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Assets

Fixed-maturity investments held as trading se@sijtat fair value

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

September 30,

2015
(Unaudited)

December 31,
2014
(Audited)

Fixed-maturity investments held as available-fdes®curities, at fair value
(amortized cost: 2015 — $305,685; 2014 — $7,7.14) .ccoiieieieeeiiiiiee e

Preferred stock held as trading securities, atviziue
Cash and cash equivalents
Affiliated investments
Other investments
Funds withheld at interest

Total investments.
Accrued interest receivalile
Amounts recoverable from reinsurers
Reinsurance balances receivable
Deferred acquisition costs
Present value of in-force business

Other aSSEetS......cooiviviiiiiiieiee e eeemeene

Total assets
Liabilities

Reserves for future policy benefits
Interest-sensitive contract liabilities

$ 1,294,914

$ 1,699,960

.......................................................................................... 10,078

Collateral fINANCE FACHITY............eiveeeee ettt ettt o

Reinsurance balances payable
Accounts payable and other liabilitfes.
Deferred tax liabilities
Embedded derivative liabilities, at fair value
Long-term debt, at par value
Total liabilities
Mezzanine Equity
Convertible cumulative participating preferredrasa par value $0.01:

1,000,000 shares issued and outstanding with $601lli0n initial stated value

(liquidation preference: 2015 — $890.1 million; 204 $857.7 million)

Shareholders’ Deficit

Ordinary shares, par value $0.01.:
68,383,370 shares issued and outstanding

Non-cumulative perpetual preferred shares, pareviu01:
3,246,776 shares issued and outstanding

Additional paid-in capital

Accumulated other comprehensive income (loss)phttx

Retained deficit

Total shareholders’ deficit

Total liabilities, mezzanine equity, and total staslders’ deficit

! Includes total investments of consolidated vagabterest entity (“VIE)....................

Z Includes accrued interest receivable of consadidiatiE
% Reflects collateral finance facility of consoliddtVIE
* Reflects accounts payable and other liabilitiesafsolidated VIE

................................ 62,040

304,761 7,690
- 1,267
195,340 227,871
38,099 40,176
2,767 2,957
395,570 425,575
2,231,451 2,405,496
10,878
659,592 704,400
119,261 127,621
122,383 132,717
19,666 21,048
4,536 5,302

$ 3,166,967

$ 3,407,462

$ 1,274,415

$ 1,316,256

840,070 942,990
450,000 450,000
55,749 60,426
81,302 75,804
27,750 31,542
15,810 13,407
86,500 86,500
2,831,596 $ 2,976,925
555,857 555,857
684 684
81,169 81,169
1,218,190 1,218,190
(924) (24)
(1,519,605) (1,425,339)
(220,486) (125,320)

$ 3,166,967

$ 3,407,462

$ 273,550
1,578
450,000

See Accompanying Notes to Consolidated Financakestents (Unaudited)

$ 287,070
1,274
450,000
54,883



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,
2015 2014 2015 2014

Revenues
Premiums earned, Net ...........cceeveiiiiiccccceseeeeeeeenn, 68,709 84,626 221,813 $263,651
Investment iNCOMe, NEet.........cccoeviiiiiieceenmeeeeeeeeenn 16,636 19,652 53,873 60,561
Net realized and unrealized gains (losses)........... (6,610) 1,169 (1,876) 45,140
Change in fair value of embedded derivative assets

and liabilities ...........oooevciiiiieieie e e (2,208) 129 (2,402) 235
Fees and other inCome...........ccocvevvcveeeeeeeeceenene. 605 585 1,724 1,751

TOtal FEVENUES ..o.cvveeeiieeevee e 77,132 106,161 273,132 374,455
Benefits and expenses
Claims, policy benefits, and changes in policyholde

TESEIVES, NET ....viiiiiiiiieii i e 94,512 80,994 295,616 7,364
Interest credited to interest-sensitive contract

AbIltIES ...oieii e 5,877 6,591 17,562 123G
Other insurance expenses including amortization of

deferred acquisition costs, net...........cceeeeeeeerennnne 7,298 9,761 33,306 36,180
Operating EXPENSES......cvviriiiiieieeeeeiereeereeee e eeeaeaeaes 3,766 4,962 15,811 16,344
Collateral finance facilities expense........cccccee....... 2,590 2,522 7,807 7,449
INEErESt EXPENSE ....e.vveveeeeeeve e eemeeemaeeereeneeeee e 943 1,230 2,788 3,776

Total benefits and eXPenSes...............commmeeenen 114,986 106,060 372,890 351,336
Income (loss) before income taxes............cccvveeeene (37,854) 101 (99,758) 23,119
Income tax benefit (EXPENSE)..........cveeeeeeereeennnns 4,509 (310) 5,492 8,023
Net inComMe (I0SS)......cceeeiiuureeeeiieerreeeeeseeee e (33,345) (209) (94,266) 31,142
Other comprehensive income (loss), net of tax
Unrealized gains (losses) on available-for-sale

investments, Net of taX ..........cccceeveveeeveemsreeereae, (121) (20) (900) (20)
Total other comprehensive income (loss), net of.tax (121) (20) (900) (20)
Total comprehensive income (I0SS)..................... $ (33/466) $ (229) $  (95166) $ 31,122

See Accompanying Notes to Consolidated Financetke8tents (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,

2015 2014

Share capital:
Ordinary shares:

Beginning and €nd Of PEIIOU. .............ovieeeeeee et eeete et ee et ete e et eeeeeeaeeeas $ 684 $ 684
Non-cumulative perpetual preferred shares:

Beginning and nd Of PEHOM. ...........coviieeeeee ettt ettt te ettt ere e are e 81,169 81,169
Additional paid-in capital:

Beginning and end Of PEIO. ........cc.eiiuiieeeee ettt ettt aee e eaae s 1,218,190 1,218,190
Accumulated other comprehensive income (loss):

Beginning Of PEIOQ .........oi it e e e e e s s s e e e e e e e e e e nnne (24) -

Other comprehensive income (10Ss), Net Of taxes.........coooiciviiiiiiiiee e, (900) (20)

ENG OF PEIOM ..ottt eeeeee ettt e s e n s s s e et ee et ee e enenan (924) (20)
Retained deficit:

Beginning Of PEIIOU ... ...t e (1,425,339) (1,487)

NELINCOME (I0SS) ...evevririiiiseeesmaees ettt (94,266) 31,142

ENG O PEIIOM ...ttt te et ee et et e s e s s eeees e st se e e ee e s eeeeens (1,519,605) (1,400,555)
Total ShAreNOIAETS AEFICIL...........c.cveeeeeeeeeeeee et eee e ee s $ (220486) $ (100,532)

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,

2015 2014
Operating activities
=Y T Toto] g T (013 TR SRS $ (94,266) $ 31,142
Adjustments to reconcile net income (loss) to rehcused in operating activities:
Net realized and unrealized gaiNS ...t e 1,876 (45,140)
Changes in value of embedded derivative assetfailities ..............cccccceeienininiiiceennn. 2,403 (3,352)
Amortization of fixed-maturity investments — avéile-for-sale.............ccoooiiiiiiiiiiiiieeeee. 99 -
Amortization of deferred acquiSItioN COSES ....uuveviviiiiiiiiiiiiiiir e 10,334 5,059
Amortization of present value of in-force bUSINESS..........ucuvviieeeiiiiiiiir e 1,382 933
Amortization of deferred finance facility COStS..........uvuiiiieiieii e, 651 651
Depreciation Of fIXEA @SSELS ......uuuuiii i immmmmr e e e ettt e es s e e s e e e e aaeaaeeaeaaeaes 54 101
Changes in assets and liabilities:
Funds Withheld At INTEIrEST..........ooii i 30,005 21,481
Accrued INtErest rECEIVADIE. ............o ettt 800 754
Reinsurance balances reCeivable ..........cooveeeriiiiii e 8,360 18,051
L@ 1 LT LI £ TP PP PPPUPPTPR 259 180
Reserves for future policy benefits, net of amouet®verable from reinsurers.................... 2,967 (29,812)
Interest-sensitive contract Habilities .....ciiievieiiieiiiii e (18,450) (16,150)
Accounts payable and other liabilities, includirefatred tax liabilities ...............cccccveees 1,706 4,138
Reinsurance balances PaYabIe ..............coemeioeeeeeeeeeeeeeeeeee e (4,677) (6,511)
Net cash used in OPErating ACHVILIES. .......ceeeeevevivrreeeeeeeeeeeeee e seeeee e ssesesesesee e eens (56,497) (18,475)
Investing activities
Purchase of fixed-maturity investments — trading...............cccoovviviveriiiiiiiiccrccee e - (183,107)
Purchase of fixed-maturity investments — availdblesale..............cccccocvveeeieen e iiceeennnns (301,163) (2,317)
Proceeds from sales and maturities of fixed-matimigestments — trading .........ccccccveeeeeennn. 404,044 252,686
Proceeds from sales and maturities of fixed-matimitestments — available-for-sale............. ,128 -
Proceeds from sales of preferred StOCK ... oo iciviiiiiii e 1,280 -
Purchases of and proceeds from affiliated invests@®@t ................cooevvvvviivviennnnn s eeeees 862 (2,873)
Purchase of and proceeds from other investments,.Ne.........ccccccveveveeee e, 190 207
Net cash provided by investing aCtiVities ...............ccocciiiiiiiiiiiiccc e, 108,339 64,596
Financing activities
Withdrawals from interest-sensitive CONtract IEIEE .............ccoveeveeeeeeeeee e eeeeeeee e, (84,373) (41,455)
Net cash used in fINANCING ACHVIIES. .......coceeervvieeeeeeeee et eeee e ee e ee e (84,373) (41,455)
Net change in cash and cash @QUIVAIENTS ...ccccceeeeeeeie i (32,531) 4,666
Cash and cash equivalents, beginning of periad...............ccccccoiiiiiiiicinice, 227,871 247,409
Cash and cash equivalents, €Nd Of PO ..oeeweueer.eeeeeeeeeeeeeeeeeeeeeees e e e e $ 195340 $ 252,075

See Accompanying Notes to Consolidated Financetkestents (Unaudited)



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2015
1. Organization, Business Strategy, and Lines of Biness
Organization

Scottish Re Group Limited (“SRGL” and, togetherm@RGL'’s consolidated subsidiaries and, as a restitte
application of FASB ASC 810-10 (as defined in Nate'Basis of Presentation” herein), its consolida¥8E*, as
applicable, the “Company”, “we”, “our”, and “us”$ ia holding company incorporated under the lantk@Cayman
Islands, and with its principal executive officedéted in Bermuda. Through its operating subsieéathe Company
is principally engaged in the reinsurance of liieurance, annuities, and annuity-type productd. ofAthe equity
voting power of SRGL, along with the right to desa¢e a controlling number of members of SRGL's Boaf
Directors (the “Board”), is controlled directly ordirectly by MassMutual Capital Partners LLC, amier of the
MassMutual Financial Group (“MassMutual CapitalidaSRGL Acquisition, LDC, an affiliate of CerberGapital
Management L.P. (“Cerberus” and, together with NWagsial Capital, the “Investors”). As of Septemi3€r, 2015,
SRGL’s consolidated subsidiaries (consisting ofrafpleg companies, holding companies, and financomgpanies)

and its consolidated VIE (a collateral finance lfggi, by jurisdiction, were as follows:

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

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

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

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

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

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

** The other Luxembourg subsidiary, Scottish Hotgi{Luxembourg), deregistered with the Luxembouagld Registrar as of
December 18, 2014, and its liquidation was compldtpril 1, 2015.

Business Strategy

In 2008, our insurance operating companies ceasiidigvnew business and notified existing cliertattnew
reinsurance risks no longer would be accepted uexisting reinsurance treaties, thereby placingréiesurance
business into run-off (the “Closed Block”). We tione to manage the Closed Block, whereby we perfhey
activities under the related reinsurance treatnesiding the receipt of premiums and the paymémiams.

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



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2015
1. Organization, Business Strategy, and Lines of Business (continded

discussion on our outstanding securities and aogntetransactions, please refer to Note 6, “Deligations and
Other Funding Arrangements”, and Note 8, “SharetrsldDeficit”.

Lines of Business

As defined and described in our audited consoldifiteancial statements and accompanying notestthéoe
the year ended December 31, 2014, we have wrigi@surance business that is wholly or partiallpiretd in one
or more of our reinsurance subsidiaries and haassifled the reinsurance as Traditional SolutionasoFinancial
Solutions.

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 ficgi
statements do not include all of the informatiod aotes required by U.S. GAAP for annual finansi@tements.
These unaudited consolidated interim financialestents should be read in conjunction with SRGL'dlitedl
consolidated financial statements and accompamygs thereto for the year ended December 31, 2014.

Consolidation — The consolidated interim financéhtements include the assets, liabilities, andlteof
operations of SRGL, its subsidiaries, and the \@Evihich we are the primary beneficiary, as defimeéinancial
Accounting Standards Board (“FASB”) Accounting Stards Codification (“ASC”) Subtopic 810-10,
Consolidation — Overall. All significant intercompy transactions and balances have been eliminiated
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 NgtéCollateral
Finance Facility and Securitization Structure”.

Estimates and Assumptions — The preparation ofaimaged 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 agzonging notes. Actual results could differ matéricom those
estimates and assumptions used by managementuanastimates and assumptions could change irutheefas
more information becomes known, which could imghetamounts reported and disclosed herein.

Our most significant assumptions are for:

e investment valuations;

» accounting for embedded derivative instruments;

« assessment of risk transfer for structured inswamg reinsurance contracts;

e estimates of premiums;

» valuation of the present value of in-force business

» establishment of reserves for future policy besefit

» amortization of deferred acquisition costs;

* retrocession arrangements and amounts recoverateréinsurers;

e 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 thesmatsts are
reflected in the period in which the estimatesrakésed.



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2015
2. Basis of Presentation (continued)

Reclassifications — Certain prior period amounts oumr consolidated interim financial statements and
accompanying notes have been reclassified to contothe current presentation.

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 reeaettd the
appropriateness of the accounting classificatibour fixed-maturity investments and preferredcksy which have
been classified as trading since January 1, 20@8a result of that evaluation, the Company deteeaiithat as new
fixed-maturity investments and preferred stocks auguired, they should be classified as availabteséle, such
that over time the entire investment portfolio ikt classified as available-for-sale. This proagssiigrating to
available-for-sale as fixed-maturity investmentsl gmeferred stocks are acquired or replaced cald several
years given the duration of some of our existingegstiments. Effective August 2014, the Company classified
securities in defined portfolios as available-fates Effective January 1, 2015, the Company bedgssifying all
newly-purchased securities as available-for-saldée unrealized appreciation (depreciation) on owestments
classified as available-for-sale represents théemdifice between fair value and amortized cost ance¢orded
directly to equity with no impact to earnings. Ttteange in unrealized appreciation (depreciatieripncluded in
accumulated other comprehensive income (loss) amestolders’ deficit after deductions for adjustrsefuar any
associated deferred acquisition costs and defénaame taxes, where applicable. For further disicuson our
available-for-sale investments, please refer teNpt'Investments Available-for-Salé

3. Investments

Trading Investments

The estimated fair values of our fixed-maturityéstments and preferred stock held as trading siesuas of
September 30, 2015 and December 31, 2014, werdlaws:

September 30, December 31,

(U.S. dollars in thousands) 2015 2014
U.S. Treasury securities and U.S. government agency

0bligatioNS ......vveveicieie e $ 21,951 $ 28,934
COrporate SECUMLIES .....vvvieeeeeies e cmememmre e e e ee e e e e e eeeeeeeeens 417,553 620,292
Municipal bonds..........ccccciiiiiiiie e 32,028 32,513
Residential mortgage-backed securities ....cccemeuevvvvnnnne. 411,234 487,118
Commercial mortgage-backed securities ..... . ee.... 152,317 196,299
ASSEt-DACKED SECUIMIES ...ooovveee e 259,831 334,804
Total fixed-maturity investments held as tradingwséies . 1,294,914 1,699,960
Preferred StOCK ..o - 1,267
TOMA 1ot $ 1,294914  $ 1,701,227




SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2015

3. Investments (continued)

The contractual maturities of the fixed-maturityéstments held as trading securities as of SepteBthe015
and December 31, 2014, were as follows (actual ritigtsimay differ as a result of calls and prepaytag

Estimated Fair Value Estimated Fair Value
September 30, December 31,
(U.S. dollars in thousands) 2015 2014
DUE iN ONE YEAr OF [€SS....cviiiiiiiii e meemmeeeee e evee e $ 52,321 $ 108,402
Due after one year through five years.......cccccceveeeenn. 259,993 351,040
Due after five years through ten years ........ccccceeeeeeee. 110,437 168,508
DUE after tEN YEAIS .........ecveeeeeee e e eveeereeneesveenn, 48,781 53,789
471,532 681,739
Residential mortgage-backed securities...................... 411,234 487,118
Commercial mortgage-backed securities.................... 152,317 196,299
Asset-backed SeCUrities..........oooouiiiceao e 259,831 334,804
TOMAl oottt $ 1,294,914 $ 1,699,960

Available-for-Sale Investments

The amortized cost and estimated fair value ofdfireaturity securities classified as available-falesas of

September 30, 2015 and December 31, 2014, werdlaws:

September 30, 2015

(U.S. dollars in thousands) Gross Unrealized
Other Than
Cost or Temporary Temporary Estimated
Amortized Cost Gains Losses Losses Fair Value
U.S. Treasury securities and U.S.
government agency obligatians. $ 21,610 $ 150 $ - 3% - $ 21,760
Corporate securitieS........cccoeeeeeenn, 171,387 617 (1,105) - 170,899
Municipal bonds..............ooeeeeeenn. - - - -
Residential mortgage-backed
SECUNMLIES .ovveviieeeeiiiiiiiie e - - - -
Commercial mortgage-backed
SECUNMLIES wovvvveeeeeee e 20,071 113 (67) - 20,117
Asset-backed securities............... 92,617 73 (705) - 91,985
Total SEeCUNtieS .......ccvevvrererennnns $. 305685 % 953 % (1877) $ - $ 304,761




SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2015
3. Investments (continued)

December 31, 2014
Gross Unrealized

(U.S. dollars in thousands)

Other Than
Cost or Temporary Temporary Estimated
Amortized Cost Gains Losses Losses Fair Value
U.S. Treasury securities and U.S.
government agency obligatians. $ - $ - % - $ -8 -
Corporate securitieS........ccceeeeeeenn, 1,055 1 (11) - 1,045
Municipal bonds.........ccccccceeeiinnnee - - - - -
Residential mortgage-backed
SECUNMLIES .ovvviiieeeeiiiiiiieie s - - - - -
Commercial mortgage-backed
SECUNMLIES wuuvueeiei e, 2,952 11 (11D - 2,952
Asset-backed securities............... 3,707 - (14) - 3,693
Total SEeCUNtES ......cvovevevrerererennnas $. 7,714 $ 12 $ (36) $ - 3 7,690

The estimated fair value and gross unrealized tossfeall investments classified as available-fdesa
aggregated by investment category and length & thmat individual securities have been in a comtirsuunrealized
loss position, as of September 30, 2015 and Decegihe2014, were as follows:

September 30, 2015
12 months or more

(U.S. dollars in thousands) Less than 12 months Total

Estimated Unrealized Estimated Unrealized Estimated Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
U.S. Treasury securities and U.S.
government agency obligations $ - % - $ - 3% - 3 -8 -
Corporate securities................... 83,276 (1,098) 100 ) 83,376 (1,105)
Municipal bonds..........ccccccvveeennn, - - - - - -
Residential mortgage-backed
SECUNMIES...cceiiiiiei e - - - - - -
Commercial mortgage-backed
SECUNMLIES...uuviiiiii e eee e 3,745 (67) - - 3,745 (67)
Asset-backed securities.............. 81,375 (705) - - 81,375 (705)
Total available-for-sale fixed
MALUMHES +. v $ 168,396 $ (1,870) $ 100 $ (7) $168496 $ (1,877)
Equity securities
Preferred stocK........ccceevvveueene.. $ - $ - 3% - $ - $ -3 -
$ - % - % - $ - % - 08 -

Total equity securities..................

10



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

September 30, 2015

3. Investments (continued)
December 31, 2014
(U.S. dollars in thousands) Less than 12 months 12 months or more Total
Estimated Unrealized Estimated Unrealized Estimated Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses

U.S. Treasury securities and U.S.

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

SECUNLIES...cceeiiiiii e - - - - - -
Commercial mortgage-backed

SECUNMLIES...uuviiieiiiiei e, 2,380 (11 - - 2,380 (11)
Asset-backed securities.............. 3,693 (14) - - 3,693 (14)

Total available-for-sale fixed
maturities $ 6908 $ (36) $ - $ - $ 6908 % (36)

Equity securities
Preferred stocK.........cccceveevvnen.e. $ - $ - $ - $ - 0% - %
Total equity securities.................. $ - % $ $ $ $

The total number of securities classified as abeldor-sale that had unrealized losses as of &dpe 30,
2015 and December 31, 2014, were 112 and 20, mdsggc The Company’s unrealized losses on itedix
maturity investments were the result of interese rmcreases. Since the decline in estimated Value is
attributable to changes in interest rates and redittquality, and the Company has the intent dititato hold
these maturities through a recovery of unrealizsdds, or until maturity of the individual secest the Company
does not consider these investments other thanaiemily impaired.

The contractual maturities of the fixed-maturitwestments classified as available-for-sale seegriéis of
September 30, 2015 and December 31, 2014, weralaw$ (actual maturities may differ as a resultcafls and

prepayments):
Cost or Amortized Cost Estimated Fair Value
September 30, September 30,
(U.S. dollars in thousands) 2015 2015
Due in One year Or [€SS........ccccuvvviii e e $ - $ -
Due after one year through five years...............coeenes 64,378 64,530
Due after five years through ten years ........ccccoeeeee. 115,308 114,862
DUE after tEN YEAIS .......ccveeveeveeeee v e e sree s eeeerenns 13,311 13,267
192,997 192,659

Residential mortgage-backed securities....ccoue..oo.... - -
20,071 20,117

Commercial mortgage-backed securities
Asset-backed SeCUrties..........ooocuiiiceremriieeeee e, 92,617 91,985
TOMAL vt $ 305,685 $ 304,761

11



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

September 30, 2015

3. Investments (continued)
Cost or Amortized Cost Estimated Fair Value
December 31, December 31,
(U.S. dollars in thousands) 2014 2014
Due in One year Or [€SS........ccccuviviiiccem e $ - $ -
Due after one year through five years.............ccoeenes 115 115
Due after five years through ten years ........cccccoeeeeee. 940 930
Due after teN YEaArS .......ccceeeii it s s ee e eee e - -
1,055 1,045
Residential mortgage-backed securities....ccoue........ - -
Commercial mortgage-backed securities.......cumm....... 2,952 2,952
Asset-backed SECUNLIES........ccoevvviiiieeeeieee e 3,707 3,693
Total $ 7,714 $ 7,690

Assets on Deposit

We are required to maintain assets on deposit vatlous U.S. regulatory authorities, in accordawith the
statutory regulations of the individual jurisdici®) to support our insurance and reinsurance apesat As a result
of the various regulatory limitations on how thesgsets may be invested and their unavailability general
corporate purposes, these assets are considetdcteri”. We also have established trust funastannection
with certain transactions for the benefit of thansaction counterparties, which amounts also imcladsets
attributable to the VIE that we consolidate, Orkiy 1l. As a result of the restrictions imposedtla foregoing
assets in accordance with the respective reinsartieaties and other agreements to which theyerelaése assets
(including the assets within the collateral finarfegility that are held for the contractual obligais of that
structure) are not available for general corpopatgoses and also are considered “restricted’ead® also refer to
Note 5, “Collateral Finance Facility and Securitiaa Structure” for additional information.)

The estimated fair value of the components of gstricted assets* as of September 30, 2015 andnibere31,
2014, were as follows:

September 30, December 31,
(U.S. dollars in thousands) 2015 2014
Deposits with U.S. regulatory authorities.............. $ 4,572 $ 4,545
TIUSE FUNDS . s 1,125,641 1,220,840
TOLA oot $ 1130213 $ 1,225,385

*Trust funds” in the above table reflects the faimlue of assets held by ceding companies undeifiedaoinsurance
arrangements and the fair value of assets we hogggregated portfolios under coinsurance arrangasieThe assets that
comprise the “Trust funds” are included in fixed-maty investments, cash and cash equivalents, fands withheld at
interest in the Consolidated Balance Sheets.
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2015
3. Investments (continued)
Net Investment Income

Net investment income on investments and othernbek for the nine month periods ended September 30,
2015 and 2014, was derived from the following sesrc

Nine Month Period Nine Month Period
Ended September 30, Ended September 30,

(U.S. dollars in thousands) 2015 2014
Fixed-maturity investments, held as trading.... $ 44,398 $ 52,187
Fixed-maturity investments, held as available-

L(0 ] GET= | L= 1,959 -
Preferred stocK............oooviiiiiiiiiiccceeeeies 14 41
Funds withheld at interest .............c.covvveeeeeenn. 10,014 11,282
Other investments ............c.cevvvvvvvvvieeememeenneinnns 308 169
INVESEMENt EXPENSES ... e, (2,820) (3,118)
Net inVeStMeNnt iNCOME .....c.oveveeeereeeeeeeemneene $ 53,873 $ 60,561

Realized and Unrealized Gains

The components of realized and unrealized gainss€ls) and of the change in net unrealized appi@tiat
(depreciation) on investments and other balancethfonine month periods ended September 30, 20d5814,
were as follows:

Nine Month Period Nine Month Period
Ended September Ended September
(U.S. dollars in thousands) 30, 2015 30, 2014
Realized and unrealized gains (losses)
Fixed-maturity investments

Gross realized gains..........cccceveeievvvmmeeee e e $ 5,840 $ 4,234
Gross realized [0SSES .......uvvvvviienin v (209) (3,163)
Net unrealized gains (losses), trading securities. (6,599) 39,251
(968) 40,322
Preferred stock
Gross realized gains.......cccccvveeeeeeevimeeeee e 13 -
Net unrealized gains, trading securities............... - 144
13 144
Other
Cerberus Affiliated Fund* - unrealized gains
(I0SSES) . it e (1,216) 4,632
Realized losses on modified coinsurance treaties 98 83
(@] 13 1=Y SRR 197 (41)
(921) 4,674
Net realized and unrealized gains (losses)......... $ (1,876) % 45,140

* Defined in the “Affiliated Investments” sectiom this Note.
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2015
3. Investments (continued)
Affiliated Investments

Affiliated investments represent investments actedifior under the equity method, in accordance WAISB
ASC 323 Investments — Equity Method and Joint Viesgufor which the resulting equity method carryiradue is
deemed to approximate fair value. The investmastounted for under the equity method representuted
subscription documents, signed by SALIC on March 2812, 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 (the “Cerberus Affiliatediriel”). The Cerberus Affiliated Fund, which is iadkd in
Affiliated Investments on the accompanying Consaikd Balance Sheets, had costs and carrying valsiesf
September 30, 2015 and December 31, 2014, as fllow

Cost (Total Carrying

(U.S. dollars in thousands) Commitment) Value
September 30, 2015................. $ 25566 $ 38,099
December 31, 2014.................. $ 26428 $ 40,176

For further discussion of investments in the Carbéffiliated Fund subsequent to September 30, 2plEzase
refer to Note 11, “Subsequent Eventsivestment in Cerberus Affiliated Fund

4, Fair Value Measurements

FASB ASC 820 Fair Value Measurements and Disclas(iffASB ASC 820") defines fair value, establislaes
framework for measuring fair value based on an @ite definition, establishes a fair value hiengrbased on the
quality of inputs used to measure fair value, arvides disclosure requirements for fair value meaments. The
hierarchy gives the highest priority to unadjusteebted prices in active markets for identical assetliabilities
(Level 1 measurements) and the lowest priorityriohiservable inputs (Level 3 measurements), asileddn Note
5, “Fair Value Measurements” in our audited cordaikd financial statements and accompanying nheeto for
the year ended December 31, 2014, which, along Wike 3, “Investments” above, also includes addéio
disclosures regarding our fair value measurements.
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2015

4. Fair Value Measurements (continued)

Fair Value Measurements on a Recurring Basis

The following tables set forth our assets and lités that were measured at fair value on a réegrbpasis, as
of the September 30, 2015 and December 31, 2014:

September 30, 2015

(U.S. dollars in thousands) Level 1 Level 2 Level 3 Total

Investments — trading
U.S. Treasury securities and U.S. government

agency obligationS .........cccceeevivieeeecvcieeiee e $ - $ 21,951 $ - $ 21,951
Corporate SECUNLIES ......uviieieeeeee i s cmeeemmreeeeeeeeee e - 410,406 7,147 4BB5
Municipal bonds............cvvvvviiiiiiiiimeme e - 32,028 - 32,028
Residential mortgage-backed securities .....cucu... - 138,172 273,062 411,234
Commercial mortgage-backed securities.......m... - 152,167 150 152,317
Asset-backed SECUILIES .........ccceeviieeeeeeeecreenen, - 236,621 23,210 259,831
Fixed-maturity investments, held as trading......... - 991,345 303,569 1,294,914

Investments — available-for-sale
U.S. Treasury securities and U.S. government
agency obligationS .........cccceeevivieeeececieeiee e $ - $ 21,760 $ - $ 21,760
Corporate SECUNLIES .. ..uuviiiieeeeee i cmeeeemreeeeeeee e - 170,899 - 170,899
Municipal bonds............oovvvviiiiiiiiieme e - - - -
Residential mortgage-backed securities .....cueu... -

Commercial mortgage-backed securities .......... - 18,024 2,093 20,117

Asset-backed SECUNIES ..........coceevvieeeeeeeeeeeen. - 91,985 - 91,985

Fixed-maturity investments, held as available-for-

SAIB et - 302,668 2,093 304,761

Preferred StOCK .........cooiiiiiiiiiiiiceeeeeeee - - - -
Total assets at fair Value .................oommmeeeereeseenne D - $ 1,294,013 $ 305,662 $ 1,599,675
Embedded derivative liabilities .............omv.o...... - - (15,810) (15,810)
Total liabilities at fair value...........cccovccvvevvvevvnnnnnn. $ - $ - $ (15,8100 $ (15,810)
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SCOTTISH RE GROUP LIMITED

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)

September 30, 2015

4. Fair Value Measurements (continued)

(U.S. dollars in thousands)
Investments — trading

U.S. Treasury securities and U.S. government

agency obligations.......
Corporate securities.......
Municipal bonds.............

Residential mortgage-backed securities .....cucu...

Commercial mortgage-backed securities...... ...

Asset-backed securities .

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

agency obligations.......
Corporate securities.......
Municipal bonds.............

Residential mortgage-backed securities ............

Commercial mortgage-backed securities

Asset-backed securities .

Fixed-maturity investments, held as available-for-

Preferred stock ..............
Total assets at fair value....

Embedded derivative liabilities .............cocemmeneeennnn.

Total liabilities at fair value

December 31, 2014

Level 1 Level 2 Level 3 Total
$ $ 28,934 $ - $ 28,934
595,638 24,654 @22,
26,675 5,838 32,513
217,543 269,575 487,118
196,025 274 196,299
295,953 38,851 334,804
1,360,768 339,192 1,699,960
$ $ - $ - $ -
1,045 - 1,045
2,952 - 2,952
3,693 - 3,693
7,690 - 7069
1,267 - 1,267
$ $ 1,369,725 $ 339,192 $ 1,708,917
- (13,407) (13,407)
$ $ - $ (13,407) $ (13,407)
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2015

4. Fair Value Measurements (continued)

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

Fair Value Measurements Using Significant Unobseable Inputs (Level 3) for the nine month period eded
September 30, 2015

Residential Commercial Total
mortgage- mortgage- Asset- Total liabilities
Corporate  Municipal backed backed backed assets at at fair
(U.S. dollars in thousands) securities bonds securities securities securities  fair value value
Beginning balance as of
January 1, 2015........cccceen $ 24654 $ 5838 $ 269,575 $ 274 $ 38,851 $ 339,182 (13,407)

Total realized and unrealized

gains (losses) included on

trading securities in net

INCOME.....cciiiiieieeee e (547) - 10,522 (2) (1,118) 8,855 07231
Total unrealized gains (losses)

included on available-for-

sale securities in

comprehensive net income

(((1S3S) I - - - - - - -
Purchases .......cccccvvvvveivieeenen. 589 - - 2,093 2,000 4,682 -
Settlements..........ccoeevvveennn. (17,686) - (12,138) (123) (12,809) 1544)) -
Amortization..............cceeeeenns 137 - 5,103 1 57 5,298 -
Transfers into and/or (out of)

Level 3, Net......cccovvvevennnn, - (5,838) - - (3,771) (9,609) -

Ending balance as of September
30,2015 wooeeeee e, $ 7,147 $ - $ 273062 $ 2243 $ 23,210 $ 305,662 $ (15,810)
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2015

4. Fair Value Measurements (continued)

Fair Value Measurements Using Significant Unobseable Inputs (Level 3) for the year ended
December 31, 2014

Residential Commercial Total
mortgage- mortgage- Asset- Total liabilities
Corporate  Municipal backed backed backed assets at at fair
(U.S. dollars in thousands) securities bonds securities securities  securities  fair value value
Beginning balance as of
January 1, 2014........ccceeee, $ 42902 $ - $ 255,086 $ 4,062 $ 139,679 $ 441,739 (18,230)

Total realized and unrealized

gains (losses) included on

trading securities in net

INCOME....iieieee e 161 716 33,977 (6) 1,822 36,670 4,823
Total unrealized gains (losses)

included on available-for-

sale securities in

comprehensive net income

(eSS P - - - - - - -
Purchases .........cccooovvieiiinnenn. - - - - 14,447 14,447 -
Settlements...........ccceeeceeenn. (18,409) (80) (19,082) (665) (9,325) 7,6B1) -
Transfers into and/or (out of)

Level 3, NeL.....ccccevevererannnn. - 5,202 (406) (3,117) (107,772)  (106,093) -

Ending balance as of December
31,2014 oo, $ 24654 $ 5838 $ 269575 % 274 $ 38,851 $ 339,192 $ (13,407)

Changes in classifications impacting Level 3 firahinstruments were reported in the above tabdesamsfers
into (out of) the Level 3 category at the end affegquarterly period in which the transfers occurré@the portion of
net unrealized gains and losses for the three mamthnine month periods ended September 30, 204tedeto
Level 3 trading securities still held at the repagtdates was $2.5 million in net losses and $7lomin net gains.
The portion of net unrealized gains for the thremth and nine month periods ended September 3@, Z0dted to
Level 3 trading securities still held at the repuaytdates was $9.0 million and $33.4 million in rgains,
respectively.
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2015
4. Fair Value Measurements (continued)
The following tables summarizes the fair valueg #aluation techniques, and the significant unokz®e
inputs of the Level 3 fair value measurements eéSegtember 30, 2015 and December 31, 2014, forwhéchave

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

September 30, 2015

Significant
Assets Valuation Unobservable
(U.S. dollars in millions) Fair Value Technique Inputs Input Ranges
Discounted Cash Liquidity/duration
Corporate securities.............. $ 3,083 Flow adjustment* 1.1% - 1.4%
Mortgage and asset-backed Discounted Cash Liquidity/duration
SECUNLIES ..o, $ 11,019 Flow adjustment* 1.5% - 1.6%
December 31, 2014
Significant
Assets Valuation Unobservable
(U.S. dollars in millions) Fair Value Technique Inputs Input Ranges
Discounted Cash Liquidity/duration
Corporate securities.............. $ 17,423 Flow adjustment* 0.5% - 2.8%
Mortgage and asset-backed Discounted Cash Liquidity/duration
SECUNLIES ..o ee e, $ 23,786 Flow adjustment* 1.1%-1.7%

* 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 tables above Level 3vaiue measurements obtained from independend-thir
party pricing sources, including prices obtaineahfrbrokers, for which we do not develop the sigaifit inputs
used to measure the fair values and informatioardigg the significant inputs is not readily avhl&ato us from
the independent, third-party pricing sources okérs.
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SCOTTISH RE GROUP LIMITED

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)

September 30, 2015

4. Fair Value Measurements (continued)

Fair Value Measurements on a Non-Recurring Basis

As discussed in this Note, the fair values of fitiahassets and liabilities are estimated in acmoed with the
framework established under FASB ASC 820. The pualtogy for determining the fair value of financial
instruments on a non-recurring basis, in additmthe fair value of financial instruments on a reiag basis and to
those disclosed above in Note 3, “Investments”, dgecribed in Note 2, “Summary of Significant Acnting
Policies -Investments and Note 5, “Fair Value Measurements” in the @amy’s audited consolidated financial
statements and accompanying notes thereto fore¢aegnded December 31, 2014. The following tabts forth
the fair values of our financial instruments, ashef dates indicated:

September 30, 2015

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

Assets
Cash and cash equivalents..............cccceecceeerenn. $ 195,340 $ 195,340 $ - $ -
Affiliated investments ..........ccooeeveeievvvceeeee e, 38,099 - - 38,099
Other INVESTMENTS......ccocvviiiiiiiiev s ceeemem e 2,767 - - 2,767
Funds withheld at interest.............ccceeeeeeeererrennnnn. 395,570 - - 395,570
Accrued interest receivable ................oeeeemeevenn... 10,078 - 10,078 -

Liabilities
Interest-sensitive contract liabilities .....cccceeeeeeeo...  $ 840,070 $ - $ - $ 839,344
Collateral finance facility ..............evermmmm e eeeccevnnnns 450,000 - - 155,359
Embedded derivative liabilities, at fair value... 15,810 - - 15,810
Long-term debt, at par value ...............cceemeerveenen. 86,500 - 59,371 -

December 31, 2014
Carrying
(U.S. dollars in thousands) Balance Level 1 Level 2 Level 3
Estimated Fair Value

Assets
Cash and cash equivalents..............ccccceceeeerennn. $ 227,871 $ 227,871 $ - $ -
Affiliated investments ..........ccooeeeeevevvvceeee e, 40,176 - - 40,176
Other iINVESIMENTS.........ceviiiiiiiee e ceeeeeme e 2,957 - - 2,957
Funds withheld at interest.............oovveeeemiieeieinnnns 425,575 - - 425,575
Accrued interest receivable ................vceeemeevenn... 10,878 - 10,878 -

Liabilities
Interest-sensitive contract liabilities ......eweeeeeeee.. $ 942,990 $ - $ - $ 942,209
Collateral finance facility .............ouver e e eeeeceennnns 450,000 - - 189,506
Embedded derivative liabilities, at fair value.... 13,407 - - 13,407
Long-term debt, at par value ...............ccoeemmeeren... 86,500 - 56,157 -
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2015
5. Collateral Finance Facility and SecuritizationStructure
Orkney Re I
Historical information regarding the Orkney Re bllateral finance facility and securitization stiwe is
discussed in Note 8, “Collateral Finance Facilitaesl Securitization StructuresGrkney Re I in the Company’s

audited consolidated financial statements and apeoring notes thereto for the year ended Decenthe2@L4.

The following table reflects the significant balasdncluded in the accompanying Consolidated Bal@ieets
that were attributable to the Orkney Re Il collatdéinance facility and securitization structure:

September 30, December 31,

2015 2014

(U.S. dollars in thousands)
Assets
Fixed-maturity investments held as

available-for-sale securities, at fair

VAIUE. ... $ 8,009 $ -
Funds withheld at interest.............. 366,336 376,948
Cash and cash equivalents............ 3,757 12,024
Embedded derivative assets.......... 51,194 55,234
All other assets........coceevveeerrveniee 39,017 33,956
TOtal ASSELS..eveieireeeeeeeeeeeeeeeeneenns $ 468313 $ 478,162
Liabilities
Reserves for future policy benefits. $ 135,387 $ 135,021
Collateral finance facility................. 450,000 450,000
All other liabilities.........cooveeveeveenenn 62,786 55,813
Total liabilities. ........ccovvrveeeeererereae $ 648173 $ 640,834

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

September December

(U.S. dollars in thousands) 30, 2015 31, 2014
Fixed-maturity investments held as available-

for-sale securities, at fair value................... $ 8,009 $ -
Funds withheld at interest............coooovvemeeeennn, 366,336 376,948
Cash and cash equivalents............cccccvvveeeeeee 3,757 12,024
Embedded derivative assets........coccvvevvereeeene.. 51,194 55,234

Total INVESIMENTS.....cocveeeeeeeeiec e $ 429296 $ 444,206
Less: ECONOMIC rESEIVES ....cveeeeeeeeeeeeeeee. (155,746) (157,136)
Total investments in consolidated VIE........... $ 273550 $ 287,070

Orkney Re Il Event of Default, Acceleration and éabosure

Orkney Re Il has been unable to make scheduledesttpayments on the Series A-1 Notes and Serigs A-
Notes on all scheduled quarterly interest payma¢sisince May 11, 2009. As of September 30, 28&5ured
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SCOTTISH RE GROUP LIMITED

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)

September 30, 2015

5. Collateral Finance Facility and SecuritizationStructure (continued)

Guaranty (UK) Ltd. (“Assured”) has made guarantagnpents in the cumulative amount of $19.9 milliontbe
Series A-1 Notes which are the subject of a fineinguaranty policy issued by Assured in connectigth the
Orkney Re Il transaction. Unlike the Series A-ltéép the Series A-2 Notes were not guaranteed uhdedrkney
Re Il transaction and the amount of cumulativerageon the Series A-2 Notes was $3.1 million aSeftember
30, 2015. We have accrued this amount of cumwatiterest on the Series A-1 Notes and the Serigg\ates in
Accounts Payable and Other Liabilities in the Cdidsted Balance Sheets. Interest on the SeriesNotes on
which Assured is making guarantee payments is peygiarterly at a rate equivalent to three-montBQR plus
0.425%. As of September 30, 2015, the interestoatthe Series A-1 Notes was 0.74% (comparedo@®as of

December 31, 2014).

Interest on the Series A-2§oivhich are not guaranteed as part of the OriReyll

transaction, is payable quarterly at a rate eqeitab three-month LIBOR plus 0.730%. As of SefienB80, 2015,
the interest rate on the Series A-2 Notes was 1.0zB¥pared to 0.96% as of December 31, 2014). fuwther
discussion on Orkney Re Il and scheduled interagtments on the Series A-1 Notes and the SeriesNat2s,
please refer to Note 11, “Subsequent EveQskney Re 1.

6. Debt Obligations and Other Funding Arrangements

Long-term debt, at par value (collectively, the pital and Trust Preferred Securities”), is indivétly defined
and described in Note 9, “Debt Obligations and ©thending Arrangements” in the notes accompanyhng t
Company’s audited consolidated financial statemfotshe year ended December 31, 2014. The peittidetails
regarding long-term debt, at par value are showherfollowing table:

(U.S. dollars in thousands)

Issuer of lon-term deb.........ccccceuveeen.

Long-term debt outstanding................
Maturity daté........cocereeierieenieieenee

Redeemable (in whole or in part) afte.

Interest Payable ..........cccoooeeiin i
Interest rate: 3-month LIBOR .+...........
Interest rate as @eptembeB0, 2015..

Interest rate as of December 31, 201«

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

Number of quarters for which interest
has been deferred as of September
30, 2015 .

Trust
Preferred Trust Trust Preferred
Capital Trust Preferred Preferred Securities Due
Securities Due Securities Due  Securities Due  Securities Due December
2032 2033 2033 2034 2034
Capital Trust Capital Trust
Capital Trust I1* GPIC Trust I SFL Trust I’
$17,500 $nil** $nil+** $19,000%*** $50,000
Dec 4, 203 Oct 29, 203 Sept 30, 203 June 17, 20z Dec 15, 203
Dec 4, 2007 Oct 29, 2008 Sept 30, 2008  June 17,2009 Dec 15, 2009
Quarterly Quarterly Quarterly Quarterly Quarterly
4.00% 3.95% 3.90% 3.80% 3.50%
4.33% 4.28% 4.23% 4.13% 3.83%
4.26% 4.21% 4.16% 4.06% 3.76%
20 20 20 20 20
11 11 11 11 11

* Defined in the notes accompanying SRGL's audisesalidated financial statements for the year endedember 31, 2014.
**SRGL owns all $20.0 million of the Preferred Tr&ecurities Due 2033 securities, as further exmdiin this Note.
**SRGL owns all $10.0 million of the Trust Prefed Securities Due 2033 securities, as further @mrpthin this Note.
****SRGL owns $13.0 million of the Trust Preferr&curities Due 2034 securities.
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6. Debt Obligations and Other Funding Arrangementgcontinued)
Preferred Trust Securities Due 2033

On December 3, 2014, SRGL agreed to acquire, nivatply-negotiated transaction, the entire $20illion in
aggregate liquidation amount of Preferred Trustuises Due 2033, with a liquidation preference$df,000 per
security, at a purchase price of $665.00 per sgcurin accordance with FASB ASC 405, Extinguishmeh
Liabilities (“FASB ASC 405"), the Company recordad$8.5 million gain on the extinguishment of delhich
included $1.8 million in deferred and accrued iegtithat is now payable to SRGL following the asdidin) in the
Consolidated Statements of Comprehensive Incortfeeifourth quarter of 2014.

Trust Preferred Securities Due 2033

On December 3, 2014, SRGL agreed to acquire, nivatply-negotiated transaction, the entire $10illion in
aggregate liquidation amount of Trust Preferreduites Due 2033, with a liquidation preference$df,000 per
security, at a purchase price of $665.00 per sigcuhh accordance with FASB ASC 405, the Compagorded a
$4.2 million gain on the extinguishment of debt {grhincluded $0.9 million in deferred and accruetkiest that is
now payable to SRGL following the acquisition) letConsolidated Statements of Comprehensive irfcimeth
quarter of 2014.

Deferral of Interest Payments on the Capital andukt 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 govertiregsecurities. As of September 30, 2015, we ktaduad and
deferred payments of $15.1 million in interest e Capital and Trust Preferred Securities. Ofedhasferred
payments, $5.2 million are attributable to SRGlavieg a net amount of accrued deferred intere§&9d® million
on the Capital and Trust Securities due to extepaaiies. SHI, SFL, and SALIC generally are restd in their
ability to make certain dividend payments and paysié respect of obligations ranking juniorpari passuto the
Capital and Trust Preferred Securities in any gkvidere interest payment obligations on these #exsuare not
current.

For further discussion on the accrued and defepagment on our Capital and Trust Preferred Seesriti
subsequent to September 30, 2015, please refeottd I, “Subsequent EventdDeferral of Interest Payments on
the Capital and Trust Preferred Securities

7. Mezzanine Equity — Convertible Cumulative Partigpating Preferred Shares

We accounted for the 2007 issuance of Convertihlen@ative Participating Preferred Shares (the “CCPP
Shares”) to the Investors, in accordance with FASEC Subtopic 470-20, Debt — Debt with Conversiod @ther
Options, which incorporates EITF D-98: “Classifioatand Measurement of Redeemable Securities”.

As of September 30, 2015, the net amount of divddesrccreted pursuant to the terms of the CCPP Shas
$290.1 million in the aggregate, or $290.09 pereahd-or further discussion and additional disctesuegarding
the CCPP Shares, please refer to Note 10, “MezeaBguity — Convertible Cumulative Participating flereed
Shares” in the notes accompanying the Company's#etlidonsolidated financial statements for the yexaded
December 31, 2014.

23



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2015
8. Shareholders’ Deficit
Ordinary Shares

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

As of September 30, 2015 and December 31, 2014 hae 68,383,370 Ordinary Shares issued and
outstanding, all of which are held directly or iretitly by the Investors.

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, 201&,have
repurchased and cancelled 1,753,224 Perpetualr@f8hares. As of September 30, 2015 and DeceBther
2014, we have 3,246,776 Perpetual Preferred Skemgsd and outstanding.

The dividend rate on the Perpetual Preferred Shaegsbe at a fixed rate determined through remiugyedf
the Perpetual Preferred Shares for specific pewddsrying length not less than six months or rhayat a floating
rate reset quarterly based on a predefined set@fest rate benchmarks. The quarterly floatingsréor September
30, 2015 and 2014 were 6.39% and 6.53%, respegtiveliring any dividend period, unless the fullidends for
the current dividend period on all outstanding lBaral Preferred Shares have been declared or mpaidividend
may be paid or declared on the Ordinary Sharesnan@rdinary Shares or other junior shares may behased,
redeemed, or otherwise acquired for consideratiprSBGL. Please refer below tdf/idends on Perpetual
Preferred Sharé'sn the Note below for additional information.

Dividends on Ordinary Shares

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

All future payments of dividends are at the didoreof our Board and will depend on such factorthesBoard
may deem relevant. Notwithstanding the foregoihgjvidends on the Perpetual Preferred Shares inavédeen
declared and paid (or declared and a sum suffid@mthe payment thereof set aside) for a dividpedod, we
generally are precluded from paying or declaring dimidend on the Ordinary Shares.

Dividends on Perpetual Preferred Shares

In accordance with the relevant financial testseurttle terms of the Perpetual Preferred SharesBoaird was
precluded from declaring and paying a dividendanrection with each of the 2014 and 2015 year te daidend
payment dates. There can be no assurances wheghether, as a result of the application of therfial tests
contained in the terms of the Perpetual Preferteates, our Board will be permitted to make subseqdidend
payments on the Perpetual Preferred Shares agrnfifted, when or whether our Board will choosésrdiscretion
to make any such dividend payments on the PerpBreétrred Shares.

For further discussion on the non-declaration ef Berpetual Preferred Shares dividends, pleasetcef¢ote
11, “Subsequent EventsNeon-declaration of Dividend on Perpetual Preferi®dares.
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8. Shareholders’ Deficit (continued)
Perpetual Preferred Shares — Right to Appoint Diters

Pursuant to the terms of, and subject to the proesdset forth in, the Certificate of Designatioeisited to the
Perpetual Preferred Shares, the holders of theeRetpPreferred Shares are entitled to elect twectbrs to our
Board in the event dividends on the Perpetual BrexddeShares have not been declared and paid fosrsimore
dividend periods, whether or not consecutive (arfplyyment”). Failure to declare and pay dividendgte July
15, 2009 dividend payment date marked the sixtiddnd period for which dividends had not been dedand
paid (i.e., a Nonpayment). On September 18, 281i&,Company received correspondence from a puxporte
beneficial holder of the Perpetual Preferred Shares, to whiels attached a request from Cede & Co., as a
registered holder of Perpetual Preferred Shareirgg to initiate this process in respect of th@aptment of
directors by holders of the Perpetual Preferredethto the Board. Upon receipt of such requestége & Co., as
holder of record of a requisite amount of PerpeRr&ferred Shares, the Company promptly began doead the
request in compliance with the Certificate of Desitjons governing the Perpetual Preferred Shares.

If and when dividends for at least four dividendipés, whether or not consecutive, following a Nmmsment
have been paid in full, this right will cease.

For further discussion on the request to appoirgatidrs to the Board, please refer to Note 11, $8ghent
Events -Perpetual Preferred Shares — Appointment of Dinetto

9. Income Taxes

The income tax benefit for the nine month perioddesl September 30, 2015 and 2014 was $5.5 millioh a
$8.0 million, respectively. Any net incomes frohetoperations of our Cayman Island entities aresnbfect to
income tax. The operations of our U.S., Bermudal, kish entities did not generate a current tapesse, other
than potential interest and penalties on accrurdiaailities for unrecognized tax benefits, dueth@ operating
performance and the availability of tax losses fymior tax years. The utilization of tax lossesulés in a reduction
in deferred tax assets and a corresponding redhuictithe valuation allowance established agairstatdeferred tax
assets. The income tax benefit for the nine mpetiods ended September 30, 2015 and 2014 weregaily due
to a reduction of the deferred tax liability foetihs reversing outside of the 15 year net operadisg carry-forward
period in the U.S. The September 30, 2015 incareenefit also includes the release of incomeadarrves for
unrecognized tax benefits in which the statutémitations has expired.

As of September 30, 2015, we had total unrecogniardenefits (excluding interest and penaltiespbb
million, the recognition of which is not expectam dreate a tax benefit at the effective tax ratettie applicable
period. The total unrecognized tax benefits fig(eecluding interest and penalties) and the rasyltax benefit
recognition figure changed from September 30, 2848 December 31, 2014 due to expiration of theutgtabf
limitations for a portion of the unrecognized tankfits.

As of September 30, 2014, we had total unrecogntiarenefits (excluding interest and penaltiespaL
million, the recognition of which would result in%0.7 million benefit at the effective tax rate the applicable
period. The total unrecognized tax benefits fig(eecluding interest and penalties) and the rasyltax benefit
recognition figure were unchanged from Septembef8@4 and December 31, 2013.

Effective March 31, 2015, we changed the U.S. falde&ax rate used to calculate the current and defer
income tax expense from 34% to 35%. If the U.®upgrwas in a taxable income position, the taxabt®me
would likely be sufficient to qualify for taxatioat the 35% U.S. federal tax rate. Therefore, wiewe this change
to be appropriate. The total impact of the ratenge is a $6.9 million addition to the deferredaazets of the U.S.
group; however, the impact is offset by a valuaiiowance as discussed below.
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9. Income Taxes (continued)

Our deferred tax assets are principally supportedhle reversal of deferred tax liabilities. We reumtly
establish a valuation allowance against deferredassets when it is more likely than not that sqosion, or all,
of our deferred tax assets will not be realizede Nelve maintained a full valuation allowance agany remaining
deferred tax asset associated with our operatiotisei U.S. and Ireland, given our inability to rely future taxable
income projections and the scheduling of our curdefierred tax liabilities.

As of September 30, 2015 and December 31, 2014deferred tax liabilities included $27.8 milliomda
$31.5 million, respectively, of deferred tax liatils 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 tasslaf the jurisdictions in which we operate. AsSmptember
30, 2015, we remained subject to examination infdlewing major tax jurisdictions for the returfiged for the
years indicated below:

Major Tax Jurisdictions Open Years
u.s.
Life GroUp «.ooov e e 2012 through 2015
Non-Life Group ......cooeeviiiiiiiieeee e, 2012 through 2015
[ £=1F= 1o o [ SRS 2011 through 2015

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

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

10. Commitments and Contingencies
Ballantyne Re plc

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

As of September 30, 2015, we have no remainingcti@ss exposure related to Ballantyne Re since our
interests in the Ballantyne Re Class D Notes amfefred Shares are valued at $0. The Class C Nates fully
written-off in 2008 under the contractual termgtad Ballantyne Re indenture.

SRUS remains liable for the accuracy and performasfccertain representations, warranties, covenants
other obligations that relate to periods before aesignment and novation to Security Life of Denkesurance
Company of the reinsurance agreement with Ballanfge. In addition, SRGL and SRUS remain respoadii
certain ongoing covenants and indemnities maddhfrbenefit of Ballantyne Re and the financial gnéors of
certain of the notes issued by Ballantyne Re.
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10. Commitments and Contingencies (contied)
Indemnification of Our Directors, Officers, Employes, and Agents

We indemnify our directors, officers, employeesd agents against any action, suit, or proceedirgther
civil, criminal, administrative, or investigativey 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 potértaount due
under this indemnity in the future.

Davis v. Scottish Re Group Limited, et al.

SRGL and SRUS (together, “Scottish Re"yried that a lawsuit was filed on or about Noventigr2013, in
New York state court against Scottish Re, SRGLareholders and certain of their affiliates, andous former
and current directors of Scottish Re (collectivahye “Defendant Parties”). The plaintiff, idengidi in the court
documents as a holder of Perpetual Preferred Sharka former holder of Ordinary Shares (pleaser itef Note 8,
“Shareholders’ Deficit” for information regardinge Perpetual Preferred Shares and the OrdinarneShalleges,
among other things, claims against the DefendartteB&or breach of contract, breach of fiduciaotyd tortious
interference, and derivative claims centered largebund the following events:

« the 2011 unwind of a formerly consolidated collatinance facility and the associated acquisitiyn
affiliates of Cerberus of debt related to the dellal finance facility;

» the completion in 2011 of a cash-out merger betvgRGL and affiliates of the Investors;

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

» apurported distribution policy affecting the Pdya¢ Preferred Shares.

On February 21, 2014, Motions to DismissemMded with the court on behalf of the Defendaattfes pursuant
to a briefing schedule previously agreed with tbhert and the plaintiff. Pursuant to that schedthe, plaintiff
submitted on May 7, 2014 its opposition to the Mo§ to Dismiss. The Defendant Parties submittptle®in
further support of their Motions to Dismiss on J@% 2014. Oral arguments on the Motions to Dismisre heard
by the court on September 29, 2014.

Following oral arguments on the Motions tisrBiss on September 29, 2014, on October 7, 20&4ptesiding
judge issued a decision dismissing all claims agdine Defendant Parties, with the exception of tweach of
contract claims against SRGL. The judge directed the plaintiff and SRGL engage in jurisdictionigcovery
limited to these two claims, after which the cowduld decide whether these claims should also bmidsed on
jurisdictional grounds. Jurisdictional discovepnumenced on these two claims and was underway &spiémber
30, 2015.

The plaintiff filed on October 28, 2014 his openiagpellate brief challenging the court’'s October@14
decision. Following this, Scottish Re and the otbefendant Parties filed opposition briefs, and thiaintiff
thereafter filed his reply brief. Oral argumentstbe appellate brief were heard by the Appellatgsidpn of the
New York Supreme Court on June 9, 2015.

Scottish Re have certain obligations to indemriifyse Defendant Parties that are current or forrirectors
for the reasonable cost of their defense of thelawsuit.

We believe the plaintiff's allegations to be witlhanerit and are vigorously defending our interesthie action.
Accordingly, it is not possible to estimate anysl@s respect of the plaintiff's claims.
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For further discussion regarding the DawviScottish Re Group Limited, et al. litigationepke refer to Note

11, “Subsequent EventsBavis v. Scottish Re Group Limited, et al.
11. Subsequent Events

The subsequent events disclosed in these notég toohsolidated financial statements have beenate by
Company management up to and including the filihthese consolidated financial statements on Nowml,
2015.
Investment in Cerberus Affiliated Fund

Subsequent to September 30, 2015, SALIC investagupnt to a capital call, an additional $0.4 miilin the
Cerberus Affiliated Fund and, as of November 121520had invested $26.0 million of its $30.0 millidotal

commitment.

Orkney Re Il

On the scheduled interest payment date of Noverhbef015, Orkney Re Il was unable to make scheduled

interest payments on the Series A-1 Notes and ¢niesSA-2 Notes. As a result, Assured, subjet¢héofinancial
guaranty policy issued by Assured, as discussedNdate 5, “Collateral Finance Facility and Securitiaa

Structure”, made guarantee payments on the SeriefNAtes in the amount of $0.7 million. The instramount
for the Series A-2 Notes, which were not guarantegeter the Orkney Re Il transaction, was $0.1 anilli We have
accrued the interest on both the Series A-1 Natdgtze Series A-2 Notes.

Deferral of Interest Payments on the Capital andukt Preferred Securities

We continued to accrue and defer payments of isteme our Capital and Trust Preferred Securitis(dlined
in Note 6, “Debt Obligations and Other Funding Axgaments”). These deferrals are permitted by tesfribe
indentures governing the Capital and Trust PrefieBecurities and have been made at the discretionrdBoard.
As of November 12, 2015, we had accrued and defggayments on a total of $15.3 million of interest our
Capital and Trust Preferred Securities. Of theferded payments, $5.4 million are attributablSRGL, leaving a
net amount of accrued deferred interest of $9.9anibn the Capital and Trust Securities due t@edl parties.

Non-declaration of Dividends on Perpetual Preferr&hares

In accordance with the relevant financial testseurtde terms of the Perpetual Preferred SharesBoaird was
precluded from declaring and paying a dividendren®ctober 15, 2015 dividend payment date.

Dividends on Perpetual Preferred Shares — Appointrhef Directors

In connection with our receipt of the September 2815 correspondence, as discussed in Note
“Shareholders’ Deficit Perpetual Preferred SharesRight to Appoint Directors we provided to our Transfer
Agent and Registrar on October 9, 2015, for furttelivery to Cede & Co., as nominee for the Depogiflrust
Company, a notice to holders of the Perpetual RexfeShares addressing certain mechanics relatdtheto
September 18, 2015 request, including a requesthtiiders of the Perpetual Preferred Shares nomicetdidates
for potential election to the Board and provide tiagnes and contact information for such potentiahinees to the
Company by November 9, 2015. A copy of this comitation was also delivered through a third partgnpany
that specializes in conducting searches for uniteylipeneficial holders of securities. On Novembef015, the
Company received a letter from Cede & Co., whidiuded a written consent from an underlying ben&ficwner
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11. Subsequent Events (continued)

of Perpetual Preferred Shares purporting to desigsach beneficial owner as a director of the Camgpa
compliance with section 8(c) of the CertificateD®signations. The written consent did not satilsé/requirements
of section 8(c) and instead operated as a nomimaticuch beneficial owner as a director for pasdrlection by
holders of the Perpetual Preferred Shares. Thep@oynnotified the beneficial owner (director nor@hef such
circumstances and reiterated its request for ceitdormation regarding such director nominee dsosk in the
October 9, 2015 notice. Upon receipt from the doenominee of additional information required quant to the
Company’s Articles of Association, the Company wpilbceed promptly to convene a special meetinge@hblders
of the Perpetual Preferred Shares to vote on ttenpal appointment of such nominee. No other matibns were
received in response the Company’s October 9, 28qkest.

Davis v. Scottish Re Group Limited, et al.

Jurisdictional discovery on the two claims thatvewed the court’s October 7, 2014 order dismissihg
remaining eight counts concluded on October 26520Thereafter, the Company filed with the cowstrignewed
Motion to Dismiss these remaining counts. Pursuarthe schedule agreed with the court, the pEmtbrief
opposing the Mation to Dismiss is due to be fileithvthe court not later than November 25, 201%rafthich the
Company’s reply is due to be filed by December2l5. It is expected that the court will issuaiing on these
two claims subsequent to the December filing.
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