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

June 30, December 31,
2013 2012
(Unaudited) (Audited)

Assets
Fixed-maturity investments held as trading seasitat fair value.................cccocvvvvvieenn. $ 1,856,285 $ 1,733,224
Preferred stock held as trading securities, atvi@e ............cccccovvvviiviiicccee e 1,610 2,387
Cash and Cash qUIVAIENTS ........uuuei i ceeeeeeei e 218,609 368,809
(@) (ST ANV 1 011 £ 23,073 19,067
FUNAS WItNNEIA B INMTEIEST. ... vt ettt ettt e e et e et e e e e e et e e e e aereeeenes 469,936 482,985

TOtAl INVESIMENTS. ...ttt ettt et e et et et e eee e e e ee e eeeee 2,569,513 2,606,472
ACCIUE INEEIESE TECEIVABIE. ...t eee ettt ettt et et ee et e et et e e e et et e et et e e eee s 13,588 12,979
Reinsurance balances reCeivabIe ......... v 102,326 129,159
Deferred acquUISItION COSES .....oiiiiiiiiii i ceccceec e e 156,443 162,181
Amounts recoverable from FEINSUIEIS ........oueeeeiiiiie e ee e 702,299 705,703
Present value of in-fOrce DUSINESS ........cceemmii e 23,000 24,001
ONT ASSOIS. ... veee et a et e e et e et e e et e e et e e et e e e ee e e et e e et e e e e e n e e e 6,984 7,911

TOLAI ASSELS . vveveeeeeeeee e eeeeeeee et oemeemee et et et et et et et et et et e et et e eteee et e et eee et et eee e eee e ene e $ 3,574,153 $ 3,648,406
Liabilities
Reserves for future policy Benefits ...... .o $ 1,325,245 $ 1,329,120
Interest-sensitive contract abIlities ......coeemeeeiiiiieiee e, 1,063,531 1,104,413
Collateral INANCE FACHITY............oveeeee ettt ettt s 450,000 450,000
Accounts payable and other liabilitieS......ccccccceieiiiiiiii e 57,414 51,917
Embedded derivative liabilities, at fair VAU .. covvviiiiiciicc e, 20,042 26,290
Reinsurance balances payable ...........ooocceeeeei 70,418 72,611
Deferred tax HabIlitIeS ...........uveiiiiiceeme e e e e e e e e een, 37,427 43,129
Long-term debt, at PAr VAIUE.................commmmreereeereeeeiesieeieeereeeeeeesersseesstesseeessseesrsanen, 116,500 129,500

TOLAL TADITEIES ..ottt et e e e et e e e e e e e e et e e emet e e e e e e aneens 3,140,577 3,206,980

Mezzanine Equity
Convertible cumulative participating preferredrasa par value $0.01; 1,000,000 shares
issued and outstanding with $600.0 million inigsgted value (liquidation preference:

2013 - $792.6 million; 2012 - $770.7 MilliON) ceeemvvevriieiieieeie e e e 555,857 555,857
Shareholders’ Deficit
Ordinary shares, par value $0.01; 68,383,370 slissasd and outstanding.................. 684 684
Non-cumulative perpetual preferred shares, parev@u01:

Shares issued and outstanding: 3,246,776 shafd Biand 2012) ...........ccccccvvvvvvereennn.. 81,169 81,169
Additional paid-in CAPILAL .........uuuei s e 1,218,190 1,218,190
RELAINEA EFICIT........cveveeieieieieseeeeoemems ettt ettt ea s es e sttt ses et eseses e ae s e, (1,422,324) (1,414,474)

Total ShAreholders’ AEfiCit ...........ov.v.viememreeeeeeeeeeereeeeee s teeeee s s eses e eseese e e eeeeeeen (122,281) (114,431)

Total liabilities, mezzanine equity, and total gelders’ defiCit.............c.cocovevvvvemeene. $ 3574153 $ 3,648,406
! Includes total investments of consolidated vagabterest entity (“VIE")............c.......... $ 314,044 $ 296,476
? Includes accrued interest receivable of CONSEHIMIE ...................ceeveveeemerverereennne. 481 488
® Reflects collateral finance facility of CONSONEALVIE ..............ccceverivireeeeeeeeeennenns, 450,000 450,000

See Accompanying Notes to Consolidated Financekestents (Unaudited)



SCOTTISH RE GROUP LIMITED
CONSOLIDATED STATEMENTS OF OPERATIONS
(UNAUDITED)

(Expressed in Thousands of United States Dollars)

Three month period ended

Six month period ended

June 30, June 30, June 30, June 30,
2013 2012 2013 2012

Revenues
Premiums earned, Net.........cccccevvvveiveeeceenec s, $ 80,067 $ 76,923 $ 161,830 $150,165
Investment iNCOMe, NEet.........cccoeviiiiiieceenmeeeeeeeeenn 22,969 28,632 45,548 57,637
Net realized and unrealized (losses) gains........... (11,192) 10,117 16,362 34,094
Gain on extinguishment of long-term debt............ - - 6,240 -
Change in fair value of embedded derivative assets

and liabilities ... e 2,531 (1,971) 6,247 D00
Fees and Other iNCOME ..........cccovvevevieeeeeneeeieeeeenns (2,436) 1,481 3,383 2,534

TOtal FEVENUES ..o 91,939 115,182 239,610 245,430
Benefits and expenses
Claims, policy benefits, and changes in policyholde

TESEIVES, NEL..coiiiiiiiiiiiiiie e 94,882 101,575 192,624 99,147
Interest credited to interest-sensitive contract

ADINEIES ... 7,589 10,064 15,426 0,834
Amortization of deferred acquisition costs and othe

insurance expenses, Net.......ccccceeveerieereeeenseennnnnns 12,401 12,979 23,383 23,846
Operating EXPENSES.....ccvvveeeieieeeeirieeeeeeesenenrereeens 6,629 8,442 13,973 15,965
Collateral finance facilities expense........cccccee...... 2,481 2,604 4,939 5,235
INTEIESt EXPENSE ...t eemeeeme e see e eee s 1,216 1,561 2,439 3,131

Total benefits and eXPeNnSses................ommmmrerren. 125,198 137,225 252,784 268,178
Loss before income taxes.........cccvvvvvvvvvviiinniennnns (33,259) (22,043) (13,174) (22,748)
Income tax benefit............cccevevvviiiiccmeeeeee e 4,617 5,501 5,324 8,901
NEL IOSS .. iiiiiiieiie et (28,642) (16,542) (7,850) (13,847)
Gain on redemption of non-cumulative perpetual

preferred shares...........cccccovvviviiiiiceeeeeee e, - 43 - 14,037
Net loss attributable to noncontrolling interest...... - 391 - 830
Net (loss) income attributable to Scottish Re

Group LIMIed .....o.oveveeeeeeeeeeeeeeeeeee e (28,642) $ (16,108)  $ (7,850) 1,020

See Accompanying Notes to Consolidated Financetke8tents (Unaudited)



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

(Expressed in Thousands of United States Dollars)

Six month period ended

June 30, June 30,
2013 2012

Share capital:
Ordinary shares:

Beginning and end of Period ...............cceceeeersvereseenennns $ 684 $ 684
Non-cumulative perpetual preferred shares:

Beginning of period............ccoevvvvviiiieieeee e 81,169 120,152

Non-cumulative perpetual preferred shares redeemed... - (38,978)

ENd Of PEIHOM .....c.vviieeieeeicee e e 81,169 81,174
Additional paid-in capital:

Beginning and end of period ...........c..cooeeeeeviee e, $ 1,218,190 $ 1,218,190
Retained deficit:

Beginning of period............cccoevvviviiiimieeme e (1,414,474) (1,407,269)

Net (loss) income attributable to Scottish Re Grhbinpited.. (7,850) 1,020

ENG Of PEIHOT ....veveeeeceeeeeeees e enen e (1,422,324) (1,406,249)
Total Scottish Re Group Limited shareholders’ defitt ....... $ (122,281) $ (106,201)
Noncontrolling interest:

Beginning of Period..........cccvveeie i - 8,859

Net loss attributable to noncontrolling interest................ - (830)

=g To oY i o= 1o HR U - 8,029
Total shareholders’ defiCit..............cocovevrrveriereereessrnenn, $ (122281) $ (98,172)

See Accompanying Notes to Consolidated Financetke8tents (Unaudited)



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

(Expressed in Thousands of United States Dollars)

Six month period ended

June 30, June 30,
2013 2012

Operating activities
N = A o F SR $ (7,850) % (13,847)
Adjustments to reconcile net loss to net cash usegerating

activities:

Net realized and unrealized gainSs.........cccccccvvvvvvimeeeeeeeeeeenn, (16,362) (34,094)

Gain on extinguishment of long-term debt.. (6,240) -

Changes in value of embedded derivative assethamhtles (6,248) (1,000)

Amortization of deferred acquisition COStS...........ccccvvvverrimn. 5,738 5,498

Amortization of present value of in-force business............... 1,001 782

Amortization of deferred finance facility costs..................... 434 434

Depreciation of fixed aSSetS..........uuviiiicmmmmeiiceiiiieiiieeee e, 72 920
Changes in assets and liabilities:

Funds withheld at interest ... 13,049 20,511

Other INVESIMENES.......coii it e (1,523) -

Accrued interest receivable .............oceeemmevviene e, (609) 513

Reinsurance balances receivable.........ccccccccoovi s 26,833 14,220

Other @SSEtS ...coiiiiiie it eeeeeee e e e e 500 (67)

Reserves for future policy benefits, net of ameuecoverable

frOM FEINSUIEIS....ciiiiie et e e (471) (732)
Interest-sensitive contract liabilities ...cooe.oooovvivviiiivieeeeeiians (12,095) (10,190)
Accounts payable and other liabilities, incluglioteferred tax
HADITIES ..eeeeeeie s (205) (3,612)

Reinsurance balances payable ... everereeeeeeeeesnn. (2,193) (362)

Net cash used in operating activities .........ccoecveveeevrvevenen. (6,169) (21,856)
Investing activities
Purchase of fixed-maturity investments.. (260,741) (154,201)
Proceeds from sales and maturities of flxed mqlcumlestments 154,000 209,760
Purchase of and proceeds from sales and matwftgeferred

SEOCK, NMEL..eiiiiiiiiie et 794 54,131
Purchase of and proceeds from other investmerts,. ne........... (2,483) (12,793)

Net cash (used in) provided by investing activities............... (108,430) 96,897
Financing activities
Withdrawals from interest-sensitive contract lidlgk................. (28,841) (35,928)
Redemption of non-cumulative perpetual preferredet........... - (24,941)
Acquisition of IoNg-term debt .............covumeurrrrriiriininreienens (6,760) -

Net cash used in financing activities ........cceceveeveeeveerennnne. (35,601) (60,869)
Net change in cash and cash equivalents.....cccceeuvviviiiiicnnnn. (150,200) 14,172
Cash and cash equivalents, beginning of petiad.................... 368,809 282,028
Cash and cash equivalents, end of pefiod. ooeevevevreer.. 218,609 § 296,200

See Accompanying Notes to Consolidated Financete8tents (Unaudited)



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
June 30, 2013
1. Organization, Run-Off Strategy and Business
Organization

Scottish Re Group Limited (“SRGL” and, together WiBRGL’s consolidated subsidiaries and VIE, the
“Company”, “we”, “our”, and “us”) is a holding conamy incorporated under the laws of the Cayman dsaand
our principal executive office is located in Berraud Through our operating subsidiaries, we arecjpally
engaged in the reinsurance of life insurance, d@esyiand annuity-type products. As of June 30,32Qve have
principal operating companies, holding companiésarfcing companies, and a collateral finance fgciin

Bermuda, the Cayman Islands, Ireland, Luxembourd, the United States of America, as follows:

Bermuda
Scottish Re Life (Bermuda) Limited

Cayman Islands
SRGL

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

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

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

Scottish Holdings (Luxembourg) S.a.r.l.

United States of America (“U.S.”)

Scottish Holdings, Inc. (“SHI”)

Scottish Re (U.S.), Inc. (“SRUS")

Scottish Re Life Corporation (“SRLC")*

*Refer to Note 13, “Subsequent Events - Mergerutis&liaries” for details on an SRUS and SRLC merger

Run-Off Strategy

In 2008, we ceased writing new business and ndtifier existing clients that we would not be acaeptny
new reinsurance risks under existing reinsurareaigs, thereby placing our reinsurance businéssim-off. We
continue to run-off our remaining business, wherelgyreceive premiums, pay claims, and perform laivities
under our reinsurance treaties.

While pursuing this strategy, the Company has paset from time-to-time and, if opportunities arisgy in
the future continue to purchase, in privately-n&getl transactions, open market purchases, or lapsef general
solicitations, tender offers, or otherwise, ourstamding securities and other liabilities. Anytsyorchases will
depend on a variety of factors including, but rimtited to, available corporate liquidity, capitaquirements, and
indicative pricing levels. The amounts involvedaimy such transactions, individually or in the a&ggtte, may be
material. For further discussion on our outstagdiacurities and recent transactions, please tefdote 7, “Debt
Obligations and Other Funding Arrangements”, antlate 9, “Shareholders’ Deficit”. Further, the Coamy may
continue to evaluate strategic alternatives tortheoff strategy, which activity, individually onithe aggregate,
may be material.



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
June 30, 2013
1. Organization, Run-Off Strategy and Business (continued)
Business

As disclosed in the Company’s audited consolidditegihcial statements and accompanying notes thdéoeto
the year ended December 31, 2012, we have wrigi@surance business that is wholly or partiallpiregd in one
or more of our reinsurance subsidiaries and haassifled the reinsurance as Traditional SolutionasoFinancial
Solutions.

2. Basis of Presentation

Accounting Principles - Our consolidated interimadincial statements are prepared in accordance Wvih
Generally Accepted Accounting Principles (“U.S. GRA.  Accordingly, these consolidated interim ficai
statements do not include all of the informatiod aotes required by U.S. GAAP for annual finansi@tements.
These unaudited consolidated interim financialestegnts should be read in conjunction with the Caomgsa
audited consolidated financial statements and apeoring notes thereto for the year ended Decenthe2(®.2.

Consolidation - The consolidated financial statetmémclude the assets, liabilities, and resultspdrations of
SRGL, its subsidiaries, and the VIE for which we #re primary beneficiary, as defined in Finanéiatounting
Standards Board (“FASB”) Accounting Standards Qodtfon (“ASC”) Subtopic 810-10, Consolidation — &all
(“FASB ASC 810-10"). All significant intercompanyransactions and balances have been eliminated in
consolidation. We currently consolidate one naretgse securitization, Orkney Re Il, a special paepVIE
incorporated under the laws of Ireland.

Noncontrolling Interest - The noncontrolling intstén the prior year represented the 5% of SRLE wes not
owned by the Company prior to December 21, 2012, ddte when the Company acquired the remaining 5% o
SRLC from the previous owner and extinguished threcontrolling interest.

Estimates and Assumptions - The preparation ofaifeted interim financial statements in conformitith
U.S. GAAP requires management to make estimatesaaadmptions that affect the amounts reported én th
consolidated financial statements and accompangiotgs. Actual results could differ materially frothose
estimates and assumptions used by management.

Our most significant estimates and assumptionsaeli® the following:

e investment valuations;

e accounting for derivative instruments;

« assessment of risk transfer for structured inswamg reinsurance contracts;

e estimates of premiums;

« valuation of the present value of in-force business

» establishment of reserves for future policy besegfit

« amortization of deferred acquisition costs;

» retrocession arrangements and amounts recoverabferéinsurers;

* interest-sensitive contract liabilities; and

« current and deferred income taxes and the detetiminaf associated valuation allowances.

We periodically review and revise these estimaesgppropriate. Any adjustments made to these&tsts are
reflected in the period in which the estimatesrakésed.

Reclassifications - Certain prior period amountsour consolidated financial statements and accogipgn
notes have been reclassified to conform to thesatipresentation.



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
June 30, 2013
3. Investments

Other Investments, as of June 30, 2013, represqrukcl loans, which are carried at the outstanden
balances, investments in debt securities, and imergs accounted for under the equity method, ao@ance with
FASB 323 Investments — Equity Method and Joint \{ezd, for which the resulting equity method camgyialue is
deemed to approximate fair value.

The portion of net unrealized losses and gaingherthree month periods ended June 30, 2013 an? that
related to trading securities, which includes fixedturity investments and preferred stocks, stdldhat the
reporting dates was $12.1 million of net unrealilmbes and $8.6 million of net unrealized gaiaspectively.

The portion of net unrealized gains for the six thoperiods ended June 30, 2013 and 2012 that detate
trading securities, which includes fixed-maturibywéstments and preferred stocks, still held atrdperting dates
was $15.2 million and $26.1 million, respectively.

4, Fair Value Measurements

FASB ASC 820 defines fair value, establishes a éaork for measuring fair value based on an exitepri
definition, establishes a fair value hierarchy loase the quality of inputs used to measure faingabnd provides
disclosure requirements for fair value measuremeitse hierarchy gives the highest priority to yoatkd quoted
prices in active markets for identical assets abilities (Level 1 measurements) and the lowesbrityi to
unobservable inputs (Level 3 measurements), asideddn Note 5, “Fair Value Measurements” in then@pany’s
audited consolidated financial statements and apearing notes thereto for the year ended DecembeR(12,
which, along with Note 3, “Investments” above, aiscludes additional disclosures regarding our faiue
measurements.

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

June 30, 2013

(U.S. dollars in millions) Level 1 Level 2 Level 3 Total
Investments
GOVErnMENt SECUNTIES .....eeceievveeee et o e $ 345 - $ 34.5
Corporate SECUNLIES ........cceeeeeieiie e cere e 737.4 66.8 804.2
Municipal bonds...........ooocciiiiir e 40.2 - 40.2
Mortgage and asset-backed securities .............. 588.8 388.6 977.4
Fixed-maturity investments............ccccveeemmevnnnnnn. 1,400.9 4554 1,856.3
Preferred StOCK ........coveeiieeeeeee e, 1.6 - 1.6
Total assets at fair value $ 1,4025 $ 4554 % 1,857.9
Embedded derivative liabilities ..............coommeevenn.. - (20.0) (20.0)
Total liabilities at fair value...............ccoereevrvevernrnnn. $ - 8 (20.0) $ (20.0)




SCOTTISH RE GROUP LIMITED

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)

Fair Value Measurements (continued)

June 30, 2013

December 31, 2012

(U.S. dollars in millions) Level 1 Level 2 Level 3 Total
INVesStments ..........ccoeeeiiiiiiii e,
Government securities $ - $ 363 % - $ 36.3
Corporate SECUNLIES ......uvvieieeeeee i s cmeeemmreeeeeeeeeens - 677.6 74.2 751.8
Municipal bonds...........coocciiiiiir e - 36.3 5.4 41.7
Mortgage and asset-backed securities .......c..... 583.3 320.1 903.4
Fixed-maturity investments..............cccoceeeeeeeeennn. - 1,333.5 399.7 1,733.2
Preferred SLOCK ........ocoeeieee e eeeeeeee e s 2.4 - 2.4
Total assets at fair Value ................ccmmmmeeeesesene. $ 1,3359 $ 399.7 $ 1,735.6
Embedded derivative liabilities .............om.v...... - (26.3) (26.3)
Total liabilities at fair value..........ccccovccevvevvvvvvnnnnnn. $ $ - $ (26.3) $ (26.3)

The following tables present additional informatamout our assets and liabilities measured atvidire on a

recurring basis and for which we have utilized gigant unobservable (Level 3) inputs to deternfisie value as of
the dates indicated:

Fair Value Measurements Using Significant Unobsendale Inputs (Level 3) for the Six Month

Period Ended June 30, 2013

Mortgage
and asset- Total
(U.S. dollars in Corporate Municipal backed Total assets liabilities at
millions) securities bonds securities at fair value fair value
Beginning balance at
January 1, 2013...... $ 742  $ 5.4 $ 3201 $ 399.7 $ (26.3)
Total realized and
unrealized gains
(losses) included
in net income....... (1.8) - 51.4 49.6 6.3
Purchases.............. 0.7 - 38.6 39.3 -
Settlements............ (6.1) - (20.5) (26.6) -
Transfers in and/or
(out of) Level 3,
(113 SO (0.2) (5.4) (1.0) (6.6) -
Ending balance at
June 30, 2013........ $ 66.8 $ - $ 3886 $ 4554 $ (20.0)




SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
June 30, 2013

4. Fair Value Measurements (continued)

Fair Value Measurements Using Significant Unobsendale Inputs (Level 3) for the Year Ended
December 31, 2012

Mortgage
and asset- Total
(U.S. dollars in Corporate Municipal backed Preferred Total assets liabilities at
millions) securities bonds securities stock at fair value fair value
Beginning balance at
January 1, 2012..... $ 845 % 5.5 $ 3358 $ 50.0 $ 4758 $ (33.8)
Total realized and
unrealized gains
included in net
income........ccce..... 1.2 - 99.0 - 100.2 7.5
Purchases.............. 0.1 - 88.5 - 88.6 -
Settlements............ (21.2) (0.2) (200.5) (50.0) (271.8) -
Transfers in and/or
(out of) Level 3,
(01-) SRR 9.6 - (2.7) - 6.9 -
Ending balance at
December 31, 2012 $ 742 % 5.4 $ 3201 % - $ 399.7 $ (26.3)

Changes in classifications impacting Level 3 firahinstruments were reported in the above tabdesaasfers
in (out) of the Level 3 category at the end of eqahrterly period in which the transfers occurrdthe portion of
net unrealized gains for the three month and sixtmgeriods ended June 30, 2013 related to Levehdng
securities still held at the reporting dates wa3.$2nillion and $47.9 million in net gains, respeely. The portion
of net unrealized gains for the three month andnsbath periods ended June 30, 2012 related to L2vedding
securities still held at the reporting dates wadg $3illion and $8.9 million in net gains, respeetiy

The following tables summarize the fair values filions), the valuation techniques, and the sigaift
unobservable inputs of the Level 3 fair value meaments, as of June 30, 2013 and December 31, 2012,
respectively, for which we have been able to obtpiantitative information about the significant beervable
inputs used in those fair value measurements:

June 30, 2013

Significant
Assets Unobservable
(U.S. dollars in millions) Fair Value Valuation Technique Inputs Input Ranges
Liquidity/duration
Corporate securities.............. $ 64.7 Discounted Cash Flow adjustment* 0.6% - 4.8%
Mortgage and asset-backed Liquidity/duration
SECUNMLIES ..ccvvvevvveviiiiiiiee e, $ 24.3 Discounted Cash Flow adjustment* 1.7% - 3.3%

10



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
June 30, 2013

4. Fair Value Measurements (continued)

December 31, 2012

Significant
Assets Unobservable
(U.S. dollars in millions) Fair Value**  Valuation Technique Inputs Input Ranges
Liquidity/duration
Corporate securities.............. $ 74.0 Discounted Cash Flow  adjustment* 0.7% - 9.0%
Mortgage and asset-backed Liquidity/duration
SECUNMLIES ...cvvvevvveviiiiiiiee e, $ 25.5 Discounted Cash Flow  adjustment* 2.1% - 3.5%

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

**The December 31, 2012 comparative fair value ffeguin the above table have been updated to refiectorrect allocation of
the fair value amounts for corporate securities amoitgage and asset-backed securities.

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

11



SCOTTISH RE GROUP LIMITED

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)

June 30, 2013

Fair Value of Financial Instruments

The fair values of financial assets and liabilitee® estimated in accordance with the framewor&béished
under FASB ASC 820. The methodology for deterngrtime fair value of financial instruments on a nenurring
basis, in addition to those disclosed above in NBtédnvestments” and Note 4, “Fair Value Measureisg are
described in Note 6, “Fair Value of Financial Insirents” in the Company’s audited consolidated fonen
statements and accompanying notes thereto fore¢aegnded December 31, 2012. The following tabte forth
the fair values of our financial instruments, ashaf dates indicated:

June 30, 2013

December 31, 2012

Carrying Estimated Fair Carrying Estimated Fair
(U.S. dollars in thousands) Value Value Value Value
Assets
Fixed-maturity
iNnvestments ...........cccceeeeeenee. $ 1,856,285 $ 1,856,285 $ 1,733,224 $ 1,733,224
Preferred stock...........ccccvvennee. 1,610 1,610 2,387 2,387
Other investments.................... 23,073 23,073 19,067 19,067
Funds withheld at interest........ 469,936 469,936 482,985 482,985
Liabilities
Interest-sensitive contract
liabilities .......ccccoevvveeeeriinen, 1,063,531 1,061,902 $ 1,104,413 $ 1,102,704
Collateral finance facility ........ 450,000 126,960 450,000 114,638
Embedded derivative
liabilities .......ccccoovvvveeeriien, 20,042 20,042 26,290 26,290
Long-term debt, at par
Value ..o 116,500 69,367 129,500 69,370

6.

Orkney Rel |

Collateral Finance Facility and SecuritizationStructure

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

(U.S. dollars in thousands)

Assets

Funds withheld at interest
Cash and cash equivalents.............

All other assets

Total assets......

Liabilities

Reserves for future policy benefits.. $
Collateral finance facility..................

All other liabilities.

Total liabilities

June 30, December 31,

2013 2012
............... $ 361589 $ 358,856
2,013 2,253
............................... 50,379 46,226
............................... $ 413,981 $ 407,335
139,565 $ 133,045
450,000 450,000
............................ 42,811 37,762
$ 632376 $ 620,807
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
June 30, 2013
6. Collateral Finance Facility and SecuritizationStructure (continued)

The assets listed in the foregoing table are stibjea variety of restrictions on their use, asfeeth in and
governed by the transaction documents for the Qrie Il collateral finance facility and securitizat structure.
The total investments of the consolidated VIE dised in the accompanying Consolidated Balance Slimagtide
the following adjustments: (i) deduction of the etssneeded to satisfy future policy benefits, basedccurrent
projections, and (ii) addition of the market valofeconsolidated assets held in a segregated acoowcess of
Orkney Re II's funds withheld at interest. Thengeirance liabilities of Orkney Re Il have been &labed from the
Consolidated Balance Sheets.

Historical information regarding the Orkney Re bllateral finance facility and securitization stiwe is
discussed in Note 9, “Collateral Finance Facilitaesl Securitization StructuresGrkney Re I in the Company’s
audited consolidated financial statements and apeoring notes thereto for the year ended Decenthe2(®.2.

Orkney Re |l Event of Default, Acceleration and Foreclosure

Orkney Re Il has been unable to make scheduledestt@ayments on its Series A-1 Notes on all sdieedu
quarterly interest payment dates since May 11, 20090of June 30, 2013, Assured Guaranty (UK) (tdssured”)
has made guarantee payments in the cumulative &nod$i4.0 million on the Series A-1 Notes. Weraecthis
amount of cumulative interest in Accounts Payahbid ®ther Liabilities on the Consolidated Balancee&s.
Interest on the Series A-1 Notes on which Assusethaking guarantee payments is payable quarterdy rate
equivalent to three-month LIBOR plus 0.425%. Aslofe 30, 2013, the interest rate on the SeriesNbtks was
0.70% (compared to 0.74% as of December 31, 208@) further discussion on the Orkney Re Il schedimterest
payments on the Series A-1 Notes, please refeote I3, “Subsequent Event®rkney Re Il.
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SCOTTISH RE GROUP LIMITED

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)

June 30, 2013

7. Debt Obligations and Other Funding Arrangements

Long-term debt, at par value (the “Capital and Treeeferred Securities”), is described in Note ‘IDebt
Obligations and Other Funding Arrangements” in tfides accompanying the Company’'s audited conselidat
financial statements for the year ended December2@12. Pertinent details regarding the Capital anust
Preferred Securities are shown in the followinddab

Trust
Preferred Trust Trust Preferred
Capital Trust Preferred Preferred Securities Due
Securities Due Securities Due  Securities Due  Securities Due December
(U.S. dollars in thousands) 2032 2033 2033 2034 2034
Capital Trust Capital Trust
Issuer of long-term debt...................... Capital Trust* II* GPIC Trust* In* SFL Trust I*
Long-term debt outstanding................ $17,500 $20,000 $10,000 $19,000** $50,000
Maturity date.......cccoccevvreeiiirssemmeee e Dec 4, 2032 Oct 29, 2033 Sept 30, 2033  June 17,2034 Dec 15, 2034
Redeemable (in whole or in part) afte.  Dec 4, 2007 Oct 29, 2008 Sept 30, 2008  June 17,2009 Dec 15, 2009
Interest Payab ........ccooeiiiiiiiincene Quarterly Quarterly Quarterly Quarterly Quarterly
Interest rate: -month LBOR +.............. 4.00% 3.95% 3.90% 3.80% 3.50%
Interest rate as dfune30, 2013............ 4.27% 4.22% 4.17% 4.07% 3.71%
Interest rate as of December 31,2 ..... 4.31% 4.26% 4.21% 4.11% 3.81%
Maximum number of quarters for
which interest may be deferred........ 20 20 20 20 20
Number of quarters for which interest
has been deferred as of June 30, 2( 2 2 2 2 2

* Defined in the notes accompanying the Companydited consolidated financial statements for tharyended December 31,
2012.

**Not included in this amount is $13.0 million afitstanding Trust Preferred Securities Due 2034 almge SRGL, as further
explained in this Note.

Deferral of Interest Payments on the Capital and Trust Preferred Securities

We began deferring interest payments as of Jar2@r2013 on the Capital and Trust Preferred Seesris
permitted by the terms of the indentures goverrilmg securities. As of June 30, 2013, we have adcand
deferred net payments of $2.8 million in interestthe Capital and Trust Preferred Securities. Sl and
SALIC generally are restricted in their ability toake certain dividend payments and payments inectspf
obligations ranking junior opari passuto the Capital and Trust Preferred Securitiesnn period where interest
payment obligations on these securities are naoentr

For discussion of relevant actions taken by ourrBad Directors (the “Board”) subsequent to June W3,

please refer to Note 13, “Subsequent EvenBeferral of Interest Payments on the Capital andst Preferred
Securities.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
June 30, 2013
7. Debt Obligations and Other Funding Arrangementgcontinued)
Purchase of Capital and Trust Preferred Securities

On January 31, 2013, SRGL agreed to acquire, irivatp transaction, approximately $13.0 million in
aggregate liquidation amount of Trust Preferreduites Due 2034, with a liquidation preference$df000 per
security, at a purchase price of $520.00 per sgcuriConsequently, although the acquired securitesain
outstanding, in accordance with FASB ASC 405, Exishment of Liabilities, the Company recorded a2$6
million gain on the extinguishment of long-term téf the Consolidated Statements of Operationshen first
quarter of 2013.

8. Mezzanine Equity — Convertible Cumulative Partigpating Preferred Shares

We accounted for the 2007 issuance of Convertinlen@ative Participating Preferred Shares (the “CCPP
Shares”) to affiliates of MassMutual Capital PartneL.C (“MassMutual”) and Cerberus Capital Managemé.P.
(“Cerberus” and, together with MassMutual, the #stors”), in accordance with FASB ASC Subtopic 200Debt
— Debt with Conversion and Other Options (“FASB A&D-20"), which incorporates EITF D-98: “Classétmon
and Measurement of Redeemable Securities”.

On December 12, 2012, our Board resolved to deeladepay dividends on our Ordinary Shares (as s#szll
in more detail in Note 9, “Shareholders’ DeficiDividends on Ordinary Shar8sand, consistent with the right of
the holders of the CCPP Shares to also receivdatids on an as-converted basis, to declare andipagnds on
the CCPP Shares, in accordance with the Certifichfeesignations related to the CCPP Shares. Thecgate
amount of the dividend declared was $110.0 mil[®n5.6 million of which was allocated to the CCHRafs) and
such dividend was paid on December 20, 2012. Hympnt of the dividend, which represented a portibthe
accreted cumulative participating dividends on @@PP Shares, resulted in a corresponding redudttiotine
liquidation preference of the CCPP Shares. AsuokJ30, 2013, the amount of dividends accretedupnisto the
terms of the CCPP Shares, after giving effect ® glayment of the December 20, 2012 dividend, w&2 $1
million in the aggregate, or $192.57 per CCPP Shdter further discussion and additional disclosuegarding
the CCPP Shares, please refer to Note 11, “MezeaBguity — Convertible Cumulative Participating flereed
Shares” in the notes accompanying the Company'#tealidonsolidated financial statements for the yerded
December 31, 2012.

9. Shareholders’ Deficit

Ordinary Shares

We are authorized to issue 590,000,000 ordinaryesh@he “Ordinary Shares”) with a par value ofCfi0Oper
share.

The following table summarizes the activity in Bedinary Shares during the three month period erddedd
30, 2013 and the year ended December 31, 2012:

Six Month
Period Ended Year Ended
June 30, December 31,
2013 2012
Ordinary shares
Beginning and end of period/year ... eeeereeen... 68,383,370 68,383,370
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June 30, 2013
9. Shareholders’ Deficit (continued)
Perpetual Preferred Shares
We are authorized to issue 50,000,000 preferredkstvaith a par value of $0.01 per share.

In 2005, we issued 5,000,000 non-cumulative PegbdRueferred Shares (the “Perpetual Preferred Share
Gross proceeds of the Perpetual Preferred Sharanies were $125 million, and related expenses $&&million.

The dividend rate on the Perpetual Preferred Shaegsbe at a fixed rate determined through remiugyedf
the Perpetual Preferred Shares for specific pewddsrying length not less than six months or rhayat a floating
rate reset quarterly based on a predefined set@fest rate benchmarks. The quarterly floatingsrérom June 30,
2012 through June 30, 2013 ranged between 6.07%7d%. During any dividend period, unless thd ful
dividends for the current dividend period on altstanding Perpetual Preferred Shares have beearddair paid,
no dividend may be paid or declared on the Orditgirgres and no Ordinary Shares or other junioreshauway be
purchased, redeemed, or otherwise acquired folidenmagion by the Company.

The following table summarizes the activity in deerpetual Preferred Shares during the six montlogber
ended June 30, 2013 and the year ended Decemh20 B2,

Six Month
Period Ended Year Ended
June 30, December 31,
2013 2012
Perpetual Preferred Shares

Beginning of Year........ccccvivi et 3,246,776 4,806,083
Perpetual Preferred Shares redeemed......ccoceeeme........ - (1,559,307)
ENd Of PEHO/YEAN..........c.ceeveeereceesemeee e, 3,246,776 3,246,776

On February 10, 2012, SRGL agreed to acquire, priately-negotiated transaction, approximately .818
million in aggregate liquidation preference offerpetual Preferred Shares, with a liquidationgresfce of $25.00
per share, at a purchase price of $16.00 per sfthee “Privately-Negotiated Transaction”). The Rtsly-
Negotiated Transaction settled on February 13, 284 the related Perpetual Preferred Shares sudysthgwere
redeemed by SRGL. Subsequent to the executiomeofPtivately-Negotiated Transaction, SRGL launcbaed
February 10, 2012 a cash tender offer to purchageaad all of its then-outstanding Perpetual PreteiShares
(other than those acquired pursuant to the Prigdebotiated Transaction) at the same per shame @$ the
Privately-Negotiated Transaction (i.e., $16.00gi&re). The tender offer was made to all holdessich Perpetual
Preferred Shares upon the terms and subject t@dhditions set forth in the related Offer to Pusshadated
February 10, 2012 (the “Offer to Purchase”), areridlated Letter of Transmittal, dated February2l,2 (together
with the Offer to Purchase, the “Perpetual PreteBbare Offer”).

In connection with the expiration of the PerpetRedferred Share Offer on March 9, 2012, holdeBarpetual
Preferred Shares with an aggregate liquidationepeeice of approximately $20.1 million tendered rtiRegrpetual
Preferred Shares and SRGL accepted for purchasaddltendered Perpetual Preferred Shares. Paymerspect
of the tendered Perpetual Preferred Shares was oradéarch 13, 2012, and all such shares subsegueetie
redeemed by SRGL.

Following the completion of the Perpetual PreferBithre Offer, SRGL agreed to acquire, in sepanaén-o
market transactions, approximately $110.0 thousarehgregate liquidation preference of its PerdeRraferred
Shares, at an average purchase price of $14.9%hpes.
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9. Shareholders’ Deficit (continued)

As a result of the foregoing transactions, a gam tbe redemption of Perpetual Preferred Shares of
approximately $14.0 million was recorded as a comepb of net income attributable to the Companytifier year
ended December 31, 2012.

Dividends on Ordinary Shares

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

On December 12, 2012, our Board resolved to deeadepay dividends on the Ordinary Shares in theusun
of $34.4 million, and such dividends were paid a@ct@&mber 20, 2012.

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

Dividends on Perpetual Preferred Shares

Although permitted in accordance with the releviamhncial tests under the terms of the Perpetuefered
Shares to declare and pay a dividend in connegtitmeach of the 2011 dividend payment dates aedJ#nuary
15, 2012, April 15, 2012, and July 15, 2012 dividgrayment dates, our Board resolved not to deeladepay a
dividend on the Perpetual Preferred Shares ondaigs. Pursuant to the terms of, and subjec&tpthcedures set
forth in, the Certificate of Designations relatexithe Perpetual Preferred Shares, the holders eofPtrpetual
Preferred Shares are entitled to elect two directorour Board in the event dividends on the Pegle®referred
Shares have not been declared and paid for sixove mlividend periods, consecutive or not (a “Nompagt”).
Failure to declare and pay dividends on the July2089 dividend payment date marked the sixth @widperiod
for which dividends had not been declared and eéd, a Nonpayment), as our Board was precludech fr
declaring and paying dividends on each of the 28068 2010 dividend payment dates in accordance thith
relevant financial tests under the terms of thep&ewal Preferred Shares.

On September 24, 2012, our Board resolved to deelad pay a dividend on the Perpetual PreferredeSlia
accordance with the related Certificate of Desiigmat The amount of the dividend declared was $iilon and
the dividend was paid on the October 15, 2012 divitlpayment date. There can be no assurancesonkdrether
we will make subsequent dividend payments on thipd®eal Preferred Shares, either at our Board&eli®n or as
a result of the application of the financial testsitained in the terms of the Perpetual Prefertetes.

In accordance with the relevant financial testseurttle terms of the Perpetual Preferred SharesBoaird was
precluded from declaring and paying a dividend lo@ danuary 15, 2013 and April 15, 2013 dividendnpet
dates.

If and when dividends for at least four dividendipes, whether or not consecutive, following a Naympent
have been paid in full, then the right of the hoddef the Perpetual Preferred Shares to elect tveztdrs to the
Company’s Board shall ceasghis right has not been exercised as of June 38.20

For further discussion on the non-declaration ef Brerpetual Preferred Shares dividends, pleasetcef¢ote
13, “Subsequent EventsNeon-declaration of Dividend on Perpetual Preferi®dares.
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10. Income Taxes

The income tax benefit for the six month period eshdune 30, 2013 and 2012 was $5.3 million and $8.9
million, respectively. Any net income from the ogigons of our Cayman Island entities are not stulij@ income
tax. The operations of our U.S., Bermuda and lgslities did not generate a current tax expeneradhan
interest and penalties on accrued tax liabilittese to the operating performance and the avaitglifi tax losses
from prior tax years. The utilization of tax lossesults in a reduction in deferred tax assetsaaodrresponding
reduction in the valuation allowance establishegirag those deferred tax assets. The income taefibéor the six
month periods ended June 30, 2013 and 2012 wemeipaily due to a reduction of the deferred takilisy for
items reversing outside of the 15 year net opagdtiss (“NOL”") carryforward period in the U.S.

As of June 30, 2013, we had total unrecognizedtmefits (excluding interest and penalties) of $8itlion,
the recognition of which would result in a $1.5lioi benefit at the effective tax rate for the apgible period. The
total unrecognized tax benefits figure (excludinterest and penalties) and the resulting tax benetognition
figure were unchanged from December 31, 2012. A3uae 30, 2012, we had total unrecognized tax fiisne
(excluding interest and penalties) of $3.1 millitime recognition of which would result in a $1.9limn benefit at
the effective tax rate for the applicable period.

Our deferred tax assets are principally supportedhle reversal of deferred tax liabilities. We reumtly
provide a valuation allowance against deferredassets when it is more likely than not that soméiqrg or all, of
our deferred tax assets will not be realized. \&eehmaintained a full valuation allowance agaimst @emaining
deferred tax asset associated with our operatiottsei U.S. and Ireland, given our inability to rely future taxable
income projections and the scheduling of our curdefierred tax liabilities.

As of June 30, 2013 and December 31, 2012, owerief tax liabilities included $37.4 million and 324
million, respectively, of deferred tax liabiliti¢sat reverse after the expiration of net operalirsg carryforwards in
applicable jurisdictions, and, therefore, cannqipsut deferred tax assets.

We file our tax returns as prescribed by the tawslaf the jurisdictions in which we operate. AsJofhe 30,
2013, we remained subject to examination in thiefohg major tax jurisdictions for the returns fildor the years
indicated below:

Major Tax Jurisdictions Open Years
u.s.
Life insurance (“U.S. Life Group”)..........cee..... 2010 through 2012
NON-Life GroUP ......covvvvviriiiiiiiiies e eemmm e 2009 through 2012
[ £=1F= 1o o [ PSSR 2008 through 2012

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

Net U.S. operating losses are being carried forviameh closed years and could be examined by anrate
Revenue Service (“IRS”) when utilized in an opemrym the future. Additionally, to the extent trtNOL has
been carried back to an otherwise closed year,efwdier year could be subject to examination ag las the loss
year remains open.

Further information regarding recent IRS activiydiscussed in Note 14, “Income Taxes”, in the Camy{s
audited consolidated financial statements and apeoring notes thereto for the year ended Decenthe2(®.2.
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11. Commitments and Contingencies
Ballantyne Re plc

The Company remains liable for certain ongoing cavis and indemnities, as well as the accuracy and
performance of certain representations, warrantad, other obligations to or for the benefit of &#y Life of
Denver Insurance Company, Ballantyne Re plc (“Baylae Re”), and the financial guarantors of certafirthe
notes issued by Ballantyne Re, as applicable.

The structure and historical information for Batime Re are described in Note 9, “Collateral Fimanc

Facilities and Securitization StructuresBallantyne Rg& accompanying the Company’s audited consolidated
financial statements for the year ended Decembe2@112.

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

We indemnify our directors, officers, employeesd @yents against any action, suit, or proceedirggther
civil, criminal, administrative, or investigativby reason of the fact that they are our directtiicer, employee, or
agent, as provided in our articles of associatids.of June 30, 2013, there is no current actiait, er proceeding,
whether civil, criminal, administrative, or invegitive, against any of our directors, officers, Eypes, and agents.

Since this indemnity generally is not subject toitation with respect to duration or amount, wendb believe
it is possible to determine the maximum potentmbant due under this indemnity in the future.

12. Related Party Transactions
I nvestment in Cerberus Affiliated Fund

On March 26, 2012, SALIC executed subscription deents pursuant to which SALIC committed to make an
investment of up to an aggregate $30.0 million mimvestment fund affiliated with and controlledredtly or
indirectly, by Cerberus (the “Cerberus Affiliatedrid”). As of June 30, 2013, SALIC had invested.$18illion of
its total commitment, which investment is includied Other Investments on the accompanying Consaiiat
Balance Sheets at a carrying value of $19.8 million

13. Subsequent Events

The subsequent events disclosed in these notég toohsolidated financial statements have beenuate by
Company management up to and including the filinthese consolidated financial statements on AugRs013.

Non-declaration of Dividends on Perpetual Preferred Shares
In accordance with the relevant financial testseurtde terms of the Perpetual Preferred SharesBoaird was

precluded from declaring and paying a dividend loa Perpetual Preferred Shares on the July 15, 8®ddgend
payment date.

Merger of Subsidiaries
On January 14, 2013, SRUS and its wholly-owned ididgry, SRLC, entered into an Agreement and Plan of
Merger. Upon the terms and subject to the condtitherein, including receipt of all required ap@is, and in

accordance with the provisions of Section 253 ef Brelaware General Corporation Law and Section 493be
Delaware Insurance Code, SRLC would be merged arith into SRUS, with SRUS continuing as the surgvin

19



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
June 30, 2013
13. Subsequent Events (continued)

corporation (the “SRUS/SRLC Merger”). From andegfthe effective date of the SRUS/SRLC Merger (the
“Effective Date”), SRUS, as the surviving corpooatiin the SRUS/SRLC Merger, would be responsibl leble

for all of the liabilities and obligations of SRUfd SRLC existing as of the Effective Date, andpalicies of
insurance and contracts and agreements of reimsi@nretrocession assumed or issued by SRLC, sugnt to
which SRLC was a party will, as of the Effectivet®abecome policies of insurance and contractsagmeements

of reinsurance or retrocession (as the case mayob&RUS. Approval of the Merger from the Insumanc
Commissioner of the State of Delaware was recedretflay 8, 2013, and from the Insurance Commissiohéne
State of California on July 12, 2013. The Effeetibate of the SRUS/SRLC Merger was July 30, 20IBe
SRUS/SRLC Merger will have no effect on the Compsauiepnsolidated financial position and results pérations.

Orkney Rel |l

Orkney Re Il was unable to make scheduled intgraginents on the Series A-1 Notes on the Augus2Q13
scheduled interest payment date. As a result,rAdsmade guarantee payments on the Series A-1 Katasich
scheduled interest payment date in the amount .@fddlion.

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

Subsequent to June 30, 2013, we have accrued &wedepayment of an additional $0.2 million ofargst on
our Capital and Trust Preferred Securities (asimadl in Note 7, “Debt Obligations and Other Funding
Arrangements”). These deferrals are permittecebyns$ of the indentures governing the Capital andsfTiPreferred
Securities and have been made at the discretionroBoard. As of August 22, 2013, we had accruetideferred
a net payment on a total of $3.0 million of intéras our Capital and Trust Preferred Securities.
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