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Summary of Results

Scottish Re Group Limited (“SRGL”, the “Company”’wé&”, “our” and “us”) is a holding company
incorporated under the laws of the Cayman Islaand,our principal executive office is located imBeda.

For the three months ended March 31, 2011, SRGarteg net income attributable to ordinary sharedidaf
$22.4 million, or $0.10 diluted income per ordinasfyare, as compared to net income attributablerdmary
shareholders of $99.5 million, or $0.46 dilutedame per ordinary share, for the three months ehdacth 31,
2010.

The $22.4 million of net income attributable to ioaty shareholders for the three month period endacth
31, 2011 was primarily driven by $25.7 million cdtrrealized and unrealized gains associated witCibmpany’s
invested assets.

The $99.5 million of net income attributable to inaty shareholders for the three month period endatcth
31, 2010 was primarily driven by $83.0 million ddtrrealized and unrealized gains associated witCibmpany’s
invested assets. Furthermore, the Company recand@itome tax benefit of $36.4 million that prpaily resulted
from a reconsideration of an uncertain tax provisibllowing a U.S. court tax ruling that was reldtto an
unaffiliated third party.

As of March 31, 2011, we had $104.3 million of wirieted assets in SRGL and Scottish Annuity & Life
Insurance Company (Cayman) Ltd. (“SALIC”"), a whedwned subsidiary of SRGL, as compared to $106llomi
of unrestricted assets in SRGL and SALIC as of Dém 31, 2010. The unrestricted assets of SRGLS#IAC
represent cash, cash equivalents, and fixed-myafakiestments not held in trust accounts. Theseadiricted assets
were available to meet the obligations of SRGL &#&LIC. There can be no assurances that the amofunt
unrestricted assets held by SRGL and SALIC will setrease from period to period.

The following unaudited consolidated interim finaicstatements should be read in conjunction witl t
accompanying notes, including Note 14, “Subsequ&rEnts”, which contains, in addition to other distires,
information on the Merger Agreement and the Orkmhelnwind Transaction (both as defined in Note 14,
“Subsequent Events”). Each of these separateattioas was announced on April 15, 2011, and, isconmated,
each is expected to close during the second quafr2911.



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

March 31, December 31,
2011 2010
(Unaudited)

ASSETS
Fixed-maturity investments held as trading sea@sitat fair value..................ccccuvviieeeens $ 3,073,235 $ 3,111,724
Preferred stock held as trading securities, atv@ie ................cccccvvvviceemiiiiiieeeeeeeee, 68,225 67,897
Cash and cash equUIVaIENTS ...........cooo i 483,101 417,722
OthEr INVESIMENES ..eviiiiiiii i eeeeeee et e e e e e e e e e e e e e et a bbb emreessbbabaan e aes 15,956 16,459
Funds Withheld at INtErESt.......iiiii e e a e 582,215 584,617

TOtAl INVESIMENES. ...ttt et ettt et ee et e e s e eee 4,222,732 4,198,419
ACCTUEH INTErESt TECEIVABIE. ... ...eeee et e ettt ettt e e 21,778 22,286
Reinsurance balances reCeiVabIE ...........oeeeeeeeiiiiiiiiee e 130,564 131,315
Deferred aCqUISILION COSES ......uuuiiiiiiiiiceeeeee ettt et e e e e e e e e e e e e eeaaes 265,129 269,352
Amounts recoverable from FEINSUIEIS .......oeeeeeeeiiie e e e eens 526,539 564,869
Present value of iN-fOrCe DUSINESS .......coceummiie e 30,758 31,941
(O] 1 =T =TT = £ T PSP 18,565 22,771
Embedded derivative assets, at fair ValUE . ....cceee.iiieiiiei i 155 -
Current iNCoOmMe tax reCeIVADIE .............. et e s 186 189
DETEITEA tAX BSSELS ... ettt et e e e e e e e e e e ee e et e e e e e eeeeeaeeas 28 28

TOTAI ASSELS .vveevteeeeeeee ettt e et et eceemee e et e e et e et e et e et e et e e e et e et e et e e et e e e e e re e $ 5,216,434 $ 5,241,170
LIABILITIES
Reserves for future policy benefits ... $ 1,486,369 $ 1,477,594
Interest-sensitive contract iabilitieS .....ooecevveeeiiiiiii e, 1,394,289 1,415,580
Collateral fINANCE FACKHIIES. ... .e.veeeeeeeeeeeeee et ee et et et et et et et et e e et et et eeeeeeeeeeses e 1,300,000 1,300,000
Accounts payable and other liabilities..........iviiiiiiei e 56,607 54,827
Embedded derivative liabilities, at fair VAU wu...c.uvvviiiiiiieieeeeiiieeeeeeccee e 27,544 32,545
Reinsurance balances payable ...........oo e 62,686 91,634
Deferred tax iability............oooo i 41,891 44,189
Long-term debt, @t Par VAIUE................ceccmemereeereeiteeereesteeeteeeteeeessesereesbeessessessneesseesrens, 129,500 129,500

BI0) r= U T2 Lo 1111 =TT 4,498,886 4,545,869

MEZZANINE EQUITY
Convertible cumulative participating preferredrasa(liquidation preference: $770.1
0 T11 1o o) 555,857 555,857

SHAREHOLDERS'’ EQUITY
Ordinary shares, par value $0.01:

Issued and outstanding - 68,383,370 shares in @AP010..............ccooeiiinriiniiennnnnnn, 684 684
Non-cumulative perpetual preferred shares, parev@@iO1;

Issued: 5,000,000 shares (outstanding: 2011 ah@d 2@,806,083) .........ccvvvveeriiriieanenn. 120,152 120,152
Additional Paid-in CAPITAL ........eeieieieei s et r e e e e e e e e e e e e s s e e e e eeeaeeeeeennns 1,218,041 1,217,894
[ ] e 11 0110 o (] {11 | SRR (1,185,907) (1,208,286)

Total Scottish Re Group Limited shareholders’ equit................coooeciemeccciiiiiiiinnn, 152,970 130,444
NONCONIOIING INEEIEST ......veiveeeieie et ettt te ettt e te et ete e en e, 8,721 9,000

TOLAL EOUILY ....cveeeeee ettt ettt et ettt e et et eete e et e eteeteeteeaemeeeteeaeeneeneenteateas 161,691 139,444

Total liabilities, mezzanine equity and total @QUIL..............cceeeeeeiceemecieeeee e $ 5,216,434 $ 5,241,170
! Includes total investments of consolidated vagabterest entities (“VIES).................. $ 1,113,532 $ 1,108,193
2 Includes accrued interest receivable of CONS@HIBIES ...............cccoevevevrveeeeeriereeennns 914 1,040
® Reflects collateral finance facilities of consalied VIES ..................cc.eueeemmmmneerrrennn. 1,300,000 1,300,000

See Accompanying Notes to Consolidated Financetk8tents (Unaudited)



SCOTTISH RE GROUP LIMITED
CONSOLIDATED STATEMENTS OF INCOME

(UNAUDITED)

(Expressed in Thousands of United States Dollarsxeept share data)

Three months ended

Revenues

Premiums earned, Net..........oouvviiiiiiiccccceeiie e,
Fee and other income ........ccc.ooooooiiiiiiiiiciiie e,
Investment income, Net .......cccceeeeeeiii i,
Net realized and unrealized gains...........ccceceeneeee.

Change in value of long-term debt, at fair value...

Change in fair value of embedded derivative assets
and liabilities ...,

TOtal FEVENUES .....ceveeeieeieeee et eeeeee e

Benefits and expenses

Claims, policy benefits, and changes in policyholde
FESEIVES, NET.ciiiiiieeiiiieeeiiiee et e enee e e

Interest credited to interest-sensitive contract
HADIItIES .o,

Amortization of deferred acquisition costs and othe
INSUrance exXpenses, NEt........ccccuvverceerreereneeanns

Operating EXPENSES .....c.vvvveeeeeiiiiiieieeeeeee e
Collateral finance facilities expenses......coocm.......
INtEresSt EXPENSE.....ccieviiieiiiii et rereem e

Total benefits and eXpPenses............... o enees

Income before income taxes.......coooeevvvveveeieevneen,
Income tax benefit.......ccooooiveiiiiiiiiiim e,

Consolidated iINCOME.........coeeeeiveviieeeeiiieeeee e

Net loss (income) attributable to noncontrolling
INEEIEST ... s e

Net income attributable to ordinary shareholders

Basic income per ordinary share.........................

Diluted income per ordinary share.......................

March 31, March 31,
2011 2010
94,335 $ 102,523
1,266 1,299
39,253 43,997
25,726 82,977
- 2,787
5,156 (2,272)
165,736 231,311
97,266 13
12,026 3,130
16,424 18,367
11,359 17,677
6,213 8,123
1,678 1,294
144,966 167,916
20,770 63,395
1,330 36,394
22,100 99,789
279 (240)
$ 22,379 $ 99,549
$ 0.32 $ 1.43
$ 0.10 $ 0.46

See Accompanying Notes to Consolidated Financatke8tents (Unaudited)



SCOTTISH RE GROUP LIMITED
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
(UNAUDITED)
(Expressed in Thousands of United States dollarsxeept share data)

Three months ended

March 31, March 31,
2011 2010

Share capital:
Ordinary shares:

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

Beginning and €nd Of PEIIOU. ............cvieeeeeeeeeee ettt et eeeste e ae e eeeans 120,152 125,000
Additional paid-in capital:

Beginning Of PEHIOM ... ...t e e e e e e e 1,217,894 1,217,535

(@) o1 Te g3 o 1= 4 L=< T 147 171

[T I} 1= o o PP 1,218,041 1,217,706
Retained deficit:

Beginning Of PEHOA ... ee e e e e e e e e e e e e e s e e r e e e e e aaaaaaaea e (1,208,286) (1,447,375)

Net income attributable to Scottish Re Group Lilthite...........cc.ccvevvriveriieiee e ceeeeeee e 22,379 99,549

[T g Lo I o) i oY= T o Lo RSO UPPUOPPPPPP (1,185,907) (1,347,826)
Total Scottish Re Group Limited shareholders’ equiy (defiCit) ...........ccoceeeeeiiiiiiienneea, $ 152970 % (4,436)
Noncontrolling interest:

Beginning Of PEHOA ..o ee e ee e e e e e e e e e e s r e e e e e aaaaaaaeaae s 9000 7,668

[N T (o =Sy Lo o 1= OSSP (279) 240

g To o i oY= oo OO SURRRRR 8,721 7,908
Total SharehOlders’ EQUILY.........uuuuieeiiiiiieiie et $ 161,691 $ 3,472

See Accompanying Notes to Consolidated Financatk8tents (Unaudited)



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

(Expressed in Thousands of United States dollars)

Three months ended

March 31, March 31,
2011 2010
Operating activities
ConSOlAAtEd INCOME ......ccuviiiiiiciie et eeceeee ettt ettt ettt e et e e e aae e ebe e e ete e eabeesnbeesnreeas $ 22,100 $ w7
Adjustments to reconcile net income to net caskl irs@perating activities:
Net realized and UNrealized QaiNS ...... ..ot (25,726) (82,977)
Change in value of long-term debt, at fair Value ... - (2,787)
Changes in value of embedded derivative assetSanlities ................ccccoeeveeiiiiienennn. (5,156) 2,272
Amortization of deferred acqUISItioN COSES ..uuuuunmiiiiiiiiiiiiiiiiiir e 2,808 7,458
Amortization of present value of in-force buSIiNESS...........cccccciiiiiiiiiii e, 1,183 (96)
Amortization of deferred tranSACHION COSES . iurrriiiieiiiiiiiiie e 454 617
Depreciation Of fIXEA @SSELS.......iiiiii i e e e raaeaaaaee s 95 138
(@) 1[0 0 =31 0 1= 1 1= PR EERRRRP 147 171
Changes in assets and liabilities:
Funds withheld at INTEIEST ........oii e 2,402 7,083
Accrued INterest reCeIVADIE ... ... i e 508 (712)
Reinsurance balances receivable........ ..o 751 22,901
Deferred aCqUISItION COSES ... ..ttt ieeeeaae ettt e e e e e e e e e e e e e e e e e e e e ennnes 1,415 (3,427)
L@ (g1 g Y=Y £ PP 3,617 6,178
Current income tax receivable and payable ..occccee..evvviiiiiiiiiii 3 @)
Deferred tax assets and lIabilitiES ........ oo eerreereriiirieeeee i e e (2,298) (1,387)
Reserves for future policy benefits, net of amouet®verable from reinsurers................. 47,105 2,356
Interest-sensitive contract liabilities ......ceeeeeeveeeeeeiiii i (356) 27,713
Accounts payable and other liabilitieS ........ccceeeeeiiiiiii i 1,935 (23,553)
Reinsurance balances PAYAbIE ..........ccoceceeviviveieieeeeeeeeeeee e eeeeees s (28,948) 389
Net cash provided by OPerating ACtVItIES .. e veeereeerriereeieieeieeereesee e eesseesreesreaeeas 22,003 62,120
Investing activities
Purchases of fixed-maturity iNVESIMENTS .....cooiiuiiiiiiiii e (120,907) (223,557)
Proceeds from sales and maturities of fixed-matimgestments ............ccccccevviiieniiiiinnnn. 184,353 220,423
Purchases from sale and maturities of preferreksto.............ocoooiiiiiiiiiie 375 1,217
Purchases of and proceeds from other iNVeStMENtS............cc.cceeveeeeeeieeeee e 503 299
Net cash provided by (used in) iNVEStNG ACHVItIES ...........ooveveveeeeeeeeeeeeeeeeeeeeeeseeeens 64,324 (1,618)
Financing activities
Withdrawals from interest-sensitive contract IS ..................ccccoveveverererererieerererieenenne, (20,948) (53,028)
Net cash used in fINANCING ACHVItIES........ccocerevereeeeeeeeeeeee oo (20,948) (53,028)
Net change in cash and cash equUIVaIENES ..ccocceeeeiiiiiiiiieie e 65,379 $ 7474
Cash and cash equivalents, beginning of PEriad............c.ccoveeveveece e i 417,722 390,025
Cash and cash equivalents, eNd Of PEHOM ..comeweeme.vvvveceeeeeeeeeeceeeeeeeeeee e eseae e $ 483101 397,499

See Accompanying Notes to Consolidated Financatk8tents (Unaudited)



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

March 31, 2011

1. Organization and Business
Organization

Scottish Re Group Limited (“SRGL”, the “Company”’wé”, “our”, and “us”) is a holding company
incorporated under the laws of the Cayman Islamagisl our principal executive office is located inrBada.
Through our operating subsidiaries, we are prifipengaged in the reinsurance of life insurance)uities, and
annuity-type products. We have principal operatingnpanies, holding companies, and collateral figafacilities
in Bermuda, the Cayman Islands, Ireland, and théedistates (“U.S."), as follows:

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

Cayman Islands
SRGL

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

Ireland
Scottish Re (Dublin) Limited (“SRD")
Orkney Re Il plc (“Orkney Re 1I")

United States

Scaottish Holdings, Inc. (“SHI")

Scottish Re (U.S.), Inc. (“SRUS")

Scottish Re Life Corporation (“SRLC")

Orkney Holdings, LLC (“OHL")

Orkney Re, Inc. (“Orkney Re” and, together with QHOrkney 1)

Run-Off Strategy

In 2008, we ceased writing new business and ndtifigr existing clients that we would not be accaptiny
new reinsurance risks under existing reinsuraneatiers, thereby placing our remaining treaties ito-off. We
expect to continue to pursue a run-off strategy tfer remaining business, whereby we continue t@ivec
premiums, pay claims, and perform key activitiedamour remaining reinsurance treaties; howevegsurances
can be given that we will be successful in exegutims strategy.

While pursuing our run-off strategy, we maiy, opportunities arise, purchase in privately-néated
transactions, open market purchases, or by meageradral solicitations, tender offers, or otherwizdditional
amounts of our outstanding securities and othéilili@s. Any such purchases will depend on aetgriof factors
including, but not limited to, available corporaiguidity, capital requirements, and indicativeqinig levels. The
amounts involved in any such transactions, indiglijuor in the aggregate, may be material. Fothier discussion
on our outstanding securities, refer to Note 8,D@bligations and Other Funding Arrangements”.rttier, the
Company has engaged a financial advisor as werngntio explore ways to increase enterprise vah@uding
consideration from time to time of transactions fbe sale or disposition of our businesses or sssetich
transactions, individually or in the aggregate, nimy material. Refer to Note 14, “Subsequent EvVerits
information regarding the Orkney | Unwind Transanti

Regulatory Considerations
We have been operating since 2009 with certainladgny constraints with respect to SRUS, our priiarS.

reinsurance subsidiary. In connection with theeigicby SRUS in late 2008 of a permitted statutacgounting
practice related to the reduction from liabilityr feeinsurance ceded to an unauthorized assumingeingthe



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
March 31, 2011
1. Organization and Business (continued)

“Permitted Practice”), SRUS and the Department edjréo the formal supervision of SRUS and that such
supervision would likely continue for as long ae tRermitted Practice remained in place. SubselyueSRRUS
consented to the issuance by the Delaware Departofiensurance (the “Department”) on January 5,208f an
Order of Supervision for SRUS (the “Order of Sujmon”), in accordance with 18 Del. C. §5942. Theler of
Supervision required, among other things, the Depamt’s consent to any transaction by SRUS outsie
ordinary course of business and to any transagtitmor any distribution or payment to its affiégt The original
Order of Supervision subsequently was amended apthaed with an Extended and Amended Order of
Supervision, dated April 3, 2009 (the “Amended Q@fenvhich amended and clarified certain matteratamed
within the original Order of Supervision.

In connection with the Amended Order, SRUS generallust receive prior written consent from the

Department in order to engage in any transactidgsidel of the ordinary course of business; makeagepgayments,

or incur certain debts, obligations, or liabiliti@s any transaction of $1 million or greater (pubed that this
limitation does not apply to the payment of claimemiums, and other third party reinsurance sa#igs, in each
case of less than $10 million per payment); engagew business; lend any of its funds; invest afigs funds in a
manner that deviates from the plan filed with thepBrtment; commute, novate, amend, or otherwisagehany
existing reinsurance contract or treaty; or engegeany transaction with any related party. By tiégsms, the
Amended Order is to remain in place until such tiase SRUS can make certain enumerated showingseto th
Department related to its financial strength arslits of operations.

In recognition of SRUS’ demonstrated financial impgment since consenting to the Amended Order @920
by a letter dated March 1, 2011, SRUS requestddhbaDepartment rescind the Amended Order anchmmection
therewith, notified the Department of SRUS’ intentito discontinue utilization of the Permitted Riee Without
utilization of the Permitted Practice at Decembgr 3010, SRUS’ statutory capital and surplus wcwde been
$222 million (compared to $292 million with the Retted Practice), and its company action level RBglild have
been 353% (compared to 466% with the Permittedtieegc Without utilization of the Permitted Praeiat March
31, 2011, SRUS’ statutory capital and surplus wdadge been $242 million (compared to $300 millioithvthe
Permitted Practice).

Refer to Note 14, “Subsequent Events”, for addalotetails on the status of the Permitted Praciiwg the
Amended Order.

Business

We have written reinsurance business that is whotlyartially retained in one or more of our reirzce
subsidiaries. We have assumed risks associatédpuiinary life insurance, annuities, and annuityetypolicies.
We reinsure mortality, investment, persistency, exjpense risks of life insurance and reinsurancepamies based
in the United States. We assumed most of theusnse through automatic treaties, but we alsonasdicertain
risks on a facultative basis. The business weléstlly have written falls into two categories:atitional Solutions
and Financial Solutions, as detailed below.

Traditional Solutions: We reinsure the mortality risk on life insurammaicies written by primary insurers. The
business often is referred to as traditional liEnsurance. We wrote our Traditional Solutions bess
predominantly on an automatic basis. This meantsviieaautomatically reinsured all policies writtep & ceding
company that met the underwriting criteria spedifie the treaty with the ceding company.

Financial Solutions: Financial Solutions include contracts under whisk assumed the investment and
persistency risks of existing, as well as newlytteri, blocks of business. The products reinsureblide annuities
and annuity-type products, cash value life insueaand, to a lesser extent, disability products éina in a pay-out
phase.



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
March 31, 2011
1. Organization and Business (continued)

Life insurance products that we reinsure includarlyerenewable term, term with multi-year guarastee
ordinary life, and variable life. Retail annuityopucts that we reinsure include fixed deferreduéties and variable
annuities. For these products, we wrote reins@waenerally in the form of yearly renewable terminsurance, or
modified coinsurance. Under yearly renewable temm,share only in the mortality risk for which weceive a
premium. In a coinsurance or modified coinsurasrangement, we generally share proportionatebllimaterial
risks inherent in the underlying policies, incluglimortality, lapses, and investment experience. dddrsuch
agreements, we agree to indemnify the primary esfar all or a portion of the risks associatedhwitte underlying
insurance policy or annuity contract in exchangeaf@roportionate share of premiums. Coinsurariffersl from
modified coinsurance with respect to the ownergtfiphe assets supporting the reserves. Under @usarance
arrangements, ownership of these assets is tramdfey us, whereas, in modified coinsurance arnamegés, the
ceding company retains ownership of these assatayéd share in the investment income and riskscéatsal with
the assets.

2. Basis of presentation

Accounting Principles - Our consolidated financgdtements are prepared in accordance with acogunti
principles generally accepted in the United State#\merica (“U.S. GAAP”). Accordingly, these congtdted
interim financial statements do not include all théormation and footnotes required by U.S. GAAR é&mnual
financial statements. These unaudited consolidatedim financial statements should be read in wociion with
the annual consolidated financial statements andrapanying notes thereto for the year ended Decegihe2010.

Consolidation - The consolidated financial statets@mclude the assets, liabilities, and resultsdrations of
SRGL, its subsidiaries, and all variable interadtities for which we are the primary beneficiarg, @efined in
Financial Accounting Standards Board (“FASB”) Acating Standards Codification (*“ASC”) Subtopic 810;1
Consolidation — Overall (“FASB ASC 810-10"). Alignificant inter-company transactions and balarizese been
eliminated in consolidation. We consolidate two meoourse securitizations: Orkney |, a Delawaretéd liability
company, and Orkney Re Il, a special purpose velndorporated under the laws of Ireland. Fortferrtdiscussion
of Orkney | and Orkney Re Il, refer to Note 7, “@téral Finance Facilities”. For further discussiof these
entities, refer to Note 8, “Debt Obligations and@tFunding Arrangements”.

Comprehensive Income — There are no items of atberprehensive income included in the consolidated
statements of income, and, therefore, net incomibuatiable to ordinary shareholders is the sameoasprehensive
income attributable to ordinary shareholders.

Noncontrolling Interest— The noncontrolling intarespresents the 5% of SRLC that is not owned bGER
The consolidated financial statements include sdkss, liabilities, revenues, and expenses of SRhGccordance
with FASB ASC Topic 810, references in these cddatéd financial statements to net income attribleteo
SRGL, net income attributable to ordinary shareédd and shareholders’ equity attributable to SRiBLnot
include the noncontrolling interest, which is repdrseparately.

Going Concern - These consolidated interim findnsi@tements and the annual consolidated financial
statements as of December 31, 2010 have been ptepsing accounting principles applicable to a gaancern,
which contemplates the realization of assets aaddtisfaction of liabilities and commitments ie thormal course
of business. Our ability to continue as a goingceon is dependent upon our ability to comply witle t
Department’s Amended Order for SRUS. We intendpgerate SRUS in a manner that strengthens itstetatu
capital and surplus and facilitates the removdahefAmended Order. Refer to Note 1, “Organizatiod Business-
Regulatory Considerations’, and Note 14, “Subsequent Events”, for additiothefails on the status of the Permitted
Practice and the Amended Order.



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
March 31, 2011
2. Basis of presentation (continued)

In the event that for any reason, SRUS fails to glgrnwith the Department’s Amended Order, or in éwent
the financial condition of SRUS were to materialgteriorate, the Department may take action toeseintrol of
SRUS under applicable insurance law. Such a sewould place control of all management decisiocnSRUS
with the Department, including with respect to coliing cash flows, settling claims, and payingighations. The
primary objective of the Department would be totpco the interests of the ceding insurers (and aicyholders)
with whom SRUS has contracted and would not be rtitept the interests of SRUS, SRGL or any of our
subsidiaries, the shareholders, or any other std¢tets of the Company. A seizure of SRUS wouldehaymerous
consequences and could lead to the need for SR&ktetain of its subsidiaries to seek bankruptotqmtion.

Estimates and Assumptions - The preparation of a@aed financial statements in conformity withSUJ.
GAAP requires management to make estimates andhasisus that affect the amounts reported in thesolidated
financial statements and accompanying notes. Acegults could differ materially from those estiem and
assumptions used by management. Our most sigrifissumptions are for:

* investment valuations;

e accounting for derivative instruments;

» assessment of risk transfer for structured inswamd reinsurance contracts;
e estimates of premiums;

» valuation of the present value of in-force business

» establishment of reserves for future policy besgfit

» deferral and amortization of deferred acquisitiosts;

* retrocession arrangements and amounts recoverabheréinsurers;

* interest-sensitive contract liabilities;

* long-term debt at fair value; and

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

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

3. Recent Accounting Pronouncements

Accounting Standards Update No. 2010-26, FinancBérvices — Insurance (Topic 944) — Accounting foo&s
Associated with Acquiring or Renewing Insurance Coacts

In October 2010, the FASB issued Accounting Stassldipdate No. 2010-26, Financial Services - Instgan
(Topic 944) — Accounting for Costs Associated wittquiring or Renewing Insurance Contracts (“ASU 12010-
26") "), which clarifies the types of costs incurreddayinsurance entity that can be capitalized irettguisition of
insurance contracts. Only those costs incurredchviiesult directly from and are essential to thecessful
acquisition of new or renewal insurance contracty e capitalized. Incremental costs related teuccessful
attempts to acquire insurance contracts must berseal as incurred. The amendments are effectivieséal years
and interim periods beginning after December 13,120Early adoption is permitted, and an entity retgct to
apply the guidance prospectively or retrospectivelye will adopt the provisions of ASU 2010-26 rader than
January 1, 2012, and are currently evaluating tiygact of the adoption on our financial position aedults of
operations; however, we do not expect the impabetmaterial.
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
March 31, 2011
4, Investments

We carry our investments at fair value, as desdripeNote 5, “Fair Value Measurements”, and unezli
gains and losses on investments are included inirgm. Realized gains and losses arising fromstile of
investments are determined on a specific identiicamethod and investment transactions are redoodethe trade
date. Interest income is recorded on the accrasisbbased on the securities’ stated coupon rases,component
of net investment income. Cash flows for investimgansactions are classified in Investing Actagtiin the
Consolidated Statements of Cash Flows, even thougimvestments are classified as trading secsribiecause the
investment transactions are not part of our prin@pgrating Activities.

The amount of net unrealized gains for the threeth®wended March 31, 2011 and 2010 that relatésding
securities still held at the reporting date wer8.$2nillion and $69.1 million, respectively.

5. Fair Value Measurements

FASB ASC 820 defines fair value, establishes a &aork for measuring fair value based on an exitepri
definition, establishes a fair value hierarchy blase the quality of inputs used to measure faiugahnd enhances
disclosure requirements for fair value measuremdriie hierarchy gives the highest priority to unatgd quoted
prices in active markets for identical assets abilities (Level 1 measurements) and the lowesorityi to
unobservable inputs (Level 3 measurements). Titee tlevels of the fair value hierarchy under FASBGA820 are
described below:

Level 1 — Quoted prices for identical instrumemtactive markets.

Level 2 — Quoted prices for similar instrumentsactive markets; quoted prices for identical or &mi
instruments in markets that are not active; and ehddrived valuations in which all significant irfpuand
significant value drivers are observable in actiarkets.

Level 3 — Model-derived valuations in which onemore significant inputs or significant value driseare
unobservable.

As required by FASB ASC 820, when the inputs usedheasure fair value fall within different levelstbe
hierarchy, the level within which the fair value aserement is categorized is based on the lowest ilgput that is
significant to the fair value measurement in itrety. Thus, a Level 3 fair value measurement nmajude inputs
that are observable (Level 1 and 2) and unobsexvdelvel 3).

Level 1 primarily consists of financial instrumemibose value is based on quoted market prices, asipblic
equities and actively-traded mutual fund investraent¥We do not hold assets and liabilities clasdifinder Level 1
fair value measurements.

Level 2 includes those financial instruments that walued by independent pricing services or valusidg
models or other valuation methodologies. These isodee primarily industry-standard models that oders
various inputs, such as interest rate, credit shread foreign exchange rates for the underlyintaricial
instruments. All significant inputs are observabiederived from observable information in the mapkece or are
supported by observable levels at which transastare executed in the marketplace. Financial ingnis in this
category primarily include: certain public and e corporate fixed-maturity securities; governmantagency
securities; and certain mortgage and asset-badaudises.

Level 3 is comprised of financial instruments whéeie value is estimated based on non-binding brgkiees
or internally-developed models or methodologied thtdize significant inputs not based on or cowdted by
readily-available market information. This categprimarily consists of certain less liquid fixed-tmaty securities
where we cannot corroborate the significant vatutinputs with market observable data. Additionathe
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
March 31, 2011
5. Fair Value Measurements (continued)

Company’s embedded derivative assets and lialsilitt#! of which are associated with reinsurancaties, are
classified in Level 3.

At each reporting period, we classify all assets lbilities in their entirety based on the lowkstel of input
that is significant to the fair value measureméhir assessment of the significance of a partianlaut to the fair
value measurement requires judgment and considetar$ specific to the asset or liability.

The fair values for the majority of our fixed-maturinvestments are classified as Level 2. Thegevidues are
obtained primarily from independent pricing sergisghich utilize Level 2 inputs. The pricing senscalso utilize
proprietary pricing models to produce estimate$aofvalue, primarily utilizing Level 2 inputs algnwith certain
Level 3 inputs. The proprietary pricing modelslie matrix pricing where expected cash flows dsealinted
utilizing market interest rates obtained from thpakty sources, based on the credit quality anditihur of the
instrument to fair value.

For securities that may not be reliably priced gsinternally-developed pricing models, broker qsosee
obtained. These broker quotes represent an ag#,dsut the assumptions used to establish thes&ire may not
be observable, and, as a result, the fair valueslassified as Level 3.

Long-term debt at fair value (i.e., outstandingg?akrough Certificates held by third parties) haeb valued
using Level 2 inputs for the determination of fa@due. The fair value was derived with refererméraded prices
for identical liabilities.

The interest rate swap derivative had been valsatguLevel 2 inputs including forward interest satterived
from observable information in the market place.

The embedded derivative assets and liabilitieduiods withheld at interest represent the embedeeatives
resulting from the assumed modified coinsuranceoffao”) or coinsurance funds withheld in accordawith the
related reinsurance arrangements. These valuebamed upon the difference between the fair vabfethe
underlying assets backing the modco or coinsuréum#s withheld receivable and the fair values &f timderlying
liabilities. The fair values of the underlying assgenerally are based upon observable markeudatg valuation
methods similar to those used for assets heldttlireg us. The fair values of the liabilities atetermined by using
market-observable swap rates as well as some umalée inputs, such as actuarial assumptions regard
policyholder behavior. These assumptions requgrificant management judgment, and the resultaig falues
are classified as Level 3
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
March 31, 2011
5. Fair Value Measurements (continued)

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

March 31, 2011

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

Government SECUNMLIES ......cevvveeeeeeeeee s svvvvveennn P 88.2 $ - $ 88.2 $ -

Corporate SECUNLIES.........ccoeceeveirvremmmmmre e e eeeeeen 1,198.0 - 1,062.2 135.8

Municipal bonds ... 56.3 - 56.3 -

Mortgage and asset-backed securities .............. 1,730.7 - 1,217.4 513.3

Fixed-maturity investments...........cccccvvceveeeeeennn. 3,073.2 2,424.1 649.1

Preferred StoCK ........coovvveieiiiiiieeeeeeecee e 68.3 - 11.9 56.4
Embedded derivative assets for Funds withheld at

IEEIEST .t 0.2 - - 0.2
Total assets at fair Value .........ocveouveoeemmeereereeeennens 9 3,141.7 $ - $ 2,436.0 $ 705.7
Embedded derivative liabilities for Funds withhald

INEEIEST ..t e (By. - - (27.5)
Total liabilities at fair value...............ccocerveveencnnn... $ (275) $ - $ - % (27.5)

December 31, 2010

(U.S. dollars in millions) Total Level 1 Level 2 Level 3
INVESTMENLS ... e
Government SECUNtIES ........ccvveeeeeveessmveeeeeee P 89.2 $% - $ 89.2 $ -
Corporate SECUNLIES.........ooeiieiiiiieeeeeee e 1,209.5 - 1,081.0 128.5
Municipal bonds..........ccccvviiviiiiiiiis e, 49.0 - 49.0 -
Mortgage and asset-backed securities .............. 1,764.0 - 1,233.8 530.2
Fixed-maturity investments.............ccuvceeeeeeeeennn. 3,111.7 - 2,453.0 658.7
Preferred StOCK ........ccccvieeiiee e seeee s 67.9 - 11.9 56.0
Total assets at fair Value .................commmmeereeveernees 9 31796 $ - 3 2,4649 $ 714.7
Embedded derivative liabilities for Funds withhatd
INEEIESE ettt enen. (32.5) - - (32.5)
Total liabilities at fair value.............ccccouicerrrrreeeeeen $ (325) $ - 3 - 8 (32.5)

The following tables present additional informat@mmout our assets and liabilities measured atvidire on a
recurring basis and for which we have utilized gigant unobservable (Level 3) inputs to deternfizie value:
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)

March 31, 2011

5. Fair Value Measurements (continued)
Fair Value Measurements Using Significant Unobseniae Inputs (Level 3) for the three month period enéd March 31, 2011
Embedded
derivative
liabilities,
Mortgage net, for
and asset- Funds
(U.S. dollars in Government Corporate Municipal backed Preferred withheld at
millions) securities securities bonds securities stock interest Total
Beginning balance at
January 1, 2011..... $ -$ 1285 $ - $ 530. $ 56.0 $ (325 % 268
Total realized and
unrealized gains
(losses) included
in net income....... (0.4) - 22.8 0.4 5.2 28.0
Purchases.............. 19.5 1.1 - - 20.6
Issuances............... - - - - - -
Settlements........... (13.4) - (14.8) - - (28.2)
Transfers in and/or
out of Level 3,
1= ST 1.6 - (26.0) - - (24.4)
Ending balance at
March 31, 2011...... $ -$ 1358 $ - % 5133 $ 56.4 $ (27.3) $ 678.2
Fair Value Measurements Using Significant Unobseniale Inputs (Level 3) for the year ended December 32010
Mortgage
and asset- Embedded
(U.S. dollars in Government  Corporate Municipal backed Preferred derivative
millions) securities securities bonds securities stock liabilities Total
Beginning balance at
January 1, 2010...... $ 02 $ 133.3 - $ 4728 $ 534 $ (35.7) $ 624.0
Total realized and
unrealized gains
(losses) included
in net income........ (0.2) 3.8 - 711 2.7 3.2 126.6
Purchases.............. 40.1 9.9 34.3 - 84.3
Issuances............... - - - - - -
Settlements............ (56.0) - (95.2) - - (151.2)
Transfers in and/or
out of Level 3,
1= SRR 7.3 (9.9) 1.2 (0.1) - (1.5)
Ending balance at
December 31, 2010 $ $ 1285 §$ - % 530.2 $ 56.0 $ (325 $ 6822

Changes in classifications impacting Level 3 firahmstruments are reported as transfers in (olithe Level
3 category as of the end of the quarter in whiehttansfer occurs. The portion of net unrealizaisgfor the three
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
March 31, 2011
5. Fair Value Measurements (continued)

months ended March 31, 2011 and 2010 that relatesvel 3 trading securities still held at the regjmy date were
$19.9 million and $29.8 million, respectively.

6. Fair Value of Financial Instruments

As discussed above, the fair values of financiglets and liabilities are estimated in accordandé e
framework established under FASB ASC 820. The oulogy for determining the fair value of financial
instruments on a non-recurring basis, in additmnhose disclosed in Note 5, “Fair Value Measurdsieare as
follows:

® Other investments primarily consist of policy loanghich are carried at the outstanding loan
balances, and such balances are deemed to apptexairavalue.

(i) As noted above, the funds withheld at interesteayeal to the net statutory reserve fund balances

retained by the ceding company, and the amourtteeifunding accounts consist of fixed-maturity istveents held

by the ceding companies. The funding accountsdjested quarterly to equal the ceding companiesstatutory
reserve balances. The methodologies and assursptisad to determine the fair values of the undeglyi
instruments are consistent with the fair value métthogies and assumptions we use to value our -finatlirity
investments carried at fair value. We refined fairr value estimation methodology during 2010, ungtbich the
estimated fair value is equal to the carrying valdey change in the fair value of the fixed-matyiinvestments
held by the ceding companies is included as a coentoof the embedded derivative liabilities, at failue.

(iii) The fair value of interest-sensitive contract ligigis, which exclude significant mortality risks i
based on the cash surrender value of the lialsilitinich is deemed to approximate fair value.

(iv) Fair values for collateral finance facilities aretermined with reference to underlying business
models and observable market inputs, including idemations of negotiated repurchases. Refer to Nate
“Subsequent Events”, for information regarding @wney | Unwind Transaction.

(v) Fair values for long-term debt, at par were deteedliwith reference to observable values of similar
securities.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)

March 31, 2011

Fair Value of Financial Instruments (continued)

March 31, 2011

December 31, 2010

Carrying Estimated Fair Carrying Estimated Fair
(U.S. dollars in thousands) Value Value Value Value
Assets
Fixed-maturity
investmentS..........ccoeeevvvvennns $ 3,073,235 $ 3,073,235 $ 3,111,724 $ 3,111,724
Preferred stocK..........ccceeeeenee. 68,225 68,225 67,897 67,897
Other investments..................... 15,956 15,956 16,459 16,459
Funds withheld at interest........ 582,215 582,215 584,617 584,617
Embedded derivative assets..... 155 155 - -
Liabilities
Interest-sensitive contract
liabilities .....cvveeeeeiieeeiiieiins 1,394,289 $ 1,377,429 $ 1,415,580 $ 1,398,365
Collateral finance facilities ...... 1,300,000 688,693 1,300,000 659,713
Embedded derivative
liabilities .....ceeeeeeeiieeeeieiins 27,544 27,544 32,545 32,545
Long-term debt, at par
Value ..., 129,500 71,639 129,500 61,072
7. Collateral Finance Facilities

The following tables reflect the significant balascincluded in the Consolidated Balance Sheetsvibat
attributable to the collateral finance facilitieadasecuritization structures providing collateraport to the

Company:

(U.S. dollars in millions)
Assets

Fixed-maturity investments
Funds withheld at interest
Cash and cash equivalents............

All other assets
Total assets

Liabilities

Reserves for future policy benefits $
Collateral finance facilities
All other liabilities

Total liabilities

March 31, 2011

Orkney Re
Orkney | Il Total

............ $ 1,0240 $ - $ 1,024.0
.............. - 339.3 339.3
178.1 1.3 179.4

102.3 60.0 162.3

$ 13044 $ 4006 $ 1,705.0
3199 $ 1258 $ 4457

............. 850.0 450.0 1,300.0
.................. 18.0 22.8 40.8
$ 1,1879 $ 5986 $ 1,786.5
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March 31, 2011

7. Collateral Finance Facilities (continued)
December 31, 2010
Orkney Re
(U.S. dollars in millions) Orkney | Il Total
Assets
Fixed-maturity investments............ $ 1,081.7 $ - $ 1,081.7
Funds withheld at interest.............. - 334.5 334.5
Cash and cash equivalents............ 1135 15 115.0
All other assets..........ccceveveeecueineee 106.0 54.4 160.4
Total @SSEtS......o.vveeeeeeeeeeeeeseveen. $ 13012 $ 3904 $ 16916
Liabilities
Reserves for future policy benefits $ 3186 $ 1239  $ 4425
Collateral finance facilities............. 850.0 450.0 1,300.0
All other liabilities................cc.ooe. 19.9 19.5 39.4
Total liabilities ............cccorverrnnnn. $ 11885 $ 5934 $ 17819

The assets listed in the foregoing tables are stibjea variety of restrictions on their use, asfegh in, and
governed by, the transaction documents for theiegdge collateral finance facilities and securitiaa structures to
which they relate. The total investments of coidlsteéd VIES disclosed on the Consolidated Balarteeets as of
March 31, 2011 and December 31, 2010, respectid#figr from the amounts shown in the above tablesause
the assets needed, based on current projectionsatisfy future policy benefits have been dedudtedhe
determination of the total investments of consaédaVIEs disclosed on the Consolidated Balance tSheblo
assurances can be given that the expected reimsuliabilities will not increase in the event ofvadse mortality
experience in our reinsurance agreements. Undgiceircumstances, such adverse mortality expeeenay in
future periods increase the amount of assets eadldtbm the total investments of consolidated VIE the
Consolidated Balance Sheets. The reinsurancditiebiof Orkney | and Orkney Re Il are eliminat&dm the
Consolidated Balance Sheets because they repiatantompany transactions

Orkney |

On February 11, 2005, OHL issued and sold, in mapei offering, an aggregate of $850 million Seres
Floating Rate Insured Notes due February 11, 2035 ‘Orkney Notes”). OHL was organized for the itied
purpose of issuing the Orkney Notes and holding dteek of Orkney Re, originally a South Carolinsedpl
purpose financial captive insurance company, nddekaware special purpose captive insurance compBRS
holds all of the limited liability company intereist OHL, and has contributed capital to Orkney the amount of
$268.5 million. Proceeds from the private offerimgre used to fund the Regulation XXX reserve rezmagnts for a
defined block of level premium term life insuraralicies issued by direct ceding companies betwksmary 1,
2000 and December 31, 2003, and reinsured by SRUFKney Re. Proceeds from the Orkney Notes haea be
deposited into a series of accounts that collasersihe notes and the reserve obligations of SRUS.

The holders of the Orkney Notes have no recouramsigthe Company or any of our subsidiaries, othan
OHL. The timely payment of interest and ultimateymant of principal for the Orkney Notes are guagadt by
MBIA Insurance Corporation (“MBIA”). We are notqgeired to provide any additional financial supporOHL.

Interest on the principal amount of the Orkney Ndtepayable quarterly at a rate equivalent toetmenth
LIBOR plus 0.53%. As of March 31, 2011, the intgreate was 0.84% (compared to 0.82% as of DeceBiher
2010). Any payment of principal, including by reaation, or interest on the Orkney Notes is sourfreth
dividends from Orkney Re and the balances availabilee series of accounts referenced above, ginereluding
amounts on deposit in a reinsurance trust accouppasting the associated reserve requirements diSSR
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7. Collateral Finance Facilities (continued)

Dividends from Orkney Re may be made only afténdilwith the Commissioner in accordance with thente of
the underlying transaction documents and in accmelavith applicable law. The Orkney Notes alsotaion
customary limitations on lien provisions and custoyrevents of default provisions, which, if breatheould result
in the accelerated maturity of the Orkney Note$iLMas the option to redeem all or a portion of Gr&ney Notes
subject to certain call premiums.

In accordance with FASB ASC 810-10, Orkney | is sidared to be a variable interest entity, and we ar
considered to hold the primary beneficial intel@st we cede to Orkney Re all of the business agslip®rkney
Re), following an analysis whereby it was deterrditfegat we would absorb a majority of the expect=dés. As a
result, Orkney | is consolidated in our financightements. The assets of Orkney | consist of fixedurity
investments and cash and cash equivalents. Owdldated Statements of Income shows the investre¢unins of
Orkney | as investment income, and the cost ofdhtity is reflected in collateral finance facifis expense. Funds
in the securitization structure are used for thke gurpose of the securitization structure and,cherare not
available for general corporate purposes.

To the extent we experience significant fair valieelines in Orkney Re’s investment portfolio, weymaed to
recapture a pro-rata portion of the underlying bess in Orkney Re and find alternative collatergp®rt for the
recaptured business. No assurances can be giaewdhwould be successful in securing such altemabllateral
support.

Refer to Note 14, “Subsequent Events”, for infoliorategarding the Orkney | Unwind Transaction.
Related Party Acquisition of Orkney Notes

We were informed by Cerberus Capital Manag@imL.P. (“Cerberus”) that one or more of its l&ffes had
acquired, from one or more unaffiliated third pesti $700 million in aggregate principal amount led Orkney
Notes in 2009. None of the Company, SRUS, OHL,n®ykRe, or any of our other subsidiaries was aygarthis
purchase. No terms of the Orkney Notes or anh@iinderlying transaction documents were changadresult of
this purchase. For further discussion of Cerbandgits relationship to the Company, refer to NgtéMezzanine
Equity — Convertible Cumulative Participating Predel Shares”, and refer to Note 14, “Subsequennh&tefor
information regarding the Merger Agreement. Redéso to Note 14, “Subsequent Events”, for inforomti
regarding the Orkney | Unwind Transaction.

Orkney | Notices of Default

On February 9, 2009, MBIA served Orkney RéjLOand SRUS with notices of default under eachhef
Orkney | indenture and the insurance and indemagyeement (the “Orkney Insurance Agreement”), aligg
failure by the parties to provide certain requifiedncial statements and improper withdrawals ey gharties from
Orkney | tax accounts. SRUS cured such allegeduttsfwithin the cure periods set forth in the imdee and the
Orkney Insurance Agreement.

On September 21, 2009, MBIA served Orkney RélL and SRUS with a notice of default under the
restructuring agreement executed at the time ohé&ykRe’s redomestication from South Carolina toaelre,
alleging failure by the parties to provide MBIA Wwian actuarial review in accordance with the rezents set
forth in the restructuring agreement. SRUS, OHid &rkney Re disagree with such contention. Howeawuethe
event such alleged failure to provide an actuagalew ultimately is determined to be a default] decause it was
not cured within five business days of the Septertie 2009 notice, then such default would contgian event of
default under the Orkney Insurance Agreement, whictkurn, would provide certain enhanced contraktights to
MBIA under the Orkney Insurance Agreement, inclgdihe right to recover from Orkney | any actuakkes, costs,
and expenses incurred by MBIA in connection wite #vent of default and the receipt of certain pgnfees.
Pursuant to the terms of a letter agreement pytlane between SRUS and MBIA at the time of the ®ykh
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transaction, SRUS would also be obligated to payhehalf of Orkney I, certain of the foregoing fees expenses
to the extent due from Orkney I. As of March 3012, MBIA, Orkney Re, OHL, and SRUS are engaged in
discussions and negotiations related to the aatuaview, withdrawals from the Orkney | tax acctajrand alleged
defaults described above.

On February 22, 2010, MBIA served Orkney Re, OHhd &RUS with notices of default under each of the
Orkney | indenture and the Orkney Insurance Agrednadleging failure by the parties to provide eértrequired
financial statements and other documents requioetiet delivered under these transaction docume®RUS
subsequently caused such documents to be delivétieih the applicable cure periods, and, as ofdhte hereof,
there is no event of default resulting from suctices of default.

Orkney Re Il

On December 21, 2005, Orkney Re II, whose issudthary shares are held by a share trustee andritinees
in trust for charitable purposes, issued, in agigwoffering, $450 million of debt primarily to exhal investors.
The debt consisted of $382.5 million of Series Aldating Rate Guaranteed Notes (the “Series A-Ee8lpt $42.5
million of Series A-2 Floating Rate Notes (the “{®erA-2 Notes”), and $25 million of Series B FlogtiRate Notes
(the “Series B Notes”), all due December 31, 2084l€ctively, the “Orkney Re Il Notes”). The Orkn®&e I
Notes are listed on the Irish Stock Exchange. Rrdedrom this private offering were used to fune Regulation
XXX reserve requirements for a defined block ofdlepremium term life insurance policies issued leetwwJanuary
1, 2004 and December 31, 2004, and reinsured bySSRWrkney Re Il. Proceeds from the Orkney RWdtes
have been deposited into a series of accountsdiiateralize the notes and the reserve obligatifi&RUS.

The holders of the Orkney Re Il Notes have no resmagainst the Company or any of our subsidiao#gr
than Orkney Re II. Assured Guaranty (UK) Ltd. (“Assd”) has guaranteed the timely payment of thedaled
interest payments and the principal on the matuaidtle of the Series A-1 Notes. We are not requgatovide any
additional financial support to Orkney Re II.

In addition to $5 million of the Series B Notes,kBey Re Il also issued to SALIC $30 million of S=xiC
Floating Rate Notes (“Series C Notes”) due Decenigr2036. The Series C Notes accrue interest wmtiy the
Orkney Re Il Notes are fully repaid. SRGL ownsSbfillion of Orkney Re Il Series D Convertible Nstdue
December 21, 2036, and 76,190,000 Preference Sbla@kney Re Il of $1.00 each in capital.

Interest on the principal amount of the Orkney Rbldtes is payable quarterly at a rate equivalenthtee-
month LIBOR plus 0.425% for the Series A-1 Notéseé-month LIBOR plus 0.73% for the Series A-2 Notnd
three-month LIBOR plus 3.0% for the Series B Notés. of March 31, 2011, the interest rate on th8erjes A-1
Notes was 0.74% (compared to 0.71% as of DecenheR@®L0), b) Series A-2 Notes was 1.04% (compaoed t
1.02% as of December 31, 2010), and c) Series BN\Nwas 3.31% (compared to 3.29% as of Decemb&03D).
The Orkney Re Il Notes also contain customary Atidins on lien provisions and customary events effaualt
provisions, which, if breached, could result in #oeelerated maturity of the Orkney Re Il Noteskr@y Re Il has
the option to redeem all or a portion of the Orkifies 1| Notes, subject to certain call premiums andilable
(unencumbered) funds.

In accordance with FASB ASC 810-10, Orkney Re Itdmsidered to be a variable interest entity, andave
considered to hold the primary beneficial intefastwe cede to Orkney Re Il all of the businesarassl by Orkney
Re IlI), following an analysis whereby it was deteved that we would absorb a majority of the expgdtsses. As
a result, Orkney Re Il is consolidated in our ficiah statements. The assets of Orkney Re Il comdisixed-
maturity investments and cash and cash equivaleédts. Consolidated Statements of Income showsrestment
returns of Orkney Re Il as investment income, dreldost of the securitization structure is reflddte collateral
finance facilities expense. Funds in the secuatitins are primarily used for the purpose of theuggzations and,
hence, are not available for general corporateqaap
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To the extent we experience significant fair vadeelines in Orkney Re II's investment portfolio, wey need
to recapture a pro-rata portion of the underlyingibess in Orkney Re Il and find alternative celtat support for
the recaptured business. No assurances can be tige we would be successful in securing suchreateve
collateral support.

Orkney Re Il Event of Default, Acceleration and Foreclosure

On the scheduled interest payment date of May @@920rkney Re Il was unable to make scheduledaste
payments on the Series A-1 Notes. Failure to nsalcd payments in full when due constituted an egédefault
under the Orkney Re Il indenture (“Orkney Re Il EQD Assured, in its capacity as financial guaranb the
Series A-1 Notes, made guarantee payments on thes3e1 Notes in the amount of $1.2 million. Asesult of
the Orkney Re Il EOD, Assured obtained, and wilhitdwue to have, certain enhanced contractual rightier the
transaction documents, and additional fees withterued for the guarantee coverage.

Among Assured’s enhanced contractual rights aréh@yight to instruct the trustee to declare thagipal of
and the interest on all the Orkney Re |l Notesdalbe and payable immediately and (b) the rigliorteclose upon
the Orkney Re Il Collateral (as defined in the tedaindenture). On June 1, 2009, Assured instduitte trustee to
accelerate the Orkney Re Il Notes and the trustédigedled a notice of acceleration to Orkney RerllJune 18,
2009. On June 19, 2009, Assured notified OrkneyllRad the trustee that it was electing to foreelapon the
Orkney Re Il Collateral.

Following these actions, on June 26, 2009, SRUSceseaxl its contractual right under its agreemenith w
Orkney Re Il to withdraw all assets from the resesredit trust established by Orkney Re Il for bleaefit of SRUS
(which trust does not form part of the Orkney Re&dllateral). The withdrawn assets were depositeal SRUS
segregated accounts pursuant to the terms of itheurance agreement between SRUS and Orkney Riddl (
“Orkney Re Il Reinsurance Agreement”), where they lzeld in order to further secure Orkney Re Ibdigations
to SRUS under the Orkney Re Il Reinsurance Agreg¢niealuding providing reserve credit to SRUS faet
reinsurance liabilities that continue to be cededtkney Re Il and for certain other permissiblesusnder the
Orkney Re Il Reinsurance Agreement. The transfeassets had no impact on our consolidated financia
statements.

On the scheduled interest payment dates of Auguis2d09, November 12, 2009, February 11, 2010, Mgy
2010, August 11, 2010, November 11, 2010, and Fepril, 2011, Orkney Re Il was unable to make sdleed
interest payments on the Series A-1 Notes. As afdil 31, 2011, Assured made guarantee paymentedbeties
A-1 Notes in the cumulative amount of $5.9 milliover the duration of scheduled interest paymemsddiscussed.

For further discussion on the Orkney Re Il schedlii¢erest payments on the Series A-1 Notes, tefétote
14, “Subsequent Events”.
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SCOTTISH RE GROUP LIMITED

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)

March 31, 2011
Debt Obligations and Other Funding Arrangements

Long-term debt consisted of:

March 31, 2011

December 31, 2010

Capital securities due 2032*...........cccceeeeeeerieiiiiienns $ 17,500 $ 17,500
Preferred trust securities due 2033* ........cccceeeeeeeeenn. 20,000 20,000
Trust preferred securities due 2033*.......cccceenne 10,000 10,000
Trust preferred securities due 2034* .......cccoee...... 32,000 32,000
Trust preferred securities due December 2034x....... 50,000 50,000
Long-term debt, at par value ...............cooeeevevevevnenn. $ 129,500 $ 129,500
*Defined below.

A summary of the terms of the long-term debt, at\edue (the “Capital and Trust Preferred Secigi)ieas

more fully described below, is shown in the follogitable:

Trust
Preferred Trust Trust Preferred
Capital Trust Preferred Preferred Securities Due
Securities Due Securities Due  Securities Due  Securities Due December
(U.S. dollars in thousands) 2032* 2033* 2033* 2034* 2034*
Capital Trust Capital Trust
Issuer of long-term debt...................... Capital Trust* I1* GPIC Trust* 1ni* SFL Trust I*
Long-term debt outstanding............... $17,500 $20,000 $10,000 $32,000 $50,000
Maturity date .........coocvvvieeeeees e Dec 4, 2032 Oct 29, 2033 Sept 30, 2033  June 17,2034 Dec 15, 2034
Redeemable (in whole or in part) afte.  Dec 4, 2007 Oct 29, 2008 Sept 30, 2008  June 17,2009 Dec 15, 2009
Interest Payable ............cccvvvviiiiiene Quarterly Quarterly Quarterly Quarterly Quarterly
Interest rate: 3-month LIBOR +.......... 4.00% 3.95% 3.90% 3.80% 3.50%
Interest rate as of March 31, 2011..... 4.30% 4.25% 4.20% 4.10% 3.80%
Interest rate as of December 31, 2Q1( 4.30% 4.25% 4.20% 4.10% 3.80%
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 March 31,
2011 i 9 9 9 9 9

Maximum deferral date....................... Dec 4, 2032 Oct 29, 2033 Sept 30, 2033  June 17,2034 Dec 15, 2034

* Defined below.

Capital Securities Due 2032

On December 4, 2002, Scottish Holdings Statutonysit, a Connecticut statutory business trust (i@ap
Trust”), issued and sold in a private offering ayjgregate of $17.5 million Floating Rate Capital Bés (the
“Capital Securities Due 2032"). All of the commeshares of the Capital Trust are owned by SHI, dneuo
wholly-owned subsidiaries. The sole assets ofapital Trust consist of $18 million principal anmbwf Floating
Rate Debentures (the “Debentures”) issued by Shil,leve all the same features (maturity date, éstgpayable,
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interest rate, maximum number of quarters intenesy be deferred, and maximum deferral date) a<Ctiatal
Securities Due 2032.

Preferred Trust Securities Due 2033

On October 29, 2003, Scottish Holdings, Inc. Statufrust I, a Connecticut statutory businesstt{USapital
Trust 11”), issued and sold in a private offering aggregate of $20 million Preferred Trust Seasifthe “Preferred
Trust Securities Due 2033"). All of the common ssaof Capital Trust Il are owned by SHI. The sadsets of
Capital Trust Il consist of $20.6 million principamount of Floating Rate Debentures (the “2033 tifigaRate
Debentures”) issued by SHI, and have all the saratufes (maturity date, interest payable, intewst maximum
number of quarters interest may be deferred, anxirman deferral date) as the Preferred Trust Sdearibue
2033.

Trust Preferred Securities Due 2033

On November 14, 2003, GPIC Holdings Inc. Statutdryst, a Delaware statutory business trust (“GPIC
Trust”) issued and sold in a private offering amgregate of $10 million Trust Preferred Securitidfee (“Trust
Preferred Securities Due 2033"). All of the comnsirares of GPIC Trust are owned by SHI. The satetaof
GPIC Trust consist of $10.3 million principal amowf Junior Subordinated Notes (the “Junior Submatid
Notes”) issued by SHI, and have all the same featymaturity date, interest payable, interest rataximum
number of quarters interest may be deferred, anxirman deferral date) as the Trust Preferred Seearbue
2033.

Trust Preferred Securities Due 2034

On May 12, 2004, Scottish Holdings, Inc. Statutdryst Ill, a Connecticut statutory business trugtapital
Trust 111") issued and sold in a private offering aggregate of $32 million Trust Preferred Seasitithe “Trust
Preferred Securities Due 2034”"). All of the comnsdrares of Capital Trust Il are owned by SHI. Foée assets
of Capital Trust Ill consist of $33 million prina@p amount of Floating Rate Debentures (the “203%afihg Rate
Debentures”) issued by SHI, and have all the saatifes (maturity date, interest payable, inteast maximum
number of quarters interest may be deferred, anxirman deferral date) as the Trust Preferred Sedearibue
2034,

Trust Preferred Securities Due December 2034

On December 18, 2004, SFL Statutory Trust |, a Dafe statutory business trust (“SFL Trust I") isswand
sold in a private offering an aggregate of $50imillTrust Preferred Securities (the “Trust Prefér&ecurities Due
December 2034" and, together with the Trust Pretei®ecurities Due 2034, the Trust Preferred Séesiribue
2033, the Preferred Trust Securities Due 2033 hadCapital Securities Due 2032, the “Capital anasTPreferred
Securities”). All of the common shares of SFL Truisare owned by Scottish Financial (Luxembourg).r1S.a
(“SFL"). The sole assets of SFL Trust | consis®6L.5 million principal amount of Floating Rateli@atures (the
“December 2034 Floating Rate Debentures”) issue®bBly, and have all the same features (maturity, daterest
payable, interest rate, maximum number of quaitéesest may be deferred, and maximum deferral)dedethe
Trust Preferred Securities Due December 2034.

SALIC has guaranteed SHI's and SFL’s obligationdairthe Debentures, the 2033 Floating Rate Debestur
the Junior Subordinated Notes, the 2034 Floatinge R@ebentures, and the December 2034 Floating Rate
Debentures and distributions and other paymentodube Capital and Trust Preferred Securities.

For all the securities listed above, any deferraginpents would accrue interest quarterly on a comged
basis.
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Deferral of Interest Payments on the Capital andust Preferred Securities

In order to preserve liquidity, we began deferrinterest payments as of March 4, 2009 on the Capitd
Trust Preferred Securities. These deferrals wermifted by the terms of the indentures governing $kcurities
and were made at the discretion of our Board tegike liquidity. As of March 31, 2011, we haveraed and
deferred payment of $13.1 million of interest omlsisecurities. SHI and SALIC are restricted inirtlability to
make dividend payments in any period where intgraginent obligations on these securities are noeotu

For further discussion on the accrued and defepagment on our Capital and Trust Preferred Seesriti
subsequent to March 31, 2011, refer to Note 14b&8guent Events”.

Stingray Investor Trust and Stingray Pass-Throughust (together “Stingray”)

On January 12, 2005, SALIC entered into a put agess with the Stingray Investor Trust for an aggteg
value of $325 million, which put agreement relates$325 million aggregate stated amount of 5.90246sP
Through Certificates (the “Pass-Through Certifis8téssued by the Stingray Pass-Through Trust (teagewith the
Stingray Investor Trust, “Stingray”). Under thents of the put agreement, we acquired an irrevecabt option to
issue funding agreements to the Stingray InvestastTin return for the assets in a portfolio of &0t commercial
paper.

As of April 14, 2008, this facility was fully utitied and $325 million of funding agreements wereddgso the
Stingray Investor Trust.

The Stingray structure included an interest rataps{the “Interest Rate Swap”) as a mechanism fargihg
interest to SALIC on the funding agreements at @abée interest rate and paying interest to thesHdsough
Certificate holders at a fixed rate. The Inter@ste Swap was included in Other Assets on our Cioiased
Balance Sheets at a fair value of $25.9 millioatember 31, 2009. Movements in the fair valutghefinterest
Rate Swap were included in net realized and urmeglincome in the Consolidated Statements of Income

During 2009, we acquired Pass-Through Certificategrivately-negotiated purchases which represented
reconsideration events under FASB ASC 810-10. ¥é=la quantitative analysis in determining thathibieler of
the majority of the Pass-Through Certificates waalidorb the majority of the expected gains or BsdeStingray.
As a result of these acquisitions, by October 8§920ve had acquired Pass-Through Certificates witstated
amount of $169.4 million. This holding representieel majority of the Pass-Through Certificatesreéfare, at that
time, we determined we were the primary benefic@r$tingray, and we were required to consoliddteggay in
our consolidated financial statements. The codatibn of Stingray was recorded in accordance WHC 810-10,
which required us to recognize the assets acquited liabilities assumed, and any noncontrollinteriest in
Stingray at the acquisition date, measured at fagivalues as of that date. We were also redquivecliminate any
inter-company balances and transactions. The &stséts and liabilities of Stingray at initial coligation were
$32.8 million and $52.1 million, respectively. Asesult of the initial consolidation of Stingraye recognized a
gain of $248.9 million in the fourth quarter of Z00

On December 15, 2009, pursuant to a cash tender tfat had been launched on November 16, 2009, we
acquired $57.3 million in aggregate stated amodirRass-Through Certificates. As a result, as ofebsber 31,
2009, we had repurchased $226.7 million in aggeegtdted amount of the Pass-Through Certificat@sing $98.3
million outstanding with non-affiliated investors.

In January 2010, we acquired, in a privately-nedet transaction, an additional $18.1 million ofgate
stated amount of Pass-Through Certificates. Dudnty and August 2010, we acquired, through priyatel
negotiated transactions, an additional $55.5 millkmd $8 thousand, respectively, of aggregatedstateount of
Pass-Through Certificates. In conjunction with thdy acquisitions, we obtained consent from thkeiseto
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proposed amendments to certain of the transacgiaed documents. The proposed amendments profaddbe
termination of the Interest Rate Swap effectivey 2JI2010. The termination of the Interest Rate |Svesulted in a
swap termination payment to the Stingray Pass-Tdiratrust of $39.2 million (the “Swap Terminationyzent”),
which amount subsequently was distributed on tte T2, 2010 payment date pro rata to all holderseobrd of
Pass-Through Certificates as of June 30, 201Qydiiva the July sellers. As a result of its owngrss of June 30,
2010 of $244.8 million in aggregate stated amodrRass-Through Certificates, SALIC received $29ibion of
the Swap Termination Payment on the July 12, 20@4t@iloution date.

Pursuant to a cash tender offer, we acquired ang&%7 million in aggregate stated amount of Passugh
Certificates. On September 2, 2010, we canceliedentire $325 million in aggregate stated amotith® Pass-
Through Certificates. In connection with the cdlat®n, the corresponding $325 million of fundiagreements
were surrendered by the Stingray Investor Trugt,alhunamortized debt issuance costs relatingittg&y, in the
amount of $2.8 million, were written off. These rancluded in collateral finance facilities expessn the
Consolidated Statements of Income.

9. Mezzanine Equity — Convertible Cumulative Partigpating Preferred Shares

On May 7, 2007, we completed the equity investmeansaction by MassMutual Capital Partners LLC
(“MassMutual Capital”), a member of the MassMutbBalancial Group, and SRGL Acquisition, LDC, an lifie of
Cerberus, announced by us on November 27, 2006°Z0@/ New Capital Transaction”). Pursuant to 2@97
New Capital Transaction, MassMutual Capital andb@grs invested an aggregate $600 million in usxochange
for 1,000,000, in the aggregate, newly-issued Cdible Cumulative Participating Preferred Sharéhe gross
proceeds were $600 million less $44.1 million insthg costs, which resulted in aggregate net pdseé $555.9
million. Each Convertible Cumulative Participatifgeferred Share has a par value of $0.01 per shidihean
initial stated value and liquidation preference$6D0 per share, as adjusted for the accretionwdetds or the
payment of dividends or distributions as descrifuether below.

As of March 31, 2011, MassMutual Capital and Ceubéerold in the aggregate approximately 68.7% of our
equity voting power, along with the right to desitm two-thirds of the members of our Board. RédeNote 14,
“Subsequent Events”, for information regarding tiherger Agreement.

The Convertible Cumulative Participating Preferfitares are convertible at the option of the holdegny
time, into an aggregate of 150,000,000 ordinaryeshaf SRGL. On the ninth anniversary of issue.,(May 7,
2016), the Convertible Cumulative Participating fBneed Shares automatically will convert into amgragate of
150,000,000 ordinary shares, if not previously asted. We are not required at any time to reddenConvertible
Cumulative Participating Preferred Shares for cagbept in the event of a liquidation or upon tleewrence of a
change-of-control event.

We have accounted for the Convertible Cumulativeiépating Preferred Shares in accordance with BAS
ASC Subtopic 470-20, Debt — Debt with Conversiod &ther Options (“FASB 470-20"), which incorporatel§ F
D-98: “Classification and Measurement of Redeemd®deurities”. Dividends on the Convertible Cumulati
Participating Preferred Shares are cumulative &edete daily on a non-compounding basis at a r®e25% per
annum on the stated value of $600 million, whetivenot there are profits, surplus, or other fundsilable for the
payment of dividends. Such dividends will be madely by increasing the liquidation preference tlé
Convertible Cumulative Participating Preferred ®sar As of March 31, 2011, the amount of divideadsreted
pursuant to the terms of the Convertible CumulatRarticipating Preferred Shares is $170.1 millionthe
aggregate, or $170.13 per share.

Redemption of the Convertible Cumulative PartidipgtPreferred Shares is contingent upon a change of
control as defined in the Certificate of Designasidor the Convertible Cumulative Participating fereed Shares.
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Since neither liquidation nor a change of contsaturrently probable, the accreted dividends hatédaen accrued
in our consolidated financial statements.

In the event that dividends or distributions aredem#o ordinary shareholders, the holders of thevEdible
Cumulative Participating Preferred Shares will reeea dividend or distribution equal to the dividemr
distribution that such holders would have beentledtito receive had the right been exercised toedrall of the
Cumulative Participating Preference Shares to argishares.

To the extent that the Convertible Cumulative Raéting Preferred Shares so participate on aroasested
basis in dividends paid on ordinary shares, a spmading reduction will be made to the liquidatpmeference for
the Convertible Cumulative Participating Preferi®dares. The Convertible Cumulative Participatimgféred
Shares have a liquidation preference equal to thitial stated value, as adjusted for (x) the ation of dividends
and (y) any cash payment or payment in propertgieifdends or distributions, which liquidation pregece is
calculated and payable (as more specifically desdribelow) upon the occurrence of a Liquidation rEv@s
defined below) or one or more change-of-controhtsie

Upon the occurrence of a Liquidation Event, eaclddroof Convertible Cumulative Participating Preéer
Shares, by reason of its ownership thereof, shalkftitled to receive out of the assets of SRGLilaia for
distribution to our shareholders, prior and in prefice to any payment or distribution of assetSREGL to holders
of our ordinary shares, an amount equal to thetgred (i) the aggregate liquidation preferenceilattable to the
outstanding Convertible Cumulative Participatingfrred Shares of such holder, plus an amount eqube sum
of all accreted dividends through the payment détuch liquidation preference amount, or (ii) #reount that the
holder of the Convertible Cumulative Participatiigeferred Shares would have been entitled to receith respect
to such Liquidation Event if it had exercised itght to convert all of its Convertible Cumulativar®cipating
Preferred Shares for ordinary shares immediatéty po the date of such Liquidation Event.

Upon a change-of-control event, the holders of @atilie Cumulative Participating Preferred Sharesy m
require us to redeem all or a portion of the Cotivker Cumulative Participating Preferred Sharea atdemption
price equal to the greater of (i) the stated vadfiesuch portion of the outstanding Convertible Ciative
Participating Preferred Shares, plus an amountléqube sum of all accreted dividends thereonubgtothe earlier
of (A) the date of payment of the considerationgtdg upon a change-of-control event, or (B) thi fdnniversary
of the issue date of the Convertible CumulativetiBigating Preferred Shares (i.e., May 7, 2012)iipthe amount
that the holder of the Convertible Cumulative Rgtiting Preferred Shares would have been entitedkceive
with respect to such change-of-control event ihdd exercised its right to convert all or such ipartof its
Convertible Cumulative Participating Preferred ®safor ordinary shares immediately prior to theedaft such
change-of-control event.

The liquidation preference of the Convertible Cuative Participating Preferred Shares (including any
adjustments thereto), whether on a Liquidation Ewvena change-of-control event, is not applicablee the
Convertible Cumulative Participating Preferred ®sahave been converted into ordinary shares, axiloed
above.

The Convertible Cumulative Participating Prefer®dares rank, with respect to payment of dividenas$ a
distribution of assets upon voluntary or involugthquidation, dissolution, or winding-up (a “Licg&tion Event”):
(a) senior to our ordinary shares and to each atlass or series of our shares established by tlaedB the terms of
which do not expressly provide that such class aries ranks senior to or pari passu with the Cdibler
Cumulative Participating Preferred Shares as toreany of dividends and distribution of assets upduigaidation
Event; (b) pari passu with each class or seriesuohares, the terms of which expressly providé shich class or
series ranks pari passu with the Convertible CutiveldParticipating Preferred Shares as to paymédividends
and distribution of assets upon a Liquidation Eyvemd (c) junior to each other class or serieswf securities
outstanding as of the date of the completion of20@7 New Capital Transaction that ranks seniavuoordinary
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shares, and to each class or series of our shheeterms of which expressly provide that suchsctasseries ranks
senior to the Convertible Cumulative Participatiiggferred Shares as to payment of dividends andhbdison of
assets upon a Liquidation Event and all classemppreferred shares outstanding as of the coropletf the 2007
New Capital Transaction.

The Convertible Cumulative Participating Preferi&oares conversion price ($4.00 per ordinary shaes
lower than the trading value of $4.66 of our ordynshares on the date of issue. This discount kas bccounted
for as an embedded beneficial conversion featuacdaordance with FASB ASC 470-20, which incorpasdEeT F
98-5, “Accounting for Convertible Securities witheBeficial Conversion Features or Contingently Atjbke
Conversion Ratios”, and EITF 00-27, “Application ¢dsue No. 98-5 to Certain Convertible Instruments”
Accordingly, the Company recognized a $120.8 mill@nbedded beneficial conversion feature, whicliced the
Convertible Cumulative Participating Preferred himsue amount shown in Mezzanine Equity and isecdhe
amount of additional paid-in capital. Under the aotiing guidance above, we had the choice to axcthet full
intrinsic value of the embedded beneficial comverdeature out of retained earnings over the new yerm of the
shares or immediately, due to the ability of th&lbos to convert at their option at any time. Gitlka ability of the
holders to convert at any time, we elected to dedtee full intrinsic value of the embedded beniaficonversion
feature on the date of issue. As we did not have ratained earnings on the date of issue, the 81r2dlion
beneficial conversion feature was accreted outldftenal paid-in capital into Mezzanine Equity.

Pursuant to our Securities Purchase Agreementy dddgember 26, 2006 (the “Agreement”), with Massvait
Capital and Cerberus, certain representations amlanties were provided relating to our statutocgoanting
records. As discussed in Note 13, “Commitments @odtingencies”, certain statutory accounting erraere
discovered in 2006 which have resulted in an indéoation claim against us by MassMutual Capitadl @erberus.
Resolution of this claim could result in a changéhe conversion formula on these securities.

10. Shareholders’ Equity
Ordinary Shares
We are authorized to issue 590,000,000 ordinargeshaf par value $0.01 each.

The following table summarizes the activity in candinary shares and non-cumulative Perpetual Reafer
Shares during the three months ended March 31, @0d ear ended December 31, 2010:

Three Months

Ended Year Ended
March 31, December 31,
2011 2010
Ordinary shares
Beginning and end of Year ..................ceceemerverrerrnennn. 68,383,370 68,383,370
Non-cumulative Perpetual Preferred Shares
Beginning of year..........ccccccvvvviviiies e 4,806,063 5,000,000
Non-cumulative Perpetual Preferred Shares redeemed - (193,937)
ENG Of YEAT ... e 4,806,063 4,806,063
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Perpetual Preferred Shares
We are authorized to issue 50,000,000 perpetudmpeel shares of par value $0.01 each.

In 2005, we issued 5,000,000 non-cumulative PegbdRueferred Shares (the “Perpetual Preferred SHare
Gross proceeds were $125 million, and related esggewere $4.6 million.

Dividends on the Perpetual Preferred Shares arabp@yn a non-cumulative basis at a rate per anofum
7.25% until the dividend payment date in July 20Thereafter, the dividend rate may be at a fixad determined
through remarketing of the Perpetual Preferred &htr specific periods of varying length not I#ssn six months
or may be at a floating rate reset quarterly basedh predefined set of interest rate benchmarksrind any
dividend period, unless the full dividends for th@rrent dividend period on all outstanding PerpeRi@ferred
Shares have been declared or paid, no dividendbwayaid or declared on our ordinary shares andrdmary
shares or other junior shares may be purchasedemsetl, or otherwise acquired for considerationcldation of
dividends on the Perpetual Preferred Shares islpteth if we fail to meet specified capital adeqyacet income,
or shareholders’ equity levels. In accordance \ligh terms of the Perpetual Preferred Shares, etids on the
Perpetual Preferred Shares generally may be fupdgdto the extent they are payable out of ourritistable
profits, and/or the proceeds of a new issue ofeshaand/or out of the Share Premium Account (amekdfin the
Certificate of Designations) related to the PergkeRreferred Shares.

The Perpetual Preferred Shares do not have a tyatliate, and we are not required to redeem theesharhe
Perpetual Preferred Shares were not redeemablegnir® their terms prior to July 2010. Subseqteduly 2010,
the Perpetual Preferred Shares are redeemabler atptian, in whole or in part, at a redemption priequal to
$25.00 per share, plus any declared and unpaidliaiids at the redemption date, without accumulatibany
undeclared dividends. The Perpetual Preferred Shkaeeunsecured and subordinated to all indebtedhas does
not by its terms rank pari passu or junior to tleepRtual Preferred Shares. The holders of theeReapPreferred
Shares have no voting rights except with respeatetdain fundamental changes in the terms of thrpd@eaal
Preferred Shares and, in certain circumstanceabeicase of certain dividend non-payments.

Ratings of the Perpetual Preferred Shares weralwitin by Standard & Poor’s, Moody'’s, Fitch Ratirsgsl
A.M. Best Company in 2009 following our notificatido each of the rating agencies that we wouldomgér be
compensating the agencies for their maintenansedf ratings.

On June 23, 2010, pursuant to a cash tender aiterched on May 7, 2010, we acquired $4.8 million in
aggregate liquidation preference of Perpetual PedeShares, which shares were immediately reded&yn&RGL.
As a result, a gain on redemption of PerpetualdPrefl Shares of $3.9 million was recorded for tiree months
ended June 30, 2010, as a component of net incdtmbutable to ordinary shareholders for the pugpad
calculating earnings per share.

Dividends on Ordinary Shares

The holders of the ordinary shares are entitleg¢eive dividends and are allowed one vote pereshalject to
certain restrictions in our Memorandum and Artiadé#\ssociation.

On July 28, 2006, our Board suspended the dividenthe ordinary shares. All future payments of divids
are at the discretion of our Board and will depemd our income, capital requirements, insurance laggry
conditions, operating conditions, and such othetofd as the Board may deem relevant. Notwithstanthe
foregoing, so long as any dividends remain outstenéfom any prior dividend period on our PerpetBatferred
Shares, as discussed below, we generally are pegtlfrom paying or declaring any dividend on thdimary
shares.
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Dividends on Perpetual Preferred Shares

On April 14, 2008, we announced that, given ourenir financial condition, our Board in its discoetihad
decided not to declare a dividend on our Perpdtualerred Shares for the April 15, 2008 dividengirppant date.
In addition, we announced that, pursuant to thdifidate of Designations for our Perpetual Prefdr&hares, our
Board may be precluded from declaring and payingldnds on the October 15, 2008 dividend paymeta itethe
event we did not meet certain financial tests urnierterms of the Perpetual Preferred Shares edjfir us to pay
such dividends, which tests subsequently were mtfon such dividend payment date. On July 3, 2008 Board
determined that in light of our financial conditiand in accordance with the terms of the forbeaagreements
with the relevant counterparties to certain of thaén outstanding collateral finance facilities, weuld suspend the
cash dividend for the July 15, 2008 payment déteaccordance with the relevant financial testseuritle terms of
the Perpetual Preferred Shares, our Board wasygkedfrom declaring and paying dividends on eacthef2009
and 2010 dividend payment dates and, as a resdlinat declare and pay a dividend on such datekhoéAgh
permitted under the terms of the Perpetual PrefeBigares to declare and pay a dividend in conrreetith the
January 15, 2011 dividend payment date, the Bazsdived, on management’s recommendation, not tiarmeand
pay a dividend on such dividend payment date. (Runtsto the terms of, and subject to the procedseesorth in,
the Certificate of Designations related to the Btral Preferred Shares, the holders of the PerpPtederred
Shares are entitled to elect two directors to oomrB in the event dividends on the Perpetual PedeShares have
not been declared and paid for six or more dividemdods. Nonpayment of dividends on July 15, 26@®ked the
sixth dividend period for which dividends had neeh declared and paid. This right to elect twedators to our
Board has not been exercised as of March 31, 2(Adr. further discussion on the non-declaration efp@tual
Preferred Shares dividends, refer to Note 14, “S8gbsnt Events”.

11. Income Taxes

The income tax benefit for the three months endexdchl 31, 2011 and 2010 was $1.3 million and $36.4
million, respectively. The net income of our Bedauand Cayman entities are not subject to incomeTlae net
income of our U.S. and Irish entities did not geera current tax expense, other than interestpandlties on
accrued tax liabilities, due to the availabilitytak losses from prior tax years. The utilizatafrtax losses results
in a reduction in deferred tax assets and a casrepg reduction in the valuation allowance estdtdd against
those deferred tax assets. The income tax befefthe three months ended March 31, 2010 prinkipaisulted
from a reconsideration of an uncertain tax provisiollowing a U.S. court tax ruling that was reldtto an
unaffiliated third party.

As of March 31, 2011, we had total unrecognized harefits (excluding interest and penalties) of 1531
million, the recognition of which would result in$8.7 million benefit at the effective tax rate the applicable
period. As of December 31, 2010, we had total cogaized tax benefits (excluding interest and pasll of
$111.3 million, the recognition of which would résin a $3.5 million benefit at the effective taate for the
applicable period.

Our deferred tax assets are principally supportethé reversal of deferred tax liabilities. We dawmaintained
a full valuation allowance against any remainingdeferred tax assets, given our inability to refyfuture taxable
income tax projections.

As of March 31, 2011, our deferred tax liabilitiesluded $41.9 million of deferred tax liabilitiésat reverse

after the expiration of net operating losses inliapple jurisdictions, and, therefore, cannot suppieferred tax
assets. As of December 31, 2010, the correspomditaynt of deferred tax liabilities was $44.2 roifli
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We file our tax returns as prescribed by the tavslaf the jurisdictions in which we operate. AsMéirch 31,

2011, we remained subject to examination in thiefohg major tax jurisdictions for the returns fildor the years
indicated below:

Major Tax Jurisdictions Open Years
u.s.
Life GroUP «oovveeee e 2007 through 2010
NON-Life GroUp ....ccocceiiiiiiiiieeeeeeee e 2007 through 2010
Ireland ........ovviiiiiieiiiiie e 2006 through 2010

Net operating losses are being carried forward frdosed years and could be examined by the Internal
Revenue Service when utilized in an open yeareénfature. Additionally, to the extent that a npemmating loss has
been carried back to an otherwise closed year,ethidier year could be subject to examination ag las the loss
year remains open. On March 30, 2011, SRUS waSeabthat the Internal Revenue Service will penfioa limited
scope examination of our consolidated U.S. lifeiagce tax returns for 2004, 2007, 2008, and 2009.

12. Earnings per Ordinary Share

The following table sets forth the computation aktc and diluted earnings per ordinary share uttdetwo-
class method and the if-converted method, respalgtias required under FASB ASC 260.

Three months ended

(U.S. dollars in thousands, except share March 31, 2011 March 31, 2010
data)

Basic income attributable to ordinary
shareholders
Numerator:
Net income attributable to ordinary
shareholders..........ccoeeeveiiiiiiiccceeecn, $ 22,379 $ 99,549
Amounts allocable to convertible
cumulative participating preferred

SNAIES ..o (323) (1,435)
Numerator for basic income per ordinary
SNATE ..., $ 22,056 $ 98,114

Denominator:
Denominator for basic income per

ordinary share - weighted average

number of

ordinary shares...........ccccccovevveevieeeennnn, 68,383,370 68,383,370
Basic income per share from continuing

operations attributable to ordinary

Shareholders...........cccocoveeeeeeenenennnns $ 032 % 1.43
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Three months ended

(U.S. dollars in thousands, except share March 31, 2011 March 31, 2010
data)

Diluted income attributable to ordinary
shareholders

Numerator:

Net income attributable to ordinary
shareholders $ 22,3719 $ 99,549

Denominator:
Denominator for basic income per
ordinary share - weighted average

number of

ordinary shares...........cccccoeiiiiiiiiieeees, 68,383,370 68,383,370
Effect of dilutive securities.................... 150,000,000 150,000,000
Denominator for dilutive income per

ordinary share................ 218,383,370 218,383,370

Diluted income per share from continuing
operations attributable to ordinary
shareholders...........cccovvvevrveeueeenenen. $ 010 % 0.46

* In accordance with FASB ASC 260, exercise of opsi and warrants or conversion of convertible sgesiis
not assumed if the result would be anti-dilutivects as when a loss from continuing operationspented, or the
exercise price of the stock options (which are eotible into 3,841,799 ordinary shares as of Masdh 2011)
exceeds the market price of common stock. The eion of the Convertible Cumulative ParticipatiPigferred
Shares has a potential dilutive effect and is ithetlin the March 31, 2011 and 2010 dilutive nebine attributable
to ordinary shareholder calculations.

13. Commitments and Contingencies
Indemnification

In connection with an examination of the statutmancial statements of certain of our operatingunance
subsidiaries, and, specifically, the purchase atitog entries made in connection with the 2004 &ition of the
ING business, we determined that certain intercompaceivables and intercompany claims were nd¢ctfd in
the statutory financial statements of SRUS and $iRBccordance with applicable statutory accounpragtices.
Management determined that, as a result of theswserthe statutory surplus for SRD was overstaiada
cumulative basis at year-end 2004, 2005 and 208ylting in a restated statutory surplus at year-2006 of
approximately $285 million, after giving effecttttese corrections.

In addition, management determined that the stgtworplus for SRUS was understated on a cumuléiasgss

at year-end 2005 and 2006, resulting in a reststidtory surplus at year-end 2006 of approximas&§4 million,
after giving effect to these corrections.
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The restated statutory surplus of each of SRUS @R® met the applicable minimum statutory surplus
requirements at December 31, 2006. None of thesedations impacted our historical consolidatedaficial
statements under U.S. GAAP.

Pursuant to the Agreement with MassMutual Capitad &erberus, we made certain representations and
warranties regarding the statutory financial staets of each of our insurance subsidiaries, inolgdsRD and
SRUS, for the years ended 2003, 2004, and 2005vétidrespect to SRUS but not SRD, the first thyearters of
2006, including that these statements were prepareginformity with applicable statutory accountimgctices and
fairly present, in accordance with such practices i all material respects, the statutory finahcandition of the
relevant insurance subsidiary at the respectivesdatn light of our discovery of the correctioresdribed above,
we notified MassMutual Capital and Cerberus, asiireq by the terms of the Agreement, of the misstent of
reported statutory surplus in SRD at year-end 28@d year-end 2005 resulting in a cumulative ovégstant for
the two year period at year-end 2005 of approxilpa&@0 million on an after-tax basis, and the ustiement of
statutory surplus in SRUS for the year ended Deeerfiti, 2005 of approximately $14.5 million on ateratax
basis. On November 16, 2007, MassMutual Capitel @arberus responded by notifying us of their com¢kat
the corrections described above may constitutechesaof certain of the representations and wagamtiade by us
in the Agreement. Under the Agreement, in the eeéra claim for losses resulting from a diminutionvalue,
such losses would be determined by an independeestiment banking firm of national reputation, agreipon by
us and MassMutual Capital and Cerberus, based angels in the valuation of SRGL using the assumsgtanmd
models used by MassMutual Capital and Cerberuseatitne of their decision to invest in us. Furthere, should
any claim for indemnification be made by MassMutGapital and Cerberus, the Agreement provides ahgt
decision regarding defending or settling such claiith be taken by a committee of independent dwestof our
Board of Directors. In their November 16, 2007respondence, MassMutual Capital and Cerberus rexuézat
we convene a committee of independent directors.adfion has since been taken by us or MassMutapit& and
Cerberus in respect of this claim. At this time @0 not know what the amount of any indemnifidbkses would
be, if any, or what potential defenses or otheiittittons on indemnification may be available toursler those
circumstances. The Agreement provides that angnmdfication claim would be satisfied by adjustitiye
conversion amount at which the Convertible CumwuéatParticipating Preferred Shares issued to Massillut
Capital and Cerberus are convertible into our GudinShares. Refer to Note 14, “Subsequent Everids”,
information regarding the Merger Agreement.

Ballantyne Re plc

Ballantyne Re plc (“Ballantyne Re”) is a specialguse reinsurance vehicle incorporated under ths laf
Ireland. In May 2006, Ballantyne Re issued, iniagie offering, $1.74 billion of debt to third pgpinvestors, $178
million of Class C Notes and $181.2 million in prefnce shares to SALIC, and $500,000 in Class DedNti
SRGL.

Initially, in accordance with FASB ASC 810-10, Baityne Re was considered to be a variable interggy,
and we were considered to hold the primary beradficiterest, following a quantitative analysis wétgy it was
determined that we would absorb a majority of tkpeeted losses. As a result, Ballantyne Re wasatidased in
our financial statements through December 31, 2008.

As of March 31, 2011, we had no remaining diresslexposure related to Ballantyne Re since ourest® in
the Ballantyne Re Class D Notes and Preferred Staeevalued at $0 and are classified as tradicgrisies on the
Consolidated Balance Sheets. The Class C Notes sostractually written-off during the fourth quarbf 2008.

SRUS remains liable for the accuracy and performars applicable, of its representations, warrgntie

covenants, and other obligations that relate t@gsrbefore the assignment and novation to Secuifiéyof Denver
Insurance Company of the reinsurance agreementBaillantyne Re. In addition, the Company and SRé&t8ain
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responsible for certain ongoing covenants and imiiggs made for the benefit of Ballantyne Re anel fihancial
guarantors of certain of the notes issued by BajltenRe.

Indemnification of Our Directors, Officers, Employas, and Agents

We indemnify our directors, officers, employeesd agents against any action, suit, or proceedirgtier
civil, criminal, administrative, or investigativby reason of the fact that they are our directfiicer, employee, or
agent, as provided in our articles of associat®ince this indemnity generally is not subject toitation with
respect to duration or amount, we do not belieat ithis possible to determine the maximum poté@tmount due
under this indemnity in the future.

French vs. Scottish Re

On December 1, 2010, Michael C. French, a forméceafand director of the Company, filed a civilMsuit
against the Company, SRUS, and SRLC in the Distictirt for Dallas County, Texas. The lawsuit bsng
claim for breach of contract based on Mr. Frenaléged right to indemnification for defense cdstsis
incurring in connection with a Securities and Exu@ Commission enforcement action brought againsimNew
York federal court. On January 3, 2011, the dedaitslremoved the case to the U.S. District Courrttfe Northern
District of Texas. On January 10, 2011, the dedmtsl moved to dismiss the action for lack of peaton
jurisdiction as to all of the defendants and falufe to state a claim against SRUS and SRLC.hinalternative,
the defendants requested that the case be tratsfarrthe U.S. District Court for the Southern Bistof New
York. The defendants' motion is fully briefed aadtill pending before the court. We believe Mrench's claim
to be without merit and are vigorously defending ioterest in the action.

14. Subsequent Events

The subsequent events disclosed in thess notthe consolidated financial statements haee begaluated by
management up to and including the publicatiorheffinancial statements on May 19, 2011.

Permitted Practice and Amended Order of Supervision

As disclosed in Note 1, “Organization and Business’ recognition of SRUS’ demonstrated financial
improvement since consenting to the Amended Onde2009, SRUS requested that the Department reshiand
Amended Order and, in connection therewith, natifiee Department of SRUS’ intention to discontintiézation
of the Permitted Practice. SRUS made its initeduest to the Department by letter dated March01,12and
clarified by letter dated April 1, 2011 that SRUSuM discontinue utilization of the Permitted Praeteffective
with a rescission of the Amended Order.

As of May 19, 2011, the Department has not comglggereview of SRUS’ requests.
Merger Agreement

On April 15, 2011, we entered into an agreement@ad of merger (the “Merger Agreement”) with atftes
of our controlling shareholders, Cerberus and Magsil Capital (together, the "Investors"), pursuantvhich an
affiliate of the Investors will be merged into SR@hd SRGL will continue as the surviving entityndgr the plan
of merger, all Ordinary Shares (other than Ordindhares held by shareholders that properly exeeggpeaisal
rights under the laws of the Cayman Islands andnarg Shares held by the Investors or affiliateshef Investors)
will be converted into the right to receive $0.3% ghare, which represents a premium of $0.14{@9%) over the
average trading price of the Ordinary Shares fer tiree months preceding April 15, 2011 (colledtivehe
“Merger”). The Merger consideration to the Ordin&hares, which is expected to be approximatelyréliion in
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aggregate, will be funded solely by the Investdfsllowing the effectiveness of the Merger, alltioé outstanding
Ordinary Shares of SRGL will be owned by affiliatfsthe Investors. The Convertible Cumulative Rgrating
Preferred Shares and the Perpetual Preferred Shaltdse unaffected by the Merger and remain outdiag.
Under the terms of the Registration Rights and &zlders Agreement, dated May 2007 among the Coynpan
MassMutual Capital, Cerberus and certain otheredt@ders (the “Shareholders Agreement”), any ages¢rfor
the Company to merge with the Investors or aniaféilof the Investors requires the prior approvya onajority of
disinterested directors of our Board. To this emdspecial committee of the Board, comprised ointisested
directors, was appointed to consider, and determihether to recommend to the full Board that thenany
should engage in, the Merger Agreement. In itduaten and approval of the Merger and related egents, the
special committee engaged separate legal coundel aeparate financial advisor.

Completion of the Merger is subject to a numbercofditions, including (a) approval by shareholdefs
SRGL, including a majority of the Ordinary Shareddhby non-affiliates attending and voting at tihergholders
meeting (whether in person or by proxy) and (b)eigic of required governmental consents and appsoval
Consummation of the Orkney | Unwind Transactionctdbgd below is not a condition to the completidntiee
Merger. One of the conditions to SRGL'’s obligattorcomplete the Merger is the release by the hoveof their
indemnification claim against SRGL arising fromegiéd breaches of representations and warranties bya8RGL
in the Securities Purchase Agreement dated as wkmber 26, 2006. Refer to Note 13, “Commitmentd an
Contingenciegndemnification”.

The Merger Agreement permits SRGL to solicit, reeeievaluate and enter into negotiations with respe
alternative proposals for a 45 day “go-shop” permgjinning April 15, 2011. The special committedth the
assistance of its independent advisors, will solttiernative proposals for the acquisition of edinary Shares
during this period. The Merger Agreement also f@tes the Investors with a customary right to matcuperior
proposal. There can be no assurance, howevethibgirocess will result in a superior proposal.

SRGL prepared and began delivering to shareholdersay 11, 2011, in connection with the sharehader
meeting to be held on June 8, 2011, an Informaftatement containing more detailed information reigg the
Merger. Assuming satisfaction of the conditionglwsing, the Merger is expected to close in trewsd quarter of
2011. No assurances can be given that the conditiclosing will be satisfied and the Merger econmated.

Orkney | Unwind Transaction

On April 15, 2011, we entered into agreements twind the Orkney | transaction and to recapture from
Orkney Re and immediately cede to Hannover Lifetlfe defined block of level premium term life insoca
policies issued by direct ceding companies betwksmuary 1, 2000 and December 31, 2003 (such defilosdt,
the “Orkney Block”, and such transactions, as frttiscussed below, the “Orkney | Unwind Transac)io The
Orkney | Unwind Transaction will be accomplishedpart pursuant to the Settlement and Release Agneemiated
as of April 15, 2011, by and among Orkney Re, OBRUS, SRGL, MBIA, and the investment manager fer th
Orkney | transaction (the “Settlement AgreementQontemporaneous with the transactions contemplayethe
Settlement Agreement, SRUS will recapture the OykBéock from Orkney Re (the “Orkney Recapture”) and
immediately will cede the Orkney Block to Hannougfe Re pursuant to a coinsurance reinsurance aggpg
effective January 1, 2011 (the “New ReinsurancesAgrent”).

On the date of closing of these transactions, SRIJ8Id affect the Orkney Recapture and receive recap
consideration from Orkney Re, which recapture atersition will be used in part to fund the cedinghatission of
$565 million due from SRUS to Hannover Life Re unttee New Reinsurance Agreement. Any assets tfierea
remaining in the accounts at Orkney Re will beasésl to OHL. Such remaining assets will be use®Hj. to
purchase all of the outstanding Orkney Notes punst@a privately negotiated purchase agreements ‘“(itote
Purchase Agreements”) for an aggregate amount 80 $billion, which represents a discount to the aggte
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principal amount of $850 million of the Orkney Nsteutstanding. Once repurchased, the Orkney Nutebe
cancelled, and OHL will pay a dividend of any reniag assets to its parent, SRUS.

Approximately $700 million of the aggregate priradiamount of the Orkney Notes to be purchased ety
affiliates of Cerberus, one of our controlling siaolders. As discussed in Note 9, “Collateral RaegaFacilities-
Related Party Acquisition of Orkney Notes’, Cerberus previously informed the Company thatb€eus had acquired
the Orkney Notes in the secondary market during@20@one of the Company, SRUS, OHL, Orkney Re,nyr @t
our other subsidiaries was a party to this purchaseder the terms of the Shareholders AgreembatCompany's
execution of the Note Purchase Agreement with Garbeequires the prior approval of the independiénectors of
our Board. To this end, a special committee of Board, comprised of disinterested directors, wasoated to
consider, and determine whether the Company shenfjhge in, the Orkney | Unwind Transaction. In its
evaluation and approval of the Orkney | Unwind Baction and related agreements, including the Ratehase
Agreement with Cerberus, the special committee gedji@eparate legal counsel and a separate finauhielor.

The closing of the Orkney | Unwind Transaction, @rhis expected to occur in the second quarter &fi23
subject to a number of closing conditions, inclggihe receipt of required regulatory approvals.n&mnmation of
the Merger described above is not one of the ofpsonditions. No assurances can be given thatdhditions to
closing will be satisfied and the Orkney | Unwinchfisaction consummated.

In the event the Orkney | Unwind Transaction isstonmated, SRGL'’s consolidated assets as of Dece3iber
2010 would decrease by approximately $1,014 millitmconsolidated liabilities would decrease bpragimately
$865 million, and SRGL would record a consolidatetl loss of approximately $149 million in the pério which
the transaction closes. Due to the New Reinsur&greement with Hannover Life Re being effectivauary 1,
2011, the reinsurance activity associated with @mkney Block, and the negotiated interest rate fen d¢eding
commission being paid to Hannover Life Re, will §ettled with Hannover Life Re in the event the @ukn
Unwind Transaction is consummated. For the threeths ended March 31, 2011, this settlement isnaséid to be
a $0.7 million payment from Hannover Life Re. Thigure will continue to be adjusted through thansaction
closing date.

The Orkney | Unwind Transaction is consistent wvathr runoff strategy of reducing our reinsurancegations
and simplifying the operations of the Company. Ttansaction also strengthens SRUS’ statutory ahpibd
surplus and further positions it for removal of themended Order. The Orkney | Unwind Transactioexpected to
positively impact SRUS’ statutory capital and sugplor the year ended December 31, 2011.

Non-declaration of Dividends on Perpetual Preferr&hares

The Board resolved, on management’s recommendatiminto declare and pay a dividend on the Perpetual
Preferred Shares on the April 15, 2011 dividendhpeyt date.

Orkney Re I
On the scheduled interest payment date of MayQ1], Orkney Re Il was unable to make scheduledtest

payments on the Series A-1 Notes. As a resultrdssmade guarantee payments on the Series A-E Notke
amount of $0.7 million.
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Deferral of Interest Payments on the Capital andust Preferred Securities
Subsequent to March 31, 2011, we have accrued efiedred payment of an additional $0.2 million akirest

on our floating rate capital securities and trustfgrred securities. As of May 19, 2011, we haver@ed and
deferred payment on a total of $13.3 million o&neist.
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