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

September 30, December 31,

2012 2011
(Unaudited) (Audited)

Assets
Fixed-maturity investments held as trading sea@sijtat fair value..................ccccvviieeens $ 2,000,657 $ 1,967,689
Preferred stock held as trading securities, atv@ie ................cccccvvvvviceemiiiiiieeeeeeeee, 2,594 58,529
Cash and cash equIVaIENTS ..........ccoo i 266,006 282,028
OthEr INVESIMENES ...vtiiiiiiiie i eeeeeie et e e e e e e e e e e e e e e e e a bbb emreessbbab i aes 28,234 14,877
FUnds WItNNEId @t INEEIEST...........oieee ettt see e 519,638 549,333

TOtAl INVESIMENES. ...ttt ettt e et et et eee et e e s e 2,817,129 2,872,456
ACCTUEH INTErESt TECEIVABIE. ... ..ot eee ettt et et eee e 15,871 16,757
Reinsurance balances reCeiVabIE ..........ooeeeeeeeiiiiiiiiie e 134,402 120,976
Deferred aCqUISItION COSES ......uuiiiiiiiiiieererreeeeeetreeee e e e e e e e e e s e s s e s s s errrereeeaaeeaeeessensnns 166,786 173,254
Amounts recoverable from FEINSUIETS ........cueeeeiiiiiiiiiiieie et eeeee e e eevaaaaee 749,692 749,034
Present value of iN-fOrce DUSINESS .......coceummiie e eee e 25,071 27,027
OB BSSEES.....eee et e et e et et e et et et e et e e e e et e e e et e et e e e e e e e e aeee 8,030 8,771

TOAI BSSES ... vvveveeeeeeeeee e eecememee e eeeeeeeeeeeeeeeeeeeeeeeeeeeeeseeeeeseeeeeseeeeeeeeeeeeeeeeeeeeeees $ 3916981 $ 3,968,275
Liabilities
Reserves for future policy benefitS.......occcccee e $ 1,377,326 $ 1,354,140
Interest-sensitive coNtract lAbilitieS .....cocceeeeeeiiiiiiieicceee e e, 1,231,254 1,301,511
Collateral fINANCE FACHITY...........ooviveeieee ettt s e ee et e s 450,000 450,000
Accounts payable and other liabilitieS..........ceevveeiiiiee e 71,490 64,426
Embedded derivative liabilities, at fair VAU . ...oooveeiiiieeiiiieieceeie e 30,190 33,758
Reinsurance balances payable ... 69,503 93,244
Deferred tax abilitieS ........ooiiiiiii e e 41,857 45,223
Long-term debt, at Par VAIUE................ooceeeeeveeeeeeeeee ettt eeeete et ae e aens, 129,500 129,500

TOLAL TADIITIES .ottt e e et et e et e et e et e et e et ereeneeneneennes 3,401,120 3,471,802

Mezzanine Equity
Convertible cumulative participating preferred r&fsa par value $0.01; 1,000,000 shares
issued and outstanding with $600.0 million inisédted value (liquidation preference:

2012 - $835.1 million; 2011 - $802.8 MIllION) ceceervveviiiiiiieiieieiie e eas 555,857 555,857
Shareholders’ Deficit
Ordinary shares, par value $0.01; 68,383,370 shissaed and outstanding.................. 684 684
Non-cumulative perpetual preferred shares, parevéiOl1:

Shares issued and outstanding: 2012 — 3,246,778; 2@,806,083) ..........cccccvrrvrvrrremnnnn. 81,169 120,152
Additional Paid-in CAPITAL ........eeieerieei st eee e e e e e e e e s e e s s e e e e eeeaeeeeeennn 1,218,190 1,218,190
REAINEA UEFICHE. .........eveereeeee e eemeee et ee e ee et es s s e e s e e s seeaeaes e eeen s s s s s e enenes, (1,348,615) (1,407,269)

Total Scottish Re Group Limited shareholders’ defiC...........covvvviiiiiiieiiiiiiiiiiiiiiiienn, (48,572) (68,243)
[N Lo Yol Ta o [T To a1 (=T =] TP 8,576 8,859

Total SNArENOIAES” AEFICI ........ ...t eeeeee et ee ettt ee e en e eeeeees (39,996) (59,384)

Total liabilities, mezzanine equity, and total sHeolders’ defiCit............ocoeeveeveeenee. $ 3916981 $ 3,968,275
! Includes total investments of consolidated vagabterest entity (“VIE")............co........ $ 289,048 $ 282,429
? Includes accrued interest receivable of CONS@RIBMIE .................ccooveveveveeeeeverererenenn. 515 455
% Reflects collateral finance facility of cCONSOEEIVIE ...............cccoevevevereeeeeeeereeeererenann) 450,000 450,000

See Accompanying Notes to Consolidated Financetke8tents (Unaudited)



SCOTTISH RE GROUP LIMITED
CONSOLIDATED STATEMENTS OF OPERATIONS

(Expressed in Thousands of United States Dollars)

(UNAUDITED)

Three month period ended

Nine month period ended

September 30,

September 30,

September 30,

September 30,

Revenues
Premiums earned, Net ..........ccceeeeiiiieeemneciieee s
Investment iNCOMe, Net...........cccvveviesimmemmee e
Net realized and unrealized gains (losses)...........
Gain on extinguishment of Orkney Notes ..... .-
Change in fair value of embedded derivative assets
and liabilities ...
Fees and other iNCOMe ...........ocovvvveiiicmmemiieee e

TOtal FEVENUES ....cevieiei et

Benefits and expenses

Claims, policy benefits, and changes in policyholde
FESEIVES, NEL ..uviiiiiiiiiiiiiee et s e

Interest credited to interest-sensitive contract
HabIlItIES ..o

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

Operating EXPENSES.....ccceviiiiiiieeeiieeeeeeeeeee e e
Collateral finance facilities expense ........ccccveeeee...
INtErest EXPENSE ....ccevveiiiiieii et cermmme e

Total benefits and eXpenses............... o e eeene

Income (loss) before income taxes............cccueee
Income tax (expense) benefit.............coceveeeerinenee.

Net iNCome (I0SS)......ccceevviiiiiiiiie e

Dividend declared on non-cumulative perpetual
preferred shares........cccvvveeveviiiie e

Gain on redemption of non-cumulative perpetual
preferred Shares.............eveiiiiiiiii e
Net (income) loss attributable to noncontrolling
1) (=] =] SRR

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

2012 2011 2012 2011
82,414 67,059 232,579  $209,701
27,762 32,390 85,399 106,193
60,203 (15,276) 94,297 9,726

- - - 260,000
2,568 (4,559) 3,568 2,08
1,293 779 3,827 3,340

174,240 80,393 419,670 590,042

89,918 84,524 289,065 6,343
9,236 11,743 30,090 6,089
2,264 11,476 26,110 446,589

8,657 9,624 24,622 33,694
2,657 2,372 7,892 22,794
1,665 1,518 4,796 4,640
114,397 121,257 382,575 800,619
59,843 (40,864) 37,095 (210,577)
(446) (71) 8,455 10,776
59,397 (40,935) 45,550 (199,801)
(1,218) - (1,218) -
2 - 14,039 -
(547) 221 283 802
57,634 (40,714) 58,654 (198,999)

See Accompanying Notes to Consolidated Financetk8tents (Unaudited)



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

(Expressed in Thousands of United States Dollars)

Nine month period ended
September 30, September 30,

2012 2011

Share capital:
Ordinary shares:

Beginning and end Of PEIIOM. ............ouvieeeeeeeeeeeeee ettt et te e e $ 684 $ 684
Non-cumulative perpetual preferred shares:

Beginning Of PEHOA ..o ee e ee e e e e e e e e e e e s e r e e e e e e aaaaaaaeaae s 120,152 120,152

Non-cumulative perpetual preferred shares redeemed............c.ccocveveeeeeveeeeeeveenennns (38,983) -

Yo Il o T=Y (oo ISR 81,169 120,152
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 1,214.89

(@) o1 Te g =3 o 1= L=< - 296

ENG OF PEIOT ...ttt ettt ettt et et et e ete et e enae e eaeeaeeneennes 1,218,190 1,218,190
Retained deficit:

Beginning Of PEHOA ... ee e ee e e e e e e e e e e s e e s rerraaaaaaaaaaaaes (1,407,269) (1,2208%)

Net income (loss) attributable to Scottish Re Groited...............cooveveeverereeeer e e 58,654 (198,999)

ENG OF PEHOT ... ettt e et eeesenenes (1,348,615) (1,407,285)
Total Scottish Re Group Limited shareholders’ defidt ...............cccooveeeeceeiecerereeeeenn, $ (48572) $ (68,259)
Noncontrolling interest:

Beginning Of PEHIOA ... ...t e e e e e e e 8,859 9,000

Net loss attributable to NONCONrOIING INTEIESL............cveveveeeeeeeeeeeeeeeeeeeeeeseee oo (283) (802)

ENG Of PEIOT ...ttt ettt ettt eae et e et et et e eteeteera e e eaeeaeeneenees 8,576 8,198
Total ShAreholders’ AEfiCit..............ovieeeeeeeeeeceeeee oot $  (39996) $  (60,061)

See Accompanying Notes to Consolidated Financatke8tents (Unaudited)



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

(Expressed in Thousands of United States Dollars)

Nine month period ended

September 30,

September 30,

2012 2011
Operating activities
NEE INCOME (I0SS) ... utiiieiitie et eeem ettt s et e e ettt e e st e e e sate e e s etb e e e sabae e e sbaeesaabaeeens 45,550 $ 991801)
Adjustments to reconcile net loss to net cash usegerating activities:
Net realized and UNrealized QaiNS ...... ..o (94,297) (9,726)
Changes in value of embedded derivative assetianlities ..............ccccceveiviiiiieriieneens. (3,568) (1,082)
Amortization of deferred acqUISItioN COSES ..uuuuunriiiiiiiiiiiiiiiiiir e 10,387 9,813
Amortization of present value of in-force buSIiNESS...........cccccciiiiiiiiiiie e, 1,956 3,593
Amortization of deferred finance facility COStS.............ocociiiiiiiiiie e, 651 10,479
Depreciation Of fIXEA @SSELS......iiiiiii it e e rraaeaaaaee s 126 168
(@) 1[0 0 I3t 0 1= 1= PRSPPI - 296
Adjustments attributed to the Orkney | Unwind Tractson:
Gain on extinguishment of OrknNeY NOLES ... oo eeieeeeaaaiie e - (260,000)
Release of deferred acqUISItioN COSES ... eeeaiiiiia it - 83,204
Net increase in receivables and amounts recovefi@ereinsurers ...........cccceeveeivivvinen. - (252,388)
Changes in assets and liabilities:
Funds Withheld at INTEIEST....... ... e e e e e e 29,695 23,527
Accrued iNteresSt reCRIVADIE ............i e 886 4,973
Reinsurance balances reCeivable ..... ..o (13,426) 30,736
Deferred aCqUISItION COSES .....uuuuiiiiiieereerieeiieeie et e e e e s cs e e e e e e e e e e e e e e e e s s nennnnnnnes (3,919) (1,841)
ONEE BSSEIS. . i iiiie ittt e re e e e 67 6,821
Reserves for future policy benefits, net of amteuecoverable from reinsurers.................... 22,528 (38,772)
Interest-sensitive CONtract lIabilitieS ...cueeevvvvveeeeeiiiiiiiieee e (16,656) (2,695)
Accounts payable and other liabilities, inclugloheferred tax liabilities ........................... 2,479 (3,514)
Reinsurance balances PAYADIE ...........cooeeoeeeeeeeee oo (23,741) (7,044)
Net cash used in OPErating ACHVItIES. ........coceeeueieeieeeeeeeeee oo ee e (41,282) (603,253)
Investing activities
Purchase of fixed-maturity INVESIMENLS ... o rereiiiiiiiiiiiiiie e (248,969) (286,009)
Proceeds from sales and maturities of fixed-matimgestments ............cccccceviiiieeiiiiinnnn. 309,339 1,360,865
Purchase of and proceeds from sales and matwitig®ferred stock, net ........................... 56,900 8,239
Purchase of and proceeds from other investments,.Ne...........ccccccieieiiniiiin e (12,911) 1,731
Proceeds from sale of fiXed INVESIMENES ....ocveeeee et eeeee e e e e eee e - 153
Net cash provided by inVeStiNg ACHVILIES .......ccc.eoveeeieeeee et 104,359 1,084,979
Financing activities
Redemption of collateral finance faCilities ..ooa.ooceeeiiiiiiiee e - (590,000)
Withdrawals from interest-sensitive contract lidlgh ................cccco (54,155) (81,093)
Deemed capitalization of Merger Sub by InvestorSrgn Merger .........ccccvveieeeeeneeiinnnnn. - 17,647
Payment of Merger consideration by Investors oralfedf Merger Sub ..............cccccviiiiieeeen. - (17,647)
Redemption of non-cumulative perpetual preferretes..............cccevveeeiveeeiereieeeeneans (24,944) -
Net cash used in fINANCING ACHVIIES.........ccoeoereereeeeeeeeeee e (79,099) (671,093)
Net change in cash and cash eqUIVAIENES ...ceccceiviiiieiiiiiiie e $ (16,022) $  (189,367)
Cash and cash equivalents, beginning of Periad..............ccccuevererieeeeseseece e 282,028 417,722
Cash and cash equivalents, €Nd Of PEIHIOM . .eeee.veveeeeeeeeeeeeeeeeeeeeeeeeee oo $ 266,006 228,355

See Accompanying Notes to Consolidated Financatk8tents (Unaudited)



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

September 30, 2012

1. Organization, Run-Off Strategy 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, di®syiand annuity-type products. As of Septemlier2®12, we
have principal operating companies, holding comgsnfinancing companies, and a collateral finaraglify in

Bermuda, the Cayman Islands, Ireland, Luxembourd,the United States of America, 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 of America (“U.S.”)
Scottish Holdings, Inc. (“SHI")
Scottish Re (U.S.), Inc. (“SRUS")
Scaottish 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 — ConvéeilCumulative Participating Preferred SharedMerger
Agreemeritin SRGL’s audited consolidated financial statetseand accompanying notes thereto for the yearcende
December 31, 2011, “Merger Sub”, and the “Merger”The 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 notii@dexisting 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 strategytf@ remaining business, whereby we will continoeéceive
premiums, pay claims, and perform key activitiedamour remaining reinsurance treaties.

While pursuing our run-off strategy, the Companyg parchased 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 otherwimar, outstanding securities. Any such purchaséisdepend on a
variety of factors including, but not limited toyailable 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 secwrisied recent transactions, refer to Note 8, “Ddiligations and
Other Funding Arrangements”, and to Note 10, “Shaiders’ Deficit". Further, the Company is actiyel
evaluating strategic alternatives, including coaesition of transactions for the sale or dispositibour businesses



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2012
1. Organization, Run-Off Strategy 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@ykhey I' and “Orkney | Unwind Transactidn respectively, in

SRGL’s audited consolidated financial statementsastompanying notes thereto for the year ende@bier 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 retainedire 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. GARA.  Accordingly, these consolidated interim ficél
statements do not include all of the informationd aotes 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 accompamabes 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 Godffon (“ASC") Subtopic 810-10, Consolidation — &l
(“FASB ASC 810-10"). All significant intercompanyransactions 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, OrlkRell, 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 accompanyiotgs. Actual results could differ materially frothose
estimates and assumptions used by managementpekidelically review and revise these estimatespgsopriate.
Any adjustments made to these estimates are redléctthe period in which the estimates are revised

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 Standargddte (“ASU”) No. 2011-04, Fair Value Measurement
(Topic 820) — Amendments to Achieve Common FairuéaMeasurement and Disclosure Requirements in U.S.
GAAP and IFRSs (“ASU No. 2011-04"). The objectoeASU No. 2011-04 is to develop common requirersent
for measuring fair value and for disclosing infotmoa about fair value measurements in accordandb WiS.
GAAP and International Financial Reporting StandafdFRS”). The changes set forth by ASU No. 2@ul-
prohibit the application of block discounts for &lr value measurement, regardless of hierarchgl lend specify
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
include quantitative information about significanhobservable inputs used for all Level 3 measurésnem
qualitative discussion about the sensitivity ofureing Level 3 measurements to changes in the @meable inputs



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

disclosed, and the interrelationship between inpatsa description of the valuation processeso Adguired to be
disclosed are any transfers between Level 1 ancelL8vwithin the fair value hierarchy, and the hietgy

classification for any items whose fair value i¢ recorded on the balance sheet but is disclos#iieimotes. ASU
No. 2011-04 was to be applied prospectively, effectiuring interim and annual periods beginningraBecember
15, 2011 for public companies; however, for nonlgubntities, the effective date is for annual pds beginning
after December 15, 2011, and for interim and anpeabds thereafter. We intend to adopt the promisof ASU

No. 2011-04 during the annual period ending Decerthe 2012; however, we anticipate that it will baw effect
on the Company's consolidated financial positioth msults of operations.

4, Investments

Other Investments as of December 31, 2011 represemdlicy loans, which are carried at the outstagdban
balances, and, as of September 30, 2012, alsodedlinvestments accounted for under the equity odetn
accordance with FASB 323 Investments — Equity Métand Joint Ventures, for which the resulting eguaiethod
carrying value is deemed to approximate fair value.

The portion of net unrealized gains and losseshierthree month periods ended September 30, 201 2Gi
that relates to trading securities still held a thporting dates was $55.9 million of net unrealigains and $16.4
million of net unrealized losses, respectively.

The portion of net unrealized gains for the ninenthgeriods ended September 30, 2012 and 201 1afades
to trading securities still held at the reportirages was $82.0 million and $4.4 million, respediive

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 accompanyatgs thereto for the year ended December 31, 20iith,
along with Note 4, “Investments” above, also inésddditional disclosures regarding our fair vatheasurements.



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

September 30, 2012

(U.S. dollars in millions) Total Level 1 Level 2 Level 3
Investments
Government SECUNLIES .......cceeeevveevves e eeeeee P 36.8 $ - $ 368 $ -
Corporate SECUNLIES.........ccoeeeeeeirvr e e e eeeeeen 868.2 - 779.3 88.9
Municipal bonds............uuuiiiiiiiiiiiiiieeecee, 49.8 - 44.4 5.4
Mortgage and asset-backed securities .............. 1,045.9 - 623.6 422.3
Fixed-maturity investments...........cccccvvceveeeeeennn. 2,000.7 - 1,484.1 516.6
Preferred StOCK ........covece e 2.6 - 2.6 -
Total assets at fair VAIUE ............o.veceesesererrrn 9 2,003.3 $ - 8 1,486.7 $ 516.6
Embedded derivative liabilities .............cocevrn..... (30.2) - - (30.2)
Total liabilities at fair Value..........c..voveeeeeereereeenenn. $ (30.2) $ - 8 - % (30.2)

December 31, 2011

(U.S. dollars in millions) Total Level 1 Level 2 Level 3
INVESTMENLS ...
Government SECUNMtIES ........cccvveeeevee s eeenee D 339 $ - $ 339 % -
Corporate SECUNLIES.........ccoeeeeverir e e e e eeeeeen 946.7 - 862.2 84.5
Municipal bonds..........ccccviiiiiiiiiicis v, 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 ........covecveieeeiiecreeseeeeeee e 58.5 - 8.5 50.0
Total assets at fair Value .................commmrrvesrncsnen. D 2,026.2 $ - 8 15504 $ 475.8
Embedded derivative liabilities .............cocemrvrn..... (33.8) - - (33.8)
Total liabilities at fair value..............ooeecoorreeecnne. $ (33.8) 3 - 8 - 8 (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)
September 30, 2012

5. Fair Value Measurements (continued)

Fair Value Measurements Using Significant Unobservae Inputs (Level 3)
for the nine month period ended September 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.. $ 845 $ 55 % 335.8 $ 50.0 $ (33.8) $ 442.0
Total realized and
unrealized gains
included in net
income................. 0.3 - 55.6 - 3.6 59.5
Purchases.............. - - 80.8 - - 80.8
Settlements........... (6.3) (0.2) (51.8) (50.0) - (108.2)
Transfers in and/or
out of Level 3,
NeL...ocieeeeeieee, 10.4 - 1.9 - - 12.3
Ending balance as of
September 30, 2012% 88.9 $ 54 $ 4223  $ - $ (30.2) 3 486.4
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 $ - $ 530.2 $ 56.0 $ (325) % 682.2
Total realized and
unrealized
(losses) gains
included in net
[0SS.....ccvviveeeane, (2.3) 1.3 (19.2) (1.0) 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,
1Y SRR (14.7) 4.4 (46.2) - - (56.5)
Ending balance as of
December 31, 2011 $ 845 $ 55 $ 335.8 $ 50.0 $ (338) $ 442.0

10



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 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 mantt nine month periods ended September 30, 2@t 2¢tated to
Level 3 trading securities that were still held the reporting dates was $35.6 million and $44.5lioni
respectively. The portion of net unrealized logeeghe three month and nine month periods endgate®nber 30,
2011 that related to Level 3 trading securities there still held at the reporting dates was $2gilion and $17.5
million, respectively.

6. Fair Value of Financial Instruments

As discussed above, the fair values of financialets and liabilities are estimated in accordandh wie
framework established under FASB ASC 820. The oulogy for determining the fair value of financial
instruments on a non-recurring basis, in additithbse disclosed above in Note 4, “Investments' ldate 5, “Fair
Value Measurements”, are described in Note 6, “Réafue of Financial Instruments” in SRGL’'s audited
consolidated financial statements and accompangotgs thereto for the year ended December 31, 200e
following table sets forth the fair values of oimancial instruments, as of the dates indicated:

September 30, 2012 December 31, 2011
Carrying Estimated Fair Carrying Estimated Fair
(U.S. dollars in thousands) Value Value Value Value
Assets
Fixed-maturity
investments..........ceeeeevvveennns $ 2,000,657 $ 2,000,657 $ 1,967,689 $ 1,967,689
Preferred stocK...........ccooovveenans 2,594 2,594 58,529 58,529
Other investments..................... 28,234 28,234 14,877 14,877
Funds withheld at interest........ 519,638 519,638 549,333 549,333
Liabilities
Interest-sensitive contract
liabilities .....coeeeeeeiieieiiiins 1,231,254 1,224,174 1,301,511 1,291,720
Collateral finance facility ........ 450,000 115,781 450,000 40,451
Embedded derivative
liabilities .....coveeeeieiiieiiiiiins 30,190 30,190 33,758 33,758
Long-term debt, at par
value .....oovvvviiiiiieieeeieieeeiii, 129,500 102,860 129,500 72,071
7. Collateral Finance Facility and SecuritizationStructure
Orkney Re I

The following tables reflect the significant balescincluded 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)
September 30, 2012
7. Collateral Finance Facility and Securitization Stricture (continued)

September 30, December 31,

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

Funds withheld at interest............... $ 353.9 $ 362.9
Cash and cash equivalents.............. 0.9 1.2
All other assets...........ccccoveeveereeveeen. 50.5 41.9
Total ASSELS.....ovveeeeeeeceeeeereeeenean $ 4053 $  406.0
Liabilities

Reserves for future policy benefits.. $ 134.6 $ 132.3
Collateral finance facility................. 450.0 450.0
All other liabilities...............c.cov...... 354 28.1
Total iabilities ..........cc.cco.rvvrrrrrinnns $ 6200 $ 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 dised on the Consolidated Balance Sheets as of rSepite30,
2012 and December 31, 2011, respectively, diffemfithe amounts shown in the above table becausastts
needed to satisfy future policy benefits, baseduwrent projections, have been deducted in themdtation of the
total investments of the consolidated VIE disclosedthe Consolidated Balance Sheets. No assurarcede
given that the expected reinsurance liabilitied wdt increase in the event of adverse mortalitpegience in the
related reinsurance agreements. Under certainmstances, such adverse mortality experience imdyperiods
may increase the amount of assets excluded frortotakinvestments of the consolidated VIE on tlenéblidated
Balance Sheets. The reinsurance liabilities ofn®@ykRe Il have been eliminated from the Consolifild@alance
Sheets because they represent intercompany traomsact

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 intereayment dates since May 11, 2009. As of Septembe@12,
Assured Guaranty (UK) Ltd. (“Assured”) has madergagee payments in the cumulative amount of $11liiom
on the Series A-1 Notes. This amount of cumulaiiterest is accrued by us in Accounts Payable @titer
Liabilities on the Consolidated Balance Sheetstertrst on the Series A-1 Notes on which Assurethaking
guarantee payments is payable quarterly at a catwaent to three-month LIBOR plus 0.425% for theries A-1
Notes. As of September 30, 2012, the interestaatthe Series A-1 Notes was 0.86% (compared t6%.8s of
December 31, 2011). For further discussion onQnieney Re Il scheduled interest payments on théeSe-1
Notes, refer to Note 14, “Subsequent Everiiskney Re 1.
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SCOTTISH RE GROUP LIMITED

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)

September 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 tioées accompanying SRGL'’s audited consolidatechirz
statements for the year ended December 31, 20tilthene were no changes in the balances or termisgdine
nine month period ended September 30, 2012. Thinget details regarding long-term debt, at paueaare

shown in the following table:

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 long-term debt...................... Capital Trust* I1* GPIC Trust* 1ni* SFL Trust I*
Long-term debt outstanding............... $17,500 $20,000 $10,000 $32,000 $50,000
Maturity date .........ccccvveeeeeieeiiiss Dec 4, 2032 Oct 29, 2033 Sept 30, 2033  June 17,2034 Dec 15, 2034
Redeemable (in whole or in part) afte.  Dec 4, 2007 Oct 29, 2008 Sept 30, 2008  June 17,2009 Dec 15, 2009
Interest Payable .........c.oooiiiiiiiiiceie, Quarterly Quarterly Quarterly Quarterly Quarterly
Interest rate: 3-month LIBOR +.......... 4.00% 3.95% 3.90% 3.80% 3.50%
Interest rate as @eptembeB0, 2012.. 4.36% 4.31% 4.26% 4.16% 3.86%
Interest rate as of December 31, 2Q1: 4.58% 4.53% 4.48% 4.38% 4.08%
Maximum number of quarters for
which interest may be deferred....... 20 20 20 20 20
Number of quarters for which interest
has been deferred as of September
30, 2012....ciiiiiieiee e 15 15 15 15 15

* Defined in the notes accompanying SRGL's audiedaidated financial statements for the year endedember 31, 2011.

Deferral of Interest Payments on the Capital andust Preferred Securities

In order to preserve liquidity, we began deferrintgerest payments as of March 4, 2009 on the Capitd
Trust Preferred Securities as permitted by the sesfrthe indentures governing the securities. 2September 30,
2012, we have accrued and deferred payment of $8iflidn of interest on such securities. SHI, S&id SALIC
generally are restricted in their ability to malertain dividend payments and payments in respecdbbfations

ranking junior orpari passuto the Capital and Trust Preferred Securitiesrig period where interest payment
obligations on these securities are not current.

For discussion of Board actions taken subsequeBepgember 30, 2012, refer to Note 14, “Subsegbeants
- Interest Payments on the Capital and Trust Pref@rBecuriti€s
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 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 Managénheld. (“Cerberus”) in 2007, in accordance with$BAASC
Subtopic 470-20, Debt — Debt with Conversion ande®Options (“FASB ASC 470-20"), which incorporated F
D-98: “Classification and Measurement of Redeem&a@#eurities”. Dividends on the Convertible Cumiviat
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, whetirenot there are profits, surplus, or other fuagailable for
the payment of dividends. Such dividends will badm solely by increasing the liquidation preferenfdehe
Convertible Cumulative Participating Preferred ®ar As of September 30, 2012, the amount of didde
accreted pursuant to the terms of the Convertihilm@ative Participating Preferred Shares was $288llion in
the aggregate, or $235.14 per share. For furtlsmusision and additional disclosures regardingGbavertible
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 ordinargeshihe “Ordinary Shares”), par value of $0.01 giare.

The following table summarizes the activity in tedinary Shares during the nine month period ended
September 30, 2012 and the year ended Decemb2031,

Nine Month
Period Ended Year Ended
September3o0, December 31,
2012 2011
Ordinary shares
Beginning of year..........ccccccvvviiiiees e 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
EN O PEHOA/YEAI..........c.oeeeeeeeeeeeeeeeeeeee e 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@dlfihancial statements for the year ended Decei®be2011
for information regarding the Merger.

The holders of the Ordinary Shares are entitlegt¢teive dividends and are allowed one vote pereshalpject
to certain restrictions in our Memorandum and Aesioof Association.

On July 28, 2006, our Board suspended the dividenthe Ordinary Shares. All future payments ofdénds
on the Ordinary Shares are at the discretion ofBnard and will depend on our income, capital resjaents,
insurance regulatory conditions, operating condgjoand such other factors as the Board may deésvare.
Notwithstanding the foregoing, if dividends on tRerpetual Preferred Shares (as defined herein) hav®een
declared and paid (or declared and a sum suffidienthe payment thereof set aside) for the curdividend
period, we generally are precluded from payingemiaring any dividend on the Ordinary Shares. Ruefé&lote 11,
“Mezzanine Equity — Convertible Cumulative Partatipg Preferred Shares Merger Agreemefitin the notes
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2012

10. Shareholders’ Deficit (continued)

accompanying SRGL's audited consolidated finanskatements for the year ended December 31, 2011 for
information regarding the Ordinary Shares followthg completion of 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 (thepBwrial Preferred Shares”). Gross proceeds we2b.8Imillion,
and related expenses were $4.6 million.

Dividends on the Perpetual Preferred Shares weyabpa on a non-cumulative basis at a rate per ansium
7.25% until the dividend payment date in July 20Tbereafter, the dividend rate may be at a fixed determined
through remarketing of the Perpetual Preferred &hfar specific periods of varying length not léssn six months
or may be at a floating rate reset quarterly based predefined set of interest rate benchmarkise quarterly
floating rates from September 30, 2011 through&aper 30, 2012 ranged between 6.07% and 6.65%indany
dividend period, unless the full dividends for therrent dividend period on all outstanding PerpeRi@ferred
Shares have been declared or paid, no dividendbegyaid or declared on the Ordinary Shares and mMin&ry
Shares or other junior shares may be purchaseelemeztl, or otherwise acquired for consideration.

The following table summarizes the activity in deerpetual Preferred Shares during the nine montioche
ended September 30, 2012 and the year ended Dec8fnl#011:

Nine Month
Period Ended Year Ended
September 30, December 31,
2012 2011
Perpetual Preferred Shares

Beginning of year..........ccccccvvviiiieei e 4,806,083 4,806,083
Perpetual Preferred Shares redeemed........ccccom......... (1,559,307) -
ENd Of PEHOT/YEAI...........cvoveveeeeeeeeeeeeeeeeeeeeeeeerereeereen 3,246,776 4,806,083

On February 10, 2012, SRGL agreed to acquire, priately-negotiated transaction, approximately .818
million in aggregate liquidation preference offerpetual Preferred Shares, with a liquidationgresfce of $25.00
per share, at a purchase price of $16.00 per sfihee “Privately-Negotiated Transaction”). The Ritisly-
Negotiated Transaction settled on February 13, 28t& the related Perpetual Preferred Shares sudsidy)were
redeemed by SRGL. Subsequent to the executiomeofPrivately-Negotiated Transaction, SRGL launchad
February 10, 2012 a cash tender offer to purchageaad all of its then-outstanding Perpetual PreteiShares
(other than those acquired pursuant to the Priydelgotiated Transaction) at the same per shae @$ the
Privately-Negotiated Transaction (i.e., $16.00gfeare). The tender offer was made to all holdéssioh 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 purchasadilltendered Perpetual Preferred Shares. Paymesspect
of the tendered Perpetual Preferred Shares was oradéarch 13, 2012, and all such shares subsegueetie
redeemed by SRGL.
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10. Shareholders’ Deficit (continued)

Following the completion of the Perpetual PreferBthre Offer, SRGL agreed to acquire, in separpén-o
market transactions, approximately $110.0 thousarabgregate liquidation preference of its PerpefRraferred
Shares, at an average purchase price of $14.9%hpes.

As a result of the foregoing transactions, a gam tbe redemption of Perpetual Preferred Shares of
approximately $14.0 million was recorded as a comepb of net income attributable to SRGL for theenmonth
period ended September 30, 2012.

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 asd
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 dividendmmextion with the 2011 dividend payment dates, amdhe
January 15, 2012, April 15, 2012, and July 15, 2@8i/&lend payment dates, our Board resolved naofetdare and
pay a dividend on such dates. Pursuant to thestefirand subject to the procedures set forthhie,Gertificate of
Designations related to the Perpetual PreferredeSh¢he holders of the Perpetual Preferred Staegntitled to
elect two directors to our Board in the event divids on the Perpetual Preferred Shares have notdeetared and
paid for six or more dividend periods. Nonpaymeidividends on July 15, 2009 marked the sixthdkvid period
for which dividends had not been declared and pditis right to elect two directors to our Boardshet been
exercised as of September 30, 2012.

On September 24, 2012, our Board resolwatktlare and pay a dividend on the Perpetual Peef&Shares on
the October 15, 2012 dividend payment date, in @ecwe with the Certificate of Designations relatedthe
Perpetual Preferred Shares. The amount of thelatid declared was $1.2 million. This amount, pleyab the
holders of record as of September 30, 2012, has dezued in the accompanying financial statemelits. further
discussion on the payment of the Perpetual PrefeBigares dividend, refer to Note 14, “SubsequergnBv—
Dividend on Perpetual Preferred Shates

11. Income Taxes

The income tax expense for the three month pegoded September 30, 2012 and 2011 was $0.4 mdltioin
$0.1 million, respectively. The income tax benédit the nine month periods ended September 302 204 2011
was $8.5 million and $10.8 million, respectivelfiny net income of our Bermuda and Cayman Islandiestare
not subject to income tax. The operations of o18.@nd Irish entities did not generate a curxexpense due to
the availability of tax losses from prior tax yearBhe utilization of tax losses results in a rdthrcin deferred tax
assets and a corresponding reduction in the valuaiiowance established against those deferreddsats. The
income tax benefit for the nine month period en8egtember 30, 2012 was principally due to a panrtigase of
the reserve for uncertain tax positions.

As of September 30, 2012, we had total unrecogniagdenefits (excluding interest and penaltiespfl
million, the recognition of which would result in%1.5 million benefit at the effective tax rate the applicable
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 September 30, 2012 and December 31, 20Irldeferred tax liabilities included $41.9 millioma
$45.2 million, respectively, of deferred tax liatdls that reverse after the expiration of net afing loss
carryforwards in applicable jurisdictions, and,réfere, cannot support deferred tax assets.

We file our tax returns as prescribed by the tawslaf the jurisdictions in which we operate. AsS#ptember

30, 2012, we remained subject to examination infélewing major tax jurisdictions for the returfi,ed for 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 2009 through 2011
[reland ........oeeeiiiiiiiieii e, 2008 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 IRS examinationneNaf the IRS adjustments will result in a cashltability to
the IRS or impact the Company’s Summary of OpenatioOn April 30, 2012, the IRS submitted SRUS’ecas
(consisting of the RAR and the related IRS workpgpt the Joint Committee on Taxation (the “J@oimmittee”)
for the Joint Committee’s review and approval. Tbmission of the IRS examination report to thetJo
Committee for review and approval is a statutoguieement in cases involving refunds of tax in esscef $2.0
million. This review by the Joint Committee cotiétke up to twelve months from the date of the IBSsission of
the case. On August 1, 2012, we were informed tti@tloint Committee Review Staff (the “Staff”) haeteived
SRUS’ case from the IRS and that the Staff wouldrddgewing the case and preparing a report for Xbiat
Committee. We will be notified when the Staff famds such report to the Joint Committee. We dointend to
recognize any of the IRS adjustments until thetX@ommittee 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 (“Bajyilae Re”), and the financial guarantors of certafrthe
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 (contied)
Indemnification of Our Directors, Officers, Employes, and Agents

We indemnify our directors, officers, employeesd agents against any action, suit, or proceedirtgtier
civil, criminal, administrative, or investigativby reason of the fact that they are our directfiicer, employee, or
agent, as provided in our articles of associatidxs of September 30, 2012, there is no currenbagctuit, or
proceeding, whether civil, criminal, administrativer investigative, against any of our directordficers,
employees, and agents.

Since this indemnity generally is not subject toifation with respect to duration or amount, wendt 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 subscription deents pursuant to which SALIC committed to make an
investment of up to an aggregate $30.0 million mimvestment fund affiliated with and controlledredtly or
indirectly, by Cerberus (the “Cerberus Affiliatedidd”). As of September 30, 2012, SALIC had inves$d@.7
million of its total commitment, which investmens$ iincluded in Other Investments on the accompanying
Consolidated Balance Sheets at a carrying val$d.4f2 million.

14. Subsequent Events

The subsequent events disclosed in these notég tronsolidated financial statements have beeuatea by
Company management up to and including the filifghe consolidated financial statements on Noveniier
2012.

Dividend on Perpetual Preferred Shares

The dividend on the Perpetual Preferred Sharespaass on the October 15, 2012 dividend payment date.
There can be no assurances that we will make subseglividend payments on the Perpetual PrefertedesS,
either in our discretion or as a result of the aapion of the financial tests contained in thertgrof the Perpetual
Preferred Shares.

Interest Payments on the Capital and Trust Prefedr8ecurities

Subsequent to September 30, 2012, we began makiymgant of the cumulative interest due on our flogti
rate capital securities and trust preferred sdesritThe total cumulative interest amount dued@abid during the
fourth quarter of 2012 is approximately $23.8 railli As of November 15, 2012, we have paid a tofe$3.7
million of the cumulative interest, which becamesdand was paid on October 29, 2012. The remaiofiéhie
cumulative interest on our floating rate capitadséies and trust preferred securities is expettelle paid during
December 2012. There can be no assurances thatiliveontinue to pay current interest on these siées
(without deferral) in any future period.

Orkney Re I
Orkney Re Il was unable to make scheduled intgraginents on the Series A-1 Notes on the November 11

2012 scheduled interest payment date. As a ressitred made guarantee payments on the SerieBléteks for
such scheduled interest payment date in the anod&tt.8 million.
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