tellsa block of individual life reinsurance businessjuired in 2004
from the ING Companies, which block consisted pritpaof term life reinsurance, universal life wigecondary
guarantees, and yearly renewable term businessj(lifed Business”), and which block was part of draditional
Solutions business.

When we originally purchased the Acquired Busines2004, the ING Companies reinsured their indiaidu
life reinsurance business to us on a 100% indemmeitysurance basis. A large portion of such businesluded
guaranteed level premium term life insurance thas wubject to the Regulation XXX reserve requirédsy@md
universal life policies with secondary guarantegisject to the “Regulation AXXX” reserve requiremgntUnder
our 2004 agreement with the ING Companies, the IBiignpanies were obligated to maintain collateral tfer
Regulation XXX and AXXX reserve requirements of thequired Business for the duration of such requeats,
and financial incentives were provided to encourageto replace this financing with alternative dhiparty
financing. The Acquired Business generally dogsmzdude business previously ceded by SRUS toaBalhe Re,
as the reinsurance transaction with this specigdgse reinsurance vehicle was novated and assfgmedSRUS to
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SLD effective October 1, 2008. However, the AcqdirBusiness does include the business recaptuosd fr
Ballantyne Re in connection with a series of regsgst during 2008 in which SRUS recaptured busirfiessa
Ballantyne Re, which business then was recaptuye8lUD, which in turn ceded the recaptured busitesSLDI,
who ceded it to SRLB (the foregoing recaptures)ectively, the “Ballantyne Recaptures”), and thesihess
recaptured in connection with the unwind in 200&uof former HSBC Il collateral finance facility @lether with
the Ballantyne Recaptures, the “ING Financingdf).connection with each of the ING Financings, Stédled the
applicable recaptured business to SLDI, which calledecaptured business to SRLB. SLDI agreedduige, or
cause the provision of, one or more letters ofitiadbrder to provide SLD with statutory financisthtement credit
for the excess reserves associated with the INGrEings. As partial consideration for each of th&
Financings, the Company agreed to bear the codstsedétters of credit by paying SLD a facility fbased on the
face amount of such letters of credit outstandindpon closing the transactions contemplated byRhechase
Agreement, Hannover Re assumed the business reétated ING Financings as part of the Acquired Bass, as
well as the obligation to pay the existing and aryre increases in the fees for the related kevécredit.

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 reiasoe
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 Skhd SLDI under their reinsurance agreements witbdlparties to
the extent such liabilities were attributable taipés prior to January 1, 2009, but we were reldéasem all
associated policy holder liabilities attributalbdeperiods subsequent to December 31, 2008.

The Purchase Agreement also related to the purcraseale of certain assets used by the Sellesninection
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 tortdaer Re as was a portion of SRUS’ Charlotte offiamtion.
In addition, Hannover Life Re entered into an adstiative services agreement with SRUS pursuanvhich
Hannover Life Re administers the accepted and cededality business retained by SRUS and its affis.
Similarly, Hannover Life Re entered into an adnti@iBve services agreement with the ING Companigsyant to
which Hannover Life Re administers the AcquirediBeass and provides certain other administrativeises to the
ING Companies.

In accordance with the Purchase Agreement, paynvesits made as follows: (i) the Sellers made receptu
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 neapgayment to the Sellers in respect of the TraresleAssets
in an amount equal to $18 million.

The release of liabilities associated with the seantion, as noted above, resulted in a pre-tax ga#v03.6

million, after transaction expenses and relatediscoBhis gain was also subject to certain conticges, which were
all satisfied during 2009. This total gain is suaniped as follows:
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13. Reinsurance (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 ..................omeeveereenenne. 18.7
Decrease in claims and other policy benefits....... $ 453.0 $ 453.0
Change in value of embedded derivative $ 2755 2755
HAbIlITIES .
Amortization of deferred acquisition costs and
other insurance expenses, Net............cccoceev.e.... $ (24.9) (24.9)
Total pre-tax gain in 2009.............cocoovveeerveeernen. $ 703.6

This transaction resulted in a $49.8 milliacome tax expense due to an increase in ouatiafuallowance.
The increased valuation allowance was because g@hlmining deferred tax liabilities did not suppdne tfull
recoverability of our deferred tax assets. Redédote 17, “Quarterly Financial Data (Unaudited)”.

14. Employee Benefit Plans
401(k) Plan

We sponsor a 401(k) plan in the United States inclwtemployee contributions on a pre-tax basis are
supplemented by partial matching contributions by €Company. These total contributions are invesa¢dhe
election of the employee, in one or more investmamtfolios. The Company’'s expenses for the matghi
contributions to the 401(k) plan were $0.4 milli&®.5 million and $1.5 million, in the years endeecember 31,
2010, 2009, and 2008, respectively.

Stock Based Incentive Compensation Plans
2007 Stock Option Plan

On July 18, 2007, our shareholders approved angtaddhe Scottish Re Group Limited 2007 Stock Optio
Plan (2007 Plan”). The 2007 Plan provides for ¢ginanting of stock options to our eligible employedirectors,
and consultants. The total number of our sharesrved and available for issuance under the 200% Rla
18,000,000. The exercise price of stock optionstgghunder the 2007 Plan is the fair market vafusuo ordinary
shares on the date of grant and such options expireyears after the date of grant, or such shqréeiod as
determined by the Compensation Committee of ourr@@anless earlier exercised or terminated purst@ithe
terms of the 2007 Plan).
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Options issued under the 2007 Plan vest as follows:

* 50% of an option grant to an employee or consultasts based on the recipient’s continued employmen
with us (“Time-Based Options”). 20% of the Timed@d Options vest on the grant date and an additiona
20% vest in four equal installments on each offitst, second, third, and fourth anniversary of grant
date, based on continued employment. The Timed@g#ions are exercisable upon vesting.

* 50% of an option grant to an employee or consultasts based on the achievement of certain perfurena
targets as established by the Board with respeceach relevant fiscal year (“Performance-Based
Options”). 10% of the Performance-Based Optiorst f@lowing the close of each of the five fiscalays
following the grant date, subject to our attainmefithe performance targets established by the Bwaéth
respect to the relevant fiscal year. In additib®® of the Performance-Based Options vest follovire
close of each of the five fiscal years following thrant date, subject to the recipient’s respedivision’s
or segment’s attainment of the performance targstablished by the Board with respect to the reieva
fiscal year. Although the Performance-Based Ogtioray vest, they do not become exercisable urgil th
end of the fifth fiscal year following May 7, 2007.

» 100% of options granted to directors vest on tlmgdate and are exercisable.

Upon a change of control (as defined in the 20@nRIto the extent not previously cancelled ordibed, all
Time-Based Options and Performance-Based Optiotmne 100% vested and exercisable.

As of December 31, 2010, we had 3,906,299 optietstanding of which 3,805,299 options were exebtesa
As of December 31, 2009, we had 4,706,592 optiostanding of which 4,274,592 options were exebiesa

Non-cash compensation expense incurred for stotikrepfor the years ended December 31, 2010, 2809,
2008 was $0.4 million, $0.7 million, and $2 milliarespectively.

As of December 31, 2010 and 2009, there was $dl®mand $1.1 million, respectively, of total ucmgnized

compensation costs related to stock options. Thests are expected to be recognized over a pefiag to five
years or immediately upon a change in control. 'pehange in control, all stock options will imrizdly vest.
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15. Income Taxes

For the years ended December 31, 2010, 2009, 0] 2@ had income tax expense (benefit) from caimin

operations, by jurisdiction, as follows:

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
(U.S. dollars in thousands) 2010 2009 2008
Current tax expense (benefit):
U.S. oo eemee e $ - $ (8,088) $ -
Ireland........ccoooveieieii e, - - -
Other NoN-U.S. ....cccoeveeeeeeees e (33,590) - 43
Total current tax expense (benefit) .............. (33,590) (8,088) 43
Deferred tax expense (benefit):
UoS. oo eemee e (5,892) 49,838 (9,957)
Ireland.......ceeeeeeiiieeeeeeeeeeee e, 1 (861) (2,566)
Other non-U.S. ......cccoveveviiiiciee e, 1,540 8,642 5,644
Total deferred tax expense (benefit) .............. (4,351) 57,619 (6,879)
Total tax expense (Denefit) ........cccvvvveeeeee. P (37,941) % 49,531 $ (6,836)

The weighted average expected tax provision has baleulated using the pre-tax accounting incorossjl in

each jurisdiction multiplied by that jurisdictionapplicable statutory tax rate.

Reconciliationtlo¢ difference

between the provision for income taxes and the e®pletax provision at the weighted average taxfaatéhe years

ended December 31, 2010, 2009, and 2008 is providkev:

Year Ended Year Ended Year Ended

December 31, December 31, December 31,
(U.S. dollars in thousands) 2010 2009 2008
Pre-tax income (I0SS) ......cccocvevvveveeecereesennnne. $ 198,602 $ 2,355,574 (2,676,007)
Expected tax provision at weighted average rate 53,516 196,629 (609,994)
Change in valuation allowance.............. com (55,271) (147,580) 617,973
Intercompany note cancellation..............c. - - (6,154)
Uncertain tax positions ...........ccoeeviiiieeeeeenneee. (37,484) 8,558 (18,128)
Other and state taXes.........ccov.vervveememeemenanan 1,298 (8,076) 9,467
Total tax expense (Denefit) ......ccovcvvvveceeer. P (37,941) § 49,531  $ (6,836)
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The change in valuation allowance from 2008 to 28B6ve excludes certain valuation allowance changes
principally the deconsolidation of Ballantyne Reattdo not impact total tax expense (benefit).

We are not subject to income taxation other thast@gd above. There can be no assurance thatvifiermt
be changes in applicable laws, regulations or iggatvhich might require us to change the way weraig or
become subject to taxes. At December 31, 201866, we had tax operating loss carry forwardsuinld.S. and
Irish entities, as presented in the table below.

U.S. Life & Irish Irish Special
Non-Life Operating Purpose

(U.S. dollars in thousands) Groups Company Vehicles Total
Operating loss carry forwards available at

December 31, 2009........cccceevivvivvimnnne $ 593,788 $ 523,961 $ 323,808 $ 1,441,557
Operating losses accrued during 2010....... 126,272 880 (17,537) 109,615
Operating loss carry forwards available at

December 31, 2010.........ccccvevevrvmmnenn. $ 720,060 $ 524841 $ 306,271 $ 1,551,172
Deferred tax asset for operating losses,

before valuation allowance,

at December 31, 2010........cccccvvveeieeccem, $ 246,187 $ 65,605 $ 76,568 $ 388,360

The operating loss carry forwards in our U.S. egiwill expire, if not utilized, in years 2021 tlugh 2030.
The operating loss carry forwards in our Irish i benefit from an unlimited carry forward periodhese net
operating loss carry forwards resulted primarifynfrthe current operations of SRUS, SRLC, SHI, SBixney Re,
and Orkney Re II.

Our U.S. subsidiaries are subject to federal, statelocal corporate income taxes and other tappbcable to
U.S. corporations. Upon distribution of currentammcumulated earnings and profits in the form ofidéinds or
otherwise from our U.S. subsidiaries to us, we wdag subject to U.S. withholding taxes at a 30%.ra&ignificant
components of our deferred tax assets and liaslds of December 31, 2010 and 2009 were as follows
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December 31, December 31,
(U.S. dollars in thousands) 2010 2009
Deferred tax asset
Net operating losses (net of FASB ASC 740-10 actia® 382%) ................. $ 388,360 $ 349,568
Unrealized depreciation 0N iNVESIMENLS .....ccouiiiiiiiiiiiiiiiiiiiiiieeeee e 38,038 151,995
INtANGIDIE ASSELS.....ccii i i it e+ s s r e e e e e e e e e e e e e e e e e 3,340 4,272
Capital 0ss carryforwards ............ooocciceeceee e 22,372 2,111
Collateral finance facilities costs 649 5,623
SUrPIUS NOLE ACCTUAL.......cceeeeeeei i et e e e e e e e e e e e e e e eaaaee s 13,923 10,594
Embedded derivative liabilities .............ommeeiiieiiiie e 10,970 7,623
(0= SRS 6,988 7,057
Total deferred tax ASSEL..........c.viviiuiceeeeemiecte ettt ere e ene e 484,640 538,843
Deferred tax liability
Deferred acquISItion COSES.....uiiiiiiiiiiiiccce e (53,578) (43,302)
Reserves for future policy benefits ........ccceeeeiiiiiiiiiiii s (136,888) (140,459)
Present value of iNn-force BUSINESS .........ceeeeeeiuiiiiiiiiieiiiieeeee s (10,860) (13,027)
(0 12 1=) ST RUSTRRRRSRRN (159) (1,421)
Total deferred tax ability .............coeiimmmm e e oo iee i (201,485) (198,209)
Net deferred tax asset before valuation allowance.............cccceeeeeviviieeeeerennnnn. 283,155 340,634
ValUation @lIOWANCE ...............cvvere o eeeeeeeseeeeseeeeeseeeeeseeses e eseesesssnanans (327,316) (386,855)
Net deferred tax ALY .................e. oo evereeeeeeeeeeeseeeseses s sesesese s, $ (44161) $  (46,221)

* Described below

We currently provide a valuation allowance agadteferred tax assets when it is more likely thanthat some
portion, or all, of our deferred tax assets wilt be realized. We have maintained a full valuailowance against
any remaining deferred tax asset in the U.S. aeldnd, given our inability to rely on future taxabhcome tax
projections and the scheduling of our current defertax liabilities. Our valuation allowance dexsed by
approximately $59.5 million during the year endegtBmber 31, 2010, to $327.3 million.

FASB ASC Subtopic 740-10, Income Taxes — Overadirfierly FIN 48)

At December 31, 2009, we had total unrecognizedbenefits (excluding interest and penalties) of 223
million, the recognition of which would result in%20.6 million tax benefit at the effective taxaat In 2009, the
statute of limitations expired for the 2006 U.Sddeal income tax year, which resulted in a reductd our
unrecognized tax benefits in the amount of $15.ani At December 31, 2010, we had total unredoegh tax
benefits (excluding interest and penalties) of $2iillion, the recognition of which would resutt & $3.5 million
tax benefit at the effective tax rate.

As a result of a 2010 U.S. tax court ruling relgtio an unaffiliated third party (Container Corpaoa v.
Commissioner, 134 T.C. 5 (2010)), we reconsiderad mosition in respect of an uncertain tax positamd
evaluated the implications of the ruling in accaorckawith FASB ASC 740-10. Due to this ruling, wéeesed a tax
liability of $35.9 million (inclusive of interestral penalties) in the first quarter of 2010.

The following is a roll-forward of our FASB ASC 74 unrecognized tax benefits for the years ended

December 31, 2010 and 2009:
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Year Ended Year Ended
December 31, December 31,
(U.S. dollars in thousands) 2010 2009
Total unrecognized tax benefits at beginning ofyea.......... $ 132,247 $ 167,864
Gross amount of decreases for prior year’s taxtiposi......... (17,887) (22,000)
Gross amount of increases for current year’s tattipo ........ 828 1,737
Reductions due to lapse of statutes of limitation................ (3,922) (15,354)
Total unrecognized tax benefits at end of year................... 111,266 132,247
Tax benefit of unrecognized tax benefits if recagdiat the
effective tax rate .........oocuveiiiiiiiii e $ 3,522 $ 20,639

Interest and penalties (not included in the “ungeiped tax benefits” above) are a component ofpibstion
for income taxes.

December 31, December 31, December 31,

(U.S. dollars in thousands) 2010 2009 2008
Total interest & penalties in the Consolidated Ra&Sheets

at beginning of year..........ccccoovviiiiieeeee e, $ 144 $ 16,640 $ 13,281
Total interest and penalties in the Consolidatede®tents of

INCOME (LOSS) ..o, (16,496) 2,802 3,359
Total interest & penalties in the Consolidated Bat&aSheets

atend of year........ooo e $ 2946 $ 19442 $ 16,640

It is reasonably possible that significant charnigebe gross balance of unrecognized tax benefitg atcur in
the next 12 months. The unrecognized tax berafésestimated to decrease by $95.6 million in 284 4 result of
additional statutes of limitations expiring.

We file our tax returns as prescribed by the tavslaf the jurisdictions in which we operate. AsDecember
31, 2010, we remained subject to examination infdHewing major tax jurisdictions for the yeardinated in the
table below:

Major Tax Jurisdictions Open Years
u.s.
Life GroUP «ovveeeee e e 2007 through 2010
NON-Life GroUp ....ccoeiiiiiiiiiieeeeeeee e 2007 through 2010
1= = g o R 2006 through 2010

Net operating losses are being carried forward frdosed years and could be examined by the Internal
Revenue Service when utilized in an open yeareénfature. Additionally, to the extent that a npemmating loss has
been carried back to an otherwise closed year,ethidier year could be subject to examination ag las the loss
year remains open. Refer to Note 23, “Subsequeents” for information regarding an Internal Reverervice
examination.
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The following table sets forth the computation asic and diluted earnings per ordinary share utigetwo-
class method and the if-converted method, respgtias required under FASB ASC 260.

December 31, December 31, December 31,

(U.S. dollars in thousands, except share data) 2010 2009 2008
Basic income (loss) from continuing operations

attributable to ordinary shareholders
Numerator:
Net income (loss) attributable to ordinary

shareholders..........coccevveeeii e, $ 239,089 $ 2,305,341 $ (2,667,316)
Amounts allocable to convertible cumulative

participating preferred shares............c........... (3,446) (33,226) -
Numerator for basic income (loss) from

continuing operations per ordinary shate....... $ 235,643 $ 2272115 § (2,667,316)

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

ordinary Shares .........c.ccccooveeevvcceeeeceeeee 68,383,370 68,383,370 68,383,370
Basic income (loss) from continuing operations
attributable to ordinary shareholdets............. $ 3.45 $ 3323 $ (39.00)

Diluted income (loss) attributable to ordinary
shareholders

Numerator:

Net income (loss) attributable to ordinary
Shareholders............cooviuiuiireeneniseseeene $ 239089 $ 2,305341 $ (2,667,316)

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

ordinary shares ............cccceeeevvvvinveeeniiiieeeee 68,383,370 68,383,370 68,383,370
Effect of dilutive securities*................cceeerveven.. 150,000,000 150,000,000 -
Denominator for dilutive income (loss) per

Ordinary SNare ..........c.ceveeveeveeves e e 218,383,370 218,383,370 68,383,370
Diluted income (loss) from continuing operations

attributable to ordinary shareholders............. $ 1.09 $ 1056 % (39.00)

* In accordance with FASB ASC 260, exercise of opsi and warrants or conversion of convertible sgesiis
not assumed if the result would be anti-dilutivects as when a loss from continuing operationspented, or the
exercise price of the options exceeds the markee psf common stock. The conversion of the Coriblert
Cumulative Participating Preferred Shares has anpial dilutive effect and is included in the 20&a6d 2009
dilutive net income attributable to ordinary shaieler calculations. Due to the net loss incurned2008, the
conversion of the Convertible Cumulative PartidipgtPreferred Shares is not included in the catmna due to
their anti-dilutive effect.
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Quarterly financial data for the year ended Deceriie 2010 was as follows:
Quarter Ended

December 31, September 30, June 30, March 31,
2010 2010 2010 2010

(U.S. dollars in thousands, except share data)
Total FEVENUE ....cveeeveeeiie et eeeeee e $ 138,076 $ 226,500 $ 1,231 $ 231,311
Income (loss) from continuing operations

before income taxes and noncontrolling

INEEIEST .oiieiiiieee e e $ (19,884) $ 80,571 $ 74520 $ 63,395
Income tax benefit (expense)... o -  $ (1,504) $ 3,016 % 35 % 36,394
Net income (loss) attributable to ordrnary

shareholders.. e $ (20,846) $ 82,406 % B29 $ 99,549
Basic income (Ioss) per ordrnary share ............ $ (0.29) % 119 3 112  $ 143
Diluted income (loss) per ordinary share.......... $ (0.11) % 038 % 036 $ 046

Quarterly financial data for the year ended Deceriie 2009 was as follows:

Quarter Ended

December 31, September 30, June 30, March 31,
2009 2009 2009 2009

(U.S. dollars in thousands, except share data)
Total FEVENUE ....cveeeveeeiie ettt $ 436,555 $ 352,875 $ 7815 $ 1,518,609
Income from continuing operations before

income taxes and noncontrolling interest ....... $261,025 $ 203,850 $ 178,434 $ 1,712,265
Income tax benefit (expense).........ccccccceeeeee.. 9 3,470 % (1,050) $ (1,009) $ (50,942)
Net income attributable to ordinary

shareholders.. SEPRRPUPR. 264,994 $ 201,890 $ 176,874  $61,833
Basic income per ordrnary share ................... $ 382 $% 291 % 255 % 23.95
Diluted income per ordinary share...........ccu... $ 122 % 092 $ 081 % 7.61
18. Rating Agency Matters

Our financial strength ratings and the financiaksgth ratings of our subsidiaries were loweredseweral
occasions since 2007. Ratings at such levelspbsdously triggered the vesting of contractualaygare rights in
respect of certain of our reinsurance businessesulted in the increase to a maximum “steppedraf@’ of certain
guarantor fees in respect of the securitizationcstires used to finance the Regulation XXX statut@serve
requirements associated with business ceded by SBRUWach of Orkney Re and Orkney Re II. In lighttoe
foregoing and our pursuit of a run-off strategy éar remaining business, among other factors, weraéned that
we no longer would utilize capital for the paymehtatings fees to maintain the financial strengtial other ratings
for us and our operating subsidiaries at such $evéiccordingly, we notified each of the rating agies in 2009
that we no longer will be compensating the agerfoietheir maintenance of such ratings.

Following this communication, on June 4, 2009, 8&d & 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 andrioi@ strength ratings of SALIC. At the same tingX.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-" sgnsecured
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rating of the Pass-Through Certificates.

On June 12, 2009, A.M. Best Company Inc. (“A.M. Besaffirmed and then withdrew the financial strémg
ratings and issuer credit ratings of SALIC, Scattige Life Corporation and Orkney Re. At the samet A.M.
Best affirmed and then withdrew our issuer crediing and the rating of our Perpetual Preferredé&has well as
our indicative ratings of senior unsecured debhosdinated debt and preferred stock. SRUS’ fingnsirength
rating of “E” (Under Regulatory Supervision) andusr credit rating of “rs” was unchanged.

On June 22, 2009, Fitch Ratings (“Fitch”) downgidbee issuer default rating of SRGL to “CC” from
“CCC"and then withdrew its rating of SRGL. At tlsame time, Fitch affirmed and then withdrew theuies
financial strength rating of SRUS. Fitch also hdthdrawn the insurer financial strength ratingSALIC and the
rating of the Pass-Through Certificates and th@&enl Preferred Shares. As such, Fitch has veétkdrall of our
ratings and no longer will provide analytical coage in respect of us and our affiliates.

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

19. Commitments and Contingencies
Class Action and Shareholder Derivative Lawsuits

On August 2, 2006, a putative class action lawsai filed against SRGL and certain of its curramt géormer
officers and directors in the U.S. District Cowt the Southern District of New York on behalf opatative class
consisting of investors who purchased SRGL'’s pupli@ded securities between December 16, 2005Jahd28,
2006. Between August 7, 2006 and October 3, 208&rsadditional related class action lawsuits Viikrd against
SRGL, certain of its current and former officersl airectors, and certain third parties.

On October 12, 2006, all of the class actions wersolidated, and, on December 4, 2006, a consetiddass
action complaint was filed.

The consolidated complaint, which was brought ohalfeof a putative class consisting of investorsowh
purchased SRGL's securities between February 105 aad July 31, 2006, alleged violations of varisastions of
the Securities Exchange Act of 1934, as amendetyydimg section 10(b), and various rules and sastiof the
Securities Act of 1933, as amended. The complaingist an unspecified amount of damages, as wellres forms
of relief. SRGL and its former officers and dimst named in the complaint reached agreement ntipte with
the plaintiffs on August 1, 2008 to settle the laitus On September 8, 2008, the court entered dergreliminarily
approving the proposed settlement. In connectibh thie settlement, which formally was approvedhwy court on
December 11, 2008, SRGL contributed $31 millionwbich $5.8 million was paid by SRGL on Octobe2008,
and the remaining $25.3 million was paid by SRGhssirance carriers.

Indemnification

In connection with an examination of the statutbmancial statements of certain of our operatingunance
subsidiaries, and, specifically, the purchase atitog entries made in connection with the 2004 &ition 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 theswserthe statutory surplus for SRD was overstaiada
cumulative basis at year-end 2004, 2005, and 2@@4ilting in a restated statutory surplus at year-2006 of
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approximately $285 million, after giving effecttltese corrections.

In addition, management determined that the statworplus for SRUS was understated on a cumuldasis
at year-end 2005 and 2006, resulting in a reststidtory surplus at year-end 2006 of approxima8g4 million,
after giving effect to these corrections.

The restated statutory surplus of each of SRUS SR® met the applicable minimum statutory surplus
requirements at December 31, 2006. None of thesedations impacted our historical consolidatedaficial
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, inoydRD and
SRUS, for the years ended 2003, 2004, and 2005vétidrespect to SRUS but not SRD, the first thyearters of
2006, including that these statements were prepareginformity with applicable statutory accountimgctices and
fairly present, in accordance with such practices i all material respects, the statutory finahcandition of the
relevant insurance subsidiary at the respectivesdatn light of our discovery of the correctioresdribed above,
we notified MassMutual Capital and Cerberus, asiireq by the terms of the Agreement, of the misstent of
reported statutory surplus in SRD at year-end 284l year-end 2005 resulting in a cumulative oveestant for
the two year period at year-end 2005 of approxilma&@0 million on an after-tax basis, and the ustitement of
statutory surplus in SRUS for the year ended Deeer3tk, 2005 of approximately $14.5 million on ateatax
basis. On November 16, 2007, MassMutual Capitel @arberus responded by notifying us of their com¢kat
the corrections described above may constituteche=aof certain of the representations and wagsmiade by us
in the Agreement. Under the Agreement, in the eeéra claim for losses resulting from a diminutionvalue,
such losses would be determined by an independeastment banking firm of national reputation, agreipon by
us and MassMutual Capital and Cerberus, based angels in the valuation of SRGL using the assumgtamd
models used by MassMutual Capital and Cerberuseatitne of their decision to invest in us. Furthere, should
any claim for indemnification be made by MassMutGapital and Cerberus, the Agreement provides ahgt
decision regarding defending or settling such claiith be taken by a committee of independent dwestof our
Board. In their November 16, 2007 correspondeltassMutual Capital and Cerberus requested thatoweene a
committee of independent directors. No actiongiase been taken by us or MassMutual Capital antbeZes in
respect of this claim. At this time, we do not wnehat the amount of any indemnifiable losses wdaddif any, or
what potential defenses or other limitations oremadification may be available to us under thoseuairstances.
The Agreement provides that any indemnificationnelavould be satisfied by adjusting the conversiomoant at
which the Convertible Cumulative Participating Rreéd Shares issued to MassMutual Capital and Qeslare
convertible into our Ordinary Shares. Refer toé\N@8, “Subsequent Events” for information regardinlylerger
Agreement.

Lease Commitments

We lease office space in the countries in which amaduct business under operating leases that eapire
various dates through 2016. Total rent expense rgipect to these operating leases for the yealesdedecember
31, 2010, 2009, and 2008 was approximately $1.Ziomjl $1.4 million, and $2.7 million, respectivelyThe
operating lease for our former Denver office was s& part of the sale of the Acquired Businedddaanover Re in
2009. At December 31, 2010, we held operatingeledsr our offices in Charlotte, North Carolina,itéd States;
Dublin, Ireland; and Hamilton, Bermuda.
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Future minimum lease payments under the leasesxaezted to be:

(U.S. dollars in thousands) Gross Lease Sublease Net Lease
Year ending December 31, Payments Rentals Payments
2011 1,899.2 $ (1,2153) $ 683.9
2012 1,466.8 (735.3) 7315
2013 1,256.0 (585.2) 670.8
2014 1,293.7 (602.8) 690.9
2015 1,332.5 (620.9) 711.6
Thereafter 1,372.5 (639.5) 183
Total future lease commitments ............commno.. & 86207  $  (4399.0) $ 42217

Concentrations of Credit Risk

The creditworthiness of a counterparty is evaludtgdis, taking into account credit ratings assigogdating
agencies and other factors. The credit approvatga® involves an assessment of factors includimgng others,
counterparty, country, and industry credit expodiumits. Collateral may be required, at our disimet on certain
transactions, based on our evaluation of the exedihiness of the counterparty.

The areas where significant concentrations of tmégk may exist include amounts recoverable fremsurers
and reinsurance balances receivable (collectivedinSurance assets”), investments, and cash afdecpsvalent
balances. A credit exposure exists with respectittsurance assets as they may become uncolledfildenanage
our credit risk in our reinsurance relationshipsiaysacting with reinsurers that we consider fomally sound, and
if necessary, we may hold collateral in the fornfurids, trust accounts, and/or irrevocable lettérsredit. This
collateral can be drawn on for amounts that remaipaid beyond specified time periods on an indigideinsurer
basis.

Revenues from transactions with a single exterastiamner did not amount to 10% or more of our reesnu
Indemnification of Our Directors, Officers, Employas, and Agents

We indemnify our directors, officers, employeesd agents against any action, suit, or proceedirgtier
civil, criminal, administrative, or investigativby reason of the fact that they are our directfiicer, employee, or
agent, as provided in our articles of associat®ince this indemnity generally is not subject tmitation with
respect to duration or amount, we do not belieat ithis possible to determine the maximum potéatmount due
under this indemnity in the future. Refer to N&8& “Subsequent Events” for a discussion of a desfiiled by a
former officer and director regarding indemnificeti

20. Statutory Requirements and Dividend Restrictios

Our insurance and reinsurance subsidiaries areduty insurance laws and regulations in the jigigzhs in
which they operate, which include Bermuda, Caynthe,United States, and Ireland. Certain of thegelations
include restrictions that limit the amount of digitls or other distributions, such as loans or eablances,
available to shareholders without prior approvalhs insurance regulatory authorities. The diffiese between
financial statements prepared for insurance reguyjaduthorities and statements prepared in accoedaiith U.S.
GAAP vary by jurisdiction; however, the primary féifence is that financial statements prepareddoresinsurance
regulatory authorities do not reflect DAC, limitettamount of deferred income tax net assets, limitisallow
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certain intangible assets, establish reservemf@sied assets, and calculate benefit reservesibjireed formulaic
process.

Statutory Requirements for Non U.S. Subsidiaries

Our Bermuda insurance companies are required tataiaia minimum capital of $0.25 million. There a@
statutory restrictions on the payment of dividefrdsn retained earnings by any of the Bermuda sudnsés as the
minimum statutory capital and surplus requirememéssatisfied by the share capital and additioa#-m capital
of each of the Bermuda subsidiaries.

Under The Insurance Law of the Cayman Islands, EAmust maintain a minimum net capital worth of %0.2
million. There are no statutory restrictions or thayment of dividends from retained earnings by ahthe
Cayman subsidiaries as the minimum statutory claguit surplus requirements are satisfied by theestepital and
additional paid-in capital of each of the Caymahsidiaries.

SRD is required by the Central Bank of Ireland (t8entral Bank”) to maintain a minimum level of gaip
share capital. The Central Bank has put certadtrictions in place on the ability of SRD to makeidend
payments from profits available for distributiontmin the meaning of the Companies (Amendment) 2883. On
July 15, 2006, Statutory Instrument 380 (“SI 380f)2006 transposed into Irish law European Uniornuri
Directive 2005/68/EC. The Directive establishesegutatory regime for reinsurance organizations dafines
minimum requirements for certain liabilities, asskeacking these liabilities and surplus. At Decengi, 2010 and
2009, SRD had a solvency margin of 191% and 21&%pactively. These percentages are based on lilatde
capital versus the Minimum Guaranteed Fund, whatequired to be held under Schedule 2 of SI 380.

SALIC is a party to a net worth maintenance agregmeéth SRD, pursuant to which SALIC effectively
guarantees SRD'’s regulatory solvency. In the fogrtarter of 2008, Irish Financial Services ReguiaAuthority
(replaced in 2010 by the Central Bank) notified @@mpany that corrective action needed to be takénrespect
to SRD’s solvency calculations primarily as a reséiimarket value degradation in respect of thet@sSRD held to
support business ceded to it from SRUS and othés @fffiliates. In response, the Company effetetdan transfer
of a majority of its business in SRD to SALIC, efige October 1, 2008. SALIC, in return, receivaddified
coinsurance assets with respect to business atsbeidth the ING Companies originally ceded to SRM the
residual interests in reserve credit trust asséts rgspect to business originally ceded from SROSRD. A
significant portion of the business transferrechfrSRD to SALIC was included in the Acquired Busmesld to
Hannover Re. In connection with the closing of ttensactions contemplated by the Purchase Agreewitm
Hannover Re, the remaining business at SRD waptuwea from SRD or transferred to SALIC. Effectietober
1, 2009, SRD entered into a reinsurance agreem#mSRUS pursuant to which SRD has reinsured fré&t'S the
liabilities related to a certain block of reinsucarbusiness previously ceded by SRUS to SRD poithe October
1, 2008 transfer.

Statutory Requirements for U.S. Subsidiaries

Our United States subsidiaries file financial staats prepared in accordance with statutory acamynt
practices prescribed or permitted by the Departnfhe “Delaware basis”). Except as otherwise natedhe
statutory financial statements of SRUS, the Depamtmadheres to National Association of Insurance
Commissioners (the “NAIC”) risk-based capital (‘RBCequirements for life and health insurance conips. As
of December 31, 2010 and 2009, SRUS, SRLC, and éyrige exceeded all minimum RBC requirements on a
Delaware basis. The maximum amount of dividends taam be paid by SRUS, SRLC, and Orkney Re (our
Delaware-domiciled reinsurance companies) withotbrpapproval of the State Insurance Commissioribe (
“Commissioner”) is subject to restrictions relatitg statutory surplus and operating earnings. Tlaimum
dividend payment that may be made without priorrapgl is limited to the greater of the net gainnfroperations
for the preceding year or 10% of statutory surglssof December 31 of the preceding year not exngeetirned
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surplus. The applicable statutory provisions ordynpit an insurer to pay a shareholder dividend framassigned
surplus. SRUS, SRLC, and Orkney Re cannot payleinds in 2011 without prior approval of the Comiwiser.
In connection with SRUS’s receipt of the PermitRadctice and entry into the Amended Order SRUSahased to
limitations on its ability to pay dividends, whidimitations are more restrictive than those gemgradescribed by
the Department.

The following table presents, for each of our Uensurance subsidiaries, the statutory capitalaamglus as
of December 31, 2010 and 2009, and the statutdrgar@ed income (loss) for the years ended DeceB1he2010,
2009, and 2008, as reflected in each company’s mexgint statutory financial statement filings witpplicable
insurance regulators.

Statutory Capital & Surplus Statutory Net Earned Income (Loss)
(U.S. dollars in thousands) 2010 2009 2010 2009 2008
SRUS .o $ 292,318 $ 235,656 $ 49,397 $ 119,134 $ (125,301)
SRLC .o $ 68,483 $ 72,808 $ (7,396) $ (4,102 $ (19,405)
Orkney Re.....cccccccvvvveeiieeccciieeen, $ 874,706 $ 912,852 $ 22,194 $ 14,116 $ (185,630)

The company action level RBC percentage at DecerBtier2010, as filed with insurance regulators on
February 28, 2010, for SRUS, SRLC, and Orkney Re 465.8%, 292.0%, and 2,078.4%, respectively. T2
U.S. statutory filings are subject to audit andysamuently, may be subject to adjustments.

SRUS

The statutory financial statements of SRUS aregmtesl on the basis of accounting practices presatrdy
permitted by the Department.

The Department recognizes only statutory accourpitagtices prescribed or permitted by the Departrfan
determining and reporting the financial conditiondaresults of operations of an insurance company fan
determining its solvency under Delaware Insuraree.L The NAIC’s Accounting Practices and Procediviesual
(“AP&P Manual”) has been adopted as a componeptedcribed accounting practices by the Department.

SRUS historically obtained credit for reinsuranceits statutory financial statements for reinsueaneded to
each of Orkney Re and certain of its non-U.S. iaffild reinsurers (each a “Subject Reinsurer” antlectively,
“Subject Reinsurers”) to the extent of the fair kadrvalue of eligible securities held in the qualify reserve credit
trust account established by each of the respeStingect Reinsurers, for the exclusive benefitRUS, pursuant to
and in accordance with Delaware Insurance Regul&k®03 (Credit for Reinsurance) (each such ekgggcurity
meeting the requirements of subsection 9.1.2 tlieagn“Eligible Security”, and each such trust agao a “Trust
Account”).

In connection with the filing of its statutory fineial statement for the period ended Septembe?2®08, SRUS
requested and received approval for a Permittedtieafrom the Department. Specifically, SRUS haseived
permission to take as a reduction from liabilitg tieinsurance ceded by the Company to each SuRgesurer in
an amount up to, but not greater than, the spesffligations under the reinsurance agreements sutth Subject
Reinsurer that the respective Trust Account waabdished to secure, provided that:

1. The original book value of all Eligible Secie& on deposit in the applicable Trust Account fisbook
value to be determined at the time such securitiese deposited to such Trust Account) is, when
combined with any cash on deposit therein, not thas the specific obligations related to such Trus
Account; and
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2. The current fair market value of cash and Bl@iSecurities held in the applicable Trust Accasmot less
than the specific obligations related to such TAistount calculated using the Commissioners Stahdar
Ordinary mortality basis (2001 CSO); and

3. The appointed actuary opines that sufficieqtegience exists to demonstrate that such 2001 C&@ality
basis provides reasonable margin relative to egpee.

In the event any one or more of the foregoing cim$ (each a “Condition”) is not met, the reductfoom
liability for reinsurance ceded by SRUS to any agtlle Subject Reinsurer will be reduced by an arhequal to
the absolute value of the shortfall resulting frapplication of the specific Condition failing to beet (or if more
than one Condition is not met, application of theafic Condition that results in the greatest Hady.

A reconciliation of net income (loss) and capitatissurplus determined in accordance with the AP&&hival
(the “NAIC basis”) and the amounts determined ioc&idance with the Delaware basis as of and foy¢iaes ended
December 31, 2010 and 2009 follows:

December 31, 2010
Statutory Net Earned Statutory Capital

(U.S. dollars in thousands) Income (Loss) & Surplus
Financial statements - NAIC basis........... $ 9,397 $ 221,876
Permitted increase in reserve credit ......... - 70,442
Financial statements — Delaware basis..... $ 49,397 $ 292,318

December 31, 2009
Statutory Net Earned Statutory Capital

(U.S. dollars in thousands) Income (Loss) & Surplus

Financial statements - NAIC basis........... $ 19,134 $ 83,088
Permitted increase in reserve credit ......... - 152,568
Financial statements — Delaware basis..... $ 119,134 $ 235,656

SRLC

SRLC did not utilize any permitted accounting piees during the years ended December 31, 2010 @G0@l 2
Orkney Re

Orkney Re is a Special Purpose Captive Insuraneep@ay under the laws of the State of Delaware.surunt
to its Certificate of Authority issued by the Defpaent, Orkney Re establishes and maintains itsrvesein

accordance with U.S. GAAP, rather than the stayuteserves determined in accordance with the NAd€ish

A reconciliation of net income (loss) and capitatiasurplus (deficit) determined under the NAIC bammid the
amounts determined under the Delaware basis asdahe years ended December 31, 2010 and 2009%vfllo
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December 31, 2010
Statutory Net Earned  Statutory Capital &

(U.S. dollars in thousands) Income (Loss) Surplus (Deficit)
Financial statements - NAIC basis............ $ (18,094) $ (56,479)
Permitted valuation basis adjustment....... 40,288 931,185
Financial statements — Delaware basis..... $ 22,194 $ 874,706

December 31, 2009
Statutory Net Earned  Statutory Capital &

(U.S. dollars in thousands) Income (Loss) Surplus
Financial statements — NAIC basis .......... $ (43,824) % 21,954
Permitted valuation basis adjustment....... 57,940 890,898
Financial statements — Delaware basis..... $ 14,116 $ 912,852

Orkney Re — Intent and Ability to Hold its Investitse

In the fourth quarter of 2010, Orkney Reraed its intent to hold its investments for a ped time sufficient
to recover the statutory accounting amortized gastes of its investments. This change in intentsed Orkney
Re to record other-than temporary impairments (“GT)Tof approximately $115 million, which represedtthe
difference between the amortized cost values aeddin values of Orkney Re’s investments. Orkneyr&corded
the OTTIs as realized losses in its statutory asting basis financial statements for the nine mentnded
September 30, 2010, but this change in intent heddsulting statutory basis losses did not aflectconsolidated
financial statements or the results of our openatioecause the investments were classified asfdretcading and
were already carried at fair value in our consdéddinancial statements.

21. Related Party Transactions

In connection with the 2007 New Capital Transactm May 7, 2007, MassMutual Capital and Cerbenid h
in the aggregate approximately 68.7% of our equdiing power at December 31, 2010, along with tigatrto
designate two-thirds of the members of our Boardefer to Note 23, “Subsequent Events” for informati
regarding a Merger Agreement.

We incurred $38,238 for legal fees and consulteesfassociated with Cerberus for the year endedrihser
31, 2009. We did not incur any such fees assatiatd Cerberus in 2010.

For the years ended December 31, 2010, 2009, add, 28 had premiums earned of $15.7 million, $15.1
million, and $118.1 million, respectively, assoeiitwith MassMutual Capital. As of December 31,204&e had a
net receivable from MassMutual Capital of $3.3 imil (as compared to a net payable of $9.6 millisno&
December, 31 2009).

We incurred $17,000, $15,000, and $244,000 for 8dees payable to Babson Capital Management LLC, a
subsidiary of MassMutual Capital, for the yearsexh®ecember 31, 2010, 2009, and 2008, respectively.

We also incurred $2.5 million and $0.4 million fmvestment management fees payable to Babson Capita
Management LLC for the years ended December 310 20@ 2009, respectively. Babson Capital Managémen
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LLC was appointed in the fourth quarter of 2009irasgestment manager for all our invested assetsudixg
investments held in securitization structures amthin company-directed investments

For as long as the Cypress Entities in the aggeelganeficially own at least 2.5% of our outstandwaging
shares on a fully-diluted basis, they will be detitto designate at least one individual for etetto the Board. The
Cypress Entities owned collectively 4.3% of ourstammding voting shares on a fully-diluted basisaBecember
31, 2010 and 2009, and have a representative dacthe.

Included in Other Investments in the ConsolidatethBce Sheets at December 31, 2009 were $3.7 mifio
investment in Cypress Sharpridge Investments, imcich is an affiliate of the Cypress Entities. ribig 2010, we
sold all of these investments and no longer holg Emestments in Cypress Sharpridge Investments, an
December 31, 2010. During the years ended Decefhe2010, 2009, and 2008, we received $0.4 mjll&h7
million, and $0.4 million in dividend income, regpieely, from our investment in Cypress Sharpridigeestments,
Inc. Furthermore, included in Fixed-Maturity Intleents at December 31, 2010 and 2009 were $2.6omiéind
$8.8 million, respectively, of bonds issued by MAstual or affiliates of MassMutual. We received Bnillion in
interest income in each of the years ended DeceB1he2010, 2009, and 2008, respectively, on thelbissued by
MassMutual and its affiliates.

As disclosed in Note 9, “Collateral Finance Faigitand Securitization StructurBelated Party Acquisition of
Orkney Notes Cerberus acquired from one or more unaffiliatbold parties $700 million in aggregate principal
amount of the Orkney Notes in 2009, and such ansoar still held at December 31, 2010. Orkneyid paterest
amounts of $6.2 million and $4.4 million on the @ely Notes that are owned by Cerberus for the yeaded
December 31, 2010 and 2009, respectively. Reféddie 23, “Subsequent Events” for information reliyag an
Orkney | Unwind Transaction.

22. Discontinued Operations

Disposal of Wealth Management Business

On July 11, 2008, the sale of the Wealth Managerbasiness closed with respect to Scottish Annuitlit
Insurance Company (Bermuda) Ltd. and Scottish AgntuiLife International Insurance Company (Bermudé].,
and on August 5, 2008, the transaction closed vefipect to The Scottish Annuity Company (Cayman) L¥We
generated proceeds of $9.3 million and recognizeet foss of $4.9 million on this sale.

Disposal of Life Reinsurance International Segment

On July 18, 2008, Pacific Life Insurance Compangataeded the purchase of Scottish Re Holdings Lithi#ed
the U.K. portion of the Life Reinsurance InternaibSegment for $67.1 million after purchase padgistments of
$4.1 million. The purchase of the Asia portiontio¢ Life Reinsurance International Segment was detep on
August 20, 2008, for an additional payment by Radiffe Insurance Company of $0.5 million. We reded an
aggregate loss of $31 million on these transactionthe year ended December 31, 2008. Pre-sadelLife
Reinsurance International Segment incurred a lass Dperations of approximately $7 million. Additally, in
March 2009, the Singapore branch was closed, aridrid@lion of capital was returned to SALIC.

The discontinued operations affected the 2008 dmtaged financial statements. There were no discaad
operations in 2010 and 2009.
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The subsequent events disclosed in these notes wohsolidated financial statements have beemnatea by
Company management up to and including the filihthe financial statements on April 15, 2011.

Permitted Practice and Amended Order of Supervision

In recognition of SRUS’ demonstrated financial impgment since consenting to the Amended Order @920
by letters dated March 1, 2011 and April 1, 201RUS requested that the Department rescind the Aete@ader
and, in connection therewith, notified the Deparinaf SRUS’ intention to discontinue utilization tbfe Permitted
Practice, effective with a rescission of the Amehderder. Without utilization of the Permitted Piee at
December 31, 2010, SRUS’ statutory capital andlsarnwould have been $222 million (compared to $@8iHion
with the Permitted Practice) and its company adéwel RBC would have been 353% (compared to 4669 thve
Permitted Practice).

As of April 15, 2011, the Department has not cortgadts review of SRUS’ requests.
Merger Agreement

On April 15, 2011, we entered into an agreement@ad of merger (the “Merger Agreement”) with atftes
of our controlling shareholders, Cerberus and Magsiil Capital (together, the "Investors"), pursuantvhich an
affiliate of the Investors will be merged into SR@hd SRGL will continue as the surviving entityndgr the plan
of merger, all Ordinary Shares (other than Ordindhares held by shareholders that properly exeeggeaisal
rights under the laws of the Cayman Islands andn@rg Shares held by the Investors or affiliateshef Investors)
will be converted into the right to receive $0.38 phare, which represents a premium of $0.14{c9%) over the
average trading price of the Ordinary Shares dverpiast three months (collectively, the “MergerThe Merger
consideration to the Ordinary Shares, which is etgibto be approximately $21 million in aggregatd] be
funded solely by the Investors. Following the efifeeness of the Merger, all of the outstandingi@ady Shares of
SRGL will be owned by affiliates of the Investor§he Convertible Cumulative Participating PreferBthres and
the Perpetual Preferred Shares will be unaffectethb Merger and remain outstanding. Under thmgeof the
Registration Rights and Shareholders Agreemengdddiay 2007 among the Company, MassMutual Capital,
Cerberus and certain other shareholders (the “8bklters Agreement”), any agreement for the Compganperge
with the Investors or an affiliate of the Investogguires the prior approval of a majority of disirested directors of
our Board. To this end, a special committee ofBlard, comprised of disinterested directors, wasomted to
consider, and determine whether to recommend tdulh&oard that the Company should engage in, Ntezger
Agreement. In its evaluation and approval of ther§ér and related agreements, the special comndtigaged
separate legal counsel and a separate financiedadv

Completion of the Merger is subject to a numbercofditions, including (a) approval by shareholdefs
SRGL, including a majority of the Ordinary Shareddhby non-affiliates attending and voting at tthergholders
meeting (whether in person or by proxy) and (b)eigc of required governmental consents and appsoval
Consummation of the Orkney | Unwind Transactioncdbgd below is not a condition to the completidntiee
Merger. One of the conditions to SRGL'’s obligattorcomplete the Merger is the release by the hoveof their
indemnification claim against SRGL arising fromegiéd breaches of representations and warranties bya8RGL
in the Securities Purchase Agreement dated as wkmber 26, 2006. Refer to Note 19, “Commitmentd an
Contingenciesndemnificatiori.

The Merger Agreement permits SRGL to solicit, reegievaluate and enter into negotiations with resspe
alternative proposals for a 45 day “go-shop” permgjinning April 15, 2011. The special committedth the
assistance of its independent advisors, will solttiernative proposals for the acquisition of edinary Shares
during this period. The Merger Agreement also f@tes the Investors with a customary right to matcuperior
proposal. There can be no assurance, howevethibgirocess will result in a superior proposal.
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SRGL will be preparing and sending to shareholdarsconnection with the shareholders meeting an
information statement containing more detailed rimfation regarding the Merger. Assuming satisfactd the
conditions to closing, the Merger is expected tselin the second quarter of 2011. No assuramcebe given that
the conditions to closing will be satisfied and Merger consummated.

Orkney | Unwind Transaction

On April 15, 2011, we entered into agreements twind the Orkney | transaction and to recapture from
Orkney Re and immediately cede to Hannover Lifetlie defined block of level premium term life insuca
policies issued by direct ceding companies betwksmuary 1, 2000 and December 31, 2003 (such defilusdt,
the “Orkney Block”, and such transactions, as frttiscussed below, the “Orkney | Unwind Transac)io The
Orkney | Unwind Transaction will be accomplishedbart pursuant to the Settlement and Release Agregmiated
as of April 15, 2011, by and among Orkney Re, OBRUS, SRGL, MBIA, and the investment manager fer th
Orkney | transaction (the “Settlement AgreementQontemporaneous with the transactions contemplayethe
Settlement Agreement, SRUS will recapture the OykBéock from Orkney Re (the “Orkney Recapture”) and
immediately will cede the Orkney Block to Hannougfe Re pursuant to a coinsurance reinsurance agsg
effective January 1, 2011 (the “New ReinsuranceeAgrent”).

On the date of closing of these transactions, SRI8Id effect the Orkney Recapture and receive itecap
consideration from Orkney Re, which recapture atersition will be used in part to fund the cedinghatission of
$565 million due from SRUS to Hannover Life Re unttee New Reinsurance Agreement. Any assets tfierea
remaining in the accounts at Orkney Re will beasésl to OHL. Such remaining assets will be use®@Hj. to
purchase all of the outstanding Orkney Notes punst@a privately negotiated purchase agreements ‘“(itote
Purchase Agreements”) for an aggregate amount 80 $Billion, which represents a discount to the aggte
principal amount of $850 million of the Orkney Nsteutstanding. Once repurchased, the Orkney Nutebe
cancelled, and OHL will pay a dividend of any reniag assets to its parent, SRUS.

Approximately $700 million of the aggregate priradipamount of the Orkney Notes to be purchased ety
affiliates of Cerberus, one of our controlling sdtaslders. As discussed in Note 9, “Collateral RomaFacilities
and Securitization Structuréelated Party Acquisition of Orkney Ndte£erberus previously informed the
Company that Cerberus had acquired the Orkney Niotebe secondary market during 2009. None of the
Company, SRUS, OHL, Orkney Re, or any of our othéssidiaries was a party to this purchase. Urttetdrms
of the Shareholders Agreement, the Company's ewecat the Note Purchase Agreement with Cerbergsires
the prior approval of the independent directorsoof Board. To this end, a special committee of Board,
comprised of disinterested directors, was appoitdarbnsider, and determine whether the Companyldhengage
in, the Orkney | Unwind Transaction. In its evdloa and approval of the Orkney | Unwind Transactend
related agreements, including the Note Purchaseégkgent with Cerberus, the special committee engsgpedrate
legal counsel and a separate financial advisor.

The closing of the Orkney | Unwind Transaction, @rhis expected to occur in the second quarter &fi23
subject to a number of closing conditions, inclggihe receipt of required regulatory approvals.n&mnmation of
the Merger described above is not one of the ofpsonditions. No assurances can be given thatdhditions to
closing will be satisfied and the Orkney | Unwinthfisaction consummated.

In the event the Orkney | Unwind Transaction isstonmated, SRGL'’s consolidated assets as of Decediber
2010 would decrease by approximately $1,014 millitmconsolidated liabilities would decrease bpragimately
$865 million, and SRGL would record a consolidatetl loss of approximately $149 million in the peério which
the transaction closes.

The Orkney | Unwind Transaction is consistent wvathr runoff strategy of reducing our reinsurancegations
and simplifying the operations of the Company. Ttansaction also strengthens SRUS’ statutory ahpibd
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surplus and further positions it for removal of thmended Order. The Orkney | Unwind Transactioexpected to
positively impact SRUS’ statutory capital and sugpfor the year ended December 31, 2011.

French vs. Scottish Re

On December 1, 2010, Michael C. French, a forméceafand director of the Company, filed a civilMsuit
against the Company, SRUS, and SRLC in the Distiotrt for Dallas County, Texas. The lawsuit bsing
claim for breach of contract based on Mr. Frenaléged right to indemnification for defense cdstsis
incurring in connection with a Securities and Exayg Commission enforcement action brought againsimNew
York federal court. On January 3, 2011, we remabedcase to the U.S. District Court for the NonthBistrict of
Texas. On January 10, 2011, we moved to dismigsattion for lack of personal jurisdiction as td @fl the
Company, SRUS and SRLC and for failure to statdaamcagainst SRUS and SRLC. In the alternative, we
requested that the case be transferred to theDik8ict Court for the Southern District of New Yor Our motion
is fully briefed and is still pending before theuco We believe Mr. French's claim to be withoutrinand are
vigorously defending our interest in the action.

Internal Revenue Service Examination

On March 30, 2011, SRUS was notified that the hdkrRevenue Service will perform a limited scope
examination of our consolidated U.S. life insurateereturns for 2004, 2007, 2008, and 2009.

Non-declaration of Dividends on Perpetual Preferr&hares
In accordance with the terms of the Perpetual edeShares Certificate of Designations, the Bexercised
its discretion and determined not to declare anddigidends on the Perpetual Preferred Shares erApril 15,

2011 dividend payment date, even though the firrdriiests were met in the fourth quarter of 201@¢olare and
pay such dividend.

Orkney Re I
On the scheduled interest payment date of Febriar2011, Orkney Re Il was unable to make schedule
interest payments on the Series A-1 Notes. AsaltteAssured made guarantee payments on the SefieNotes
in the amount of $0.7 million.
Deferral of Interest Payments on the Capital andust Preferred Securities
Subsequent to December 31, 2010, we have accrukdlieferred payment of an additional $1.7 million of

interest on our floating rate capital securitied &mst preferred securities. As of April 15, 20%& have accrued
and deferred payment on a total of $13.1 milliornedrest.
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