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Report of Independent Auditors

The Board of Directors and Shareholders of ScottisRe Group Limited

We have audited the accompanying consolidated balsineets of Scottish Re Group Limited (the “Comgpaand
subsidiaries as of December 31, 2011 and 2010thencklated consolidated statements of operatgi@seholders’
(deficit) equity, and cash flows for each of theethyears in the period ended December 31, 20h&seTfinancial
statements are the responsibility of the Compameasmagement. Our responsibility is to express ania@p on
these financial statements based on our audits.

We conducted our audits in accordance with audistamdards generally accepted in the United Staldsose
standards require that we plan and perform thetdadbbtain reasonable assurance about whethefirthecial
statements are free of material misstatement. \&te wot engaged to perform an audit of the Compantérnal
control over financial reporting. Our audits inbdd consideration of internal control over finahc&porting as a
basis for designing audit procedures that are gpate in the circumstances, but not for the puepafsexpressing
an opinion on the effectiveness of the Companyésmal control over financial reporting. Accordipgwe express
no such opinion. An audit also includes examinomga test basis, evidence supporting the amouatslizclosures
in the financial statements, assessing the acemyptinciples used and significant estimates madm#nagement,
and evaluating the overall financial statementgmégtion. We believe that our audits provide aoeable basis for
our opinion.

In our opinion, the financial statements referrecabove present fairly, in all material respedtg, tonsolidated
financial position of Scottish Re Group Limited asdbsidiaries at December 31, 2011 and 2010, aed th
consolidated results of their operations and thash flows for the each of the three years in theod ended
December 31, 2011, in conformity with U.S. gengraltcepted accounting principles.

/sl Ernst & Young LLP

Charlotte, North Carolina
March 29, 2012



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

December 31, December 31,

2011 2010

Assets
Fixed-maturity investments held as trading sea@sijtat fair value .............cccccccoiiiicnenins $ 1,967,689 $ 3,111,724
Preferred stock held as trading securities, atviaie ...............c.c.eueeiiiiiiiiiii s 58,529 67,897
Cash and cash equUIVAIENTS ...........oi it 282,028 417,722
(@1 LT R 0\ VZ=TS) d =T | £ PR 847 16,459
Funds WIithNEIA At INTEIESE......uueeiii e e e e e e e e e e e eeaneees 549,333 584,617

TOtAI INVESIMENTS. ...ttt et et et ettt e et et et e e et e e eneeneeneee e 2,872,456 4,198,419
ACCTUEH INTEIESt TECRIVABIE. .....ev ettt ettt ettt e e eeeee e 16,757 22,286
Reinsurance balances and risk fees receivable..............cccoovvvviiiiiiie e, 120,976 11315
Deferred aCqUISItION COSES ....uuuuiiiiiiiiiierreeneeieretieeee e e e e e s s e s s ss st rrreeeeaeeeeeeesessnnnnnnnnnns 173,254 269,352
AMOUNt reCOVErable frOM FEINSUIEIS ... ... .. vertiteeieeeeeeeeeeeeeereriraa e e e aeeeeeeeseseeeesrrarana, 749,034 564,869
Present value of iIN-fOrCe DUSINESS ........cceeeeeeiiiei e 27,027 31,941
ONBE BSSEES. ..ttt ettt e et eeaem e e et e et e e et e et e et e et e e et e et e et e e e e et e et e e eneeeneeens 8,771 22,988

TOLAI SSELS ..vuvuveveeeesteeee e eemememe bbbt st e ettt $ 3968275 _$ 5,241,170
Liabilities
Reserves for future policy benefitS.......ccccccee e $ 1,354,140 $ 1,4P4
Interest-sensitive CONtract lAbIlItIES ... .ceieeiereiiiiieeeeee e 1,301,511 1,415,580
Collateral fINANCE FACHIIES. ..........eveeeeeeeeee et eee et eeee e et e et e e e et e et e e e e et e e eeee e e e eeenes 450,000 1,300,000
Accounts payable and other liabilities .........cooo s 64,426 54,827
Embedded derivative liabilities, at fair VAIUE . ....eiiiiiiiiieeieecceeeeeeeeeeee e 33,758 32,545
Reinsurance balances payable ... 93,244 91,634
Deferred tax ability..........oooi e 2833 44,189
Long-term debt, @t PAr VAIUE................oecmemeereeeeirereete sttt ste s ebe e enas 129,500 129,500

0] r= U [ F= Lo 1111 =T UPPTTR 3,471,802 4,545,869

Mezzanine Equity
Convertible cumulative participating preferred stsapar value $0.01; 1,000,000 shares
issued and outstanding with $600.0 million inisédted value (liquidation preference:
2011 - $802.8 million; 2010 - $759.3 MIllION) cearmivviiiiiiiieiiiie et 555,857 555,857

Shareholders’ (Deficit) Equity
Ordinary shares, par value $0.01:

Issued and outstanding - 68,383,370 shares in @AAP010............cccccvvviiiiiiiiieeeeeeeenn. 684 684
Non-cumulative perpetual preferred shares, parev@@iO1;

Issued: 5,000,000 shares (outstanding: 4,806 0@@S) ...........ccccvvereeiiriiiiieeeiiieeee e, 120,152 120,152
Additional paid-in capital 1,218,190 1,217,894
[T ez 1 (=10 [0 (<] {11 | SRR (1,407,269) (1,208,286)

Total Scottish Re Group Limited shareholders’ ([@&flequity............ccoovveiiiiiiiireeiimeen (68,243) 130,444
NONCONIOIING INEEIEST ...ttt ettt et et e et e teeae e eaeeaeeaeans 8,859 9,000

Total shareholders’ (AefiCit) EQUILY..........oeeriveeieeeeeee et eeee et en e (59,384) 139,444

Total liabilities, mezzanine equity, and sharehmt@eficit) equity ..........ccoveveveevrenenns $ 3,968,275 $ 5,241,170
Y Includes total investments of consolidated vagabterest entities (“VIES").....c..ccccvvvm. $ 282,429 $ 1,108,193
Z Includes accrued interest receivable of CONSEHAMIES .............cccccveveeeevereeereeeieneneennns 455 1,040
3 Reflects collateral finance facilities of cONS@Ed VIES ..............ccooveveveeeeeeees e 450,000 1,300,000

See Accompanying Notes to Consolidated FinancetkeStents



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

Year Ended
December 31, December 31, December 31,
2011 2010 2009

Revenues
Premiums earned, Net..........ccccceveviivireccensieeesinenn, 302,920 421,134 % 450,80
Fees and other inCoOMe .........ccccceeeeiiieeeceecee e, 4,381 5,453 6,996
Investment iNCOME, Net.........occvvveiiiiiceeen e, 136,223 170,454 176,923
Net realized and unrealized (losses) gains........... (4,413) 24162 242,990
Gain on de-consolidation of collateral finance

FACHIILY ©oveveeiiiiee e - - 1,150,114
Gain on consolidation of funding agreements ....... - - 253,824
Change in value of long-term debt, at fair value.... - (286) (22,125)
Gain on extinguishment of debt.. . 260,000 - 53,545
Change in value of embedded denvauve assets and

HADIlItIES ..o, (1,213) 3,187 311,787

Total rEVENUES.......eeviiiiiiiiiiiie e 697,898 827,228 2,625,854
Benefits and expenses
Claims, policy benefits, and changes in policyholde

FESEIVES, NEL ..ottt e e e e e e 314,754 394,618 (22,926)
Interest credited to interest-sensitive contract

HADIlITIES ...vvvveeeee i 46,911 52,346 59,959
Amortization of deferred acquisition costs and othe

insurance expenses, Net.........ccccevvvieeeeeeeneeeeeenn. 462,242 88,660 331782
Operating EXPENSES .....ccvuiiiiiiaeaaiei e 44,388 54,581 53,781
Collateral finance facilities expense .......cccccce....... 25,303 3,361 39,410
INtErESt EXPENSE ..o.vveveeeeeeeeeeeeeeemeeee e eee e eaeenas 6,041 5,360 6,274

Total benefits and eXpenses ...............mmveene.. 899,639 628,626 270,280
(Loss) income before income taxes.........ccccceee.... (201,741) 198,602 B34
Income tax benefit (EXPense)..........c.cceeceeeeveennne. 2,617 37,941 (49,531)
Net (10SS) INCOME.......cooiiiiiiie e, (199,124) 236,543 BRA3
Gain on redemption of non-cumulative perpetual

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

INEEIESE....oevveeeeeeeeeee et neneeis 141 (1,332) (702)
Net (loss) income attributable to Scottish Re

Group LIMItEd ..o, $  (198,983) $ 239,089 $ 2,305,341

See Accompanying Notes to Consolidated FinancatkStents



SCOTTISH RE GROUP LIMITED

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' (DEFICIT) EQUITY

(Expressed in Thousands of United States Dollars)

Year Ended
December 31, December 31, December 31,
2011 2010 2009

Share capital:
Ordinary shares:

Beginning of Period ..........coiiiiiiii e $ 684 $ 684 $ 684

Merger aCtiVity, NET..... ... - - -

ENd Of PEIOT ...ttt e e 684 684 684
Non-cumulative perpetual preferred shares:

Beginning of Period .............uuiiiiiii e 120,152 125,000 125,000

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

ENd Of PEIOM ...ttt ettt e et 120,152 120,152 125,000
Additional paid-in capital:

Beginning of Period ... 1,217,894 1,217,535 1,216,878

OPLON EXPENSE ....veveeeeeieee et et cemmemse e teeteeae e s eeteeteeteereeseeeaesteaaeeseanns 296 359 657

ENd Of PEIIOM ...ttt 1,218,190 1,217,894 1,217,535
Retained deficit:

Beginning of Period .............uuiiiiiii e (1,208,286) (1,447,375) 762,716)

Net (loss) income attributable to Scottish Re Grhimpited.......................... (198,983) 239,089 2,305,341

ENG OF PEIOT ... eerene e (1,407,269) (1,208,286) (1,447,375)
Total Scottish Re Group Limited shareholders’ (deftit) equity .................... $ (68,243) $ 130,444 $  (104,156)
Noncontrolling interest:

Beginning of PEHOA .......uviiiiiiiiiie e 9,000 7,668 6,966

NEt (I0SS) INCOME ...t ettt (141) 1,332 702

ENd Of PEIHOM ...ttt ettt e e 8,859 9,000 7,668
Total shareholders’ (defiCit) EQUILY...........oeevevereeeeeeeeeeeeee s $ (59,384) $ 139444 $ (96,488)

See Accompanying Notes to Consolidated FinancetkeStents



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

Year Ended
December 31, December 31, December 31,
2011 2010 2009
Operating activities
NEL (I0SS) INCOIME ..eeieiiiiiiiitie et eemmm et e e e et e e e e e e sttt e e e e e s s staneaeeessmeeessbaeeeeeesennnsseees $ (199,124) $ 236,543 $ 2,388,0
Adjustments to reconcile net (loss) income to resthc(used in) provided by operating
activities:
Net realized and unrealized 10SSES (GAINS) .....cuuiiiiiiuiiiiiieiiiiie e 4,413 (242,246) (242,990)
Gain on de-consolidation of collateral finance liici - - (1,150,114)
Change in value of long-term debt, at fair Valu@...........coevveiiiiiiiiiiie e - 15,246 22,125
Gain on consolidation of funding agreemMeNntS .........c...eeviiiiiiiiiiiiee e - - (253,824)
Gain on extinguishment of debt ...........cocccmiinii, - - (53,545)
Change in value of embedded derivative assetsiaitties 1,213 (3,187) (311,787)
Amortization of deferred acquISItiON COSES......ueuviiiiiiiiiiiiiiiie e 12,349 31,141 79,848
Amortization of present value of in-force business............cccccceveevviinnenn. 4914 6,375 1,789
Write-off of fixed assets associated with the sdlthe Acquired Business...... - - 6,021
Amortization of deferred finance facility COStS............covveiiiiiiiiiii e, 10,696 5,081 2,646
Depreciation Of fiXed @SSELS .........oiuiiieecee e 217 415 1,126
(0] 01 [0 =Y 0 1= 1 TSR PPR 296 359 657
Adjustments attributed to the Orkney | Unwind Tractson:
Gain on extinguishment of OrkNEY NOLES ... e eeererrereeeeiiiiiiireeeessreireeesseaaneeeeeeesaneees (260,000) - -
Release of deferred aCqUISItION COSES .. rrereeeiriiiiiiireeiiiiiiiieeeessiramnr e e s esenieeeeeessnnees 83,204 - -
Net increase in receivables and amounts recovefi@mereinSurers ...........cccvveveeeeeens s (252,388) - -
Changes in assets and liabilities:
Funds Withheld @t INTEreSt............ii i 35,284 23,883 D248
Accrued interest receivable .............. 5,529 2,136 4,665
Reinsurance balances receivable .... . 10,339 26,812 44592
Deferred aCqUISItION COSLS ........cciiiieeeeereee e e e et e e e e e et e e e e e s e e e e e e e e e e e e nsmmr e e e e enens 545 (3,671) (1,906)
(01T o = £ PP OPPPPPPRIN 7,139 60,651 246,554)
Reserves for future policy benefits, net of ameuecoverable from reinsurers. (55,231) (47,745) 0@7,667)
Interest-sensitive contract HADIlIIES ...cceevveeeeeiiiiiiiiiee e (5,760) (2,092) (13,813)
Accounts payable and other liabilities, incluglafeferred tax liabilities.............c..ccoeeeevviennn. 10,633 (14,403) 42,272
Reinsurance balances payable ............o oo e 1,611 (17,935) (129,994)
Net cash (used in) provided by operating aCtiVILIES ...........ccceovrveeeeeeeeeeeeeeeseeeeessee s (584,121) 77,363 (650,142)
Investing activities
Purchase of fixed-maturity INVESIMENLS ......oummmeeeereeeriiiiiireeeesiiiiiereeeessirersssaeereeeessssneeees (305,334) (849,344) 7&P10)
Proceeds from sales and maturities of fixed-matimiestments.... 1,442,124 886,205 1,202,
Purchases of preferred StOCK............oiiceeieeeee i - (1,865) (80)
Proceeds from sales and maturities of preferrezksta........ 8,239 15,823 12,438
Purchase of and proceeds from other investmerits,.ne 1,581 1,353 299
Proceeds from sales of fiXed aSSetS, NEL..cueriiiiiiiiiiiiic e 153 - 64
Net cash provided by iNVESHING ACHVILIES .......cveveeveeeeieieeeeeeeee et eve s 1,146,763 52,172 336,013
Financing activities
Redemption of collateral finance faCIlitieS e .voocvvveeeiiiiiii e, (590,000) - -
Withdrawals from interest-sensitive contract lidlgk........... (108,336) (100,868) 73,845)
Extinguishment of debt ...........coooiiiiicecce e, - - (46,614)
Redemption on non-cumulative perpetual preferredesh - (970) -
Deemed capitalization of Merger Sub by Investorsrpo Merger 17,647 - -
Payment of Merger consideration by Investors on befidlerger Sub.............c..cccvevevermeeene. (17,647) - -
Net cash (used in) fiNANCING ACHVITIES. ..........coivieieieieieceeeceeee s, (698,336) (101,838) (120,459)
Net change in cash and cash eqUIVAIENES ... eeeiiieiie i (135,694) 27,697 (434,588)
Cash and cash equivalents, beginning of PEHOU............ccooviiiveeieeeee e 417,722 390,025 824,613
Cash and cash equUIValENts, €N OF PEIHOH . cceewewmevveveereeeeeeeeeeeeeeeeee e s e, 282,028 $ 417,722 $ 390,025
INEEIESE PAIT ...t eememe e e e et ee e e e e e en e ese s e en s e e en e eneneseeen - 5 4,349 $ 1,761
Taxes Paid (FfUNE) ................rvriemeemmseseeieiseiese s 142 $  (12,716) $ (3,397

See Accompanying Notes to Consolidated FinancateStents



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2011
1. Organization and Business
Organization

Scottish Re Group Limited (“SRGL” and, together lwiBRGL's consolidated subsidiaries and VIEs, as
applicable, the “Company”, “we”, “our”, and “us”$ ia holding company incorporated under the lawtk®Cayman
Islands, and our principal executive office is lechin Bermuda. Through our operating subsidiaries are
principally engaged in the reinsurance of life irsce, annuities, and annuity-type products. ABetember 31,
2011, we have principal operating companies, hgldiompanies, financing companies, and collatersrite

facilities in Bermuda, the Cayman Islands, Ireldnakembourg, and the United States, as follows:

Bermuda
Scottish 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")

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

Scottish Holdings (Luxembourg) S.a.r.l. (“SHL")

United States

Scottish Holdings, Inc. (“SHI")
Scottish Re (U.S.), Inc. (“SRUS")
Scaottish Re Life Corporation (“SRLC")

On August 24, 2011, the Merger (as defined in Nbie “Mezzanine Equity — Convertible Cumulative
Participating Preferred Sharederger Agreemeit was completed. The Merger has been treategdgposes of
these consolidated financial statements as a lassinembination. Refer to Note 11, “Mezzanine Bquit
Convertible Cumulative Participating Preferred $saMerger Agreemeitfor information regarding the Merger.

Run-Off Strategy

In 2008, we ceased writing new business and ndtifier existing clients that we would not be aceeptiny
new reinsurance risks under existing reinsuraneatigs, thereby placing our remaining treaties ioo-off. We
expect to continue to pursue a run-off strategy tfeg remaining business, whereby we continue teivec
premiums, pay claims, and perform key activitiedamour remaining reinsurance treaties.

While pursuing our run-off strategy, the Camp has purchased from time-to-time and, if opputies arise,
may in the future continue to purchase, in privatedgotiated transactions, open market purchasds; means of
general solicitations, tender offers, or otherwiad, outstanding securities and other liabilitidgly such purchases
will depend on a variety of factors including, gt limited to, available corporate liquidity, ctdirequirements,
and indicative pricing levels. The amounts invalye any such transactions, individually or in #ggregate, may
be material. For further discussion on our outdita; securities, refer to Note 10, “Debt Obligaoand Other
Funding Arrangements”, and to Note 12, “Sharehald@eficit) Equity”. Refer to Note 18, “Subsequdfvents —
Perpetual Preferred Sharédor information regarding a recently-completedsicaender offer for the Perpetual
Preferred Shares (as defined in Note 12, “SharenslidDeficit) Equity- Perpetual Preferred Sharg§s Further,
the Company is actively evaluating strategic alékes to increase shareholder value, includingsictamation of
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2011
1. Organization and Business (continued)

transactions for the sale or disposition of ourifesses or assets, which transactions, individuatlyin the
aggregate, may be material. Refer to Note 9, ‘@ethl Finance Facilities and Securitization Strres -Orkney |
Unwind Transactioty for information regarding the Orkney | Unwind dfrsaction (as defined therein) that we
consummated on May 27, 2011.

Regulatory Considerations

We had been operating since 2009 under certainlategu constraints with respect to SRUS, our priynar
United States (“U.S.”) reinsurance subsidiary.cdmnection with the receipt by SRUS in late 2008mfroval for a
permitted statutory accounting practice (the “P#adiPractice”), SRUS consented to the issuandbdpelaware
Department of Insurance (the “Department”) on Janig 2009 of an Order of Supervision for SRUS, athi
subsequently was amended and replaced with an dedesind Amended Order of Supervision, dated Aprd(®9
(the “Amended Order”).

By its terms, the Amended Order was to remain iac@luntil such time as SRUS could make certain
enumerated showings to the Department related in&ncial strength and results of operations.aByrder dated
June 23, 2011, the Department determined thatugersision of SRUS no longer was required and fdgma
released SRUS from the Amended Order, effective ediately. Concurrent with the release of the Anezhd
Order, SRUS ceased utilizing the Permitted Practice

Business

We have written reinsurance business that is whotlyartially retained in one or more of our reirzce
subsidiaries and have classified the reinsurandeaditional Solutions or as Financial Solutions detailed below.

Traditional SolutionsWe reinsure the mortality risk on life insurammicies written by primary insurers. The
business often is referred to as traditional lilginsurance. We wrote our Traditional Solutions bess
predominantly on an automatic basis, meaning thatawtomatically reinsured all policies written byceding
company that met the underwriting criteria spedifie the treaty with the ceding company.

Financial Solutions Our Financial Solutions business includes cotgramder which we assumed the
investment and persistency risks of existing, abl as newly-written, blocks of business. The pradueinsured
include annuities and annuity-type products, cadberlife insurance, and, to a lesser extent, digaproducts that
are in a pay-out phase.

The following table summarizes the net premiumsie@duby product category for the years ended Decembe
31, 2011, 2010 and 2009.

Traditional Financial
(U.S. dollars in millions) Solutions Solutions Total
Year Ended December 31, 2011 .....ccoooe e $ 2987 % 4.2 $ 302.9
Year Ended December 31, 2010 ......cccoo.. s coeeneennn. $ 4159 % 5.2 $ 421.1
Year Ended December 31, 2009 ..............commmnenreeeens $ 4450 $ 6.8 $ 451.8

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



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2011
1. Organization and Business (continued)

Traditional Solutions products that we reinsurdude yearly renewable term, term with multi-yeaamgntees,
ordinary life, universal life, and variable lifézinancial Solutions products that we reinsure ideltixed deferred
annuities and variable annuities. For these prisgdue wrote reinsurance generally in the formedny renewable
term, coinsurance, or modified coinsurance. Unaerly renewable term, we share only in the maytalsk for
which we receive a premium. In a coinsurance odifiem coinsurance arrangement, we generally share
proportionately in all material risks inherent hretunderlying policies, including mortality, lapsesd investment
experience. Under such agreements, we agree émimély the primary insurer for all or a portion thfe risks
associated with the underlying insurance policyapbnuity contract in exchange for a proportionatarsiof the
premiums thereon. Coinsurance differs from modifeinsurance with respect to the ownership of abgets
supporting the reserves related to the liabiliteiasured. Under our coinsurance arrangementseiship of these
assets is transferred to us, whereas, in modifiétsarance arrangements, the ceding company retainsrship of
these assets, but we share in the investment ineonheisks associated with the assets.

2. Summary of Significant Accounting Policies
Basis of Presentation

Accounting Principles - Our consolidated finan@tdtements are prepared in accordance with U.S&rgign
accepted accounting principles (“U.S. GAAP”).

Consolidation - The consolidated financial statetm@mclude the assets, liabilities, and resultspdrations of
SRGL, its subsidiaries, and all VIEs for which we the primary beneficiary, as defined in Finandiatounting
Standards Board (“FASB”) Accounting Standards Godifon (*“ASC”) Subtopic 810-10, Consolidation — &all
(“FASB ASC 810-107). All significant inter-companyransactions and balances have been eliminated in
consolidation. We consolidated Merger Sub, asnadfin Note 11, “Mezzanine Equity — Convertible Qlative
Participating Preferred SharesMerger Agreemefit during the period in which the Merger was contgtk as
explained in Note 11. We currently consolidate ane-recourse securitization, Orkney Re Il, a sgegiirpose
vehicle incorporated under the laws of Ireland. #@asummated the Orkney | Unwind Transaction (dse@ in
Note 9, “Collateral Finance Facilities and Secmaition Structures ©rkney | Unwind Transactidh on May 27,
2011, and, as a result, we no longer consolidaka&yrHoldings, LLC (“OHL”") and Orkney Re, Inc. (“@mey Re”
and, together with OHL, “Orkney I"). All of the ssts remaining after the completion of the Orkneynkvind
Transaction were transferred to SRUS, and OHL arkh€y Re were dissolved prior to December 31, 2011.
Effective January 1, 2009, we no longer consolidgatantyne Re plc (“Ballantyne Re"). For furthdiscussion of
Orkney |, the Orkney | Unwind Transaction, Orkneg R and Ballantyne Re, refer to Note 9, “Collaiefinance
Facilities and Securitization Structures”. EffeetiOctober 8, 2009, we consolidated the StingragsHérough
Trust and the Stingray Investor Trust (togethetiriBay”). Following the acquisition of the enti#325.0 million
in aggregate stated amount of the Pass-ThrougtlifiCzes (as defined in Note 10, “Debt Obligaticarsd Other
Funding Arrangements Stingray Investor Trust and Stingray Pass-Throdghst) on September 2, 2010, we
cancelled the Pass-Through Certificates and noeloognsolidate Stingray. For further discussiotfigray, refer
to Note 10, “Debt Obligations and Other Funding ahgements Stingray Investor Trust and Stingray Pass-
Through Trust

Noncontrolling Interest - The noncontrolling intstgepresents the 5% of SRLC that is not owned RIS
The consolidated financial statements include sdkts, liabilities, revenues, and expenses of SRhGccordance
with FASB ASC 810-10, references in these constdldinancial statements to net (loss) incomelattable to
SRGL and shareholders’ (deficit) equity attributabd SRGL do not include the noncontrolling intéreghich is
reported separately.

Estimates and Assumptions - The preparation of awaed financial statements in conformity withSJ.
GAAP requires management to make estimates andhasisus that affect the amounts reported in thesolidated
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2011
2. Summary of Significant Accounting Policies (comued)

financial statements and accompanying notes. Actegults could differ materially from those estiem and
assumptions used by management.

Our most significant assumptions are for:

* investment valuations;

e 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 recoverabteréinsurers;

* interest-sensitive contract liabilities; and

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

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

Reclassifications - Certain prior period amoumsour consolidated financial statements and accoxipg
notes have been reclassified to conform to theeatipresentation.

Assessment of Risk Transfer

For both ceded and assumed reinsurance, risk énraresfuirements must be met in order to obtainsteamce
status for accounting purposes, principally resglin the recognition of cash flows under the cacttas premiums
and expenses. To meet risk transfer requiremantsinsurance contract must include insurance cisksisting of
both underwriting and timing risk, and a reasongtesibility of a significant loss for the assumiegtity. To
assess risk transfer for certain contracts, we rgipedevelop expected discounted cash flow analygecontract
inception to determine if the contract providesenmmhification against loss or liability relating ittsurance risk, in
accordance with applicable accounting standards.r&Vew all contractual features, particularly thakat may
limit the amount of insurance risk to which we aubject or features that delay the timely reimbuneset of claims.
If we determine that risk transfer requirementsaonontract are not met, a contract is accountedusonrg the
deposit method.

Revenue Recognition

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

0] Reinsurance premiums from traditional life policiesmd annuity policies with life
contingencies generally are recognized as premiwhen due from policyholders and are
reported net of amounts retroceded.

(i) Reinsurance assumed for interest-sensitive andsiment type products is accounted for
under the deposit method and does not generatayresm For this business, we recognize as
fees and other income the investment income onadwets that we receive from ceding
companies, net of policy charges for the cost afuiance, policy administration, and
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surrenders that have been assessed against potioyrda 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

Our securities as classified as “trading”, and asrycour investments at fair value, as describedate 5, “Fair
Value Measurements”. As a result, unrealized gaims losses on investments are included in earniRgsalized
gains and losses arising from the sale of investsnane determined on a specific identification rodttand
investment transactions are recorded on the tratée dnterest income is recorded on the accrugsbbased on the
securities’ stated coupon rates, as a componenginvestment income. Cash flows for investmesdactions
are classified in Investing Activities in the acqmmying Consolidated Statements of Cash Flows, gamgh our
investments are classified as trading securitiesabse the investment transactions are not paouofrimary
Operating Activities.

Cash and cash equivalents include cash and fixpdsits or short-term investments with an originaltumity,
when purchased, of three months or less. Cashcasl equivalents are recorded at amortized costghwh
approximates fair value.

Other investments represent policy loans, whichcareéed at the outstanding loan balances.

Funds withheld at interest are funds held by cedimgpanies under modified coinsurance and fundsheit
coinsurance agreements whereby the assets sugpttrirstatutory reserves of the ceding companesetained 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 adjustedtepy 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 abilio offset the amounts owed to us by the
ceding company against amounts we owe to the cexdingpany. Interest accrues on these assets atd@fieed 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 changhénfair value
of embedded derivative liabilities in Operating ikittes in the accompanying Consolidated Statememt€ash
Flows. In addition to our modified coinsurance dadds withheld coinsurance agreements, we havereghinto
various reinsurance treaties that, although consilunds withheld, do not transfer significanturence risk and
are accounted 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 costdegmed recoverable from future gross profitschSieferred
acquisition costs (“DAC”) include commissions aritbwances 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 paiviiere a premium deficiency exists, the cumulativaC
amortization is re-estimated and adjusted by a tatme charge to current operations.

DAC primarily is related to long-duration traditianlife insurance contracts that we reinsure aranisrtized
in proportion to the ratio of individual period pneum revenues to total anticipated premium revemwes the lives
of the policies. Such anticipated premium reveraresestimated using the same assumptions usembrigouting
reserves for future policy benefits.
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The remaining DAC that is related to interest-sivesilife and investment-type policies that we Bseire is
deferred and amortized over the lives of the petidn relation to the present value of estimateggprofits from
mortality and investment income, less interest iteddand expense margins, without provision for exde
deviation. We update the estimated gross profith wie actual gross profits for each block of basmfor that
reporting period. When newly-estimated gross psaftiange from previously-estimated gross profitsiciv could
result from changes in the future estimates fortality, persistency, maintenance expense, and estethe
cumulative DAC amortization is recalculated anduatid by a cumulative charge or credit to currgrgrations.
When actual gross profits exceed those previousiynated, the DAC amortization will increase, résgl in a
current period charge to earnings. The oppositatrescurs when the actual gross profits are balmwpreviously-
estimated gross profits. In circumstances whereutatled gross profits are negative, which can oeduen asset
market values are declining, we would set the dauass profits at zero in these calculations. atidition, we
periodically review the future estimated gross priair each block of business to determine the vecability of
DAC balances based on future expectations.

The total DAC amortization expense recognized dyarparticular period may increase or decreasesrabpg
upon the relative size of any amortization chartbas may result from the update of actual grossitsrand the re-
estimation of expected future gross profits. Angn#icant 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 unamortibe&dC. 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 el against current operations. Refer to NotéR&cent
Accounting Pronouncements” for information regagdifrASB Accounting Standards Update No. 2010-26,
Financial Services - Insurance (Topic 944) — Actmgnfor Costs Associated with Acquiring or Renegvin
Insurance Contracts.

Amounts Recoverable from Reinsurers

In the ordinary course of business, our reinsurautesidiaries cede reinsured liabilities to othensurance
companies, which transactions are referred to #scessions. These agreements minimize our nstdotential
arising from large risks. In the normal course abibess, we seek to limit our exposure to losseargnsingle
insured life. Our initial retention limit was sat $0.5 million per life, but, for certain blockd$ business, our
retention limit can be up to $3.0 million per lifeCeded reinsurance contracts, however, do navelus of our
obligation to the direct writing companies. Thestcof reinsurance related to long duration congréstrecognized
over the terms of the reinsured policies on a bemsistent with the accounting for those polices;ept that the
cost of reinsurance related to 100% retrocessigasuted with the intent to exit a block of businessecognized
immediately.

Amounts recoverable from reinsurers includes thiarz®s due from reinsurance companies for clainads an
policy benefits that will be recovered from reirss; based on contracts in-force, and are presaeeteaf a reserve
for uncollectible reinsurance that has been deterdhibased upon a review of the financial conditidnthe
reinsurers and other factors. The method for detgng the reinsurance recoverable involves actlastimates as
well as a determination of our ability to cede miaiand policy benefits under our existing reinsaeacontracts.
The reserve for uncollectible reinsurance is basedan estimate of the amount of the reinsurancevezable
balance that we ultimately will be unable to regosee to reinsurer insolvency, a contractual dispat any other
reason. At December 31, 2011 and 2010, we hadeave for uncollectible reinsurance of $3.0 milland $1.2
million, respectively.

Present Value of In-force Business

The present value of in-force business is estaddisipon the acquisition of a book of business aradiortized
over the expected life of the business, as detemnat acquisition. The amortization each yearfisnation of the
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ratio of annual gross profits (or revenues) toltataicipated gross profits (or total anticipatedenues) expected
over the life of the business, discounted at theumed net credit rate (4.9% for 2011, 2010, andR00The
carrying value of the present value of in-forceibess is reviewed at least annually for indicattfrenpairment in
value.

Other Assets

Other assets consist of the following:

December 31, December 31,
(U.S. dollars in thousands) 2011 2010
Unamortized collateral finance facility and delsiiance costs $ 6,065 $ 16,761
Prepaid EXPENSES .....covvviiie et ceeemeemr e 1,922 5,023
FIXEO @SSELS ...eeeiiriiieiriie et e 542 871
Current income tax receivable 236 189
L0 1 = ST 6 M4
TOMAl ..ot $ 8771 % 22,988

During 2011, 2010, and 2009, we amortized collatinance facility and debt issuance costs of $hillion,
$2.3 million, and $2.6 million, respectively. 1021, we wrote off unamortized debt issuance casg9® million
related to the repurchase and subsequent caneeliatithe Orkney Notes, which was part of the Oykh&nwind
Transaction. Both the Orkney Notes and the OrknEywind Transaction are defined and explainedurther
detail in Note 9, “Collateral Finance FacilitiesdaSecuritization Structures Orkney | Unwind Transactidn
Following purchases of the Pass-Through Certificabering 2010, we terminated the Interest Rate SwaD10
and, in addition, we wrote off unamortized debu#@sce costs of $2.8 million related to the canteliaof the
funding agreements. The Pass-Through Certificateb the Interest Rate Swap are defined in, anduheing
agreements are discussed in Note 10, “Debt Obtigatand Other Funding ArrangementStingray Investor Trust
and Stingray Pass-Through Trust”.

Reserves for Future Policy Benefits

FASB ASC Topic 944, Financial Services — InsurafiteASB ASC 944"), applies to the traditional life
policies with continuing premiums that we reinsuF@r these policies, reserves for future policy diits are
computed based upon expected mortality rates, lagtes, investment yields, expenses, and othemgsns
established at policy issue, including a margin ddiverse deviation. Once these assumptions are, niaele
generally will not be changed over the life of gadicies. 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 futtogegions indicate that existing policy reserviegiether with
the present value of future gross premiums, arficarit to cover the present value of future besefsettlement,
and maintenance costs, and to recover unamortized 8nd the present value of in-force business. ifiogmt
changes in experience or assumptions may requite peovide for expected losses by establishingtemhél net
reserves.

During 2011, SRLC performed a review and updatehef models utilized in SRLC’s insurance liability
valuation system. The changes to the SRLC modeladed the updating of in-force populations, thedification
of certain existing models, and the creation of meedels for certain portions of SRLC’s busines$ieSe changes
constituted improvements in the SRLC models basedew information or inputs, and enhancements farave
the insurance liability valuation process, and dad modify any of the actuarial assumptions. Adaagly, these
changes have been accounted for as changes inrgicgpestimates. The foregoing model changes texbuih a
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$19.1 million positive pre-tax effect on our lossfdre income taxes for the year ended Decembe@l1 in the
accompanying Consolidated Statements of Operatidhss effect was due to the resulting reductioSRLC'’s net
GAAP liability, which represents the Reserves faiufe policy benefits less the Present value dbine business
for SRLC’s business.

On certain lines of business, reserves for futuskcy benefits include an estimate of claims pagafdr
incurred but not reported (“IBNR”) losses. ThodNR estimates are determined using some or allhef t
following: studies of actual claim lag experienbest estimates of expected incurred claims in éogenctual
reported claims, and best estimates of IBNR ageepéage 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-sensitsantract liabilities are equal to the accumulatecbant values of the
policies or contracts as of the valuation date neBi¢ liabilities for fixed annuities during the @ammulation period
equal their account values; after annuitizatioaytbqual the discounted present value of expedatedef payments.

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

Derivatives

All derivative instruments are recognized eitheaasets or liabilities in the Consolidated BalaBbeets at fair
value as required by FASB ASC Topic 815, Derivatimad Hedging (“FASB ASC 815”). The changes inftie
value of the Interest Rate Swap are included inreatized and unrealized gains (losses) in the Glmtated
Statements of Operations.

Our embedded derivative liabilities, at fair valaee associated with funds withheld at interesticlviarise on
modified coinsurance and funds withheld coinsuraagreements. FASB ASC Section 815-15-55, Derieatand
Hedging — Embedded Derivatives — Implementationd€lines and lllustrations (“FASB ASC 815-15-55")hiah
incorporates Derivatives Implementation Group Isdlee B36 “Embedded Derivatives: Bifurcation of atbe
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@main embedded
derivatives. The embedded derivative feature infands withheld treaties is similar to a fixedeabtal return
swap on the assets held by the ceding companies.

The sale of a block of individual life reinsurarmesiness (the “Acquired Business”), as defined mnde fully
described in Note 13, “Reinsurance2609 Sale of a Block of Traditional Solutions Bes#), during the first
quarter of 2009 resulted in the elimination of araxiated embedded derivative liability of $275iBion.

The change in the fair value of embedded derivdiakglities is reported in the Consolidated Stadems of
Operations under the caption “Change in value dfedded derivative assets and liabilities”.
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Accounts Payable and Other Liabilities

Accounts payable and other liabilities consisthef tollowing:

December 31, December 31,

(U.S. dollars in thousands) 2011 2010
ACCOUNES PAYADIE .....ocvviiviiieiiete e $ 10,744 $ a1,
Deferred financial guarantor fees..........ceeeeeeniiiinininnnee 11,104 6,974
Uncertain income tax liabilities.............ccccccnn. 9,054 12,764
Deferred interest on long-term debt ........comeeeeeerieeeeeennn. 17,431 11,390
Collateral finance facility accrued interest wuueee...cooveeeeeennn. 15,934 13,427
Current income taxes payable ............co e, 159 -

Lo 15| TR $ 64,426  $ 54,827

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 liabi@thod to record deferred income taxes. Accoltgjndeferred
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 lossesitaldpss carry forwards, and net operating lossyctorwards.

A valuation allowance is applied to deferred tageas if it is more likely than not that all, or serportion, of the
benefits related to the deferred tax assets wilbearealized.

3. Recent Accounting Pronouncements

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

In October 2010, the FASB issued Accounfitgndards Update No. 2010-26, Financial Servidesurance
(Topic 944) — Accounting for Costs Associated wittquiring or Renewing Insurance Contracts (“ASU 12010-
26"), which clarifies the types of costs incurregldn insurance entity that can be capitalized eabquisition of
insurance contracts. Only those costs incurredchvinesult directly from and are essential to thecessful
acquisition of new or renewal insurance contracty the capitalized. Incremental costs related tsuccessful
attempts to acquire insurance contracts must bersaal as incurred. The amendments are effectivisséal years
and interim periods beginning after December 13,120Early adoption is permitted, and an entity retsct to
apply the guidance prospectively or retrospectivalye will adopt the provisions of ASU 2010-26 radel than
January 1, 2012; however, we do not expect the étrtpebe material.

Accounting Standards Update No. 2011-04, Fair Vallkeasurement (Topic 820) — Amendments to Achieve
Common Fair Value Measurement and Disclosure Rearinents in U.S. GAAP and IFRSs

In May 2011, the FASB issued Accounting Standargslate No. 2011-04, Fair Value Measurement (Topic
820) — Amendments to Achieve Common Fair Value Meament and Disclosure Requirements in U.S. GAAIP an
IFRSs (“ASU No. 2011-04"). The objective of ASU N2011-04 is to develop common requirements for onéag
fair value and for disclosing information aboutrfaialue measurements in accordance with U.S. GAA® a
International Financial Reporting Standards (“IFRS'The changes set forth by ASU No. 2011-04 ineltke

15



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2011
3. Recent Accounting Pronouncements (continued)

prohibition of the application of block discounts fall fair value measurement, regardless of hagnalevel, and
that the “valuation premise” and “highest and hest” concepts (as defined therein) are not relet@mfinancial

instruments. New disclosures required within ASUD. 12011-04 focus on Level 3 measurements whichudel
guantitative information about significant unobsble inputs used for all Level 3 measurements; alitqtive

discussion about the sensitivity of recurring Le¥eheasurements to changes in the unobservabltsidmelosed
and the interrelationship between inputs; and arge®n of the valuation processes. Also requiiethe disclosed
are any transfers between Level 1 and Level 2 withe fair value hierarchy, and the hierarchy dfasdion for

items whose fair value is not recorded on the lzsaheet but is disclosed in the notes. ASU N@1ZW is to be
applied prospectively effective during interim aadnual periods beginning after December 15, 20E&r non-

public entities, the effective date is for annuatipds beginning after December 15, 2011, and riterim and
annual periods thereafter. We will adopt the psimris of ASU No. 2011-04 during 2012; however, iit have no

effect on the Company's consolidated financial jpmsiand results of operations.

Accounting Standards Update No. 2011-05, Compreless Income (Topic 220) — Presentation of
Comprehensive Income

In June 2011, the FASB issued new guidance on ttbgeptation of comprehensive income that will regjui
companies to present the components of net incameother comprehensive income either as one canigwu
statement or as two consecutive statements. Thegnilance eliminates the option to present compisnef other
comprehensive income as part of the statement afgds in stockholders' equity. The new guidances dud
change the items that must be reported in othepoaimensive income, how such items are measureden they
must be reclassified to net income. The new gudas to be applied retrospectively, effectivefiecal years and
interim periods within those years beginning af@cember 15, 2011. For non-public companies, s/
guidance is effective for fiscal years ending afecember 15, 2012 and for interim and annual dertbereafter,
though early adoption is permitted. Because thidance impacts presentation only, it will haveeifect on the
Company's consolidated financial position and tesof operations because we have no items of cdrepsive
income.

4, Investments

The estimated fair values of our fixed-maturity estments and preferred stock held as trading sessuat
December 31, 2011 and 2010 were as follows:

December 31, December 31,

(U.S. dollars in thousands) 2011 2010
U.S. Treasury securities and U.S. government agency

OblIgAtiONS ......veiiiicciie e $ 33,904 $ 89,248
COorporate SECUNMTIES. ... .uuuurrreeeereeeessmmmmmme e e e e e eeenneneenes 946,694 1,209,482
Municipal bonds..........ooooivi i reeen 51,915 49,000
Mortgage and asset-backed securities.......cccooo........ 935,176 1,763,994
Fixed-maturity inVeStments..........uvvvvvvccccccvevicnnnnnnns 1,967,689 3,111,724
Preferred StOCK .........ccoviiiiiiie 58,529 67,897
TOMAl oo $ 2,026,218  $ 3,179,621

16



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2011
4. Investments (continued)

The contractual maturities of the fixed-maturityestments and preferred stock held as trading siesuat
December 31, 2011 and 2010 were as follows (actaalrities may differ as a result of calls and psapents):

Estimated Fair Value
December 31,

Estimated Fair Value
December 31,

(U.S. dollars in thousands) 2011 2010
Due in one year Or IeSS ......oooocuiiviiiiceeeee e $ 176,075 $ 216,169
Due after one year through five years...................... 529,659 583,264
Due after five years through ten years...................... 272,512 329,536
DUE after teN YEAIS ........ceeuveeeeeeevs e 112,796 286,658
1,091,042 1,415,627
Mortgage and asset-backed securities......cccceeeme...... 935,176 1,763,994
TOAL et $ 2,026,218 $ 3,179,621

The components of realized and unrealized (losgaB)s and of the change in net unrealized appieoiat
(depreciation) on investments and other balanceth®years ended December 31, 2011, 2010, and @869 as

follows:

(U.S. dollars in thousands)

Realized and unrealized (losses) gains
Fixed-maturity investments
Gross realized gains..........ccccuvvvviiiicenee. $
Gross realized 10SS€S......cocovvvveiiiiiineennn.
Net unrealized (losses) gains ...................

Preferred stock
Gross realized gains..........ccccvvvviiiicennn.
Gross realized 10SSES.......cccoeveeivvieeeennn.

Net unrealized (losses) gains ...................

Other
Change in value of Interest Rate Swap....
Interest Rate Swap interest income...........
Realized losses on modified coinsurance
treatieS.......vvviciiee e e

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
2011 2010 2009
24,114 72,157 118,234
(23,106) (39,523) (8,888)
(8,356) 184,899 132,295
(7,348) 217,533 241,641
759 3,129 2,687
(20) (2,540) (270)
(1,883) 3,868 8,306
(1,134) 4,457 10,723
13,329 (6,907)
06,9 3,180
27) (174) (5,628)
4,096 195 (19)
4,069 20,256 (9,374)
(4,413) 242,246 242,990

Net realized and unrealized (losses) gains $

The portion of net unrealized gains and lossesrthates to trading securities still held at theorting date was
$10.2 million of net losses for the year ended Dewer 31, 2011 and $188.8 million of net gains Far year ended

December 31, 2010.
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Net investment income for the years ended Deceibe?011, 2010, and 2009 was derived from the Votig
sources:

Year Ended Year Ended Year Ended

December 31, December 31, December 31,
(U.S. dollars in thousands) 2011 2010 2009
Fixed-maturity investments ................cceeee.. $ 107,336 $ 134,802 $ 138,971
Preferred stoCK.........ocveeieiiiiiiiiiiiiiiieeees 3,519 4,284 5,250
Funds withheld at interest........................ 27,431 32,132 34,694
Other investments........ccocoovveeeiiiiviimeenenn.. 1,610 3,474 3,300
INVEStMENt EXPENSES .........c.oveveveereeenenns (3,673) (4,238) (5,292)
Net investment iNCOME ........o.oeveveveeeereeene. $ 136,223 $ 170,454 $ 176,923

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 withagertransactions 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 Securitizatiomugtures”.) The assets within collateral finaraeilities were
held for the contractual obligations of those stites and were not available for general corpguatposes.

The estimated fair value of the components of #wricted assets at December 31, 2011 and 2010 agere
follows:

December 31, December 31,
(U.S. dollars in thousands) 2011 2010
Deposits with U.S. regulatory authorities.............. $ 17,767 $ 16,837
TIUSEFUNGS oo 1,424,196 2,660,942
TOMAl ..ot $ 1,441,963 $ 2677779

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 loase the quality of inputs used to measure faiu@ahnd enhances
disclosure requirements for fair value measurememtge hierarchy gives the highest priority to ynated 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 instrumemtaictive markets.
Level 2 — Quoted prices for similar instrumentsactive markets; quoted prices for identical or &Emi
instruments in markets that are not active; and ehddrived valuations in which all significant irfpuand

significant value drivers are observable in actiarkets.

Level 3 — Model-derived valuations in which onemeore significant inputs or significant value drisesre
unobservable.
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As required by FASB ASC 820, when the inputs usedhéasure fair value fall within different levelstbe
hierarchy, the level within which the fair value aserement is categorized is based on the lowest ilgput that is
significant to the fair value measurement in itérety. Thus, a Level 3 fair value measurement mnajude inputs
that are observable (Level 1 and 2) and unobsexvdelvel 3).

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

Level 2 includes those financial instruments that walued by independent pricing services or valusidg
models or other valuation methodologies. These aisodre primarily industry-standard models that sicer
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 transastaye executed in the marketplace. Financialungnts 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 whéesie value is estimated based on non-binding brgkizes
or internally-developed models or methodologieg thtdize significant inputs not based on or cowdted by
readily-available market information. This categprimarily consists of certain less liquid fixedatarity securities
where we cannot corroborate the significant vatutinputs with market observable data. Additionathe
Company’s embedded derivative liabilities, all dfieh are associated with reinsurance treatiesclassified in
Level 3.

At each reporting period, we classify all assets lgabilities in their entirety based on the lowkstel of input
that is significant to the fair value measureme@ur assessment of the significance of a partidajaut to the fair
value measurement requires judgment and considetsr$ specific to the asset or liability.

The fair values for the majority of our fixed-mdtyrinvestments are classified as Level 2. Thegevilues are
obtained primarily from independent pricing sergiaghich utilize Level 2 inputs. The pricing sendcalso 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 gsimternally-developed pricing models, broker gsotee
obtained. These broker quotes represent an agé,dyut the assumptions used to establish thes&ire may not
be observable, and, as a result, the fair valueslassified as Level 3.

The embedded derivative liabilities for funds withth at interest represent the embedded derivatasdting
from the assumed modified coinsurance or coinserdands withheld in accordance with the relatedsaiance
arrangements. These values are based upon tkeedife between the fair values of the underlyirsgtasbacking
the modified coinsurance or coinsurance funds \eitthimeceivable and the fair values of the undegdyiabilities.
The fair values of the underlying assets genemaiéybased upon observable market data using v@uatethods
similar to those used for assets held directly &y The fair values of the liabilities are deteratrby using market-
observable swap rates as well as some unobservghlts, such as actuarial assumptions regardingybalder
behavior. These assumptions require significantagament judgment, and the resulting fair valuesctassified
as Level 3.
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5. Fair Value Measurements (continued)

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, 2011

(U.S. dollars in millions) Total Level 1 Level 2 Level 3
INVESIMENTS ..o
GOVErNMENt SECUNMIES ....vvveveeeeeeeeeeee s coeenee P 339 $ - $ 339 % -
Corporate SECUNtIES.........ooeiiiiiiiiieeeeeee e 946.7 - 862.2 84.5
Municipal bonds ..., 51.9 - 46.4 55
Mortgage and asset-backed securities .............. 935.2 - 599.4 335.8
Fixed-maturity investments.............ccuvceeeeeeeeenn. 1,967.7 - 1,541.9 425.8
Preferred StOCK ......c.evee e 58.5 - 8.5 50.0
Total assets at fair ValUE ..........c.c.vecoeeeeeeeeerenaenrs D 2,026.2 $ - 3 15504 $ 475.8
Embedded derivative liabilities .............cocmmvrenve... (33.8) - - (33.8)
Total liabilities at fair value..........c.oooeeceeeeeeeeeeeenn . $ (33.8) $ - $ - $ (33.8)

December 31, 2010

(U.S. dollars in millions) Total Level 1 Level 2 Level 3
INVESIMENTS ..o
Government SECUNMEIES .......cvvveveeeeeeeeervvvveeeene P 89.2 $ - $ 89.2 % -
Corporate SECUNLIES.........cceeeeeeevir e e e e eeeeeee 1,209.5 - 1,081.0 128.5
Municipal bonds..........cccvvviiiiiiiiii v, 49.0 - 49.0 -
Mortgage and asset-backed securities .......ou.... 1,764.0 - 1,233.8 530.2
Fixed-maturity investments...........cccccvvceveeeeeennn. 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.ooouveeceeseeeeieenanen. P 3,1796 $ - $ 2,4649 % 714.7
Embedded derivative liabilities .............coceeerrveun..n. (32.5) - - (32.5)
Total liabilities at fair Value...............coeoerrrverereenen. $ (325) $ - 3 - % (32.5)
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5. Fair Value Measurements (continued)

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

Mortgage
and asset- Embedded
(U.S. dollars in Corporate Municipal backed Preferred derivative
millions) securities bonds securities stock liabilities Total
Beginning balance at
January 1, 2011..... $ 1285 % - $ 08 $ 56.0 $ (325) $ 822
Total realized and
unrealized gains
(losses) included
in net (loss).......... (2.3) 1.3 @p. (1.0) (1.3) (22.5)
Purchases.............. 19.6 - 67. - - 27.2
Settlements............ (46.6) (0.2) (136.6) (5.0) - 8814)
Transfers in and/or
out of Level 3,
1Y SR (14.7) 4.4 (46.2) - - (56.5)
Ending balance at
December 31’ 2011 $ 845 $ 55 % 3358 $ 50.0 $ (33.8) $ 442.0

In 2011, changes in classifications impacting Le8séhancial instruments were reported as transfe(sut) 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 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, 201Q..... $ 02 $ 1333 $ - $ 4728 $ 534 $ (35.7) % 624.0
Total realized and
unrealized gains
(losses) included
in net income....... (0.2) 3.8 - 1711 2.7 3.2 126.6
Purchases.............. 40.1 9.9 34.3 - - 84.3
Settlements............ - (56.0) - (95.2) - - (151.2)
Transfers in and/or
out of Level 3,
(1] O - 7.3 (9.9 1.2 (0.1) - (1.5)
Ending balance at
December 31, 2010 __$ - $ 1285 % - 8 530.2 $ 56.0 $ (325) $ 6822

In 2010, changes in classifications impacting Le3séhancial instruments were reported as transfe(sut) of
the Level 3 category as of the end of each quarteekiod in which the transfer occurs. The portmnnet
unrealized gains and losses that relates to Let@ding securities still held at the reportingedaias $29.7 million
of net losses for the year ended December 31, 20d1103.9 million of net gains for the year enBedember 31,
2010.

6. Fair Value of Financial Instruments

As discussed above, the fair values of financialetss and liabilities are estimated in accordandh thie
framework established under FASB ASC 820. The ouilogy for determining the fair value of financial
instruments, in addition to those disclosed in NatéSummary of Significant Accounting Policiesnvestments
and Note 5, “Fair Value Measurements” are as fatow

® 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 accountadjested quarterly to equal the ceding companiesstatutory
reserve balances. The methodologies and assursptisad 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. Any changehmfair value of the fixed-maturity investmentscbly the ceding
companies is included as a component of the emidedigiévative liabilities, at fair value.

(i) Fair values for collateral finance facilities aretermined with reference to underlying business
models and observable market inputs, including idemations of negotiated repurchases. Refer toe Nht
“Collateral Finance Facilities and SecuritizatiotruStures -Orkney | Unwind Transactiénfor information
regarding the Orkney | Unwind Transaction.
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Fair Value of Financial Instrumend (continued)
(iii) Fair values for long-term debt, at par were deteediwith reference to similar quoted securities
during 2011 and 2010.
The fair value of interest-sensitive contract lidieis, which exclude significant mortality risk,as

(iv)
based on the cash surrender value of the lialsilitinich is deemed to approximate fair value.

December 31, 2010

December 31, 2011
Carrying Estimated Fair Carrying Estimated Fair
(U.S. dollars in thousands) Value Value Value Value
Assets
Fixed-maturity
investments...............oeeeeeee $ 1,967,689 $ 1,967,689 $ 3,111,724 $ 3,111,724
Preferred stocK...........cccoevveenans 58,529 58,529 67,897 67,897
Other investments.................... 14,877 14,877 16,459 16,459
Funds withheld at interest........ 549,333 549,333 584,617 584,617
Liabilities
Interest-sensitive contract
liabilities .....vveeeeeiieieiiiiiis $ 1,301,511 $ 1,291,720 $ 1,415,580 $ 1,398,365
Collateral finance facilities ...... 450,000 40,451 1,300,000 659,713
Embedded derivative
liabilities .....coeeeeeeeiiieiiieiins 33,758 33,758 32,545 32,545
Long-term debt, at par
value .....oovvvviieeiieeeeeeeieeeeia, 129,500 72,071 129,500 61,072
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7. Deferred Acquisition Costs

The components of DAC activity for the years enBedember 31, 2011 and 2010 were as follows:

Year Ended Year Ended

December 31, December 31,
(U.S. dollars in thousands) 2011 2010
Balance at beginning of Year ...............commmeveeeiiiie e, $ 2852 $ 296,822
Acquisition expenses deferred, net of novationS. ceu.....cccoveeeeeeennnnnn. (545) 3,671
DAC amortization EXPENSE........ccoeviieeicceeeeere s rr e e e e aaaaeaee s (229) (31,141)
Orkney | Unwind TranSaction® ...............coceeeeeveeesereeessenensesienenns (83,204) -
Balance at end Of YEAr ..........oocviiiiiiceceeee e $ 173,254 $ 269,352

* Refer toNote 9, “Collateral Finance Facilities and Securiition Structures Orkney | Unwind Transaction” for information
regarding the Orkney | Unwind Transaction.

The DAC amortization expense for the year endedeBwber 31, 2010 included $9.7 million attributatdeat
series of ceding company recaptures that were ée@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
2010 was as follows:

Year Ended Year Ended
December 31, December 31,
(U.S. dollars in thousands) 2011 2010
Balance at beginning of Year ............... e ccvveee e $ 1 $ 38,316
[ =TS A= Tolo: = To OO USSR 1,565 1,878
AMOrtiZation EXPENSE .......vvvvieeeiiiiiieeeeeeece e e (6,479) (8,253)
Balance at €Nd Of YEAT .........c.ooveveeriemeeeemeeeeeeeeeeeteeeeees e eeeeseeenanes $ 27,027 % 31,941

The amortization of the present value of in-foressibess for the years ended December 31, 2011 @hdl 2
included $3.7 million and $4.3 million, respectiyehttributable to a series of ceding company regag that were
executed during each year.

The gross amount of the present value of in-forasitess and the accumulated amount of amortization
December 31, 2011 and 2010 was as follows:

December 31, December 31,
(U.S. dollars in thousands) 2011 2010
Gross amount of original present value of in-fdocsiness ................. $ 56,272 $ 56,272
Accumulated interest accrued ...........ooooeeeeeeeeeeei e 17,206 15,641
Accumulated amortization ..............vvvuieemmeeeieieee e (46,451) (39,972)
Net amount of present value of in-force busiNeSS...........cccceeue.... $ 27,027 % 31,941

24



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2011
8. Present Value of In-force Business (continued)

Future estimated amortization of the present vafue-force business is as follows:

(U.S. dollars in thousands)

Year ending

December 31
2012 oo, $ 1,255
2013 ..o, 1,323
2014 ..o, 1,345
2015 .., 1,421
2016 ..ccviiiiiiieieieeeeeeeeee, 1,429

9. Collateral Finance Facilities and Securitizatia Structures

The following tables reflect the significant balascincluded in the Consolidated Balance Sheetswikat
attributable to the collateral finance facilitiegdasecuritization structures providing collaterapgort to the
Company:

December 31,

2011
(U.S. dollars in millions) Orkney Re Il
Assets
Funds withheld at interest.............. $ 362.9
Cash and cash equivalents............ 1.2
All other assets........coeeeeeeeveeeeeeens 41.9
TOtal ASSELS....vveeeeeeeeeeeeeeeeerereemnns $ 406.0
Liabilities
Reserves for future policy benefits $ 132.3
Collateral finance facilities............. 450.0
All other liabilities........c.cccoevveennneenn. 28.1
Total l1abilities ......o.oeeveeeeeeereeen. $ 6104
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9. Collateral Finance Facilities and SecuritizatiorStructures (continued)

December 31, 2010

Orkney
(U.S. dollars in millions) Orkney | Re Il Total
Assets
Fixed-maturity investments............ $ 1,081.7 % - $ 1,081.7
Funds withheld at interest.............. - 3345 3345
Cash and cash equivalents............ 1135 15 115.0
All Other assets.........cccvveveeeieeiereen 106.0 54.4 160.4
Total ASSELS.....voveeeeeeeeereeeeeeemeean. $ 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..............c.ccceuvne, 19.9 19.5 39.4
Total liabilities............cccccvveerenen. $ 11885 $ 5934 $ 1,781.9

The assets listed in the foregoing tables wereestilhp a variety of restrictions on their use, etsfarth in, and
governed by, the transaction documents for theiegdge collateral finance facilities and securitiaa structures to
which they relate. The total investments of coidlsteéd VIES disclosed on the Consolidated Balartweet as of
December 31, 2011 and December 31, 2010, resplctidifer from the amounts shown in the above ¢abl
because the assets needed to satisfy future pudicgfits, based on current projections, have bednaled in the
determination of the total investments of consaédaVIEs disclosed on the Consolidated Balance tSheblo
assurances can be given that the expected reinsuliabilities will not increase in the event ofvadse mortality
experience in our reinsurance agreements. Undgiceircumstances, such adverse mortality expeeenay in
future periods increase the amount of assets eadlfrdm the total investments of the consolidatéd(¥) on the
Consolidated Balance Sheets. The reinsurancditiediof Orkney | and Orkney Re Il have been efiaied from
the Consolidated Balance Sheets because they egpiater-company transactions.

Orkney |

On February 11, 2005, OHL issued and sold, in wapei offering, an aggregate of $850.0 million Serke
Floating Rate Insured Notes due February 11, 2@35 ‘{Orkney Notes”). OHL was organized for the itied
purpose of issuing the Orkney Notes and holding dtoek of Orkney Re, originally a South Carolineedpl
purpose financial captive insurance company pioits 2007 redomestication to Delaware as a Delaspecial
purpose captive insurance company. SRUS heldfathe limited liability company interest in OHL, drhad
contributed capital to Orkney | in the amount 0682 million. Proceeds from the private offeringreveised to
fund the Regulation XXX reserve requirements fatedined block of level premium term life insurarpelicies
issued by direct ceding companies between Janya?@Pd0 and December 31, 2003, and reinsured by SRUS
Orkney Re. Proceeds from the Orkney Notes weresitgal into a series of accounts that collaterdlite notes
and the reserve obligations of SRUS.

Initially, in accordance with FASB ASC 810-10, Oeiynl was considered to be a VIE, and we were censdl
to hold the primary beneficial interest (becaudeofithe business assumed by Orkney Re had beerddey us),
following an analysis whereby it was determinedt tha would absorb a majority of the expected lossAs a
result, Orkney | was consolidated in our finanai@tements through December 31, 2010. FollowiegQhkney |
Unwind Transaction (see below), Orkney | was digstlprior to December 31, 2011.
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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 LifesReemnce Company of America (“Hannover Life Re'® th
defined block of level premium term life insuraralicies issued by direct ceding companies betwkamary 1,
2000 and December 31, 2003 (such defined block;@nkney Block”, and such transactions, as furtiscussed
below, the “Orkney | Unwind Transaction”). The @&y | Unwind Transaction was accomplished on May 27
2011 in part pursuant to the Settlement and Relégseement, dated as of April 15, 2011, by and agOrkney
Re, OHL, SRUS, SRGL, MBIA Insurance Corporatiore(fimancial guarantor of the Orkney Notes) (“MBIA3nd
the investment manager for the Orkney | transacftba “Settlement Agreement”). Contemporaneoush \ilie
transactions contemplated by the Settlement Agraen$RUS recaptured the Orkney Block from Orkney(fRe
“Orkney Recapture”) and immediately ceded the OykBéock to Hannover Life Re pursuant to a coinsaean
reinsurance agreement, effective January 1, 20#1“New Reinsurance Agreement”). SRUS is obliggtesuant
to the New Reinsurance Agreement to use commaeygidisonable best efforts to work with Hannovee LR and
the direct writers of the Orkney Block to obtairl foovations from SRUS to Hannover Life Re of thedarlying
reinsurance treaties such that SRUS no longer wweilal party to such reinsurance treaties.

On the date of the closing of these transactioR$)S effectuated the Orkney Recapture and recereapture
consideration from Orkney Re of $582.4 million, whirecapture consideration was used to fund thénged
commission of $564.8 million due from SRUS to HaveroLife Re under the New Reinsurance Agreement. A
assets thereafter remaining in the accounts ate&yrike were transferred to OHL. OHL purchased flthe
outstanding Orkney Notes pursuant to privately-tiagied purchase agreements (the “Note Purchaseshugrets”)
for an aggregate amount of $590.0 million, whicpresented a discount to the $850.0 million aggeegaincipal
amount of the Orkney Notes. Following the repusehaf the Orkney Notes, OHL immediately cancelled t
Orkney Notes, and, thereafter, transferred its meimg assets to its parent, SRUS.

Approximately $700.0 million of the aggregate pijpat amount of the Orkney Notes purchased by OHtewe
held by affiliates of Cerberus Capital Managemért®,. (“Cerberus”), one of our controlling shareterisl Under
the terms of the Registration Rights and Sharehsldgreement, dated May 2007 among the Companypebes,
MassMutual Capital Partners LLC, a member of thesdfdutual Financial Group (“MassMutual Capital”),dan
certain other (now former) shareholders of the Camyp(the “Shareholders Agreement”), the Comparxésation
of the Note Purchase Agreement with affiliates efligrus required the prior approval of the independirectors
of our Board. To this end, a special committeewfBoard, comprised of disinterested directorss sfgpointed to
consider, and determine whether the Company shenfjhge in, the Orkney | Unwind Transaction. In its
evaluation and approval of the Orkney | Unwind Baction and related agreements, including the Ratehase
Agreement with Cerberus, the special committee gedj@eparate legal counsel and a separate finauhislor.

The closing of the Orkney | Unwind Transaction, ethbccurred on May 27, 2011, was subject to a nummbe
closing conditions, including the receipt of regairapprovals from the Department, which were regkion May
25, 2011.

Following the consummation of the Orkney | Unwindaiisaction, SRGL recorded a consolidated net lbss o
approximately $153.3 million. Due to the New Reirsice Agreement with Hannover Life Re being effect
January 1, 2011, the reinsurance activity assatiai¢gh the Orkney Block for the period from Janudry2011
through March 31, 2011 and the negotiated intereshe ceding commission that was paid to HannbiferRe for
the period from January 1, 2011 through May 27,12@0fre settled with Hannover Life Re following the
consummation of the Orkney | Unwind TransactiorheOrkney | Unwind Transaction reduced our constéid
total assets and liabilities by approximately $Z,@0million and $853.9 million, respectively, anesulted in a
consolidated U.S. GAAP loss of $153.3 million. TthBowing tables illustrate the impact of the Oeynl Unwind
transaction on SRGL’s Consolidated Balance Shemt<ansolidated Statements of Operations:
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Impact of the Orkney | Unwind Transaction
Condensed Consolidated Balance Sheet

December 31,

(U.S. dollars in thousands) 2011

Assets

Total iINVESIMENtS.........occvveeeeeiiiiieeeeeee e, $ (1,175,334)

Deferred acquisition COStS..........oeveeeivccceee.... (83,204)

Receivables and amounts recoverable from

TEINSUIETS i eeeeee e 252,388

Other assSetS......cccoeeviiiiiicic s e (1,002)

TOtAl @SSELS ..o eeeeene e $ (1,007,152)

Liabilities

Collateral finance facilities ............cccvcccnnnes $ (850,000)

Other liabilities .........ccoooveeeiiieives e (3,860)

Total liabilities ............cccocveveveereeereeeeeenee, $ (853,860)

Shareholders’ (Deficit) (153,292)

Total liabilities, and shareholders’ (deficit)..... $ (1,007,152)

Impact of the Orkney | Unwind Transaction
Condensed Statement of Operations
Year Ended December

(U.S. dollars in thousands) 31, 2011
Revenues
Gain on extinguishment of debt .................... $ 260,000
TOtal FEVENUES ... $ 260,000

Benefits, expenses, and taxes
Amortization of deferred acquisition costs and othe

insurance expenses, Net ..........ccueeeeeamceees $ 411,374
Collateral finance facilities expense............. 10,227
Operating EXPeNSES ......ccccuvvvrviirereeeeeaaaaaaenns 8@
Income tax benefit.......ccccvveiiiiiiiiiice s (8,589)
Total benefits, expenses, and taxes ............... $ 413,292
Net loss attributable to Scottish Re Group Limited $ (153,292)

The Orkney | Unwind Transaction was recorded inoagance with the Company’s accounting policy to
recognize, as a net loss in current period incahe full cost of reinsurance on 100% retrocessixecuted with
the intent to exit that block of business. The @any viewed the Orkney | Unwind Transaction asla ethe
Orkney Block and is contractually obligated to imél commercially reasonable efforts to facilitete hovation of
the underlying business from SRUS to Hannover Riée
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Orkney Re I

On December 21, 2005, Orkney Re II, whose issudhary shares are held by a share trustee andritinees
in trust for charitable purposes, issued, in agiewffering, $450.0 million of debt primarily taternal 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 “i@srA-2 Notes”), and $25.0 million of Series B Riog Rate
Notes (the “Series B Notes”), all due DecemberZI35 (collectively, the “Orkney Re Il Notes”). &ddition to
$5.0 million of the Series B Notes, Orkney Re Haissued to SALIC $30.0 million of Series C FlogtRate Notes
(“Series C Notes”) due December 21, 2036. TheeSeti Notes accrue interest only until the OrkneylIR¢otes
are fully repaid. SRGL owns $0.5 million of OrknBe Il Series D Convertible Notes due Decembe2286, and
76,190,000 Preference Shares of Orkney Re Il dGbgach in capital. The Orkney Re Il Notes aredison the
Irish Stock Exchange. Proceeds from this privatierofy were used to fund the Regulation XXX reserve
requirements for a defined block of level premiwemt life insurance policies issued between Jantia004 and
December 31, 2004, and reinsured by SRUS to Orleeyi. Proceeds from the Orkney Re Il Notes hasenb
deposited into a series of accounts that colldzershe notes and the reserve obligations of SRUS.

Orkney Re Il Event of Default, Acceleration and é&osure

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 ERDAssured Guaranty (UK) Ltd. (“Assured”), in itepacity
as financial guarantor of the Series A-1 Notes, engularantee payments on the Series A-1 Notes iarttoant of
$1.2 million. As a result of the Orkney Re Il EORssured obtained, and will continue to have, ¢erémhanced
contractual rights under the transaction documamd,additional fees will be accrued for the gutraroverage.

Among Assured’s enhanced contractual rights aréh@yight to instruct the trustee to declare thiagipal of
and the interest on all the Orkney Re |l Notesdalbe and payable immediately and (b) the riglibrteclose 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 trustdizesled a notice of acceleration to Orkney RerlJune 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, SRUSceseaxl its contractual right under its agreemenith w
Orkney Re Il to withdraw all assets from the reserxedit 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 depositem SRUS
segregated accounts pursuant to the terms of theurance agreement between SRUS and Orkney Ribdl (
“Orkney Re Il Reinsurance Agreement”), where theg 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 permissiblesusnder the
Orkney Re Il Reinsurance Agreement. The transfelassets had no impact on our consolidated financia
statements.

On all scheduled quarterly interest payment datesesMay 11, 2009, Orkney Re Il was unable to make

scheduled interest payments on the Series A-1 N&teof December 31, 2011, Assured made guargagments

on the Series A-1 Notes in the cumulative amoun$®® million over the duration of the scheduleteiast
payment dates. This amount of cumulative inteieesiccrued for by us in Accounts Payable and Otledrilities

on the Consolidated Balance Sheets. Interest @mpitimcipal amount of the Orkney Re Il Notes thaséred is
making guarantee payments of is payable quartérdyrate equivalent to three-month LIBOR plus 0%2fer the
Series A-1 Notes. As of December 31, 2011, therést rate on the Series A-1 Notes was 0.87% (cordp®
0.71% as of December 31, 2010. For further disonssn the Orkney Re Il scheduled interest paymentshe
Series A-1 Notes, refer to Note 18, “SubsequennhEvweOrkney Re Il.
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Ballantyne Re

Ballantyne Re is a special purpose reinsuranceckehicorporated under the laws of Ireland. In NP6,
Ballantyne Re issued, in a private offering, $1bfion of debt to third party investors, $178.0llion of Class C
Notes and $181.2 million in preference shares talS8Aand $500,000 in Class D Notes to SRGL.

Initially, in accordance with FASB ASC 810-10, Baityne Re was considered to be a VIE, and we were
considered to hold the primary beneficial interésitpwing a quantitative analysis whereby it watatmined that
we would absorb a majority of the expected lossas.a result, Ballantyne Re was consolidated in fowancial
statements through December 31, 2008.

Effective January 1, 2009, because of an agreemightHannover Life Re and its affiliate Hannoverfe.i
Reassurance (Ireland) Limited (“Hannover (Irelanaid, together with Hannover Life Re, “Hannover Rgéfer
to Note 13, “Reinsurance 2009 Sale of a Block of Tradition Solutions Busshdsr further information),
Ballantyne Re is no longer consolidated within fiveancial statements of SRGL. The de-consolidatign
Ballantyne Re reduced our consolidated total assedsliabilities by approximately $885.0 milliond$2,035.1
million, respectively, resulting in a one-time nomsh de-consolidation gain of $1,150.1 million, ethiwe
recognized in the first quarter of 2009. This daél no impact on our liquidity position.

As of December 31, 2011, we had no remaining tlitegs exposure related to Ballantyne Re since our
interests in the Ballantyne Re Class D Notes arefeRed Shares are valued at $0 and are classifeading
securities on the Consolidated Balance Sheets. Cldws C Notes were contractually written-off dgrthe fourth
quarter of 2008.

SRUS remains liable for the accuracy and performaras applicable, of its representations, warrgntie
covenants, and other obligations that relate t@gsrbefore the assignment and novation to Secuifigyof Denver
Insurance Company (“SLD”) of the reinsurance agmemtwith Ballantyne Re. In addition, the Compamgd a
SRUS remain responsible for certain ongoing coveEnand indemnities made for the benefit of BallartRe and
the financial guarantors of certain of the notesiésl by Ballantyne Re.

10. Debt Obligations and Other Funding Arrangements

Long-term debt, at par value (the “Capital and TRreferred Securities”, as defined below), copsisif:

(U.S. dollars in thousands) December 31, 2011 December 31, 2010
Capital Securities Due 2032* ............ccooecvveeeeeeeeennen. $ 17,500 $ 17,500
Preferred Trust Securities Due 2033*........ccceeeerveven. 20,000 20,000
Trust Preferred Securities Due 2033*........cccceeeene 10,000 10,000
Trust Preferred Securities Due 2034*........cccceee.n. 32,000 32,000
Trust Preferred Securities Due December 2034*...... 50,000 50,000
Long-term debt, at par value................cceeeerrrvererrnnns. $ 129,500 $ 129,500

*Defined below.
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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) ..o 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 .........ccccvveeeeeieeiiiss 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 ............cccvvviiiiiieenne, 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, 2011... 4.58% 4.53% 4.48% 4.38% 4.08%
Interest rate at December 31, 2010.... 4.30% 4.25% 4.20% 4.10% 3.80%
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,
2011 12 12 12 12 12
*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 of Glagital Trust consist of $18.0 million principal aomt of
Floating Rate Debentures (the “Debentures”) isdue&HI, and have all the same features (maturitg,daterest
payable, interest rate, maximum number of quaf@rsvhich interest may be deferred, and the nunabeuarters
for which interest was deferred as of Decembei281,1) as the Capital Securities Due 2032.

Preferred Trust Securities Due 2033

On October 29, 2003, Scottish Holdings, Inc. Stagufrust I, a Connecticut statutory businesstt{USapital
Trust 11"), issued and sold in a private offering aggregate of $20.0 million Preferred Trust Se@si(the
“Preferred Trust Securities Due 2033"). All of tbemmon shares of Capital Trust Il are owned by SHhe sole
assets of Capital Trust Il consist of $20.6 milliprincipal amount of Floating Rate Debentures (2283 Floating
Rate Debentures”) issued by SHI, and have all #mesfeatures (maturity date, interest payableranterate,
maximum number of quarters for which interest maydbferred, and the number of quarters for whitérést was
deferred as of December 31, 2011) as the Prefémet Securities Due 2033.

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 amyragate of $10.0 million Trust Preferred Securifir® “Trust
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Preferred Securities Due 2033"). All of the comnsirares of GPIC Trust are owned by SHI. The satetaof
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 defirand the number of quarters for which interest deferred as
of December 31, 2011) as the Trust Preferred Sexsufdue 2033.

Trust Preferred Securities Due 2034

On May 12, 2004, Scottish Holdings, Inc. Statutdrust Ill, a Connecticut statutory business tri§tafpital
Trust I1I") issued and sold in a private offering aggregate of $32.0 million Trust Preferred Se@si(the “Trust
Preferred Securities Due 2034”"). All of the comnsdrares of Capital Trust Il are owned by SHI. Foée assets
of Capital Trust Il consist of $33.0 million pripal amount of Floating Rate Debentures (the “2BRting Rate
Debentures”) issued by SHI, and have all the saatifes (maturity date, interest payable, inteast maximum
number of quarters for which interest may be defitrand the number of quarters for which interext deferred as
of December 31, 2011) as the Trust Preferred Seufdue 2034.

Trust Preferred Securities Due December 2034

On December 18, 2004, SFL Statutory Trust |, a Date statutory business trust (“SFL Trust I") isswand
sold in a private offering an aggregate of $50.0ioni Trust Preferred Securities (the “Trust Preder Securities
Due December 2034” and, together with the TrustdPred Securities Due 2034, the Trust Preferrediftigzs Due
2033, the Preferred Trust Securities Due 2033 hadCapital Securities Due 2032, the “Capital anasTPreferred
Securities”). All of the common shares of SFL Truate owned by SFL. The sole assets of SFL Trastsist of
$51.5 million principal amount of Floating Rate Pelures (the “December 2034 Floating Rate Debesiture
issued by SFL, and have all the same features (ityatlate, interest payable, interest rate, maxinmumber of
quarters for which interest may be deferred, arel tbmber of quarters for which interest was detems of
December 31, 2011) as the Trust Preferred Secubtiee December 2034.

SALIC has guaranteed SHI's and SFL'’s obligationdarrthe Debentures, the 2033 Floating Rate Debesytur
the Junior Subordinated Notes, the 2034 Floatinge Raebentures, 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 deferrintgerest payments as of March 4, 2009 on the Capitd
Trust Preferred Securities. These deferrals wermifted by the terms of the indentures governing $kcurities
and were made at the discretion of our Board oé®ars (the “Board”) to preserve liquidity. As D&cember 31,
2011, we have accrued and deferred payment of $tiflidn of interest on such securities. SHI, SEhd SALIC
are restricted in their ability to make dividendypeents in any period where interest payment ohiigaton these
securities are not current.

For further discussion on the accrued and defepagment on our Capital and Trust Preferred Seesriti

subsequent to December 31, 2011, see Note 18, é§ubnt Events Peferral of Interest Payments on the Capital
and Trust Preferred Securities
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Stingray Investor Trust and Stingray Pass-Throughust

On January 12, 2005, SALIC entered into a put agess with the Stingray Investor Trust for an aggteg
value of $325.0 million, which put agreement redate $325.0 million aggregate stated amount of Z®®Pass-
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.

This facility was fully utilized, as of April 14,008, and $325.0 million of funding agreements wesseied to
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. Movementgha fair value of the Interest Rate Swap were wetlin net
realized and unrealized income (losses) in the @afsed Statements of Operations.

During 2009, we acquired Pass-Through Certificategrivately-negotiated purchases which represented
reconsideration events under FASB ASC 810-10. ‘¥é&xlwa quantitative analysis in determining thathibigler 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 8920ve had acquired Pass-Through Certificates wittated
amount of $169.4 million. This holding representieel majority of the Pass-Through Certificatesreéfare, at that
time, we determined we were the primary benefic@r$tingray, and we were required to consoliddteggay in
our consolidated financial statements. The codatibn of Stingray was recorded in accordance WBIC 810-10,
which required us to recognize the assets acquifes 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 coligation were
$32.8 million and $52.1 million, respectively. Asesult 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

TTUST e et e e e e e e e e et e e e e e e nnees $ (56,747)
Recognition of Interest Rate Swap at fair value............cccceevvvveeennnnnene. 32,831
Recognition of outstanding Pass-Through Certifisate

UM VAIUG ... ——— (52,128)
Elimination of liability to Stingray INvestor TruSL...........ccccvvevrevvemensnn. 325,000
Gain on initial consolidation of SHNGIAY ........c...coeveveeeeeeeeeeeeeeeeeeen, $ 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 amodirRass-Through Certificates. As a result, as ofebsber 31,
2009, we had repurchased $226.7 million in aggeegtted amount of the Pass-Through Certificatasjng $98.3
million outstanding with non-affiliated investors.

We had elected the fair value option under FASB /26 in respect of the Pass-Through Certificatdd 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 Operations.
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In January 2010, we acquired, in a privately-neget transaction, an additional $18.1 million ofmgate
stated amount of Pass-Through Certificates. Dudnty and August 2010, we acquired, through priyatel
negotiated transactions, an additional $55.5 milbmd $8.0 thousand, respectively, of aggregatedseamount of
Pass-Through Certificates. In conjunction with thdy acquisitions, we obtained consent from thkeiseto
proposed amendments to certain of the transactilated documents. The proposed amendments profadekle
termination of the Interest Rate Swap effectivey JI2010. The termination of the Interest RateaSwesulted in a
swap termination payment to the Stingray Pass-Tdirarust of $39.2 million (the “Swap Terminationyznt”),
which amount subsequently was distributed on tte T2, 2010 payment date pro rata to all holdersecbrd of
Pass-Through Certificates as of June 30, 2010Qydivay the July sellers. As a result of its owngrss 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, 20@4i@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 Septergap@010, we cancelled the entire $325.0 millioraggregate
stated amount of the Pass-Through Certificates.coimection with the cancellation, the correspogdh325.0
million of funding agreements were surrenderedHy $tingray Investor Trust, and all unamortizedtdstuance
costs relating to Stingray, in the amount of $2iion, were written off. These were included iollateral finance
facilities expenses in the Consolidated Statemein@perations.

Premium Asset Trust Series 2004-4

On March 12, 2004, SALIC entered into an unsecfuweding agreement with the Premium Asset Trustafor
aggregate of $100.0 million (the “PATS”). The fumgl agreement had a stated maturity of March 1B92@he
“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 respedhefPATS. The extinguishment of PATS securitieguaed
through negotiated repurchases and the settlenfetiteoremaining funding obligation in respect of BATS
securities not repurchased prior to the PATS Mgtidate were completed for a total consideratiofi46.5 million
compared to the $100.0 million par value of the BATonsequently, in accordance with FASB ASC T@&#0,
Transfers and Servicing, we recorded a gain oregtiguishment of the PATS debt of $53.5 millionthe first
quarter of 2009.

Credit Facilities

On November 30, 2006, SALIC and Scottish Re Limigetiered into a one year, $5.0 million letter afdit
facility with a single bank on a fully-secured lzasiT his facility was amended on October 31, 2603, term of two
years and to a limit of $15.0 million. On Octol&dr, 2009, this facility was automatically renewe @aemains in
place until cancelled by either us or the bank.ts@unding letters of credit for SALIC at Decembér, 2011 and
2010 were $75.0 thousand.
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On May 7, 2007, we completed the equity investmeahsaction by MassMutual Capital and SRGL
Acquisition, LDC, an affiliate of Cerberus, annoadcby us on November 27, 2006 (the “2007 New Chpita
Transaction”). Pursuant to the 2007 New Capitanbaction, MassMutual Capital and Cerberus (togethe
“Investors”) invested an aggregate $600.0 milliontie Company in exchange for 1,000,000, in thereagde,
newly-issued Convertible Cumulative Participatingf@rred Shares. The gross proceeds were $600i6miéss
$44.1 million in closing costs, which resulted iggeegate net proceeds of $555.9 million. Each @€dibte
Cumulative Participating Preferred Share has avadue of $0.01 per share with an initial statedueabnd
liquidation preference of $600 per share, as agfLifir the accretion of dividends or the paymendigidends or
distributions as described further below.

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,Gonvertible
Cumulative Participating Preferred Shares autoralyiovill 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, exceglténevent 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 ®saare cumulative and accrete daily on a non-congiag
basis at a rate of 7.25% per annum on the statee vA $600.0 million, whether or not there arefjpsp surplus, or
other funds available for the payment of dividen8sich dividends will be made solely by increashmgliquidation
preference of the Convertible Cumulative PartidigpPreferred Shares. As of December 31, 2011atheunt of
dividends accreted pursuant to the terms of thev&uible Cumulative Participating Preferred Shames $202.8
million in the aggregate, or $202.76 per share.

Redemption of the Convertible Cumulative PartidimatPreferred Shares is contingent upon a change in
control. Since neither liquidation nor a changedamtrol event is currently probable, the accretaddends have
not been accrued in our consolidated financiakstants.

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 argishares.

To the extent that the Convertible Cumulative Rgditing Preferred Shares participate on an aserten
basis in dividends paid on ordinary shares, a spmeding reduction will be made to the liquidatfmeference for
the Convertible Cumulative Participating Prefer®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 propertyigidends or distributions. The holders of Conimset
Cumulative Participating Preferred Shares may, amather things, require us to redeem all or a portf the
Convertible Cumulative Participating Preferred sarpon a change-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)stladed value of the outstanding Convertible Cutiuda
Participating Preferred Shares, plus an amountléquhe sum of all accreted dividends through ehdier of (A)
the date of payment of the consideration payabtswpchange-in-control event, or (B) the fifth aremsary of the
issue date of the Convertible Cumulative PartigiqgaPreferred 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 ConveribCumulative
Participating Preferred Shares for ordinary shamesediately prior to the date of such change-intagdrevent.

35



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2011
11. Mezzanine Equity - Convertible Cumulative Parttipating Preferred Shares(continued)

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

The Convertible Cumulative Participating Prefer®dares rank, with respect to payment of dividenas$ a
distribution of assets upon voluntary or involugthquidation, dissolution, or winding-up (a “Licg&tion Event”):
(a) senior to our ordinary shares and to each atlass or series of our shares established by tlaed3 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 toreany of dividends and distribution of assets upduigaidation
Event; (b) pari passu with each class or seriemioShares, the terms of which expressly providé $hch class or
series ranks pari passu with the Convertible Cutiveldarticipating Preferred Shares as to paymédividends
and distribution of assets upon a Liquidation Eyvemd (c) junior to each other class or serieswf securities
outstanding as of the date of the completion of20@7 New Capital Transaction that ranks seniavuoordinary
shares, and to each class or series of our shheeterms of which expressly provide that suchsctasseries ranks
senior to the Convertible Cumulative Participatiiggferred Shares as to payment of dividends andbdison of
assets upon a Liquidation Event and all classemppreferred shares outstanding as of the coropleti the 2007
New Capital Transaction.

Pursuant to our Securities Purchase Agreementd dédeember 26, 2006 (the “Purchase Agreement”)h wit
the Investors, certain representations and wagsntere provided relating to our statutory accowntecords. As
discussed in Note 15, “Commitments and Contingendiedemnificatiori, certain statutory accounting errors were
discovered in 2006 which resulted in an indemniftzaclaim against us by the Investors. Resolutibthis claim
could have resulted in a change in the convergianila on these securities.

In connection with a closing of the Merger (as defi below in Mezzanine Equity — Convertible Cuniuiat
Participating Preferred SharesMerger Agreement)the Investors were required to release their imdéication
claim against SRGL arising from alleged breachesepresentations and warranties made by SRGL in the
Securities Purchase Agreement dated as of Noveriber2006. Refer to Note 15, “Commitments and
Contingencies lmdemnification.

Merger Agreement

On April 15, 2011, we entered into an agreement@ad of merger (the “Merger Agreement”) with atftes
of our controlling shareholders, the Investors spant to which an affiliate of the Investors (“Merdgsub”) would
be merged into SRGL and SRGL would continue astineiving entity. Under the Merger Agreement,aatfiinary
shares would be converted into the right to rec&0e30 per share, which represented a premium df4$@r
87.5%) over the average trading price of the omginshares for the three months preceding April 2611
(collectively, the “Merger”), provided that any amdry shares held by shareholders that properlycesed dissenter
rights (the “Dissenting Shareholders”) under themPanies Law (2010 Revised) of the Cayman Islands (t
“Companies Law”) would be valued in accordance wita procedures set forth under the Companies Lahe
Merger consideration to all such ordinary shards by non-Dissenting Shareholders was funded sdiglyhe
Investors, on behalf of Merger Sub. Following #féectiveness of the Merger, all of the outstandamdinary
shares of SRGL would be owned by affiliates of lieestors. The Convertible Cumulative Participgtifreferred
Shares and the Perpetual Preferred Shares werectedf by the Merger and remain outstanding. Utldeterms
of the Shareholders Agreement, any agreement éCtimpany to merge with the Investors or an affilief the
Investors required the prior approval of a majoafydisinterested directors of our Board. To thigl, a special
committee of the Board, comprised of disinterestiedctors, was appointed to consider, and determimether to
recommend to the full Board that the Company shauwdage in, the Merger Agreement. In its evalumatod
approval of the Merger and related agreementssyibeial committee engaged separate legal counded aaparate
financial advisor.
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The Merger Agreement permitted SRGL to soliciteiee, evaluate, and enter into negotiations wipeet to
alternative proposals for a 45 day “go-shop” permgjinning April 15, 2011. The special committedth the
assistance of its independent advisors, solicitaihg this period alternative proposals for the wasigjon of the
ordinary shares. The Merger Agreement also pravithe Investors with a customary right to matchupesior
proposal. This process did not result in a supgnioposal.

Completion of the Merger was subject to, amongrotieaditions, approval by a majority of the ordinahares
held by parties unaffiliated with the Investorstbe Company attending and voting at the sharehsldereting
(whether in person or by proxy). SRGL prepared delivered to shareholders on May 11, 2011, in ection
with the extraordinary general meeting of sharetwscheld on June 8, 2011, an Information Staterfwhich
Information Statement subsequently was posted & @ompany’s website) containing detailed informatio
regarding the Merger. The Merger was approvediel sneeting by the Company’s shareholders, inctuthiy a
majority of the ordinary shares held by partiesaifttiated with the Investors or the Company (atting and voting
at the shareholders meeting whether in person grday).

The Merger Agreement imposed certain camubt to the obligations of the respective parteslose the
Merger. Among these conditions was the receiptegfiired governmental consents and approvals,failhich
were received. Additionally, it was a conditionttte obligation of the Investors and Merger Suletiect the
Merger that ordinary shareholders holding no mdrant10% of the issued and outstanding ordinaryeshar
(excluding, generally, any ordinary shares ownedthry Investors, the Company, or their respectiidicaés
(“Owned Shares”)) have exercised dissenters’ rightder the Companies Law. In connection with thecedures
set forth in the Information Statement and Secf88 of the Companies Law, the Company receivedcestio
exercise such dissenter’s rights from the Dissgnfareholders holding in excess of 10% of thetantkng
ordinary shares (excluding Owned Shares). Theshove and Merger Sub subsequently waived this tiondiand,
on August 24, 2011, the Merger was completed. Upenclosing and effectiveness of the Merger onustu@4,
2011, all existing ordinary shares of the Compargrencancelled and all shareholders (other thanebisw
Shareholders and the holders of any Owned Shares) eligible to receive Merger consideration of380per
ordinary share. With the completion of the Mergdrputstanding voting shares of the Company are owned by
the Investors. The deemed capitalization of Meigal by the Investors prior to the Merger and thigssequent
payment of the Merger consideration by the Invesstor behalf of the Merger Sub, effective on Augisst 2011,
totaled approximately $17.7 million, and had no imepact on the Company’s consolidated financiatesteents.
Following the closing and effectiveness of the Mgrghe Company continued to have certain obligationder
Section 238 of the Companies Law which could haaduded participating in court proceedings in they@an
Islands to determine the fair value of the DissentShareholders’ ordinary shares. In connectioth e
requirements of Section 238 of the Companies Ldw, €ompany engaged in negotiations with each of the
Dissenting Shareholders in respect of the condiderdao be paid for their ordinary shares and redctesolution
with each such Dissenting Shareholder. Other thitnrespect to the reimbursement of a minimal amatfi costs
and expenses that were paid by the Company, aluatagaid to the Dissenting Shareholders in respktteir
ordinary shares were funded by the Investors.
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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 audinary shares during the years ended Decembez(&1,
2010, and 2009:

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
2011 2010 2009
Ordinary shares
Beginning of year ..........cuuveiiiiiiiii i 68,383,370 68,388,37 68,383,370
Ordinary Shares cancelled in connection with the
1T o T PR (68,383,370) - -
Ordinary Shares into which shares of Merger Sulewe
converted in connection with the Merger* ............... 68,383,370 - -
68,383,370 68,383,370 68,383,370

ENd Of Year ...,
* Refer to Note 11, “Mezzanine Equity - Convertiblen@ilative Participating Preferred Shares - Mergegréement”, for
information regarding the Merger.

Perpetual Preferred Shares
We are authorized to issue 50,000,000 perpetudnpeel shares of 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 esgrewere $4.6 million.

The following table summarizes the activity in eum-cumulative Perpetual Preferred Shares duriag/éars
ended December 31, 2011, 2010, and 2009:

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
2011 2010 2009
Non-cumulative Perpetual Preferred Shares
Beginning of Year ........ccccoee v i e 4,806,083 5,000,000 5,000,000
Non-cumulative Perpetual Preferred Shares redeemed - (193,917) -
ENG Of YEAI....iii ittt 4,806,083 4,806,083 5,000,000

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 based predefined set of interest rate benchmarkise quarterly
floating rates from September 30, 2010 through béoesr 31, 2011 ranged between 6.41% and 8.04%.n@any
dividend period, unless the full dividends for therrent dividend period on all outstanding PerpeRi@ferred
Shares have been declared or paid, no dividendbeaayaid or declared on our ordinary shares andrdmary
shares or other junior shares may be purchasedemsetl, or otherwise acquired for considerationr fEdgher
discussion on the Perpetual Preferred Shares, aeell8, “Subsequent EventPerpetual Preferred Shares
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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 divids
are at the discretion of our Board and will depemd our income, capital requirements, insurance laggry
conditions, operating conditions, and such othetofd as the Board may deem relevant. Notwithstanthe
foregoing, if dividends on the Perpetual Prefer&dres have not been declared and paid (or decaceé sum
sufficient for the payment thereof set aside) far turrent dividend period, we generally are prktlifrom paying
or declaring any dividend on the Ordinary SharBefer to Note 11, “Mezzanine Equity — Convertiblen@ilative
Participating Preferred SharedMerger Agreemefit for information regarding the ordinary shareddwing the
completion of the Merger.

Dividends on Perpetual Preferred Shares

In accordance with the relevant financial testseuriie terms of the Perpetual Preferred ShareBoard was
precluded from declaring and paying dividends ocheaf the 2009 and 2010 dividend payment dates asdy
result, did not declare and pay a dividend on sdates. Although permitted under the terms of tkep&tual
Preferred Shares to declare and pay a dividendimexction with the 2011 dividend payment dates,Bbard
resolved not to declare and pay a dividend on each dividend payment date. Pursuant to the terfinand
subject to the procedures set forth in, the Cedtié of Designations related to the Perpetual RezfeShares, the
holders of the Perpetual Preferred Shares ardeghtit elect two directors to our Board in the eéwéimidends on
the Perpetual Preferred Shares have not been dédad paid for six or more dividend periods. Noympent of
dividends on July 15, 2009 marked the sixth divitlperiod for which dividends had not been declaed paid.
This right to elect two directors to our Board hast been exercised as of December 31, 2011. Ftnefu
discussion on the non-declaration of PerpetualePred Shares dividends, refer to Note 18, “SubsstgHeents-
Non-declaration of Dividends on Perpetual Preferfuares.

13. Reinsurance
Premiums Earned, Net

The components of the net premiums earned weralasvé for the years ended:

(U.S. dollars in thousands) December 31, 2011 December 31, 2010 December 31, 2009
Premiums assumed ..........cccvvvveeeeeeeesiccmne. $ 647,871 $ 714,916 $ 763,190
Premiums ceded.........oovoveeeeeeeeeeeeeeeeeecns (344,951) (293,782) (311,390)
Premiums earned, net .............ccoeevvvveeeennn. $ 302,920 $ 421,134 $ 451,800

Reinsurance agreements may provide for recaptghtsron the part of the ceding company. Recaptghts
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 abmiig the financial condition or ratings of thensirer. The
recapture of business previously ceded to the Cayndaes not affect premiums assumed prior to thapteire of
such business, but would reduce premiums in sulesgqeriods.
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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, 2011 December 31, 2010 December 31, 2009
Claims, policy benefits and changes in

policyholder reserves assumed ................... $ 656,628 $ 617,723 $ 267,240
Claims, policy benefits and changes in

policyholder reserves ceded....................... (341,874) (223,105) (290,166)
Claims, policy benefits and changes in

policyholder reserves, net .................cceew-. $ 314,754 $ 394,618 $ (22,926)

At December 31, 2011 and 2010, there were no reanse ceded receivables associated with a sinigisurer
in excess of 1% of total assets.

2009 Sale of a Block of Traditional Solutions Busiss

We announced on February 20, 2009 that we had cltfee transactions contemplated by the Master Asset
Purchase Agreement (the “Purchase Agreement”), iy @among the Company, SHI, SRUS, SRLB and SRD
(collectively, the “Sellers”) with Hannover Re tellsa block of individual life reinsurance businessjuired in 2004
from SLD and Security Life of Denver Internationhimited (“SLDI” and, together with SLD, the “ING
Companies”), which block consisted primarily ofrtelife reinsurance, universal life with secondamaantees, and
yearly renewable term business (the “Acquired Bessif)), and which block was part of our TraditioBalutions
business.

The Acquired Business generally did not includeifess previously ceded by SRUS to Ballantyne Rehas
reinsurance transaction with this special purpesgsurance vehicle was novated and assigned frodS3B SLD
effective October 1, 2008. However, the AcquiragsiBess did include certain business recaptur&0@8 from
Ballantyne Re to SRUS, then recaptured from SRUSLUD, and ultimately ceded by SLD through its &if#,
SLDI, to SRLB, as well as the business recaptunecbnnection with the unwind in 2008 of our forn¢8BC Il
collateral finance facility.

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\togired 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 taipds prior to January 1, 2009, but we were reléasem 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 the administration of the Acquired Businessd &me transfer of certain employees from the SelietHannover
Re. Pursuant to the Purchase Agreement, the rergaiease on SRUS’ Denver office location was assigto
Hannover Re as was a portion of SRUS’ Charlotte®ffocation. In addition, Hannover Life Re entkiato an
administrative services agreement with SRUS putst@amvhich Hannover Life Re administers the accepad
ceded mortality business retained by SRUS andfitates.
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13. Reinsurance (continued)

The release of liabilities associated with the seation resulted in a pre-tax gain of $703.6 milliafter
transaction expenses and related costs. Thisvggsralso subject to certain contingencies, whicheved satisfied

during 2009. This total gain is summarized asfof:

(U.S. dollars in millions)

Consolidated
Statement of

Transfer of INVEStMENLS ........ccoevveviiiiieeeceiee e,

Release of reserve for future policy benefits.........

Decrease in accounts payable and other liabilities

Decrease in reinsurance balances and risk fees
receivable ...

Decrease in reinsurance balances payable ..........
Increase in other assets ................

Decrease in claims and other policy benefits.......

Change in value of embedded derivative
HabIlILIES .

Amortization of deferred acquisition costs and
other insurance expenses, Net.........ccccceveeeenne,

Total pre-tax gain in 2009..........ccccvvveeveereeeeecinnne,

Balance Sheet Operations
(1,468.7)
1,902.9
1.7
(6.3)
4.7
18.7
453.0 $ 453.0
275.5 275.5
(24.9) (24.9)
$ 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.
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For the years ended December 31, 2011, 2010, 08 2& had income tax expense (benefit) from ofmersit
as follows:

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
(U.S. dollars in thousands) 2011 2010 2009
Current tax expense (benefit):
U S e $ - $ - $ (8,088)
NON-U.S. oo semems s 178 (33,590) -
Total current tax expense (benefit) .............. 178 (33,590) (8,088)
Deferred tax (benefit) expense:
U S e 1,035 (5,892) 49,838
NON-U.S. oo e (3,830) 1,541 7,781
Total deferred tax (benefit) expense............... (2,795) (4,351) 57,619
Total tax (benefit) expense .........ccocvveeeee. 9 (2617) % (37,941) $ 49,531

The deferred tax expense for the year ended DeaeBhe2011 for the U.S. companies listed above was
primarily caused by an increase of approximatel.8Imillion in our deferred tax liabilities assaeid with the
SRLC model change (as explained in Note 2, “Sumnadrgignificant Accounting PoliciesReserves for Future
Policy Benefity, offset by an approximately $8.6 million defedreax benefit associated with the Orkney | Unwind
Transaction (as discussed in Note 9, “CollaterabRce Facilities and Securitization Structur€rkney | Unwind
Transactiorfl). The deferred tax benefit for the year endeddmber 31, 2011 for the non-U.S. entities listeavab
was primarily caused by the release of a potentidthholding tax liability due to the formation of mew
Luxembourg subsidiary, SHL, and the related transfean intercompany surplus note (issued by SRfg&h
SALIC to SHL.

The weighted average expected tax (benefit) expbaséieen calculated using the pre-tax accountiognie
(loss) in each jurisdiction multiplied by that jsdliction’s applicable statutory tax rate. Recaatidn of the
difference between the (benefit) expense for incoamxes and the expected tax (benefit) expenseeatvéighted
average tax rate for the years ended December031, 2010, and 2009 is provided below:

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
(U.S. dollars in thousands) 2011 2010 2009
Pre-tax (I0SS) INCOME ........cveveeeeeeeeieeeeeeennas $ (201,741) % 198,602 $ 2,355,574
Expected tax (benefit) expense at weighted
AVEIaQge rate . ..ceeiiiiiiei e e (62,701) 53,516 196,629
Change in valuation allowance..............com 60,832 (55,271) (147,580)
Uncertain tax positions ...........ccoeeviiiieeeeeenneee. (2,446) (@34) 8,558
Other and State taXes...........ccovveveveemeeerrennn. 1,698 1,298 (8,076)
Total tax (benefit) expense ......cocvvvveeeeers 9 (2617)  $ (37,941) % 49,531
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We are not subject to income taxation other thastaed above. There can be no assurance thatwlienot
be changes in applicable tax laws, regulationseaties, which might require us to change the wayoperate or

become subject to taxes. At December 31, 201128m6, 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, 2010......cccccvveevvere e $ 720,060 $ 524,841 $ 306,271 $ 1,551,172
Operating losses accrued during 2011....... 132,401 19,706 10,732 162,839
Operating loss carry forwards available at

December 31, 2011....cccccccvvvevvere e, $ 852461 $ 544547 $ 317,003 $ 1,714,011
Deferred tax asset for operating losses,

before valuation allowance,

at December 31, 2011 .......cccoeovveivneeem, $ 291285 $ 68,068 $ 79,251 $ 438,604

The operating loss carry forwards in our U.S. egiwill expire, if not utilized, in years 2021 tlugh 2031,
while the operating loss carry forwards in ourlremtities benefit from an unlimited carry forwareriod. The net
operating loss carry forwards generated prior t@12@esulted primarily from the current operatiofsSRRUS,
SRLC, SHI, SRD, Orkney Re, and Orkney Re Il. Theaperating loss carry forward generated in threect year
resulted primarily from the current operations &£, SRLC, SHI, SRD, Orkney Re I, and the Orkné&nwind
Transaction. Refer to Note 9, “Collateral Finarfezcilities and Securitization StructuresGrkney | Unwind
Transactiori for information regarding the Orkney | Unwind Tisaction.

Our U.S. subsidiaries are subject to U.S. fedet@te, and local corporate income taxes and otparst
applicable to U.S. corporations. Upon distributmncurrent or accumulated earnings and profitshi form of
dividends or otherwise from our U.S. subsidiariesi$, we would be subject to U.S. withholding tages 30%
rate. Significant components of our deferred tesets and liabilities as of December 31, 2011 did 2vere as
follows:
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December 31, December 31,
(U.S. dollars in thousands) 2011 2010
Deferred tax asset
Net operating losses (net of FASB ASC 740-10 acti@® 382%) ................. $ 438604 $ WD
Unrealized depreciation 0N iNVESIMENLS .....cccuiieiiiiiiiiiiiiiiiiiiieeeeeee e 832 50,821
INtANGIDIE ASSELS.....ccii i i it e+ e e e e e e e e e e e e e eeeeanaan 2,408 3,340
Capital 0ss carryforwards ............ooocciceeeeee e 55,287 22,372
Collateral finance facilities costs - 649
SUrPIUS NOLE ACCIUAL.......cceeeeeiee e et e e e e e e e e e e e e s e e e e aaeee s 709 13,923
Embedded derivative liabilities .............omeeiiieiiii e 9,668 10,970
Foreign affiliate aCCruals .................. e eeeeeieeieeee e 6,230 5,611
(@101 SOOI 3,364 1,377
Total deferred taxX ASSEL..........c.eiviiuieeeeemiecre et sttt 522092 497,423
Deferred tax liability
Deferred acquISItion COSTS.....uiiiiiiiiiiiiccce e (24,316) (53,578)
Reserves for future policy benefits ........ccceeeeiiiiiiiiiiiiiii, (143,547) (136,888)
Present value of in-force BUSINESS .........cacccaeiiiiiii e (9,189) (10,860)
Deferred market diSCOUNT ...........uuiiiiii e (7,483) (12,783)
(13T TSSO (2,226) (159)
Total deferred tax ability .............oooo e (186,761 (214,268)
Net deferred tax asset before valuation allowance...........cccccccovviiieeinninnn. 335,331 283,155
VAlUAHON AIIOWANCE ... e e e e e ete e e e e eee e et eeeeaeeeeee e (380,552) (327,316)

$ (45,221) $ (44,161)

Net deferred tax liability
* 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. aatand, given our inability to rely on future taxakihcome
projections and the scheduling of our current defertax liabilities. Our valuation allowance inased by
approximately $53.2 million during the year endegtBmber 31, 2011, to $380.5 million.

Section 382 Event

The investments made by the Investors on May 7,72@8 discussed in Note 11, “Mezzanine Equity —
Convertible Cumulative Participating Preferred 88y qualified as a change in ownership under 8ec382 of
the Internal Revenue Code. Section 382 operatémiiothe future deduction of net operating lossest were in
existence as of the change in ownership. Becaadead previously established a valuation allowaagagnst these
net operating losses, there was not a signifiGanekpense associated with Section 382 limitations.

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

In 2011, the statute of limitations expired for @06 Irish income tax year, which resulted in durion of
our unrecognized tax benefits in the amount of $Rikion. The 2007 tax year remains open for th&.Uife
insurance (“U.S. Life Group”) due to the statutéemsion that SRUS signed as part of the InternatRege Service
(“IRS”) examination described below. At Decembdr, 2011, we had total unrecognized tax benefitsl(ekng
interest and penalties) of $109.5 million, the gr@ton of which would result in a $4.2 million tdbenefit at the
effective tax rate. At December 31, 2010, we hadl tunrecognized tax benefits (excluding inteeasl penalties)
of $111.3 million, the recognition of which wouldsult in a $3.5 million tax benefit at the effeetitax rate.
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As a result of a 2010 U.S. tax court ruling relgtio an unaffiliated third party (Container Corpioa v.
Commissioner, 134 T.C. 5 (2010)), we reconsiderad mosition in respect of an uncertain tax positem
evaluated the implications of the ruling in accor@mwith FASB ASC 740-10. As a result of the tawrt ruling,

we released a tax liability of $35.9 million (insiue of interest and penalties) in the first quaote2010.

The following is a roll-forward of our FASB ASC 74 unrecognized tax benefits for the years ended
December 31, 2011 and 2010:

Year Ended Year Ended
December 31, December 31,

(U.S. dollars in thousands) 2011 2010
Total unrecognized tax benefits at beginning ofyea.......... $ 111,266 $ 132,247
Gross amount of decreases for prior year’s taxtiposi......... - (17,887)
Gross amount of increases for current year's takipa ........ 689 828
Reductions due to lapse of statutes of limitation................ (2,446) (3,922)
Total unrecognized tax benefits at end of year................... 109,509 111,266
Tax benefit of unrecognized tax benefits if recagdiat the

effective tax rate .........occvveeiiiiiiii e $ 4,168 $ 3,522

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) 2011 2010 2009
Total interest & penalties in the Consolidated Ba&aSheets

at beginning of year..........cccooovviiiiieeeee e, $ 2,946 $ 19,442 $ 16,640
Total interest and penalties in the Consolidatede®tents of

OPEIALIONS ..., 1,184 (16,496) 2,802
Total interest & penalties in the Consolidated Ra&Sheets

atend Of Year.........ooo i, $ 4130 $ 2,946 $ 19442

We are unable to determine with any certainty wéiethis reasonably possible that significant clenip the
gross balance of unrecognized tax benefits mayrandhe next twelve months.

We file our tax returns as prescribed by the tavslaf the jurisdictions in which we operate. AsO#cember
31, 2011, we remained subject to examination infetHewing major tax jurisdictions for the yeardinated in the
table below:

Major Tax Jurisdictions Open Years
u.s.
Life GroUP «.ooeeeeeeeeeeeee e 2007 through 2011
NON-Life GroUp ....ccoecveevveiiiiieeeeeeee e ccmem s 2008 through 2011
1= = g (o SRR 2007 through 2011

Net operating losses are being carried forward fdosed years and could be examined by the IRS when
utilized in an open year in the future. Additidgato the extent that a net operating loss has loaeried back to an
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otherwise closed year, that earlier year coulduisgest to examination as long as the loss year irenmpen.

On March 30, 2011, SRUS was natified that the IR&ild perform an examination of our consolidated.U.S
Life Group tax returns for 2004, 2007, 2008, an@20 As of December 31, 2011, this examination stdkin
progress, but we believe the examination will becbaded with no cash tax liability or any impact tioe
Company’s Consolidated Statements of OperationfhieW\the IRS completes their examination, our cafiebe
submitted for review and approval to the Joint Cotreea on Taxation (the “Joint Committee”); howevénal
approval could take up to twelve months from thee ad submission to the Joint Committee. For farttiscussion
on the IRS examination, please refer to Note 18b%8quent Eventsinternal Revenue Service Examination

15. Commitments and Contingencies
Indemnification

In connection with an examination of the statutfimancial statements of certain of our operatingunance
subsidiaries, and, specifically, the purchase attiog entries made in connection with the 2004 &itijon of the
ING business, we determined in 2007 that certafarcmmpany receivables and intercompany claims wete
reflected in the statutory financial statementSBUS and SRD in accordance with applicable statwocounting
practices. The effect of the associated correstiesulted in a restated statutory surplus at gadr2006 for each
of SRUS and SRD.

Although the restated statutory surplus of eacBRES and SRD met the applicable minimum statutorglas
requirements at December 31, 2006, and none oé tbesections impacted our historical consoliddiadncial
statements under U.S. GAAP, we were obligated utideterms of the Purchase Agreement with the tovedo
notify the Investors in November 2007 of the curtiveoverstatement of reported statutory surpluSRD and the
cumulative understatement of statutory surplusRWS. The Investors responded by notifying us efrtboncern
that such corrections may constitute breaches néiceof the representations and warranties madesbin the
Purchase Agreement. Under the Purchase Agreeieht event of a claim for losses resulting fromiminution
in value, such losses generally would be determinyealn independent investment banking firm basedhamges in
the valuation of SRGL using the assumptions andetsagsed by the Investors at the time of theirgieito invest
in us, and any such indemnification claim would datisfied by adjusting the conversion amount atctvtthe
Convertible Cumulative Participating Preferred ®lsassued to the Investors would be convertible dutr ordinary
shares. Following communications from the Investor2007, no further action was taken by us orthestors in
respect of this claim. We were not able to predicat the amount of any indemnifiable losses wddde been, if
any, or what potential defenses or other limitation indemnification would have been availablegainder those
circumstances. In connection with the closing i Merger (described in more detail in Note 11, ZBnine
Equity - Convertible Cumulative Participating Preéel Shares Merger Agreemeii}, the Investors were required
to release their indemnification claim against SR&ising from such alleged breaches of represemntmtand
warranties. The Investors waived in connectiorhlie Merger Agreement any claim to indemnificatiomespect
of this matter.

Lease Commitments

We lease office space in certain countries in whighconduct business under operating leases tipateext
various dates through 2016. Total rent expense meipect to these operating leases for the yealesdedecember
31, 2011, 2010, and 2009 was approximately $0.7Tiomjl $1.2 million, and $1.4 million, respectivelyThe
operating lease for our former Denver office was s& part of the sale of the Acquired Businegdddaanover Re in
2009. Refer to Note 13, “Reinsuranc609 Sale of a Block of Traditional Solutions Bas# for information
regarding the sale of the Acquired Business to idaenRe in 2009. At December 31, 2011, we heldaipey
leases for our offices in Charlotte, North CarglibaS.; 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
2012 1,657 $ (1,269) $ 388
2013 1,265 (700) 565
2014 1,294 (603) 691
2015 1,333 (621) 712
2016 1,372 (639) 733
Total future lease COMMItMENLS .............ommmerrrr. 6921 $ (3832 $ 3,089

Concentrations of Credit Risk

The creditworthiness of a counterparty is evaludtedis, taking into account credit ratings assigbgdating
agencies and other factors. The credit approvatga® involves an assessment of factors includimgng others,
counterparty, country, and industry credit expodumits. 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 (collectivadinsurance assets”), investments, and cash amdecpsvalent
balances. A credit exposure exists with respecgittsurance 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 exterastioener 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.

16. 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, the Catyhslands, Ireland, and the U.S. Certain of thiegelations
include restrictions that limit the amount of digittls or other distributions, such as loans or eablances,
available to shareholders of the insurance andsuesmce subsidiaries without prior approval of thgeurance
regulatory authorities. The difference betweeatffitial statements prepared for insurance regulatottyorities and
statements prepared in accordance with U.S. GAAR by jurisdiction; however, the primary differentethat
financial statements prepared for some of the arse regulatory authorities do not reflect DAC,ifithe amount
of deferred income tax net assets, limit or disalé®rtain intangible assets, have different investrmeasurement
methodologies, establish reserves for investedsissed calculate benefit reserves by a definechdtaic process,
among other differences from U.S. GAAP.
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Statutory Requirements for Non-U.S. Subsidiaries

Our Bermuda insurance company, SRLB, is requirech&intain a minimum capital of $0.25 million as of
December 31, 2011, and, under The Insurance LatlveofCayman Islands, SALIC must maintain a minimugh n
capital worth of $0.24 million. There were no staty restrictions on the payment of dividends froetained
earnings by any of the Bermuda or Cayman subsédiaas the minimum statutory capital and surplusirements
are satisfied by the share capital and additioaal-, capital of each of the subsidiaries.

SRD is required by the Central Bank of Ireland (t8entral Bank”) to maintain a minimum level of daip
share capital. The Central Bank has put certastrictons in place on the ability of SRD to makidiend
payments from profits available for distributiontiin the meaning of the Companies (Amendment) 2883. On
July 15, 2006, Statutory Instrument 380 (“SI 380f)2006 transposed into Irish law European Uniomnril
Directive 2005/68/EC, which establishes a regulategime for reinsurance organizations and defim@gmum
requirements for certain liabilities, assets bagkinese liabilities, and surplus. At December 3111 and 2010,
SRD had a solvency margin of 195% and 191%, resdet These percentages were based on the alailab
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 agregméth SRD, pursuant to which SALIC effectively
guarantees SRD’s regulatory solvency.

Statutory Requirements for U.S. Subsidiaries

Our Delaware-domiciled reinsurance subsidiariesffilancial statements prepared in accordance stétiutory
accounting practices prescribed or permitted byDhpartment, including the Department’s adherencational
Association of Insurance Commissioners (the “NAl@%k-based capital (“RBC”) requirements for lifacahealth
insurance companies (the “Delaware Basis”). Theéddenent recognizes only statutory accounting prest
prescribed or permitted by the Department for aeiteing and reporting the financial condition andguks of
operations of an insurance company and for deténmiits solvency under Delaware Insurance Law. WB¢C's
Accounting Practices and Procedures Manual (“AP&&nial”) has been adopted as a component of presicrib
accounting practices by the Department.

As of December 31, 2011 and 2010, SRUS and SRLEegbex] all minimum RBC requirements on a Delaware
Basis. The maximum amount of dividends that carpéie by SRUS and SRLC without prior approval of th
Delaware Insurance Commissioner (the “Commissigriedimited to the greater of the net gain froneogtions for
the preceding year or 10% of statutory surplus fath® preceding year-end, not exceeding earnedusurpThe
applicable statutory provisions only permit an imesuto pay a shareholder dividend from unassignaglss.
Unassigned surplus for SRUS and SRLC at DecembeP@11 and 2010 was negative. Accordingly, SRU& an
SRLC cannot pay dividends in 2012 without the papproval of the Commissioner.

Prior to completion of the Orkney | Unwind Transant Orkney Re was another one of our Delaware-
domiciled reinsurance companies. Refer to NotéC@llateral Finance Facilities and SecuritizatiomuStures -
Orkney | Unwind Transactidnfor information regarding the New Reinsurancerédgment with Hannover Life Re
effective January 1, 2011 and the dissolution @y Re.

The following table presents, for each of our Uensurance subsidiaries, the statutory capitalsamglus as

of December 31, 2011 and 2010, and the statutdrinnbeme (loss) for the years ended December 311,22010,
and 2009, as reflected in each company’s most tetatutory financial statement filings with theg2etment.
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16. Statutory Requirements and Dividend Restrictios (continued)

Statutory Capital & Surplus Statutory Net Income (Loss)
(U.S. dollars in thousands) 2011 2010 2011 2010 2009
SRUS ..o senmes e $ 328626 $ 292,318 $ (199.667) $ 49397 $ 119,134
SRLC .. $ 44460 $ 68483 $ (22334 $ (7.396) $ (4,102)
Orkney Re*. ......c.ovoveeeeeeeeeeeees . $ - $ 874706 $ - $ 22194 $ 14,116

* With the Department’s approval, in connectioniwihe Orkney | Unwind Transaction, Orkney Re ditl make a statutory
financial statement filing for the year ended Deben31, 2011.

The company action level RBC percentage at Dece®bgeP011 for SRUS and SRLC was 527% and 219%,
respectively, as filed with the Department. Thenpany action level RBC percentage at December G10 Zor
SRUS, SRLC, and Orkney Re was 466%, 292%, and 240#spectively, as filed with the Department. e 2011
U.S. statutory filings are subject to audit andhsamjuently, may be subject to adjustments.

SRUS

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 kedrvalue of eligible securities held in the qualify reserve credit
trust account established by each of the respeStivgect Reinsurers, for the exclusive benefitRUS, pursuant to
and in accordance with Delaware Insurance Regul@i®03 (Credit for Reinsurance) (each such ekg#acurity
meeting the requirements of subsection 9.1.2 tlieagn“Eligible Security”, and each such trust aga a “Trust
Account”).

In connection with the filing of its statutory finaial statement for the period ended Septembe2@W8, SRUS
requested and received approval for a Permittedtifeafrom the Department. Specifically, under Bermitted
Practice, SRUS received permission to take as actieth from liability the reinsurance ceded by SRtdSeach
Subject Reinsurer in an amount up to, but not grahtan, the specific obligations under the reiasoe agreements
with such Subject Reinsurer that the respectivestTAgcount was established to secure, provided that

1. The original book value of all Eligible Secig# on deposit in the applicable Trust Account (isbook
value to be determined at the time such securitieee deposited to such Trust Account) was, when
combined with any cash on deposit therein, not thas the specific obligations related to such Trus
Account; and

2. The current fair market value of cash and Bl@iSecurities held in the applicable Trust Accowat not
less than the specific obligations related to sitlichst Account calculated using the Commissioners
Standard Ordinary mortality basis (2001 CSO); and

3. The appointed actuary opined that sufficiemtezience exists to demonstrate that such 2001 C&@ality
basis provided reasonable margin relative to egpes.

In the event any one or more of the foregoing ctimi (each a “Condition”) was not met, the reduttirom
liability for reinsurance ceded by SRUS to any a&alile Subject Reinsurer would be reduced by anuatnequal
to the absolute value of the shortfall resultirgirapplication of the specific Condition failing lbe met (or if more
than one Condition was not met, application ofgpecific Condition that resulted in the greatestrgall).

A reconciliation of statutory net income and cdpaad surplus determined in accordance with the RP&

Manual (the “NAIC basis”) and the amounts determine accordance with the Delaware Basis as of andhie
year ended December 31, 2010 was as follows:
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December 31, 2010
Statutory Capital

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

By an order dated June 23, 2011, the Departmertrrdeted that its supervision of SRUS no longer was
required and formally released SRUS from the Amdrdeder, effective immediately. Concurrent witle tielease
of the Amended Order, SRUS ceased utilizing themi®exd Practice and, therefore, has no reconciitegns
between the NAIC basis and the Delaware Basis &&goémber 31, 2011.

SRLC

SRLC did not utilize any permitted accounting piees during the years ended December 31, 2011 @H@ 2
Orkney Re

Pursuant to its Certificate of Authority issued ttme Department, Orkney Re established and mairdaise
reserves in accordance with U.S. GAAP, rather tharstatutory reserves determined in accordandetté NAIC
basis.

A reconciliation of statutory net income (loss) acapital and surplus (deficit) determined under K& C

basis and the amounts determined under the Delaveais as of and for the year ended December 3D, 8@s as
follows:

December 31, 2010
Statutory Net Income  Statutory Capital &

(U.S. dollars in thousands) (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

As of December 31, 2011, Orkney Re had been disdohRefer to Note 9, “Collateral Finance Faciitand
Securitization Structures Orkney | Unwind Transactidn for information regarding the Orkney | Unwind
Transaction.

Orkney Re — Intent and Ability to Hold its Investitse

In the fourth quarter of 2010, Orkney Re changsdhitent to hold its investments for a period ofdisufficient
to recover the statutory accounting amortized wafites of its investments. This change in intentsed Orkney
Re to record other-than temporary impairments (“GT)Tof approximately $115.0 million, which represed the
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 asfetcading and
were already carried at fair value in our consaéddinancial statements.
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17. Related Party Transactions

In connection with the 2007 New Capital Transacema the completion of the Merger, the Investors lad
of our equity voting power at December 31, 201&nglwith the right to designate members of our BodRefer to
Note 11, “Mezzanine Equity — Convertible CumulatRarticipating Preferred Shares” for informatiogaeding the
2007 New Capital Transaction and the Merger Agragme

For the years ended December 31, 2011, 2010, ad8, 23 had premiums earned of $17.1 million, $15.7
million, and $15.1 million, respectively, assocthigith MassMutual Capital. As of December 31, 2@ht 2010,
we had a net receivable from MassMutual Capitél¥ million and $3.3 million, respectively.

We incurred $13.5 thousand, $17.0 thousand, andO$hBusand for Board fees payable to Babson Qapita
Management LLC, a subsidiary of MassMutual Capiial,the years ended December 31, 2011, 2010, 64,2
respectively.

We also incurred $2.4 million and $2.5 million fmvestment management fees payable to Babson Capita
Management LLC for the years ended December 311 20@ 2010, respectively. Babson Capital Managémen
LLC was appointed in the fourth quarter of 2009iragestment manager for all our invested assetsudixg
investments held in securitization structures asmthin company-directed investments

For as long as the Cypress Entities in the aggedgaeficially owned at least 2.5% of our outstagdioting
shares on a fully-diluted basis, they were entittedesignate at least one individual for electmthe Board. The
Cypress Entities owned collectively 4.3% of ourstamding voting shares on a fully-diluted basi®fBecember
31, 2010, and had a representative on the Boahéselshares were cancelled in exchange for Meogsideration
as part of the Merger. Refer to Note 11, “Mezzankquity — Convertible Cumulative Participating fereed
Shares Merger Agreemefitfor information regarding the Merger.

During 2010, we sold our entire investment ($3.Hiom) in Cypress Sharpridge Investments, Inc.,ahhis an
affiliate of the Cypress Entities. During the y®@&nded December 31, 2010, and 2009, we receivddniilion,
and $0.7 million in dividend income, respectivelsom our investment in Cypress Sharpridge Investsjelmc.
Furthermore, included in Fixed-Maturity Investmeassof December 31, 2010 were $2.0 million of baedsed by
affiliates of MassMutual Capital. We received $hillion in interest income in each of the yearsleth December
31, 2010, and 2009, respectively, on the bondeééy affiliates of MassMutual Capital. These bomere held
in the Orkney | portfolios and were transferredHannover Life Re as part of the Orkney | Unwind Agaction.
Refer to Note 9, “Collateral Finance Facilities @écuritization StructuresGrkney | Unwind Transactidnfor
information regarding the Orkney | Unwind Transanti

As disclosed in Note 9, “Collateral Finance Faigit and Securitization StructuresOrkney | Unwind
Transactiori, Cerberus acquired from one or more unaffiliateild parties $700.0 million in aggregate principal
amount of the Orkney Notes in 2009. Orkney | paigrest amounts of $3.2 million and $6.2 million the
Orkney Notes that were owned by Cerberus duringl28id 2010, respectively. These Orkney Notes were
repurchased by OHL, at a discount to the aggregateipal amount, as part of the Orkney | Unwindhiigaction.
Refer to Note 9, “Collateral Finance Facilities a®elcuritization StructuresOrkney | Unwind Transactidnfor
information regarding the Orkney | Unwind Transauoti

For further discussion on related party transastiphease refer to Note 18, “Subsequent Everitsrestment in
Cerberus Affiliated Investment Fuhd
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18. Subsequent Events

The subsequent events disclosed in these notég toohsolidated financial statements have beeuatea by
Company management up to and including the filihthe financial statements on March 29, 2012.

Non-declaration of Dividends on Perpetual Preferr&hares

The Board resolved not to declare and pay a diddanthe Perpetual Preferred Shares on the Jah6aB012
and April 15, 2012 dividend payment dates.

Orkney Re I

On the scheduled interest payment date of Febriar2012, Orkney Re Il was unable to make schedule
interest payments on the Series A-1 Notes. AsaltteAssured made guarantee payments on the SetieNotes
in the amount of $0.9 million.

Deferral of Interest Payments on the Capital andust Preferred Securities

Subsequent to December 31, 2011, we have accrukdieferred payment of an additional $1.5 million of
interest on our floating rate capital securitied smist preferred securities. As of March 29, 2042 have accrued
and deferred payment on a total of $18.9 milliornedrest.

Perpetual Preferred Shares

On February 10, 2012, SRGL agreed to acquire, priately-negotiated transaction, approximately .818
million in aggregate liquidation preference offerpetual Preferred Shares, with a liquidationgresfce of $25.00
per shareat a purchase price of $16.00 per share (the “flidNegotiated Transaction”). The Privately-
Negotiated Transaction settled on February 13 2atd,the related Perpetual Preferred Shares sutrsigwere
redeemed by SRGL. Subsequent to the executiomeofPrivately-Negotiated TransactiocBRGL launched on
February 10, 2012 a cash tender offer to purchageaad all of its then-outstanding Perpetual PreteiShares
(other than those acquired by SRGL pursuant tdtineately-Negotiated Transaction) at the same paresprice as
the Privately-Negotiated Transaction (i.e., $16p80 share). The tender offer was made to all msldé such
Perpetual Preferred Shares upon the terms andcsubj¢he conditions set forth in the related Ofi@Purchase,
dated February 10, 2012 (“Offer to Purchase”), #mal related Letter of Transmittal, dated Februady 2012
(together with the Offer to Purchase, the “Perge®uaferred Share Offer”).

In connection with the expiration of the PerpetBakferred Offer on March 9, 2012, holders of Perplet
Preferred Shares with an aggregate liquidationepegeice of approximately $20.1 million tendered rtt@rpetual
Preferred Shares and SRGL accepted for purchasadltendered Perpetual Preferred Shares. Paymesspect
of the tendered Perpetual Preferred Shares was oradiéarch 13, 2012, and all such shares subsegueetie
redeemed by SRGL. As a result of the foregoingsaations, a gain on the redemption of PerpetusfeRed
Shares of approximately $14.0 million will be resed as a component of net income attributable t6ISR the
three month period ending March 31, 2012.

Internal Revenue Service Examination
On March 30, 2011, the Company was notified thatlRS would perform an examination of its consabda
U.S. life insurance company tax returns for 20@0) 72 2008 (the “earlier tax years”), and 2009. sTéxamination

was prompted by an income tax refund of approxilpe&&2.6 million that the Company received in reatto the
earlier tax years and which required review byXbimit Committee.
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18. Subsequent Events (continued)

The IRS has completed its fieldwork and tdeation of issues, but the examination processains open as
of March 29, 2012. The Company has received footidds of Proposed Adjustment from the IRS, twavbfch
previously had been identified by the Company aedeweflected in the Company’s 2010 tax return.néof the
proposed adjustments, including those identifiedth®y Company, will result in a cash tax liability the IRS or
impact the Company’s Consolidated Statements ofr@joeis. The Company does not anticipate any imehdit
proposed adjustments from the IRS.

Once the IRS issues a final report, the edkde subject to the review and acceptance lyJdihint Committee,
which is statutorily required to review the subrivssof reports by the IRS in cases involving refsiraf tax in
excess of $2.0 million. The Company does not mhtenrecognize any of the outstanding proposedsaaents
until the Joint Committee has closed the case.

Investment in Cerberus Affiliated Investment Fund
On March 26, 2012, SALIC executed subsaiptiocuments pursuant to which SALIC committed tkenan

investment of up to an aggregate $30 million inimvestment fund affiliated with and controlled, efitly or
indirectly, by Cerberus.
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