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

September 30, December 31,

2014 2013
(Unaudited) (Audited)

Assets
Fixed-maturity investments held as trading se@sijtat fair value.................cccocvvvvvieenn. $ 1,760,093 $ 1,789,343
Fixed-maturity investments held as available-fdescurities, at fair value (amortized

€OSt: 2014 — $2,315; 2013 = ML) eeeeeiiiieieiiieee e 2,295 -
Preferred stock held as trading securities, atvi@e ............ccccovvviiviiiiccce e 1,282 1,138
Cash and cash eqUIVAIENES ..........ooeie e eeeeeeee e 252,075 247,409
Other INVESIMENES ...t e e e e e e s e e r e e e e e e ameeeeeeeeeeenanaan 28,994 21,695
FUNOS WItNNEIA At INTEIEST. ... .ecvviiveeeeeeeae ettt ettt st ete e st e v e reeeesee e e etesseeereaneas 438,296 459,777

TOLAl INVESIMENTS ...ttt ss et 2,483,035 2,519,362
AcCrued iNtErest rECEIVABIE. ...........ovivee e ettt en et 11,833 12,587
Reinsurance balances receivable ...........cccvvviiiiiiiiiiiiiiiiineeeee, 110,268 128,319
Deferred acquUISItION COSES .....iiiiiiiiiii s ceecceecc e e 148,170 153,229
Amounts recoverable from FEINSUIEIS ........ccveeiiiiie e e e e e 682,412 695,163
Present value of in-fOrce BUSINESS ........ccoeeeeeiiiiiiie e 21,282 22,215
ONET BSSBES. ... v et eeee e et e e e et e et e e e e e e et e e et e e eee e e et e e et e e e eeeenaeeeeens 5,618 6,597

TOLAI ASSEES ...t eemee et ee e e e ee e et en e $ 3462618 $ 3,537,472
Liabilities
Reserves for future policy BeNefitS...... .o $ 1,290,397 $ 1,332,960
Interest-sensitive contract 1abilities ... oo veiiiiiiieie e 968,619 1,026,307
Collateral INANCE FACHITY...........oveeeee ettt ettt e 450,000 450,000
Accounts payable and other liabilitfes...............ccooiieiriiieee e 76,458 65,944
Embedded derivative liabilities, at fair ValU@ . ......ccoevvveviiiiiiiiiiiiin e 14,878 18,230
Reinsurance balances payable ...........oo oo 59,285 65,796
Deferred tax labilities ............ovvviiiiiceeme e e e e e 31,156 37,532
Long-term debt, at PAr VAIUE..............c.ieemiei it 116,500 116,500

TOtAl TADIES ...ttt ettt ettt et ese st es s emae s e se s eneens 3,007,293 3,113,269

Mezzanine Equity
Convertible cumulative participating preferredrasa par value $0.01:
1,000,000 shares issued and outstanding widb.$émillion initial stated value
(liquidation preference: 2014 - $846.6 million; 301$814.2 million).............cccccuvenee.. 555,857 555,857

Shareholders’ Deficit
Ordinary shares, par value $0.01:

68,383,370 shares issued and outStandiNg ........ccoeevviiiiiiiiiiiiriee e 684 684
Non-cumulative perpetual preferred shares, parev@u01:

3,246,776 shares issued and outstanding .........cccoccuvviiiiieieeee e, 81,169 81,169
Additional paid-in CAPILAL .........uuuei s st 1,218,190 1,218,190
Accumulated other comprehensive income (I0SS)OfEX .........cooviiiiiiiiiieiei e, (20) -
RELAINEA EFICIT........cveveeieieieieieeeeoemems et te et es s s ee sttt st ses et es s s eae s e, (1,400,555) (1,431,697)

Total ShAreholders’ AEfICIt ................oeemerececeeeeeeieieseeeeeseeeeee et sesaeeeae s e s ses s e eeen (100,532) (131,654)

Total liabilities, mezzanine equity, and total gelders’ defiCit.............cocovervrvmeene. $ 3462618 $ 3,537,472
! Includes total investments of consolidated vagabterest entity (“VIE")............c.......... $ 349,326 $ 324,101
Z Includes accrued interest receivable of CONSAHIMIE ..................coveveveeemreveveeennns 663 473
® Reflects collateral finance facility of CONSONEEALVIE ..............cccevvrivereeeeeeeeeeernenns, 450,000 450,000
“ Reflects accounts payable and other liabilitiesasfsolidated VIE................ccccoevvveene. 52,556 45,759

See Accompanying Notes to Consolidated Financatke8tents (Unaudited)



SCOTTISH RE GROUP LIMITED
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(UNAUDITED)

(Expressed in Thousands of United States Dollars)

Three month period ended

Nine month period ended

September 30, September 30, September 30, September 30,
2014 2013 2014 2013

Revenues
Premiums earned, Nt ........ccocveeiiieiveereeeee e $ 84,626 84,918 263,651 $246,748
Investment iNCOMe, NEet.........cccceeviiiiiieceenmeeeeeeeeeen 19,652 22,702 60,561 68,908
Net realized and unrealized gains (losses)........... 1,169 (1,588) 45,140 16,298
Gain on extinguishment of long-term debt............. - - - 6,240
Change in fair value of embedded derivative assets

and liabilities ..o e 129 3,561 3,352 9,808
Fees and other inCome..........cc.cvevvcveeeeerceeeenne, 585 643 1,751 1,823

TOtal FEVENUES ..o e, 106,161 110,236 374,455 349,825
Benefits and expenses
Claims, policy benefits, and changes in policyholde

TESEIVES, NEL..coiiiiiiiiiiiiiie e s e 80,994 91,961 267,464 4,385
Interest credited to interest-sensitive contract

[ADINTIES ...eveeeieieeee e 6,591 7,180 20,123 ,60B
Other insurance expenses, including amortization of

deferred acquisition costs, Net............ceeeeeevvernnns 9,761 10,445 36,180 36,456
Operating EXPENSES.....ccvvveeeieieieieiieeeeeeesenenreneeens 4,962 4,573 16,344 15,897
Collateral finance facilities expense........ccccceeeennn.. 2,522 2,505 7,449 7,444
INEErESt EXPENSE ..vvvveerireereereeveereesmermessresreeresreaneas 1,230 1,214 3,776 3,653

Total benefits and eXPenSes................commmeeenen 106,060 117,878 351,336 370,641
Income (loss) before income taxes..........cccccevnnnnn. 101 (7,642) 23,119 (20,816)
Income tax benefit (eXPeNnse)........c.coveveeeeeeeevrenennn. (310) (1,058) 8,023 4,266
NEt iNCOME (I0SS)....eveeeeeererereeeeeeeeeeeeeeererenrses $ (209) $ (8,700) $ 31,142 $  (16,550)
Other comprehensive income (loss), net of tax
Unrealized gains (losses) on available-for-sale

investments, net of taX.........ccoev e ivececeeeie e, (20) - (20) -

Total other comprehensive income (loss), net of tax (20) - (20) -
Total comprehensive income (I0SS)..............co.c....... $ (229) $ (8,700) $ 31,122  $  (16,550)

See Accompanying Notes to Consolidated Financekestents (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,

2014 2013

Share capital:
Ordinary shares:

Beginning and end of period ..............c.ooceeeeveereeeeveevnenne $ 684 $ 684
Non-cumulative perpetual preferred shares:

Beginning and end of period ...........c..cooeeeeeeeeeeviecneennn. 81,169 81,169
Additional paid-in capital:

Beginning and end of period .............c.ooeeceveeeeecveennenne. 1,218,190 1,218,190
Accumulated other comprehensive income (loss):

Beginning of period............cccoevvviviiiimieeme e - -

Other comprehensive income (loss), net of taxes........... (20) -

ENG Of PEIHOT ....veveeeeeeeeeeeeee e enen e (20) -
Retained deficit:

Beginning of Period..........cccvveeie i (1,431,697) (1,414,474)

NEt INCOME (I0SS).....vevveeeeeereeee et eeeee s st 31,142 (16,550)

ENG Of PEIIOU ...ttt e (1,400,555) (1,431,024)
Total shareholders’ defiCit............c.cccovvveeeecreeereeseenenn, $ (100532) $  (130,981)

See Accompanying Notes to Consolidated Financetke8tents (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,
2014 2013

Operating activities
NEet iNCOME (I0SS) ..veeiieeie ettt $ 31,142 $ (16,550)
Adjustments to reconcile net income (loss) to methcused in

operating activities:

Net realized and unrealized gainSs.........ccoccccvevvvvimeeeeeeeeeennn, (45,140) (16,298)
Gain on extinguishment of long-term debt.. - (6,240)
Changes in value of embedded derivative assethamhtles (3,352) (9,808)
Amortization of deferred acquisition COStS..........cceveiiiiiieiiee. 5,059 7,610
Amortization of present value of in-force business............... 933 1,319
Amortization of deferred finance facility costs...................... 651 651
Depreciation of fixed aSSetS.........cc.eeii e e evviic i 101 107
Changes in assets and liabilities:
Funds withheld at interest ... 21,481 21,902
Accrued interest receivable .............coeemmeeieciiiii 754 (925)
Reinsurance balances receivable.........ccccoueiiiiimmiiiiiicenns 18,051 21,978
OthEr @SSELS .oiiiiiiiiii ettt e e e e e 180 307
Reserves for future policy benefits, net of ameuecoverable
frOM FEINSUIEIS....ciiiiiieiiiiiiii e e eeeeeeaenes (29,812) (2,530)
Interest-sensitive contract liabilities ...cooe.oooovviiviiiivimeeieeiiens (16,150) (18,373)
Accounts payable and other liabilities, incluglioteferred tax
HADITIES ...eeeeeee e 4,138 5,192
Reinsurance balances payable...........ccc..... (6,511) 7,359
Net cash provided by (used in) operatmg activities.............. (18,475) (4,299)
Investing activities
Purchase of fixed-maturity investments.. (185,424) (306,896)
Proceeds from sales and maturities of f|xed mq;tumwestments 252,686 246,086
Purchase of and proceeds from sales and matwftgeferred
SEOCK, NEL..eeiiiiiieeie e e - 794
Purchase of and proceeds from other investmerts,. ne........... (2,666) 416
Net cash provided by (used in) investing activities............... 64,596 (59,600)
Financing activities
Withdrawals from interest-sensitive contract lidlgk................. (41,455) (47,040)
Acquisition of long-term debt ...........c.ooeeeeeeeeeee e, - (6,760)
Net cash provided by (used in) financing activities............... (41,455) (53,800)
Net change in cash and cash equivalents....cccccce.ovvvveveveennnes 4,666 (117,699)
Cash and cash equivalents, beginning of periad.................... 247,409 368,809
Cash and cash equivalents, end of Pefiod. .o vevcecsseer. 252,075 251,110

See Accompanying Notes to Consolidated Financetke8tents (Unaudited)



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

September 30, 2014

1. Organization, Run-Off Strategy, and Lines of Bumess
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 dsaand
our principal executive office is located in Bernaud Through our operating subsidiaries, we arecjpaily
engaged in the reinsurance of life insurance, di®syiand annuity-type products. As of Septemliter2®14, we
have principal operating companies, holding comggnfinancing companies, and a collateral finaraelify in

Bermuda, the Cayman Islands, Ireland, Luxembourd,the United States of America (U.S.), as follows:

Bermuda
Scottish Re Life (Bermuda) Limited

Cayman Islands
SRGL

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

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

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

Scottish Holdings (Luxembourg) S.ar.l.

uU.s.
Scottish Holdings, Inc. (“SHI”)
Scottish Re (U.S.), Inc. (“SRUS")

Business Strategy

In 2008, we ceased writing new business and ndtifigr existing clients that we would not be acceptny
new reinsurance risks under existing reinsurareatiers, thereby placing our reinsurance busingssim-off (the
“Closed Block”). We continue to run-off the ClosBtbck, whereby we receive premiums, pay claimsl, perform
key activities under the related reinsurance tesatiDuring 2013 and early 2014, the Company begangage
with its regulators and certain ceding companiggmding the Company’s intent to accept new insugansks,
either through the reinsurance of existing thirdypalosed blocks of business, the assumption afiyeriginated
business written by third parties, or the acquisitdf existing insurance or reinsurance legal iestifthe “New
Business Strategy”). There can be no assurancetharor to what extent the Company will be sudcéss its
pursuit of the New Business Strategy or what effeath strategy will have on the Company’s repofieancial
results in future periods.

The Company has purchased from time-to-time andpifortunities arise, may in the future continue to
purchase, in privately-negotiated transactionsnaparket purchases, or by means of general seiwits tender
offers, or otherwise, our outstanding securitied ather liabilities. Any such purchases will depem a variety of
factors including, but not limited to, availablerporate liquidity, capital requirements, and indiiea pricing levels.
The amounts involved in any such transactionsyiddally or in the aggregate, may be material.



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2014
1. Organization, Run-Off Strategy, and Lines of Businss (continued)
Lines of Business

As defined and described in the Company’s auditetsalidated financial statements and accompanyirtigsn
thereto for the year ended December 31, 2013, we haitten reinsurance business that is wholly artiplly
retained in one or more of our reinsurance subsédiaand have classified the reinsurance as ToaditiSolutions
or as Financial Solutions.

Merger of Subsidiaries

On January 14, 2013, SRUS and its then wholly-owsigusidiary, Scottish Re Life Corporation (“SRLC"),
entered into an Agreement and Plan of Merger. Upenterms and subject to the conditions thereidluding
receipt of all required approvals, and in accoréanith the provisions of Section 253 of the Delaav&eneral
Corporation Law and Section 4930 of the Delawasuiance Code, SRLC would be merged with and intd SR
(the “SRUS/SRLC Merger”). From and after the difextime of the SRUS/SRLC Merger (the “Effectivate”),
SRUS, as the surviving corporation in the SRUS/SRU&rger, would be responsible and liable for alltio¢
liabilities and obligations of SRUS and SRLC exigtias of the Effective Date, and all policies afurance and
contracts and agreements of reinsurance or resimreassumed or issued by SRLC, or pursuant tohvBRLC
was a party would, as of the Effective Date, becqmoécies of insurance and contracts and agreemeits
reinsurance or retrocession (as the case may R0OS. Approval of the SRUS/SRLC Merger was reseifrom
the Insurance Commissioner of the State of DelawarMay 8, 2013 and from the Insurance Commissiofi¢ne
State of California on July 12, 2013. The EffeetiDate of the SRUS/SRLC Merger was July 30, 20T8e
SRUS/SRLC Merger had no affect on the Company’s. (GBAP consolidated financial position and resulfs
operations.

2. Basis of Presentation

Accounting Principles — Our consolidated interimaficial statements are prepared in accordance Wih
Generally Accepted Accounting Principles (“U.S. GRA. Accordingly, these consolidated interim ficai
statements do not include all of the informatiod aotes required by U.S. GAAP for annual finansigtements.
These unaudited consolidated interim financialestents should be read in conjunction with the Comjsa
audited consolidated financial statements and apeoring notes thereto for the year ended Decenthe2(®. 3.

Consolidation — The consolidated financial stateimérclude the assets, liabilities, and resultepdrations of
SRGL, its subsidiaries, and the VIE for which we #re primary beneficiary, as defined in Finanéiatounting
Standards Board (“FASB”) Accounting Standards Qodtfon (“ASC”) Subtopic 810-10, Consolidation — &all
(“FASB ASC 810-107). All significant intercompanyransactions and balances have been eliminated in
consolidation. We currently consolidate one naretgse securitization, Orkney Re 1l, a special pagpVIE
incorporated under the laws of Ireland. For furttiscussion on Orkney Re I, please refer to NtéCollateral
Finance Facility and Securitization Structure”.

Estimates and Assumptions — The preparation ofatmated interim financial statements in conformitith
U.S. GAAP requires management to make estimatesagadmptions that affect the amounts reported én th
consolidated interim financial statements and agaomging notes. Actual results could differ matérirom those
estimates and assumptions used by managementuamastimates and assumptions could change irutheefas
more information becomes known, which could imghetamounts reported and disclosed herein.

Our most significant assumptions are for:

* investment valuations;
« accounting for embedded derivative instruments;



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2014
2. Basis of Presentation (continued)

e assessment of risk transfer for structured inswrame reinsurance contracts;

» estimates of premiums;

« valuation of the present value of in-force business

» establishment of reserves for future policy besefit

» amortization of deferred acquisition costs;

» retrocession arrangements and amounts recoverabferéinsurers;

* interest-sensitive contract liabilities; and

e current taxes, deferred taxes, and the determmafiassociated valuation allowances.

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

Reclassifications — Certain prior period amounts omr consolidated interim financial statements and
accompanying notes have been reclassified to conforthe current presentation. These reclassidicatprimarily
impact amounts under the following captions rembitiethe Consolidated Statements of Comprehensis@nhe:

* Investment income, net;

* Net realized and unrealized gains (losses);

* Fees and other income;

» Other insurance expenses including amortizatiose®érred acquisition costs, net; and
* Operating expenses.

The following table illustrates the reclassificasocompleted for the three month and nine montiogerended
September 30, 2013:

Three month period ended September 30, Nine month period ended September 30,

(U.S. dollars in thousands) 2013 2013
Three Month Nine Month
Change — Change —
Consolidated Statements of Original Reclassified Increase Original Reclassified Increase
Comprehensive Income Line September September (Decrease) September September (Decrease)
Item Amount Amount Net Income Amount Amount Net Income
Revenues
Investment income, net............. $ 22,713 $ 22,702 $ (11) $ 68,261 $ 68908 % 647
Net realized and unrealized gains
(IOSSES) «veeeeeieeiiiee e (1,838) (1,588) 250 14,524 16,298 1,774
Fees and other income.............. 894 643 (251) 4,277 1,823 (2,454)

Benefits and expenses
Other insurance expenses

including amortization of

deferred acquisition costs, net.. 9,178 10,445 (1,267) 32,561 36,456 (3,895)
Operating expenses................... 5,852 4,573 1,279 19,825 15,897 3,928

Investments — In accordance with FASB ASC 320 Ilmesits — Debt and Equity Securities, we are reduve
review the appropriateness of our investment diaaion at least annually. During 2014, we reeettd the
appropriateness of the accounting classificatibour fixed-maturity investments and preferredcky which have
been classified as trading since January 1, 2@38a result of this evaluation, the Company haerdeined that as
it acquires new fixed-maturity investments and @nefd stocks it will classify such securities aaikable-for-sale,
such that over time the Company’s entire investnmntfolio will be classified under available-foale. This



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2014

2. Basis of Presentation (continued)

process of migrating to available-for-sale as trmm@any acquires or replaces fixed-maturity investisieand
preferred stocks could take several years giverdtimation of some of our existing investmenEffective August
2014, the Company classified securities in defipedfolios as available-for-sale.

For further discussion on our available-for-saleestments, please refer to Note 4, “Investmenfwailable-
for-Salé.

3. Recent Accounting Pronouncements

In February 2013, the FASB issued ASU No. 2013d&@mprehensive Income (Topic 220) - Reporting of At
Reclassified Out of Accumulated Other Comprehensioeme (“ASU No. 2013-02"). The objective of AS\b.
2013-02 was to develop reporting and disclosureiregpents about changes in accumulated other ctrepseve
income (“AOCI") balances and reclassifications o AOCI. For public companies, ASU No. 2013-02 wéfective
prospectively for fiscal years and interim periedthin those years beginning after 15 December 2@ nonpublic
companies, ASU No. 2013-02 was effective prospelgtifor fiscal years beginning after 15 December2and interim
and annual periods thereafter. Early adoption veamitted. Following our acquisition of investmewtassified as
available-for-sale, effective August 2014, as disedl in Note 2, “Basis of Presentation”, we araired to disclose
unrealized gains and losses on available-for-sakestments under other comprehensive income, grassoresult, we
have adopted the provisions of ASU No. 2013-02tlier three month and nine month periods ended Sbptegd,
2014. The adoption did not have a material effecthe Company’s consolidated financial positiod assults of
operations.



SCOTTISH RE GROUP LIMITED

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)

September 30, 2014

4, Investments

The components of realized and unrealized gainssé¢ls) and of the change in net unrealized appi@tiat
(depreciation) on investments and other balanacethéofor the three and nine month periods endgdegeer 30,

2014 and 2013 were as follows:

Three month period ended

Nine month period ended

(U.S. dollars in thousands) September 30, September 30, September 30, September 30,
2014 2013 2014 2013
Realized and unrealized gains (losses)
Fixed-maturity investments
Gross realized gains...........ccoeveeeeivceme. $ 1,056 $ 2,391 $ 4,234 $ 7,727
Gross realized 10SSES..........cevvvivniiieennnns (1,527) (3,203) (3,163) (7,443)
Net unrealized gains (I0Sses) ................... (311) 70 39,253 15,292
(782) (742) 40,324 15,576
Preferred stock
Gross realized gains............vvvvvvevimmmnn. - - - 26
Gross realized [0SS€S.........c.oeeevviiiiieeennns - - - -
Net unrealized gains (I0Sses) .........cc.cuuu.e. (8) (167) 144 (176)
(8) (167) 144 (150)
Other
Cerberus Affiliated Fund* — unrealized gains ...... 1,880 250 4,632 1,773
Realized gains (losses) on modified coinsurance
TrEALIES .. v e 920 (989) 83 (1,043)
ONEI e (11) 60 (43) 142
1,959 (679) 4,672 872
Net realized and unrealized gains (losses)......... $ 1169 $ (1,588) § 45140 § 16,298

* Defined in the Note below.

Trading Investments

The portion of net unrealized losses for the thrmemth periods ended September 30, 2014 and 2013 tha
related to trading securities, which includes fixedturity investments and preferred stocks, stdldhat the

reporting dates was $0.3 million and $0.1 millicespectively.

The portion of net unrealized gains for the ninenthqeriods ended September 30, 2014 and 2013dfad¢d
to trading securities, which includes fixed-matyiitvestments and preferred stocks, still helchatreporting dates

was $39.4 million and $15.1 million, respectively.

Available-for-Sale Investments

As disclosed above in Note 2, “Basis of Presentdtion August 2014, we classified a defined poitiobf
fixed-maturity investments as available-for-saks of September 30, 2014, we have acquired appiatein $2.3
million in a defined portfolio of fixed-maturity irestments classified as available-for-sale in camsolidated
financial statements, all of which were purchasegdthe Company’s Irish subsidiary, SRD. While wevéda
disclosed available-for-sale investments separaielyhe Consolidated Balance Sheets as of SepteB@he&r014,
and disclosed unrealized losses, net of tax, of BRusand on these available-for-sale investmentsthe

10



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2014
4. Investments (continued)

Consolidated Statements of Comprehensive Incomihéothree month and nine periods ended Septenth@034,

the Company considers full note disclosure on tlaesdable-for-sale investments to be immateriahit time. We

will continue to review the disclosure requiremefds our available-for-sale investments in our aainaudited

consolidated financial statements and in our intezonsolidated financial statements as additiomatstments are
acquired, therefore increasing the size of ourfplastclassified as available-for-sale.

Other Investments

Other investments, as of September 30, 2014, ieslyblicy loans, which are carried at the outstamdiban
balances, investments in debt securities, and imargs accounted for under the equity method, do@ance with
FASB 323 Investments — Equity Method and Joint \Yegg, for which the resulting equity method cargyialue is
deemed to approximate fair value. The investmantounted for under the equity method representuted
subscription documents, signed by SALIC on March 212, pursuant to which SALIC committed to make a
investment of up to an aggregate $30.0 million mimvestment fund affiliated with and controlledredtly or
indirectly, by Cerberus Capital Management, L.REdtberus”) (the “Cerberus Affiliated Fund”). As $&ptember
30, 2014, SALIC had invested $16.3 million of itgal commitment, which investment is included untiether
investments” on the accompanying Consolidated Rale®heets at a carrying value of $26.0 million.ajes in
the fair value of the Cerberus Affiliated Fund @meluded in “Net realized and unrealized gains4&s9” on the
accompanying Consolidated Statements of Comprelehsiome.

For further discussion of investments in the CarbeXffiliated Fund subsequent to September 30, 2plbase
refer to Note 13, “Subsequent Eventsivestment in Cerberus Affiliated Fund

5. Fair Value Measurements

FASB ASC 820 defines fair value, establishes a éaork for measuring fair value based on an exitepri
definition, establishes a fair value hierarchy liase the quality of inputs used to measure faineahnd provides
disclosure requirements for fair value measuremefitse hierarchy gives the highest priority to yoated quoted
prices in active markets for identical assets abilities (Level 1 measurements) and the lowesbrityi to
unobservable inputs (Level 3 measurements), asideddn Note 5, “Fair Value Measurements” in then@pany’s
audited consolidated financial statements and apearing notes thereto for the year ended DecembeR(13,
which, along with Note 4, “Investments” above, aiscludes additional disclosures regarding our faitue
measurements.

11



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2014
5. Fair Value Measurements (continued)

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

September 30, 2014

(U.S. dollars in millions) Level 1 Level 2 Level 3 Total
Investments
Government SECUNLIES .........cccvvereeeevmiieeeeseee B - $ 287 % - $ 28.7
Corporate SECUNMIES ........cceeeeeveiiees e e - 640.3 26.1 666.4
Municipal bonds............ovvvviiiiiiiiimme e - 32.2 - 32.2
Mortgage and asset-backed securities .............. - 719.2 315.8 1,035.0
Fixed-maturity investments............ccccueeemmevnnnnnn. - 1,420.4 341.9 1,762.3
Preferred StOCK ........cooveviieeeeeee e, - 1.3 - 1.3
Total assets at fair VAIUE .................vommeeesesisrsins B - 0% 14217 $ 3419 $ 1,763.6
Embedded derivative liabilities ..............coommrevenn.. - - (14.9) (14.9)
Total liabilities at fair value...............ccoereevrvererernnn. $ - 8 - 8 (14.9) $ (14.9)
December 31, 2013
(U.S. dollars in millions) Level 1 Level 2 Level 3 Total
Investments
Government securities $ - $ 328 % - $ 32.8
Corporate SECUNMIES ........ceeeeeeeevie e e - 712.0 44.0 756.0
Municipal bonds............oocciiiiir e - 37.5 - 37.5
Mortgage and asset-backed securities ......co.... - 565.4 397.7 963.1
Fixed-maturity investments............ccccueeeemernnnnnn. - 1,347.7 441.7 1,789.4
Preferred StOCK ........ocveiveiiie e ceeees e - 11 - 11
Total assets at fair value .................commmeeeereeseenne. P - $ 1,348.8 $ 4417 $ 1,790.5
Embedded derivative liabilities .............commeevrveee. - - (18.2) (18.2)
Total liabilities at fair value...............occeeeeeeiiiiiiinnns $ - $ - $ (18.2) $ (18.2)

The following tables present additional informat@mout our assets and liabilities measured atvidire on a
recurring basis and for which we have utilized gigant unobservable (Level 3) inputs to deternfisie value as of
the dates indicated:
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2014

5. Fair Value Measurements (continued)

Fair Value Measurements Using Significant Unobsendale Inputs (Level 3) for the nine month period
ended September 30, 2014

Mortgage
and asset- Total
Corporate backed Total assets liabilities at
(U.S. dollars in millions) securities securities at fair value fair value
Beginning balance as of January 1, 2014......... $ 440 $ 3977 $ 4417 $ (18.2)
Total realized and unrealized gains (losses)
included in netincome ..........cccvvvvvnvieenmnennnn, 0.1 345 34.4 3.3
PUrChases.......coooviiiiiiiiiicceeee e - 13.7 13.7 -
SettlemMEeNtS......cvvviiiiiiie s s e (16.7) (23.9) (40.6) -
Transfers in and/or (out of) Level 3, net.......... - (107.3) (107.3) -

Ending balance as of September 30, 2014....... $ 272 $ 3147 § 3419 § (149

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

2013
Mortgage
and asset- Total
Corporate Municipal backed Total assets liabilities at
(U.S. dollars in millions) securities bonds securities  at fair value fair value
Beginning balance as of January 1,
2013 $ 742 % 5.4 $ 3201 $ 399.7 $ (26.3)
Total realized and unrealized
gains (losses) included in net
INCOME ....cooiiiiiiiiiieeeeeeeee (2.0) - 64.1 62.1 8.1
Purchases ........ccccooviiiiiiiiiinceees - - 53.7 53.7
Settlements.......ccccevveveeeee s (28.9) - (33.3) (62.2) -
Transfers in and/or (out of) Level
K 1 SO 0.7 (5.4) (6.9) (11.6) -
Ending balance as of December 31,
2013 oo $ 440 5 - $ 3977 $ 4417 $ (182

Changes in classifications impacting Level 3 finahinstruments were reported in the above tabdesamsfers
in (out) of the Level 3 category at the end of eqahrterly period in which the transfers occurrdthe portion of
net unrealized gains for the three month and nimatm periods ended September 30, 2014 related vtel L2
trading securities still held at the reporting dateas $9.0 million and $33.4 million in net gairespectively. The
portion of net unrealized gains for the three maautid nine month periods ended September 30, 204&deto
Level 3 trading securities still held at the repaytdates was $1.4 million and $49.3 million in rgdins,
respectively.

The following tables summarize the fair values fillions), the valuation techniques, and the sigaifit
unobservable inputs of the Level 3 fair value meamients, as of September 30, 2014 and Decembe2(03B,
respectively, for which we have been able to obtpiantitative information about the significant beervable
inputs used in those fair value measurements:
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September 30, 2014

5. Fair Value Measurements (continued)

September 30, 2014

Significant
Assets Unobservable
(U.S. dollars in millions) Fair Value Valuation Technique Inputs Input Ranges
Liquidity/duration
Corporate securities.............. $ 19.3 Discounted Cash Flow adjustment* 0.6% - 2.9%
Mortgage and asset-backed Liquidity/duration
SECUNMLIES ...cvvvevvievviiiiiiee e, $ 23.6 Discounted Cash Flow adjustment* 1.1%-1.7%
December 31, 2013
Significant
Assets Unobservable
(U.S. dollars in millions) Fair Value Valuation Technique Inputs Input Ranges
Liquidity/duration
Corporate securities.............. $ 37.0 Discounted Cash Flow  adjustment* 0.4% - 4.7%
Mortgage and asset-backed Liquidity/duration
SECUNMLIES ..o, $ 23.2 Discounted Cash Flow  adjustment* 1.7% - 1.8%

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

etc., as applicable.

We have excluded from the table above Level 3valine measurements obtained from independent -fiairty
pricing sources, including prices obtained fromkems, for which we do not develop the significamtuts used to
measure the fair values, and where informationrdégg the significant inputs is not readily avaikabo us from the

independent, third-party pricing sources or brokers
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2014
6. Fair Value of Financial Instruments

The fair values of financial assets and liabilitasge estimated in accordance with the frameworbished
under FASB ASC 820. The methodology for deterngrtime fair value of financial instruments on a neourring
basis, in addition to those disclosed above in Ngtédnvestments” and Note 5, “Fair Value Measureisg are
described in Note 2, “Summary of Significant Accting Policies —Investments Note 5, “Fair Value
Measurements”, and Note 6, “Fair Value of Finanbiatruments” in the Company’s audited consoliddteancial
statements and accompanying notes thereto fore¢aegnded December 31, 2013. The following taéte forth
the fair values of our financial instruments, ashe&f dates indicated:

September 30, 2014 December 31, 2013
Carrying Estimated Fair Carrying Estimated Fair
(U.S. dollars in thousands) Value Value Value Value
Assets
Fixed-maturity
investments held as
trading securities.................. $ 1,760,093 $ 1,760,093 $ 1,789,343 $ 1,789,343
Fixed-maturity
investments held as
available-for-sale
SECUNLIES v 2,315 2,295 - -
Preferred stock.........ccoovvvvvnneenn. 1,282 1,282 1,138 1,138
Other investments.........cccc....... 28,994 28,994 21,695 21,695
Funds withheld at interest........ 438,296 438,296 459,777 459,777
Liabilities
Interest-sensitive contract
liabilities .......ccoooevviivveeeeeee $ 968,619 $ 967,639 $ 1,026,307 $ 1,025,308
Collateral finance facility ........ 450,000 221,357 450,000 171,629
Embedded derivative
liabilities, at fair value ......... 14,878 14,878 18,230 18,230
Long-term debt, at par
Value ..o 116,500 83,406 116,500 81,383
7. Collateral Finance Facility and SecuritizationStructure

Orkney Rel |l

Historical information regarding the Orkney Re bllateral finance facility and securitization stiwe is
discussed in Note 9, “Collateral Finance Facilitiesl Securitization StructuresGrkney Re [1in the Company’s
audited consolidated financial statements and apeoring notes thereto for the year ended Decenthe2(®. 3.

The following table reflects the significant balesdncluded in the accompanying Consolidated Bal@tweets

that were attributable to the Orkney Re Il collatdinance facility and securitization structur@yiding support to
the Company:
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)

September 30, 2014

7. Collateral Finance Facility and SecuritizationStructure (continued)

September December
(U.S. dollars in thousands) 30, 2014 31, 2013
Assets
Funds withheld at interest..............cccceeueeee, $ 369,794 $ 366,561
Cash and cash equivalents.............c.c........ 12,024 1,961
All Other asSets..........cccevevviververeiieeeesieeene, 44,510 41,873
TOtal SSELS.......cvvveeeerreeeeesceemeeeesee e, $ 426328 $ 410,395
Liabilities
Reserves for future policy benefits............ $ 137,139 $ 137,491
Collateral finance facility............cc.covccmmmenn. 450,000 450,000
All other liabilities ..........ccoeveeveeveerieee e, 49,886 46,833
Total liabilities ..........cc.covevrverererereieeans $ 637,025 $ 634,324

The assets listed in the foregoing table are stibjea variety of restrictions on their use, asfeeth in and
governed by the transaction documents for the Grie Il collateral finance facility and securitizat structure.
The total investments of the consolidated VIE dised in the accompanying Consolidated Balance Slimgtide
the following adjustments: (i) deduction of the etssneeded to satisfy future policy benefits, basecturrent
projections (“economic reserves”), and (ii) additiof the market value of consolidated assets hell segregated
account in excess of Orkney Re II's funds withhatldnterest. The following table provides a redlietton of the
aforementioned adjustments:

September December
(U.S. dollars in thousands) 30, 2014 31,2013
Funds withheld at interest................cccccevveiee. $ 369,794 $ 366,561
Cash and cash equivalents..................c.....cee. 12,024 1,961
Total investMeNtS.......cccccovvvviiiieeiieeeee e $ 381,818 $ 368,522

Add: Market value of consolidated assets held
in a segregated account in excess of Orkney

Re II's funds withheld at interest................ 56,273 46,479
Less: Asset supporting economic reserves... (88,765) (90,900)
Total investments in consolidated VIE........... $ 349,326 $ 324,101

The reinsurance liabilities of Orkney Re Il havebeliminated from the Consolidated Balance Sheets.
Orkney Re |l Event of Default, Acceleration, and Foreclosure

Orkney Re Il has been unable to make scheduledesttpayments on the Series A-1 Notes and Serigs A-
Notes on all scheduled quarterly interest payma¢sisince May 11, 2009. As of September 30, 28%dured
Guaranty (UK) Ltd. (“Assured”) has made guarantagnpents in the cumulative amount of $17.3 millionthe
Series A-1 Notes which are the subject of a fineinguaranty policy issued by Assured in connectigth the
Orkney Re Il transaction. Unlike the Series A-ltéd) the Series A-2 Notes were not guaranteed uhdeDrkney
Re Il transaction and the amount of cumulativerageon the Series A-2 Notes was $2.6 million aSejtember
30, 2014. This amount of cumulative interest an3eries A-1 Notes and the Series A-2 Notes has &ezrued by
us in “Accounts payable and other liabilities” etConsolidated Balance Sheets. Interest on thesS&-1 Notes
on which Assured is making guarantee payments yalge quarterly at a rate equivalent to three-mdiBOR
plus 0.425%. As of September 30, 2014 and Dece®beR013, the interest rate on the Series A-1 otas
0.66%. Interest on the Series A-2 Notes, whichretguaranteed as part of the Orkney Re Il traiwacis
payable quarterly at a rate equivalent to threetm@BOR plus 0.730%. As of September 30, 2014, ititerest
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September 30, 2014
7. Collateral Finance Facility and SecuritizationStructure (continued)
rate on the Series A-2 Notes was 0.96% (compar€dXt as of December 31, 2013). For further disicun on
the Orkney Re Il scheduled interest payments onSthiées A-1 Notes and the Series A-2 Notes subsédoe
September 30, 2014, please refer to Note 13, “Quiese Events -©Orkney Re Il.

8. Debt Obligations and Other Funding Arrangements

Capital and Trust Preferred Securities

Long-term debt, at par value (collectively, the pital and Trust Preferred Securities”), is indivétly defined
and described in Note 10, “Debt Obligations andeDthunding Arrangements” in the notes accompantfireg
Company’s audited consolidated financial statemfotshe year ended December 31, 2013. The peittidetails
regarding long-term debt, at par value are showherfollowing 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 lon-term dekb...........ccccceeeeee Capital Trust I1* GPIC Trust n* SFL Trust I’
Long-term debt outstanding................ $17,500 $20,000 $10,000 $19,000%** $50,000
Maturity daté........cocereeieereinireeneen Dec 4, 203 Oct 29, 203 Sept 30, 202 June 17, 20¢ Dec 15, 203
Currently redeemable (in whole or in
PAM) et Yes Yes Yes Yes Yes
Interest Payable ..........cccoooriee et Quarterly Quarterly Quarterly Quarterly Quarterly
Interest rate: 3-month LIBOR .+........... 4.00% 3.95% 3.90% 3.80% 3.50%
Interest rate as &Geptembego, 2014.. 4.24% 4.19% 4.14% 4.04% 3.74%
Interest rate as of December 31, 2Q1: 4.25% 4.20% 4.15% 4.05% 3.75%
Maximum number of quarters for
which interest may be deferred........ 20 20 20 20 20
Number of quarters for which interest
has been deferred as of September
30,2014 ..o 7 7 7 7 7

* Defined in the notes accompanying the Companytitad consolidated financial statements for tharymded December 31,
2013.

*SRGL owns $13.0 million of the Trust Preferred@#ties Due 2034 securities, as further explaiimethis Note.

Acquisition of Trust Preferred Securities Due 2034

On January 31, 2013, SRGL agreed to acquir@ privately-negotiated transaction, approxehat$13.0
million in aggregate liquidation amount of Trustefnred Securities Due 2034, with a liquidationference of
$1,000 per security, at a purchase price of $52(80 security. In accordance with FASB ASC 405,
Extinguishment of Liabilities, the Company recordeds6.2 million gain on the extinguishment of débtthe
Consolidated Statements of Comprehensive Incortteeifirst quarter of 2013.
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8. Debt Obligations and Other Funding Arrangementgcontinued)
Deferral of I nterest Payments on the Capital and Trust Preferred Securities

We began deferring interest payments as of Jar2@r2013 on the Capital and Trust Preferred Seesris
permitted by the terms of the indentures govertimgysecurities. As of September 30, 2014, we laaceued and
deferred net payments of $8.9 million in interesttbe Capital and Trust Preferred Securities. S#l, and
SALIC generally are restricted in their ability tnake certain dividend payments and payments inectspf
obligations ranking junior opari passuto the Capital and Trust Preferred Securitiesnn period where interest
payment obligations on these securities are naoentr

For further discussion on the accrued and defepagment on our Capital and Trust Preferred Seesriti
subsequent to September 30, 2014, please refeotto 18, “Subsequent EventdDeferral of Interest Payments on
the Capital and Trust Preferred Securities”.

9. Mezzanine Equity — Convertible Cumulative Partigpating Preferred Shares

We accounted for the 2007 issuance of Convertihlen@ative Participating Preferred Shares (the “CCPP
Shares”) to affiliates of MassMutual Capital PartneLC and Cerberus (together with MassMutual Gatartners
LLC, the “Investors”), in accordance with FASB ASSTibtopic 470-20, Debt — Debt with Conversion antdedt
Options, which incorporates Emerging Issues Taskd-®-98: “Classification and Measurement of Redsam
Securities”.

As of September 30, 2014, the net amount of divddeaccreted pursuant to the terms of the CCPP Shars
$246.6 million in the aggregate, or $246.59 pereahd-or further discussion and additional disctesuegarding
the CCPP Shares, please refer to Note 11, “Mezealiquity — Convertible Cumulative Participating flereed
Shares” in the notes accompanying the Company'sealidonsolidated financial statements for the yexaded
December 31, 2013.

10. Shareholders’ Deficit
Ordinary Shares

We are authorized to issue 590,000,000 ordinaryesh@he “Ordinary Shares”) with a par value of0fi0per
share.

As of September 30, 2014 and December 31, 2013hae 68,383,370 Ordinary Shares issued and
outstanding.

Perpetual Preferred Shares
We are authorized to issue 50,000,000 preferrexkstveith a par value of $0.01 per share.
In 2005, we issued 5,000,000 non-cumulative PegbdRueferred Shares (the “Perpetual Preferred Share

Gross proceeds were $125 million, and related esgemwere $4.6 million. As of September 30, 2014 ,have
repurchased and cancelled 1,753,224 Perpetualrffghares.
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10. Shareholders’ Deficit (continued)

As of September 30, 2014 and December 31, 2013have 3,246,776 Perpetual Preferred Shares issukd an
outstanding.

The dividend rate on our Perpetual Preferred Shasgsbe at a fixed rate determined through remantyedf
our Perpetual Preferred Shares for specific peraddsrying length not less than six months or roayat a floating
rate reset quarterly based on a predefined set@fest rate benchmarks. The quarterly floatingsréor September
30, 2014 and 2013 were 6.53% and 7.27%, respegtiv@liring any dividend period, unless the fullidends for
the current dividend period on all outstanding aral Preferred Shares have been declared or paidividend
may be paid or declared on our Ordinary Sharesnan@rdinary Shares or other junior shares may behaised,
redeemed, or otherwise acquired for consideratiprSBRGL. Please refer below tdf/idends on Perpetual
Preferred Sharésn the Note below for additional information.

Dividends on Ordinary Shares

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

All future payments of dividends are at the disorebf our Board of Directors (the “Board”) and hdepend
on such factors as the Board may deem relevanttwitiistanding the foregoing, if dividends on oumReual
Preferred Shares have not been declared and palé¢lared and a sum sufficient for the paymentetbieset aside)
for a dividend period, we generally are precludednf paying or declaring any dividend on our Ordyn&@hares.

Dividends on Perpetual Preferred Shares

In accordance with the relevant financial testseurile terms of our Perpetual Preferred SharesBoard was
precluded from declaring and paying a dividendanrection with each of the 2013 and 2014 year te d&idend
payment dates.

Pursuant to the terms of, and subject to the pruresdset forth in, the Certificate of Designatiosisited to our
Perpetual Preferred Shares, the holders of oureReapPreferred Shares are entitled to elect twectbrs to our
Board in the event dividends on our Perpetual PrefleShares have not been declared and paid favrsimore
dividend periods, consecutive or not (a “NonpayijenEailure to declare and pay dividends on thiy 1%, 2009
dividend payment date marked the sixth dividendogefor which dividends had not been declared aaid fi.e., a
Nonpayment); howevethe right of the holders of our Perpetiaeferred Shares to elect two directors to our @oar
has not been exercised as of September 30, 205hd when dividends for at least four dividendigpas, whether
or not consecutive, following a Nonpayment havenbead in full, this right will cease.

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

For further discussion on the non-declaration efddéinds on our Perpetual Preferred Shares, pledse to
Note 13, “Subsequent EventdNen-declaration of Dividends on Perpetual Prefer&uhres.
11. Income Taxes

The income tax expense for the three month peeoded September 30, 2014 and 2013 was $0.3 méhadn

$1.1 million, respectively. The income tax benédit the nine month periods ended September 304 208 2013
was $8.0 million and $4.3 million, respectivelynyAnet incomes from the operations of our Caym&mtkentities
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11. Income Taxes (continued)

are not subject to income tax. The operationsuwfld.S. non-life, Bermuda and Irish entities did generate a
current tax expense, other than potential inteegst penalties on accrued tax liabilities for ungggped tax

benefits, due to the operating performance andtadability of tax losses from prior tax yearsheToperations of
our U.S. life group produced current tax expensapgiroximately $34 thousand, which is a resulthef prior year
tax loss limitation rules under the Alternative itum Tax. The utilization of tax losses resultsimeduction in
deferred tax assets and a corresponding reductitimei valuation allowance established against tleserred tax
assets. The income tax benefit for the nine mpetiods ended September 30, 2014 and 2013 wereigaily due

to a reduction of the deferred tax liability foerits reversing outside of the 15 year net operabisg carryforward
period in the U.S.

As of September 30, 2014, we had total unrecogniarenefits (excluding interest and penaltiespaL
million, the recognition of which would result in%0.7 million benefit at the effective tax rate the applicable
period. As of December 31, 2013, we had total cogrized tax benefits (excluding interest and pgawlof $3.1
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 supportedhle reversal of deferred tax liabilities. We reumtly
provide a valuation allowance against deferredassets when it is more likely than not that som#iqryg or all, of
our deferred tax assets will not be realized. \&eehmaintained a full valuation allowance agaimst @emaining
deferred tax asset associated with our operationkd U.S. and Ireland, given uncertainties in foure taxable
income projections and the scheduling of our curdefierred tax liabilities.

As of September 30, 2014 and December 31, 2013 eferred tax liabilities included $31.2 millionch#37.5
million, respectively, of deferred tax liabiliti¢sat reverse after the expiration of net operalirsg carryforwards in
applicable jurisdictions, and, therefore, cannqipgut deferred tax assets.

We file our tax returns as prescribed by the taxslaf the jurisdictions in which we operate. AsSmptember
30, 2014, we remained subject to examination infalewing major tax jurisdictions for the returfiged for the
years indicated below:

Major Tax Jurisdictions Open Years
u.s.
Life GroUp «.ooovee e e 2010 through 2013
NoN-Life Group ........ccoovvvviiiiiieiiiiiieeeee e 2010 through 2013
[ £=1F= 1o o [P ESR 2009 through 2013

Our U.S. subsidiaries are subject to U.S. fedestate, and local corporate income taxes and otierst
applicable to U.S. corporations. Upon distributimihcurrent or accumulated earning and profitsha form of
dividends or otherwise from our U.S. subsidiariesis, we would be subject to U.S. withholding tazes 30%
rate.

Net U.S. operating losses are being carried forwiesth closed years and could be examined by the U.S
Internal Revenue Service when utilized in an opearyn the future. Additionally, to the extentttlaNOL has
been carried back to an otherwise closed year,ewdier year could be subject to examination ag las the loss
year remains open.
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Ballantyne Re plc

Ballantyne Re plc (“Ballantyne Re”), which was gmsly a consolidated VIE of the Company, is a sgdec
purpose reinsurance vehicle incorporated undelatlig of Ireland. In May 2006, Ballantyne Re issuad private
offering, $1.74 billion of debt to third-party instors, $178.0 million of Class C Notes to SALIC8%$22 million in
preference shares to SALIC, and $500,000 in Clab®t@s to SRGL.

As of September 30, 2014, we continue to have mairging direct loss exposure related to BallantReesince
our interests in the Ballantyne Re Class D Notab Rieferred Shares are valued at $0. The Classt€sNvere
fully written-off in 2008 under the contractualites of the Ballantyne Re indenture.

SRUS remains liable for the accuracy and performam@s applicable, of its representations, warrantie
covenants, and other obligations that relate tgderbefore the assignment and novation to Seclifigyof Denver
Insurance Company of the reinsurance agreementBailantyne Re. In addition, the Company and SRé&f8ain
responsible for certain ongoing covenants and imiées made for the benefit of Ballantyne Re arel fihancial
guarantors of certain of the notes issued by BglieRe.

I ndemnification of Our Directors, Officers, Employees, and Agents

We indemnify our directors, officers, employeesd @yents against any action, suit, or proceedirggtier
civil, criminal, administrative, or investigativby reason of the fact that they are our directtiicer, employee, or
agent, as provided in our Articles of AssociatioBince this indemnity generally is not subjectitoitation with
respect to duration or amount, we do not beliea iths possible to determine the maximum potémtaount due
under this indemnity in the future. Please refelol to ‘Davis v. Scottish Re Group Limited, et’ @ the Note
below.

Davisv. Scottish Re Group Limited, et al.

SRGL and SRUS (together, “Scottish Re"yried that a lawsuit was filed on or about Noventi®r2013, in
New York state court against Scottish Re, our di@ders and certain of their affiliates, and vasidarmer and
current directors of Scottish Re (collectively, tHeefendant Parties”). The plaintiff, a holder ofir Perpetual
Preferred Shares and a former holder of our Orgidrares (please refer to Note 10, “Shareholdeedic’ for
information regarding our Ordinary Shares and cenpBtual Preferred Shares), alleges, among othmggsthclaims
against the Defendant Parties for breach of cofttaeach of fiduciary duty, tortious interferenesd derivative
claims. The complaint seeks an unspecified amofuidamages, as well as other forms of relief, @nddly centers
around the Orkney | Unwind Transaction, includihg 2009 acquisition by affiliates of Cerberus ok&ry Notes
(as disclosed in Note 9, “Collateral Finance Faesiand Securitization Structure©rkney | Unwind Transactidn
and Note 17, “Related Party Transaction€erberu$ in the Company’s consolidated financial staterseand
accompanying notes thereto for the year ended DeeeBil, 2013), the completion of the Merger on Asig24,
2011 (as disclosed in Note 11, “Mezzanine Equitgfenvertible Cumulative Participating Preferred ®isar
Merger Agreemeiitin the Company’s consolidated financial staterseatd accompanying notes thereto for the
year ended December 31, 2013), the redemption I88L.SR Perpetual Preferred Shares acquired purdoaender
offers in 2010 and 2012 (as disclosed in Note Bhateholders Deficit Perpetual Preferred Sharésn the
Company’s consolidated financial statements andrapanying notes thereto for the year ended Decer@bger
2013), and a purported distribution policy affegtithe Perpetual Preferred Shares (also as disciosBdte 12,
“Shareholders Deficit -Dividends on Perpetual Preferred Shdréa the Company’s consolidated financial
statements and accompanying notes thereto foreliegnded December 31, 2013).

On February 21, 2014, Motions to Dismissrevéled with the court on behalf of the Defend&tdrties

pursuant to a briefing schedule previously agreétl the court and the plaintiff. Pursuant to tBahedule, the
plaintiff submitted on May 7, 2014 its oppositiom the Motions to Dismiss. The Defendant Partidsmstied

21



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2014
12. Commitments and Contingencies (continued)

replies in further support of their Motions to Dission June 23, 2014. Oral arguments on the MstiorDismiss
were heard by the court on September 29, 2014.

We believe the plaintiff's allegations te lwithout merit and are vigorously defending oueiast in the
action. Accordingly, it is not possible to estimamny loss in respect of the plaintiff's claims.

For further discussion regarding the Davis v. 8slotRe Group Limited, et al. litigation, pleaséereto Note
13, “Subsequent EventsBavis v. Scottish Re Group Limited, et al.

13. Subsequent Events

The subsequent events disclosed in these notég twohsolidated financial statements have beemate by
Company management up to and including the filih¢hese consolidated financial statements on, Ndesni3,
2014.

Non-declaration of Dividends on Perpetual Preferred Shares

In accordance with the relevant financial testseurile terms of our Perpetual Preferred SharesBoard was
precluded from declaring and paying a dividendren®ctober 15, 2014 dividend payment date.

I nvestment in Cerberus Affiliated Fund

Subsequent to September 30, 2014, SALIC investadupnt to capital calls, an additional $2.0 millia the
Cerberus Affiliated Fund and, as of November 13]140had invested $18.3 million of its $30.0 millicotal
commitment.

Orkney Rel |l

On the scheduled interest payment date of Noverhbef014, Orkney Re Il was unable to make scheduled
interest payments on the Series A-1 Notes and ¢niesSA-2 Notes. As a result, Assured, subjet¢héfinancial
guaranty policy issued by Assured, as discussedNdte 7, “Collateral Finance Facility and Securitiaa
Structure”, made guarantee payments on the SeriefNAtes in the amount of $0.6 million. The instramount
for the Series A-2 Notes, which were not guaranteeter the Orkney Re Il transaction, was $0.1 anilli We have
accrued the interest on both the Series A-1 Natdglze Series A-2 Notes.

Deferral of I nterest Payments on the Capital and Trust Preferred Securities

Subsequent to September 30, 2014, we have accrubdederred payment of an additional $0.2 millidn o
interest on our Capital and Trust Preferred Seesrifas outlined in Note 8, “Debt Obligations antth& Funding
Arrangements”). These deferrals are permittedebys$ of the indentures governing the Capital andfTiPreferred
Securities and have been made at the discretiamuoBoard. As of November 13, 2014, we had accrarmdl
deferred a net payment on a total of $9.1 millibmterest on our Capital and Trust Preferred S&ear

Davisv. Scottish Re Group Limited, et al.

Following oral arguments on the Motions to DismissSeptember 29, 2014, as previously discussedia N
12, “Commitments and ContingenciesDavis v. Scottish Re Group Limited, ef’ alon October 7, 2014, the
presiding judge issued a decision dismissing alnt$ against all parties, with the exception of tareach of
contract claims against SRGL. The judge has dicktttat the plaintiff and SRGL engage in jurisdictl discovery
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limited to these two claims, and a compliance camfee has been scheduled for November 18, 2014er Af
jurisdictional discovery is complete, the judge lwdecide whether these claims should also be dsadion
jurisdictional grounds.

Scottish Re’s obligations to indemnify those DefamtdParties that are current or former directorSadttish

Re for the reasonable cost of their defense ofltheis lawsuit should now terminate with the disralssf the
claims involving such persons as a result of thioker 7 decision.
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