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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 Islaadd,our principal executive office is located irrBeada.

For the three and six month periods ended Jun€@D], SRGL reported consolidated net losses of $181
million and $158.9 million, respectively, which veemprimarily driven by the $153.3 million loss frothe
consummation on May 27, 2011 of the Orkney | Unwindnsaction (as explained in Note 7, “Collaterizlaifice
Facilities”). In addition to the effects of the Kbey | Unwind Transaction, SRGL'’s results of opienad for the
three month period ended June 30, 2011 were algersaly affected by increased death claims on wedéus
policies and negative reinsurance administratignschents associated with certain reinsuranceié®at

While the Orkney | Unwind Transaction generated.&..GAAP net loss, it improved the financial stréngf
the Company’s principal reinsurance operating gnfiicottish Re (U.S.), Inc. (“SRUS"), and was atdadn the
decision by the Delaware Department of Insurarioe epartment”) to release SRUS from regulatonyesuision
on June 23, 2011. Refer to Note 1, “Organizatiod Businesfkegulatory Consideratiofisfor information on
SRUS and the Department’s regulatory supervisicBRi)S.

The Company’s results of operations for the thneé six month periods ended June 30, 2011, compared
consolidated net income of $74.6 million and $1Mion, respectively, for the three and six mop#riods ended
June 30, 2010, which 2010 results were primariliyedr by an increase in the market value of the Camis
invested assets.

On June 8, 2011, the shareholders of SRGL apprtheedlerger Agreement and the related Merger (each a
defined in Note 9, “Mezzanine Equity — Convertillemulative Participating Preferred Shares”), whigpon the
effectiveness of the Merger, will result in the celtation of all of the outstanding ordinary shacdsSRGL, the
payment of Merger consideration of $0.30 per ondirghare to shareholders (other than the InvestodsMerger
Sub (each as defined in Note 9, “Mezzanine EquiBonvertible Cumulative Participating Preferred 1888, any
of their wholly-owned subsidiaries, and any shalédws that have exercised dissenter’s rights utidelaws of the
Cayman lIslands), and the issuance of a like numbeew ordinary shares all of which will be owneg dffiliates
of the Investors. Refer to Note 9, “Mezzanine Bgdi Convertible Cumulative Participating Prefer&uhres”, and
Note 14, “Subsequent Events”, for additional infation regarding the Merger Agreement and the reéliterger.

As of June 30, 2011, we had $93.7 million of unieteid 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 Démy 31, 2010. The unrestricted assets of SRGLS#IAC
represent cash, cash equivalents, and fixed-myfakiestments 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.



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

June 30, December 31,
2011 2010
(Unaudited)

ASSETS
Fixed-maturity investments held as trading sea@sijtat fair value..................ccccvviieeens $ 2,105,339 $ 3,111,724
Preferred stock held as trading securities, atv@ie ................cccccvvvvviceemiiiieieeeeeeeee, 66,573 67,897
Cash and cash equUIVaIENTS ...........cooo i 225,319 417,722
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 18,968 16,459
Funds Withheld at INtErESt.......iiii e e 578,611 584,617

TOtAl INVESIMENES. ...ttt ettt e et et e e et e e s e 2,994,810 4,198,419
ACCTUEH INTErESt TECEIVABIE. ... ...eeee et e ettt ettt e e 18,373 22,286
Reinsurance balances reCeiVabIE ...........oeeeeeeeiiiiiiiiee e 118,093 131,315
Deferred aCqUISItION COSES ......uuuiiiiiiiiiceeeeee ettt et e e e e e e e e e e e e eeaaes 181,851 269,352
Amounts recoverable from FEINSUIEIS .......oeeeeeeeiiie e e e eens 800,887 564,869
Present value of iN-fOrCe DUSINESS .......coceummiie e 28,936 31,941
OBNEE ASSES.... et eee e e et e e e e e e et e e e e e e e et 8,352 22,988

TOUAI ASSELS ...ttt eeeemee e et e et e e e et e e e e et e e e e et e e e ee e $ 4,151,302 $ 5,241,170
LIABILITIES
Reserves for future policy benefits ... $ 1,456,174 $ 1,477,594
Interest-sensitive contract iabilitieS .....ooecevveeeiiiiiii e, 1,371,394 1,415,580
Collateral fINANCE FACHIIES. .. .. e.veeeeeeeeeeeee et et ee et e e et et et et et et e e et et et eeeeeeeeeses e 450,000 1,300,000
Accounts payable and other liabilities ..........ccooiiiii e 59,468 54,827
Embedded derivative liabilities, at fair VAU . ...ooeiieiiieeiiieieeeieeeeeeeeeee e 26,904 32,545
Reinsurance balances payable ... 89,595 91,634
Deferred tax iability............oooo i 31,535 44,189
Long-term debt, at Par VAIUE................ooceeeeeveeeeeeeeeee ettt eeete et ere e eens, 129,500 129,500

o) r= U T2 Lo 1111 =T 3,614,570 4,545,869

MEZZANINE EQUITY
Convertible cumulative participating preferred rsa(liquidation preference: $781.1
(101111 ToT o) IO PP 555,857 555,857

SHAREHOLDERS’ (DEFICIT) EQUITY
Ordinary shares, par value $0.01:

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

Issued: 5,000,000 shares (outstanding: 2011 ah@d 2@,806,083) .........cevvvveeinivrieanenn. 120,152 120,152
Additional Paid-in CAPITAL ........ceieiiiii i et 1,218,191 1,217,894
] e 1 (=10 [0 [ {11 | S RUOTURT (1,366,571) (1,208,286)

Total Scottish Re Group Limited shareholders’ (©@&fiequity...........ccccccevviiiiiieeennnnns (27,544) 130,444
NONCONIOIING INEEIEST ......veiveeeieie et ettt te ettt e te et ete e en e, 8,419 9,000

Total (AEfiCIt) EQUILY .......vveeeeee e ememeee ettt me e (19,125) 139,444

Total liabilities, mezzanine equity and total (@&fiequity...............cccoceeeereeveerenennne. $ 4,151,302 $ 5,241,170
Y Includes total investments of consolidated vagabterest entities (“VIES?).................. $ 271,474 $ 1,108,193
% Includes accrued interest receivable of CONS@TIES ................ccevevevevieeeerrcrreenne. 451 1,040
3 Reflects collateral finance facilities of cons@lield VIES .............c.c.c.oueueeeesmmmneeevevenenns 450,000 1,300,000

See Accompanying Notes to Consolidated Financetke8tents (Unaudited)



SCOTTISH RE GROUP LIMITED

CONSOLIDATED STATEMENTS OF (LOSS) INCOME

(UNAUDITED)

(Expressed in Thousands of United States Dollarsxeept share data)

Three months ended

Six months ended

Revenues

Premiums earned, Net ..........ccevviiiieiiiiiieeeniies
Fee and other income...........cccooo i,
Investment iNCOMEe, Net...........cccuveviesimmemmee e
Net realized and unrealized (losses) gains...........
Change in value of long-term debt at fair value ...

Gain on extinguishment of debt...
Change in fair value of embedded derlvatlves assets
and liabilities ...

TOtal FEVENUES ....cevieeei et

Benefits and expenses

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

Interest credited to interest-sensitive contract
HabIlIIES ..o

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

Operating eXPENSES.....cccoviiiieiieeeiieeeereeeee e e e
Collateral finance facilities expense ........cccccveeee....
INtErest EXPENSE .....covviiiiieiiii et cermmee e

Total benefits and expenses..................

(Loss) income before income taxes
Income tax benefit ...t

Consolidated (I0SS) iINCOME......cccvvvvvieieeeeeeeiiienne,
Net loss (income) attributable to noncontrolling
INEEIEST ..t s e

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

Gain on redemption of non-cumulative perpetual
preferred Shares.............eeiiiiiiiii oo

Net (loss) income attributable to ordinary
shareholders...........cccoiiiiiiiiin e,

Basic (loss) income per ordinary share................

Diluted (loss) income per ordinary share..............

June 30, June 30, June 30, June 30,
2011 2010 2011 2010
$ 48,307 117,169 $ 142,6 219,692
1,295 1,490 2,561 2,789
34,550 44,580 73,803 88,577
(724) 83143 25,002 166,408
- (18,033) - (15,246)
260,000 - 260,000 -
485 2,704 5,641 432
343,913 231,341 509,649 462,652
75,023 103,437 172,289 212,762
12,320 13,452 24,346 2@,58
418,689 18,514 4331 36,881
12,711 12,266 24,070 29,943
14,209 874 20,422 15,947
1,444 1,328 3,122 2,622
534,396 156,821 679,362 324,737
(190,483) 74,520 (16®y 137,915
9,517 35 10,847 36,429
(180,966) 74,555 (1w8B 174,344
302 (451) 581 (691)
(180,664) 74,104 1B%p 173,653
- 3,878 - 3,878
$ (180,664) $ 77,982 (158,285) 177,531
$ (2.64) $ 1.12 (2.32) 2.55
$ (2.64) $ 0.36 (2.32) 0.82

See Accompanying Notes to Consolidated Financatk8tents (Unaudited)



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

(Expressed in Thousands of United States dollarsxeept share data)

Six months ended

June 30, June 30,
2011 2010

Share capital:
Ordinary shares:

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

Beginning Of PEHOA ..o ee e ee e e e e e e e e e e e s e r e e e e e e aaaaaaaeaae s 120,152 125,000

Non-cumulative perpetual preferred shares redeemed.........ccccccvvveeveeeeeiiiiiiicccccienne, . (4,848)

Yo Il o T=Y (oo ISR 120,152 120,152
Additional paid-in capital:

Beginning of period 1,217,894 1,217,535

Option expense 297 345

[T I} 1= o o PP 1,218,191 1,217,880
Retained deficit:

Beginning of period

Net (loss) income attributable to Scottish Re Grhinpited

(1,208,286)  (1,447,375)

.................................................. (158,285) 173,653
Gain on redemption of non-cumulative perpetualgre shares..............c.cccoeveeveevevememe... - 3,878
[T g Lo I o) i oY= T o Lo USSP UPRSOPPPRPP (1,366,571) (1,269,844)

Total Scottish Re Group Limited shareholders’ (deftit) @qUity ............cccoveeveeeieieereanens $ (27,544) $ 68,872

Noncontrolling interest:

Beginning Of PEHOA ... ..o ee e ee e e e e e e e e e e s e r e e e e e e e aaaeaaaa e 9000 7,668
[N T (o 3=y Lo o 1= TSP (581) 691
ENG OF PEIOT ...ttt ettt ettt et et e eteeteerae e eaeeaeeneeneas 8,419 8,359

Total shareholders’ (AefiCit) EQUILY.............vovvovrieieeeeeeeeeeeeeee s e $ (19125 $ 77,231

See Accompanying Notes to Consolidated Financatk8tents (Unaudited)



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

(Expressed in Thousands of United States dollars)

Six months ended

June 30, June 30,
2011 2010
Operating activities
Consolidated (I0SS) INCOMIE .......uuuuiiittt e s e ettt ee et eeeeeaeaaaaeeaaaaaannnnbeebeeeneeeeeeeaaeas $ (158,866) $ 13
Adjustments to reconcile net (loss) income to @esthc(used in) provided by operating
activities:
Net realized and UNrealized QaiNS .........ccccceciiii e (25,002) (166,408)
Change in value of long-term debt, at fair value .............oo oo - 15,246
Changes in value of embedded derivative assetSanlities ................ccccoeevveeiiiiieeennn, (5,641) (432)
Amortization of deferred acqUISItioN COSES ..uuuuunriiiiiiiiiiiiiiiiiir e 3,786 11,493
Amortization of present value of in-force buSIiNESS...........cccccciiiiiiiiiie e, 3,006 ,583
Amortization of deferred tranSACHION COSES . reerrrrieiiriieii e 10,262 1,233
Depreciation Of fIXEA @SSELS......iiiiiii it e e aaeaaaaeeas 116 254
(O] 0] 1[0 g =3 0[] 0 1S PP PUUURPTPP R 297 345
Adjustments attributed to the Orkney | Unwind Tracton:
Gain on extinguishment of debt ... (260,000) -
Release of deferred acqUISItION COSES .. aaaruuriiiiiiiiiiiieieeee e e e e e e e e e eeeeas 83,204 -
Net increase in receivables and amounts recovefl@iereinsurers ...........ccccveveevvivvinen. (252,388) -
Changes in assets and liabilities:
Funds Withheld at INTEreSt.........c.ii e 660 16,801
Accrued INLErest rECEIVADIE ...........ii e e e e e e e e e e s s eeeeeee s 3,913 (2,943)
Reinsurance balances reCeivabIe ...... .o 13,222 35,858
Deferred aCcqUISItION COSES .....uuuiiiiiiieereereeeieee i e e ee e e e e e e e s rrr e e e e e e e e e e e e e s e s aeannnnennes 115 (3,751)
L@ 1 =T = TSI - £SO (4,933) 23,993
Reserves for future policy benefits, net of antewecoverable from reinsurers.................... (5,050) (7,913)
Interest-sensitive conNtract liabilities ...ccccu..veeeeeeeii e 267 (3,123)
Accounts payable and other llabilities ........c..oooi s 4,641 (21,195)
ReIiNSUrance balances PAYADIE ...........ccoeeeiueueeeieeeeeeeeeee e eeseee e (2,039) (26,788)
Net cash (used in) provided by operating aCtiVities...............ceevevereeeeeeeereeeeeseeeens (584,688) 48,597
Investing activities
Purchase of fixed-maturity INVESIMENLS ... o reriiiiiiiiiiiiiiie e (254,046) (416,122)
Proceeds from sales and maturity of fixed-matuntestments...........cccccoeiiiiiiiiiiiiees 1,281,113 433,765
Proceeds from sale and maturity of preferred StOCK..........cccvvveeeeeeiiiiiiiceeeee e, 1,931 1,419
Purchase of and proceeds from other iNVeStMeNtS..........ccvvvvviiieeeee e (2,509) 875
Proceeds from sale of fixed iINVESIMENLS ....cceccemiveiveiiiiicie e 152 -
Net cash provided by iNVEStiNG ACHVILIES .......c.cc.eoeeieieieee e 1,026,641 19,937
Financing activities
Payments on collateral finance facilities ....ccccco.ooooiiiii i (590,000) -
Withdrawals from interest-sensitive contract lidlgh ................coccvei (44,356) 0(B53)
Redemption of non-cumulative perpetual preferretes.................cccceveveveececeverereeeenne. - (970)
Net cash used in fINANCING ACHVIIES.........ccoeoereereeeeeeeeeee e (634,356) (51,123)
Net change in cash and cash eqUIVAIENES ....ceccceiviiieeiiiiiiie e $ (192,403) $ 17,411
Cash and cash equivalents, beginning of Periad..............ccccueererieeeeceseecesee e 417,722 390,025
Cash and cash equivalents, Nd Of PO . .ceeweem.vevrvevereeeeeeeeeeeeeeee e eeerese e $ 225319 % 407,436

See Accompanying Notes to Consolidated Financatk8tents (Unaudited)



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

June 30, 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 Islamagsl 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 operatinognpanies, 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)

Both OHL and Orkney Re are the process s$alution following the completion of the OrkneyJhwind
Transaction. As a result, we no longer consolidagse two dormant companies. Refer to Note 7]laGoal
Finance Facilities”, for information regarding tlrkney | Unwind Transaction (as defined in Notetf7at we
consummated on May 27, 2011.

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 reinsuraneatigrs, thereby placing our remaining treaties ioo-off. We
expect to continue to pursue a run-off strategy tfeg remaining business, whereby we continue teivec
premiums, pay claims, and perform key activitiedemour remaining reinsurance treaties; howevemlssurances
can be given that we will be successful in exegutins strategy.

While pursuing our run-off strategy, we maiy, opportunities arise, purchase in privately-néated
transactions, open market purchases, or by meageraral solicitations, tender offers, or otherwiaéditional
amounts of our outstanding securities and othéilii@s. Any such purchases will depend on aetgriof factors
including, but not limited to, available corporaiguidity, capital requirements, and indicativeqnig levels. The
amounts involved in any such transactions, indigiuor in the aggregate, may be material. Fothfer discussion
on our outstanding securities, refer to Note 8,D@bligations and Other Funding Arrangements”, tmilote 10,
“Shareholder’s Equity”. Further, the Company counéis to evaluate our run-off strategy and waysntwease
enterprise value, including consideration from timeetime of transactions for the sale or dispositiaf our
businesses or assets, which transactions, indiMjdoa in the aggregate, may be material. RefeNime 7,
“Collateral Finance Facilities”, for informationgarding the Orkney | Unwind Transaction that we stonmated
on May 27, 2011.



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
June 30, 2011
1. Organization and Business (continued)
Regulatory Considerations

We had been operating since 2009 with certain eggry constraints with respect to SRUS, our primar$.
reinsurance subsidiary. In connection with theeigicby SRUS in late 2008 of a permitted statutacgounting
practice related to the reduction from liabilityr foeinsurance ceded to an unauthorized assumingeingthe
“Permitted Practice”), SRUS and the Delaware Depant of Insurance (the “Department”) agreed tofthenal
supervision of SRUS and that such supervision wbkddly continue for as long as the Permitted Hcactemained
in place. Subsequently, SRUS consented to thanssuby the Department on January 5, 2009, of alerQf
Supervision for SRUS (the “Order of Supervisionif), accordance with 18 Del. C. 85942. The Order of
Supervision required, among other things, the Diepamt's consent to any transaction by SRUS outside
ordinary course of business and to any transaetitnor any distribution or payment to its affiést The original
Order of Supervision subsequently was amended a&pthaed with an Extended and Amended Order of
Supervision, dated April 3, 2009 (the “Amended @tgevhich amended and clarified certain matteratamed
within the original Order of Supervision.

In connection with the Amended Order, SRUS gengeralls required to receive prior written consentrfrime
Department in order to engage in any transactidsidel of the ordinary course of business; makeagegayments,
or incur certain debts, obligations, or liabiliti@s any transaction of $1 million or greater (pued that this
limitation does not apply to the payment of claimsemiums, and other third party reinsurance sadlgs, in each
case of less than $10 million per payment); engagew business; lend any of its funds; invest ahigs funds in a
manner that deviates from the plan filed with thepBrtment; commute, novate, amend, or otherwisagehany
existing reinsurance contract or treaty; or engmgany transaction with any related party. By ti#sms, the
Amended Order was to remain in place until suctetas SRUS could make certain enumerated showintigeto
Department related to its financial strength arsliits of operations.

By letters dated March 1, 2011 and April 1, 201RUS requested that the Department rescind the Aetend
Order and, in connection therewith, notified thepBrement of SRUS’ intention to discontinue utilipat of the
Permitted Practice. By Order dated June 23, 2@ Department determined that its supervision RUS no
longer was required and formally released SRUS fitmenAmended Order, effective immediately. Conentmwith
the release of the Amended Order, SRUS ceasedingjlthe Permitted Practice. At June 30, 2011, SRA&
statutory capital and surplus of $373 million withdhe effect of the Permitted Practice. This espnted a $73
million increase from SRUS’ $300 million statutocgpital and surplus at March 31, 2011, at whichetithe
Permitted Practice was still being utilized, and231 million increase from SRUS’ $242 million proria
statutory capital and surplus at March 31, 20khafPermitted Practice had not been utilized.

Business

We have written reinsurance business that is whotlyartially retained in one or more of our reirzce
subsidiaries. We have assumed risks associatédpriinary 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 the uwsanse through automatic treaties, but we alsonasdicertain
risks on a facultative basis. The business welgstlly have written falls into two categories:abiitional Solutions
and Financial Solutions, as detailed below.

Traditional SolutionsWe reinsure the mortality risk on life insurammaicies written by primary insurers. The
business often is referred to as traditional liinsurance. 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 whigh assumed the investment and
persistency risks of existing, as well as newlytteri, blocks of business. The products reinsuretide annuities



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
June 30, 2011
1. Organization and Business (continued)

and annuity-type products, cash value life insueaand, to a lesser extent, disability products éina in a pay-out
phase.

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 grsiar all or a portion of the risks associatedwitte underlying
insurance policy or annuity contract in exchangeaf@roportionate share of premiums. Coinsurariitersl 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 arnameges, the
ceding company retains ownership of these assetayéd share in the investment income and riskscéastsa 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 consolidated financial statements and acconipgmptes thereto for the year ended December@1Q.2

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”) Acaoting Standards Codification (*“ASC”) Subtopic 810;1
Consolidation — Overall (“FASB ASC 810-10"). Alignificant inter-company transactions and balarizese been
eliminated in consolidation. We currently consal@l@ne non-recourse securitization: Orkney Realkpecial
purpose vehicle incorporated under the laws ofalvél We consummated the Orkney | Unwind Transaabio
May 27, 2011, and, as a result, we no longer cadesel Orkney I, a Delaware limited liability compan For
further discussion of Orkney I, the Orkney | Unwilicansaction, and Orkney Re I, refer to Note 7olt&teral
Finance Facilities”.

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

Noncontrolling Interest— The noncontrolling intdrespresents the 5% of SRLC that is not owned b%ISR
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 sharetdd and shareholders’ equity attributable to SRiBLnot
include the noncontrolling interest, which is repdrseparately.

Going Concern - These consolidated interim findnsiatements 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 had been dependent upon our ability to comptly the
Department’'s Amended Order for SRUS. Effective @8, 2011, the Department released SRUS from the
Department’s Amended Order. The Report of Indepanhduditors on the Company’s consolidated financia
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
June 30, 2011
2. Basis of presentation (continued)

statements for the year ended December 31, 201@ined an emphasis paragraph that referred touthstantial
doubt about the Company’s ability to continue g®img concern and that report remains unchanged.

Estimates and Assumptions - The preparation of aaaed financial statements in conformity withSUJ.
GAAP requires management to make estimates andhasisms that affect the amounts reported in thesolbidated
financial statements and accompanying notes. Acdtgults could differ materially from those estiem and
assumptions used by management. Our most sigmificssumptions are for:

e investment valuations;

e accounting for derivative instruments;

» assessment of risk transfer for structured inswamel reinsurance contracts;
» 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;

e retrocession arrangements and amounts recoverabteréinsurers;

* 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 estimaiegppropriate. Any adjustments made to thesm&tsts 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&ts
Associated with Acquiring or Renewing Insurance Coacts

In October 2010, the FASB issued Accounting Stassl&ipdate No. 2010-26, Financial Services - Inszgan
(Topic 944) — Accounting for Costs Associated wittquiring or Renewing Insurance Contracts (“ASU 12010-
26"), which clarifies the types of costs incurregldn insurance entity that can be capitalized eabquisition of
insurance contracts. Only those costs incurredchvinesult directly from and are essential to thecessful
acquisition of new or renewal insurance contracty the capitalized. Incremental costs related tsuccessful
attempts to acquire insurance contracts must benmeal as incurred. The amendments are effectiviesséal years
and interim periods beginning after December 13,120Early adoption is permitted, and an entity retsct to
apply the guidance prospectively or retrospectivalye will adopt the provisions of ASU 2010-26 rader than
January 1, 2012, and are currently evaluating migact of the adoption on our financial position asdults of
operations; however, we do not expect the impabttmaterial.

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

In May 2011, the FASB issued Accounting Standargslate No. 2011-04, Fair Value Measurement (Topic
820) — Amendments to Achieve Common Fair Value Meament and Disclosure Requirements in U.S. GAA®P an
IFRSs (“ASU No. 2011-04"). The objective of ASU N2011-04 is to develop common requirements for onéag
fair value and for disclosing information aboutrfaialue measurements in accordance with U.S. GAA® a
International Financial Reporting Standards (“IFRS'The changes set forth by ASU No. 2011-04 ineltke
prohibition of the application of block discounts fall fair value measurement, regardless of hagnalevel, and
that the “valuation premise” and “highest and base” concepts (as defined) are not relevant tondizd
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3. Recent Accounting Pronouncements (continued)

instruments. New disclosures required within ASD. 12011-04 focus on Level 3 measurements whictudel
guantitative information about significant unobsde inputs used for all Level 3 measurements; aitqtive

discussion about the sensitivity of recurring Le¥aheasurements to changes in the unobservabltsidmeclosed
and the interrelationship between inputs; and arge®n of the valuation processes. Also requiiethe disclosed
are any transfers between Level 1 and Level 2 withé fair value hierarchy; and the hierarchy dfeesgion for

items whose fair value is not recorded on the lzaateet but is disclosed in the notes. ASU Na1a is to be
applied prospectively effective during interim aadnual periods beginning after December 15, 20For

nonpublic entities, the effective date is for arlmexiods beginning after December 15, 2011, amdrfierim and
annual periods thereafter. We are currently evmlgahe impact of the adoption of ASU No. 2011-&4 our

financial position and results of operations.

Accounting Standards Update No. 2011-05, Comprehems Income (Topic 220) — Presentation of
Comprehensive Income

In June 2011, the FASB issued new guidance on ttbgeptation of comprehensive income that will regjui
companies to present the components of net incameother comprehensive income either as one canigwu
statement or as two consecutive statements. TWegnilance eliminates the option to present compisnef other
comprehensive income as part of the statement afgds in stockholders' equity. The new guidances aud
change the items that must be reported in otheposinensive income, how such items are measureden they
must be reclassified to net income. The new gudas to be applied retrospectively, effective fiecal years and
interim periods within those years beginning af@cember 15, 2011. For non-public companies, s/
guidance is effective for fiscal years ending afecember 15, 2012 and for interim and annual gertbereafter,
though early adoption is permitted. Because thidance impacts presentation only, it will haveeifect on the
Company's consolidated financial position and teefl operations.

4, Investments

We carry our investments at fair value, as desdriimeNote 5, “Fair Value Measurements”, and ungesli
gains and losses on investments are included inireg. Realized gains and losses arising fromsthle 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 Actastiin the
Consolidated Statements of Cash Flows, even thouginvestments are classified as trading secsriiecause the
investment transactions are not part of our prin@pgrating Activities.

The portion of net unrealized gains and losseshithree months ended June 30, 2011 and 2016=thtds to
trading securities still held at the reporting datas $2.7 million of net losses and $70.9 millidhnet gains,
respectively.

The amount of net unrealized gains for the six mesr@nded June 30, 2011 and 2010 that relatesdimdra
securities still held at the reporting date was.$28illion and $140.0 million, respectively.
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June 30, 2011

5. Fair Value Measurements

FASB ASC 820 defines fair value, establishes a &aork for measuring fair value based on an exitepri
definition, establishes a fair value hierarchy loase the quality of inputs used to measure faiu@ahnd enhances
disclosure requirements for fair value measuremdris hierarchy gives the highest priority to unatifd quoted
prices in active markets for identical assets abilities (Level 1 measurements) and the lowesbrityi 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 &Emi
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 investraentWe 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 methodologieg thtdize significant inputs not based on or cowdted by
readily-available market information. This categprimarily consists of certain less liquid fixed-maty securities
where we cannot corroborate the significant vatutinputs with market observable data. Additionathe
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 lgabilities in their entirety based on the lowkstel of input
that is significant to the fair value measureméhir assessment of the significance of a partidalaut to the fair
value measurement requires judgment and considetsr$ 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 andtdur of the
instrument to fair value.
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5. Fair Value Measurements (continued)

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 fadue. The fair value was derived with refererméraded prices
for identical liabilities. The Pass-Through Cactites were cancelled on September 2, 2010, fallgwompletion
of the purchases by the Company of the entire $8@5on in aggregate stated amount of Pass-Through
Certificates. Refer to Note 8, “Debt Obligationda®ther Funding Arrangemeftingray Investor Trust and
Stingray Pass-Through Trust (together “Stingray”).

The interest rate swap derivative had been vals@tju_evel 2 inputs including forward interest satkerived
from observable information in the market place.

The embedded derivative assets and liabilitieduiods withheld at interest represent the embedéeatives
resulting from the assumed modified coinsuranceoffao”) or coinsurance funds withheld in accordawité the
related reinsurance arrangements. These valuebamed upon the difference between the fair vabfethe
underlying assets backing the modco or coinsuréumegs 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 régard
policyholder behavior. These assumptions requgrificant management judgment, and the resultaig falues
are classified as Level 3

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

June 30, 2011

(U.S. dollars in millions) Total Level 1 Level 2 Level 3
Investments
Government SECUNMLIES ......eevvveeeeeeeeee s svvveeenne P 32.1 $ - $ 32.1 $ -
Corporate SECUNLIES.........cceeeeeeervv e e e e eeeeeen 993.6 - 893.6 100.0
Municipal bonds..........cccvviiiiiiiiiicis v, 57.9 - 53.0 4.9
Mortgage and asset-backed securities .......couu... 1,021.7 - 630.6 391.1
Fixed-maturity investments...........cccccvvceveeeeeennn. 2,105.3 - 1,609.3 496
Preferred StOCK .......c.ooceeveeeeee e 66.6 - 10.5 56.1
Total assets at fair ValUE ................eceemmmsevseneeeerens P 2,1719 $ - $ 1,619.8 $ 552.1
Embedded derivative liabilities for Funds withhald
1] (= (=] PR (2p. - - (26.9)
Total liabilities at fair Value..........cocvoveeeeeeereeeerenenn. $ (26.9) $ - $ - $ (26.9)
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June 30, 2011

5. Fair Value Measurements (continued)
December 31, 2010

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

Government SECUNLIES .......ccceeeeevvvver e e e e B 89.2 $% - $ 89.2 $% -

Corporate SECUNLIES.........ccoeceeveirvremmmmmre e e eeeeeen 1,209.5 - 1,081.0 128.5

Municipal bonds..........cccvvviviiiiiiiiis v, 49.0 - 49.0 -

Mortgage and asset-backed securities .............. 1,764.0 - 1,233.8 530.2

Fixed-maturity investments...........cccccvvceveeeeeennn. 3,111.7 - 2,453.0 658.7

Preferred StOCK ........covevvvieeeieeieeseceeeee e svee s 67.9 - 11.9 56.0
Total assets at fair Value .................commeeveeneneeness 9 3,1796 $ - $ 2,4649 $ 714.7
Embedded derivative liabilities for Funds withhald

INEETESE ..o e (32.5) - - (32.5)
Total liabilities at fair value...............ccceeeeeeeenennnn.. $ (325) $ - $ - $ (32.5)

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

Fair Value Measurements Using Significant Unobservale Inputs (Level 3) for the six month period endedlune 30, 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 % GB2.
Total realized and
unrealized gains
(losses) included
in net income....... - (0.7) 0.6 8.0 0.1 5.6 13.6
Purchases.............. - 19.5 - 2.0 - - 31.
Issuances............... - - - - - - -
Settlements........... - (32.6) (0.2) 613) - - (149.0)
Transfers in and/or
out of Level 3,
1Y SO - (14.7) 44 (32.8) - - (43.1)
Ending balance at
June 30, 2011........ $ -$ 100.0 $ 49 $ 3911 % 56.1 $ (26.9) $ 525.2
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June 30, 2011

5. Fair Value Measurements (continued)

Fair Value Measurements Using Significant Unobsenigle 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 % 1333  $ - $ 4728 $ 534 $ (35.7) % 624.0
Total realized and
unrealized
(losses) gains
included in net
INCOME......ccvvvennn, (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= A - 7.3 (9.9) 1.2 0.1) - 1.5
Ending balance at
December 31, 2010 $ -$ 1285 $ - % 530.2 $ 56.0 $ (32.5) $ 682.2

Changes in classifications impacting Level 3 finahimstruments are reported as transfers in (olthe Level
3 category as of the end of the quarter in whightthnsfer occurs. The portion of net unrealizaithg and losses
for the three and six months ended June 30, 2GdtIre¢hates to trading securities still held attbgorting date was
$15.1 million in net losses and $4.8 million in gains, respectively, for Level 3.

6. Fair Value of Financial Instruments

As discussed above, the fair values of financiglets and liabilities are estimated in accordandd thie
framework established under FASB ASC 820. The oulogy for determining the fair value of financial

instruments on a non-recurring basis, in additmnhbse disclosed in Note 5, “Fair Value Measurdsieare as

follows:

(i)

(ii)

reserve balances.

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

As noted above, the funds withheld at interesteayeal to the net statutory reserve fund balances
retained by the ceding company, and the amourttseifunding accounts consist of fixed-maturity istveents held
by the ceding companies. The funding accountsadjested quarterly to equal the ceding companiesstatutory

The methodologies and assuraptised to determine the fair values of the undeglyi

instruments are consistent with the fair value meétiogies and assumptions we use to value our -fixatlrity
investments carried at fair value. We refined fairr value estimation methodology during 2010, unghich 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 coempoof the embedded derivative liabilities, at failue.

(iii)

The fair value of interest-sensitive contract lidileis, which exclude significant mortality risks i
based on the cash surrender value of the lialsilitinich is deemed to approximate fair value.
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6. Fair Value of Financial Instruments (continued)
(iv) Fair values for collateral finance facilities aretermined with reference to underlying business

models and observable market inputs, including idenations of negotiated repurchases. Refer to Ngte
“Collateral Finance Facilities”, for informationgarding the Orkney | Unwind Transaction.

(v) Fair values for long-term debt, at par were deteedliwith reference to observable values of similar
securities.
June 30, 2011 December 31, 2010
Carrying Estimated Fair Carrying Estimated Fair
(U.S. dollars in thousands) Value Value Value Value
Assets
Fixed-maturity
investmentsS..........coeevvvvvvnnns $ 2,105,339 $ 2,105,339 $ 3,111,724 $ 3,111,724
Preferred stocK..........ccceeeeenee. 66,573 66,573 67,897 67,897
Other investments..................... 18,968 18,968 16,459 16,459
Funds withheld at interest........ 578,611 578,611 584,617 584,617
Liabilities
Interest-sensitive contract
liabilities .....coveeeeeeiiieiians $ 1,371,394 $ 1,354,896 $ 1,415,580 $ 1,398,365
Collateral finance facilities ...... 450,000 86,443 1,300,000 659,713
Embedded derivative
liabilities .....coeeeeeeiieieeiiiins 26,904 26,904 32,545 32,545
Long-term debt, at par
Value ..., 129,500 78,581 129,500 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:

June 30, 2011

Orkney Re
(U.S. dollars in millions) I
Assets
Fixed-maturity investments............. $ -
Funds withheld at interest............... 345.0
Cash and cash equivalents............. 1.3
All Other aSSetS.......ocovvveveeeeeviiereens 64.9
TOtal ASSELS...viveeeereeeeeeeeee e, $ 4112
Liabilities
Reserves for future policy benefits.. $ 130.4
Collateral finance facilities............... 450.0
All other liabilities.........c..ccoevvveeeeeen, 24.6
Total liabilities..........ooeerereeeeeeee. $ 6050
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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.ovveeeeeeeeeeeeeeveen. $ 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
June 30, 2011 and December 31, 2010, respectidiélgr from the amounts shown in the above tablesabise the
assets needed, based on current projections,isfydature policy benefits have been deductechindetermination
of the total investments of consolidated VIEs diseld on the Consolidated Balance Sheets. No asggaan be
given that the expected reinsurance liabilitied ndt increase in the event of adverse mortalitpegience in our
reinsurance agreements. Under certain circumsarseeeh adverse mortality experience may in fupegods
increase the amount of assets excluded from théitatestments of consolidated VIE on the ConstéidaBalance
Sheets. The reinsurance liabilities of Orkney ¢l &@rkney Re Il have been eliminated from the Caddatdd
Balance Sheets because they represent inter-cony@ansactions.

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 comBRS
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 SRUGSrkney Re. Proceeds from the Orkney Notes were
deposited into a series of accounts that collasersihe notes and the reserve obligations of SRUS.

Initially, in accordance with FASB ASC 810-10, Oeynl was considered to be a variable interestyerdaitd
we were considered to hold the primary beneficitdriest (as we ceded to Orkney Re all of the basingsumed by
Orkney Re), following an analysis whereby it wasedmined that we would absorb a majority of the emtpd
losses. As a result, Orkney | was consolidateduinfinancial statements through December 31, 2dllowing
the Orkney | Unwind Transaction, there were no @sseliabilities remaining in Orkney | and we detined that
we are no longer the primary beneficiary. As ailtesve no longer consolidated Orkney | as of J89g2011.

We were informed by Cerberus Capital Managemem, ['‘Cerberus”), one of our controlling sharehotjer
that one or more of its affiliates had acquirednfrone or more unaffiliated third parties, $700lioml in aggregate
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principal amount of the Orkney Notes in the secoydaarket during 2009. None of the Company, SROBL,
Orkney Re, or any of our other subsidiaries wasirdypto this purchase. No terms of the Orkney Nateany of
the underlying transaction documents were changeairasult of this purchase. For further discussioCerberus
and its relationship to the Company, refer to N@te¢Mezzanine Equity — Convertible Cumulative Papating
Preferred Shares”.

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 Lifetlie 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 was accomplished on M@y 2011 in part pursuant to the Settlement andd:e
Agreement, dated as of April 15, 2011, by and am@rgney Re, OHL, SRUS, SRGL, MBIA Insurance
Corporation (the financial guarantor of the Orkidgtes) (“MBIA”), and the investment manager for fhekney |
transaction (the “Settlement Agreement”). Conterapeous with the transactions contemplated by dideghent
Agreement, SRUS recaptured the Orkney Block frokn®y Re (the “Orkney Recapture”) and immediatelgexk
the Orkney Block to Hannover Life Re pursuant tooimsurance reinsurance agreement, effective Jardya#011
(the “New Reinsurance Agreement”). SRUS is ob#dapursuant to the New Reinsurance Agreement to use
commercially reasonable best efforts to work widmHover Life Re and the direct writers of the ediabusiness to
obtain full novations of the reinsurance treatmesf SRUS to Hannover Life Re such that SRUS nodomgll be a
party to such reinsurance treaties following suabations.

On the date of the closing of these transactioRd)S affected the Orkney Recapture and receivedpreca
consideration from Orkney Re, which recapture atersition was used in part to fund the ceding comiomsof
$565 million due from SRUS to Hannover Life Re untlee New Reinsurance Agreement. All assets tliterea
remaining in the accounts at Orkney Re were retbtas®©HL. The remaining assets were used by OHiutehase
all of the outstanding Orkney Notes pursuant togigly negotiated purchase agreements (the “NotehBse
Agreements”) for an aggregate amount of $590.0ianillwhich represented a discount to the aggregateipal
amount of $850.0 million of the Orkney Notes. Buling the repurchase of the Orkney Notes, OHL imatety
cancelled the Orkney Notes and thereafter paididetid of its remaining assets to its parent, SRUS.

Approximately $700 million of the aggregate priralimmount of the Orkney Notes purchased by OHL were
held by affiliates of Cerberus, and were purchdse®HL at a 35% discount to par, whereas the Oritvetes held
by unaffiliated noteholders were purchased at a #i3%ount to par. Under the terms of the RegistnaRights and
Shareholders Agreement, dated May 2007 among tinep&ay, MassMutual Capital Partners LLC, a member of
the MassMutual Financial Group (“MassMutual CapjtaCerberus and certain other shareholders ofatwpany
(the “Shareholders Agreement”), the Company's eti@cwf the Note Purchase Agreement with affiliates
Cerberus required the prior approval of the independirectors of our Board. To this end, a sgemamittee of
our Board, comprised of disinterested directorss wppointed to consider, and determine whetheCthrmpany
should engage in, the Orkney | Unwind Transactidn. its evaluation and approval of the Orkney | Umiv
Transaction and related agreements, including thie Rurchase Agreement with Cerberus, the speamahittee
engaged separate legal counsel and a separateifihadvisor.

The closing of the Orkney | Unwind Transaction, ethbccurred on May 27, 2011, was subject to a nambe
closing conditions, including the receipt of regdi approvals from the Department, which were regkbn May
25, 2011.

Following the consummation of the Orkney | Unwindaiisaction, SRGL recorded a consolidated net lb6ss o

approximately $153.3 million. Due to the New Reirsice Agreement with Hannover Life Re being effect
January 1, 2011, the reinsurance activity assatiatth the Orkney Block for the period from Janudry2011
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through March 31, 2011 and the negotiated intdsthe period from January 1, 2011 through May 2711, on
the ceding commission that was paid to Hannovex Ré were to be settled with Hannover Life Re feitg the
consummation of the Orkney | Unwind Transactiorhe Orkney | Unwind Transaction reduced our considid
total assets and liabilities by approximately $Z,@0million and $853.9 million, respectively, anelulted in a
consolidated U.S. GAAP loss of $153.3 million. Th#owing tables illustrate the impact of the Oeynl Unwind
transaction on SRGL’s consolidated balance shakstatement of operations:

Impact of the Orkney | Unwind Transaction
Condensed Consolidated Balance Sheet

(U.S. dollars in thousands) June 30, 2011
ASSETS
Total iNVeStMENtS........ccceeevvveiiciie e $ (1,175,334)
Deferred acquisition COStS..........coeeveveeeceee.... (83,204)
Receivables and amounts recoverable from

TEINSUIETS vieiiiiiie et eeeeen e e 252,388
Other aSSetS......cccooeviiiiiiiciiv s e (1,002)
TOtAl @SSELS ..o eeeeene e $ (1,007,152)
LIABILITIES
Collateral finance facilities ...........cccccceeennnne. $ (850,000)
RESEIVeS. ... -
Other liabilities (3,860)
Total Habilities ..........cccovrvevrieecireeeeie. $ (853,860)
SHAREHOLDERS' (DEFICIT) (153,292)
Total liabilities, and shareholders’ (deficit)..... $ (1,007,152)

19



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
June 30, 2011
7. Collateral Finance Facilities (continued)

Impact of the Orkney | Unwind Transaction
Condensed Statement of Operations

Six Months Ended June

(U.S. dollars in thousands) 30, 2011
Revenues

Gain on extinguishment of debt .................... $ 260,000
TOtal FEVENUES ...t $ 260,000

Benefits, expenses, and taxes
Amortization of deferred acquisition costs and othe

insurance expenses, Net ..........ccueeeeeameees $ 411,374
Collateral finance facilities expense............. 10,227
Operating EXPENSES .....ccccvvvvvririrereererreeeenenns 8@
Income tax benefit.......ccccvveiiiiiiiiiice s (8,589)
Total benefits, expenses, and taxes ............... $ 413,292
Net loss attributable to Scottish Re Group Limited $ (153,292)

The Orkney | Unwind Transaction was recorded inoagance with the Company’s accounting policy to
recognize, as a net loss in current period incaheefull cost of reinsurance on 100% retrocessixecuted with
the intent to exit that block of business. The Campviewed the Orkney | Unwind Transaction as & sdlthe
Orkney Block of business and is contractually cditiégl to utilize commercially reasonable effortdaailitate the
novation of the underlying business from the CornyparHannover Life Re.

Orkney Re Il

On December 21, 2005, Orkney Re II, whose issudmhary shares are held by a share trustee anditinees
in trust for charitable purposes, issued, in agigwffering, $450 million of debt primarily to exhal investors.
The debt consisted of $382.5 million of Series Aldating Rate Guaranteed Notes (the “Series A-Ee8Ipt $42.5
million of Series A-2 Floating Rate Notes (the “{®erA-2 Notes”), and $25 million of Series B FlogfiRate 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. Rrd&drom this private offering were used to fune Regulation
XXX reserve requirements for a defined block ofdlepremium term life insurance policies issued et January
1, 2004 and December 31, 2004, and reinsured bySSRWDrkney Re Il. Proceeds from the Orkney RWdtes
have been deposited into a series of accountsdfiateralize the notes and the reserve obligatidi&RUS.

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

In addition to $5 million of the Series B Notes,k@ey Re Il also issued to SALIC $30 million of S=iC
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 Soi@rkney Re Il of $1.00 each in capital.

Interest on the principal amount of the Orkney Rb&ldtes is payable quarterly at a rate equivalenthtee-

month LIBOR plus 0.425% for the Series A-1 Notésee-month LIBOR plus 0.73% for the Series A-2 dptnd
three-month LIBOR plus 3.0% for the Series B Notés of June 30, 2011, the interest rate on th8emjes A-1
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Notes was 0.69% (compared to 0.71% as of DecentheR@®L0), b) Series A-2 Notes was 1.00% (compaoed t
1.02% as of December 31, 2010), and c) Series BNwas 3.27% (compared to 3.29% as of Decembe&t(03D).
The Orkney Re Il Notes also contain customary Atidins on lien provisions and customary events efaualt
provisions, which, if breached, could result in #ueelerated maturity of the Orkney Re 1l Noteskr@y Re Il has
the option to redeem all or a portion of the Orkiiey Il Notes, subject to certain call premiums ardilable
(unencumbered) funds.

In accordance with FASB ASC 810-10, Orkney Re Itdssidered to be a variable interest entity, andave
considered to hold the primary beneficial inte{astwe cede to Orkney Re Il all of the businesarass by Orkney
Re 1), following an analysis whereby it was detered that we would absorb a majority of the expadbsses. As
a result, Orkney Re Il is consolidated in our ficiah statements. The assets of Orkney Re Il comdidixed-
maturity investments and cash and cash equival€dts. Consolidated Statements of Income showsnbestment
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

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

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 Il 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 forselapon 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 reserxedit trust established by Orkney Re Il foreaefit of SRUS
(which trust does not form part of the Orkney Redllateral). The withdrawn assets were depositem 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 transfelassets had no impact on our consolidated financia
statements.

On all scheduled quarterly interest payment datesesMay 11, 2009, Orkney Re Il was unable to make
scheduled interest payments on the Series A-1 N&esof June 30, 2011, Assured made guarantee gragnon
the Series A-1 Notes in the cumulative amount o6$6illion over the duration of the scheduled ietrpayment
dates. For further discussion on the Orkney Retieduled interest payments on the Series A-1 Nafs to Note
14, “Subsequent Events”.
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Long-term debt consisted of:

June 30, 2011 December 31, 2010

(U.S. dollars in thousands)

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
129,500 $ 129,500

Long-term debt, at par value
*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:

(U.S. dollars in thousands)

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

Long-term debt outstanding...............
Maturity date .........coocvvvieeeeees e

Redeemable (in whole or in part) aftel

Interest Payable ............cccvvvviiiiiene
Interest rate: 3-month LIBOR +..........
Interest rate as of June 30, 2011........

Interest rate as of December 31, 2Q1(

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

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

Maximum deferral date.......................
*Defined below.

Capital Securities Due 2032

Trust
Preferred Trust Trust Preferred
Capital Trust Preferred Preferred Securities Due
Securities Due Securities Due  Securities Due  Securities Due December
2032* 2033* 2033* 2034* 2034*
Capital Trust Capital Trust
Capital Trust* I1* GPIC Trust* 1ni* SFL Trust I*
$17,500 $20,000 $10,000 $32,000 $50,000
Dec 4, 2032 Oct 29, 2033  Sept 30,2033 June 17,2034 Dec 15, 2034
Dec 4, 2007 Oct 29, 2008 Sept 30, 2008 June 17,2009 Dec 15, 2009
Quarterly Quarterly Quarterly Quarterly Quarterly
4.00% 3.95% 3.90% 3.80% 3.50%
4.25% 4.20% 4.15% 4.05% 3.75%
4.30% 4.25% 4.20% 4.10% 3.80%
20 20 20 20 20
10 10 10 10 10
Dec 4, 2032 Oct 29, 2033 Sept 30, 2033  June 17,2034 Dec 15, 2034

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,
interest rate, maximum number of quarters intenesy be deferred, and maximum deferral date) a<Ctratal

Securities Due 2032.
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Preferred Trust Securities Due 2033

On October 29, 2003, Scottish Holdings, Inc. Stau@rust I, a Connecticut statutory businesstt(iSapital
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 Seearibue
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 amouwf Junior Subordinated Notes (the “Junior Subwatkd
Notes”) issued by SHI, and have all the same featmaturity 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 tri§tapital
Trust 111") issued and sold in a private offering aggregate of $32 million Trust Preferred Seasitithe “Trust
Preferred Securities Due 2034”"). All of the comnsrares of Capital Trust Il are owned by SHI. Foée assets
of Capital Trust Ill consist of $33 million prinap amount of Floating Rate Debentures (the “203%afihg Rate
Debentures”) issued by SHI, and have all the saatufes (maturity date, interest payable, intemst maximum
number of quarters interest may be deferred, anxirman deferral date) as the Trust Preferred SedeariDue
2034.

Trust Preferred Securities Due December 2034

On December 18, 2004, SFL Statutory Trust |, a Dafe statutory business trust (“SFL Trust I”) isswnd
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 Séesiridue
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).rS.a
(“SFL"). The sole assets of SFL Trust | consisBbfL.5 million principal amount of Floating Rateli2aitures (the
“December 2034 Floating Rate Debentures”) issue®Bly, 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 obligationdarrthe Debentures, the 2033 Floating Rate Debesytur
the Junior Subordinated Notes, the 2034 Floatinge Raebentures, 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 t@eguke liquidity. As of June 30, 2011, we have aedrand
deferred payment of $14.5 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 June 30, 2011, refer to Note 14,s&ylent 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 thentes 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 wereddso 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 thesHdwsough
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 waalbdorb the majority of the expected gains or BsdeStingray.
As a result of these acquisitions, by October &§920ve had acquired Pass-Through Certificates wittated
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 amodiRass-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 millimd $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, 2G4f@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 investmeahsaction by MassMutual Capital and SRGL
Acquisition, LDC, an affiliate of Cerberus, annoadcby us on November 27, 2006 (the “2007 New Chpita
Transaction”). Pursuant to the 2007 New Capitanbaction, MassMutual Capital and Cerberus (togethe
“Investors”) invested an aggregate $600 millionum in exchange for 1,000,000, in the aggregate yrisaued
Convertible Cumulative Participating Preferred ®sarThe gross proceeds were $600 million lessl$dllion in
closing costs, which resulted in aggregate net ggds of $555.9 million. Each Convertible Cumulativ
Participating Preferred Share has a par value od1$@er share with an initial stated value and itigtion
preference of $600 per share, as adjusted fordteeton of dividends or the payment of dividendglistributions
as described further below.

As of June 30, 2011, the Investors hold in the egafe approximately 68.7% of our equity voting povadong
with the right to designate two-thirds of the mensbaf our Board. Refer to the “Merger Agreemergttson within
this note and Note 14, “Subsequent Events”, foitamtal information.

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 Redeemdadeurities”. 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 maadely by increasing the liquidation preference tlé
Convertible Cumulative Participating Preferred ®isar As of June 30, 2011, the amount of dividersiseded
pursuant to the terms of the Convertible CumulatRarticipating Preferred Shares is $181.1 millionthe
aggregate, or $181.13 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, shalkftitied 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 shch 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 classemnpreferred 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 naw 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 Agreementd dédeember 26, 2006 (the “Purchase Agreement”)h wit
the Investors, certain representations and wagsntiere provided relating to our statutory accountecords. As
discussed in Note 13, “Commitments and Contingedcidemnificatiori, certain statutory accounting errors were
discovered in 2006 which have resulted in an indéoation claim against us by the Investors. Rasoh of this
claim could result in a change in the conversiamida on these securities. Refer to Note 14, “8gbent Events”,
for information regarding the Merger Agreement #&admpact on such indemnification claim.

Merger Agreement

On April 15, 2011, we entered into an agreementm@ad of merger (the “Merger Agreement”) with atftes
of our controlling shareholders, the Investors spant to which an affiliate of the Investors (“Merdgsub”) would
be merged into SRGL and SRGL would continue astineiving entity. Under the Merger Agreement,aatliinary
shares would be converted into the right to rec&9e30 per share, which represented a premium df4$Qor
87.5%) over the average trading price of the omjinghares for the three months preceding April 2611
(collectively, the “Merger”), provided that any amdry shares held by shareholders that properlycesed dissenter
rights under the Companies Law (2010 Revised) efGayman Islands (the “Companies Law”) will be ealun
accordance with the procedures set forth undeCtivapanies Law. The Merger consideration to alhsudinary
shares was to be funded solely by the Investordlowing the effectiveness of the Merger, all o tbutstanding
ordinary shares of SRGL would be owned by affikabé the Investors. The Convertible Cumulativetieiating
Preferred Shares and the Perpetual Preferred Sharesunaffected by the Merger and remain outstapdiUnder
the terms of the Shareholders Agreement, any agneefor the Company to merge with the Investorarogffiliate
of the Investors required the prior approval of ajarity of disinterested directors of our Boardo this end, a
special committee of the Board, comprised of désieéted directors, was appointed to consider, atermine
whether to recommend to the full Board that the @any should engage in, the Merger Agreement. dn it
evaluation and approval of the Merger and relatgdements, the special committee engaged sepeagatieclounsel
and a separate financial advisor.

The Merger Agreement permitted SRGL to soliciteiee, evaluate, and enter into negotiations widpeet to
alternative proposals for a 45 day “go-shop” permgjinning April 15, 2011. The special committedth the
assistance of its independent advisors, solicitaihg this period alternative proposals for the wasitjon of the
ordinary shares. The Merger Agreement also pravithe Investors with a customary right to matchupesior
proposal. This process did not result in a supgnioposal.
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Completion of the Merger was subject to, amongrotladitions, approval by a majority of the ordyahares
held by parties unaffiliated with the Investorstbe Company attending and voting at the shareheldereting
(whether in person or by proxy). SRGL prepared delivered to shareholders on May 11, 2011, in ectian
with the extraordinary general meeting of sharetwdcheld on June 8, 2011, an Information Staterfwhich
Information Statement subsequently was posted & Gompany’s website) containing detailed infornmatio
regarding the Merger. The Merger was approvedieth sneeting by the Company’s shareholders, inctudin a
majority of the ordinary shares held by partiesaféitiated with the Investors or the Company (atting and voting
at the shareholders meeting). Refer to Note 1dbs8quent Events”, for additional information reljag the
Merger Agreement.

In connection with a closing of the Merger, thedstors will be required to release their indematiimn claim
against SRGL arising from alleged breaches of mpr@tions and warranties made by SRGL in the 8esur
Purchase Agreement dated as of November 26, 20Réfer to Note 13, “Commitments and Contingencies-
Indemnificatiofi.

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 Rezfer
Shares during the six months ended June 30, 201 $ear ended December 31, 2010:

Six Months
Ended Year Ended
June 30, December 31,
2011 2010
Ordinary shares
Beginning and end of YEar ...............c.oecemreeeeerennn. 68,383,370 68,383,370
Non-cumulative Perpetual Preferred Shares
Beginning of year..........ccccccvvviiiiees e 4,806,083 5,000,000
Non-cumulative Perpetual Preferred Shares redeemed - (193,917)
ENG Of YEAT ... 4,806,083 4,806,083

Perpetual Preferred Shares
We are authorized to issue 50,000,000 perpetuédmeel 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 esgrewere $4.6 million.

Dividends on the Perpetual Preferred Shares arabpayn a non-cumulative basis at a rate per anofum
7.25% until the dividend payment date in July 20Tbereafter, the dividend rate may be at a fixed determined
through remarketing of the Perpetual Preferred &htr specific periods of varying length not I#s@n six months
or may be at a floating rate reset quarterly based predefined set of interest rate benchmarkise quarterly
floating rates from September 30, 2010 through BMe2011 ranged between 7.32% and 8.04%. Duniyg a
dividend period, unless the full dividends for therrent dividend period on all outstanding PerpeRi@ferred
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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 adequaaet income,
or shareholders’ equity levels. In accordance wlith terms of the Perpetual Preferred Shares, efidsl on the
Perpetual Preferred Shares generally may be fundédto the extent they are payable out of ourrithistable
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 tyatlate, 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 Shaeeunsecured 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®aal
Preferred Shares and, in certain circumstancdbgicase of certain dividend non-payments.

Ratings of the Perpetual Preferred Shares weredwitim 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
aggregate liquidation preference of Perpetual PedeShares, which shares were immediately rede&yn&RGL.
As a result, a gain on redemption of Perpetualdpred Shares of $3.9 million was recorded for tire¢ months
ended June 30, 2010, as a component of net incdiributable 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 Artiaddég\ssociation.

On July 28, 2006, our Board suspended the dividenthe ordinary shares. All future payments of dkvids
are at the discretion of our Board and will depemd our income, capital requirements, insurance laggry
conditions, operating conditions, and such othetofd as the Board may deem relevant. Notwithstanthe
foregoing, if dividends on the Perpetual Prefer&dres have not been declared and paid (or decaeeé sum
sufficient for the payment thereof set aside) fa turrent dividend period, we generally are pr@tufrom paying
or declaring any dividend on the Ordinary Shares.

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 dividenginpant date.
In addition, we announced that, pursuant to thdif@ate 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 urnlderterms 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 tha@n 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
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and 2010 dividend payment dates and, as a resdlinat declare and pay a dividend on such datekhoAgh
permitted under the terms of the Perpetual PrefeBigares to declare and pay a dividend in conrreetith the
January 15, 2011 and April 15, 2011 dividend paymdates, the Board resolved, on management's
recommendation, not to declare and pay a dividendazh such dividend payment date. Pursuant ttethes of,
and subject to the procedures set forth in, thdifidate of Designations related to the Perpetuafétred Shares,
the holders of the Perpetual Preferred Sharesritbed to elect two directors to our Board in #nent dividends

on the Perpetual Preferred Shares have not bedareld@and paid for six or more dividend periodsonpayment of
dividends on July 15, 2009 marked the sixth divatlperiod for which dividends had not been declaed paid.
This right to elect two directors to our Board Ima$ been exercised as of June 30, 2011. For fudiseussion on
the non-declaration of Perpetual Preferred Shawseds, refer to Note 14, “Subsequent Events”.

11. Income Taxes

The income tax benefit for the three months andnsaths ended June 30, 2011 was $9.5 million agd8$1
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 availabilitytek 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 bdoefihe six months ended June 30, 2011 was prifigigae to a
reduction in the valuation allowance that resuftetn a decrease in our deferred acquisition céstsreverse after
the expiration of net operating losses, which rtesufrom the Orkney | Unwind Transaction. For fignt discussion
on the Orkney | Unwind Transaction, refer to NotéQollateral Finance Facilities”.

As of June 30, 2011, we had total unrecognizedbimmefits (excluding interest and penalties) of $711
million, the recognition of which would result in$8.9 million benefit at the effective tax rate the applicable
period. As of December 31, 2010, we had total cogaized tax benefits (excluding interest and pgasl 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 June 30, 2011, our deferred tax liabilitisslided $31.5 million of deferred tax liabilitielsat reverse
after the expiration of net operating losses inliapple jurisdictions, and, therefore, cannot suppleferred tax
assets. As of December 31, 2010, the correspomditaynt of deferred tax liabilities was $44.2 roifli

We file our tax returns as prescribed by the taxslaf the jurisdictions in which we operate. AsJohe 30,
2011, we remained subject to examination in thiefahg major tax jurisdictions for the returns fildor the years
indicated below:

Major Tax Jurisdictions Open Years
u.s.
Life GroUP «.ooeeeeeeeeeeeee e 2007 through 2010
NON-Life GroUp ....ccoceiiiiiiiiiieeeeeeee e 2007 through 2010
1= = g (o SRR 2006 through 2010
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Net operating losses are being carried forward frdosed years and could be examined by the Internal
Revenue Service when utilized in an open yearenfature. Additionally, to the extent that a npemmating loss has
been carried back to an otherwise closed year,etdier 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. lifaiiaace tax returns for 2004, 2007, 2008, and 2089 .of June
30, 2011, this examination has been initiated @naains in progress.

12. Earnings per Ordinary Share

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

Three months ended Six months ended

(U.S. dollars in thousands, except share
data) June 30, 2011 June 30, 2010  June 30, 2011  June 30, 2010

Basic (loss) income attributable to
ordinary shareholders
Numerator:
Net (loss) income attributable to ordinary
shareholders............cccoeevvvieiiiieecceene, $ (180,664) $ 77,982 $ (158,285) $ 177,531
Amounts allocable to convertible
cumulative participating preferred

SNAIES ....vvveeeeeeeeee e - (1,124) - (2,559)
Numerator for basic (Ioss) income per
ordinary Share ..........ccccceeeeeee e 9 (180,664) $ 76,858 $ (158,285) $ 174,972

Denominator:
Denominator for basic (loss) income per
ordinary share - weighted average
number of
ordinary shares 68,383,370 68,383,370 68,383,370 68,383,370

Basic (loss) income from continuing

operations attributable to ordinary
shareholders $ (2.64) $ 112 $ (232) $ 2.55
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Diluted (loss) income attributable to
ordinary shareholders

Numerator:

Net (loss) income attributable to ordinary
shareholders ............cccvveveveeeeeeeeennnn. $  (180,664) $

(158,285) $

Denominator:
Denominator for basic (loss) income per
ordinary share - weighted average

number of

ordinary shares...........cccccovvveeirnenennnn. 68,383,370 68,383,370 68,383,370 68,383,370
Effect of dilutive securities*................... - 150,000,000 150,000,000
Denominator for dilutive (loss) income

per ordinary share .............cccccccveeveeenee. 68,383,370 218,383,370 68,383,370 218,383,370
Diluted (loss) income from continuing

operations attributable to ordinary

shareholders .............ccccoeeveveeeeeeennn. $ (264) $ 036 $ (232) % 0.82

* 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 exceeds thé&eharice of common stock. The conversion of tlortible
Cumulative Participating Preferred Shares had aniat dilutive effect and was included in the threonth and six
month periods ended June 30, 2010 dilutive netmecattributable to ordinary shareholder calculatioRefer to
Note 9, “Mezzanine Equity - Convertible Cumulati®articipating Preferred Shares”, for informatiogaeding the
Merger Agreement and its effect on the ordinaryesha

13. Commitments and Contingencies
Indemnification

In connection with an examination of the statutéimancial 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 stgtorplus 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.

The restated statutory surplus of each of SRUS @R® met the applicable minimum statutory surplus

requirements at December 31, 2006. None of theseations impacted our historical consolidatedaficial
statements under U.S. GAAP.

Pursuant to the Purchase Agreement with the Inkgstwe made certain representations and warranties

regarding the statutory financial statements ohezEoour insurance subsidiaries, including SRD SRUS, for the
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years ended 2003, 2004, and 2005 and, with resp&RUS but not SRD, the first three quarters @& 0ncluding
that these statements were prepared in confornitty applicable statutory accounting practices aidyf present,
in accordance with such practices and in all matte®spects, the statutory financial condition loé trelevant
insurance subsidiary at the respective datesiglhh df our discovery of the corrections describddve, we notified
the Investors, as required by the terms of the liage Agreement, of the misstatement of reportadtsty surplus
in SRD at year-end 2004 and year-end 2005 resuhimgcumulative overstatement for the two yeaiqueat year-
end 2005 of approximately $70 million on an af@x-basis, and the understatement of statutory iipl SRUS
for the year ended December 31, 2005 of approxisn&®4.5 million on an after-tax basis. On Novemié,
2007, the Investors responded by notifying us efrtboncern that the corrections described abowe coastitute
breaches of certain of the representations andawtées made by us in the Purchase Agreement. Uthger
Purchase Agreement, in the event of a claim fasdegesulting from a diminution in value, such ésseould be
determined by an independent investment bankimg @f national reputation, agreed upon by us andrihestors,
based on changes in the valuation of SRGL usin@#isemptions and models used by the Investorsdirtte of
their decision to invest in us. Furthermore, stloahy claim for indemnification be made by the stees, the
Purchase Agreement provides that any decision degaidefending or settling such claim would be taky a
committee of independent directors of our Boardokctors. In their November 16, 2007 corresporderthe
Investors requested that we convene a committeé@defpendent directors. No action was taken by rughe
Investors in respect of this claim since such tildée were not able to predict what the amount gfiademnifiable
losses would be, if any, or what potential defereesther limitations on indemnification would beadable to us
under those circumstances. Under the terms oPthiehase Agreement, any such indemnification claould be
satisfied by adjusting the conversion amount atctvtihe Convertible Cumulative Participating PreddriShares
issued to the Investors would be convertible intw ordinary shares. Refer to Note 9, “Mezzaninalityg-
Convertible Cumulative Participating Preferred $i8&r for information regarding the Merger Agreemantd the
waiver of the indemnification claim by the Investor

Ballantyne Re plc

Ballantyne Re plc (“Ballantyne Re") is a specialpase reinsurance vehicle incorporated under tivs laf
Ireland. In May 2006, Ballantyne Re issued, iniggie offering, $1.74 billion of debt to third pginvestors, $178
million of Class C Notes and $181.2 million in prednce shares to SALIC, and $500,000 in Class Ced\ai
SRGL.

Initially, in accordance with FASB ASC 810-10, Baityne Re was considered to be a variable interdgt,
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 wasotidiased in
our financial statements through December 31, 2008.

As of June 30, 2011, we had no remaining direct lsgosure related to Ballantyne Re since ourastsrin
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 performaras applicable, of its representations, warrgntie
covenants, and other obligations that relate t@fsrefore the assignment and novation to Secuifityof Denver
Insurance Company of the reinsurance agreementBaillantyne Re. In addition, the Company and SRé&l8ain
responsible for certain ongoing covenants and imiiges made for the benefit of Ballantyne Re angl fihancial
guarantors of certain of the notes issued by BajltenRe.

Indemnification of Our Directors, Officers, Employes, and Agents

We indemnify our directors, officers, employeesd agents against any action, suit, or proceedirgtiver
civil, criminal, administrative, or investigativby reason of the fact that they are our directéiicer, employee, or
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agent, as provided in our articles of associatl®ince this indemnity generally is not subject toifation with
respect to duration or amount, we do not belieat ithis possible to determine the maximum potém@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 civilmMsuit
against the Company, SRUS, and SRLC in the Distiotrt for Dallas County, Texas. The lawsuit bsing
claim for breach of contract based on Mr. Frenaléged right to indemnification for defense cdsisis
incurring in connection with a Securities and Exad@ Commission enforcement action brought againsimNew
York federal court. On January 3, 2011, the dedatsiremoved the case to the U.S. District CourtHe 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 fdlufe to state a claim against SRUS and SRLC.héalternative,
the defendants requested that the case be tratsferrthe U.S. District Court for the Southern Bdistof New
York. On June 9, 2011, the court denied a motmmpfrtial judgment on the pleadings previouslgdiby Mr.
French as premature with leave to refile, declitedransfer the case to the U.S. District Courttfoe Southern
District of New York, and denied the defendants'timo to dismiss as to SRGL, but as to SRUS and SRidered
jurisdictional discovery with leave to refile theotion to dismiss following completion of such diseoy. Mr.
French thereafter voluntarily withdrew all claimgainst SRUS and SRLC, leaving SRGL as the only dame
defendant in the action. We believe Mr. Frenclasr to be without merit and are vigorously defexgiour
interest in the action. For further discussiorereng the French litigation, refer to Note 14, bBSaquent Events”.

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 August 17, 2011.

Merger Agreement

As discussed more fully in Note 9 “Mezzanikquity — Convertible Cumulative Participating flereed
SharesMerger Agreemefitand in the Information Statement, the Merger Agmnent imposes certain conditions to
the obligations of the respective parties to clds Merger. Among these conditions is the recefptequired
governmental consents and approvals, which, asunfust 16, 2011, have been received. Additionallys a
condition to the obligation of the Investors andrlyt Sub to effect the Merger that ordinary shalagrs holding
no more than 10% of the issued and outstandingnargishares (excluding generally any ordinary shavened by
the Investors, the Company, or their respectividiagés (“Owned Shares”)) have exercised dissent&ylsts under
the Companies Law. In connection with the procediget forth in the Information Statement and $ac238 of
the Companies Law, the Company received noticesxéwcise such dissenter’s rights from ordinary ehalders
(the “Dissenting Shareholders”) holding in exce$sl@% of the outstanding ordinary shares (excludihgned
Shares). The Investors and Merger Sub have walvisdcondition, and the parties currently are iscdssions
regarding the scheduling of a closing date for Merger, which is expected to occur prior to the efidhugust
2011. Upon the closing and effectiveness of thegde all existing ordinary shares will be canagliend all
shareholders (other than Dissenting Shareholdetsreninvestors and Merger Sub and any of theirlytwavned
subsidiaries who hold ordinary shares) will be teadi to receive Merger consideration of $0.30 petirary
share. The Company thereafter will have certaifgations under Section 238 of the Companies Lavckisould
include participating in court proceedings in thay@an Islands to determine the fair value of thesBmting
Shareholders’ ordinary shares. Pursuant to theg&teAgreement, the payment of fair value to Didsgnt
Shareholders will be made by the Investors andh@Company.

34



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
June 30, 2011
14. Subsequent Events (continued)
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 July 15, 2011 dividend payufate.

Orkney Re I
On the scheduled interest payment date of Auglist2011, Orkney Re Il was unable to make scheduled
interest payments on the Series A-1 Notes. AsaltteAssured made guarantee payments on the SetieNotes
in the amount of $0.7 million.
Deferral of Interest Payments on the Capital andust Preferred Securities
Subsequent to June 30, 2011, we have accrued émedepayment of an additional $0.2 million ofdrgst on
our floating rate capital securities and trust pnefd securities. As of August 17, 2011, we haserwieed and
deferred payment on a total of $14.7 million obnest.
French vs. Scottish Re
On July 21, 2011, the parties participated in aiateh as required under the case schedule edtaflisy the

court. As of August 17, 2011, the parties have meatched an agreement to settle the dispute anirtizer
mediation dates currently are scheduled. As shehmatter remains unresolved as of the date hereof
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