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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, 2014 and 2013, aneltdied
consolidated statements of comprehensive incama;eholders’ deficit, and cash flows for the yghen ended,
and the related notes to the consolidated finastééments.

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@arfi internal
control relevant to the preparation and fair préston 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 standaglsire 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 tod financial
statements in order to design audit proceduresategabppropriate in the circumstances, but notHerpurpose 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, 2014 and 2013, tlend
consolidated results of their operations and tlcash flows for the years then ended in conformitthwJ.S.
generally accepted accounting principles.

/sl Emst & Young LLP

Charlotte, North Carolina
March 26, 2015



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

December 31, December 31,

2014 2013
Assets
Fixed-maturity investments held as trading se@sijtat fair value .........ccccccceeeeeiiiiiceeeen.n. $ 1,699,960 $ 1,789,343
Fixed-maturity investments held as available-fdescurities, at fair value (amortized cost:

2014 — $7,714; 2013 = BNUL)eueiiiriieieiieee e 7,690 -
Preferred stock held as trading securities, atvi@ie .................ovvvviiiiiiiiin i 1,267 1,138
Cash and Cash QUIVAIENTS ........uiii i ceeeeeee e e a e e e e 227,871 247,409
AfIlIAtEA INVESIMENTS ....iivieii e et s e e a e s e s e e s e e eeaas 40,176 18,472
(@) (=T 0NV 10 0] 0 £ 2,957 3,223
FUNAS WItNNEIA B INMTEIEST. ...ttt ettt e et e et e e e e e et e e e et eeeeeeeeens 425,575 459,777

TOtAl INVESIMENTS. ..ottt ettt et et e et et e et e e et e et et e et eeeeaeeeeee s 2,405,496 2,519,362
ACCIUE INEEIESE TECEIVABIE. ... et ee et e et ettt e et et eee et et e e et eeeenas 10,878 12,587
Amounts recoverable frOM FEINSUIEIS ........ceeeeeiiieie e ee e et e e e e e eaaa e eeeees 704,400 695,163
Reinsurance balanCes reCeIVADIE ..........oeeueiemieii e 127,621 128,319
Deferred acqUISITION COSES .......uuuiiiiiiiieeeeccreeeeeeeeie et er e e e eeae s e s e s sarerrreeeeaeeeseeennnnsereeeeees 132,717 153,229
Present value of iN-fOrce DUSINESS ........cceemi i 21,048 22,215
ONE @SSOES. ...ttt eeeeee et e eeeee e et e et e et e e et e et e e ettt e e e e et e e et e et e e ee e e e e e e 5,302 6,597

TOLAI ASSELS .. eveeeeeeeee e eee et et e s oemaemes et e e et e et et e e eee et et e et et e e et et ee et et eee et e et et er et et e e e eeeen $ 3,407,462 $ 3,537,472
Liabilities
Reserves for future policy DENEFILS .......icceeeeiie $ 1,316,256 $ 1,33D96
Interest-sensitive CONtract HADIIITIES ... oeeueeiiiiiiiiii e 942,990 1,026,307
Collateral fiINANCE fACHITY...........ccoevivereee ettt see e 450,000 450,000
Reinsurance balances Payable ...........o oo 60,426 65,796
Accounts payable and other FHADIIIES. ..ottt et ettt ettt et eeeaenas 75,804 65194
Deferred tax HabIlItIES ............uuiiiie i ceeee e e e e e e e e e e e e e e eeaes 31,542 37,532
Embedded derivative liabilities, at failr VAIUE .. cciveiiiii e e 13,407 18,230
Long-term debt, at PAr VAIUE................ecmemeeceeereeereeeveeteeeteesteeteeeeesresetesseesesseeseeaseesreseeens 86,500 116,500

TOtAl HADIIES .. ..o s, $ 2976925 $ 3,113,269

Mezzanine Equity
Convertible cumulative participating preferred ssampar value $0.01.:
1,000,000 shares issued and outstanding witB.8aaillion initial stated value
(liquidation preference: 2014 - $857.7 million; 301$814.2 million)...........cccoeeeveeeevinmn. 555,857 555,857

Shareholders’ Deficit
Ordinary shares, par value $0.01:

68,383,370 shares issued and oULStANAING ......uuuvvrieiiiiiiiriieieeeeee e 684 684
Non-cumulative perpetual preferred shares, pareviu01:

3,246,776 shares issued and outStanding .........cccooovvvieiiirieeee e 81,169 81,169
Additional Paid-in CAPILAL ..........eeeeeeeee e eeeereeeeees it er e e ee s e s e s ssrrrer e eeeeeeeeseannnnrerreees 1,218,190 12881
Accumulated other comprehensive income (I0SS)PNEEX ..........ccvvvvvviiiiiiiiiiiiiiiien e (24) -
REEAINEA AEFICIT. ... .vvoveeececececeeoemem sttt s s e e s et erennessesesesen s nesseasseenensnas (1,425,339) (1,431,697)

Total SArehOIAErS’ AEFICIt ... ieemere ettt es e seesene e sn s (125,320) (131,654)

Total liabilities, mezzanine equity, and shareh@tdefiCit..............cccovvvvrveerevieeenennnn. $ 3407462 $ 3,537,472
! Includes total investments of consolidated vagabterest entity (“VIE™)...........cccoeveueunne. $ 287,070 $ 258,318
% Includes accrued interest receivable of CONSEHAIE ..................c.ccovevevereeeeecreneenenns 1,274 1,088
% Reflects collateral finance facility of CONSOEBIVIE ............ccccveveeerieeeeeeeee e, 450,000 450,000
* Reflects accounts payable and other liabilitiesafsolidated VIE..............ccccovvevevvmemne. 54,883 45,759

See Accompanying Notes to Consolidated FinanciteStents



SCOTTISH RE GROUP LIMITED

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Expressed in Thousands of United States Dollars)

Year Ended
December 31, December 31,
2014 2013

Revenues
Premiums earned, Net.........ccccvveiviiieeecenie e $ 352,504 $ 339,171
INVEStMENt INCOME, NEL ......ceiiiiiiiiie e 79,187 89,783
Net realized and unrealized gains..........cceeceeiiiiiiiiiiiiiii e 47,620 28,130
Gain on extinguishment of debt ...........oo oo 12,692 6,240
Change in value of embedded derivative assetsialidtles ........ 4,824 8,060
Fees and other iNCOME..........c.oiuiiiiieeeeeee et 2,307 2,412

TOtAl FEVENUES .....ovveveevieiie et eeaeemets et s e s s 499,134 473,796
Benefits and expenses
Claims, policy benefits, and changes in policyholdserves,

01 PP PPPPPPPRPPPPN 378,339 383,640
Interest credited to interest-sensitive contraiilities .................. 26,384 29,280
Other insurance expenses, including amortizatiotedérred

ACUISITION COSES, NEL ....veiiiiiiiie e e 61,384 48,925
Operating EXPENSES .....ccvvviiiiiirieieieeeeeaenreeeaeeeeesaeserarnrarereaaaeeens 19,638 19,429
Collateral finance facility eXPense ........cccceceevieeveeeiieiiiieiiniiiniinnns 9,992 9,943
INEErEST EXPENSE ...veveveveireireereerssemermeestestestesresresresresresresresresneas 4,681 4,873

Total benefits and EXPENSES...............ecommmmreereeeeeireeeeseeeeanes 500,418 496,090
LoSS before iNCOME taxes.........ccccvuvvvereeeieiiiiiieeeeeeee e (1,284) (22,294)
INCOME tax DENEFIt.......c.ccuiieiiiie e e 7,642 5,071
NEt iNCOME (IOSS)....ciiiiiiiiiieeiiii e 6,358 (17,223)
Other comprehensive income (loss), net of tax
Unrealized losses on available-for-sale investmemsof tax....... (24) -

Total other comprehensive income (loss), net of tax............. (24) -
Total comprehensive iNCoOMe (I0SS)........covcveveeeeereeeeeeeseeenns $ 6,334 $ (17,223)

See Accompanying Notes to Consolidated Financiak8tents



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

Year Ended
December 31, December 31,
2014 2013

Share capital:
Ordinary shares:

Beginning and end Of YEaAr ............cocuvviemmmmmeee e e et $ 684 $ 684
Non-cumulative perpetual preferred shares:

Beginning and €nd OF YEA .................eoemrmemreeieeeie st searieste e sraes e eee e 81,169 81,169
Additional paid-in capital:

Beginning and €nd Of YEAI .................eveemmemereeeeeeie et seerieete e sraes e eee e 1,218,190 1,218,190
Accumulated other comprehensive income (loss):

Beginning Of YEAI...........ciiiiiiiiiiiiiiitmmmmms s e e et - -

Other comprehensive income (10ss), net of taxes...........ccccvvvvvveeevnvennnnn. (24) -

Yo o) Y=Y LR (24) -
Retained deficit:

Beginning Of YEAI...........ciiiiiiiiiiiiiiit e s e e et (1,431,697) (1,414,474)

NEL INCOME (I0SS) ...t eeeeee s ee ettt e et en e e 6,358 (17,223)

ENA OF YO ...ttt ettt et en e e ee et ee e (1,425,339) (1,431,697)
Total shareholders’ defiCit........c.uveviiicieeie i $ (125,320) $ (131,654)

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,
2014 2013
Operating activities
NEE INCOME (IOSS) ..ttt ettt ettt e e e tee e aeaee s $ 6,358 $ (17,223)
Adjustments to reconcile net income (loss) to rehcused in operating

activities:

Net realized and unrealized gains..........ccccceei i e (47,620) (28,130)

Gain on extinguishment of long-term debt....eeeoo oo, (12,692) (6,240)

Change in value of embedded derivative assetsialpititles............................. (4,824) (8,060)

Amortization of discount on fixed-maturity investms — available-for-sale.... 4 -

Amortization of deferred acquisition COSES........cccooviiiiiiiiiecriiie e 20,512 8,952

Amortization of present value of in-force business.........cccccccvevvecveeee e 1,167 1,786

Amortization of deferred finance facility COStS..........ccccvveveveieiiiii, 868 868

Depreciation Of fiXed @SSELS .......coiieivememer e e e 126 142
Changes in assets and liabilities:

Funds withheld at iNtErest .............ui e 34,202 23,208

Accrued interest reCeivabIe .............o e 1,709 392

Reinsurance balances receivable .......... i 698 840

OLNEE BSSELS ...viiieiiiiiiei ettt erre ettt e st e e e re e e e mareeee s 247 447

Reserves for future policy benefits, net of amoueat®verable from reinsurers (25,941) 14,380

Interest-sensitive contract llabilitieS......cce oo e (23,620) (23,957)

Accounts payable and other liabilities, includirefatred tax liabilities............. 6,512 8,430

Reinsurance balances Payable.............occoeemeieeeeeeee oo, (5,370) (6,815)

Net cash used in Operating aCtVItIES .......cccceceviueeeeireeeeeeeeeeeeeee e ereas (47,664) (30,980)
Investing activities
Purchases of fixed-maturity investments — trading........ccccceceeveevivveeereeeeeeeenn, (202,823) (338,717)
Purchases of fixed-maturity investments — availdbiesale ...........................e.. (7,719) -
Proceeds from sales and maturities of fixed-matimi¢estments — trading......... 330,981 309,163
Proceeds from sales and maturities of fixed-matimi¢estments — available-for-

S ettt ———— e e et e e e e e e b e e be et aeeaeaeaaeeaaannrnreen) 2 -
Proceeds from sales of preferred StOCK ....cccccecciiiiiiiiiiiiiiiiee e - 1,060
Purchases of and proceeds from affiliated investsem@t .................eevveennnn (12,983) 327
Purchases of and proceeds from other investmestts,. N..............cceevevvccevenenns 266 88

Net cash provided by (used in) investing activities...............coccevoveervevennees. 107,724 (28,079)
Financing activities
Withdrawals from interest-sensitive contract ligtlghk .................cccooceeniien. (59,648) (55,581)
ACQUISItION Of IONG-tEIM AEDE ... e eeeeee e (19,950) (6,760)

Net cash used in fiINANCING ACHVItIES .......oceeeeiveuieieeeieeee e, (79,598) (62,341)
Net change in cash and cash equIValENtS ...eceeeeiiiviieiiiiiii e (19,538) (121,400)
Cash and cash equivalents, beginNiNgG Of YAl ..c.ooveeiveie e, 247,409 368,809

Cash and cash equivalents, end Of YEaT ..o .weeeereeeeeeeeeeseseesneeeneeen. S 227,871 § 247,409

INTEIESE PAIG.....eeiieeiiiiiiiiiie e ee et e s s s e e e e e e e aeeteaaaaeemeaaeeeeseenes
INCOME tAXES PAIM ......eeieiiiiiie e ecmmmmmr e e e e e e s s e r e e e ae e s eeseeeneeannees

$ 302 % 202

See Accompanying Notes to Consolidated Financiak8tents



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2014
1. Organization, Business Strategy, and Lines of Busass
Organization

Scottish Re Group Limited (“SRGL” and, togetherW@RGL's consolidated subsidiaries and, as a restitte
application of FASB ASC 810-10 (as defined in N@te'Summary of Significant Accounting PoliciesBasis of
Presentatioh herein) its consolidated VIE*, as applicable, t@ompany”, “we”, “our”, and “us”) is a holding
company incorporated under the laws of the Caynséemdls, and with its principal executive office dted in
Bermuda. Through its operating subsidiaries, tlen@any is principally engaged in the reinsurancelifef
insurance, annuities, and annuity-type productdl. ofAthe equity voting power of SRGL, along withet right to
designate a controlling number of members of th&SBoard of Directors (the “Board”), is controllelirectly or
indirectly by MassMutual Capital Partners LLC, amimr of the MassMutual Financial Group (“MassMutual
Capital”) and SRGL Acquisition, LDC, an affiliatd Gerberus Capital Management L.P. (“Cerberus” &ogether
with MassMutual Capital, the “Investors”). As oeBember 31, 2014, SRGL’s consolidated subsidiéc@ssisting
of operating companies, holding companies and imgncompanies) and its consolidated VIE (a cotidténance
facility), by jurisdiction, were as follows:

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

Cayman Islands
Scottish Annuity & Life Insurance Company (Caymatg. (“SALIC")

Ireland
Scottish Re (Dublin) Limited (“SRD")
Orkney Re Il plc (“Orkney Re II")*

Luxembourg
Scottish Financial (Luxembourg) S.ar.l. (“SFL")

Scottish Holdings (Luxembourg) (“SHL") **

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

* Orkney Re Il is the consolidated VIE. Refeemnin the consolidated financial statements andaqgmanying notes to any
discretionary acts of management or of any of thesolidated entities do not, unless explicitly elabtherwise, refer to any
such acts by Orkney Re II.

**  SHL deregistered with the Luxembourg Trade iRegr as of December 18, 2014, and is in the pssag liquidation.
Business Strategy

In 2008, our insurance operating companies ceasgicigvnew business and notified existing clieritattnew
reinsurance risks no longer would be accepted uexisting reinsurance treaties, thereby placingréiesurance
business into run-off (the “Closed Block”). We &one to run-off the Closed Block, whereby we rgeei
premiums, pay claims, and perform key activitiedarnthe related reinsurance treaties.

The Company has purchased from time-to-time andpifortunities arise, may in the future continue to
purchase, in privately-negotiated transactionsnaparket purchases, or by means of general seiwits tender
offers, or otherwise, our outstanding securitied atier liabilities. Any such purchases will degpem a variety of
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



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2014
1. Organization, Business Strategy, and Lines of Biness (continued)

discussion on our outstanding securities and aogntetransactions, please refer to Note 9, “Debigations and
Other Funding Arrangements”, and Note 11, “Sharmddrsl Deficit”.

Lines of Business

We have written reinsurance business that is whallypartially retained in one or more of our rei@ice
subsidiaries and have classified the reinsurandeaaditional Solutions or as Financial Solutions detailed below.
All such business currently is part of the CloséacR.

Traditional SolutionsMortality risk on life insurance policies writtdsy primary insurers (which business is
often referred to as traditional life insuranc@he products reinsured in our Traditional Solutibusiness include
yearly renewable term life, term life with multigeguarantees, ordinary life, universal life, ardiable life. We
wrote our Traditional Solutions business predomilyapn an automatic basis, meaning that we autcralyi
reinsured all policies written by a ceding compémgt met the underwriting criteria specified in theaty with the
ceding company.

Financial Solutions Contracts under which we assumed the investmmeahtparsistency risks of existing, as
well as then newly-written, blocks of business.eoducts reinsured in our Financial Solutionsrmss include
deferred fixed annuities and variable annuitiesjuity-type products, cash value life insurance,,d&nda lesser
extent, disability products that are in a pay-duage.

We generally wrote reinsurance for our TraditioBalutions and Financial Solutions products in ttvenf of
yearly renewable term, coinsurance, or modifiethgoiance. Under yearly renewable term, we shaseinrthe
mortality risk for which we receive a premium. drcoinsurance or modified coinsurance arrangemeangenerally
share proportionately in all material risks inhérém 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 dbsets
supporting the reserves related to the liabilitigigsured. Under our coinsurance arrangementseship of the
assets is transferred to us, whereas, in modifig@sarance arrangements, the ceding company resainsrship of
the assets, but we share in the investment incomieisks associated with the assets.

2. Summary of Significant Accounting Policies
Basis of Presentation

Accounting Principles The consolidated financial statements are pezpar accordance with U.S. generally
accepted accounting principles (“U.S. GAAP").

Consolidation- The consolidated financial statements includeabsets, liabilities, and results of operations of
SRGL and its subsidiaries, as well as that of thE {i.e., Orkney Re II, an Irish special purposésarance
vehicle) for which we are the primary beneficiaag, defined in Financial Accounting Standards Bqar&SB”)
Accounting Standards Codification (“ASC”) Subto@it0-10, Consolidation — Overall (“FASB ASC 810-10All
significant inter-company transactions and balahea® been eliminated in consolidation.

Estimates and AssumptionsThe preparation of consolidated financial staets in accordance with U.S.
GAAP requires management to make estimates andhasisms that affect the amounts reported in thesobdated
financial statements and accompanying notes. Acksults could differ materially from those estiem and
assumptions used by management, and such estimatesassumptions could change in the future as more
information becomes known, which could impact theants reported and disclosed herein.

8



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2014
2. Summary of Significant Accounting Policies (comued)
The assumptions impact:

e investment valuations;

» accounting for embedded derivative instruments;

« assessment of risk transfer for structured inswamg reinsurance contracts;

e estimates of premiums;

» valuation of the present value of in-force business

» establishment of reserves for future policy besefit

» amortization of deferred acquisition costs;

» retrocession arrangements and amounts recoverabteréinsurers;

* interest-sensitive contract liabilities; and

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

Where applicable, management periodically reviews a@evises these estimates, as appropriate. Any
adjustments made to these estimates are reflectde period in which the estimates are revised.

Reclassifications Certain prior period amounts in the consolidafieeincial statements and accompanying
notes have been reclassified to conform to theeotrpresentation. These reclassifications primpdripact
amounts under the following captions reported sn@wonsolidated Statements of Comprehensive Income:

* Investment income, net;

* Net realized and unrealized gains;

* Fees and other income;

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

The following table illustrates the reclassificatsocompleted for the year ended December 31, 2013:

(U.S. dollars in thousands) Year Ended December 31, 2013
Year End
Change —
Increase
Consolidated Statements of Comprehensive Original Reclassified  (Decrease)
Income Line Item Amount Amount Net Income
Revenues
Investment inCOMe, Net.........cccceeevevvvemcmmeeveennn $ 90,332 $ 89,783 $ (549)
Net realized and unrealized gains .................... 25,087 28,130 3,043
Fees and other inCOme ........cccccoeoeviviceceeeeeennnnes 6,135 2,412 (3,723)

Benefits and expenses
Other insurance expenses including amortization
of deferred acquisition costs, net..........comm... 43,781 48,925 (5,144)
Operating EXPENSES ......uvviiivieeeeeeeeeeiereerees e 25,802 19,429 6,373

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&nsurance contract must include insurance cisksisting of
both underwriting and timing risk, and a reasonglmesibility of a loss for the assuming entity. assess risk
transfer for certain contracts, we generally depedgpected discounted cash flow analyses at cdnitregption to

9



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2014
2. Summary of Significant Accounting Policies (comued)

determine if the contract provides indemnificatemminst loss or liability relating to insurancekrigh accordance
with applicable accounting standards. We revielwcahtractual features, particularly those that niiayit the

amount of insurance risk to which we are subjedeatures that delay the timely reimbursement aint$. If we
determine that risk transfer requirements on arechtare not met, a contract is accounted for udiegdeposit
method.

Revenue Recognition
The following is a summary of our revenue recogmitpolicies:

(i) Net earned premiums are recorded net of amouniscegted and are matched with their respective
benefits and expenses so as to result in the réaoygof profits over the life of the contracts;

(i) Reinsurance premiums from traditional life policiaad annuity policies with life contingencies
generally are recognized as premiums when due froliayholders and are reported net of amounts
retroceded;

(iii) Reinsurance assumed for interest-sensitive andstiment type products is accounted for under the
deposit method and does not generate premiums.thiobusiness, we recognize as fees and other
income the investment income on the assets thateagive from ceding companies, net of policy
charges for the cost of insurance, policy admiaigin, and surrenders that have been assessedtagain
policy account balances during the period. Feerimeis recorded on an accrual basis; and

(iv) Net investment income includes interest and dividertome and is net of investment management,
investment accounting, and custody fees.

Investments

Most of our securities are classified as trading] awe carry these investments at fair value, asriesl in
Note 5, “Fair Value Measurements”. As a resultreafized gains and losses on investments classielading
securities are included in earnings on the Conatdidl Statements of Comprehensive Income. Reafjasts and
losses arising from the sale of investments cliaskis trading securities are determined on a pédéntification
method and investment transactions are recordeteotrade date. Interest income is recorded omtheual basis,
based on the securities’ stated coupon rates,casngaonent of net investment income. Cash flowsrfeestment
transactions are classified as Investing Activitiethe accompanying Consolidated Statements ofi Easwvs, even
though most our investments are classified asngasiecurities, because these investment transactiemot part of
our primary operating activities.

Investments — In accordance with FASB ASC 320 Itmesits — Debt and Equity Securities, we are reduie
review the appropriateness of our investment diaaion at least annually. During 2014, we reeaettd the
appropriateness of the accounting classificatibour fixed-maturity investments and preferredcksy which have
been classified as trading since January 1, 2@@8a result of this evaluation, the Company hasrdeined that as
new fixed-maturity investments and preferred stalesacquired, they will be classified as availdblesale, such
that over time the entire investment portfolio vii# classified under available-for-sale. This psscof migrating to
available-for-sale as fixed-maturity investmentsl gmeferred stocks are acquired or replaced cakd several
years given the duration of some of our existingestments. Effective August 2014, the Company classified
securities in defined portfolios as available-fates Effective January 1, 2015, the Company widissify all
securities purchased as available-for-sale. Thealized appreciation (depreciation) on our investta classified
as available-for-sale represents the differencevdt fair value and amortized cost and is recomdiesttly to
equity with no impact earnings. The change in alized appreciation (depreciation) is included @cumulated
other comprehensive income (loss) in shareholdéeficit after deductions for adjustments for angcasated

10



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2014
2. Summary of Significant Accounting Policies (comued)

deferred acquisition costs and deferred incomestaxbere applicable. For further discussion onauailable-for-
sale investments, please refer to Note 4, “InvestmeAvailable-for-Salé

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 approxinfaiesalue.

Affiliated investments represent investments actedirfor under the equity method, for which the Hasg
carrying value is deemed to approximate fair valuelease refer to Note 16, “Related Party Transasti—
Investment in Cerberus Affiliated Fuhdor more information on our investments accodnter under the equity
method.

Other investments represent policy loans, whichcareied at the outstanding loan balances, andhwaie
deemed to approximate fair value.

Funds withheld at interest are funds held by cedmmgpanies under modified coinsurance agreemereselbij
the assets supporting the statutory reserves oteldeng companies related to the liabilities reieduto us are
retained by the ceding companies; however, thesasse managed for our account, and we receivéehefit of
the interest income earned thereon. The fundsheithat interest are equal to the net statutorgrvesfund
balances retained by the ceding company, and tloieis in the funding accounts are adjusted qugrterequal
the ceding companies’ net statutory reserve batantgterest accrues on these assets at rategddfinthe treaty
terms. In the event of an insolvency of a cedingpany, we would make a claim on the assets atd¢deng
company supporting the contract liabilities. Thederlying agreements are considered to include ddudzk
derivative assets and liabilities, as further désed in this Note undeEtnbedded Derivatives” We include the
change in funds withheld at interest as well asctienge in value of embedded derivative assetdiapitities in
Operating Activities in the accompanying ConsokdbStatements of Cash Flows. In addition to oudifiex
coinsurance agreements, we have entered into warénsurance treaties that, although considenedsfwithheld,
do not transfer significant insurance risk andareounted for using the deposit method.

Amounts Recoverable from Reinsurers

In the ordinary course of business, our reinsurammerating subsidiaries cede reinsured liabilitesther
reinsurance companies, which transactions areregfe¢o as retrocessions. These agreements minouizeet loss
potential arising from large risks. In the normalrse of business, we seek to limit our exposuiedses on any
single insured life. Our initial retention limitas set at $0.5 million per life, but, for certaimels of business, our
retention limit has increased to up to $3.0 milliper life on certain issue years. The Company cdodd to
increase the retention limit per life even higharfarther issue years in the future. Ceded rearste contracts,
however, do not relieve us of our obligation to theect writing companies from which we assumedliigilities.
The cost of reinsurance related to long duratiantremts is recognized over the terms of the regolicies on a
basis consistent with the accounting for those cpsi except that the cost of reinsurance related 0%
retrocessions executed with the intent to exiha 6f business is recognized immediately.

Amounts recoverable from reinsurers includes thiarzes due from reinsurance companies for claings an
policy benefits that will be recovered from reirens; based on contracts in-force, and are presemedf any
reserve for uncollectible reinsurance that has letermined based upon a review of the financiatitmn of the
reinsurers and other factors. The method for deéteéng the reinsurance recoverable involves acaliastimates as
well as a determination of our ability to cede migiand policy benefits under our existing reinsoeaoontracts.
The reserve for uncollectible reinsurance is basedin estimate of the amount of the reinsurancevezable
balance that we ultimately will be unable to recoshee to reinsurer insolvency, a contractual dispat any other
reason. As of December 31, 2014 and 2013, we badserve for uncollectible reinsurance.
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2014
2. Summary of Significant Accounting Policies (comued)
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 recoverabie firture
gross profits. Such deferred acquisition costsAT) included commissions and allowances as weltadain
costs of policy issuance and underwriting.

Effective January 1, 2012, we adopted the provisiohFASB issued Accounting Standards Update (“ASU”

No. 2010-26, Financial Services - Insurance (Tdd) — Accounting for Costs Associated with Acquirior
Renewing Insurance Contracts (“ASU No. 2010-26"hjck indicated that only those costs which resuieatly
from and are essential to the successful acquisibonew or renewal insurance contracts may betalasd.
Because we no longer acquired or assumed new lsgsamel instead were continuing to run-off the GldBkck,
we ceased capitalizing DAC effective January 1,20This policy may change in the future if andhe extent we
acquire or begin to write new business. The piors of ASU No. 2010-26 did not affect DAC previbus
capitalized, and we will continue to amortize DACdescribed 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 policiesichSanticipated premium revenues are estimated) ik same
assumptions used for computing reserves for fytohey benefits.

The remaining DAC previously capitalized that itated to interest-sensitive life and investmentetymlicies
that we reinsured is being amortized over the livethe policies in relation to the present valfi@stimated gross
profits from mortality and investment income, lésterest credited and expense margins, without ipiav for
adverse deviation. Every quarter, we update ttimated gross profits with the actual gross prdfitseach line of
business, and, annually, we review the future egtith gross profits for each line of business t@mieine the
recoverability of DAC balances based on future esgie®ons. When newly-estimated gross profits cleafigm
previously-estimated gross profits, which couldutesfrom changes in the future estimates for mdytal
persistency, maintenance expense, and interestuthelative DAC amortization is recalculated angustd by a
cumulative charge or credit to current operations.

Any significant modifications or replacements ofntracts that are considered to constitute a sutiatan
contract change are accounted for as an extingeshmwf the replaced contract, resulting in a redeak any
unamortized DAC. Additionally, any unearned revermu deferred sales inducements associated withefilaced
contract would also be released. In instances visiness is terminated due to recapture or navatie related
DAC is fully recovered against current operatioe perform periodic tests to determine that theCD&mains
recoverable; if financial performance were to derate to the point where a premium deficiency existhe DAC
amortization would be re-estimated and adjusted blyarge to current operations.

Present Value of In-force Business

The present value of in-force business (“PVIF"gstablished upon the acquisition of a book of essrand is
amortized over the expected life of the businessdetermined at acquisition. The amortization epedr 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 creditoh#e9%. The
carrying value of PVIF is reviewed at least annufdr indicators of impairment in value.
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2014
2. Summary of Significant Accounting Policies (comued)
Other Assets

Other assets consisted primarily of unamortizethtsal finance facility and debt issuance cos&l{ $3.5
million; 2013: $4.4 million) and prepaid expens2814: $1.7 million; 2013: $1.9 million).

Reserves for Future Policy Benefits

FASB ASC Topic 944, Financial Services — InsuraffteASB 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, legtes, investment yields, expenses, and othemggns
established at policy issue, including a margin ddverse deviation. Once these assumptions wede,ntlaey
generally would not be changed over the life ofgblcies. We periodically review actual histotieaperience and
future projections compared to the original assummgtused to establish reserves for future polmydiits, 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 benefigttlement and
maintenance costs, and to recover unamortized DACPAY/IF. Significant changes in experience or aggions
may require us to provide for expected losses tabéishing additional net reserves.

On certain lines of business, reserves for futwkcy benefits include an estimate of amounts pbeydbr
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 curpamiod charge to
earnings.

Assumptions and estimates used in establishingetberve for future policy benefits were based gueernce
and industry studies and actuarial judgement atitie of issue. Because of the long-term natuthefreinsurance
contracts, actual experience can vary from theimalgassumptions emphasizing the importance ofameual
review of the reserve sufficiency.

Interest-sensitive Contract Liabilities
FASB ASC 944 also applies to investment contralitsited premium contracts, and universal life-type
contracts. The liabilities for interest-sensitaentract liabilities are equal to the accumulatecbant values of the

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 expectede payments.
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2014
2. Summary of Significant Accounting Policies (comued)
Accounts Payable and Other Liabilities

Accounts payable and other liabilities consistetheffollowing:

December 31, December 31,

(U.S. dollars in thousands) 2014 2013
Collateral finance facility accrued interest ...............cccccvveeee.. $ 30,673 $ 26,022
Deferred financial guarantor fEes.......... o eeecvevriineeieeeennn. 24,208 19,737
AccoUNtS PAYADIE ......ccooeiiiiiiiie e 10,330 11,241
Deferred interest on long-term debt, at par value.................. 7,163 5,218
Uncertain income tax liabilities...........ccccccevviiiiiee i, 3,202 3,403
Current income taxes payable ... ieeeeveeiiiiiiii e, 228 323

$ 75,804 $ 65,944

Income Taxes

Income taxes are recorded in accordance with FASE Aopic 740, Income Taxes (“FASB ASC 740”). For
all years presented, the asset and liability mefeagsed to record deferred income taxes. Accgigirdeferred
income tax assets and liabilities reflect the met ¢ffect, using enacted tax rates, of the tempodiferences
between the carrying amounts of assets and liasilifor financial reporting purposes and the cquesling
amounts used for income tax purposes. Such tempdifferences primarily are 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 relevant taxing authorities.

Embedded Derivatives

Our embedded derivative assets and liabilitiesaasociated with funds withheld at interest, whiciseaon
modified coinsurance agreements. FASB ASC Sec8&6-15-55, Derivatives and Hedging — Embedded
Derivatives — Implementation Guidelines and lllatitns, indicates that these transactions contaibedded
derivatives. All embedded derivative instrumems Becognized either as assets or liabilities & @onsolidated
Balance Sheets at fair value, as required by FASEC ATopic 815, Derivatives and Hedging. The embddde
derivatives are similar to a fixed-rate total retswap on the assets held by the ceding compafiies.change in
the fair value of embedded derivative assets amdiliies is reported in the Consolidated Stateseot
Comprehensive Income under the caption, “Changeailne of embedded derivative assets and liabilities

3. Recent Accounting Pronouncements

In February 2013, the FASB issued ASU No. 2013dmprehensive Income (Topic 220) - Reporting of Arrte
Reclassified Out of Accumulated Other Comprehensioeme (“ASU No. 2013-02"). The objective of AS\b.
2013-02 was to develop reporting and disclosureiregpents about changes in accumulated other cteepseve
income (“AOCI") balances and reclassifications ofitAOCI. For nonpublic companies, ASU No. 2013+93s
effective prospectively for fiscal years beginnifter December 15, 2013 and interim and annuabgerihereafter.
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2014
3. Recent Accounting Pronouncements (continued)

Early adoption was permitted. Following our acijigis of investments in a defined portfolio of fokenaturity

investments classified as available-for-sale, &ffecAugust 2014, as discussed in Note 2, “BasiBrekentation”, we
were required to disclose unrealized gains andeoss available-for-sale investments under othempcehensive
income, and so, as a result, we have adopted dhésions of ASU No. 2013-02 for the year ended Damer 31, 2014.
The adoption did not have a material effect on @mmpany’s consolidated financial position and rssuf

operations.

The Company has evaluated newly-issued FASB acitmuptronouncements and revisions made to existing
FASB accounting pronouncements during 2014. Thagamy has determined that none of the newly-is§4&B
accounting pronouncements and revisions made #tirxiFASB accounting pronouncements during 201d an
effective for 2015 will have a material effect dmetCompany’s consolidated financial position ansults of
operations.

4, Investments

Trading Investments

The estimated fair values of our fixed-maturityéstments and preferred stock held as trading sesuds of
December 31, 2014 and 2013, were as follows:

December 31, December 31,

(U.S. dollars in thousands) 2014 2013~
U.S. Treasury securities and U.S. government agency

0bligatioNS ......vveieiiiee e $ 28,934 $ 32,828
COorporate SECUNMLIES .....cvvieiieeeeeeee et 620,292 753,082
Municipal bonds..........cccciiiiiiiie e 32,513 37,461
Residential mortgage-backed securities .....cccceeeeve....... 487,118 515,724
Commercial mortgage-backed securities ..... . ee.... 196,299 198,498
Asset-backed SECUNLIES .......c..ceceireiveeceeeierieeeie e, 334,804 251,750
Total fixed-maturity investments held as tradingwséies . 1,699,960 1,789,343
Preferred StOCK ..o 1,267 1,138
TOMAL 1ot $ 1,701,227  $ 1,790,481

* The December 31, 2013 comparative fair value riiguin the above table have been updated basedamagement’s
review of more current information to reflect thiékoaation of the fair value amounts for corporatecarities and asset-
backed securities. This also impacted the begmhalance figures as of January 1, 2014.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2014
4. Investments (continued)

The contractual maturities of the fixed-maturityéstments held as trading securities as of Deceihe2014
and 2013, were as follows (actual maturities méfgdas a result of calls and prepayments):

Estimated Fair Value Estimated Fair Value
December 31, December 31,
(U.S. dollars in thousands) 2014 2013*
Due inoneyear Or [€SS........ccooeeiviiiicemee e, $ 108,402 $ 84,470
Due after one year through five years.......cccccceveeeenn. 351,040 429,739
Due after five years through ten years ......ccccccceeeeennees 168,508 219,483
DUE after tBN YEAIS .......c.eeeveeeeeee e s sve e enaeseeeenns 53,789 89,679
681,739 823,371
Residential mortgage-backed securities...................... 487,118 515,724
Commercial mortgage-backed securities.................... 196,299 198,498
Asset-backed SeCUrties..........oocouuviiceeo e 334,804 251,750
TOMAl oot $ 1,699,960 $ 1,789,343

* The December 31, 2013 comparative fair valueriguin the above table have been updated basecaoagement’s review of
more current information to reflect the allocatiaf the fair value amounts for corporate securitiasd asset-backed
securities. This also impacted the beginning beddiigures as of January 1, 2014.

Available-for-Sale Investments
As disclosed above in Note 2, “Basis of Presentatilm August 2014, we classified a defined portiobf
fixed-maturity investments as available-for-salés of December 31, 2014, we had acquired approgin&t7.7

million in two defined portfolios of fixed-maturitinvestments classified as available-for-sale in @ansolidated
financial statements.

The following table presents the amortized costestinated fair value of fixed maturity securit@assified as
available-for-sale as of December 31, 2014.

December 31, 2014

(U.S. dollars in thousands) Gross Unrealized
Other Than
Cost or Temporary Temporary Estimated
Amortized Cost Gains Losses Losses Fair Value
U.S. Treasury securities and U.S.
government agency obligatians. $ - $ -8 - 3 - $ -
Corporate SecuritieS........ccceeeeeeenn, 1,055 1 (11) - 1,045
Municipal bonds..............ooeeeeeee. - - - - -
Residential mortgage-backed
SECUIMEIES .oveieiieeie e - - - - -
Commercial mortgage-backed
SECUMLIES wovvvvveeeeee e 2,952 11 (12) - 2,952
Asset-backed securities............... 3,707 - (14) - 3,693
Total SeCUritieS ........oovvvevvererennnns $. 7,714  $ 12 $ (36) $ - 3 7,690

We did not have any investments classified as abtgitfor-sale as of December 31, 2013.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2014
4. Investments (continued)
The following tables show the Company’s availaldedale classified investments’ estimated fair gadund
gross unrealized losses, aggregated by investragegary and length of time that individual secesthave been in

a continuous unrealized loss position, as of Deezrh, 2014.

December 31, 2014

(U.S. dollars in thousands) Less than 12 months 12 months or more Total
Estimated Unrealized Estimated Unrealized Estimated Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses

U.S. Treasury securities and U.S.

government agency obligations $ - 8 - -
Corporate securities................... 835 (11) - - 835 (1)
Municipal bonds.................coooee - - - - - -
Residential mortgage-backed

SECUNMEIES...ceiiieiee e - - - - - -
Commercial mortgage-backed

SECUNLIES...ceveeeee i 2,380 (12) - - 2,380 (12)
Asset-backed securities.............. 3,693 (14) - - 3,693 (14)

Total available-for-sale fixed
MALUMHIES ..o e $ 6,908 3 (36) $ - 3 - $ 6,908 $ (36)

Equity securities
Preferred stocK.........cceeveevnne.n. $ - % - $ - $ -3 - % -
Total equity securities.................. $ $ $ $ $ $

We did not have any investments classified as abtgitfor-sale as of December 31, 2013.

A total of 20 securities classified as availabledale had unrealized losses at December 31, 200He
Company’s unrealized losses on its fixed maturityestments were the result of interest rate ineeassince the
decline in estimated fair value is attributableb@anges in interest rates and not credit qualitgt,tae Company has
the intent and ability to hold these maturitiesotigh a recovery of unrealized losses, even if unéturity of the
individual securities, the Company does not condigiese investments other than temporarily impaired

The contractual maturities of the fixed-maturitwestments classified as available-for-sale seegriéis of
December 31, 2014, were as follows (actual maagrithay differ as a result of calls and prepayments)

Cost or Amortized Cost Estimated Fair Value
December 31, December 31,
(U.S. dollars in thousands) 2014 2014
Due in 0Ne year OF [€SS.....cocciiiiiiii i $ - $ -
Due after one year through five years...............coeenes 115 115
Due after five years through ten years ......ccccccceeeeeneees 940 930
Due after teN YEArS ......uieeeiie et e e o e e e eeeveeevaviaanes - -
1,055 1,045
Residential mortgage-backed securities....cccceeeerveee..... - -
Commercial mortgage-backed securities.......umm....... 2,952 2,952
Asset-backed SeCUrtieS..........ooocuiiiceeemriiiieeee e, 3,707 3,693
TOA e+ttt ettt ettt enns $ 7,714 $ 7,690
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4. Investments (continued)
We did not have any investments classified adalai-for-sale as of December 31, 2013.
Assets on Deposit

We are required to maintain assets on deposit vatlous U.S. regulatory authorities, in accordawith the
statutory regulations of the individual jurisdici®) to support our insurance and reinsurance apesat As a result
of the various regulatory limitations on how thesesets may be invested and their unavailability general
corporate purposes, these assets are considestdcterl’. We also have established trust funasstonnection
with certain transactions for the benefit of thansaction counterparties, which amounts also iecladsets
attributable to the VIE that we consolidate, Orki&y 1l. As a result of the restrictions imposedtla foregoing
assets in accordance with the respective reinsartieaties and other agreements to which theyerelaése assets
(including the assets within the collateral finarfegility that are held for the contractual obligas of that
structure) are not available for general corpopatgoses and also are considered “restricted’ead® also refer to
Note 8, “Collateral Finance Facility and Securitiaa Structure” for additional information.)

The estimated fair value of the components of &stricted assets* as of December 31, 2014 and 20418, as
follows:

December 31, December 31,
(U.S. dollars in thousands) 2014 2013
Deposits with U.S. regulatory authorities.............. $ 4,545 $ 4,511
TIUSE FUNGS .o s 1,220,840 1,240,495
TOMAl .o $ 1225385 $ 1,245,006

*Trust funds” in the above table reflects the fawalue of assets held by ceding companies underifietd
coinsurance arrangements and the fair value of @assee hold in segregated portfolios under coinsgean
arrangements. The assets that comprise the “Thwsds” are included in fixed-maturity investmentdchas trading

securities, preferred stock held as trading se@sijtcash and cash equivalents, and funds withaeldterest in the

Consolidated Balance Sheets.

Net Investment Income

Net investment income for the trading securitiesl éime available-for-sale securities for the yeamsled
December 31, 2014 and 2013, was derived from ti@ifing sources:

Year Ended Year Ended

December 31, December 31,
(U.S. dollars in thousands) 2014 2013
Fixed-maturity investments, held as trading.... $ 68,401 $ 75,610
Fixed-maturity investments, held as available-

(0] Y=Y [T 39 -
Preferred StOCK .........uueeiiiiiieiiee e 55 69
Funds withheld at interest.............ccovvceeeeeennen. 14,579 17,313
Other investments ..........cooeveeeeieieveeeeeee e 228 963
INVESEMENt EXPENSES ... e, (4,115) (4,172)
Net investment iNCOME .......ovoveveeveeeeeeeeen. $ 79,187 $ 89,783
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4. Investments (continued)

Realized and Unrealized Gains

The components of realized and unrealized gainssé¢ls) and of the change in net unrealized appi@tiat
(depreciation) on investments and other balanaethéoyears ended December 31, 2014 and 2013,asdm@lows:

Year Ended Year Ended
December 31, December 31,
(U.S. dollars in thousands) 2014 2013
Realized and unrealized gains (losses)
Fixed-maturity investments
Gross realized gains..........ccoceeeevevvvmmeeee e s $ 5,372 $ 9,137
Gross realized losses (5,204) (9,585)
Net unrealized gains .........cccceeeieeriee s 38,612 27,013
38,780 26,565
Preferred stock
Gross realized gains.......cccccvveeeeeeeiimreeee e - 26
Gross realized 10SSES ......cvvvvvivivee vt ee e - (12)
Net unrealized gains (I0SS€S) .........cceevverueerennn. 129 (204)
129 (189)
Other
Cerberus Affiliated Fund* - unrealized gains....... 8,721 3,043
Realized gains (losses) on modified coinsurance
trEALIES .. e 49 (1,433)
(] 13 1=Y SRR (59) 144
8,711 1,754
Net realized and unrealized gains....................... $ 47,620 % 28,130

* Defined in the Note 16, “Related Party Transaosce- Investment in Cerberus Affiliated Fund”.

The portion of net unrealized gains and lossesrifated to trading securities still held at thparing date as
of December 31, 2014 and 2013, was $38.7 milliah%26.8 million, respectively.

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 tlevels of the fair value hierarchy under FASBAA820 are
described below:

Level 1 — Quoted prices for identical instrumemtgctive 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 driseare
unobservable.
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5. Fair Value Measurements (continued)

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\&lelvel 3).

Level 1 primarily consists of financial instrumemthose value is based on quoted market prices, aiplblic
equities and actively-traded mutual fund investreentVe had no securities classified as Level 1 uRé&&SB ASC
820 as of December 31, 2014 and 2013.

Level 2 includes those financial instruments that teaded in markets without quoted prices or aleed 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 catggoimarily include: certain public and private porate fixed-
maturity securities; government or agency secustiti@d certain mortgage and asset-backed securities

Level 3 is comprised of financial instruments whéae value is estimated based on non-binding brpkiEes
or internally-developed models or methodologied thtdize significant inputs not based on or cooodted 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 Comparsrisbedded
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 measuremedur assessment of the significance of a partidalaut to the fair
value measurement requires judgment and considetar$ specific to the asset or liability.

The fair values for the majority of our fixed-maturinvestments were classified as Level 2. Thesevalues
were obtained primarily from independent pricingviges which utilize Level 2 inputs. The pricingrgices also
utilize proprietary pricing models to produce estigs of fair value, primarily utilizing Level 2 infs 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 creditiuahd 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 estatiiis fair value
may not be observable, and, as a result, the &hireg were classified as Level 3.

The fair values of the embedded derivative lialelitwere determined based on the embedded dessativ
contained in the modified coinsurance agreemeiitse 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-obseleawap 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 mortatgs. The lapse rate represents the probalibitye policyholder
will surrender a policy during a year. The lapaters based on experience studies on the undgrgreements
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 timégeiduring which no penalty for withdrawal is amalble. A
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shock lapse has historically ranged from 20% to 50 selection of which could significantly affebe fair values
of the liabilities. The mortality rate is based the “Annuity 2000 Mortality Table” developed byettsociety of
Actuaries. These assumptions require the usedgijent, which is why the resulting fair values loé #mbedded

derivative liabilities were classified as Level 3.

Fair Value Measurements on a Recurring Basis

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, 2014

(U.S. dollars in thousands)

Investments — trading
U.S. Treasury securities and U.S. government
agency obligations...........cccceeiiiiieieiciieiiee e, $

Corporate SECUNIES ........ceeeeeeeeiie e cere e
Municipal bonds............cvvvvviiiiiiiiimemme s
Residential mortgage-backed securities ............
Commercial mortgage-backed securities.......m...
Asset-backed SECUNties ..........coooviiiceeeeacniiienes

Fixed-maturity investments, held as trading.........
Investments — available-for-sale
U.S. Treasury securities and U.S. government
agency obligations..........cccceeeiiiiiiieeccieiiee e, $

Corporate SECUNLIES........cceeeiieeiie e emere e
Municipal bonds............ovvvvviiiiiiiieme e
Residential mortgage-backed securities ............
Commercial mortgage-backed securities ..... ...

Asset-backed securities ..........cooevvvviieeceeeeeiinnnns

Fixed-maturity investments, held as available-for-

Total assets at fair Value ............coeeecemmeeeeeenreennes P

Embedded derivative liabilities .............cccemmenerennn..

Total liabilities at fair value..........cococveeeeveeeeeereeeen, $

Level 1 Level 2 Level 3 Total
$ 28,934 - $ 28,934
595,638 24,654 @22,
26,675 5,838 32,513
217,543 269,575 487,118
196,025 274 196,299
295,953 38,851 334,804
1,360,768 339,192 1,699,960
$ - - $ -
1,045 - 1,045
2,952 - 2,952
3,693 - 3,693
7,690 - 7069
1,267 - 1,267
$ 1,369,725 $ 339,192 $ 1,708,917
- (13,407) (13,407)
$ - $ (13,407) $ (13,407)

We did not have any investments classified as abtgilfor-sale as of December 31, 2013.
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December 31, 2013*

(U.S. dollars in thousands) Level 1 Level 2 Level 3 Total
Investments — trading ............vvvvvevinimmmeeeieniinenn,
U.S. Treasury securities and U.S. government
agency obligationsS .........cccceeeviviieeecvcieiiee e $ - $ 32,828 $ - $ 32,828
Corporate SECUNLIES .....uuvviiieeeeee i cmeeeemre e e eeeeeee s - 710,180 42,902 82,
Municipal bonds...........ooocciiiiir e - 37,461 - 37,461
Residential mortgage-backed securities ............ - 260,638 255,086 515,724
Commercial mortgage-backed securities...... ... - 194,436 4,062 198,498
Asset-backed SECUNLIES .........ccevverveieeeeerereireinas - 112,071 139,679 251,750
Fixed-maturity investments............cccoeieeeeeceienee, - 1,347,614 441,729 1,783,3
Preferred StOCK .........ccciieeerieiereceeeceece e, - 1,138 - 1,138
Total assets at fair Value .................ommmeeerecereeers 9 - $ 1,348,752 $ 441,729 $ 1,790,481
Embedded derivative liabilities ..............couourrvrvvve.. - - (18,230) (18,230)
Total liabilities at fair value............ccooceeeeeeviieenneen, $ - $ - $ (18,230) $ (18,230)

* The December 31, 2013 comparative fair valueriguin the above table have been updated basecaoagement’s review of
more current information to reflect the allocatiaf the fair value amounts for corporate securitiasd asset-backed
securities. This also impacted the beginning beddiigures as of January 1, 2014.

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 determinevialues:

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

2014
Residential Commercial Total
mortgage- mortgage- Asset- Total liabilities
Corporate  Municipal backed backed backed assets at at fair
(U.S. dollars in thousands) securities bonds securities securities securities  fair value value
Beginning balance as of
January 1, 2014.......cccceeeennen $ 42902 % - $ 255,086 $ 4,062 $ 139,679 $ 441,739 (18,230)
Total realized and unrealized
gains (losses) included on
trading securities in net
INCOME...iiieieer e 161 716 33,977 (6) 1,822 36,670 4,823
Total unrealized gains (losses)
included on available-for-
sale securities in
comprehensive net income
(oSS P - - - - - - -
Purchases ......ccccceeeviiiiiiiiiiienn, - - - - 14,447 14,447 -
Settlements.........cccoceeeennnen. (18,409) (80) (19,082) (665) (9,325) 7,8B1) -
Transfers in and/or out of
Level 3, Net....c.cvvveveeeereenn. - 5,202 (406) (3,117) (107,772)  (106,093) -
Ending balance as of December
31,2014 cooeeeeeeeeeeeeee e, 24654 $ 5838 $ 269575 $ 274 $ 38,851 $ 339,192 $ (13,407)
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Fair Value Measurements Using Significant Unobsendale Inputs (Level 3) for the year ended December
31, 2013*
Residential Commercial Total
mortgage- mortgage- Asset- Total assets liabilities
(U.S. dollars in Corporate  Municipal backed backed backed at fair at fair
thousands) securities bonds securities securities securities value value
Beginning balance as of
January 1, 2013.......... $ 73801 % 5,355 $ 215,000 $ 4,065 $ 49, $ 399,675 $ (26,290)
Total realized and
unrealized gains
(losses) included in
net income............... (1,883) - 64,696 (132) (536) 62,145 ,068
Purchases.................. - - - 5,265 48,445 53,710
Settlements................ (28,862) - (25,833) (3,391) (4,109) ,(B35) -
Transfers in and/or out
of Level 3, net......... (154) (5,355) 1,223 (1,745) (5,575) (11,606) -
Ending balance as of
December 31, 2013... $ 42902 $ - $ 255,086 $ 4,062 $ 139,679 $ 441,729 $ (18,230)

* The December 31, 2013 comparative fair valueriguin the above table have been updated basecaoagement’s review of
more current information to reflect the allocatimf the fair value amounts for corporate securitesd asset-backed
securities. This also impacted the beginning bedsfigures as of January 1, 2014.

Changes in classifications impacting Level 3 finahimstruments 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
net unrealized gains that related to Level 3 trg@ind available-for-sale securities still heldheg teporting date for
the year ended December 31, 2014 was $35.9 milliod,for Level 3 trading securities still held laé treporting
date for the year ended December 31, 2013 was $6ilién.
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The following tables summarizes the fair valué® valuation techniques, and the significant unolzdde
inputs of the Level 3 fair value measurements aBexfember 31, 2014 and 2013, respectively, for wkie have

been able to obtain quantitative information abth# significant unobservable inputs used in thaEe falue
measurements:

December 31, 2014

Significant
Assets Unobservable
(U.S. dollars in thousands) Fair Value Valuation Technique Inputs Input Ranges
Liquidity/duration
Corporate securities.............. $ 17,423 Discounted Cash Flow adjustment* 0.5% - 2.8%
Liquidity/duration
Asset-backed securities......... $ 23,786 Discounted Cash Flow  adjustment* 1.1%-1.7%
December 31, 2013
Significant
Assets Unobservable
(U.S. dollars in thousands) Fair Value Valuation Technique Inputs Input Ranges
Liquidity/duration
Corporate securities.............. $ 37,017 Discounted Cash Flow  adjustment* 0.4% - 4.7%
Liquidity/duration
Asset-backed securities......... $ 23,183 Discounted Cash Flow  adjustment* 1.7% - 1.8%

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

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.

Fair Value Measurements on a Non-Recurring Basis

As discussed in the Note herein, the fair valueSnaincial assets and liabilities were estimateddnordance
with the framework established under FASB ASC 82Zbe methodology and assumptions for determiniegfair
value of financial instruments on a non-recurringsib presented, in addition to those disclosed ateN2,
“Summary of Significant Accounting Policiesnvestmentswere as follows:

(i As discussed in Note 2, “Summary of Significant dasting Policies 4nvestments cash and cash
equivalents include cash and short-term investmeittsan original maturity, when purchased, of thraonths or
less. The carrying value amount for cash and eaglivalents is a reasonable estimate of fair vadue, to the
short-term maturity of these investments. Thesetasn cash and cash equivalents were classifidéeeel 1 fair
value measurements;

(i) As disclosed in Note 2, “Summary of Significant Aoating Policies dnvestments affiliated
investments represent investments accounted foeruthe equity method, for which the resulting cergyvalue
was deemed to approximate fair value. Becausenghats for the values were unobservable, the imvests
accounted for under the equity method were clasbiis Level 3 fair value measurements. Pleasetmefdote 16,
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“Related Party Transactionslrvestment in Cerberus Affiliated Fundor more information on our investments
accounted for under the equity method,;

(i) As disclosed in Note 2, “Summary of Significant Aaating Policies —Investments other
investments represent policy loans, which were@armat the outstanding loan balances and deemappi@ximate
fair value. Because the inputs for the values werabservable, policy loans were classified as L8viir value
measurements;

(iv) As disclosed in Note 2, “Summary of Significant Aaating Policies dnvestments the funds
withheld at interest were equal to the net stayuteserve fund balances retained by the ceding aampand the
securities in the funding accounts consist of firegturity investments held by the ceding companiBse funding
accounts were adjusted quarterly to equal the getihimpanies’ net statutory reserve balances. Tétbadologies
and assumptions used to determine the fair vallfeeainderlying securities generally were consistéth the fair
value methodologies and assumptions we used t@ valu fixed-maturity investments carried at faituea which
included a combination of both Level 2 and LevehB value measurements. As a result, the fundeheld at
interest were classified as a combination of battdl 2 and Level 3 in the fair value hierarchy.a@es in the fair
values of the fixed-maturity investments held by tteding companies were a component in the caicalaf the
embedded derivative liabilities, at fair value;

(v) The carrying value of the accrued interest recdéevdbr accrued dividends and interest was a
reasonable approximation of fair value, due tostert-term maturity of assets. The accrued inteszgivable was
classified as Level 2;

(vi) The fair values of interest-sensitive contractilibs, which liabilities exclude significant mality
risk and were accounted for under the deposit nietivere based on the cash surrender values ofahitities,
which were deemed to approximate fair value. Terest-sensitive contract liabilities were cldssifas Level 3;

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

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

December 31, 2014

Carrying
(U.S. dollars in thousands) Balance Level 1 Level 2 Level 3
Estimated Fair Value

Assets
Cash and cash equivalents..............ccccceceeerenn. $ 227,871 $ 227,871 $ - $ -
Affiliated investments .........cccoeeeeeievvvceeee e, 40,176 - - 40,176
Other INVESTMENTS......ccoevviiiiiieiee s ceeemmm e 2,957 - - 2,957
Funds withheld at interest.............ocovveeeemeieeeiennnns 425,575 - - 425,575
Accrued interest receivable ................oeceeemevvenn... 10,878 - 10,878 -

Liabilities
Interest-sensitive contract liabilities ......uweeeeeeee.. $ 942,990 $ - $ - $ 942,209
Collateral finance facility ...............cos e e eeeeveenenns 450,000 - - 189,506
Embedded derivative liabilities, at fair value.... 13,407 - - 13,407
Long-term debt, at par value ...............cceemeerveeeen. 86,500 - 56,157 -
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December 31, 2013
Carrying
(U.S. dollars in thousands) Balance Level 1 Level 2 Level 3
Estimated Fair Value
Assets
Cash and cash equivalents..............cccceecceeereene $ 247,409 $ 247,409 $ $ -
Affiliated iINnvestments .........cooooveeiiiiicemeieceeiins 18,472 - 18,472
Other INVESTMENTS.......ccocviiiiiiieiee e 3,223 - 3,223
Funds withheld at interest.............cceveeeeeererrennnnn. 459,777 - 459,777
Accrued interest receivable ...............oeceeemevvenn... 12,587 - 12,587 -
Liabilities
Interest-sensitive contract liabilities ......ccoeee.....  $ 1,026,307 $ - $ $ 1,025,308
Collateral finance facility ...............cco e e eeeeeeenenns 450,000 - 171,629
Embedded derivative liabilities, at fair value.... 18,230 - - 18,230
Long-term debt, at par value ...............cceemeerveennn. 116,500 - 81,383 -
6. DAC

The components of DAC activity for the years enBedember 31, 2014 and 2013, were as follows:

Year Ended Year Ended
December 31, December 31,
(U.S. dollars in thousands) 2014 2013
Balance at beginning of year .........cccccceevee.. 3 153,229 $ 162,181
DAC amortization eXpense..........cccvvvverreeeneaene. (3,923) (11,971)
DAC UNIOCKING....uieeiieiieieieeiiiiceeeees e (16,589) 3,019
Balance at end of year ..........ccccoviviaccmeieeeene $ 132,717 $ 153,229
7. PVIF Business
The components of the activity associated with Pidiithe years ended December 31, 2014 and 201r@, ase
follows:
Year Ended Year Ended
December 31, December 31,
(U.S. dollars in thousands) 2014 2013
Balance at beginning of year ..............ccommmevee. $ 22,215 $ 24,001
Interest accrued..........ccoovvvveeeiiiieeeeeeeee e, 1,088 1,176
AMOTrtization EXPeNSe.........cocvevvveveeereeeeerenennes (2,255) (2,962)
Balance at end Of Year .........cccoovvuecacerereeenn. $ 21,048 $ 22,215
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The gross amount of PVIF, the accumulated intexestued, and the accumulated amortization as oémber
31, 2014 and 2013, were as follows:

December 31, December 31,
(U.S. dollars in thousands) 2014 2013
Gross amount of original PVIE...........cc.e...... $ 56,272 $ 56,272
Accumulated interest accrued....................... 20,794 19,706
Accumulated amortization.............ccocveevceeee.. (56,018) (53,763)
Net amount of PVIF .....ovoveveeeeeeeeseeesceeemee s $ 21,048 $ 22,215

Future estimated amortization of PVIF, net of eatigal interest, is as follows:

(U.S. dollars in thousands)
Year Ending December 31,

2015, $ 1,582
2016 1,315
2017 e 985
2018, i 1,045
2019, (70)
Thereafter..........cccocveee. 16,191

$ 21,048

8. Collateral Finance Facility and SecuritizationStructure

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 a peiatfering $450.0 million of debt primarily to exhal investors.
The debt consisted of $382.5 million of Series Rldating Rate Guaranteed Notes (the “Series A-ledlpt $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 December28BR5 (collectively, the “Orkney Re Il Notes”). Tirkney Re
Il Notes are listed on the Irish Stock Exchange anaceeds from this private offering were used undf the
Valuation of Life Insurance Policies Regulationeme® requirements for a defined block of level pramterm life
insurance policies issued by third party ceding panies between January 1, 2004 and December 34, 26d
reinsured by SRUS to Orkney Re II.

In addition to the private offering, Orkney Re Is@issued to SALIC $5.0 million of the Series Btd®and
$30.0 million of Series C Floating Rate Notes (i8erC Notes”) due December 21, 2036. The Seridotes
accrue interest only until the Orkney Re Il Notes fully repaid. SRGL owns $0.5 million of Orkn&g Il Series
D Convertible Notes due December 21, 2036, and9D§0D0 Preference Shares of Orkney Re Il of $1dh én
capital. Proceeds from the Orkney Re Il NotesieSe€ Notes, Series D Convertible Notes, and Reafer Shares
were deposited into a series of accounts that teollize the Orkney Re Il Notes and the reservégatbns of
SRUS.

In accordance with FASB ASC 810-10, Orkney Re Itdmsidered to be a VIE, as we are considered ltb ho
the primary beneficial interest. We cede to OrkReyll all of the business assumed by Orkney Randl would
absorb a majority of the expected losses relatéldeonsurance liabilities. As a result, OrkneylRis consolidated
in our consolidated financial statements.
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The following table reflects the significant balesdncluded in the accompanying Consolidated Bal@tweets
that were attributable to the Orkney Re Il collatdinance facility and securitization structurewding collateral

support to the Company:

December 31, December 31,

2014 2013
(U.S. dollars in thousands)
Assets
Funds withheld at interest............... $ 376,948 $ 366,561
Cash and cash equivalents............. 12,024 1,961
Embedded derivative assets.......... 55,234 46,339
All other assets.......c.occoeevvveveeeeiuneee. 33,956 41,873
TOtal ASSELS...vevveeeeeeeeeerereeeseeeeee. $ 478162 $ 456,734
Liabilities
Reserves for future policy benefits. $ 135,021 $ 137,491
Collateral finance facility................ 450,000 450,000
All other liabilities...........cccccveevenne.. 55,813 46,833
Total liabilities ..........c.c.coevererrieeene. $ 640,834 $ 634,324

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 Slimatide
the deduction of the assets needed to satisfy dupalicy benefits, based on current projectionscgf®mic
reserves”). The following table provides a recbation of the aforementioned adjustments:

December December
(U.S. dollars in thousands) 31, 2014 31, 2013
Funds withheld at interest............ccccvveveeeeeeee, $ 376,948 $ 366,561
Cash and cash equivalents..............ccccevvvvvien 12,024 1,961
Embedded derivative assets..............cceovueene. 55,234 46,339
Total iINVeStMEeNtS...........cccoeevecivivvvieenreeeene, $ 444206 $ 414,861
LesS: ECONOMIC FESEIVES ......c.oveveeeerseeeeemens. (157,136) (156,543)
Total investments in consolidated VIE........... $ 287,070 $ 258,318

The reinsurance liabilities of Orkney Re Il havebeliminated 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, 28%4ured
Guaranty (UK) Ltd. (“Assured”) has made guarantagnpents in the cumulative amount of $17.9 milliontbe
Series A-1 Notes which are the subject of a fineinguaranty policy issued by Assured in connectigth the
Orkney Re Il transaction. Unlike the Series A-1i@¢$p the Series A-2 Notes were not guaranteed uhdedrkney
Re Il transaction and the amount of cumulativerggeon the Series A-2 Notes was $2.7 million aBefember
31, 2014. This amount of cumulative interest an3eries A-1 Notes and the Series A-2 Notes has &ezrued by
us in Accounts Payable and Other Liabilities in @@nsolidated Balance Sheets. Interest on the$Sarl Notes
on which Assured is making guarantee payments yalpa quarterly at a rate equivalent to three-mdiBOR

28



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2014
8. Collateral Finance Facility and Securitization $ucture (continued)
plus 0.425%. As of December 31, 2014, the inteaston the Series A-1 Notes was 0.66% (compar@d66% as
of December 31, 2013). 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, 2014,
the interest rate on the Series A-2 Notes was 0.@8%hpared to 0.97% as of December 31, 2013). fuither

discussion on Orkney Re Il and scheduled interagtments on the Series A-1 Notes and the SeriesNdt2s,
please refer to Note 17, “Subsequent Eveskney Re 1.

9. Debt Obligations and Other Funding Arrangements

Long-term debt, at par value (collectively, the p@tal and Trust Preferred Securities”, as individueefined
below), consisted of:

(U.S. dollars in thousands) December 31, 2014 December 31, 2013
Capital Securities Due 2032*.............coveevvvvvvvvieninennenn. $ 17,500 $ 17,500
Preferred Trust Securities Due 2033 .......coccceeeeeennnn.. - 20,000
Trust Preferred Securities Due 2033* .......ccceeeennneenenne. - 10,000
Trust Preferred Securities Due 2034* .......coccceeeeennnn... 19,000 19,000
Trust Preferred Securities Due December 2034*........ 50,000 50,000
Long-term debt, at par Value ..............ooemeeeeeeerereeeeee. $ 86,500 $ 116,500

*Defined below.
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Trust
Preferred Trust Trust Preferred
Capital Trust Preferred Preferred Securities Due
Securities Due Securities Due  Securities Due  Securities Due December
(U.S. dollars in thousands) 2032* 2033* 2033* 2034* 2034*
Capital Trust Capital Trust
Issuer of lon-term dek, & par valur...... Capital Trus* I* GPIC Trus* "= SFL Trust *
Long-term debt outstanding................ $17,500 $nil** $nil** $19,000%*** $50,000
Maturity daté.........cocereereneenisienees Dec. 4, 203: Ocl. 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 ........ccooeiiieiiiin e 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, 214 ..... 4.2€% 4.21% 4.1% 4.06% 3.7¢%
Interest rateas oiDecember 31, 213 ..... 4.25% 4.20% 4.15% 4.05% 3.75%
Maximum number of quarters for

which interest may be deferred........... 20 20 20 20 20

Number of quarters for which interest

was deferred as of December 31,

2014 oo e 8 8 8 8 8

*Defined below.

**Not included in this amount is $20.0 million afitstanding Preferred Trust Securities Due 2033 @hmgSRGL, as further
explained in this Note.

***Not included in this amount is $10.0 million ofitstanding Trust Preferred Securities Due 2033exhoy SRGL, as further
explained in this Note.

****Not included in this amount is $13.0 million elutstanding Trust Preferred Securities Due 203#ehby SRGL, as further
explained in this Note.

Capital Securities Due 2032

On December 4, 2002, Scottish Holdings Statutonysit, a Connecticut statutory business trust (1@ap
Trust”), issued and sold in a private offering ayjgregate of $17.5 million Floating Rate Capital B#ies (the
“Capital Securities Due 2032"). All of the commeshares 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”) isdme@&HI, and have all the same features (maturitg,daterest
payable, interest rate, maximum number of quaftarsvhich interest may be deferred, and the nunabeuarters
for which interest was deferred as of Decembei2814) as the Capital Securities Due 2032.

Preferred Trust Securities Due 2033

On October 29, 2003, Scottish Holdings, Inc. Stagufrust 1l, a Connecticut statutory businesstt(tGSapital
Trust 11"), issued and sold in a private offering aggregate of $20.0 million Preferred Trust Seimi(the
“Preferred Trust Securities Due 2033"). All of tbemmon shares of Capital Trust Il are owned by.SHte 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 payable reéaterate,
maximum number of quarters for which interest meydbferred, and the number of quarters for whitérast was
deferred as of December 31, 2014) as the Prefémest Securities Due 2033.

30



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2014
9. Debt Obligations and Other Funding Arrangementgcontinued)

On December 3, 2014, SRGL agreed to acquire, nivatply-negotiated transaction, the entire $20illion in
aggregate liquidation amount of Preferred Trustuiges Due 2033, with a liquidation preference$df,000 per
security, at a purchase price of $665.00 per sgcurin accordance with FASB ASC 405, Extinguishineh
Liabilities, the Company recorded a $8.5 millioringan the extinguishment of debt (which included8$dillion in
deferred and accrued interest that is now payab&RGL following the acquisition) in the ConsolidatStatements
of Comprehensive Income in the fourth quarter df20

Trust Preferred Securities Due 2033

On November 14, 2003, GPIC Holdings Inc. Statutbryst, a Delaware statutory business trust (“GPIC
Trust”) issued and sold in a private offering amgragate of $10.0 million Trust Preferred Securifigge “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 amoéwf 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 defi&rand the number of quarters for which interexst deferred as
of December 31, 2014) as the Trust Preferred Sesudue 2033.

On December 3, 2014, SRGL agreed to acquire, nivatply-negotiated transaction, the entire $10illion in
aggregate liquidation amount of Trust Preferreduifes Due 2033, with a liquidation preference$df000 per
security, at a purchase price of $665.00 per sgcurin accordance with FASB ASC 405, Extinguishineh
Liabilities, the Company recorded a $4.2 millioringan the extinguishment of debt (which includeddillion in
deferred and accrued interest that is now payab&RGL following the acquisition) in the ConsolidatStatements
of Comprehensive in the fourth quarter of 2014.

Trust Preferred Securities Due 2034

On May 12, 2004, Scottish Holdings, Inc. Statutdryst 11, 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 “2BR¥hting Rate
Debentures”) issued by SHI, and have all the saratufes (maturity date, interest payable, intaast maximum
number of quarters for which interest may be defi&rand the number of quarters for which interexst deferred as
of December 31, 2014) as the Trust Preferred Sezibue 2034.

On January 31, 2013, SRGL agreed to acquire, imiatply-negotiated transaction, approximately $13.
million in aggregate liquidation amount of Trusteférred Securities Due 2034, with a liquidationference of
$1,000 per security, at a purchase price of $52(80 security. In accordance with FASB ASC 405,
Extinguishment of Liabilities, the Company recordedb6.2 million gain on the extinguishment of débtthe
Consolidated Statements of Comprehensive Incortteeifirst quarter 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 TrustdPred Securities Due 2034, the Trust Preferrediftiées Due
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 Trastsist 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, 2014) as the Trust Preferred Seaubtiee December 2034.
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SALIC has guaranteed SHI's and SFL’s obligationdarthe Debentures, the 2033 Floating Rate Debestur
the Junior Subordinated Notes, the 2034 Floatinge R2ebentures, and the December 2034 Floating Rate
Debentures and distributions and other paymentoduke 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 andukt Preferred Securities

In order to preserve liquidity, we began deferrngerest payments as of January 29, 2013 on thé@aCand
Trust Preferred Securities as permitted by the desfithe indentures governing the securities. @lteferrals were
permitted by the terms of the indentures governimgsecurities and were made at the discretioruofBoard of
Directors (the “Board”). As of December 31, 20% have accrued and deferred net payments of $ifligdnmn
interest on the Capital and Trust Preferred SeearitSHI, SFL, and SALIC generally are restridtetheir ability
to make certain dividend payments and paymentsspact of obligations ranking junior pari passuo the Capital
and Trust Preferred Securities in any period wivgerest payment obligations on these securitiesiat current.

For further discussion on the accrued and defepagment on our Capital and Trust Preferred Seesriti
subsequent to December 31, 2014, please refer t® NG “Subsequent EventDeferral of Interest Payments on
the Capital and Trust Preferred Securities

10. Mezzanine Equity — Convertible Cumulative Partipating Preferred Shares

On May 7, 2007, we completed the equity investntemhsaction by the Investors, announced by us on
November 27, 2006 (the “2007 New Capital Transa¢}io Pursuant to the 2007 New Capital Transactibtie,
Investors invested an aggregate $600.0 milliomh&n@ompany in exchange for 1,000,000, in the aggegmewly-
issued Convertible Cumulative Participating PrefdriShares (the “CCPP Shares”). The gross proceeds
$600.0 million less $44.1 million in closing costehich resulted in aggregate net proceeds of $5®iI®n. 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 dividendh® payment of dividends or distributions as dbsd 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 coreert We are
not required at any time to redeem the CCPP SHaresash, except in the event of a liquidation pow 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 latée for the payment of dividends. Such divideutretion is
reflected solely by increasing the liquidation preihce of the CCPP Shares. The liquidation preteref the
CCPP shares is equal to their initial stated vadisegdjusted for the accretion of dividends andaash payment or
payment in property of dividends or distributiorlRedemption of the CCPP Shares is contingent upghraage-in-
control. Since neither liquidation nor a change&dmtrol event is currently probable, the accredaddends have
not been accrued in our consolidated financiakstants.

In the event that dividends or distributions aredm#o ordinary shareholders, the holders of the EGRares
will receive a dividend or distribution equal toettdividend or distribution that such holders wohlave been
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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).

As of December 31, 2014, the amount of dividendseded pursuant to the terms of the CCPP Shares, af
giving effect a reduction in the liquidation preface of the CCPP Shares resulting from receiptdbgens of the
CCPP Shares on December 20, 2012 of $75.6 millfcacoreted cumulative participating dividends oa €@CPP
Shares, was $257.7 million in the aggregate, o7 ¥Zbper CCPP Share.

The holders of CCPP Shares may, among other thiagsire us to redeem all or a portion of the C&PBres
upon a change-in-control event. Upon a changeitrol 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 égthe sum
of all accreted dividends through the fifth anngaey of the issue date of the CCPP Shares, ahéiprmount that
the holder of the CCPP Shares would have beereghtd receive with respect to such change-in-abrvent if it
had exercised its right to convert all or suchiporof its CCPP Shares for Ordinary Shares immeljigrior to the
date of such change-in-control event. The liquidepreference of the CCPP Shares (including anystdents
thereto) is not applicable once the CCPP Shares b@en converted into Ordinary Shares, as descaibede.

The CCPP Shares rank, with respect to payment wdletids and distribution of assets upon voluntary o
involuntary liquidation, dissolution, or winding-up “Liquidation Event”): (a) senior to our OrdiyaBhares 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 paibuthe CCPP Shares as to payment of dividendsdatdbution
of assets upon a Liquidation Event; (b) pari pas#th each class or series of our shares, the t&imsghich
expressly provide that such class or series raakispassu with the CCPP Shares as to payment @fedisls and
distribution of assets upon a Liquidation Eventd i) junior to each other class or series of cegusties
outstanding as of the date of the completion of20@7 New Capital Transaction that ranks seniawoOrdinary
Shares, and to each class or series of our shihesterms 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 dseafdmpletion of the 2007 New Capital Transaction.

11. Shareholders’ Deficit
Ordinary Shares

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

As of December 31, 2014 and 2013, we have 68,383 Bdinary Shares issued and outstanding, all afhwh
are owned by the Investors.

Perpetual Preferred Shares

We are authorized to issue 50,000,000 preferrexkstad par value $0.01 per share.

In 2005, we issued 5,000,000 non-cumulative PegbdRueferred Shares (the “Perpetual Preferred Share
Gross proceeds were $125 million, and related esgewere $4.6 million. Through December 31, 20dthave
repurchased and cancelled 1,753,224 Perpetualrf@fghares, and as of December 31, 2014 and 2(04%,776
Perpetual Preferred Shares remain issued and oditsga

The dividend rate on the Perpetual Preferred Shasgsbe 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 set@feist rate benchmarks. The quarterly floatingsréor December
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31, 2014 and 2013, were 6.00% and 7.29%, respéctiv@uring any dividend period, unless the fulidiends for
the current dividend period on all outstanding learpl Preferred Shares have been declared or paidividend
may be paid or declared on the Ordinary Sharesnan@rdinary Shares or other junior shares may behaised,
redeemed, or otherwise acquired for consideratiprSBGL. Please refer below t®ividends on Perpetual
Preferred Sharesin this Note for additional information.

Dividends on Ordinary Shares

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

All future payments of dividends are at the didoreof our Board and will depend on such factorthesBoard
may deem relevant. Notwithstanding the foregoifigjvidends on the Perpetual Preferred Shares matdeen
declared and paid (or declared and a sum suffidmnthe 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 testseurile terms of our Perpetual Preferred SharesBoard was
precluded from declaring and paying a dividend onrection with each of the 2013 and 2014 divideagngent
dates.

Pursuant to the terms of, and subject to the pruoresdset forth in, the Certificate of Designatiogisited to our
Perpetual Preferred Shares, the holders of oureReapPreferred Shares are entitled to elect twectbrs to our
Board in the event dividends on our Perpetual PredeShares have not been declared and paid fasrsimore
dividend periods, consecutive or not (a “NonpayijenEFailure to declare and pay dividends on thiy 1%, 2009
dividend payment date marked the sixth dividendogefor which dividends had not been declared aaid fi.e., a
Nonpayment); howevethe right of the holders of our Perpetiaeferred Shares to elect two directors to our 8oar
has not been exercised as of December 31, 201@ndlivhen dividends for at least four dividend @dsi whether
or not consecutive, following a Nonpayment havenlgeaid in full, this right will cease.

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

For further discussion on the non-declaration efddinds on our Perpetual Preferred Shares, pledse to
Note 17, “Subsequent EventdNen-declaration of Dividends on Perpetual Prefer&uhres.
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Premiums Earned, Net

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

(U.S. dollars in thousands) December 31, 2014 December 31, 2013
Premiums assumed.............cceceveeeveeeneen. $ 620,425 $ 660,497
Premiums CeAEM ......ovevvveeeeeeeeeseemeemeenns (267,921) (321,326)
Premiums earned, Net ........ocooveveveeeveveeeens $ 352,504 $ 339,171

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 theptere 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, 2014 December 31, 2013
Claims, policy benefits, and changes in

policyholder reserves assumed.................. $ 653,343 $ 678,410
Claims, policy benefits, and changes in

policyholder reserves ceded...................... (275,004) (294,770)
Claims, policy benefits, and changes in

policyholder reserves, Net................cece. 9 378,339 $ 383,640

13. Income Taxes

For the years ended December 31, 2014 and 2013adencome tax expense (benefit) from operatioss, a
follows:

Year Ended Year Ended
December 31, December 31,
(U.S. dollars in thousands) 2014 2013
Current tax expense:
U S, e $ - $ -
NON-U.S. i 159 295
Total current tax eXPenSse .........c.oveveeemeemes. 159 295
Deferred tax (benefit) expense:
U.S. oot (5,989) (5,597)
NON-U.S. oot cenmenies (1,812) 231
Total deferred tax benefit...........c...cceceeen.... (7,801) (5,366)
Total tax benefit ..........ocoveeeeeeeereeeeeesenns $ (7,642) % (5,071)
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The deferred tax benefit for the years ended Deeer®b, 2014 and 2013 for the U.S. entities in tfee@ding
table were principally caused by a reduction in waéuation allowance related to changes in the dudiegy of
deferred tax liabilities reversing over the nextyEars. The deferred tax benefit for the yearsdridecember 31,
2014 for the non-U.S. entities in the precedindetatas principally caused by a release of resefiaregncertain tax
positions due to the expiration of the statuteimithtions related to these positions. The detetex expense for
the year ended December 31, 2013, for the non-e€hfities in the preceding table was principally sedi by an
increase of reserves related to uncertain tax ipasit The deferred tax benefit also includes trpeadjustments
that were made related to the validation of netatieg losses as of December 31, 2013.

The expected tax expense (benefit) at jurisdictitera rates has been calculated using the pregeauamting
income (loss) in each jurisdiction multiplied byathurisdiction’s applicable statutory tax ratehelreconciliation of
the difference between the expected tax expensefibeat the weighted average tax rate and thed tak benefit
for the years ended December 31, 2014 and 201®véded below:

Year Ended Year Ended
December 31, December 31,
(U.S. dollars in thousands) 2014 2013
Loss before taxes .. . $ (1,284) $ (22,294)
Expected tax (beneflt) expense at jUI‘ISdIC'[Iona|
162 Q) -1 (=1 SO (5,259) (18,049)
Change in valuation allowance............... oo+ (730) 12,551
Other and State taXeS ........ccoovevevrevrveeeeemeeeeeeeenn. (1,653) 427
Income tax beNnefit .......cccocvevevevevieeeeeeemeeeeen $ (7,642) % (5,071)

Any net incomes from the operations of our Caymsland entities are not subject to income tax. The
operations of our U.S., Bermuda, and Irish entitles not generate a current tax expense, other peaential
interest and penalties on accrued tax liabilitmsunrecognized 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, 20142813, 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, 2013 .. e & 824,120 $ 544,623 $ 320,488 $ 1,689,231
Operating loss mcurred (utlllzed) durlng

2014 oo, 28,369 (16,950) (10,050) 1,369
Operating loss carryforwards available as of

December 31, 2014 .. rererim——— D 852,489  $ 527,673 $ 310,438 $ 1,690,600
Deferred tax asset for operatlng Iosses

before valuation allowance,

as of December 31, 2014........cccccveeeennnn, $ 291255 $ 65,959 $ 77,609 $ 434,823
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The operating loss carryforwards in our U.S. esgitwill expire, if not utilized, in years 2019 thgh 2034,
while the operating loss carryforwards in our Irggttities benefit from an unlimited carryforwardripe. The net
operating loss carryforward generated in the ctreerd prior years resulted principally from the @®ns of

SRUS, SHI, SRD, and Orkney Re II.

Significant components of our deferred tax assets l@bilities as of December 31, 2014 and 2013evas
follows:

December 31, December 31,

(U.S. dollars in thousands) 2014 2013
Deferred tax assets
Net operating losses (net of FASB ASC 740-10 arali®@e 382%)................... $ 434,823 $ 429,784
Capital 0SS CarryfOrWards ..............eiieeeeeeeeeiiiiiii e eeeeeeeseeereeeeeene 41,096 50,991
Embedded derivative llabilities .............ommeeiiiiiiiiie e, 19,082 16,197
(O T OSSR 3,062 3,017
Total deferred taX ASSEIS .........cecvrieereeeeire et e et ee s ee e ere e s eeeree e arees 498,063 499,989
Deferred tax liabilities
Deferred acquiSItioN COSES.......uuiiiiiiiiiccmes e ee e e e e (18,819) (21,338)
Reserves for future policy benefits ........oceeeeeiiieii e, (46,968) (48,552)
Unrealized appreciation on iNVESTMENES .....ccceceeiviiririeiee e ee e (9,048) (16,521)
Present value of in-force business ..o, (7,156) (7,553)
Deferred market diSCOUNt ...........cooiiiiiiceeeemre e (32,794) (16,917)
({1 1= - (4,522)
Total deferred tax Habilities..............oeceeevreieeeeeeeee e (114,785) (115,403)
Net deferred tax assets before valuation allowance...........ccccccceveeeeeeniniiicnnns 383,278 384,586
ValUation AlIOWANCE ...........c.ouevee e eeeeeee st eseeeee s e ees e eeerseneeeeees (414,820) (422,118)
Net deferred tax HabIlItIES .............cvieeeeeeeeee oo eeeee e ee e $ (31,542) $ (37,532)

* Described in this Note.

We currently provide a valuation allowance agadteferred tax assets when it is more likely thanthat some
portion, or all, of our deferred tax assets wilt be realized. We have maintained a full 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 dexsed by
approximately $7.3 million during the year ended:@maber 31, 2014, to $414.8 million.

Section 382 Event

The 2007 New Capital Transaction (as discusseddte NO, “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 previousbbksiied 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 — Overall
In 2014, the statute of limitations expired for @@10 U.S. income tax year, which resulted in aicédn of
our unrecognized tax benefits in the amount of $@iion. In 2013, there was no change in the bedafor

unrecognized tax benefits aside from the accrugaténtial interest and penalties for existing oogmized tax
benefits.
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As of December 31, 2014 and 2013, we had totaloogrized tax benefits (excluding interest and peg)lof
$2.2 million and $3.1 million, respectively, thecognition of which would result in a $0.7 milliom@ $1.5 million
tax benefit, 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, 2014 and 2013:

Year Ended Year Ended
December 31, December 31,

(U.S. dollars in thousands) 2014 2013
Total unrecognized tax benefits at beginning ofyea.......... $ 3,061 $ 3,061
Reductions due to lapse of statutes of limitation................ (828) -
Total unrecognized tax benefits at end of year................ 2,233 3,061

Tax benefit of unrecognized tax benefits if recagdiat the

EffECHIVE tAX TATE ...t e e 690 $ 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,

(U.S. dollars in thousands) 2014 2013
Total interest & penalties in the Consolidated RataSheets

at beginning of Year .........cccccvivviiscereee e $ 1,886 $ 1,655
Total interest & penalties in the Consolidated Stants of

ComPrehensive INCOME ..........ccoeveeeieeeeeeeee e (986) 231

Total interest & penalties in the Consolidated Bat&aSheets

at eNd Of YEAN .....vviiiiiiiiie e 900 $ 1,886

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, 2014, 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 2011 through 2014
NON-LIfe GroUP .....ccovvvvviriiiiiiiieis s eemmm e 2011 through 2014
[ £=1F= 1o o [ SR 2010 through 2014

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.

14. Commitments and Contingencies
Concentrations of Credit Risk

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

The areas where significant concentrations of tmesk may exist include investments, amounts recable
from reinsurers, and reinsurance balances recevalie manage our credit risk in our investmentfpbio by
establishing and following investment guidelinesmpdying 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/ inald collateral in the form of funds, trust acots) and/or
irrevocable letters of credit. This collateral da@ drawn upon for amounts that remain unpaid beyspecified
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 issuad private
offering, $1.74 billion of debt to third party ins®@rs, $178.0 million of Class C Notes to SALIC8%$22 million in
Preference Shares to SALIC, and $500,000 in ClaNletes to SRGL.

As of December 31, 2014, we continue to have naneimy direct loss exposure related to BallantyeesRce
our interests in the Ballantyne Re Class D Notak Rmeference Shares are valued at $0. The Claést€s were
fully written-off in 2008 under the contractualres of the Ballantyne Re indenture.

SRUS remains liable for the accuracy and performams applicable, of its representations, warrantie
covenants, and other obligations that relate tgdetbefore the assignment and novation to Seclifigyof Denver
Insurance Company of the reinsurance agreementBailantyne Re. In addition, the Company and SRé&i8ain
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 BajflenRe.

Indemnification of Our Directors, Officers, Employes, and Agents

We indemnify our directors, officers, employeesd @yents against any action, suit, or proceedirggther
civil, criminal, administrative, or investigativby reason of the fact that they are our directtiicer, employee, or
agent, as provided in our Articles of AssociatioBince this indemnity generally is not subjectitoitiation with
respect to duration or amount, we do not beliewa iths possible to determine the maximum potém@tmaount due
under this indemnity in the future.
Davis v. Scottish Re Group Limited, et al.

SRGL and SRUS (together, “Scottish Re"yried that a lawsuit was filed on or about Noventigr2013, in
New York state court against Scottish Re, SRGL'arsholders and certain of their affiliates, andouas former
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and current directors of Scottish Re (collectivalye “Defendant Parties”). The plaintiff, a hold&fr Perpetual
Preferred Shares and a former holder of Ordinargreéh (please refer to Note 11, “Shareholders’ héffor
information regarding the Perpetual Preferred Sharel the Ordinary Shares), alleges, among otiregsthclaims
against the Defendant Parties for breach of conttaeach of fiduciary duty, tortious interferenesd derivative
claims centered largely around the following events

0] the 2011 unwind of a formerly consolidated collatdéinance facility and the associated acquisitbign
affiliates of Cerberus of debt related to the dellal finance facility;

(i) the completion in 2011 of a cash-out merger betv&RGL and affiliates of the Investors;

(i) the cancellation by SRGL of Perpetual Preferredr&hacquired pursuant to cash tender offers made
by SRGL in 2010 and 2012; and

(iv) a purported distribution policy affecting the Pdyae Preferred Shares.

On February 21, 2014, Motions to Dismissrevéled with the court on behalf of the Defend&drties
pursuant to a briefing schedule previously agreéti the court and the plaintiff. Pursuant to teahedule, the
plaintiff submitted on May 7, 2014 its oppositiom the Motions to Dismiss. The Defendant Partidsnstied
replies in further support of their Motions to Dission June 23, 2014. Oral arguments on the MstiorDismiss
were heard by the court on September 29, 2014.

Following oral arguments on the Motions tieiss on September 29, 2014, on October 7, 20&4pitesiding
judge issued a decision dismissing all claims agdine Defendant Parties, with the exception of tweach of
contract claims against SRGL. The judge directed the plaintiff and SRGL engage in jurisdictionicovery
limited to these two claims, which jurisdictionaiscbvery has commenced. After jurisdictional disay is
complete, the judge will decide whether these dashould also be dismissed on jurisdictional greundhe
plaintiff filed on October 28, 2014 his opening afate brief challenging the court’s October 7, 2@kcision.

Scottish Re has certain obligations to indemnifysth Defendant Parties that are current or fornrecttirs of
Scottish Re for the reasonable cost of their defefithe Davis lawsuit.

We believe the plaintiff's allegations te without merit and are vigorously defending ouerast in the
action. Accordingly, it is not possible to estimainy loss in respect of the plaintiff's claims.

For further discussion regarding the Daitigdtion, please refer to Note 17, “SubsequentnEve-Davis V.
Scottish Re Group Limited, et’al.

15. Statutory Requirements and Dividend Restrictios

Our insurance and reinsurance subsidiaries aredity insurance laws and regulations in the jictazhs in
which they operate, which include Bermuda, the Cayhslands, Ireland, and the United States. CGedhthese
regulations include restrictions that limit the amb of dividends or other distributions, such aank® or cash
advances, available to shareholders of the reinsaraubsidiaries without prior approval of the nagice regulatory
authorities. The difference between financial estents prepared for insurance regulatory authsriied
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 investedsssed calculate benefit reserves by a definethdtaic process,
among other differences from U.S. GAAP.
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Statutory Requirements for Non-U.S. Subsidiaries

Our Bermuda insurance company, SRLB, is requiredthgy Bermuda Monetary Authority to maintain a
minimum capital requirement of $500 thousand a®efember 31, 2014, and, under The Insurance Latheof
Cayman Islands, our Cayman licenced insurance com@ALIC, must maintain a minimum capital requiesrh
of $200 thousand as of December 31, 2014. There ne statutory restrictions on the payment ofdéivids from
retained earnings by any of the Bermuda or Caymadnsidiaries as the minimum statutory capital anclss
requirements were satisfied by the share capithlaalditional paid-in capital of each of the sulesiidis.

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) A@83. 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 baghkhtmse liabilities, and surplus. As of DecemhkrZ)14 and 2013,
SRD had a solvency margin of 231% and 202%, reiedgt These percentages were based on the alailab
capital versus a minimum capital amount, whickeguired 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, SRa8pares its statutory-basis financial statementthe
basis of statutory accounting practices prescribegermitted by the State of Delaware for determgnand
reporting the financial condition and results obdions of an insurance company and for determislvency
under the insurance laws of the State of Delawdilge Delaware Department of Insurance (the “Depantii) has
adopted Statutory Accounting Principles, which dreluded in the National Association of Insurance
CommissionersAccounting Practices and Procedures Manuwed a component of prescribed accounting practices
SRUS did not utilize any prescribed or permittedoamting practices during the years ended Dece@bep014
and 2013.

Prior to completion of the SRUS/SRLC Merger (asrd=f herein), Scottish Re Life Corporation (“SRL®/as
another Delaware-domiciled reinsurance subsidi@wy. January 14, 2013, SRUS and its wholly-ownedislidry,
SRLC, entered into an Agreement and Plan of Merddpon the terms and subject to the conditionseiher
including receipt of all required approvals, andattordance with the provisions of Section 253hef Delaware
General Corporation Law and Section 4930 of thea@alte Insurance Code, SRLC would be merged withiretnd
SRUS, with SRUS continuing as the surviving corfiora (the “SRUS/SRLC Merger”). From and after the
effective date of the SRUS/SRLC Merger (the “EffeetDate”), SRUS, as the surviving corporation, gdobe
responsible and liable for all of the liabilitieschobligations of SRUS and SRLC existing as ofEffective Date,
and all policies of insurance and contracts anegemgents of reinsurance or retrocession assumessoed by
SRLC, or pursuant to which SRLC was a party woaklpf the Effective Date, become policies of insaeaand
contracts and agreements of reinsurance or resiocegas the case may be) of SRUS. Approval of the
SRUS/SRLC Merger was received from the Insurancenr@issioner of the State of Delaware (the “Delaware
Commissioner”) on May 8, 2013 and from the Insuea@ommissioner of the State of California on July 2013.
The Effective Date of the SRUS/SRLC Merger was Bily2013. The SRUS/SRLC Merger had no effecthen t
Company’s consolidated financial position and ressof operations.
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The following table presents the statutory captadl surplus of our U.S. reinsurance subsidiary, SRa$ of

December 31, 2014 and 2013, and the statutoryasst for the years ended December 31, 2014 and 2313,
reflected in SRUS’s most recent statutory finansiatement filings with the Department.

(U.S. dollars in thousands) 2014 2013
Statutory Capital and Surplus... $ 169,863  $ 171,746
Statutory Net LOSS.............c........ $ (1,307) $ (24,224)

As of December 31, 2014 and 2013, SRUS exceededigilnum risk-based capital (“RBC”) requirements fo
life and health insurance companies under the lafMhe State of Delaware. The company action |€¥BC
percentage for SRUS as of December 31, 2014 andrblear 31, 2013 was 372% and 351%, respectively aac
filed with the Department. SALIC is a party to et mvorth maintenance agreement with SRUS, pursioawhich
SALIC effectively guarantees SRUS'’s regulatory soley.

The payment of dividends by SRUS to its sharehol8e&tl, is limited and can only be made from earned
profits, unless prior approval is received from Belaware Commissioner. The maximum amount ofddinds that
may be paid by life insurance companies withoubmpapproval of the Delaware Commissioner is aldmesu to
restrictions relating to statutory surplus andinebme. The maximum dividend payout that can bdeartay 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 surplitse
applicable statutory provisions only permit an igsuto pay a shareholder dividend from positive ssigned
surplus. SRUS had an unassigned deficit as of ildbee 31, 2014 and 2013. Accordingly, SRUS canm@gt
dividend in 2015 without the prior approval of thelaware Commissioner. During the years ended iDbee 31,
2014 and 2013, SRUS did not request or receivecappfrom the Delaware Commissioner to make, amdndit
make, any dividend payments to its shareholder.

16. Related Party Transactions

MassMutual Capital

For the years ended December 31, 2014 and 201Ba&veremiums earned of $20.0 million and $18.0iomi|l
respectively, associated with Massachusetts Mutifal Insurance Company (“MassMutual Life”), the iolate
parent of MassMutual Capital, and with CM Life Inance Company (“CM Life”), an affiliate of MassMuatiu
Capital. As of December 31, 2014 and 2013, wergdeceivables from MassMutual Life and CM Lifé $&.1
million and $4.4 million, respectively.

We also incurred $2.0 million and $2.2 million fimvestment management fees payable to Babson Capita
Management LLC, an affiliate of MassMutual Capitdy the years ended December 31, 2014 and 2013,
respectively.

Cerberus

For the years ended December 31, 2014 and 2013nauered $0.2 million in both years, associatedhwit
advisors’ fees payable to Cerberus, associatedthdiCompany’s review of certain business oppotitesi

Investment in Cerberus Affiliated Fund

On March 26, 2012, SALIC executed subscription deents pursuant to which SALIC committed to make an
investment of up to an aggregate $30.0 million mimvestment fund affiliated with and controlledredtly or
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indirectly, by Cerberus (the “Cerberus Affiliatediriel”). The Cerberus Affiliated Fund, which is iadkd in
Affiliated Investments on the accompanying Consaikd Balance Sheets, had costs and carrying valsiesf

December 31, 2014 and 2013, as follows:

Cost (Total Carrying

(U.S. dollars in thousands) Commitment) Value
December 31, 2014........co....... $ 26,428 $ 40,176
December 31, 2013.....c.ccovn..... $ 13,445 $ 18,472

For further discussion of investments in the CarbeXffiliated Fund subsequent to December 31, 2plegse
refer to Note 17, “Subsequent Eventsivestment in Cerberus Affiliated Fund

17. Subsequent Events

The subsequent events disclosed in these notég toohsolidated financial statements have beeuate by
management up to and including the filing of thesmidated financial statements on March 26, 2015.

Non-declaration of Dividends on Perpetual Preferr&hares

In accordance with the relevant financial testsaurtle terms of the Perpetual Preferred Share®Bdhed was
precluded from declaring and paying, and theretbdenot declare and pay, a dividend on the Janw&ry2015
dividend payment date.

Investment in Cerberus Affiliated Fund

Subsequent to December 31, 2014, SALIC receivedemen of capital distribution, as well as oneitagall
request, associated with the Cerberus Affiliatedd;uesulting in a net received amount of $0.9iamll As of
March 26, 2015, SALIC had invested $25.5 millioritef$30.0 million total commitment.

Deferral of Interest Payments on the Capital anduit Preferred Securities

Subsequent to December 31, 2014, we have accrukdederred net payments of an additional $0.9 anillbf
interest on our Capital and Trust Preferred Seesrifas outlined in Note 9, “Debt Obligations anith& Funding
Arrangements bPeferral of Interest Payments on the Capital andstiPreferred Securiti€sas permitted by terms
of the indentures governing the Capital and TrusfdPred Securities. As of March 26, 2015, we hedrued and
deferred net payments on a total of $8.1 milliointérest on the Capital and Trust Preferred Steari

Orkney Re I

On the scheduled interest payment date of Febrlary2015, Orkney Re Il was unable to make scheduled
interest payments on the Series A-1 Notes and #1@sSA-2 Notes. As a result, and pursuant tofifencial
guaranty policy issued by Assured (as discussétbie 8, “Collateral Finance Facility and Securitiaa Structure
— Orkney Re M), Assured made guarantee payments on the SeriedNAtes in the amount of $0.6 million. The
unpaid interest amount for the Series A-2 Notesckvikvas not guaranteed under the Orkney Re Il &etien, was
$0.1 million. We have accrued the interest on lloghSeries A-1 Notes and the Series A-2 Notes.
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17. Subsequent Events (continued)
Davis v. Scottish Re Group Limited, et al.

Following the plaintiff's filing on October 28, 2@lof his opening appellate brief challenging theaber 7,
2014 decision of the court, as previously discussédbte 14, “Commitments and Contingencielavis v. Scottish
Re Group Limited, et d| on January 28, 2015, Scottish Re and the ditedendant Parties filed opposition briefs

with the court. Thereafter, the plaintiff filedshieply brief with the court on February 13, 20I3xal arguments on
the appellate brief are expected to be heard bgdhég in 2015, although no date currently has tsxdeduled.
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