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Report of Independent Auditors

The Board of Directors and Shareholders of ScottisRe Group Limited

Report on the Financial Statements

We have audited the accompanying consolidated dinhrstatements of Scottish Re Group Limited and
subsidiaries, which comprise the consolidated lzaasheets as of December 31, 2013 and 2012, aneldied
consolidated statements of operatistgreholders’ deficit, and cash flows for eachhefthree years in the period
ended December 31, 2013, and the related notée toonhsolidated financial statements.

Management’s Responsibility for the Financial Statments

Management is responsible for the preparation amgfesentation of these financial statementoifarmity with
U.S. generally accepted accounting principles;itiiiides the design, implementation, and mainte@anfi internal
control relevant to the preparation and fair préstgon of financial statements that are free oferiat misstatement,
whether due to fraud or error.

Auditor’'s Responsibility

Our responsibility is to express an opinion on ¢hésancial statements based on our audits. Welwsziad our
audits in accordance with auditing standards gélgemacepted in the United States. Those standagigire that
we plan and perform the audit to obtain reasonablurance about whether the financial statementsree of
material misstatement.

An audit involves performing procedures to obtaidifevidence about the amounts and disclosurdgeifinancial
statements. The procedures selected depend oautlior's judgment, including the assessment ofribles of
material misstatement of the financial statementsether due to fraud or error. In making thosk @ssessments,
the auditor considers internal control relevantthe entity’'s preparation and fair presentation od financial
statements in order to design audit proceduresateabppropriate in the circumstances, but notierpurpose of
expressing an opinion on the effectiveness of tiigyés internal control. Accordingly, we express such opinion.
An audit also includes evaluating the appropriatenef accounting policies used and the reasonatsené
significant accounting estimates made by managemsntell as evaluating the overall presentatiotheffinancial
statements.

We believe that the audit evidence we have obtaisesufficient and appropriate to provide a basis dur
audit opinion.
Opinion

In our opinion, the financial statements referredabove present fairly, in all material respedt® tonsolidated
financial position of Scottish Re Group Limited asdbsidiaries as of December 31, 2013 and 2012,tlend
consolidated results of their operations and tbash flows for each of the three years in the pegitded December
31, 2013, in conformity with U.S. generally accepéecounting principles.

/sl Emst & Young LLP

Charlotte, North Carolina
March 26, 2014



SCOTTISH RE GROUP LIMITED
CONSOLIDATED BALANCE SHEETS

(Expressed in Thousands of United States Dollarsxeept share data)

December 31,

December 31,

2013 2012
Assets
Fixed-maturity investments held as trading se@sijtat fair value .........ccccccceeeeeiiiiiceeeen.n. $ 1,789,343 $ 1,733,224
Preferred stock held as trading securities, atv@le ..............ccccceeeveeiviviieer s e 1,138 2,387
Cash and Cash QUIVAIENTS .......uuii i eeeeeeee e a e e e e e 247,409 368,809
Other INVESIMENTS ..ot mmmmmmr e e e e e e e e e e e e e e aaeeeeaeeeeeeeeeesesresrnnnnnnen 21,695 19,067
FUNAS WItNNEIO GE INEEIEST......cvvivieeeeieeeeeere sttt sttt st st ee e es e seere et e e esae e s 459,777 482,985

TOtaAl INVESIMENTS.......eeieeee ettt e sttt ettt s en s 2,519,362 2,606,472
ACCTUEd INtEIESt FECEIVABIE. ........c.ovieeiee ettt ettt 12,587 12,979
Reinsurance balances and risk fees receivable...............cocviiiiiiiiiiic 128,319 129,159
Deferred acqUISItION COSES ....iiiiiiiiii et e e e e aeaaaeas 153,229 162,181
Amounts recoverable from FEINSUIEIS ........ccceeeeiiiiiiiiir e e e es s e e e e e reaee s 695,163 705,703
Present value Of iN-fOrce DUSINESS .......ooceei e e e 22,215 24,001
(@] (= g= Yo T=T=Y 1= 6,597 7,911

TOLAI ASSELS ..v.eveieeeeeeeeeeeeeeee et oemmeme e e e ettt e et e e et e ee e e et et et ee e et et et et e e e e e en e $ 3537472 $ 3,648,406
Liabilities
Reserves for future policy DENEFILS ... ... iceeceeie $ 1,332,960 $ 1,329,120
Interest-sensitive contract liabilities ......ceevveeririreer o 1,026,307 1,104,413
Collateral fiINANCE fACHITY...........ccoevivereee e ettt nea 450,000 450,000
Accounts payable and other labilitfes..............cocooviioe i 65,944 51791
Embedded derivative liabilities, at fair ValU@ . ......ccvvvvieriiiiiiiiiiiiei e 18,230 26,290
Reinsurance balances Payable ...........o oo 65,796 72,611
Deferred tax lability............oooi i eeeec e e e e aaaaae 37,532 43,129
Long-term debt, at PAr VAIUE................ecmemeeeeeerereeeeeteeseeeteeseeeteeeeesresetesressssresseeaseesresseeens 116,500 129,500

TOtAl HADIIIES .......vvvvoveveecee e $ 3113269 $ 3,206,980
Mezzanine Equity
Convertible cumulative participating preferred gsampar value $0.01; 1,000,000 shares

issued and outstanding with $600.0 million iniggdted value (liquidation preference:

2013 - $814.2 million; 2012 - $770.7 MIllON) cerriiiiiiieiiee e 555,857 555,857
Shareholders’ Deficit
Ordinary shares, par value $0.01: 68,383,370 slisgaed and outstanding ............cccccoeuveeee.. 684 684
Non-cumulative perpetual preferred shares, pareviu01:

3,246,776 shares issued and outstanding .........ccccccvuviriiieieeee e 81,169 81,169
Additional paid-in capital 1,218,190 12881
RELAINEA BEFICIL.......cveeeeieeee et ee et ettt e ettt s s en e et et et e e s s e e e e s e en e e (1,431,697) (1,414,474)

Total ShAreholders’ AEFICIt ........... ... ceeereeeee e eee et e ettt ee e es e et (131,654) (114,431)

Total liabilities, mezzanine equity, and shareh@UEefiCit...................ccceververvecremmernnaes $ 3537472 $ 3,648406
! Includes total investments of consolidated vagabterest entity (“VIE™)...........cccocveveneee. $ 324,101 $ 296,476
2 Includes accrued interest receivable of CONSEHBMIE .............oeoveeeeeeeeeeeeee e 473 488
% Reflects collateral finance facility of CONSONEALVIE ...............ceeereeereererireeeeeerenenens 450,000 450,000
* Reflects accounts payable and other liabilitiesasfsolidated VIE................ccccoveveervmememe. 45,759 36,683

See Accompanying Notes to Consolidated FinancitkeStents



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

Year Ended
December 31, December 31, December 31,
2013 2012 2011

Revenues
Premiums earned, Net...........cccovvvvvvieeeeeeenririeeeeee. $ 339,171 $ 325,374 $ 302,920
Investment income, Net............covvvvviviemmemmce e, 90,332 109,410 136,223
Net realized and unrealized gains (losses)........... 25,087 137,028 (4,413)
Gain on extinguishment of debt.. 6,240 - 260,000
Change in value of embedded denvatlve assets and

HADINIES ..vvvvviieieeeeee e 8,060 7,468 (1,213)
Fees and other iNCOME ..........cocvevieevieeeeeeee e 6,135 5,791 4,381

TOtal FEVENUES ...t 475,025 585,071 697,898
Benefits and expenses
Claims, policy benefits, and changes in policyholde

FESEIVES, NET ... e e e e s 383,640 373,762 314,754
Interest credited to interest-sensitive contract

HADIIIES ..vvvveeieieeeee e 29,280 37,790 46,911
Other insurance expenses including amortization of

deferred acquisition costs, net............ceeeeeevveennns 43,781 49,037 462,242
Operating EXPENSES .......ccccvvriieirieeeeeerreerrereeaeeeeeens 25,802 32,208 44,388
Collateral finance facilities expense .......ccccceeee..... 9,943 10,465 25,303
[NTErESt EXPENSE .....veveeeveeeee et eemenmee e eee e 4,873 6,996 6,041

Total benefits and eXPenses ................mmmeeeneas 497,319 510,258 899,639
(Loss) income before income taxes............cc....... (22,294) 74,813 (201,741)
Income tax DENEFit .........ooeeieeeeee et e, 5,071 7,102 2,617
Net (10SS) INCOME.....uuviiiieieeeeeeiiicccie e (17,223) 81,915 (199,124)
Dividends declared on non-cumulative perpetual

preferred Shares...........vvvvviiiiiiiiememeeecie e - (1,218) -
Dividends declared on convertible cumulative

participating preferred shares.............cccceeevveeee. - (75,555) -
Gain on redemption of non-cumulative perpetual

preferred shares..........ccooeeeiiiiiiccc e - 14,039 -
Net loss attributable to noncontrolling interest...... - 281 141
Net (loss) income attributable to Scottish Re

Group LIMIted ........oveveeeeeeeeees e $ (17,223)  $ 19,462  $  (198,983)

See Accompanying Notes to Consolidated Financatk8tents



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

Year Ended
December 31, December 31, December 31,
2013 2012 2011
Share capital:
Ordinary shares:
Beginning of Period.........coveiiiiiiii e $ 684 $ 684 $ 684
Merger aCtiVIty, NEL ... e e e e e e e - - -
=g To [0 1 o T=Y (o e 684 684 684
Non-cumulative perpetual preferred shares:
Beginning of PEHIOU..........oooiiiiiii e 81,169 120,152 120,152
Non-cumulative perpetual preferred shares redeemed................c.couee... - (38,983) -
= o o) o114 o Lo ISR PP 81,169 81,169 120,152
Additional paid-in capital:
Beginning Of PEIOU.......uuuieiiii e s 1,218,190 1,218,190 1,217,894
(@] 011101 =D {0 1= 11T - - 296
Yo [0 1 o T=Y (o e R 1,218,190 1,218,190 1,218,190
Retained deficit:
Beginning of PErIOd..........oooiiiiiiieeeeee e (1,414,474) (1,407,269) (1,208,286)
Extinguishment of noncontrolling iNtErest ... vvvvveveviviiimnieeeeeeeeeeee, - 7,778 -
Dividends declared on ordinary Shares......e.evvvieiieeiiiiiiieieeeeenen s - (34,445) -
Net (loss) income attributable to Scottish Re Grhimited.......................... (17,223) 19,462 (198,983)
ENG OF PO ...ttt eeees et ner ettt er e e see e (1,431,697) (1,414,474) (1,407,269)
Total Scottish Re Group Limited shareholders’ defid...............cccccccvveennne. $ (131,654) $ (114431 $ (68,243)
Noncontrolling interest:
Beginning Of PEriO........coovviiiiiiiiimmer e s ee e e - 8,859 9,000
NN = 0TSO - (281) (141)
Acquisition of noncontrolling INEreSt ... ieeiieieeeee e - (800) -
Extinguishment of NONCONrolliNg INEEreSt ... .c.cvvveveeeeeceereeeeeeeeeeeeeeens - (7,778) -
o o) oY= (o T - - 8,859
Total Shareholders’ defiCit.............cov.iiiveeeeeeeeeeeeeee oo, $ (131654) $ (114431) $  (59,384)

See Accompanying Notes to Consolidated Financiak8tents



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

Year Ended
December 31, December 31, December 31,
2013 2012 2011
Operating activities
NEL (I0SS) INCOME ...ttt emeeee e sttt st e se et te s be st essebe st sammnmnsesseseeaessessesseseetansense s e $ (17,223) $ 81,915 $ (199,124)
Adjustments to reconcile n(loss)income to net ca: usedin operating advities:
Net realized and unrealized (QAINS) I0SSES . e erreereirieeiiieeieneestieeeie s remem e seeseenes (25,087) (137,028) 4,413
Gain on extinguishment of 10-term dek.........ccooviiii e (6,240 - -
Change in value of embedded derivative assetsi@iditles ................ccocovevienvereiencienenns (8,060) (7,468) 1,213
Amortization and unlocking of deferred aCqUISITI@BES ............ccevveerieiesmmmee e 8,952 11,073 12,090
Amortization of present value of in-force buSINeSS...........cocviiiiiiiiiiii e 1,786 3,026 4,914
Amortization of deferrefinance facility COSte.......oouiiiiiiiiii e 86¢ 86¢ 10,69¢
Depreciation Of fIXEO @SS.......cuuiiiiiie ettt 142 162 217
(@] o 1T0] g =N o 1=T 4T TSSOV PRPPSPRN - - 29¢
Adjustments attributed to the Orkney | Unwind Traniserct
Gain on extinguishment of Orkney NOLES .......cccciiiiiiiiiiieee e - - (260,000)
Release of deferred acquisition COSES .......ccceeeiiiiiieiiieiie e - - 83,204
Net increase in receivables and amounts recovefi@nereinsurers - - (252,388)
Change in assets and liabilitie
Funds withheld at interest 23,208 66,348 35,284
Other investments (3,043) (1,984) -
Accrued iNterest reCeIVaDIE..............i e e 392 3,778 5,529
Reinsurance balances receivable . 840 (8,183) 10,339
Deferred acquisition cox.................. . - - 804
(@1 [T = 11 Y= SRR 447 1,291 7,13¢
Reserves for future policy benefits, net of amouete®verable from reinsure.............c.coc.e.e.. 14,280 18,31 (55,231
Interest-sensitive contract liabilities (23,957) (23,139) (5,760)
Accounts payable and other liabilities, includindedeed tax liabilities .............ccoe e 8,430 (14,603) 10,633
REINSUIANCE DAIANCES PAYE.....cv.viveeeieeeetseeeeeeee e ter sttt se st ss e s s en e snine s (6,815) (20,633) 1,611
Net cash used in OPErating ACHVILIES ......cceeeerrieveevireresieeseeteeeeses s ssmsemes e s e sesseneenens (30,980) (26,265) (584,121)
Investing activities
Purchase of fixed-maturity iNVESIMENES .......cocvviiiiiiiee e emee e et (338,717) (282,202) (305,334)
Proceeds from sales and maturities of fixed-matunfgStments ............ccoeeveve s e eseeneens 309,163 651,981 1,442,124
Purchases of preferred StOCK ... e e e - (179) -
Proceeds from sales and maturities of preferred StQCK..........cccooiiiiiiiiiiiiiii e 1,060 57,273 8,239
Purchase of and proceeds from other investments,.Net........ccccocvieieiinice e 415 (3,006) 1,581
Proceeds from sales Of fIXed ASSELS, NEL ....ccccveerieverereiriiiereieies s v smemens s sesssese s snsssesenas - - 153
Net cast(used in)provided by INVEStNG ACHVItiL.............c..eereeeeeereereeseeseeseeseeseeseeseeseeseessean (28,079) 423,867 1,146,763
Financing activities
Redemption of collateral finanCe faCiliti®S...oeec.iieeieriereeie e seeem e, - - (590,000)
Withdrawals from interest-sensitive contract liabilities.......... (55,581) (174,659) (108,336)
Redemption on non-cumulative perpetual preferred shares....... - (24,944) -
Deemed capitalization of Merger Sub by Investors padvierger......... . - - 17,647
Payment of Merger consideration by Investors on betidfferger Sub ............ccocceeiiiiemnne. - - (17,647)
Payment odividends ornor-cumulative perpetual preferred shi..........cccooceeiiiiiiicnicinieenn. - (1,218 -
Payment odividends orconvertible cumulative participating preferred sh... - (75,555 -
Payment of dividends on ordinary Shares.........ccueieierinieineeiene e emmemee e s - (34,445) -
ACQUISItION OF I0NG-TEIM AEDL ........eviveeeeeesceece ettt enmes s (6,760) - -
Net cash used in fiINANCING ACHVILIES........ ccoeum.veeeeeeeee e eemeneeseess s ees s eeseenees (62,341) (310,821) (698,336)
Net change in cash and Cash EQUIVAIENLES ....cecceeerviiieiiirieieie e e (121,400) 86,781 (135,694)
Cash and cash equivalents, INNING OF PETIOL.........c.cevierveceieeeeee s s es et 368,809 282,028 417,722
Cash and cash equIvalents, ENA OF PEIIOU ........ee.veevereeereeeeeeeeeeeeeseeeseees e seesseeseeeesenes $ 247,409 8 368,809  $ 282,028
INEEIESE P ee e eeeseees e ee e e e e e es e es s soes s eeese e ee e seeesseee e enes s $ - $ 24,082 $ -
INCOME taxes PaId (FEFUNEM) ...........v.eceeeeemeeseeseeeeeseeseeeeess s eseesee e s eeemeesse s s ss s eneen e $ 202 % 6 $ (7)

See Accompanying Notes to Consolidated Financakstents



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013
1. Organization, Business Strategy, and Lines of Busass
Organization

Scottish Re Group Limited (“SRGL” and, together wiBRGL’s consolidated subsidiaries and VIE, the
“Company”, “we”, “our”, and “us”) is a holding conamy incorporated under the laws of the Cayman dsaand
our principal executive office is located in Bermaud Through our operating subsidiaries, we arecjpally
engaged in the reinsurance of life insurance, aimsyliand annuity-type products. As of December2Ri3, we
had principal operating companies, holding companiimancing companies, and a collateral finanazlif@ in

Bermuda, the Cayman Islands, Ireland, Luxembourd, the United States of America, 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 11")

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

Scottish Holdings (Luxembourg) S.ar.l. (“SHL")

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

On July 30, 2013, the SRUS/SRLC Merger (as defimedNote 16, “Statutory Regulations and Dividend
Restrictions —Statutory Requirements for U.S. Subsididjiegas completed. The SRUS/SRLC Merger had no
effect on the Company’s consolidated financial ffasiand results of operations.

On August 24, 2011, the Merger (as defined in Nbie “Mezzanine Equity — Convertible Cumulative
Participating Preferred Shared/erger Agreemetit was completed. The Merger has been treateghdigposes of
these consolidated financial statements as a tB8sso@nbination.

Business Strategy

In 2008, we ceased writing new business and ndtifigr existing clients that we would not be acceptny
new reinsurance risks under existing reinsurareatigs, thereby placing our reinsurance busingesim-off (the
“Closed Block”). We continue to run-off the ClosBtbck, whereby we receive premiums, pay claims, p@rform
key activities under the related reinsurance tesatiDuring 2013, the Company began to engageitsitiegulators
and certain ceding companies regarding the Companient to accept new reinsurance risks, eitheyuthh the
reinsurance of existing third-party closed block®uasiness or the assumption of newly originatesifess written
by third parties (the “New Business Strategy”).efidgacan be no assurances whether or to what gke@ompany
will be successful in its pursuit of the New BugigeStrategy or what effect such strategy will hawethe
Company’s reported financial results in future pdsi.

The Company has purchased from time-to-time andpifortunities arise, may in the future continue to

purchase, in privately-negotiated transactionsnaparket purchases, or by means of general seiwwits tender
offers, or otherwise, our outstanding securitied atier liabilities. Any such purchases will depem a variety of

7



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013
1. Organization, Business Strategy, and Lines of Biness (continued)

factors including, but not limited to, availablerporate liquidity, capital requirements, and indiia pricing levels.
The amounts involved in any such transactions,viddally or in the aggregate, may be material. fother
discussion on our outstanding securities and aogntetransactions, please refer to Note 9, “Caltt€inance
Facilities and Securitization Structure®©rkney | Unwind Transactidn for information regarding the Orkney |
Unwind Transaction (as defined therein) that wescommated on May 27, 2011, Note 10, “Debt Obligatiand
Other Funding Arrangements”, and Note 12, “Shamdrsl’ Deficit”.

Lines of Business

We have written reinsurance business that is whallyartially retained in one or more of our reirgwce
subsidiaries and have classified the reinsurandeaditional Solutions or as Financial Solutions datailed below.
All such business currently is part of the ClosdacR.

Traditional Solutions Mortality risk on life insurance policies writtdsy primary insurers (which business is
often referred to as traditional life reinsurancefhe products reinsured in our Traditional Solsidbusiness
include yearly renewable term life, term life withulti-year guarantees, ordinary life, universat libnd variable
life. We wrote our Traditional Solutions busineggsedominantly on an automatic basis, meaning that w
automatically reinsured all policies written by eding company that met the underwriting criteriacified in the
treaty with the ceding company.

Financial Solutions Contracts under which we assumed the investmedhtparsistency risks of existing, as
well as then newly-written, blocks of business.ehoducts reinsured in our Financial Solutionsrmss include
deferred and variable annuities, annuity-type petelucash value life insurance, and, to a lesseméxdisability
products that are in a pay-out phase.

We generally wrote reinsurance for our TraditioBalutions and Financial Solutions products in ttvenf of
yearly renewable term, coinsurance, or modifiechgoiance. Under yearly renewable term, we shdseiorhe
mortality risk for which we receive a premium. drcoinsurance or modified coinsurance arrangemengenerally
share proportionately in all material risks inher@m the underlying policies, including mortalitiapses, and
investment experience. Under such agreementsgree & indemnify the primary insurer for all opartion of the
risks associated with the underlying insurancegyadir annuity contract in exchange for a propodiershare of the
premiums thereon. Coinsurance differs from modif@@insurance with respect to the ownership of @bgets
supporting the reserves related to the liabilitegsured. Under our coinsurance arrangementsehip of the
assets is transferred to us, whereas, in modifi@tsarance arrangements, the ceding company redgainsrship of
the assets, but we share in the investment incomieisks associated with the assets.

The following table summarizes the net premiumsedby our Traditional Solutions and Financial $ohs
products for the years ended December 31, 2012, 201 2011.

Traditional Financial
(U.S. dollars in millions) Solutions Solutions Total
Year Ended December 31, 2013 ............cemmmmnevvnnnnnnn. $ 3375 $ 1.7 $ 339.2
Year Ended December 31, 2012 .............cemmmmmmevvnnnnnnn. $ 3233 $ 2.1 $ 325.4
Year Ended December 31, 2011..............commmmmmvvvnnnnnnn. $ 2985 $ 4.4 $ 302.9



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013
1. Organization, Business Strategy, and Lines of Biness (continued)

For further details on our revenue recognition giefi associated with the amounts shown in the &angg
table, please refer to Note 2, “Summary of SigaificAccounting PoliciesRevenue Recognititin

2. Summary of Significant Accounting Policies
Basis of Presentation

Accounting Principles - Our consolidated finandgtdtements are prepared in accordance with U.Sragin
accepted accounting principles (“U.S. GAAP”).

Consolidation - The consolidated financial statetmémclude the assets, liabilities, and resultsmdrations of
SRGL, its subsidiaries, and VIE(s) for which we #re primary beneficiary, as defined in FinanciacAunting
Standards Board (“FASB”) Accounting Standards Qodtfon (“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, asnéefin Note 11, “Mezzanine Equity — Convertible Quative
Participating Preferred SharesMerger Agreemeiit during the period in which the Merger was contgde as
explained in Note 11. We currently consolidate &iE, Orkney Re Il, a special purpose vehicle ipmated
under the laws of Ireland in connection with théi@y Re Il collateral finance facility and secuwdtiion structure.
We consummated the Orkney | Unwind Transaction defined in Note 9, “Collateral Finance Facilitiesda
Securitization Structures ©Orkney | Unwind Transactidh on May 27, 2011, and, as a result, we no longer
consolidate Orkney Holdings, LLC (“OHL”") and Orkn&e, Inc. (“Orkney Re” and, together with OHL, “Q#y
I). All of the assets remaining after the compatof the Orkney | Unwind Transaction were transdd to SRUS,
and OHL and Orkney Re were dissolved prior to DedmamB81, 2011. For further discussion of Orkneyhk
Orkney | Unwind Transaction, and Orkney Re Il, gleaefer to Note 9, “Collateral Finance Facilitiasd
Securitization Structures”.

Noncontrolling Interest - The noncontrolling intsterepresented the 5% of Scottish Re Life Corponati
("SRLC") that was not owned by the Company priorDecember 21, 2012, when the Company acquired the
remaining 5% of SRLC from the previous owner antingxiished the noncontrolling interest. As diseldb$n Note
16, “Statutory Regulations and Dividend RestricsierStatutory Requirements for U.S. Subsididriéslowing the
SRUS/SRLC Merger (as defined therein), effectiig 30, 2013, SRLC ceased to exist.

Estimates and Assumptions - The preparation of a@maed financial statements in conformity withSJ.
GAAP requires management to make estimates andhasisms that affect the amounts reported in thesobdated
financial statements and accompanying notes. Acgesults could differ materially from those esttes and
assumptions used by management.

Our most significant assumptions are for:

e investment valuations;

» accounting for embedded derivative instruments;

» assessment of risk transfer for structured inswrame reinsurance contracts;

e estimates of premiums;

» valuation of the present value of in-force business

» establishment of reserves for future policy besefit

e amortization of deferred acquisition costs;

* retrocession arrangements and amounts recoveraiteréinsurers;

e interest-sensitive contract liabilities; and

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



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013
2. Summary of Significant Accounting Policies (comued)

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

Reclassifications - Certain prior period amountsour consolidated financial statements and accogipgn
notes have been reclassified to conform to thesatipresentation.

Assessment of Risk Transfer

For both assumed and ceded reinsurance, risk érarexfuirements must be met in order to obtainstgance
status for accounting purposes, principally resglin the recognition of cash flows under the cacttas premiums
and expenses. To meet risk transfer requiremarm&insurance contract must include insurance cisksisting of
both underwriting and timing risk, and a reasongissibility of a significant loss for the assumiegtity. To
assess risk transfer for certain contracts, we rgdipedevelop expected discounted cash flow analygecontract
inception to determine if the contract providesemuhification against loss or liability relating itwsurance risk, in
accordance with applicable accounting standard® r&View all contractual features, particularlygbddhat may
limit the amount of insurance risk to which we aubject or features that delay the timely reimbueset of claims.
If we determine that risk transfer requirementsaonontract are not met, a contract is accountedusang the
deposit method.

Revenue Recognition

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

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

(ii) Reinsurance assumed for interest-sensitive andstiment type products is accounted for
under the deposit method and does not generatdprem For this business, we recognize as
fees and other income the investment income onaisets that we receive from ceding
companies, net of policy charges for the cost afuiance, policy administration, and
surrenders that have been assessed against potioyrd 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, investment accounting, and custody fees

Investments

Our securities are classified as “trading”, and caery our investments at fair value, as descrilvetldte 5,
“Fair Value Measurements”. As a result, unrealizins and losses on investments are included rimreg.
Realized gains and losses arising from the saileveStments are determined on a specific identiboamethod and
investment transactions are recorded on the tratée dnterest income is recorded on the accrussbbased on the
securities’ stated coupon rates, as a componenétofnvestment income. Cash flows for investmesigactions
are classified as Investing Activities in the acpamying Consolidated Statements of Cash Flows, thaungh our
investments are classified as “trading” securitles;ause the investment transactions are not pairoprimary
operating activities.
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013
2. Summary of Significant Accounting Policies (comued)

Cash and cash equivalents include cash and shortit@estments with an original maturity, when phased,
of three months or less. Cash and cash equivaeatecorded at amortized cost, which approximaiesalue.

Other investments represent policy loans, whichcareied at the outstanding loan balances, whide&med
to approximate fair value, and investments accalfde under the equity method, for which the réagltcarrying
value is deemed to approximate fair value. Pleafer to Note 17, “Related Party Transactionkvestment in
Cerberus Affiliated Funt for more information on our investments accodnier under the equity method.

Funds withheld at interest are funds held by cedomgpanies under modified coinsurance agreemereselyi
the assets supporting the statutory reserves afatiemg companies are retained by the ceding coigamowever,
the assets are managed for our account, and wiegdbe interest income earned on the funds. Thdg withheld
at interest are equal to the net statutory restenve balances retained by the ceding company, laadimounts in
the funding accounts are adjusted quarterly to letipgaceding companies’ net statutory reserve lzaign In the
event of an insolvency of a ceding company, we @aodke a claim on the assets supporting the cdritaadities.
Interest accrues on these assets at rates defingtelireaty terms. The underlying agreementscansidered to
include embedded derivative assets and liabiliassfurther discussed in this Note undémbedded Derivatives”
We include the change in funds withheld at inteassivell as the change in value of embedded derévatsets and
liabilities in Operating Activities in the accompémg Consolidated Statements of Cash Flows. Irtaddto our
modified coinsurance agreements, we have enteted/amious reinsurance treaties that, althoughidensd funds
withheld, do not transfer significant insurancé& @ d are accounted for using the deposit method.

Deferred Acquisition Costs

Prior to January 1, 2012, the costs of acquiring basiness, which varied with and primarily wertated to
the production of new business, were deferred ¢oetktent that such costs were deemed recoverabite firture
gross profits. Such deferred acquisition costsACD) included commissions and allowances as weltadain
costs of policy issuance and underwriting.

Effective January 1, 2012, we adopted the provssiohFASB issued Accounting Standards Update (“ASU”
No. 2010-26, Financial Services - Insurance (Tdpld) — Accounting for Costs Associated with Acquirior
Renewing Insurance Contracts (“ASU No. 2010-26"hick indicated that only those costs which resuieatly
from and are essential to the successful acquisitibonew or renewal insurance contracts may betalgsd.
Because we no longer acquired or assumed new lsgsiwhile continuing to run-off the Closed Blocle weased
capitalizing DAC effective January 1, 2012. Thadigy may change in the future if we are successith the New
Business Strategy. The provisions of ASU No. 2860did not affect DAC previously capitalized, aneé will
continue to amortize DAC as described below.

The DAC previously capitalized that is related émd-duration traditional life insurance contradisitt we
reinsured is being amortized in proportion to thgor of individual period premium revenues to tcaticipated
premium revenues over the lives of the policiesiciSanticipated premium revenues are estimated) ik same
assumptions used for computing reserves for fytaley benefits.

The remaining DAC previously capitalized that itated to interest-sensitive life and investmentetywlicies
that we reinsured is being amortized over the livkethe policies in relation to the present valfi@stimated gross
profits from mortality and investment income, leésterest credited and expense margins, without igi@v for
adverse deviation. Every quarter, we update thimated gross profits with the actual gross prdfitseach line of
business, and, annually, we review the future eg#oh gross profits for each line of business t®mene the
recoverability of DAC balances based on future etgdéons. When newly-estimated gross profits cleafigm
previously-estimated gross profits, which couldutesrom changes in the future estimates for mdastal
persistency, maintenance expense, and interestuthelative DAC amortization is recalculated angusitd by a
cumulative charge or credit to current operations.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013
2. Summary of Significant Accounting Policies (comued)

Any significant modifications or replacements ofntracts that are considered to constitute a sutiatan
contract change are accounted for as an extingeshmf the replaced contract, resulting in a redeak any
unamortized DAC. Additionally, any unearned revemu deferred sales inducements associated withegiiaced
contract would also be released. In instances visiness is terminated due to recapture or navgatie related
DAC is fully recovered against current operatioe perform periodic tests to determine that theCD&mains
recoverable, and, if financial performance weredteriorate to the point where a premium deficieexigted, the
DAC amortization would be re-estimated and adjubtgd charge to current operations.

Amounts Recoverable from Reinsurers

In the ordinary course of business, our reinsurautesidiaries cede reinsured liabilities to othensurance
companies, which transactions are referred to mscessions. These agreements minimize our nstdotential
arising from large risks. In the normal coursebaginess, we seek to limit our exposure to losseany single
insured life. Our initial retention limit was s&t $0.5 million per life, but, for certain lines lofisiness, our retention
limit can be up to $3.0 million per life. Cedednsurance contracts, however, do not relieve usuofbligation to
the direct writing companies. The cost of reinagearelated to long duration contracts is recoghiaeer the terms
of the reinsured policies on a basis consistenh lie accounting for those policies, except that thst of
reinsurance related to 100% retrocessions execwitd the intent to exit a line of business is reuagd
immediately.

Amounts recoverable from reinsurers includes thiarzes due from reinsurance companies for claings an
policy benefits that will be recovered from reirsus; based on contracts in-force, and are presemtedf any
reserve for uncollectible reinsurance that has ligtermined based upon a review of the financialitmn of the
reinsurers and other factors. The method for deéteng the reinsurance recoverable involves acaliastimates as
well as a determination of our ability to cede miaiand policy benefits under our existing reinsoeaocontracts.
The reserve for uncollectible reinsurance is basedn estimate of the amount of the reinsurancevezable
balance that we ultimately will be unable to recodee to reinsurer insolvency, a contractual dispat any other
reason. As of December 31, 2013 and 2012, we badserve for uncollectible reinsurance.

Present Value of In-force Business

The present value of in-force (“PVIF”) businese&tablished upon the acquisition of a book of bessrand is
amortized over the expected life of the businessgdetermined at acquisition. The amortization epaedr is a
function of the ratio of annual gross profits (onaal revenues) to total anticipated gross pr¢ditgotal anticipated
revenues) expected over the life of the busindsspdnted at the locked in assumed net creditab#e9%. The
carrying value of PVIF business is reviewed attleasiually for indicators of impairment in value.
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December 31, 2013
2. Summary of Significant Accounting Policies (comued)
Other Assets

Other assets consisted of the following:

December 31, December 31,
(U.S. dollars in thousands) 2013 2012
Unamortized collateral finance facility and defstiance costs  $ 4,378 $ 5,247
Prepaid expenses 1,919 2,170
Fixed assets ........ccvvveeiiiiieneeenin 237 379
OBNET et 63 151
TOMAL .ottt $ 6597 § 7,911

During 2013, 2012, and 2011, we amortized coll&timance facility and debt issuance costs of $ilion,
$0.9 million, and $1.1 million, respectively. 1021, we wrote off unamortized debt issuance cds9® million
related to the repurchase and subsequent canoeliaitihe Orkney Notes, which was part of the Oykh&nwind
Transaction. Both the Orkney Notes and the Orknepwind Transaction are defined and explainedurihfer
detail in Note 9, “Collateral Finance Facilitiesda®ecuritization StructuresOrkney | Unwind Transactidn

Reserves for Future Policy Benefits

FASB ASC Topic 944, Financial Services — Insura(fféASB ASC 944"), applies to the traditional life
policies with continuing premiums that we have seired. For these policies, reserves for futurepdienefits are
computed based upon expected mortality rates, leg®s, investment yields, expenses, and othenmrgs&Ens
established at policy issue, including a margin ddverse deviation. Once these assumptions wede,ntlaey
generally will not be changed over the life of gadicies. We periodically review actual historiedperience and
future projections compared to the original assummgtused to establish reserves for future poleydiits, and we
determine whether actual experience and futureeptions indicate that existing policy reservesgetbgr with the
present value of future gross premiums, are sefiicto cover the present value of future benefigtlement and
maintenance costs, and to recover unamortized DAL RVIF business. Significant changes in expegeoic
assumptions may require us to provide for expelcteges by establishing additional net reserves.

On certain lines of business, reserves for futwkcy benefits include an estimate of amounts pheydibr
claims incurred but not reported (“IBNR”). ThosBNR estimates are determined using some or allhef t
following: studies of actual claim lag experienbest estimates of expected incurred claims in #@gerctual
reported claims, and best estimates of IBNR age@epeage of current in-force.

Should the liabilities for future policy benefitdup the present value of expected future gross ipires be
insufficient to provide for the expected futureipglbenefits and expenses, any unamortized DACRAAE will be
written off, and, thereafter, if required, a premideficiency reserve will be established by a aurgeriod charge
to earnings.

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

Interest-sensitive Contract Liabilities

FASB ASC 944 also applies to investment contralitsited premium contracts, and universal life-type
contracts. The liabilities for interest-sensita@ntract liabilities are equal to the accumulatecbant values of the
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December 31, 2013
2. Summary of Significant Accounting Policies (comued)

policies or contracts as of the valuation datenei¢ liabilities for fixed annuities during the @aamulation period
equal their account values; after annuitizatioaytaqual the discounted present value of expectedef payments.

Embedded Derivatives

Our embedded derivative assets and liabilitiesaasociated with funds withheld at interest, whiciseaon
modified coinsurance agreements. FASB ASC Sec8&h-15-55, Derivatives and Hedging — Embedded
Derivatives — Implementation Guidelines and lllatitns, indicates that these transactions contaibeeded
derivatives. All embedded derivative instrumemnts @cognized either as assets or liabilities & @onsolidated
Balance Sheets at fair value, as required by FASEC ATopic 815, Derivatives and Hedging. The embédde
derivatives are similar to a fixed-rate total retswap on the assets held by the ceding compaiiies.change in
the fair value of embedded derivative assets atillilies is reported in the Consolidated StatemeftOperations
under the caption, “Change in value of embeddeivalére assets and liabilities”.

Accounts Payable and Other Liabilities

Accounts payable and other liabilities consistetheffollowing:

December 31, December 31,
(U.S. dollars in thousands) 2013 2012
Collateral finance facility accrued interest eecee...ooccovvveen..n. $ 26,022 $ 21,306
Deferred financial guarantor fees 19,737 15,377
Accounts payable ... 11,241 16479
Deferred interest on long-term debt, at par value.............. 5,218 346
Uncertain income tax liabilities...........cccccceviiiiiieeeniiiienennns 3,403 3,876
Current income taxes payable ...........covceeeveeiiiiiiii e, 323 218
TOMAL vttt s $ 65944 $ 51,917

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 liahiléhod to record deferred income taxes. Accotyjragferred
income tax assets and liabilities reflect the et éffect, using enacted tax rates, of the tempod#ferences
between the carrying amounts of assets and liasilifor financial reporting purposes and the cquesling
amounts used for income tax purposes. Such tempdifferences are primarily due to the tax badiseserves,
DAC, unrealized investment losses, capital lossyefarwards, and net operating loss carry-forwardsvaluation
allowance is applied to deferred tax assets & ihore likely than not that some portion, or dllthee benefits related
to the deferred tax assets will not be realized.

For the reserve for uncertain tax positions, whghecorded in the Consolidated Balance Sheetsruthde
caption, “Accounts payable and other liabilitieg/e prescribe a recognition threshold and measureatgibution
for the financial statement recognition and meawerd of a tax position taken or expected to bertakea tax
return. For benefits to be recognized, we haveslooied that a tax position is more likely than twbe sustained
upon examination by taxing authorities.
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2013

3. Recent Accounting Pronouncements

The Company has evaluated newly-issued FASB acitmuptronouncements and revisions made to existing
FASB accounting pronouncements during 2013. Thagamy has determined that none of the newly-is§A&B
accounting pronouncements and revisions made #tirxiFASB accounting pronouncements during 2018 an
effective for 2014 will have an effect on the Comya consolidated financial position and result®pérations.

4, Investments

The estimated fair values of our fixed-maturityéstments and preferred stock held as trading sesuds of
December 31, 2013 and 2012 were as follows:

December 31, December 31,

(U.S. dollars in thousands) 2013 2012
U.S. Treasury securities and U.S. government agency

0bligatioNS ..o $ 32,828 $ 36,330
Corporate SECUNLIES........uuuvriririeeeeesmmmmmmeeveeerereeeaeeaeens 756,074 751,797
Municipal BONAS........ciiiiiiiiii e 37,461 41,714
Mortgage and asset-backed securities.......ccceen....... 962,980 903,383
Fixed-maturity investmentS........ccooeevvvvemmeceeiieeieeeenn, 1,789,343 1,733,224
Preferred StocK ... 1,138 2,387
TOA .o $ 1790481 % 1,735,611

The contractual maturities of the fixed-maturityestments and preferred stock held as trading siesuas of
December 31, 2013 and 2012 were as follows (actasilirities may differ as a result of calls and psgpents):

Estimated Fair Value Estimated Fair Value
December 31, December 31,
(U.S. dollars in thousands) 2013 2012
Due in one year or [€SS ........coovvvvvvivicevemmmiie e $ 94,650 $ 121,390
Due after one year through five years...................... 442,137 403,789
Due after five years through ten years...................... 211,792 220,866
DUE after teN YEAIS .......ccvviveeeee v e e ste e sreenee e 78,922 86,183
827,501 832,228
Mortgage and asset-backed securities......cocueeem...... 962,980 903,383
TOMAL oot $ 1,790,481 $ 1,735,611
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013
4. Investments (continued)
The components of realized and unrealized gainssé¢ls) and of the change in net unrealized appi@tiat

(depreciation) on investments and other balancethioyears ended December 31, 2013, 2012, and ®61d as
follows:

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
(U.S. dollars in thousands) 2013 2012 2011
Realized and unrealized gains (losses)
Fixed-maturity investments
Gross realized gains........cccccocccvvveeeemee $ 9,137 $ 67,667 $ 24,114
Gross realized 10SS€S........uvvvviveeeeeeieeenns (9,585) (12,450) (23,106)
Net unrealized gains (losses) ................... 27,013 80,139 (8,356)
26,565 135,356 (7,348)
Preferred stock
Gross realized gains...........cceovvvvvvveeenns 26 705 759
Gross realized 10SS€S........uvvvveveeeeeeieeenns (12) (6) (20)
Net unrealized (losses) gains ................... (204) 253 (1,883)
(189) 952 (1,134)
Other
(0] 1T TS (1,289) 720 4,069
(1,289) 720 4,069
Net realized and unrealized gains (losses) $ 25,087  § 137,028 $ (4,413)

The portion of net unrealized gains and lossesrifated to trading securities still held at thparing date as
of December 31, 2013 and 2012 was $26.8 million&8@4 million, respectively.

Net investment income for the years ended Dece®ibe2013, 2012, and 2011 was derived from the iotig
sources:

Year Ended Year Ended Year Ended

December 31, December 31, December 31,
(U.S. dollars in thousands) 2013 2012 2011
Fixed-maturity investments .................ccee... $ 75,610 $ 89,566 $ 107,336
Preferred StoCK.........ccovvivviiiiiiiiiiiiceeiins 69 431 3,519
Funds withheld at interest...............c.cu..... 17,313 21,741 27,431
Other investmentsS..........cceeeeeeeivivvn i, 283 845 1,610
INVEStMENt EXPENSES ... eememne (2,943) (3.173) (3,673)
Net investment iNCOME .........cooveveeveeeeeenn. $ 90,332 $ 109,410 $ 136,223

We are required to maintain assets on deposit wétious U.S. regulatory authorities, in accordawith the
statutory regulations of the individual jurisdiai® to support our insurance and reinsurance dpesat We also
have established trust funds in connection withageitransactions for the benefit of the transactounterparties,
which amounts include controlled assets withinatellal finance facilities that we may also consaikd The assets
within collateral finance facilities were held fitre contractual obligations of those structuresvaack not available
for general corporate purposes. (Please refeote B, “Collateral Finance Facilities and Secuattian Structures”
for additional information.)
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The estimated fair value of the components of ##tricted assets as of December 31, 2013 and 2642 ag
follows:

December 31, December 31,
(U.S. dollars in thousands) 2013 2012
Deposits with U.S. regulatory authorities.............. $ 4,511 $ 4,563
TIUSE FUNAS ..o e 1,240,495 1,297,782
TOMA oo, $ 1,245,006 $ 1,302,345

“Trust funds” in the above table reflects the fa@ue of assets held by ceding companies under fraddi
coinsurance arrangements and the fair value oftsasse held in segregated portfolios under coinstgan
arrangements. Such assets are considered rastiictgccordance with the respective treaties. dbsets that
comprise the “Trust funds” are included in fixedtoréty investments held as trading securities, gnrefd stock held
as trading securities, cash and cash equivalemdsiumds withheld at interest in the ConsolidatedaBce Sheets.

5. Fair Value Measurements

FASB ASC 820 defines fair value, establishes a éaork for measuring fair value based on an exitepri
definition, establishes a fair value hierarchy loase the quality of inputs used to measure faiu@abnd enhances
disclosure requirements for fair value measuremeiite hierarchy gives the highest priority to yoated quoted
prices in active markets for identical assets abilities (Level 1 measurements) and the lowesbrityi to
unobservable inputs (Level 3 measurements). Tiee tlievels of the fair value hierarchy under FASBGA820 are
described below:

Level 1 — Quoted prices for identical instrumemtactive markets.

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

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

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

Level 1 primarily consists of financial instrumemthose value is based on quoted market prices, aipliblic
equities and actively-traded mutual fund investreentVe had no securities classified as Level 1 uRé&&B ASC
820 as of December 31, 2013 and 2012.

Level 2 includes those financial instruments that teaded in markets without quoted prices or a@leed by
independent pricing services or valued using modelsther valuation methodologies. These modedgpamarily
industry-standard models that consider varioustgmuch as interest rate, credit spread, andgioexchange rates
for the underlying financial instruments. All sifjpant inputs are observable or derived from obslele
information in the marketplace or are supportedobgervable levels at which transactions are exdcintethe
marketplace. Financial instruments in this catggnimarily include: certain public and private porate fixed-
maturity securities; government or agency secustiti@d certain mortgage and asset-backed securities
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Level 3 is comprised of financial instruments whéae value is estimated based on non-binding brpkiEes
or internally-developed models or methodologied thdize significant inputs not based on or cowddied by
readily-available market information. This categprimarily consists of certain less liquid fixedatarity securities
where we cannot corroborate the significant vatumainputs with market observable data, such asicedf the
Company’s corporate securities and mortgage aret-assked securities. Additionally, the Comparssfisbedded
derivative liabilities were classified as Level 3.

At each reporting period, we classify all assets labilities 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 considetmr$ specific to the asset or liability.

The fair values for the majority of our fixed-maturinvestments were classified as Level 2. Thesevalues
were obtained primarily from independent pricingvzes which utilize Level 2 inputs. The pricingrgices also
utilize proprietary pricing models to produce esties of fair value, primarily utilizing Level 2 iofs along with
certain Level 3 inputs. The proprietary pricing dets include matrix pricing where expected cashvslovere
discounted utilizing market interest rates obtaifredh third-party sources, based on the creditiguahd duration
of the instrument.

For securities that may not be reliably priced gsimternally-developed pricing models, broker gsoteere
obtained. These broker quotes represent an estineait price, but the assumptions used to estatilis fair value
may not be observable, and, as a result, the &hireg were classified as Level 3.

The fair value of the embedded derivative liak#htiwere determined based on the embedded deriwative
contained in the modified coinsurance agreemeiitsee embedded derivatives are similar to a groufixefl rate
total return swaps, whose fair values are basetheffiair values of the applicable assets lessdhrevilues of the
related liabilities. The fair values of the ungerf assets generally are based upon observablerasttservable
market data using valuation methods similar to ¢hosed for assets held directly by us. The faiues of the
liabilities are determined by using market-obseleadwap rates applied to the estimated future fas¥s of the
underlying agreements, as derived from best estiraatuarial models. The significant assumptioredus the
projected cash flows are lapse rates and mortaigs. The lapse rate represents the probalibityet policyholder
will surrender a policy during a year. The lapateris based on experience studies on the undgragneements
and the structure of the business. The base tapséas historically ranged from 4% to 15%, tHect®n of which
could significantly affect the fair values of thaHilities. Some agreements may also experiersteak lapse. A
shock lapse is generally associated with a timég@eduring which no penalty for withdrawal is amalble. A
shock lapse has historically ranged from 20% to 50 selection of which could significantly affébe fair values
of the liabilities. The mortality rate is based the “Annuity 2000 Mortality Table” developed byettsociety of
Actuaries. These assumptions require the usedginent, which is why the resulting fair values loé €#mbedded
derivative liabilities were classified as Level 3.
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The following tables set forth our assets and lités that were measured at fair value on a réegrbpasis, as
of the dates indicated:

December 31, 2013

(U.S. dollars in millions) Level 1 Level 2 Level 3 Total
INVESIMENLS ...civveiiie e
Government SECUNtIES .........cccvveeeeeevmmmreeeeeseee P - $ 328 % - $ 32.8
Corporate SECUNMIES ........cceeeeeeeiie et eeere e - 712.0 44.0 756.0
Municipal bonds............ovvvvviiiiiiiiimmme s - 37.5 - 375
Mortgage and asset-backed securities .............. - 565.4 397.7 963.1
Fixed-maturity investments...........cccccueeemmevnennnn. - 1,347.7 441.7 1,789.4
Preferred StoCK .......cocvvivieee s - 11 - 11
Total assets at fair Value ................commmeereveesene. - $ 1,3488 $ 4417 % 1,790.5
Embedded derivative liabilities .............commeeveveee. - - (18.2) (18.2)
Total liabilities at fair Value.............coveeeeeveveeeeenrnnn $ - $ - $ (182) $ (18.2)
December 31, 2012
(U.S. dollars in millions) Level 1 Level 2 Level 3 Total
INVESIMENLES ..o e
Government securities $ - $ 363 % - $ 36.3
Corporate SECUNIES ........ceeeeeeeeiiees e e - 677.6 74.2 751.8
Municipal bonds............ovvvvviiiiiiiimeme s - 36.3 54 41.7
Mortgage and asset-backed securities ......coo... - 583.3 320.1 903.4
Fixed-maturity investments...........cccccvueeemmeennnnnn. - 1,333.5 399.7 1,733.2
Preferred StOCK ........cooveeiieeeeeee e, - 2.4 - 2.4
Total assets at fair value ................ccommmrseerenseenne. P - $ 1,3359 $ 399.7 $ 1,735.6
Embedded derivative liabilities ..............coommrevenn.. - - (26.3) (26.3)
Total liabilities at fair Value.............coveeeeevevereeenrnenn. $ - $ - $ (26.3) $ (26.3)
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Fair Value Measurements (continued)

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

Fair Value Measurements Using Significant Unobsenigle Inputs (Level 3) for the year ended

December 31, 2013

Mortgage
and asset- Total
(U.S. dollars in Corporate Municipal backed Total assets liabilities at
millions) securities bonds securities at fair value fair value
Beginning balance as
of January 1, 2013. $ 742 % 5.4 $ 3201 $ 399.7 $ (26.3)
Total realized and
unrealized
(losses) gains
included in net
income................. (2.0) - 64.1 62.1 8.1
Purchases.............. - - 53.7 53.7 -
Settlements............ (28.9) - (33.3) (62.2) -
Transfers in and/or
out of Level 3,
1= O 0.7 (5.4 (6.9) (11.6) -
Ending balance as of
December 31, 2013 $ 44.0 $ - $ 397.7 $ 441.7 $ (18.2)

Fair Value Measurements Using Significant Unobservae Inputs (Level 3) for the year ended December 32012

Mortgage
and asset- Total
(U.S. dollars in Corporate Municipal backed Preferred Total assets liabilities at
millions) securities bonds securities stock at fair value fair value
Beginning balance as
of January 1, 2012. $ 845 % 5.5 $ 3358 $ 50.0 $ 4758 $ (33.8)
Total realized and
unrealized gains
included in net
income................ 1.2 - 99.0 - 100.2 7.5
Purchases.............. 0.1 - 88.5 - 88.6 -
Settlements............ (21.2) (0.2) (200.5) (50.0) (271.8) -
Transfers in and/or
out of Level 3,
11 ST 9.6 - (2.7) - 6.9 -
Ending balance as of

Changes in classifications impacting Level 3 finahinstruments were reported in the above tabdesamsfers
in (out) of the Level 3 category at the end of equhrterly period in which the transfers occurrddhe portion of
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net unrealized gains that related to Level 3 trgdiecurities still held at the reporting date foe tyears ended
December 31, 2013 and 2012 were $60.6 million at&dI$million, respectively.

The following tables summarizes the fair values riillions), the valuation techniques, and the digant
unobservable inputs of the Level 3 fair value mearments as of December 31, 2013 and 2012, resphgtior
which we have been able to obtain quantitativerinftion about the significant unobservable inpusduin those
fair value measurements:

December 31, 2013

Significant
Assets Unobservable
(U.S. dollars in millions) Fair Value Valuation Technique Inputs Input Ranges
Liquidity/duration
Corporate securities.............. $ 37.0 Discounted Cash Flow adjustment* 0.4% - 4.7%
Mortgage and asset-backed Liquidity/duration
SECUNtIeS ..., $ 23.2 Discounted Cash Flow adjustment* 1.7% - 1.8%
December 31, 2012
Significant
Assets Unobservable
(U.S. dollars in millions) Fair Value**  Valuation Technique Inputs Input Ranges
Liquidity/duration
Corporate securities.............. $ 74.0 Discounted Cash Flow  adjustment* 0.7% - 9.0%
Mortgage and asset-backed Liquidity/duration
SECUNtIeS ...coeeviiiiieiee e, $ 25.5 Discounted Cash Flow  adjustment* 2.1% - 3.5%

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

**The December 31, 2012 comparative fair value ffeguin the above table have been updated to refiectorrect allocation of
the fair value amounts for corporate securities amoitgage and asset-backed securities.

We have excluded from the tables above Level 3vfaiue measurements obtained from independend-thir
party pricing sources, including prices obtaineahfrbrokers, for which we do not develop the sigaifit inputs
used to measure the fair values and informatioartigg the significant inputs is not readily aval&ato us from
the independent, third-party pricing sources okérs.

6. Fair Value of Financial Instruments

As discussed in Note 5, “Fair Value Measurementsg, fair values of financial assets and liabilitigere
estimated in accordance with the framework estadtisunder FASB ASC 820. The methodology for dei@ng
the fair value of financial instruments, in additito those disclosed in Note 2, “Summary of Sigaifit Accounting
Policies -Investmentsand Note 5, “Fair Value Measurements” were akbfos:

0] As disclosed in Note 2, “Summary of Significant Aaating Policies —Investments other

investments represent policy loans, which wereiedrat the outstanding loan balances, which wasnddeto
approximate fair value, and investments accountedufider the equity method, for which the resultaagrying
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value was deemed to approximate fair value. Bexthesinputs for the values were unobservable, policy loans
and the investments accounted for under the eaquéthod were classified as Level 3 fair value mesrsents.
Please refer to Note 17, “Related Party Transastierinvestment in Cerberus Affiliated Fuhdfor more
information on our investments accounted for urniderequity method.

(i) As disclosed in Note 5, “Fair Value Measurementisg, funds withheld at interest were equal to the
net statutory reserve fund balances retained byc#ung company, and the securities in the fundingounts
consist of fixed-maturity investments held by tleeling companies. The funding accounts were adjustarterly
to equal the ceding companies’ net statutory resdralances. The methodologies and assumptions tosed
determine the fair values of the underlying se@sigenerally were consistent with the fair valuetimdologies
and assumptions we used to value our fixed-matuntyestments carried at fair value, which includad
combination of both Level 2 and Level 3 fair valmeasurements. As a result, the funds withheldtateést were
classified as a combination of both Level 2 anddl&vin the fair value hierarchy. Changes in thie ¥alues of the
fixed-maturity investments held by the ceding conipa were a component in the calculation of the exddbd
derivative liabilities, at fair value.

(i) The fair values of interest-sensitive contractiliabs, which liabilities exclude significant maiity
risk and were accounted for under the deposit ntethere based on the cash surrender values ofabiéities,
which were deemed to approximate fair value. Tiberest-sensitive contract liabilities were cldssifas Level 3.

(iv) The fair values for the collateral finance facilityere determined with reference to underlying
business models and observable market inputs arelclassified as Level 3.

(V) Fair values for long-term debt, at par were deteediwith reference to observable prices of similar
securities, and were classified as Level 2.

December 31, 2013 December 31, 2012
Carrying Estimated Fair Carrying Estimated Fair
(U.S. dollars in thousands) Value Value Value Value
Assets
Fixed-maturity
INVEStMENtS ..........vevveeeenennnnn. $ 1,789,343 $ 1,789,343 $ 1,733,224 $ 1,733,224
Preferred stock..........ccovvvevnnnenn. 1,138 1,138 2,387 2,387
Other investments.........cccc....... 21,695 21,695 19,067 19,067
Funds withheld at interest........ 459,777 459,777 482,985 482,985
Liabilities
Interest-sensitive contract
liabilities ..........ooovvveeveviiieinee $ 1,026,307 $ 1,025,308 $ 1,104,413 $ 1,102,704
Collateral finance facility ........ 450,000 171,629 450,000 114,638
Embedded derivative
liabilities ...........oovvvvvvvviiniinnne 18,230 18,230 26,290 26,290
Long-term debt, at par
value ..o, 116,500 81,383 129,500 69,370
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The components of DAC activity for the years enBedember 31, 2013, 2012, and 2011 were as follows:

Year Ended Year Ended Year Ended

December 31, December 31, December 31,
(U.S. dollars in thousands) 2013 2012 2011
Balance at beginning of year ..............c o, $ 162,181 $ 173,254 $ 269,352
DAC amortization eXpense........ccceeeeeeiermmmennes (11,971) (13,266) (12,090)
DAC UNIOCKING ...vvveiieeeeeee e eeee s 3,019 2,193 -
DAC recovered due to recaptures................... - - (804)
Orkney | Unwind Transaction*......................... - - (83,204)
Balance at end of year ...............oooevcceeeveeeeennn. $ 153,229 $ 162,181 $ 173,254

* Please refer tdNote 9, “Collateral Finance Facilities and Securisition Structures Orkney | Unwind Transaction” for
information regarding the Orkney | Unwind Transacti

8. Present Value of In-force Business

The components of the activity associated with PidiFthe years ended December 31, 2013, 2012, @hdl 2
were as follows:

Year Ended Year Ended Year Ended

December 31, December 31, December 31,
(U.S. dollars in thousands) 2013 2012 2011
Balance at beginning of year ...............commeee. $ 24,001 $ 27,027 $ 31,941
Interest accrued..........c..cevvvvvvvviviecmmnnnnns 1,176 1,324 1,565
AMOrtization EXPENSE ..........cevervevrseeeeeesennns (2,962) (4,350) (6,479)
Balance at end of Year ...........c.covueeceeueueenn. $ 22,215 $ 24,001 $ 27,027

The amortization of PVIF for the years ended Decem®i, 2013, 2012, and 2011 included $79 thouskhd,
million, and $3.7 million, respectively, attributalto ceding company recaptures that were exeadtieilg each
year.

The gross amount of PVIF, the accumulated interestued, and the accumulated amortization as oémber
31, 2013, 2012, and 2011 were as follows:

December 31, December 31, December 31,
(U.S. dollars in thousands) 2013 2012 2011
Gross amount of original PVIE...................... $ 56,272 $ 56,272 $ 56,272
Accumulated interest accrued....................... 19,706 18,530 17,206
Accumulated amortization .................oceeeee. (58,763) (50,801) (46,451)
Net amount of PVIF ....oveveeeeeeee oo $ 22,215 $ 24,001 $ 27,027
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Future estimated amortization of PVIF, net of eatial interest, is as follows:

(U.S. dollars in thousands)

Year ending

December 31,
2014 .o, $ 1,234
2015 ., 1,328
2016 ..o, 1,341
2017 oo, 1,262
2018 .o, 1,145
Thereafter...........ccooouu.... 15,905
$ 22,215
9. Collateral Finance Facilities and Securitizatin Structures

Orkney Re I

On December 21, 2005, Orkney Re II, whose issudthary shares are held by a share trustee andnténees
in trust for charitable purposes, issued, in agigwoffering, $450.0 million of debt primarily taternal investors.
The debt consisted of $382.5 million of Series Aldating Rate Guaranteed Notes (the “Series A-lebipt $42.5
million of Series A-2 Floating Rate Notes (the “i®@erA-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 FlngtRate 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 OrknBg Il Series D Convertible Notes due Decembe2236, and
76,190,000 Preference Shares of Orkney Re Il di@G&ach in capital. The Orkney Re Il Notes aredison the
Irish Stock Exchange. Proceeds from this privaffering were used to fund the Regulation XXX reserv
requirements for a defined block of level premiwemt life insurance policies issued between JanLia®004 and
December 31, 2004, and reinsured by SRUS to OrReyl. Proceeds from the Orkney Re Il Notes hasenb
deposited into a series of accounts that collagerahe Orkney Re Il Notes and the reserve obligatiof SRUS.

In accordance with FASB ASC 810-10, Orkney Re Itasmsidered to be a VIE, and we are considereali h
the primary beneficial interest (as we cede to ®ykRe Il all of the business assumed by OrkneylRéollowing
an analysis whereby it was determined that we wabkbrb a majority of the expected losses. Asalt,eOrkney
Re Il is consolidated in our consolidated finansiatements.

The following table reflects the significant balasdncluded in the accompanying Consolidated Bal@ieets
that were attributable to the Orkney Re Il collatdinance facility and securitization structureyding collateral
support to the Company:

December 31, December 31,

2013 2012
(U.S. dollars in thousands)
Assets
Funds withheld at interest.............. $ 366561 $ 358,856
Cash and cash equivalents............ 1,961 2,253
All other assets......ccccooveeveeeerreies 41,873 46,226
TOtal ASSELS...c.veeeeeeeeeeeeeeeereroeeeeees $ 410395 $ 407,335
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December 31, December 31,

2013 2012
(U.S. dollars in thousands)
Liabilities
Reserves for future policy benefits. $ 137,491 $ 133,045
Collateral finance facility................. 450,000 450,000
All other liabilities............ccccvevene., 46,833 37,762
Total liabilities.............cocorverrrrnnnn. $ 634324 $ 620,807

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

Orkney Re Il Event of Default, Acceleration and éabosure

Orkney Re Il has been unable to make scheduledesttpayments on the Series A-1 Notes and Serigs A-

Notes on all scheduled quarterly interest paymeésisince May 11, 2009. As of December 31, 26%3ured
Guaranty (UK) Ltd. (“Assured”) has made guarantagnpents in the cumulative amount of $15.4 millionthe
Series A-1 Notes which are the subject of a fin@nguaranty policy issued by Assured in connectidth the
Orkney Re Il transaction. Unlike the Series A-ltéép the Series A-2 Notes were not guaranteed uhdedrkney
Re Il transaction and the amount of cumulativerggeon the Series A-2 Notes was $2.3 million aBefember
31, 2013. This amount of cumulative interest an3eries A-1 Notes and the Series A-2 Notes has dezrued by
us in Accounts Payable and Other Liabilities in @@nsolidated Balance Sheets. Interest on the$Sarl Notes
on which Assured is making guarantee payments yalpa quarterly at a rate equivalent to three-mdiBOR
plus 0.425%. As of December 31, 2013, the inteaston the Series A-1 Notes was 0.66% (compar@drd% as
of December 31, 2012). Interest on the Series Mefs, which are not guaranteed as part of the &riRe Il
transaction, is payable quarterly at a rate egetaio three-month LIBOR plus 0.730%. As of Decentiil, 2013,
the interest rate on the Series A-2 Notes was 0.&6pared to 1.04% as of December 31, 2012). fuwther
discussion on the Orkney Re Il scheduled interagiments on the Series A-1 Notes and the SeriesNdt2s,
please refer to Note 18, “Subsequent EveQskney Re 1.

Orkney |

On February 11, 2005, OHL issued and sold, in wapei offering, an aggregate of $850.0 million Sere
Floating Rate Insured Notes due February 11, 2035 {Orkney Notes”). OHL was organized for the ited
purpose of issuing the Orkney Notes and holdingstioek of Orkney Re. SRUS held all of the limiteability
company interest in OHL, and had contributed capieOrkney | in the amount of $268.5 million. fiaily, in
accordance with FASB ASC 810-10, Orkney | was atergid to be a VIE, and, following an analysis whgri¢
was determined that we would absorb a majorityhef éxpected losses, we were considered to holgrtheary
beneficial interest (because all of the businesaraed by Orkney Re had been ceded by us). Asu#i,r@skney |
was consolidated in our consolidated financialestents through December 31, 2010. Following thien€y |
Unwind Transaction (see below), Orkney | was digsdlprior 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 LifesReeance Company of America (“Hannover Life Red th
defined block of level premium term life insuraraicies issued by direct ceding companies betwisgnary 1,
2000 and December 31, 2003 (such defined block;Ginkeney Block”, and such transactions, as furttiscussed
below, the “Orkney | Unwind Transaction”). The @dy | Unwind Transaction was accomplished on May 27
2011 in part pursuant to the Settlement and Reldgseement, dated as of April 15, 2011, by and agnOrkney
Re, OHL, SRUS, SRGL, the financial guarantor of @r&ney Notes, and the investment manager for ttka&y |
transaction (the “Settlement Agreement”). Conterapeous with the transactions contemplated by giteegent
Agreement, SRUS recaptured the Orkney Block frokn@y Re (the “Orkney Recapture”) and immediatelgeck
the Orkney Block to Hannover Life Re pursuant twoasurance reinsurance agreement, effective Jady&011
(the “New Reinsurance Agreement”). SRUS is ob#dapursuant to the New Reinsurance Agreement to use
commercially reasonable best efforts to work witlinHover Life Re and the direct writers of the OgkBéock to
obtain full novations from SRUS to Hannover Life Biethe underlying reinsurance treaties such tlRitVS no
longer would be a party to such reinsurance tregatie

On the date of the closing of these transactioR$) S effectuated the Orkney Recapture and recereapture
consideration from Orkney Re of $582.4 million, ehirecapture 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 at&yri®e were transferred to OHL. OHL purchased flthe
outstanding Orkney Notes pursuant to privately-tieged purchase agreements (the “Note PurchasesAgnets”)
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 neimg assets to its parent, SRUS.

Approximately $700.0 million of the aggregate pijpat amount of the Orkney Notes purchased by OHitewe
held by affiliates of Cerberus Capital Managemér®, (“Cerberus”), one of our controlling sharerestsl (please
refer to Note 17, “Related Party Transaction€erberus”, for further information on the $700.0 million die
aggregate principal amount of the Orkney Notes iaedby Cerberus). Under the terms of the RedistieRights
and Shareholders Agreement, dated May 2007 am@nGampany, Cerberus, MassMutual Capital Partnefs, laL
member of the MassMutual Financial Group (“MassMilifDapital”), and certain other (now former) shalders
of the Company (the “Shareholders Agreement”),Goenpany’s execution of the Note Purchase Agreemvht
affiliates of Cerberus required the prior approeélthe independent directors of our Board of Dioest(the
“Board”). To this end, a special committee of @oard, comprised of disinterested directors, wasoayed to
consider, and determine whether the Company shenfghge in, the Orkney | Unwind Transaction. In its
evaluation and approval of the Orkney | Unwind Baction and related agreements, including the Rotehase
Agreement with Cerberus, the special committee gagjaeparate legal counsel and a separate finauielor.

The closing of the Orkney | Unwind Transaction, e¥hoccurred on May 27, 2011, was subject to a nummbe
closing conditions, including the receipt of regairapprovals from the Delaware Department of Inseathe
“Department”), which were received on May 25, 2011.

SRGL recorded a consolidated net loss in 2011 pfagimately $153.3 million as a result of consumingat
the Orkney | Unwind Transaction. Due to the NewnRerance Agreement with Hannover Life Re beingaffe
January 1, 2011, the reinsurance activity assatiateéh the Orkney Block for the period from Janudry2011
through March 31, 2011 and the negotiated intemeshe ceding commission that was paid to HannbiferRe for
the period from January 1, 2011 through May 27,120&re settled with Hannover Life Re following the
consummation of the Orkney | Unwind Transactiorhe Orkney | Unwind Transaction reduced our consbdd
total assets and liabilities by approximately $Z,@0million and $853.9 million, respectively. Tfalowing tables
illustrate the impact of the Orkney | Unwind tracisen on SRGL’s Consolidated Balance Sheets and@imtated
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Statements of Operations for 2011
Impact of the Orkney | Unwind Transaction
Condensed Consolidated Balance Sheet

December 31,

(U.S. dollars in thousands) 2011
Assets
Total investments...........ccccveeeeeiiiiieeeee e, $ (1,175,334)
Deferred acquisition COStS.........cccccveveccceeennn. (83,204)
Receivables and amounts recoverable from
FEINSUIEIS ..eoviieiiiiiiiee et e e e 252,388
Other @SSELS.....ccvvvereeeeeeeeeeereememeaneseseeesenns (1,002)
TOtAl SSELS ... oeememe e $ (1,007,152)
Liabilities
Collateral finance facility .........ccccceeeeemmmmennnees $ (850,000)
Other liabilities .............cccovevrer e (3,860)
Total liabilitieS..........cveveveveeeeieeeeeeeecee e $ (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
(U.S. dollars in thousands) December 31, 2011
Revenues
Gain on extinguishment of debt.................... $ 260,000
Total FEVENUES....ccveveerieieerie e reecaeie e e $ 260,000
Benefits, expenses, and taxes
Amortization of deferred acquisition costs and othe
insurance expenses, Net...........ccceevveeeeeeeee. $ 411,374
Collateral finance facilities expense ............. 10,227
Operating EXPENSES .....cceeeveveviceriiiriereraanenens 280
Income tax benefit ..........cccooveveeevvieeeeeenn. (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 the current periodnmgahe full cost of reinsurance on 100% retrocessiexecuted
with the intent to exit that block of business. eTGompany viewed the Orkney | Unwind Transactiom asle of
the Orkney Block and is contractually obligatedutitize commercially reasonable efforts to factiédhe novation
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9.

of the underlying business from SRUS to Hannové Re.

10.

Collateral Finance Facilities and SecuritizatiorStructures (continued)

Debt Obligations and Other Funding Arrangements

Long-term debt, at par value (collectively, the ptal and Trust Preferred Securities”, as individueefined

below), consisted of:

(U.S. dollars in thousands)

December 31, 2013 December 31, 2012

Capital Securities Due 2032* ........ccccceevvvveeeeeeeeinnnnn $ 17,500 $ 17,500
Preferred Trust Securities Due 2033*........cccceee..... 20,000 20,000
Trust Preferred Securities Due 2033*........cccccee....... 10,000 10,000
Trust Preferred Securities Due 2034*........cccceee........ 19,000 32,000
Trust Preferred Securities Due December 2034#...... 50,000 50,000
Long-term debt, at par Value................ooeeeeeveeeeeeennnn. $ 116,500 $ 129,500
*Defined below.
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 203 203 203 2034 2034
Issuer of long-term debt (as defined Capital Trust Capital Trust
DEIOW) oo, Capital Trust* II* GPIC Trust* In* SFL Trust I*
Long-term debt outstanding................ $17,500 $20,000 $10,000 $19,000** $50,000
Maturity datt......ccceeveeeeieniienesree e Dec. 4, 203: Oci. 29, 203: Sep. 30, 203! June 17, 20< Dec. 15, 203:
Redeemable (in whole or in part) afte. Dec. 4, 2007  Oct. 29, 2008  Sept. 30, 2008 June 17,2009 Dec. 15, 2009
Interest Payab ........ccooeiiiiiiiinene Quarterly Quarterly Quarterly Quarterly Quarterly
Interest rate: -month LIBOR H.............. 4.00% 3.95% 3.90% 3.80% 3.50%
Interest rates of December 31, 213 ..... 4.25% 4.2(% 4.15% 4.05% 3.7%%
Interest rateas oiDecember 31, 212 ..... 4.31% 4.26% 421% 411% 3.81%
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,
2013 oo 4 4 4 4 4

*Defined below.

**Not included in this amount is $13.0 million afitstanding Trust Preferred Securities Due 2034 alme SRGL, as further

explained in this Note.
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Capital Securities Due 2032

On December 4, 2002, Scottish Holdings Statutonysit, a Connecticut statutory business trust (f@&p
Trust”), issued and sold in a private offering gjgregate of $17.5 million Floating Rate Capital Bées (the
“Capital Securities Due 2032"). All of the commshares of the Capital Trust are owned by SHI, dheuo
wholly-owned subsidiaries. The sole assets of Glagital Trust consist of $18.0 million principal ammt of
Floating Rate Debentures (the “Debentures”) isqme&HI, and have all the same features (maturitg,daterest
payable, interest rate, maximum number of quaft@rsvhich interest may be deferred, and the nunabeuarters
for which interest was deferred as of Decembei2813) as the Capital Securities Due 2032.

Preferred Trust Securities Due 2033

On October 29, 2003, Scottish Holdings, Inc. Stagufrust 1, a Connecticut statutory businesstt(tGSapital
Trust 11"), issued and sold in a private offering aggregate of $20.0 million Preferred Trust Seiai(the
“Preferred Trust Securities Due 2033"). All of tbemmon shares of Capital Trust Il are owned by.SFhe sole
assets of Capital Trust Il consist of $20.6 millignincipal amount of Floating Rate Debentures (#3383 Floating
Rate Debentures”) issued by SHI, and have all #mesfeatures (maturity date, interest payablerésterate,
maximum number of quarters for which interest maydbferred, and the number of quarters for whitkrast was
deferred as of December 31, 2013) as the Preféimest 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 amr@gate of $10.0 million Trust Preferred Securi(igse “Trust
Preferred Securities Due 2033"). All of the comnstrares of GPIC Trust are owned by SHI. The sséeta of
GPIC Trust consist of $10.3 million principal ameéwf Junior Subordinated Notes (the “Junior Submwatid
Notes”) issued by SHI, and have all the same featymaturity date, interest payable, interest rataximum
number of quarters for which interest may be def&rand the number of quarters for which interexs deferred as
of December 31, 2013) as the Trust Preferred Sesuidue 2033.

Trust Preferred Securities Due 2034

On May 12, 2004, Scottish Holdings, Inc. Statutdryst Ill, a Connecticut statutory business tri§tapital
Trust I11") issued and sold in a private offering aggregate of $32.0 million Trust Preferred Sdimsi(the “Trust
Preferred Securities Due 2034”). All of the comnstrares of Capital Trust Il are owned by SHI. Floée assets
of Capital Trust Ill consist of $33.0 million priipal amount of Floating Rate Debentures (the “2BRhting Rate
Debentures”) issued by SHI, and have all the saatufes (maturity date, interest payable, intest maximum
number of quarters for which interest may be defi&rand the number of quarters for which interexst deferred as
of December 31, 2013) as the Trust Preferred Sezibue 2034.

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

Trust Preferred Securities Due December 2034
On December 18, 2004, SFL Statutory Trust |, a Data statutory business trust (“SFL Trust 1”) issw@ad
sold in a private offering an aggregate of $50.0ioni Trust Preferred Securities (the “Trust Preder Securities

Due December 2034” and, together with the TrustePred Securities Due 2034, the Trust Preferrediées Due
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2033, the Preferred Trust Securities Due 2033 hadCapital Securities Due 2032, the “Capital anagsTPreferred
Securities”). All of the common shares of SFL Truare owned by SFL. The sole assets of SFL Trashsist of
$51.5 million principal amount of Floating Rate Relures (the “December 2034 Floating Rate Debesiture
issued by SFL, and have all the same features (ityatlate, interest payable, interest rate, maximmumber of
quarters for which interest may be deferred, ared thmber of quarters for which interest was defems of
December 31, 2013) as the Trust Preferred Seaubtiee December 2034.

SALIC has guaranteed SHI's and SFL'’s obligationdarnthe Debentures, the 2033 Floating Rate Debestur
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 deferretérest payments would accrue interest quarterlyaon
compounded basis.

Deferral of Interest Payments on the Capital anduit Preferred Securities

In order to preserve liquidity, we began deferrinterest payments as of March 4, 2009 on the Cagpitd
Trust Preferred Securities. These deferrals wermipted by the terms of the indentures governhwegsecurities
and were made at the discretion of our Board. SiHL, and SALIC are restricted in their abilityrtake dividend
payments in any period during which the intereshpent obligations on these securities are not aurrBuring the
fourth quarter of 2012, we paid all of the outsiagdcumulative interest due on our floating rateiGd and Trust
Preferred Securities. The total net cumulativeregt amount paid by the Company during the fogctarter of
2012 was approximately $24.1 million.

We began deferring interest payments again asnofaig 29, 2013 on the Capital and Trust Preferelities
as permitted by the terms of the indentures gowmertiie securities. As of December 31, 2013, we lzerued and
deferred net payments of $5.2 million in interestthe Capital and Trust Preferred Securities. Sl and
SALIC generally are restricted in their ability toake certain dividend payments and payments inectspf
obligations ranking junior opari passuto the Capital and Trust Preferred Securitiesnp period where interest
payment obligations on these securities are naoentir

For further discussion on the accrued and defepagment on our Capital and Trust Preferred Seesriti
subsequent to December 31, 2013, please refer t® N8 “Subsequent EventDeferral of Interest Payments on
the Capital and Trust Preferred Securities

11. Mezzanine Equity — Convertible Cumulative Participding Preferred Shares

On May 7, 2007, we completed the equity investmiahsaction 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 Capitan$action, MassMutual Capital and Cerberus (togethe
“Investors”) invested an aggregate $600.0 millianthe Company in exchange for 1,000,000, in thecagde,
newly-issued Convertible Cumulative Participatimgferred Shares (the “CCPP Shares”). The grosepds were
$600.0 million less $44.1 million in closing costghich resulted in aggregate net proceeds of $5®iIBn. Each
CCPP Share has a par value of $0.01 per shareawithitial stated value and liquidation preferenfe&600 per
share, as adjusted for the accretion of dividendth® payment of dividends or distributions as déed further
below.

The CCPP Shares are convertible at the option efhttider, at any time, into an aggregate of 15Q0I@D

ordinary shares (the “Ordinary Shares”) of SRGL.n @e ninth anniversary of issue, the CCPP Shares
automatically will convert into an aggregate of J&8®,000 Ordinary Shares, if not previously corsert We are

30



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013
11. Mezzanine Equity - Convertible Cumulative Parttipating Preferred Shares(continued)

not required at any time to redeem the CCPP SHaresash, except in the event of a liquidation pomw the
occurrence of a change-in-control event.

We have accounted for the CCPP Shares in accordeititd-ASB ASC Subtopic 470-20, Debt — Debt with
Conversion and Other Options (“FASB ASC 470-20Dividends on the CCPP Shares are cumulative anetacc
daily on a non-compounding basis at a rate of 7.28%annum on the stated value of $600.0 milliohetiver or
not there are profits, surplus, or other funds labée for the payment of dividends. Such divideotretion is
reflected solely by increasing the liquidation prehce of the CCPP Shares. The liquidation preferef the
CCPP shares is equal to their initial stated vadseadjusted for the accretion of dividends andaash payment or
payment in property of dividends or distributioriRedemption of the CCPP Shares is contingent upziraage-in-
control. Since neither liquidation nor a changedmtrol event is currently probable, the accraedaddends have
not been accrued in our consolidated financiatstants.

In the event that dividends or distributions aredm#o ordinary shareholders, the holders of the ESRares
will receive a dividend or distribution equal toethlividend or distribution that such holders woblave been
entitled to receive had the right been exercisedotovert all of the CCPP Shares to Ordinary Shamesediately
prior to the date of such dividend distributiore (j.on an as-converted basis).

On December 12, 2012, our Board resolved to deeladepay dividends on our Ordinary Shares (as s#szll
in more detail in Note 12, “Shareholders’ DeficiDividends on Ordinary Shar®sand, consistent with the right of
the holders of the CCPP Shares to participate oasaconverted basis in any distribution of dividerah the
Ordinary Shares, to declare and pay dividends @ GEPP Shares, in accordance with the Certificdte o
Designations related to the CCPP Shares. The gagr@amount of the dividends (which were paid ocddeber
20, 2012) was $110.0 million. Of the $110.0 millio$75.6 million was allocated to the CCPP Shams a
represented a portion of the accreted cumulativgicpzating dividends on the CCPP Shares, resulimga
corresponding reduction to the liquidation prefeeenf the CCPP Shares. As of December 31, 20&3rttount of
dividends accreted pursuant to the terms of theRCSkares, after giving effect to the payment of@keember 20,
2012 dividend, was $214.2 million in the aggregate$214.20 per CCPP Share.

The holders of CCPP Shares may, among other thiagsire us to redeem all or a portion of the C&PRres
upon a change-in-control event. Upon a changeimrol event, the redemption price of the CCPP &hés an
amount equal to the greater of (i) the stated vafube outstanding CCPP Shares, plus an amourat &gthe sum
of all accreted dividends through the fifth anngaey of the issue date of the CCPP Shares, ahéipmount that
the holder of the CCPP Shares would have beereghtd receive with respect to such change-in-cbrtvent if it
had exercised its right to convert all or such iporof its CCPP Shares for Ordinary Shares immeljigrior to the
date of such change-in-control event. The liquidepreference of the CCPP Shares (including anysadents
thereto) is not applicable once the CCPP Shares lb@@n converted into Ordinary Shares, as descaibede.

The CCPP Shares rank, with respect to paymentwiflatids and distribution of assets upon voluntary o
involuntary liquidation, dissolution, or winding-yp “Liquidation Event”): (a) senior to our Ordiya8hares and to
each other class or series of our shares estathllsheur Board, the terms of which do not expregstyide that
such class or series ranks senior to or pari pauthe CCPP Shares as to payment of dividendsdatdbution
of assets upon a Liquidation Event; (b) pari pasith each class or series of our shares, the tefmshich
expressly provide that such class or series raakispassu with the CCPP Shares as to payment afetigls and
distribution of assets upon a Liquidation Eventd &) junior to each other class or series of cegusties
outstanding as of the date of the completion of20@7 New Capital Transaction that ranks seniauwoOrdinary
Shares, and to each class or series of our sitaesterms of which expressly provide that suchsctasseries ranks
senior to the CCPP Shares as to payment of dividand distribution of assets upon a Liquidationrivand all
classes of our preferred shares outstanding deafdmpletion of the 2007 New Capital Transaction.

In connection with the closing of the Merger (adirdel below in this Note undeMerger Agreement’)the
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11. Mezzanine Equity - Convertible Cumulative Parttipating Preferred Shares(continued)

Investors were required to release their indematifie claim against SRGL arising from alleged bhesc of
representations and warranties made by SRGL irSdwirities Purchase Agreement, dated November (. 2
The Investors waived in connection with the Merggreement any claim to indemnification in respetthos

matter.

Merger Agreement

On April 15, 2011, we entered into an agreement@ad of merger (the “Merger Agreement”) with aétes
of the Investors, pursuant to which an affiliatetlodé Investors (“Merger Sub”) was merged into SR&BId SRGL
continued as the surviving entity. Under the Merygreement, all Ordinary Shares were convertea tin¢ right to
receive $0.30 per share, which represented a prerofu$0.14 (or 87.5%) over the average tradingepnt the
Ordinary Shares for the three months precedingl|A&j 2011 (collectively, the “Merger”), providedhat any
Ordinary Shares held by shareholders that progerycised dissenter rights (the “Dissenting Shddsns”) under
the Companies Law (2010 Revised) of the Caymamdsigthe “Companies Law”) would be valued in aceoak
with the procedures set forth under the Companées. LThe Merger consideration to all such Ordir@inares held
by non-Dissenting Shareholders was funded solelytheyInvestors, on behalf of Merger Sub. Followihg
effectiveness of the Merger, all of the outstanddrdinary Shares of SRGL are owned by affiliatethefInvestors.
The CCPP Shares and the non-cumulative Perpeted¢rRrd Shares (the “Perpetual Preferred Shareste w
unaffected by the Merger. Under the terms of thar&holders Agreement, any agreement for the Coynpman
merge with the Investors or an affiliate of thedstors required the prior approval of a majoritydifinterested
directors of our Board. To this end, a special wittee of the Board, comprised of disinteresteédars, was
appointed to consider, and determine whether tometend to the full Board that the Company shoulgage in,
the Merger Agreement. In its evaluation and apakro¥ the Merger and related agreements, the dpamiamittee
engaged separate legal counsel and a separateifihadvisor.

The Merger Agreement permitted SRGL to soliciteiee, evaluate, and enter into negotiations witpeet to
alternative proposals for a 45 day “go-shop” permedjinning April 15, 2011. The special committedth the
assistance of its independent advisors, soliciteihg this period alternative proposals for theuasition of the
Ordinary Shares. The Merger Agreement also pralvitie Investors with a customary right to matchupesior
proposal. This process did not result in a supguioposal.

Completion of the Merger was subject to, among rottenditions, approval by a majority of the Ordipar
Shares held by parties unaffiliated with the Ingestor the Company attending and voting at the edfwdders
meeting (whether in person or by proxy). SRGL pred and delivered to shareholders on May 11, 2bi1,
connection with the extraordinary general meetihghmareholders held on June 8, 2011, an Informeiaement
(which Information Statement subsequently was mbtiethe Company’'s website) containing detailedrimfation
regarding the Merger. The Merger was approvediel sneeting by the Company’s shareholders, inctuthy a
majority of the Ordinary Shares held by parties affiliated with the Investors or the Company (attieng and
voting at the shareholders meeting whether in peosdy proxy).

The Merger Agreement imposed certain conditionsh& obligations of the respective parties to cltdse
Merger. Among these conditions was the receiptegfiired governmental consents and approvals,falthich
were received. Additionally, it was a conditionttee obligation of the Investors and Merger Suleffect the
Merger that ordinary shareholders holding no mdrant10% of the issued and outstanding Ordinary e&har
(excluding, generally, any Ordinary Shares ownedth®y Investors, the Company, or their respectiviizaés
(“Owned Shares”)) have exercised dissenters’ rightder the Companies Law. In connection with thecedures
set forth in the Information Statement and Secf288 of the Companies Law, the Company receiveccestto
exercise such dissenter’s rights from the Dissgn@hareholders holding in excess of 10% of thetanting
Ordinary Shares (excluding Owned Shares). Theshove and Merger Sub subsequently waived this tondi
and, on August 24, 2011, the Merger was completépon the closing and effectiveness of the MergeAagust
24, 2011, all existing Ordinary Shares of the Comypaere cancelled and all shareholders (other iasenting
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11. Mezzanine Equity - Convertible Cumulative Parttipating Preferred Shares(continued)

Shareholders and the holders of any Owned Shares) aligible to receive Merger consideration of380per
ordinary share. With the completion of the Mergdrputstanding voting shares of the Company arwe owned by
the Investors. The deemed capitalization of Mei®ep by the Investors prior to the Merger and thiesequent
payment of the Merger consideration by the Investor behalf of the Merger Sub, effective on Augést 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 hanauded participating in court proceedings in theeyi@an
Islands to determine the fair value of the DissentShareholders’ Ordinary Shares. In connectioth whe
requirements of Section 238 of the Companies Ldw, Company engaged in negotiations with each of the
Dissenting Shareholders in respect of the condgideréo be paid for their Ordinary Shares and redctesolution
with each such Dissenting Shareholder. Other tiinrespect to the reimbursement of a minimal antaf costs
and expenses that were paid by the Company, aluarm@aid to the Dissenting Shareholders in respktiteir
Ordinary Shares were funded by the Investors.

12. Shareholders’ Deficit
Ordinary Shares

We are authorized to issue 590,000,000 OrdinaryeShaf par value $0.01 per share.

The following table summarizes the activity in @udinary Shares during the years ended Decembet(3B,
2012, and 2011:

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
2013 2012 2011
Ordinary Shares
Beginning of YEar .......cccceeeeiiiii i 68,383,370 68,388,37 68,383,370
Ordinary Shares cancelled in connection with the
Y 1T o = PR - - (68,383,370
Ordinary Shares into which shares of Merger Sukewe
converted in connection with the Merger* ............... - - 68,383,370
ENd Of YEAK ..oooiiiiei et e 68,383,370 68,383,370 68,383,370

* Please refer to Note 11, “Mezzanine Equity - Cotikkr Cumulative Participating Preferred Shares efder Agreement”,
for information regarding the Merger.

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

In 2005, we issued 5,000,000 Perpetual PreferrateSh Gross proceeds of the Perpetual PreferradeSh
issuance were $125 million, and related expenses $4&6 million.

The dividend rate on the Perpetual Preferred Shaegsbe at a fixed rate determined through remiudyedf
the Perpetual Preferred Shares for specific pewddsrying length not less than six months or rhayat a floating
rate reset quarterly based on a predefined setterfeist rate benchmarks. The quarterly floatingsréor the three
years ended December 31, 2013 have ranged betw@é¥b @&nd 8.04%. During any dividend period, unliss
full dividends for the current dividend period oth @utstanding Perpetual Preferred Shares have teelared or
paid, no dividend may be paid or declared on thdir@ry Shares and no Ordinary Shares or otherfjghiares may

33



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013
12. Shareholders’ Deficit (continued)

be purchased, redeemed, or otherwise acquirecfmiaderation by the Company. Please refer belditdidends
on Perpetual Preferred Share#i this Note for additional information.

The following table summarizes the activity in ®arpetual Preferred Shares during the years endedniber
31, 2013, 2012, and 2011:

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
2013 2012 2011
Perpetual Preferred Shares
Beginning of Year ..........uuvviviiieiee it cemeemeeeee e 3,246,776 4,806,083 4,806,083
Perpetual Preferred Shares redeemed .......cccoce......... - (1,559,307) -
ENG OF YA .......cvoveieieeieeeseee e 3,246,776 3,246,776 4,806,083

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 share, at a purchase price of $16.00 per sfthee “Privately-Negotiated Transaction”). The Rtly-
Negotiated Transaction was settled on February2@32, and the related Perpetual Preferred Shatessguently
were redeemed by SRGL. Subsequent to the exeaftithre Privately-Negotiated Transaction, SRGL kzhed on
February 10, 2012 a cash tender offer to purchageand all of its then-outstanding Perpetual PreteiShares
(other than those acquired pursuant to the Prigdelotiated Transaction) at the same per shace @s the
Privately-Negotiated Transaction (i.e., $16.00gi@re). The tender offer was made to all holdéssich Perpetual
Preferred Shares upon the terms and subject t@dhditions set forth in the related Offer to Pusdhadated
February 10, 2012 (the “Offer to Purchase”), areridated Letter of Transmittal, dated February2lX,2 (together
with the Offer to Purchase, the “Perpetual PreteBbare Offer”).

In connection with the expiration of the PerpetRedferred Share Offer on March 9, 2012, holdeBarpetual
Preferred Shares with an aggregate liquidationepeeice of approximately $20.1 million tendered rtirgrpetual
Preferred Shares and SRGL accepted for purchasadltendered Perpetual Preferred Shares. Paymespect
of the tendered Perpetual Preferred Shares was oradéarch 13, 2012 and all such shares subsequeetly
redeemed by SRGL.

Following the completion of the Perpetual PreferBithre Offer, SRGL agreed to acquire, in separnaén-o
market transactions, approximately $110.0 thousarabgregate liquidation preference of its PerpgeRraferred
Shares, at an average purchase price of $14.%hpes.

As a result of the foregoing transactions, a gam tbe redemption of Perpetual Preferred Shares
approximately $14.0 million was recorded as a camepo of net income attributable to SRGL for theryeaded
December 31, 2012.

Dividends on Ordinary Shares

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

On December 12, 2012, our Board resolved to dedadepay dividends on the Ordinary Shares in theusun
of $34.4 million and such dividends were paid orc&uaber 20, 2012.
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All future payments of dividends are at the didorebf our Board and will depend on such factorghesBoard
may deem relevant. Notwithstanding the foregoifigjvidends on the Perpetual Preferred Shares matdeen
declared and paid (or declared and a sum suffid@mthe payment thereof set aside) for a dividpedod, we
generally are precluded from declaring and paymgdividend on the Ordinary Shares.

Dividends on Perpetual Preferred Shares

In accordance with the relevant financial testseurttle terms of the Perpetual Preferred SharesBoard was
precluded from declaring and paying dividends acheaf the 2009 and 2010 dividend payment dates altithugh
permitted in accordance with the relevant finantgats under the terms of the Perpetual PrefernadeS to declare
and pay a dividend in connection with each of tA&12dividend payment dates and the dividend paymat@s in
January, April, and July 2012, our Board resolvet to declare and pay a dividend on the PerpettefieRed
Shares on such dates. On September 24, 2012,caud Besolved to declare and pay a dividend orPdrpetual
Preferred Shares in accordance with the relatedfiCate of Designations. The amount of the dividedeclared
was $1.2 million and the dividend was paid on tletoBer 15, 2012 dividend payment date. In accarelavith the
relevant financial tests under the terms of thep&®ial Preferred Shares, our Board was precluded ffeclaring
and paying a dividend in connection with each ef2013 dividend payment dates.

Pursuant to the terms of, and subject to the proesdset forth in, the Certificate of Designatioeisted to the
Perpetual Preferred Shares, the holders of theeRetpPreferred Shares are entitled to elect twectbrs to our
Board in the event dividends on the Perpetual PedeShares have not been declared and paid favrsimore
dividend periods, consecutive or not (a “Nonpayrf)enFailure to declare and pay dividends on thigy 1%, 2009
dividend payment date marked the sixth dividendogefor which dividends had not been declared aaid fi.e., a
Nonpayment); howevethe right of the holders of the Perpetual Prefe8kdres to elect two directors to our Board
has not been exercised as of December 31, 20k$d when dividends for at least four dividendipés, whether
or not consecutive, following a Nonpayment havenbgeaid in full, this right will cease.

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

For further discussion on the non-declaration ef Brerpetual Preferred Shares dividends, pleasetcef¢ote
18, “Subsequent EventsNeon-declaration of Dividend on Perpetual Preferi®idares.
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Premiums Earned, Net

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

(U.S. dollars in thousands) December 31, 2013 December 31, 2012 December 31, 2011
Premiums assumed ............c.ccveeeesinvienmmns $ 660,497 $ 658,704 $ 647,871
Premiums ceded........oveeveeeeeeeeeeeseeeeaee s (321,326) (333,330) (344,951)
Premiums earned, Nt ........ooooveveeveveeeeen, $ 339,171 $ 325,374 $ 302,920

Reinsurance agreements may provide for recaptghtésron 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 abaug the financial condition or ratings of thenirer. The
recapture of business previously ceded to the Cagngdaes not affect premiums assumed prior to thepterre of
such business, but would reduce premiums in sulesegeriods.

Claims, Policy Benefits, and Changes in Policyholdeeserves, Net

The components of the claims, policy benefits, eimahges in policyholder reserves, net were asvigliior the
years ended:

(U.S. dollars in thousands) December 31, 2013 December 31, 2012 December 31, 2011
Claims, policy benefits, and changes in

policyholder reserves assumed ................... $ 678,410 $ 735,912 $ 656,628
Claims, policy benefits, and changes in

policyholder reserves ceded....................... (294,770) (362,150) (341,874)
Claims, policy benefits, and changes in

policyholder reserves, Net ..........covoveeeee. 9 383,640 $ 373,762 $ 314,754

Reinsurance Concentrations

As of December 31, 2013 and 2012, there were nwsueance ceded receivables associated with a single
reinsurer in excess of 1% of total assets.

As of December 31, 2013 and 2012, gross premiuams freaties with one ceding company, in our Tradgi

Solutions business, accounted for approximately HB%b 12%, respectively, of our total premiums assiimNo
other ceding company’s treaties amounted to 10%are of our total premiums assumed.
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For the years ended December 31, 2013, 2012, ati] 8@ had income tax (benefit) expense from ofmrst
as follows:

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
(U.S. dollars in thousands) 2013 2012 2011
Current tax expense:
U. S e $ - $ 50 $ -
NON-U.S. i 295 67 178
Total current tax eXPEnSe..........cvvevemeemenes 295 117 178
Deferred tax (benefit) expense:
U.S. ettt (5,597) (2,095) 1,035
NON-U.S. oo, 231 (5,124) (3,830)
Total deferred tax (benefit)................comme... (5,366) (7,219) (2,795)
Total tax (DENEfit) .........coveeeeeeeeeeeeeeeeen. $ (5071) $ (7,102) $ (2,617)

The deferred tax benefit for the year ended Decerdbe2013 and 2012 for the U.S. entities in thecpding
table were principally caused by a reduction in Yaéuation allowance related to changes in the dudiegy of
deferred tax liabilities reversing over the nextyEars. The deferred tax benefit for the year éridecember 31,
2012 for the non-U.S. entities in the precedindetatms principally caused by a release of resdioregncertain tax
positions due to the completion of the Internal &wawe Service (“IRS”) audit of certain prior tax y&aas discussed
further below.

The deferred tax expense for the year ended DeaeBhe2011 for the U.S. entities listed above was
principally caused by an increase of approxima$dl§.8 million in our deferred tax liabilities asged with the
SRLC model changes in 2011, offset by an approxtye$8.6 million deferred tax benefit associatedhwthe
Orkney | Unwind Transaction (as discussed in Ngot&C®llateral Finance Facilities and Securitizati®tmuctures -
Orkney | Unwind Transactidh The deferred tax benefit for the year endedddaber 31, 2011 for the non-U.S.
entities listed above was principally caused by thlease of a potential withholding tax liabilityel to the
formation of a new Luxembourg subsidiary, SHL, &he related transfer of an intercompany surplug rfissued
by SRUS) from SALIC to SHL.
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The expected tax (benefit) expense at jurisdictitera rates has been calculated using the predeaumting
income (loss) in each jurisdiction multiplied bathurisdiction’s applicable statutory tax ratehelreconciliation of

the difference between the expected tax (benefjigese at the weighted average tax rate and thktéot benefit
for the years ended December 31, 2013, 2012, ahdl iB(provided below:

Year Ended Year Ended Year Ended
December 31, December 31, December 31,
(U.S. dollars in thousands) 2013 2012 2011
(Loss) income before taxes................coeemene.. $ (22,294) % 74813 % (201,741)
Expected tax (benefit) expense at jurisdictional
162 N -1 (= S (18,049) 7,773 (62,701)
Change in valuation allowance 12,551 (10,788) 60,832
Uncertain tax poSitions ..............veeeeeeemeeeeennn. - (5,617) (2,446)
Other and state taxes...........ccvevverveeeeeemenenins 427 1,530 1,698
Income tax benefit ...........c.cocvevrrermemeen e, $ (5071) % (7,102)  $ (2,617)

Any net income from the operations of our Caymalanid entities are not subject to income tax. The
operations of our U.S., Bermuda, and lIrish entitles not generate a current tax expense, other podential
interest and penalties on accrued tax liabilit@sunrecognized tax benefits, due to operatinggperdnce and the
availability of tax losses from prior tax years.heT utilization of tax losses results in a reductiordeferred tax
assets and a corresponding reduction in the valuatiowance established against those deferredssets.

We are not subject to income taxation other thastaed above. There can be no assurance thatwlienot
be changes in applicable tax laws, regulationgreaties which might require us to change the wayogerate or
become subject to taxes. As of December 31, 20832812, we had tax operating loss carryforwardsunU.S.
and Irish entities, as presented in the table below

U.S. Life &
Non-Life
(U.S. dollars in thousands) Groups SRD Orkney Re I Total
Operating loss carryforwards available as of
December 31, 2012 - $ 794,068 $ 545,031 $ 318,766 $ 1,657,865

Provision to return ........ccccveeee oo scemre e e (3,840) - (3,840)
Operating loss incurred (utilized) during

2013 s 33,892 (408) 1,722 35,206
Operating loss carryforwards available as of

December 31, 2013 ..cocvviveeceeereerrien. 824,120 $ 544,623 $ 320,488 $ 1,689,231
Deferred tax asset for operating losses,

before valuation allowance,

as of December 31, 2013........c.cccceveneeenn $ 281584 $ 68,078 $ 80,122 $ 429,784

The operating loss carryforwards in our U.S. esgitwill expire, if not utilized, in years 2019 tgh 2033,
while the operating loss carryforwards in our Ir@ttities benefit from an unlimited carryforwardripe. The net
operating loss carryforward generated in the ctreerd prior years resulted principally from the @ens of
SRUS, SRLC, SHI, SRD, and Orkney Re Il.
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Significant components of our deferred tax assats lmbilities as of December 31, 2013 and 2012ewss
follows:

December 31, December 31,

(U.S. dollars in thousands) 2013 2012
Deferred tax asset
Net operating losses (net of FASB ASC 740-10 ati@e 382%) ................. $ 429,784 $ 419,720
Fa1 = T To T o] L= TR= TS Y= £ S PEEE 544 1,476
Capital 0SS CarryfOrWards ...........c.ooiiieeecees i e e 50,991 52,129
Embedded derivative llabilities ... 16,197 12,359
Foreign affiliate acCruals ................c e e eeeeseieisiieer e 317 326
(0= OSSR 2,156 1,890
Total deferred taX ASSEL........uviiiiieeeeeee ettt 499,989 487,900
Deferred tax liability
Deferred acquiSItioN COSES.......uuuiiiiiiiicmes e eeee e (21,338) (21,918)
Reserves for future policy benefits ........ocoeeeeeeii i, (48,552) (51,658)
Unrealized appreciation on iNVESTMENLS .....cccceeeivviiirieiee e sieiieeeeeeeeee e (16,521) (20,290)
Present value of in-force business ..o, (7,553) (8,160)
Deferred market diSCOUNT ............uvuiiiiieereene e e e e e ee e e e e e e e eeanees (16,917) (12,700)
ONET ¢ttt sttt n et nenas (4,522) (2,762)
Total deferred tax Hability ..............o.coeeeeeeeeeeeses e ee s (115,403) (117,488)
Net deferred tax asset before valuation allowance.............cccccccceiiiiinininnns 384,586 370,412
VAIURHON AHIOWANCE ...ttt ettt et eeeaeeee et eeeeeeeee e seeeasanens (422,118) (413,541)
Net deferred tax Hability ...................oceeeeeeeeeeeee oo eee e eeeeee e eeeeeeen s $ (37,532) $ (43,129)

* Described in this Note.

We currently provide a valuation allowance agaiteferred 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 valuaibowance against
any remaining deferred tax asset in the U.S. amtard, given our inability to rely on future taxabihcome
projections and the scheduling of our current defertax liabilities. Our valuation allowance inased by
approximately $8.6 million during the year ended:€maber 31, 2013, to $422.1 million.

Section 382 Event

The 2007 New Capital Transaction (as discusseddte N1, “Mezzanine Equity — Convertible Cumulative
Participating Preferred Shares”) qualified as angleain ownership under Section 382 of the InteRalenue
Code. Section 382 operates to limit the futureudddn of net operating losses that were in existeas of the
change in ownership. Because we had previousbbksited a valuation allowance against these netatipg
losses, there was not a significant tax expensided with Section 382 limitations.

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

In 2013, there was no change in the balance faeaagnized tax benefits aside from the accrual ¢l
interest and penalties for existing unrecognizedenefits

In 2012, the conclusion of the IRS audit (as disedsbelow in this Note undelRS Examinatiof) resulted in
a reduction of unrecognized tax benefits in the wmhoof $106.5 million, principally related to thed@”
redomestication of Orkney Re. The conclusion & RS audit, which included the 2007 tax year, aiiely
settled this issue, closed the statute of limitetiperiod, and allowed the reduction of unrecoghiz benefits,
which resulted in a $5.6 million tax benefit.
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As of December 31, 2013 and 2012, we had totaloagr@zed tax benefits (excluding interest and gesdl of
$3.1 million in both years, the recognition of whisrould result in a $1.5 million tax benefit in hogears, at the

effective tax rate.

The following is a roll-forward of our FASB ASC 74M unrecognized tax benefits for the years ended
December 31, 2013 and 2012:

Year Ended Year Ended
December 31, December 31,

(U.S. dollars in thousands) 2013 2012
Total unrecognized tax benefits at beginning ofyea.......... $ 3,061 $ 109,509
Reductions due to lapse of statutes of limitatian................ - (106,448)
Total unrecognized tax benefits at end of year................ 3,061 3,061
Tax benefit of unrecognized tax benefits if recagdiat the

effective tax rate .........oeei it $ 1,517 $ 1,517

Interest and penalties (not included in the “ungmiped tax benefits” table above) are a componénh®
provision for income taxes.

December 31, December 31, December 31,

(U.S. dollars in thousands) 2013 2012 2011
Total interest & penalties in the Consolidated BataSheets

at beginning of Year........cccovvv vt eeeee e $ 1,655 $ 4,130 $ 2,946
Total interest & penalties in the Consolidated Stants of

OPEIALIONS ...t eeeeee et 231 (2,475) 1,184
Total interest & penalties in the Consolidated BataSheets

at end Of VAT ......uuviiiiiiee e $ 1886 % 1,655 $ 4,130

We do not expect any significant changes in thegtmlance of unrecognized tax benefits to occtitémext
twelve months.

We file separate tax returns as prescribed by akkelaws of the jurisdictions in which we operatés of
December 31, 2013, we remained subject to exaromati the following major tax jurisdictions for theears
indicated in the table below:

Major Tax Jurisdictions Open Years
u.s.
[ (=T o 11 o I 2010 through 2013
NON-LIfe GroUP .....ccovvvvviriiiiiiiieis s eemmm e 2010 through 2013
[ £=1F= 1o o [ SR 2009 through 2013

Our U.S. subsidiaries are subject to U.S. fedestate, and local corporate income taxes and otparst
applicable to U.S. corporations. Upon distributimincurrent or accumulated earnings and profitshim form of
dividends or otherwise from our U.S. subsidiariesi$s, we would be subject to U.S. withholding tazes 30%
rate.

Net operating losses are being carried forward fatwsed years and could be examined by the apjidak
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authorities if utilized in an open tax year in faéure. Additionally, to the extent that a net oyiang loss is carried
back to an otherwise closed year, that earlier geatd be subject to examination as long as the yesr remains
open.

IRS Examination

On March 30, 2011, SRUS was notified that the IR&l perform an examination of the U.S. Life Group
consolidated tax returns for 2004, 2007, 2008, 20@P prompted by an income tax refund of approxaiye$12.6
million that SRUS had received during 2010. Th& iBsued a Revenue Agent’'s Report (“RAR”), whichtamed
several Notices of Proposed Adjustments, and SRt¢8Spted the RAR on April 25, 2012, thereby acceptire
proposed adjustments and completing the IRS exadimmaNone of the IRS adjustments resulted in shdax
liability to the IRS. On April 30, 2012, the IR8lEmitted SRUS’s case (consisting of the RAR andrdieted IRS
workpapers) to the Joint Committee on Taxation (th@int Committee”) for the Joint Committee’s rewieand
approval. The submission of the IRS examinatigroreto the Joint Committee for review and approigab
statutory requirement in cases involving refundsagfin excess of $2.0 million. On November 9, 20de were
informed that the Joint Committee had completeddssideration of our case and had taken no exusepdi the
conclusions reached by the IRS. This communicatfectively closed the case; therefore, all of IRS
adjustments have been reflected in the accomparggingolidated financial statements, and tax ye@@ 22007,
2008, and 2009 were closed.

The conclusion of the IRS audit and the resultidgistments, principally related to the disallowanéa bad
debt deduction for partial worthlessness on cersaicurities, affected certain line items in theedefd tax assets
and liabilities inventory table disclosed abovewkeer, there was no resulting impact to the neermedl tax
liability presented in the accompanying Consolidaialance Sheets. Additional guidance from the, RS
discussed below in this Note, was subsequentlyivedeand the guidance changed the determinatidradfdebt
deductions for partial worthlessness on certainigges.

Section 166 Deduction for Partial Worthlessness

On July 30, 2012, the IRS issued a directive (LaéBgsiness & International (LB&I) Control No. LB&l-4
0712-009, the “LB&I Directive”) instructing LB&l eaxminers not to challenge an insurance company'apar
worthlessness deduction under IRC Section 166(dd{2bhe amount of credit-related impairments retogd on
eligible securities within the insurer’s annualtstaent in accordance with Statements of StatutargoAnting
Principles 43R -Loan-backed and Structured SecuritieBhe partial worthless deductions(s) may be takeeun
the LB&I Directive no earlier than the 2009 tax yaad no later than the 2012 tax year.

SRUS decided to implement the LB&I Directive by amdimg its 2009 — 2011 tax returns and has reflettied
deductions for partial worthlessness in the appat@tax years. The tax calculations reflecteth@se consolidated
financial statements have incorporated the dedugtibat have been taken on the amended tax retarfied. The
deductions for partial worthlessness affected oetiae items in the deferred tax assets and liddsl inventory
table disclosed above; however, there was no reguitnpact to the net deferred tax liability pretsshin the
accompanying Consolidated Balance Sheets.

15. Commitments and Contingencies
Lease Commitments
We lease office space in certain countries in whighconduct business under operating leases tipateeat

various dates through December 31, 2016. Totd expense, net of sublease receipts, with resmethdse
operating leases for the years ended December®B, 2012, and 2011 was approximately $0.5 milli$d.4
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million, and $0.7 million, respectively. As of Dember 31, 2013, we held operating leases for oficesf in
Charlotte, North Carolina, U.S.; Dublin, IrelangidaHamilton, Bermuda.

Future minimum lease payments under the leasesxpexted to be:

(U.S. dollars in thousands) Gross Lease Sublease Net Lease
Year ending December 31, Payments Rentals Payments
2004 e $ 10219 % (602.8) $ 419.1
2005 e e 990.9 (620.9) 370.0
2016 .. i 1,000.0 (639.5) 360.5
Total future lease commitments .............cwmoo.. 33,0128  $ (1,8632) $  1,149.6

On July 16, 2013, the Company entered amt@agreement to terminate a portion of the leasmises in our
former Charlotte office, which portion of the lega@mises was no longer being sublet. As condiderdor the
removal of the portion of the lease premises frowhdease, the Company agreed to pay the lessbeqfremises
an early termination fee of $0.6 million, to beca monthly installments through December 31, 20T6e early
termination fee of $0.6 million was charged in fillour 2013 Consolidated Statements of Operatiorder the
caption, “Operating expenses”.

Concentrations of Credit Risk

The creditworthiness of counterparties is evaluégds, taking into account credit ratings assigbhgdating
agencies and other factors. The credit approvalge®involves an assessment of factors includimgng others,
counterparty, country, and industry credit expodumés. Collateral may be required, at our disicne, on certain
transactions, based on our evaluation of the axedihiness of the counterparty.

The areas where significant concentrations of tmésk may exist include investments, amounts recable
from reinsurers, and reinsurance balances recevalie manage our credit risk in our investmentfpbo by
establishing and following investment guidelinesnplying with regulatory restrictions and limitingioexposure to
individual issuers. We manage our credit riskum @insurance relationships by transacting withserers that we
consider financially sound, and if necessary, we imald collateral in the form of funds, trust acots) and/or
irrevocable letters of credit. This collateral da@ drawn upon for amounts that remain unpaid beygpecified
time periods on an individual reinsurer basis.

Ballantyne Re plc

Ballantyne Re plc (“Ballantyne Re"), which was posly a consolidated VIE of the Company, is a sdec
purpose reinsurance vehicle incorporated undelatlig of Ireland. In May 2006, Ballantyne Re issuacda private
offering, $1.74 billion of debt to third party ins®@rs, $178.0 million of Class C Notes to SALIC8%$122 million in
preference shares to SALIC, and $500,000 in Clas®@s to SRGL.

As of December 31, 2013, we had no remaining dicsst exposure related to Ballantyne Re sincerderésts
in the Ballantyne Re Class D Notes and Preferretedhare valued at $0. The Class C Notes weneviwitten-off
in 2008 under the contractual terms of the BallaatiRe indenture.

SRUS remains liable for the accuracy and performams applicable, of its representations, warrantie
covenants, and other obligations that relate tmgdethefore the assignment and novation to Secuifigyof Denver
Insurance Company of the reinsurance agreementBailantyne Re. In addition, the Company and SRé&lSain
responsible for certain ongoing covenants and imité@s made for the benefit of Ballantyne Re anel fihancial
guarantors of certain of the notes issued by BglienRe.
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Indemnification of Our Directors, Officers, Employes, and Agents

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

Davis v. Scottish Re Group Limited, et al.

The Company and SRUS (together, “Scottieh) Rearned that a lawsuit was filed on or abouv&mber 20,
2013, in New York state court against Scottish &4, shareholders and certain of their affiliatesg aarious
former and current directors of Scottish Re (coiety, the “Defendant Parties”). The plaintiff, reolder of our
Perpetual Preferred Shares and a former holdeuofOodinary Shares (please refer to Note 12, “Stwders’
Deficit” for information regarding our Ordinary Stes and our Perpetual Preferred Shares), allegesag other
things, claims against the Defendant Parties feadin of contract, breach of fiduciary duty, tortidaterference,
and derivative claims. The complaint seeks an exifipd amount of damages, as well as other forimelief, and
largely centers around the Orkney | Unwind Trarisactincluding the 2009 acquisition by affiliates@erberus of
Orkney Notes (as disclosed in Note 9, “CollateralaRce Facilities and Securitization Structure©rkney |
Unwind Transactioh and Note 17, “Related Party Transaction€erberu$), the completion of the Merger on
August 24, 2011 (as disclosed in Note 11, “Mezzartiguity — Convertible Cumulative Participating feresd
Shares -Merger Agreemeti}, the redemption by SRGL of Perpetual Preferrbar8s acquired pursuant to tender
offers in 2010 and 2012 (as disclosed in Note Bhdreholders Deficit Perpetual Preferred Shargs and a
purported distribution policy affecting the PermdtBreferred Shares (as disclosed in Note 12, ‘Sludalers Deficit
— Dividends on Perpetual Preferred ShddesWe believe the plaintiff's allegations to batkout merit and are
vigorously defending our interest in the actionccérdingly, it is not possible to estimate any lossespect of the
plaintiff's claims. For further discussion regargithe Davis litigation, please refer to Note 1Bubsequent Events
— Davis vs. Scottish Re Group Limited, et.al.

16. Statutory Requirements and Dividend Restrictios

Our insurance and reinsurance subsidiaries arecutg insurance laws and regulations in the jictazhs in
which they operate, which include Bermuda, the Cayhslands, Ireland, and the United States. Gedhihese
regulations include restrictions that limit the amb of dividends or other distributions, such aan® or cash
advances, available to shareholders of the reinsaraubsidiaries without prior approval of the nasice regulatory
authorities. The difference between financial estents prepared for insurance regulatory authsrited
statements prepared in accordance with U.S. GAATR lva jurisdiction; however, the primary differescare that
financial statements prepared for some of the arseg regulatory authorities do not reflect DAC,ilithe amount
of deferred income tax net assets, limit or disalloertain assets, have different investment measeme
methodologies, establish reserves for investedsassed calculate benefit reserves by a definethdtaic process,
among other differences from U.S. GAAP.

Statutory Requirements for Non-U.S. Subsidiaries

Our Bermuda insurance company, SRLB, is requireth&intain a minimum capital of $500 thousand as of
December 31, 2013, and, under The Insurance LathefCayman Islands, SALIC must maintain a minimum
capital of $240 thousand as of December 31, 20tre were no statutory restrictions on the payrmédividends
from retained earnings by any of the Bermuda om@ay subsidiaries as the minimum statutory capitel surplus
requirements were satisfied by the share capithiaalditional paid-in capital of each of the sulesiidis.
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SRD is required by the Central Bank of Ireland (t6entral Bank”) to maintain a minimum level of daip
share capital. The Central Bank has put certastricions in place on the ability of SRD to makiidend
payments from profits available for distributiontiin the meaning of the Companies (Amendment) A883. On
July 15, 2006, Statutory Instrument 380 (“SI 386f)2006 transposed into Irish law the European br@muncil
Directive 2005/68/EC, which establishes a reguiategime for reinsurance organizations and defim@smum
requirements for certain liabilities, assets baghktmose liabilities, and surplus. As of DecemhkrZ)13 and 2012,
SRD had a solvency margin of 202% and 178%, reiqedgt These percentages were based on the alailab
capital versus a minimum capital amount, whicheguired to be held under Schedule 2 of SI 380.

SALIC is a party to a net worth maintenance agregmvdth SRD, pursuant to which SALIC effectively
guarantees SRD’s regulatory solvency.

Statutory Requirements for U.S. Subsidiaries

Our Delaware-domiciled reinsurance subsidiary, SR8pares its statutory-basis financial statementthe
basis of statutory accounting practices prescribegermitted by the State of Delaware for determgnand
reporting the financial condition and results obmdions of an insurance company and for determislvency
under the insurance laws of the State of Delawdiee Department has adopted Statutory Accounticipies,
which are included in the National Association m$urance Commissionerdtcounting Practices and Procedures
Manual as a component of prescribed accounting practicBRUS did not utilize any permitted accounting
practices during the years ended December 31, 20d2012.

Prior to completion of the SRUS/SRLC Merger (asirdzf herein), SRLC was another Delaware-domiciled
reinsurance subsidiary. On January 14, 2013, SRS its wholly-owned subsidiary, SRLC, entered iato
Agreement and Plan of Merger. Upon the terms argjest to the conditions therein, including receiptall
required approvals, and in accordance with theipimvs of Section 253 of the Delaware General Cafpan Law
and Section 4930 of the Delaware Insurance Codé,CSRould be merged with and into SRUS, with SRUS
continuing as the surviving corporation (the “SRSBLC Merger”). From and after the effective dafethe
SRUS/SRLC Merger (the “Effective Date”), SRUS, he surviving corporation, would be responsible &able
for all of the liabilities and obligations of SRUSid SRLC existing as of the Effective Date, andpalicies of
insurance and contracts and agreements of reimi@nretrocession assumed or issued by SRLC, mupnt to
which SRLC was a party will, as of the Effectivet®abecome policies of insurance and contractsaagmeements
of reinsurance or retrocession (as the case mapfb8RUS. Approval of the SRUS/SRLC Merger waseiesd
from the Insurance Commissioner of the State ofaldate (the “Delaware Commissioner”) on May 8, 2@h8
from the Insurance Commissioner of the State ofif@aia on July 12, 2013. The Effective Date ofeth
SRUS/SRLC Merger was July 30, 2013. The SRUS/SRIetger had no effect on the Company’s consolidated
financial position and results of operations.

Prior to completion of the Orkney | Unwind Transawt Orkney Re was another Delaware-domiciled
reinsurance subsidiary. With the Department’s apgl; in connection with the Orkney | Unwind Traasan,
Orkney Re did not make a statutory financial statetfiling for the year ended December 31, 201kas refer to
Note 9, “Collateral Finance Facilities and Secmaition Structures @rkney | Unwind Transactidnfor information
regarding the dissolution of Orkney Re.

The following table presents, for SRUS, our U.Sngerance subsidiary, the statutory capital anglaaras of

December 31, 2013 and 2012 and the statutory setfty the years ended December 31, 2013, 20122@HhH as
reflected in SRUS’s most recent statutory finanstatement filings with the Department.
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Statutory Capital & Surplus Statutory Net Loss
(U.S. dollars in thousands) 2013 2012 2013 2012 2011
SRUS* ..o $ 171,746  $ 193488 § (24224) $ (68,950) $ (199,667)

* SRUS statutory capital and surplus and the stagunet loss for 2013 and 2012 include SRLC. SRQCL results have not
been combined with SRUS. The 2011 net loss foESRiks ($22,334).

As of December 31, 2013 and 2012, SRUS exceededimilnum risk-based capital (“RBC”) requirements fo
life and health insurance companies. The compatigralevel RBC percentage as of December 31, 200SRUS
was 351%, as filed with the Department. The comartion level RBC percentage for SRUS as of Deasrh,
2012, after giving effect to the SRUS/SRLC Mergeould have been 373% compared to 328% without givin
effect to the SRUS/SRLC Merger. SALIC is a patyatnet worth maintenance agreement with SRUSupatgo
which SALIC effectively guarantees SRUS's regulgtenlvency.

The payment of dividends by SRUS to its sharehoisldimited and can only be made from earned ppfit
unless prior approval is received from the Delaw@oemmissioner. The maximum amount of dividend$ thay
be paid by life insurance companies without prippraval of the Delaware Commissioner is also subfec
restrictions relating to statutory surplus andinebme. The maximum dividend payout that can bdearsy SRUS
without prior approval of the Delaware Commissioisdimited to the greater of the net gain from m@piens for the
preceding year or 10% of statutory surplus as ef pheceding year-end, not exceeding earned surpluse
applicable statutory provisions only permit an mesuto pay a shareholder dividend from positive ssigned
surplus. SRUS had an unassigned deficit as of ldbee 31, 2013 and 2012. Accordingly, SRUS canmgt
dividend in 2014 without the prior approval of thelaware Commissioner. During the years ended iDbee 31,
2013 and 2012, SRUS did not request or receiveogpprfrom the Delaware Commissioner to make, and,
accordingly, did not make any dividend paymentisstshareholder, SHI.

17. Related Party Transactions

In connection with the 2007 New Capital Transactma the completion of the Merger in 2011, the &toes
hold all of our equity voting power along with thight to designate members of our Board. Pleafee te Note 11,
“Mezzanine Equity — Convertible Cumulative Partatipg Preferred Shares” for information regardihg 2007
New Capital Transaction and the Merger Agreement.

MassMutual Capital

For the years ended December 31, 2013, 2012, abdl, 2 had premiums earned of $18.0 million, $17.8
million, and $16.1 million, respectively, assocthterith Massachusetts Mutual Life Insurance Compaheg,
ultimate parent of MassMutual Capital, and CM LUifisurance Company, an affiliate of MassMutual CapifAs of
December 31, 2013 and 2012, we had net receiviblesMassachusetts Mutual Life Insurance Comparty @i
Life Insurance Company, of $4.4 million and $4.0lion, respectively.

We also incurred $2.2 million, $2.3 million, and.&2million for investment management fees payable t
Babson Capital Management LLC, an affiliate of Mdstial Capital, for the years ended December 31,320
2012, and 2011, respectively.

Cerberus
As disclosed in Note 9, “Collateral Finance Faigt and Securitization StructuresOrkney | Unwind

Transactiori, Cerberus acquired from one or more unaffiliateuld parties $700.0 million in aggregate principal
amount of the Orkney Notes in 2009. OHL paid ieserof $3.2 million on the Orkney Notes that wewmned by
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Cerberus during 2011. These Orkney Notes wererchpsed by OHL, at a discount to the aggregatecipih
amount, as part of the Orkney | Unwind Transaction.

For the year ended December 31, 2013, we incurfed@ #illion in investment advisor fees payable to
Cerberus, associated with the New Business Strateggliscussed in Note 1, “Organization, Busingsstedyy and
Lines of Business Business Strately

Investment in Cerberus Affiliated Fund

On March 26, 2012, SALIC executed subscription doents pursuant to which SALIC committed to make an
investment of up to an aggregate $30.0 million mimvestment fund affiliated with and controlledredtly or
indirectly, by Cerberus (the “Cerberus Affiliatedirel”). As of December 31, 2013, SALIC had investd®.4
million of its total commitment, which investmens included in Other Investments on the accompanying
Consolidated Balance Sheets at a carrying val@.85 million.

18. Subsequent Events

The subsequent events disclosed in these notég toohsolidated financial statements have beenated by
Company management up to and including the filinthe consolidated financial statements on March22d 4.

Non-declaration of Dividends on Perpetual Preferr&hares

In accordance with the relevant financial testseurtde terms of the Perpetual Preferred SharesBoaird was
precluded from declaring and paying a dividendr@nanuary 15, 2014 dividend payment date, anal result, did
not declare and pay a dividend on such date.

Deferral of Interest Payments on the Capital andukt Preferred Securities

Subsequent to December 31, 2013, we have accrukdieferred payment of an additional $1.2 million of
interest on our Capital and Trust Preferred Sdesrias outlined in Note 10, “Debt Obligations @ither Funding
Arrangements Beferral of Interest Payments on the Capital andstiPreferred Securiti8s These deferrals were
permitted by terms of the indentures governingGheital and Trust Preferred Securities and hava besle at the
discretion of our Board. As of March 26, 2014, maal accrued and deferred payment on a total of iélibn of
interest on the Capital and Trust Preferred Seearit

Orkney Re I

On the scheduled interest payment date of Febriian2014, Orkney Re Il was unable to make scheduled
interest payments on the Series A-1 Notes and ¢niesSA-2 Notes. As a result, Assured, subjet¢héofinancial
guaranty policy issued by Assured, as discussetlate 9, “Collateral Finance Facilities and Secmaaition
Structures -Orkney Re I, made guarantee payments on the Series A-1 Niotékee amount of $0.7 million. The
interest amount for the Series A-2 Notes, whichensst guaranteed under the Orkney Re Il transactias $0.1
million. We have accrued the interest on bothSkees A-1 Notes and the Series A-2 Notes.
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Davis v. Scottish Re Group Limited, et al.
On February 21, 2014, Motions to Dismiss were filath the court on behalf of the Defendant Pantiessuant

to a briefing schedule previously agreed with thartand the plaintiff. Pursuant to that schedthe, plaintiff has
until May 7, 2014 to submit its opposition to thefibns to Dismiss.
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