SCOTTISH RE GROUP LIMITED

CONSOLIDATED FINANCIAL STATEMENTS

JUNE 30, 2012

(These financial statements are unaudited.)




Table of Contents

Consolidated Balance Sheets — June 30, 2012 (uedyidind December 31, 2011............evvveeccmee2
Consolidated Statements of Operations — Three mamdisix month periods ended June 30, 2012 and

P20 B (U= 10 To 11 (=T ) PP PRUTTR TR 3
Consolidated Statements of Shareholders’ Defi@b-month periods ended June 30, 2012 and 2011

(=B o L1 (=T | PSPPSR 4
Consolidated Statements of Cash Flows - Six moatlogs ended June 30, 2012 and 2011

(g E= U0 o L1 (=T | PP 5
Notes to Consolidated Financial Statements (UnN@@Hit...............uvvviiiiiiiiieeeeeeeie s immmmmeeeeeeeee 6



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

June 30, December 31,
2012 2011
(Unaudited) (Audited)

Assets
Fixed-maturity investments held as trading sea@sijtat fair value..................ccccvviieeens $ 1,945571 $ 1,967,689
Preferred stock held as trading securities, atv@ie ................cccccvvvviceemiiiiiieeeeeeeee, 5,163 58,529
Cash and cash equUIVaIENTS ...........cooo i 296,200 282,028
Other INVESIMENTS ....cciiiiiiiiiie et emreene ettt e s sr e sme e e e e e 27,670 14,877
Funds Withheld At INTEreSt..........cooiiiieeeee s 528,822 549,333

TOtAl INVESIMENTS ...ttt e 2,803,426 2,872,456
Accrued iNterest reCEIVABIE...................ccovoveieeeeieeeee e e 16,244 16,757
Reinsurance balances receivable and risk feesvaei.............cccccovvi e, 106,756 120,976
Deferred aCqUISItION COSES ......uuuiiiiiiiiiceeeeee ettt et e e e e e e e e e e e e eeaaes 167,756 173,254
Amounts recoverable from reiNSUIErS ... 767,708 749,034
Present value of in-force DUSINESS ... s 26,245 27,027
OLNEI BSSEES. ......ieiiecee ettt eeeemee ettt et e et e et et et e ete e e eae et eteete st et e eteeveereenn 8,406 8,771

TOAL ASSELS ....ovvivveitieiietetete s sememnms ettt s et s ettt s et et e e m et se st ss bt ne $ 3,896,541 $ 3,968,275
Liabilities
Reserves for future policy benefits ... $ 1,372,082 $ 1,354,140
Interest-sensitive contract abilities ......cccce.eveieeeiiii e 1,255,597 1,301,511
Collateral iINANCE FACHITY.............ceieeeieeeeeee ettt en s et en e s 450,000 450,000
Accounts payable and other liabilities ..........ccooiiiii e 64,472 64,426
Embedded derivative liabilities, at failr ValUE w........oooeeiiiiiieeeee e 32,758 33,758
Reinsurance balances payable ... 92,882 93,244
Deferred tax iability............oooo i 41,565 45,223
Long-term debt, at Par VAIUE................ooceeeeeveeeeeeeeeee ettt eeete et ere e eens, 129,500 129,500

Total HADIItIES .....vviiiiiiie et e e b e e 3,438,856 3,471,802
Mezzanine Equity
Convertible cumulative participating preferred re&fsa par value $0.01; 1,000,000 shares

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

2012 - $824.0 million; 2011 - $802.8 MIllION) ceeeeeeeiiiiiiiieeiiiiiiieee e 555,857 555,857
Shareholders’ Deficit
Ordinary shares, par value $0.01; 68,383,370 slissaed and outstanding.................. 684 684
Non-cumulative perpetual preferred shares, parev@@iO1;

Issued: 5,000,000 shares (outstanding: 2012 -6528; 2011 — 4,806,083)............... 81,174 120,152
Additional Paid-in CAPITAL ........ceieiiiii i et 1,218,190 1,218,190
] e 1 (=10 [0 [ {11 | S RUOTURT (1,406,249) (1,407,269)

Total Scottish Re Group Limited shareholders’ defic...........ccccoiiiiiiiniiiiiiiiiiiiieee, (106,201) (68,243)
NONCONIOIING INEEIEST ......veiveeeieie et ettt te ettt e te et ete e en e, 8,029 8,859

Total Shareholders’ defiCit .................oeemceevevereeceeeseeeesee et ene e eeen (98,172) (59,384)

Total liabilities, mezzanine equity, and total sttalders’ deficit.............c..ccoceievieence. $ 3,896,541 $ 3,968,275
! Includes total investments of consolidated vagabterest entity (“VIE™)...................... $ 276,190 $ 282,429
2 Includes accrued interest receivable of CONS@HMIE ...........ccoooveeeeeeireeeeeeeeeeeeeen 426 455
® Reflects collateral finance facility of CONSOIEELVIE ............cooveveeeeesieeeeeeeeeeee e, 450,000 450,000

See Accompanying Notes to Consolidated Financek8tents (Unaudited)



SCOTTISH RE GROUP LIMITED
CONSOLIDATED STATEMENTS OF OPERATIONS

(UNAUDITED)

(Expressed in Thousands of United States Dollars)

Three month period ended

Six month period ended

Revenues

Premiums earned, Net ..........ccevviiiieiiiiiieeeniies
Fees and other income ..............ocooiiiimiiemniciiies
Investment iNCOMEe, Net...........cccuveviesimmemmee e
Net realized and unrealized gains (losses)...........
Gain on extinguishment of Orkney Notes ..... .-

Change in fair value of embedded derivatives assets

and liIabilities .....covueiiiiii e

TOtal FEVENUES ....cvviiiei et eeme e

Benefits and expenses

Claims, policy benefits, and changes in policyholde
TESEIVES, NEL .vviiiieeiiiiiiie e e e et s e e e e e

Interest credited to interest-sensitive contract
HabIlIIES ..o

Amortization of deferred acquisition costs and othe
insurance expenses, Net........ccccovvvvmeeeeeneeeennne

Operating eXPENSES.....ccceviiiiiiieeeiieeeereeeee e e e
Collateral finance facilities expense .........ccccueeee....
INtErest EXPENSE .....cevveiiieeiii et cermmee e
Total benefits and eXpenses............... e eeene
Loss before income taxes........ooccvvveeeeeiniiinnnennen.
Income tax benefit ...t

Gain on redemption of non-cumulative perpetual
preferred shares........cccvvvveveiiieeee e
Net loss attributable to noncontrolling interest......

Net (loss) income attributable to Scottish Re
Group Limited ........ccccuvvieiiiiiiiiiiieeeeeee

June 30, June 30, June 30, June 30,
2012 2011 2012 2011
76,923 $ 48,307 $ 156,16 $ 142,642
1,481 1,295 2,534 2,561
28,632 34,550 57,637 73,803
10,117 (724 34,094 25,002
- 260,000 - 260,000
(1,971) 485 1,000 5,641
115,182 343,913 245,430 509,649
101,575 75,023 199,147 172,289
10,064 12,320 20,854 326
12,979 418,689 23,846 435,113
8,442 12,711 15,965 24,070
2,604 14,209 5,235 20,422
1,561 1,444 3,131 3,122
137,225 534,396 268,178 679,362
(22,043) (190,483) (22,748) (169,713)
5,501 9,517 8,901 10,847
(16,542) (180,966) (13,847) (158,866)
43 - 14,037 -
391 302 830 581
(16,108) $ (180,664) $ 1,020 $ (158,285)

See Accompanying Notes to Consolidated Financatk8tents (Unaudited)



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

(Expressed in Thousands of United States Dollars)

Six month period ended

June 30, June 30,
2012 2011

Share capital:
Ordinary shares:

Beginning and €nd Of PEIIOU. ............cvieeeeeeeeee ettt ete et ste e eeeseeans $ 684 % 684

Non-cumulative perpetual preferred shares:
Beginning of period

....................................................................................................... 120,152 120,152
Non-cumulative perpetual preferred shares redeemed............c.ccocveeveeeeeveeeeeeceenenans (38,978) -
Yo Il o T=Y (oo ISR 81,174 120,152

Additional paid-in capital:

Beginning Of PEHOA ... ee e ee e e e e e e e e e e e s s r e e e e e e aaaaaaaaa e 1,218,190 1,217,894
(@) o1 Te g =3 o 1= L=< - 297
[T I} 1= o o PP 1,218,190 1,218,191

Retained deficit:

Beginning Of PEHOA ... ee e e e e e e e e e e e s r e e e e e e e aaaaaaeaae s (1,407,269) (1,208,286)
Net income (loss) attributable to Scottish Re Groited...............cooveveeverereeeeres e 1,020 (158,285)
[T g Lo I o) il oY= T o Lo RSP UPPUOPPPPPP (1,406,249) (1,366,571)

Total Scottish Re Group Limited shareholders’ defidt .............c.cccoevveeeveeeeveceieieenenn. $ (106,201) $ (27,544)

Noncontrolling interest:

Beginning Of PEHOA ... ee e ee e e e e e e e e e e s e e s rerraaaaaaaaaaaaes 885 9,000
N = (0TSSP (830) (581)
g To oY i oY= oo [OOSR 8,029 8,419

Total ShArENOIAErS” AEFICI.........eeeeeeeeeeeeeee ettt ettt $ (98,172) $ (19,125)

See Accompanying Notes to Consolidated Financatk8tents (Unaudited)



SCOTTISH RE GROUP LIMITED
CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)

(Expressed in Thousands of United States Dollars)

Six month period ended

June 30, June 30,
2012 2011
Operating activities
NEE IOSS ..ttt ettt 2t e ettt e e st e e et e e e et b e e e eat e e eas e e e aaba e e e eabe e e e aabreeataeaeaaees $ (337) (158,866)
Adjustments to reconcile net loss to net cash usegerating activities:
Net realized and UNrealized QaiNS ...... ..o (34,094) (25,002)
Changes in value of embedded derivative assetanlities ...............ccccceeeiviiiiieiiieneens. (1,000) (5,641)
Amortization of deferred acqUISItioN COSES ..uuuuunmiiiiiiiiiiiiiiiiiir e 8,235 3,786
Amortization of present value of in-force buSINESS..........ccocccciiiiiiiiiice e, 782 3,006
Amortization of deferred finance facility COStS.............ocoiiiiiiiiiiiiee e, 434 10,262
Depreciation Of fIXEA @SSELS......uiiiiii it aeaaaaee s 90 116
(@) 1[0 0 I3t 0 1= 1 1= PRSPPI - 297
Adjustments attributed to the Orkney | Unwind Tractson:
Gain on extinguishment of OrknNeY NOLES ... oo eeieeeeaaiiiee e e e - (260,000)
Release of deferred acqUISItioN COSES ... eeeeaiiiiiaiiiiiie e - 83,204
Net increase in receivables and amounts recovefi@ereinsurers ...........ccccevveevvivvimnen. - (252,388)
Changes in assets and liabilities:
Funds Withheld At INTEIEST....... ... e a e e e e 301 6,006
Accrued iNterest reCEIVADIE ............iimeee e 513 3,913
Reinsurance balances reCeivabIe ...... .o 14,220 13,222
Deferred aCqUISItION COSES .....uuuiiiiiiicererreeiieieie e e e e e e e e e s s e s e rrr e e e e e e e e e e e e e s e e sesnnnnnnnes 127) 511
L@ 1 =T = TSI Y- £SO (67) (4,933)
Reserves for future policy benefits, net of amteuecoverable from reinsurers.................... (732) (5,050)
Interest-sensitive CONtract lIabilitieS ..ceeuevvveveeeeiiiiiiiieee e (20,390 267
Accounts payable and other liabilities, inclugloheferred tax liabilities ........................... (3,612) 4164
Reinsurance balanCes PAYADIE ...........cooeeoieeeeee oot (362) (2,039)
Net cash used in OPErating ACHVItIES. ........coceeeueieeieeeeeeeeee oo ee e (21,856) (584,688)
Investing activities
Purchase of fixed-maturity INVESIMENLS ... o rereiiiiiiiiiiiiiie e (154,201) (254,046)
Proceeds from sales and maturities of fixed-matimgestments ............cccccceveeiieiiiiiinnnnn. 209,760 1,281,113
Proceeds from sales and maturities of preferraksto.............ooooiiiiiiiiiiice 54,131 1,931
Purchase of and proceeds from other investments,.Ne...........ccccccieieeiiii i (12,793) (2,509)
Proceeds from sale of fiXed INVESIMENLS ....oceeeeeeeeeeee et et eee e e e e eee e - 152
Net cash provided by inVeStiNg ACHVILIES .......c..c.eoeeieiieeeeeeeeeeeeeee e 96,897 1,026,641
Financing activities
Redemption of collateral finance faCilities ..ooa.ooceeeiiiiiiiee e - (590,000)
Withdrawals from interest-sensitive contract lidlgh ................ccco (35,928) (44,356)
Redemption of non-cumulative perpetual preferremtes.............cccoevevveieerieeeecieeeeenene (24,941) -
Net cash used in fINANCING ACHVItIES........ccecerevereeeeeeeeeeeee et (60,869) (634,356)
Net change in cash and cash equIValeNtS ..o 14,172  $ (192,403)
Cash and cash equivalents, beginning of PErQAQ.............cccceeeieeieeeeee e 282,028 417,722
Cash and cash equivalents, €Nd Of PEMHIOM . coveeece.evveveeeeceee oo, 296,200 $ 225,319

See Accompanying Notes to Consolidated Financatke8tents (Unaudited)



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)

June 30, 2012

1. Organization and Business
Organization

Scottish Re Group Limited (“SRGL” and, together lwiBRGL’s consolidated subsidiaries and VIE, the
“Company”, “we”, “our”, and “us”) is a holding conamy incorporated under the laws of the Cayman déslaand
our principal executive office is located in Bermaud Through our operating subsidiaries, we arecjpally
engaged in the reinsurance of life insurance, d®syiand annuity-type products. As of June 30,22@ve have
principal operating companies, holding companiésaricing companies, and a collateral finance figciin

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

Bermuda
Scottish Re Life (Bermuda) Limited

Cayman Islands
SRGL

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

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

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

Scottish Holdings (Luxembourg) S.a.r.l.

United States (“U.S.”)

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

On August 24, 2011, we completed a mergéh am affiliate of our controlling shareholders ¢efined and
explained in Note 11, “Mezzanine Equity — ConvdeilCumulative Participating Preferred SharedMerger
Agreemeritin SRGL’s audited consolidated financial statetseand accompanying notes thereto for the yearcende
December 31, 2011, “Merger Sub” and the “MergerT.he Merger has been treated for purposes of these
consolidated financial statements as a businesbication.

Run-Off Strategy

We ceased writing new business in 2008 and notifiedexisting clients that we would not be acceptmy
new reinsurance risks under existing reinsuraneatiers, thereby placing our remaining treaties ioo-off. We
expect to continue to pursue a run-off strategy tfer remaining business, whereby we continue t@ivec
premiums, pay claims, and perform key activitiedamour remaining reinsurance treaties.

While pursuing our run-off strategy, the Companyg barchased from time-to-time and, if opportunigeise,
may in the future continue to purchase, in privatedgotiated transactions, open market purchasds; means of
general solicitations, tender offers, or otherwisar, outstanding securities. Any such purchaséisdepend on a
variety of factors including, but not limited toyalable corporate liquidity, capital requiremenésid indicative
pricing levels. The amounts involved in any su@nsactions, individually or in the aggregate, rbaymaterial.
For further discussion on our outstanding secwritied recent transactions, refer to Note 8, “Ddiligations and
Other Funding Arrangements”, and to Note 10, “Shaigers’ Deficit". Further, the Company is actiyel
evaluating strategic alternatives, including coesition of transactions for the sale or dispositibour businesses



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
June 30, 2012
1. Organization and Business (continued)

or assets, which transactions, individually ortie aggregate, may be material. On May 27, 201Tonsummated
the Orkney | Unwind Transaction (as defined andla&rpd in Note 9, “Collateral Finance Facilitiesdan
Securitization Structures”, under sub-sectio@khey I' and “Orkney | Unwind Transactidn respectively, in

SRGL’s audited consolidated financial statementsastompanying notes thereto for the year ende@mbier 31,

2011).

Business

As disclosed in SRGL’s audited consoliddtedncial statements and accompanying notes théoetihe year
ended December 31, 2011, we have written reinsaraosiness that is wholly or partially retainecime or more
of our reinsurance subsidiaries and have clasdifiedeinsurance as Traditional Solutions or aargial Solutions.

2. Basis of Presentation

Accounting Principles - Our consolidated interimdincial statements are prepared in accordance Wvih
generally accepted accounting principles (“U.S. XA Accordingly, these consolidated interim ficéal
statements do not include all of the informationd @otes required by U.S. GAAP for annual finansi@tements.
These unaudited consolidated interim financialestents should be read in conjunction with SRGL'ditad
consolidated financial statements and accompambes thereto for the year ended December 31, 2011.

Consolidation - The consolidated financial statetm@mclude the assets, liabilities, and resultspdrations of
SRGL, its subsidiaries, and the VIE for which we #re primary beneficiary, as defined in Finanéiatounting
Standards Board (“FASB”) Accounting Standards Codffon (“ASC") Subtopic 810-10, Consolidation — &l
(“FASB ASC 810-107). All significant inter-companyransactions and balances have been eliminated in
consolidation. We consolidated Merger Sub durlmg period in which the Merger was completed. Weenily
consolidate one non-recourse securitization, OrkRell, a special purpose VIE incorporated under ldws of
Ireland.

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

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

3. Recent Accounting Pronouncements

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

In May 2011, the FASB issued Accounting Standargslate No. 2011-04, Fair Value Measurement (Topic
820) — Amendments to Achieve Common Fair Value Meament and Disclosure Requirements in U.S. GAA®P an
IFRSs (“ASU No. 2011-04"). The objective of ASU N&011-04 is to develop common requirements for
measuring fair value and for disclosing informatadyout fair value measurements in accordance wigh GAAP
and International Financial Reporting StandardBR$”). The changes set forth by ASU No. 2011-Guite the
prohibition of the application of block discounts fall fair value measurement, regardless of hignatevel, and
that the “valuation premise” and “highest and hest” concepts (as defined therein) are not relet@financial
instruments. New disclosures required within AStl R011-04 focus on Level 3 measurements, whictiatiares



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
June 30, 2012
3. Recent Accounting Pronouncements (continued)

include quantitative information about significanhobservable inputs used for all Level 3 measurésnem
gualitative discussion about the sensitivity ofuremg Level 3 measurements to changes in the wmelBle inputs
disclosed and the interrelationship between inpatsa description of the valuation processes. Adsoired to be
disclosed are any transfers between Level 1 ancelL8vwithin the fair value hierarchy, and the hietgy
classification for items whose fair value is nataeded on the balance sheet but is disclosed indtes. ASU No.
2011-04 was to be applied prospectively, effectiueing interim and annual periods beginning aftec€mber 15,
2011 for public companies; however, for non-puklitities, the effective date is for annual peribdginning after
December 15, 2011, and for interim and annual gsribereafter. We intend to adopt the provisich8%U No.
2011-04 during 2012; however, we anticipate thatiit have no effect on the Company's consoliddiaedncial
position and results of operations.

4, Investments

Other Investments as of December 31, 2011 reprgesicly loans, which are carried at the outstandaoan
balances, and, as of June 30, 2012, also includsemond quarter investment in the Cerberus AféilaFund (as
defined herein), which is carried at the cumulaiveount of our investment, which approximates ¥aiue, and is
described in Note 13, “Related Party Transactidnsestment in Cerberus Affiliated Fuhd

The portion of net unrealized gains and lossegherthree month periods ended June 30, 2012 ant that
relates to trading securities still held at theortipg dates was $8.6 million of net gains and $2ilfion of net
losses, respectively.

The portion of net unrealized gains for the six thoperiods ended June 30, 2012 and 2011 that selate
trading securities still held at the reporting dates $26.1 million and $20.8 million, respectively

5. Fair Value Measurements

FASB ASC 820 defines fair value, establishes a &aork for measuring fair value based on an exitepri
definition, establishes a fair value hierarchy loase the quality of inputs used to measure faiu@ahnd enhances
disclosure requirements for fair value measurememtge hierarchy gives the highest priority to ynated quoted
prices in active markets for identical assets abilities (Level 1 measurements) and the lowesbrityi to
unobservable inputs (Level 3 measurements), asideddn Note 5, “Fair Value Measurements” in SR&hudited
consolidated financial statements and accompanyotgs thereto for the year ended December 31, 20hith
also includes additional disclosures regardingfainvalue measurements.



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
June 30, 2012

5. Fair Value Measurements (continued)

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

June 30, 2012

(U.S. dollars in millions) Total Level 1 Level 2 Level 3
Investments
Government SECUNMLIES ......eevvveeeeeeeeee s ivvvevenne P 37.0 $ - $ 370 % -
Corporate SECUNLIES.........ccoeeueeeervremmmmmr e e eeeeeenn 905.8 - 824.6 81.2
Municipal bonds ... 49.7 - 44.3 5.4
Mortgage and asset-backed securities .............. 953.1 - 585.9 367.2
Fixed-maturity investments...........cccccvvceveeeeeennn. 1,945.6 - 1,491.8 5348
Preferred StOCK ........covece e 5.2 - 5.2 -
Total assets at fair Value ................oceemmmeeeeeneenrenns P 1,950.8 $ - 3% 1,497.0 $ 453.8
Embedded derivative liabilities .............ccocmmuvvvnnnns (32.8) - - (32.8)
Total liabilities at fair Value..........c.o.oveeeeeereererenenn. $ (328) $ - $ - $ (32.8)

December 31, 2011

(U.S. dollars in millions) Total Level 1 Level 2 Level 3
INVESIMENES ....onieiie e
Government SECUNMLIES .......ceveveeeeeeeeessvvvveeeene P 339 $ - $ 339 % -
Corporate SECUNLIES .........ccoeeueeeervremmmmr e e e eeeeeenn 946.7 - 862.2 84.5
Municipal bonds............euuiiiiiiiiiiiiiieeecee 51.9 - 46.4 5.5
Mortgage and asset-backed securities .............. 935.2 - 599.4 335.8
Fixed-maturity investments...........cccccvvceveeeeeennn. 1,967.7 - 1,541.9 425.8
Preferred StOCK ........covece e 58.5 - 8.5 50.0
Total assets at fair VAlUE ..........c.ev e eeeerreneennrs D 2,026.2 $ - $ 1,550.4 $ 475.8
Embedded derivative liabilities .............cocemvrn..... (33.8) - - (33.8)
Total liabilities at fair Value..........c..voveeeeeereeeeeenenn. $ (33.8) $ - $ - 3 (33.8)

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



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
June 30, 2012
5. Fair Value Measurements (continued)

Fair Value Measurements Using Significant Unobseniale Inputs (Level 3)
for the six month period ended June 30, 2012

Mortgage
and asset- Embedded
(U.S. dollars in Corporate Municipal backed Preferred derivative
millions) securities bonds securities stock liabilities Total
Beginning balance as
of January 1, 2012.. $ 84.5 $ 55 $ 335.8 $ 50.0 $ (33.8) $ 4420
Total realized and
unrealized gains
included in net
income................. 0.1 - 174 - 1.0 185
Purchases.............. - - 65.5 - - 65.5
Settlements............ (3.3) on (43.8) (50.0) - (97.2)
Transfers in and/or
out of Level 3,
(1= ST (0.1) - (.7 - - (7.8)
Ending balance as of
June 30, 2012........ $ 812 $ 54 $ 3672 % - 3 (32.8) $ 421.0
Fair Value Measurements Using Significant Unobseniale Inputs (Level 3)
for the year ended December 31, 2011
Mortgage
and asset- Embedded
(U.S. dollars in Corporate Municipal backed Preferred derivative
millions) securities bonds securities stock liabilities Total
Beginning balance as
of January 1, 2011. $ 1285 $ - $ 08 $ 56.0 $ (325) $ 6822
Total realized and
unrealized
(losses) gains
included in net
[0SS.....ccvveveeeanee, (2.3) 1.3 (19.2) (2.0) 1.3) (22.5)
Purchases.............. 19.6 - 7.6 - - 27.2
Settlements............ (46.6) (0.2) (136.6) (5.0) - 188.4)
Transfers in and/or
out of Level 3,
11 SO (14.7) 4.4 (46.2) - - (56.5)
Ending balance as of
December 31' 2011 $ 845 $ 55 % 3358 $ 50.0 $ (33.8) $ 442.0

10



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
June 30, 2012
5. Fair Value Measurements (continued)

Changes in classifications impacting Level 3 asaatkliabilities measured at fair value on a rdogrbasis are
reported as transfers in (out) of the Level 3 cate@s of the end of the quarter in which the tlaneccurs. The
portion of net unrealized gains for the three mattl six month periods ended June 30, 2012 thatedeto Level 3
trading securities that were still held at the mdpg dates was $3.4 million and $8.9 million int ngains,
respectively. The portion of net unrealized gduorsthe three month and six month periods endee By 2011
that related to Level 3 trading securities thatenaill held at the reporting dates was $15.1 arillin net losses and
$4.8 million in net gains, respectively.

6. Fair Value of Financial Instruments

As discussed above, the fair values of financialets and liabilities are estimated in accordandh tie
framework established under FASB ASC 820. The ouilogy for determining the fair value of financial
instruments on a non-recurring basis, in additmthbse disclosed above, are described in Not&&r Value of
Financial Instruments” in SRGL'’s audited consol@hfinancial statements and accompanying notestthéor the
year ended December 31, 2011. The following tabts forth the fair values of our financial instents, as of the
dates indicated:

June 30, 2012 December 31, 2011
Carrying Estimated Fair Carrying Estimated Fair
(U.S. dollars in thousands) Value Value Value Value
Assets
Fixed-maturity
investments.............ccoeeeeeee $ 1,945,571 $ 1,945571 $ 1,967,689 $ 1,967,689
Preferred stocK...........ccooovveenans 5,163 5,163 58,529 58,529
Other investments..................... 27,670 27,670 14,877 14,877
Funds withheld at interest........ 528,822 528,822 549,333 549,333
Liabilities
Interest-sensitive contract
liabilities .....coeeeeeeiieieiiiins 1,255,597 1,248,335 1,301,511 1,291,720
Collateral finance facility ........ 450,000 109,377 450,000 40,451
Embedded derivative
liabilities .....coveeeeieiiieiiiiiins 32,757 32,757 33,758 33,758
Long-term debt, at par
value .....oovvvviiiiiieieeeieieeeiii, 129,500 94,650 129,500 72,071
7. Collateral Finance Facility and SecuritizationStructure
Orkney Re I

The following tables reflect the significant baleacincluded in the Consolidated Balance Sheetsvikat
attributable to the Orkney Re Il collateral finaraeility and securitization structure:
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
June 30, 2012
7. Collateral Finance Facility and Securitization Stricture (continued)

June 30, December 31,

(U.S. dollars in millions) 2012 2011
Assets

Funds withheld at interest............... $ 355.8 $ 3629
Cash and cash equivalents............. 0.9 1.2
All other assets..........cccveeveeueeveenne. 47.8 41.9
Total ASSELS.....vveeeeeeeeeereereeeeenna, $ 4045 $ 406.0
Liabilities

Reserves for future policy benefits.. $ 134.0 $ 1323
Collateral finance facility.................. 450.0 450.0
All other liabilities............cccccuvveeneen, 33.5 28.1
Total liabilities ...........c..ccc.rverrrnnnne. $ 6175 $ 6104

The assets listed in the foregoing table were stittgea variety of restrictions on their use, asfegh in and
governed by the transaction documents for the Qrie Il collateral finance facility and securitiiat structure.
The total investments of the consolidated VIE disetl on the Consolidated Balance Sheets as of3lyr#912 and
December 31, 2011, respectively, differ from theoanis shown in the above table because the assaded, based
on current projections, to satisfy future policynbéits have been deducted in the determinationhef tbtal
investments of the consolidated VIE disclosed @Gbnsolidated Balance Sheets. No assurancesagindn that
the expected reinsurance liabilities will not irese in the event of adverse mortality experienaeauinreinsurance
agreements. Under certain circumstances, suchrslveortality experience may in future periods éase the
amount of assets excluded from the total investsnefhthe consolidated VIE on the Consolidated BegaBheets.
The reinsurance liabilities of Orkney Re Il havebeliminated from the Consolidated Balance ShHastause they
represent inter-company transactions.

Historical information regarding the Orkney Re bllateral finance facility and securitization stwe is
discussed in Note 9, “Collateral Finance Faciliisl Securitization StructuresOrkney Re Nl in SRGL's audited
consolidated financial statements and accompambes thereto for the year ended December 31, 2011.

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

Orkney Re Il has been unable to make scheduledesttpayments on the $382.5 million aggregate pahc
amount of Series A-1 Floating Rate Guaranteed Nghes“Series A-1 Notes”) issued on December 21526y
Orkney Re I, on all scheduled quarterly interesgrpent dates since May 11, 2009. As of June 302,28ssured
Guaranty (UK) Ltd. (“Assured”) has made guarantegnpents in the cumulative amount of $9.7 million toe
Series A-1 Notes. This amount of cumulative irgeig accrued by us in Accounts Payable and Ottadgilities on
the Consolidated Balance Sheets. Interest ondhiesSA-1 Notes on which Assured is making guaepgyments
is payable quarterly at a rate equivalent to thmesth LIBOR plus 0.425% for the Series A-1 Notess of June
30, 2012, the interest rate on the Series A-1 Nates 0.89% (compared to 0.87% as of December 3111)20For
further discussion on the Orkney Re Il scheduladrést payments on the Series A-1 Notes, refer dte N4,
“Subsequent EventsOrkney Re Il
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June 30, 2012

8. Debt Obligations and Other Funding Arrangements

Long-term debt, at par value (the “Capital and Triaeeferred Securities”), is described in Note ‘IDebt
Obligations and Other Funding Arrangements” in tloéges accompanying SRGL'’s audited consolidatechirz
statements for the year ended December 31, 20#lithare were no changes in the balances or ternsgdihe six
month period ended June 30, 2012. The pertingailsieegarding long-term debt, at par value amwshin the

following table:

(U.S. dollars in thousands)

Issuer of long-term debt......................

Long-term debt outstanding...............
Maturity date .........coocvveveereee s

Redeemable (in whole or in part) aftel

Interest Payable ...........coooiiieiiiiiceie,
Interest rate: 3-month LIBOR +..........
Interest rate as of June 30, 2012........

Interest rate as of December 31, 2Q1:

Maximum number of quarters for
which interest may be deferred.......

Number of quarters for which interest
has been deferred as of June 30, 2(

Trust
Preferred Trust Trust Preferred
Capital Trust Preferred Preferred Securities Due
Securities Due Securities Due  Securities Due  Securities Due December
2032* 2033* 2033* 2034* 2034*
Capital Trust Capital Trust
Capital Trust* I1* GPIC Trust* 1ni* SFL Trust I*
$17,500 $20,000 $10,000 $32,000 $50,000
Dec 4, 2032 Oct 29, 2033  Sept 30,2033 June 17,2034 Dec 15, 2034
Dec 4, 2007 Oct 29, 2008  Sept 30,2008 June 17,2009 Dec 15, 2009
Quarterly Quarterly Quarterly Quarterly Quarterly
4.00% 3.95% 3.90% 3.80% 3.50%
4.46% 4.41% 4.36% 4.26% 3.96%
4.58% 4.53% 4.48% 4.38% 4.08%
20 20 20 20 20
14 14 14 14 14

* Defined in the notes accompanying SRGL'’s auditatbolidated financial statements for the year endecember 31, 2011.

Deferral of Interest Payments on the Capital andust Preferred Securities

In order to preserve liquidity, we began deferrinterest payments as of March 4, 2009 on the Capitd
Trust Preferred Securities. These deferrals wermifted by the terms of the indentures governing skcurities
and were made at the discretion of our Board oé®ors (the “Board”) to preserve liquidity. As.daine 30, 2012,
we have accrued and deferred payment of $20.50mitlf interest on such securities. SHI and SALi€rastricted
in their ability to make dividend payments in argripd where interest payment obligations on theseirities are

not current.

For further discussion on the accrued and defepagment on our Capital and Trust Preferred Seesriti
subsequent to June 30, 2012, refer to Note 14,s&ylent Events Deferral of Interest Payments on the Capital

and Trust Preferred Securities

13



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
June 30, 2012
9. Mezzanine Equity — Convertible Cumulative Partigpating Preferred Shares

We accounted for the Convertible Cumulative Pgréiting Preferred Shares issued to affiliates ofdiagual
Capital Partners LLC and Cerberus Capital Managénhed. (“Cerberus”) in 2007, in accordance with$BAASC
Subtopic 470-20, Debt — Debt with Conversion andeDOptions (“FASB 470-207), which incorporates EID-
98: “Classification and Measurement of Redeemal#euBties”. Dividends on the Convertible Cumulativ
Participating Preferred Shares are cumulative &edete daily on a non-compounding basis at a 2% per
annum on the stated value of $600.0 million, whetrenot there are profits, surplus, or other fuagailable for
the payment of dividends. Such dividends will badm solely by increasing the liquidation preferenfehe
Convertible Cumulative Participating Preferred ®isar As of June 30, 2012, the amount of dividerciseded
pursuant to the terms of the Convertible CumulafRaaticipating Preferred Shares was $224.0 milliorthe
aggregate, or $224.03 per share. For further dgson and additional disclosures regarding the €difble
Cumulative Participating Preferred Shares, referNmte 11, “Mezzanine Equity — Convertible Cumulativ
Participating Preferred Shares” in the notes acemyipg SRGL's audited consolidated financial staets for the
year ended December 31, 2011.

10. Shareholders’ Deficit
Ordinary Shares

We are authorized to issue 590,000,000 ordinarsesh@ar value of $0.01 per share.

The following table summarizes the activity in audinary shares during the six month period endsg B0,
2012 and the year ended December 31, 2011:

Six Month
Period Ended Year Ended
June 30, December 31,
2012 2011
Ordinary shares

Beginning of year..........ccccuiiiiiiiiiiece s 68,383,370 68,338,3
Ordinary Shares cancelled in connection with the

1T o T PR - (68,383,370)
Ordinary Shares into which shares of Merger Sulewer

converted in connection with the Merger*................ - 68,383,370
ENd Of PEHOT/YEAI..........c.cvcveveeeeeeeeeeeeeeeeeeeeeeeereeererenn 68,383,370 68,383,370

* Refer to Note 11, “Mezzanine Equity — ConvertiblerDlative Participating Preferred Shares — Merggréement”
in the notes accompanying SRGL’s audited cons@dléihancial statements for the year ended Decel®be?011
for information regarding the Merger.

Perpetual Preferred Shares
We are authorized to issue 50,000,000 preferregshpar value of $0.01 per share.
In 2005, we issued 5,000,000 non-cumulative Pegbeueferred Shares, par value of $0.01 per shade a

liquidation preference of $25.00 per share (thepBrial Preferred Shares”). Gross proceeds we2b.8Imillion,
and related expenses were $4.6 million.
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10. Shareholders’ Deficit (continued)

The following table summarizes the activity in deerpetual Preferred Shares during the six montlogher
ended June 30, 2012 and the year ended Decemb20 R,

Six Month
Period Ended Year Ended
June 30, December 31,
2012 2011
Perpetual Preferred Shares

Beginning of year..........cccouiiiiiiiiiece s 4,806,083 4,806,083
Perpetual Preferred Shares redeemed.......ccceeee......... (1,559,507) -
ENd Of PEHOT/YEAI..........coveeeeeeeeee e 3,246,576 4,806,083

Dividends on the Perpetual Preferred Shares arabpayn a non-cumulative basis at a rate per anofum
7.25% until the dividend payment date in July 20Tbereafter, the dividend rate may be at a fixed determined
through remarketing of the Perpetual Preferred &hfar specific periods of varying length not léssn six months
or may be at a floating rate reset quarterly based predefined set of interest rate benchmarkise quarterly
floating rates from June 30, 2011 through June2BQ2 ranged between 6.41% and 7.67%. During avigetid
period, unless the full dividends for the curreiidend period on all outstanding Perpetual Pref@Shares have
been declared or paid, no dividend may be paidectadled on our ordinary shares and no ordinaryeshar other
junior shares may be purchased, redeemed, or ateeagquired for consideration.

On February 10, 2012, SRGL agreed to acquire, priately-negotiated transaction, approximately .818
million in aggregate liquidation preference ofsrpetual Preferred Shares, with a liquidationgresfce of $25.00
per share, at a purchase price of $16.00 per sfihee “Privately-Negotiated Transaction”). The Ritisly-
Negotiated Transaction settled on February 13, 28t& the related Perpetual Preferred Shares sudysidy) were
redeemed by SRGL. Subsequent to the executiomeofPrivately-Negotiated Transaction, SRGL launchad
February 10, 2012 a cash tender offer to purchageaad all of its then-outstanding Perpetual PreteiShares
(other than those acquired pursuant to the Priydelgotiated Transaction) at the same per shae @$ the
Privately-Negotiated Transaction (i.e., $16.00g&re). The tender offer was made to all holdéssich Perpetual
Preferred Shares upon the terms and subject tadhditions set forth in the related Offer to Pusshadated
February 10, 2012 (the “Offer to Purchase”), arelritlated Letter of Transmittal, dated February2lX1,2 (together
with the Offer to Purchase, the “Perpetual PreteBbare Offer”).

In connection with the expiration of the PerpetRedferred Share Offer on March 9, 2012, holdeBarpetual
Preferred Shares with an aggregate liquidationepegeice of approximately $20.1 million tendered rtt@rpetual
Preferred Shares and SRGL accepted for purchasedlltendered Perpetual Preferred Shares. Paymespect
of the tendered Perpetual Preferred Shares was oradéarch 13, 2012, and all such shares subsegueetie
redeemed by SRGL.

During April and May 2012, SRGL agreed to acquireseparate open-market transactions, approximately
$115.0 thousand in aggregate liquidation prefererides Perpetual Preferred Shares, at an averagghase price
of $14.72 per share. These open-market transactiene settled in April and May 2012, and the egldPerpetual
Preferred Shares subsequently were redeemed by SRGL

As a result of the foregoing transactions, a gam tbe redemption of Perpetual Preferred Shares of

approximately $14.0 million was recorded as a camepo of net income attributable to SRGL for the wignth
period ended June 30, 2012.
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10. Shareholders’ Deficit (continued)
Dividends on Ordinary Shares

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

On July 28, 2006, our Board suspended the dividenthe ordinary shares. All future payments of dkvids
are at the discretion of our Board and will depemd our income, capital requirements, insurance laggry
conditions, operating conditions, and such othetofd as the Board may deem relevant. Notwithstanthe
foregoing, if dividends on the Perpetual Prefer&dres have not been declared and paid (or decaceeé sum
sufficient for the payment thereof set aside) far turrent dividend period, we generally are prktlifrom paying
or declaring any dividend on the Ordinary SharBgfer to Note 11, “Mezzanine Equity — Convertiblen@ilative
Participating Preferred SharesMerger Agreemefitin the notes accompanying SRGL’s audited consaitlat
financial statements for the year ended DecembgP@11 for information regarding the ordinary sisai@lowing
the completion of the Merger.

Dividends on Perpetual Preferred Shares

In accordance with the relevant financiatseunder the terms of the Perpetual PreferredeShaur Board was
precluded from declaring and paying dividends ocheaf the 2009 and 2010 dividend payment dates asdy
result, did not declare and pay a dividend on sdates. Although permitted under the terms of tkep&tual
Preferred Shares to declare and pay a dividendmmection with the 2011 dividend payment dates, amdhe
January 15, 2012 and April 15, 2012 dividend paynaeres, our Board resolved not to declare andapdiyidend
on each such dividend payment date. Pursuantedethms of, and subject to the procedures set forthhe
Certificate of Designations related to the Perpefuaferred Shares, the holders of the PerpetiefeRed Shares
are entitled to elect two directors to our Boardhe event dividends on the Perpetual PreferredeSHaave not
been declared and paid for six or more dividendopsr Nonpayment of dividends on July 15, 2009kedrthe
sixth dividend period for which dividends had neeh declared and paid. This right to elect twedaors to our
Board has not been exercised as of June 30, 26. further discussion on the non-declaration ofpBial
Preferred Shares dividends, refer to Note 14, “8gbent Events Non-declaration of Dividends on Perpetual
Preferred Sharé's

11. Income Taxes

The income tax benefit for the six month perioddezhJune 30, 2012 and 2011 was $8.9 million and8$10
million, respectively. Any net income of our Berdauand Cayman Island entities are not subjectdonme tax.
The operations of our U.S. and Irish entities ditl generate a current tax expense, other tharesitand penalties
on accrued tax liabilities, due to the availabilitf/tax losses from prior tax years. The utiliaatiof tax losses
results in a reduction in deferred tax assets andreesponding reduction in the valuation allowasstablished
against those deferred tax assets. The incomédarfit for the six month period ended June 30,220As
principally due to a partial release of the resdovaincertain tax positions.

As of June 30, 2012, we had total unrecognizedtmefits (excluding interest and penalties) of $8illion,
the recognition of which would result in a $1.5loit benefit at the effective tax rate for the apaible period.

Our deferred tax assets are principally supportgdhle reversal of deferred tax liabilities. We reumtly
provide a valuation allowance against deferredatssets when it is more likely than not that soniqrg or all, of
our deferred tax assets will not be realized. \&eehmaintained a full valuation allowance agaimst eemaining
deferred tax asset associated with our operatiottsei U.S. and Ireland, given our inability to rely future taxable
income projections and the scheduling of our curdefierred tax liabilities.
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11. Income Taxes (continued)

As of June 30, 2012 and December 31, 2011, owref tax liabilities included $41.6 million and 52
million, respectively, of deferred tax liabiliti¢lsat reverse after the expiration of net operalirsg carryforwards in
applicable jurisdictions, and, therefore, canngipgut deferred tax assets.

We file our tax returns as prescribed by the tawslaf the jurisdictions in which we operate. AsJohe 30,

2012, we remained subject to examination in thiefohg major tax jurisdictions for the returns fildor the years
indicated below:

Major Tax Jurisdictions Open Years
u.s.
Life insurance (“U.S. Life Group™) ..........ccueeeee. 2007 through 2011
NON-Life GroUp ....ccoocvvevieiiiiieeieeeee s cmmem s 2008 through 2011
[reland ........oeeeiiiiiiiieii e, 2007 through 2011

Net U.S. operating losses are being carried forvitamh closed years and could be examined by therdat
Revenue Service (“IRS”) when utilized in an opeary@ the future. Additionally, to the extent tlsahet operating
loss has been carried back to an otherwise closad that earlier year could be subject to exanunais long as
the loss year remains open.

On March 30, 2011, SRUS was notified that the IRfaiIldl perform an examination of the U.S. Life Grdap
returns for 2004, 2007, 2008, and 2009, promptediyncome tax refund of approximately $12.6 milithat
SRUS had received during 2010. The IRS issued\eRe Agent's Report (“RAR”"), which contained seler
Notices of Proposed Adjustments, and SRUS accepte@®AR on April 25, 2012, thereby accepting thepmsed
adjustments and completing the examination by R®. | None of the IRS adjustments will result inashc tax
liability to the IRS or impact the Company’s Sumsnaf Operations. On April 30, 2012, the IRS subedtour
case (consisting of the RAR and the related IRSkpayers) to the Joint Committee on Taxation (theint]
Committee”) for the Joint Committee’s review angagval. The submission of the IRS examination repmthe
Joint Committee for review and approval is a staturequirement in cases involving refunds of taxekcess of
$2.0 million. This review by the Joint Committeseutd take up to twelve months from the date of RS
submission of our case. We do not intend to reizegany of the IRS adjustments until the Joint Cotte® has
closed the case.

12. Commitments and Contingencies
Ballantyne Re plc

The Company remains liable for certain ongoing ocaves and indemnities, as well as the accuracy and
performance of certain representations, warrantied, other obligations to or for the benefit of @@y Life of
Denver Insurance Company, Ballantyne Re plc (“Bawjtae Re”), and the financial guarantors of certairthe
notes issued by Ballantyne Re, as applicable.

The structure and historical information for Batlame Re are described in Note 9, “Collateral Fimanc

Facilities and Securitization StructuresBallantyne Rg& accompanying SRGL’s audited consolidated finahci
statements for the year ended December 31, 2011.
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12. Commitments and Contingencies (continued)
Indemnification of Our Directors, Officers, Employes, and Agents

We indemnify our directors, officers, employeesd agents against any action, suit, or proceedirgtiver
civil, criminal, administrative, or investigativby reason of the fact that they are our directfiicer, employee, or
agent, as provided in our articles of associatids.of June 30, 2012, there is no current actiai, er proceeding,
whether civil, criminal, administrative, or invegitive, against any of our directors, officers, toppes, and agents.

Since this indemnity generally is not subject toifation with respect to duration or amount, wendd believe
it is possible to determine the maximum potentiabant due under this indemnity in the future.
13. Related Party Transactions
Investment in Cerberus Affiliated Fund

On March 26, 2012, SALIC executed subsaiptiocuments pursuant to which SALIC committed ttkenan
investment of up to an aggregate $30.0 million mnimvestment fund affiliated with and controlledredtly or
indirectly, by Cerberus (the “Cerberus Affiliatedrel”). As of June 30, 2012, SALIC had investedragjmately
$13.6 million of its $30.0 million total commitment

14. Subsequent Events

The subsequent events disclosed in thess totthe consolidated financial statements haee bgaluated by
Company management up to and including the filihthe consolidated financial statements on Augas2D12.

Non-declaration of Dividends on Perpetual Preferr&hares

Our Board resolved not to declare and pay a diddam the Perpetual Preferred Shares on the JulQB,
dividend payment date.

Orkney Re I

Orkney Re Il was unable to make scheduled intgraginents on the Series A-1 Notes on the AugusPQB?2
scheduled interest payment date. As a result, rAdsmade guarantee payments on the Series A-1 fmtesich
scheduled interest payment date in the amount &f®dlion.
Deferral of Interest Payments on the Capital andust Preferred Securities

Subsequent to June 30, 2012, we have accrued &etkepayment of an additional $0.3 million ofdrgst on

our floating rate capital securities and trust enefd securities. As of August 15, 2012, we haserwed and
deferred payment on a total of $20.8 million o&neist.
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