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

September 30, December 31,

2011 2010
(Unaudited) (Audited)

ASSETS
Fixed-maturity investments held as trading sea@sijtat fair value..................ccccvviieeens $ 2,042,473 $ 3,111,724
Preferred stock held as trading securities, atv@ie ................cccccvvvviceemiiiiiieeeeeeeee, 59,909 67,897
Cash and cash equUIVaIENTS ...........cooo i 228,355 417,722
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 14,727 16,459
Funds Withheld at INtErESt.......iiii e e 561,090 584,617

TOtAl INVESIMENES. ...ttt et ettt et ee et e e s e eee 2,906,554 4,198,419
ACCTUEH INTErESt TECEIVABIE. ... ...eeee et e ettt ettt e e 17,313 22,286
Reinsurance balances reCeiVabIE ...........oeeeeeeeiiiiiiiiee e 100,579 131,315
Deferred aCqUISItION COSES ......uuuiiiiiiiiiceeeeee ettt et e e e e e e e e e e e e eeaaes 178,176 269,352
Amounts recoverable from FEINSUIEIS .......oeeeeeeeiiie e e e eens 806,337 564,869
Present value of iN-fOrCe DUSINESS .......coceummiie e 28,348 31,941
OBNEE ASSES.... et eee e e et e e e e e e et e e e e e e e et 9,178 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 $ 4,046,485 $ 5,241,170
LIABILITIES
Reserves for future policy benefits ... $ 1,427,902 $ 1,477,594
Interest-sensitive contract iabilitieS .....ooecevveeeiiiiiii e, 1,331,734 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 64,316 54,827
Embedded derivative liabilities, at fair VAU . ...ooeiieiiieeiiieieeeieeeeeeeeeee e 31,462 32,545
Reinsurance balances payable ... 84,590 91,634
Deferred tax iability............oooo i 31,185 44,189
Long-term debt, at Par VAIUE................ooceeeeeveeeeeeeeeee ettt eeete et ere e eens, 129,500 129,500

0] =1 [F= o111 =R 3,550,689 4,545,869

MEZZANINE EQUITY
Convertible cumulative participating preferred rsa(liquidation preference: $791.6
(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 1,218,190 1,217,894
] e 1 (=10 [0 [ {11 | S RUOTURT (1,407,285) (1,208,286)

Total Scottish Re Group Limited shareholders’ (©@&fiequity...........ccccccevviiiiiieeennnnns (68,259) 130,444
NONCONIOIING INEEIEST ......veiveeeieie et ettt te ettt e te et ete e en e, 8,198 9,000

Total (AEfiCIt) EQUILY .......vveeeeee e ememeee ettt me e (60,061) 139,444

Total liabilities, mezzanine equity and total (@&fiequity...............cccoceeeereeveerenennne. $ 4,046,485 $ 5,241,170
Y Includes total investments of consolidated vagabterest entities (“VIES?).................. $ 280,170 $ 1,108,193
% Includes accrued interest receivable of CONS@TIES ................ccevevevevieeeerrcrreenne. 482 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 OPERATIONS
(UNAUDITED)

(Expressed in Thousands of United States Dollars)

Three months ended

Nine months ended

September 30,

September 30,

September 30,

September 30,

2011 2010 2011 2010

Revenues
Premiums earned, Net ........ccceeeeiiiiiiiiceeeeeee e 67,059 98,177 $ 20970 $ 317,869
Fee and other income............ccccovvviiiicceeee e, 779 1,432 3,340 4,221
Investment income, Net............coooiiiiviceeeemicccee e, 32,390 41,014 106,193 129,591
Net realized and unrealized (losses) gains........... (15,276) 88,964 9,726 255,372
Change in value of long-term debt at fair value ... - - - (15,246)
Gain on extinguishment of debt... - - 260,000 -
Change in fair value of embedded derlvatlves assets

and liabilities ..........vvveeeeiiiiiiii e (4,559) (3,087) 1,082 (2,655)

Total FEeVENUES ......cvvvviieiieieeeeeeeeeeeeeeeee e 80,393 226,500 590,042 689,152
Benefits and expenses
Claims, policy benefits, and changes in policyholde

TESEIVES, NEL ...ovviiiiiiiiii e e e e 84,524 79,125 256,813 291,887
Interest credited to interest-sensitive contract

HabIlIIES ..o 11,743 14,003 36,089 40,585
Amortization of deferred acquisition costs and othe

insurance eXpPenses, Net......ccccccceeeeeeeveeveeeeeeeeennn. 11,476 28,931 41885 65,812
Operating EXPENSES........uurirrrrireeereriereeeerrrrrrraeeeeeens 9,624 11,812 33,694 41,755
Collateral finance facilities expense ........cccccveeee.... 2,372 1506 22,794 26,606
INEEreSt EXPENSE ....veeveereeceeeeie s emeemee e e eeeaee e 1,518 1,399 4,640 4,021

Total benefits and expenses................. 121,257 145,929 800,619 470,666
(Loss) income before income taxes (40,864) 80,571 (BT 218,486
Income tax (expense) benefit...........c..cceceeervenrnn.n. (71) 3,016 10,776 39,445
Net (I0SS) INCOME.........ccuvviiieeiiiiiieieee e, (40,935) 83,587 (183, 257,931
Net loss (income) attributable to noncontrolling

INEEIESE ....veceeeeeecececeeeeeeeeeee e 221 (1,181) 802 (1,872)
Net (loss) income attributable to Scottish Re

Group Limited .......ccoovovevieeeeececeeeee e $ (40,714) $ 82,406 $  (198,999) $ 256,059

See Accompanying Notes to Consolidated Financetk8tents (Unaudited)



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

(Expressed in Thousands of United States Dollars)

Nine months ended
September 30, September 30,
2011 2010
Share capital:
Ordinary shares:
Beginning of period

....................................................................................................... $ 684 $ 684
LT o =T = 1o 117 Y T S OPO - -
Yo Il o T=Y (oo ISR 684 684

Non-cumulative perpetual preferred shares:

Beginning Of PEHOA ..o ee e ee e e e e e e e e e e s r e e e e e e aaaaaaeaae s 120,152 125,000
Non-cumulative perpetual preferred shares redeemed..............ccccoeveeeveeeeeereveeenenn, - (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

............................................................................................................. 296 520
[T I} 1= o o SRR 1,218,190 1,218,055
Retained deficit:
Beginning of period

(1,208,286)  (1,447,375)
Net (loss) income attributable to Scottish Re Grhinpited

.................................................. (198,999) 256,059
Gain on redemption of non-cumulative perpetualguret Shares............ccoovvevveeveeveeemene, - 3,878
[T g Lo I o) il oY= T o Lo RSP UPPUOPPPPPP (1,407,285) (1,187,438)
Total Scottish Re Group Limited shareholders’ (deftit) @quity .............ccoveeveeeireeereanens $ (68,259) $ 151,453
Noncontrolling interest:
Beginning Of PEHOA ... e e ee e e e e e e e e e e s r e e e e e aaaaaaaea e 9000 7,668
[N T (o 2=1S) Lo o 1= TSP (802) 1,872
=t g To o i o T=Y oo [OOSR 8,198 9,540
Total shareholders’ (defiCit) EQUILY.............ovvoireeieeeeeeeeeeeeeee s e $ (60,061) $ 160,993

See Accompanying Notes to Consolidated Financetk8tents (Unaudited)



Operating activities

Net (10SS) INCOME......cooiiiiiiiiiiit e

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

(Expressed in Thousands of United States Dollars)

Nine months ended

September 30, September 30,

2011 2010

Adjustments to reconcile net (loss) income to @esthc(used in) provided by operating

activities:

(199,801) $ 257,931

Net realized and UNrealized QaiNS ...t (9,726) (255,372)
Change in value of long-term debt, at fair value .............oooee v - 15,246
Changes in value of embedded derivative assetamnlities ................ccccoeeveeiiviieeenn, (1,082) 2,655
Amortization of deferred acqUISItioN COSES ..uuuuunmiiiiiiiiiiiiiiiiiir e 9,813 24,467
Amortization of present value of in-force buSINESS...........cccccciiiiiiiiiiic e, 3,593 5,120
Amortization of deferred tranSACHION COSES . irrrriiiieiiiiiiiie e 10,479 4,627
Depreciation Of fIXEA @SSES......iiiiiii it rraaeaaaaee s 168 341
(O] 1[0 g =3 0[] 0 1S PP PUUPRPUPP PR 296 520
Adjustments attributed to the Orkney | Unwind Tracton:
Gain on extinguishment of debt ... (260,000) -
Release of deferred acqUISItION COSES .. . aaaruuriiiiiiiiiiiieiee et e e e e e e e e eeeeeas 83,204 -
Net increase in receivables and amounts recovefl@ereinsurers ...........cccceevveeviiivinnn. (252,388) -
Changes in assets and liabilities:

Funds withheld @t INtEreSt..........oii e 337 26,087
Accrued interest reCeiVabIe ........... . e <) 637
Reinsurance balances receivable ... 30,736 38,141
Deferred aCqUISItION COSES .....uuuiiiiiiieereereeiie it ie et e e e e s e s rrr e e e e e e e e e e e e e s e s aeennnnennes ga1) (1,967)
L@ (g1 g T =T £ PO PRP 6,821 60,077
Reserves for future policy benefits, net of antewecoverable from reinsurers.................... (38,772) (52,448)
Interest-sensitive conNtract lIabilities ...cccce..veeeeeeei e (259 (2,197)
Accounts payable and other liabilities ...........oooii s (3,514) (23,468)
ReiNSUrance balances PAYADIE ...........cocoeeiueueeeeeeeeeeeeeeeee e et (7,044) (24,453)
Net cash (used in) provided by operating aCtiVities...............cceveveieeeeereeeeseeeeee s (603,253) 75,944

Investing activities

Purchase of fixed-maturity investments
Proceeds from sales and maturity of fixed-maturtestments
Proceeds from sale and maturity of preferred stock
Purchase of and proceeds from other investments
Proceeds from sale of fixed investments

Net cash provided by (used in) investing activities

Financing activities

Payments on collateral finance facilities
Withdrawals from interest-sensitive contract lidtgb
Redemption of non-cumulative perpetual preferreatesh
Deemed capitalization of Merger Sub by Investoisrgo Merger

Payment of Merger consideration by Investors oralfedf Merger Sub ..............ccccvviiiiieeeeen,

Net cash used in financing activities
Net change in cash and cash equivalents

Cash and cash equivalents, beginning of periad
Cash and cash equivalents, end of period

(286,009)  (688,251)

1,360,865 607,780
8,239 (1,847)
1,731 11,380
153 867
1,084,979 (70,071)
(590,000) -
(81,093) 82(187)
- 970)
17,647 -
(17,647) -
(671,093) (83,157)
(189,367) $ (77,284)
417,722 390,025

228,355 $ 312,741

See Accompanying Notes to Consolidated Financetke8tents (Unaudited)



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

September 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 Islamagisl our principal executive office is located inrBada.
Through our operating subsidiaries, we are prifipengaged in the reinsurance of life insurance)uities, and
annuity-type products. Our principal operating pames, holding companies, and collateral finamadifies are
located in Bermuda, the Cayman Islands, Ireland,the United States (“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 in the procesdisdolution following the completion of the OrknkeWnwind
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.

On August 24, 2011, the Merger (as defined in Ntevas completed, and, as a result, we are nowately-
held company. The Merger has been treated forgseip of these consolidated financial statements lassiness
combination. Refer to Note 9, “Mezzanine Equityenvertible Cumulative Participating Preferred ®isar for
information regarding the Merger.

Run-Off Strategy

As disclosed in the consolidated financial stateveand accompanying notes thereto for the yeardende
December 31, 2010, we ceased writing new busime2808 and notified our existing clients that weuldonot be
accepting any new reinsurance risks under exisgngsurance treaties, thereby placing our remaitriegties into
run-off.

While pursuing our run-off strategy, the Camp may, if opportunities arise, purchase in palyahegotiated
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 corpordiguidity, capital requirements, and indicativeqing levels. The
amounts involved in any such transactions, indigijuor in the aggregate, may be material. Fothier discussion
on our outstanding securities, refer to Note 8,b0@bligations and Other Funding Arrangements”, emilote 10,
“Shareholders’ (Deficit) Equity”. Further, the Cpany continues to evaluate ways to increase eigerpalue,



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

including consideration from time to time of traoBans for the sale or disposition of our businesse assets,
which transactions, individually or in the aggregamay be material. Refer to Note 7, “Collaterahalice
Facilities”, for information regarding the OrkneWhwind Transaction that we consummated on May2R7,1.

Regulatory Considerations

We had been operating since 2009 with certain ed¢gryl constraints with respect to SRUS, our primarg.
reinsurance subsidiary. In connection with theeigicby SRUS in late 2008 of a permitted statutacgounting
practice (the “Permitted Practice”), SRUS and tledalvare Department of Insurance (the “Departmeagieed to
the formal supervision of SRUS and that such sugemv would likely continue for as long as the Pittexl
Practice remained in place. SRUS consented tessuance by the Department on January 5, 2009 frder of
Supervision for SRUS (the “Order of Supervisiondnd the original Order of Supervision subsequenths
amended and replaced with an Extended and Amendeer ©f Supervision, dated April 3, 2009 (the “Arded
Order”).

By its terms, the Amended Order was to remain iac@luntil such time as SRUS could make certain
enumerated showings to the Department related fn@ncial strength and results of operations.

By Order dated June 23, 2011, the Department detechthat its supervision of SRUS no longer wasliregl
and formally released SRUS from the Amended Oreéective immediately. Concurrent with the releasdhe
Amended Order, SRUS ceased utilizing the PermRtexdtice.

Business

As disclosed in the consolidated financi@tesments and accompanying notes thereto for tlae gaded
December 31, 2010, we have written reinsurancenkasithat is wholly or partially retained in onenmore of our
reinsurance subsidiaries and have classified theumance as Traditional Solutions and as Finar8néltions.

2. Basis of presentation

Accounting Principles - Our consolidated financ&tements are prepared in accordance with acogunti
principles generally accepted in the United State#merica (“U.S. GAAP”). Accordingly, these corisiated
interim financial statements do not include all théormation and footnotes required by U.S. GAAR é&mnual
financial statements. These unaudited consolidiatedim financial statements should be read inuaction with
the consolidated financial statements and acconipgmptes thereto for the year ended December@IlQ.2

Consolidation - The consolidated financial statetm@mclude the assets, liabilities, and resultspdrations of
SRGL, its subsidiaries, and all variable interattities for which we are the primary beneficiarg, defined in
Financial Accounting Standards Board (“FASB”) Acating Standards Codification (*“ASC”) Subtopic 810;1
Consolidation — Overall (“FASB ASC 810-10"). Alignificant inter-company transactions and balarizese been
eliminated in consolidation. We consolidated Mer8ab, as defined in Note 9, “Mezzanine Equity -n@utible
Cumulative Participating Preferred Shares”, dutimg period in which the Merger was completed, gdagxed in
Note 9. We currently consolidate one non-recowsseuritization: Orkney Re II, a special purpose isleh
incorporated under the laws of Ireland. We consateththe Orkney | Unwind Transaction on May 27,20dnd,
as a result, we no longer consolidate Orkney |,eda®are limited liability company. For further dission of
Orkney I, the Orkney | Unwind Transaction, and GakiRe I, refer to Note 7, “Collateral Finance Hiéies”.

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



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2011
2. Basis of presentation (continued)

of business. Our ability to continue as a goingoeon had been dependent upon our ability to comyitly the
Department’'s Amended Order for SRUS. Effective @8, 2011, the Department released SRUS from the
Department’s Amended Order. The Report of Indepehdiuditors on the Company’s consolidated financia
statements for the year ended December 31, 201@ined an emphasis paragraph that referred toubstantial
doubt about the Company’s ability to continue g®ilmg 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.

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

3. Recent Accounting Pronouncements

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 tontizd
instruments. New disclosures required within ASD. 12011-04 focus on Level 3 measurements whictudel
guantitative information about significant unobsle inputs used for all Level 3 measurements; alitqtive
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 lzsaheet but is disclosed in the notes. ASU N@1ZW is to be
applied prospectively effective during interim aadnual periods beginning after December 15, 20E&r non-
public entities, the effective date is for annuatipds beginning after December 15, 2011, and riterim 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. Thegnilance 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, effectivefiecal years and
interim periods within those years beginning afcember 15, 2011. For non-public companies, s/
guidance is effective for fiscal years ending afecember 15, 2012 and for interim and annual dertbereafter,



SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2011

3. Recent Accounting Pronouncements (continued)
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

The portion of net unrealized gains and lossegHerthree months ended September 30, 2011 andthai0
relates to trading securities still held at theoréipg date was $16.4 million of net losses and.$78illion of net
gains, respectively.

The amount of net unrealized gains for the nine thmended September 30, 2011 and 2010 that retates
trading securities still held at the reporting dates $4.4 million and $218.9 million, respectively.
5. Fair Value Measurements

FASB ASC 820 defines fair value, establishes a &aork for measuring fair value based on an exitepri
definition, establishes a fair value hierarchy blase the quality of inputs used to measure faiugahnd enhances
disclosure requirements for fair value measuremdriie hierarchy gives the highest priority to unatgd quoted
prices in active markets for identical assets abilities (Level 1 measurements) and the lowesbrityi to
unobservable inputs (Level 3 measurements), asridedcin Note 5, “Fair Value Measurements” in the
consolidated financial statements and accompanyotgs thereto for the year ended December 31, 20hich

also includes additional disclosures regardingfainivalue measurements.

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

September 30, 2011

(U.S. dollars in millions) Total Level 1 Level 2 Level 3
Investments
Government SECUNLIES .......ccccceeevvcvvev e eeeeeeee P 339 % - $ 339 % -
Corporate SECUNtIES.........oooiiiiiiiiieeeeeee e 982.4 - 890.1 92.3
Municipal bonds..........cccvviiiiiiiiiiii v, 56.6 - 51.0 5.6
Mortgage and asset-backed securities .............. 969.6 - 617.2 352.4
Fixed-maturity investments.............ccuvceeeeeeeeennn. 2,042.5 - 1,592.2 5043
Preferred StOCK .......c..oooeeveee e 59.9 - 8.4 51.5
Total assets at fair Value .........ocveeeveoeemmereeeresennens 9 2,102.4 $ - $ 1,6006 $ 501.8
Embedded derivative liabilities for Funds withhald
INEEIEST ... e [E) - - (31.5)
Total liabilities at fair value...............cccoerereverveenenn. $ (315) % - $ - % (31.5)




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

September 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 Unobsendale Inputs (Level 3) for the nine month period endd September 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....... - (1.9 1.3 (10.2) 0.5 1.0 3p.
Purchases.............. - 19.6 - 6.8 - - 26.
Issuances............... - - - - - - -
Settlements........... - (39.2) (0.2) (128.2) (5.0 - (172.5)
Transfers in and/or
out of Level 3,
1<) - (14.7) 4.4 (46.2) - - (56.5)
Ending balance at
September 30, 2011 $ -3 923 $ 56 $ 3524 $ 515 % (31.5) $ 470.3
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2011

5. Fair Value Measurements (continued)

Fair Value Measurements Using Significant Unobseniale Inputs (Level 3) for the year ended December 32010

Mortgage
and asset- Embedded
(U.S. dollars in Government  Corporate Municipal backed Preferred derivative
millions) securities securities bonds securities stock liabilities Total
Beginning balance at
January 1, 2010...... $ 02 $ 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 whiehttansfer occurs. The portion of net unrealizes$és for the three
and nine months ended September 30, 2011 thaesdiat_evel 3 trading securities still held at tbporting date

was $22.3 million and $17.5 million, respectively.
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2011

6. Fair Value of Financial Instruments

The fair values of financial assets and liabilitee estimated in accordance with the frameworébdished
under FASB ASC 820. The methodology for deterngrtime fair value of financial instruments on a menurring
basis, in addition to those disclosed in Note RirWalue Measurements”, are described in NoteFajr‘Value of
Financial Instruments” in the consolidated finahsi@tements and accompanying notes thereto foydhe ended
December 31, 2010, which also includes additioriatldsures regarding our fair value measuremerni$e
following table sets forth our assets and liataftithat were measured at fair value on a non-riegubasis, in
accordance with the framework established underB-ASC 820, as of the dates indicated:

September 30, 2011 December 31, 2010
Carrying Estimated Fair Carrying Estimated Fair
(U.S. dollars in thousands) Value Value Value Value
Assets
Fixed-maturity
investments ..........ccoeeevvvvvnnns $ 2,042,473 $ 2,042,473 $ 3,111,724 $ 3,111,724
Preferred stocK..........ccceeeeenee. 59,909 59,909 67,897 67,897
Other investments..................... 14,727 14,727 16,459 16,459
Funds withheld at interest........ 561,090 561,090 584,617 584,617
Liabilities
Interest-sensitive contract
liabilities .....coveeeeeeiiieiians $ 1,331,734 $ 1,315,734 $ 1,415,580 $ 1,398,365
Collateral finance facilities ...... 450,000 58,207 1,300,000 659,713
Embedded derivative
liabilities .....vveeeeeiiiieiiiins 31,462 31,462 32,545 32,545
Long-term debt, at par
Value ..., 129,500 63,507 129,500 61,072
7. Collateral Finance Facilities

The following tables reflect the significant balescincluded in the Consolidated Balance Sheetsvikat
attributable to the collateral finance facilitieedasecuritization structures providing collateraport to the
Company:

September
30, 2011

Orkney Re
(U.S. dollars in millions) I
Assets
Funds withheld at interest............... $ 356.6
Cash and cash equivalents............. 1.2
All other assets.........ccccceveeveeeeerienn. 54.6
TOtal ASSELS...veveeeeeeeeeeeeeeeeeeeeemeeens $ 4124
Liabilities
Reserves for future policy benefits.. $ 129.2
Collateral finance facilities............... 450.0
All other liabilities.............ccccoveeeeeen, 25.9
Total liabilities...........cccocceverrverrenee. $ 6051
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SCOTTISH RE GROUP LIMITED
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)

September 30, 2011

7. Collateral Finance Facilities (continued)
December 31, 2010
Orkney Re
(U.S. dollars in millions) Orkney | Il Total
Assets
Fixed-maturity investments............ $ 1,081.7 $ - $ 1,081.7
Funds withheld at interest.............. - 334.5 334.5
Cash and cash equivalents............ 1135 15 115.0
All other assets..........ccceveveeecueineee 106.0 54.4 160.4
Total ASSEtS......o.voveeeeeeeeeeeeeeieen. $ 13012 $ 3904 $ 16916
Liabilities
Reserves for future policy benefits $ 3186 $ 1239  $ 442.5
Collateral finance facilities............. 850.0 450.0 1,300.0
All other liabilities................cc.ooe. 19.9 19.5 39.4
Total liabilities .............cocrvrerrnnnn. $ 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
September 30, 2011 and December 31, 2010, resplyctiliffer from the amounts shown in the aboveldsb
because the assets needed, based on current jprgetd satisfy future policy benefits have beedwtted in the
determination of the total investments of consaédaVIEs disclosed on the Consolidated Balance tSheblo
assurances can be given that the expected reinsuliabilities will not increase in the event ofvadse mortality
experience in our reinsurance agreements. Undgiceircumstances, such adverse mortality expeeenay in
future periods increase the amount of assets eadldtbm the total investments of consolidated VIkE the
Consolidated Balance Sheets. The reinsurancditiedbiof Orkney | and Orkney Re Il have been etiaied from
the Consolidated Balance Sheets because they egpiater-company transactions.

Orkney |

On February 11, 2005, OHL issued and sold, in mapei offering, an aggregate of $850 million Seres
Floating Rate Insured Notes due February 11, 2@35 ‘Orkney Notes”). OHL was organized for the itied
purpose of issuing the Orkney Notes and holding dteek of Orkney Re, originally a South Carolinsedpl
purpose financial captive insurance company, nddekaware special purpose captive insurance compBRS
held all of the limited liability company intereist OHL, and had contributed capital to Orkney ltle 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 collasersthe notes and the reserve obligations of SRUS.

13



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

Initially, in accordance with FASB ASC 810-10, Oéynl was considered to be a variable interestyerditd
we were considered to hold the primary beneficitgriest (because all of the business assumed bye@fRe had
been ceded by us), following an analysis wherebwats determined that we would absorb a majoritythef
expected losses. As a result, Orkney | was catest@ld in our financial statements through Decen3ier2010.
Following the Orkney | Unwind Transaction, thereravano assets or liabilities remaining in Orkneyndave
determined that we are no longer the primary beisfi. As a result, we no longer consolidated @gkhas of
June 30, 2011.

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 betwksmary 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 Orkigtes) (“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 toomsurance 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 wimHover Life Re and the direct writers of the resdalbusiness 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 sustations.

On the date of the closing of these transactio”Rd)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 tffierea
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 Capital Managemét®,. (“Cerberus”), one of our controlling sharererlel Under
the terms of the Registration Rights and Sharehsldggreement, dated May 2007 among the Company,
MassMutual Capital Partners LLC, a member of thesdMéutual Financial Group (“MassMutual Capital”),
Cerberus and certain other shareholders of the @oynfihe “Shareholders Agreement”), the Comparxés@tion
of the Note Purchase Agreement with affiliates efligrus required the prior approval of the indepehdirectors
of our Board. To this end, a special committeewfBoard, comprised of disinterested directorss sjapointed to
consider, and determine whether the Company sheualghge in, the Orkney | Unwind Transaction. In its
evaluation and approval of the Orkney | Unwind Baction and related agreements, including the Ratehase
Agreement with Cerberus, the special committee gedjaeparate legal counsel and a separate finaubiggor.

The closing of the Orkney | Unwind Transaction, ethbccurred on May 27, 2011, was subject to a nambe
closing conditions, including the receipt of regdirapprovals from the Department, which were reckion 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
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
September 30, 2011
7. Collateral Finance Facilities (continued)

January 1, 2011, the reinsurance activity assatiai¢gh the Orkney Block for the period from Janudry2011
through March 31, 2011 and the negotiated intemeshe ceding commission that was paid to HannbiferRe for
the period from January 1, 2011 through May 27,120dre settled with Hannover Life Re following 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

September 30,

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

TEINSUIETS it eeeeee e 252,388
Other assSetS......ccccoeviiiiiiicci s e (1,002)
TOtAl @SSELS ..o eeeenne e $ (1,007,152)
LIABILITIES
Collateral finance facilities ...........cccccceeennnee. $ (850,000)
Other liabilities (3,860)
Total Habilities ..........cccovrvevrieecireeeeie. $ (853,860)
SHAREHOLDERS' (DEFICIT) (153,292)
Total liabilities, and shareholders’ (deficit)..... $ (1,007,152)
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7. Collateral Finance Facilities (continued)

Impact of the Orkney | Unwind Transaction
Condensed Statement of Operations

Nine Months Ended

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

Gain on extinguishment of debt .................... $ 260,000
Total FeVENUES .......cveeeeeeeeece e $ 260,000

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

insurance expenses, Net ..........ccueeeeeaceees $ 411,374
Collateral finance facilities expense............. 10,227
Operating EXPENSES .....ccccvvvvvrirrrereereereeeenenns 8@
Income tax benefit.......ccccvvviiiiiiiiiice 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 incahee full cost of reinsurance on 100% retrocessixecuted with
the intent to exit that block of business. The @any viewed the Orkney | Unwind Transaction asla ehthe
Orkney Block of business and is contractually cditégl to utilize commercially reasonable effortdaailitate the
novation of the underlying business from the ConyparHannover 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-e8Ipt $42.5
million of Series A-2 Floating Rate Notes (the “i®erA-2 Notes”), and $25 million of Series B FlogfiRate Notes
(the “Series B Notes”), all due December 31, 208a&ll€ctively, the “Orkney Re Il Notes”). In additi to $5
million of the Series B Notes, Orkney Re Il alssuisd to SALIC $30 million of Series C Floating R&tetes
(“Series C Notes”) due December 21, 2036. The S&2idlotes accrue interest only until the OrkneylIRétes are
fully repaid. SRGL owns $0.5 million of Orkney ReSeries D Convertible Notes due December 21, 2@3@
76,190,000 Preference Shares of Orkney Re Il diGbgach in capital. The Orkney Re Il Notes aredison the

Irish Stock Exchange. Proceeds from this privatierofy were used to fund the Regulation XXX reserve

requirements for a defined block of level premiwemt life insurance policies issued between Jantia®004 and
December 31, 2004, and reinsured by SRUS to OrRReyl. Proceeds from the Orkney Re Il Notes hagenb
deposited into a series of accounts that collasersihe notes and the reserve obligations of SRUS.

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 nsalch payments in full when due constituted an egédefault
under the Orkney Re Il indenture (“Orkney Re Il ERDAssured Guaranty (UK) Ltd. (“Assured”), in itepacity
as financial guarantor of the Series A-1 Notes, engularantee payments on the Series A-1 Notes iartteint of
$1.2 million. As a result of the Orkney Re Il EORssured obtained, and will continue to have, ¢erémhanced
contractual rights under the transaction documetd, additional fees will be accrued for the gutgarcoverage.
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7. Collateral Finance Facilities (continued)

The enhanced contractual rights of Assured areritbestin Note 9, “Collateral Finance Facilities abelcuritization
Structures” in the consolidated financial staterseartd accompanying notes thereto for the year eDéegmber

31, 2010.

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#teof September 30, 2011, Assured made guargatgaents

on the Series A-1 Notes in the cumulative amoun$6f million over the duration of the scheduleteiast
payment dates. This amount of cumulative inteieesiccrued for by us in Accounts Payable and Otledrilities

on the Consolidated Balance Sheets. Interest @mpiimcipal amount of the Orkney Re Il Notes thaséred is
making guarantee payments of is payable quart¢rdyrate equivalent to three-month LIBOR plus 0%2®r the
Series A-1 Notes. As of September 30, 2011, tterdst rate on the a) Series A-1 Notes was 0.7@¥gared to
0.71% as of December 31, 2010. For further disonssn the Orkney Re Il scheduled interest paymentshe
Series A-1 Notes, refer to Note 13, “SubsequennhEsie

8. Debt Obligations and Other Funding Arrangements

Long-term debt, at par value (the “Capital and TRreferred Securities”), consisted of:

(U.S. dollars in thousands) September 30, 2011 December 31, 2010
Capital securities due 2032*............cccveeeecveeeeeeeennn, $ 17,500 $ 17,500
Preferred trust securities due 2033* .......cccceeevivveeen.. 20,000 20,000
Trust preferred securities due 2033*.......cccceennee 10,000 10,000
Trust preferred securities due 2034* .......ccccee...... 32,000 32,000
Trust preferred securities due December 2034* 50,000 50,000

Long-term debt, at par value ...............oeceevevenene.n. $ 129,500 $ 129,500

*Defined in the consolidated financial statemenis a
accompanying notes thereto for the year ended Dieee1, 2010.
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September 30, 2011

8. Debt Obligations and Other Funding Arrangements (catinued)
Trust
Preferred Trust Trust Preferred
Capital Trust Preferred Preferred Securities Due
Securities Due  Securities Due  Securities Due  Securities Due December
(U.S. dollars in thousands) 2032* 2033* 2033* 2034* 2034*
Capital Trust Capital Trust
Issuer of long-term debt...................... Capital Trust* I1* GPIC Trust* 1ni* SFL Trust I*
Long-term debt outstanding............... $17,500 $20,000 $10,000 $32,000 $50,000
Maturity date .........coocvveveeeeees e Dec 4, 2032 Oct 29, 2033 Sept 30, 2033  June 17,2034 Dec 15, 2034
Redeemable (in whole or in part) afte.  Dec 4, 2007 Oct 29, 2008 Sept 30, 2008  June 17,2009 Dec 15, 2009
Interest Payable ............cccvviviiiiiene, Quarterly Quarterly Quarterly Quarterly Quarterly
Interest rate: 3-month LIBOR +.......... 4.00% 3.95% 3.90% 3.80% 3.50%
Interest rate as of September 30, 201 4.37% 4.32% 4.27% 4.17% 3.87%
Interest rate as of December 31, 2Q1( 4.30% 4.25% 4.20% 4.10% 3.80%

Maximum number of quarters for

which interest may be deferred........ 20 20 20 20 20
Number of quarters for which interest

has been deferred as of September

30, 2011 11 11 11 11 11

Maximum deferral date....................... Dec 4, 2032 Oct 29, 2033 Sept 30, 2033  June 17,2034 Dec 15, 2034
*Defined in the consolidated financial statemems accompanying notes thereto for the year endextimber 31, 2010.

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 skcurities
and were made at the discretion of our Board tseye liquidity. As of September 30, 2011, we haverued and
deferred payment of $16.0 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 September 30, 2011, refer to Not&SiBsequent Events”.

9. Mezzanine Equity — Convertible Cumulative Partigpating Preferred Shares

We have accounted for the Convertible Cumulativeti€pating Preferred Shares issued to MassMutual
Capital and Cerberus (together, the “Investors”2@®7, in accordance with FASB ASC Subtopic 47028bt —
Debt with Conversion and Other Options (“FASB 470)2 which incorporates EITF D-98: “Classificatiand
Measurement of Redeemable Securities”. Dividend¢henConvertible Cumulative Participating Prefer@tares
are cumulative and accrete daily on a non-compawndasis at a rate of 7.25% per annum on the statle@ of
$600 million, whether or not there are profits,Bus, or other funds available for the paymentiefdénds. Such
dividends will be made solely by increasing thaiiitation preference of the Convertible Cumulatiaetigipating
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9. Mezzanine Equity - Convertible Cumulative Partiépating Preferred Shares (continued)

Preferred Shares. As of September 30, 2011, theuminmof dividends accreted pursuant to the termghef
Convertible Cumulative Participating Preferred ®sais $191.6 million in the aggregate, or $192 gfere. For
further discussion and additional disclosures rdiggrthe Convertible Cumulative Participating Predd Shares”,
refer to Note 11, “Mezzanine Equity — Convertiblen@lative Participating Preferred Shares” in thasmdidated
financial statements and accompanying notes thdoetthe year ended December 31, 2010, which alstudes
disclosures regarding redemption and a changeutf@oevent.

Merger Agreement

On April 15, 2011, we entered into an agreement@ad of merger (the “Merger Agreement”) with atftes
of our controlling shareholders, the Investors,spant to which an affiliate of the Investors (“Merdsub”) would
be merged into SRGL and SRGL would continue astingiving entity. Under the Merger Agreement,aliinary
shares would be converted into the right to rec&0e30 per share, which represented a premium df4$@r
87.5%) over the average trading price of the omginshares for the three months preceding April 2611
(collectively, the “Merger”), provided that any amdry shares held by shareholders that properlycesed dissenter
rights (the “Dissenting Shareholders”) under themPanies Law (2010 Revised) of the Cayman Islands (t
“Companies Law”) would be valued in accordance wiite procedures set forth under the Companies Lake
Merger consideration to all such ordinary shards by non-Dissenting Shareholders was funded sdiglyhe
Investors, on behalf of Merger Sub. Following #féectiveness of the Merger, all of the outstandamdinary
shares of SRGL would be owned by affiliates of limeestors. The Convertible Cumulative Participgtifreferred
Shares and the Perpetual Preferred Shares werectedfby the Merger and remain outstanding. Utldeterms
of the Shareholders Agreement, any agreement &@Ctmpany to merge with the Investors or an aféiliaf the
Investors required the prior approval of a majodfydisinterested directors of our Board. To thigl, a special
committee of the Board, comprised of disinterestiedctors, was appointed to consider, and determimether to
recommend to the full Board that the Company shauwdage in, the Merger Agreement. In its evalumatod
approval of the Merger and related agreementssjibeial committee engaged separate legal counded aaparate
financial advisor.

The Merger Agreement permitted SRGL to soliciteiee, evaluate, and enter into negotiations wittpeet 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 wasigjon 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.

Completion of the Merger was subject to, among rotladitions, approval by a majority of the ordynahares
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 ection
with the extraordinary general meeting of sharetwscheld 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).

In connection with a closing of the Merger, thedators were required to release their indemnificatlaim
against SRGL arising from alleged breaches of mpr@tions and warranties made by SRGL in the 8iesur
Purchase Agreement dated as of November 26, 20Réfer to Note 12, “Commitments and Contingencies-
Indemnificatiori.

The Merger Agreement imposed certain camult to the obligations of the respective parteslibse the

Merger. Among these conditions was the receiptegliired governmental consents and approvals,failhich
were received. Additionally, it was a conditionttte obligation of the Investors and Merger Suletiect the
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Merger that ordinary shareholders holding no mdrant10% of the issued and outstanding ordinaryeshar
(excluding, generally, any ordinary shares ownedth®y Investors, the Company, or their respectiidicaés
(“Owned Shares”)) have exercised dissenters’ rightéer the Companies Law. In connection with tfecedures
set forth in the Information Statement and Secf88 of the Companies Law, the Company receivedcestto
exercise such dissenter’s rights from the Dissgn@hareholders holding in excess of 10% of thetauntkng
ordinary shares (excluding Owned Shares). Theshove and Merger Sub subsequently waived this tiondiand,
on August 24, 2011, the Merger was completed. Wpenclosing and effectiveness of the Merger onustu@4,
2011, all existing ordinary shares of the Compargrencancelled and all shareholders (other thanebisw
Shareholders and the holders of any Owned Shares aligible to receive Merger consideration of380per
ordinary share. With the completion of the Mergdrputstanding voting shares of the Company are awned by
the Investors. Following the closing and effeatiees of the Merger, the Company continued to har&io
obligations under Section 238 of the Companies ladich could have included participating in courb@eedings
in the Cayman Islands to determine the fair vallithe Dissenting Shareholders’ ordinary sharescdnnection
with the requirements of Section 238 of the Compsihiaw, the Company engaged in negotiations with e&the
Dissenting Shareholders in respect of the condiderdao be paid for their ordinary shares and redctesolution
with each such Dissenting Shareholder. Other thitnrespect to the reimbursement of a minimal amatfi costs
and expenses that were paid by the Company, allammgaid to the Dissenting Shareholders in respktteir
ordinary shares were funded by the Investors.

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

The following table summarizes the activity in @audinary shares during the nine months ended Séyetie0,
2011 and year the ended December 31, 2010:

Nine Months
Ended Year Ended
September 30, December 31,
2011 2010
Ordinary shares
Beginning of year..........ccccccvviiiiieei e 68,383,370 68,338,3
Ordinary Shares cancelled in connection with the
[T Co =T PSPPI (68,383,370) -
Ordinary Shares into which shares of Merger Sulewer
converted in connection with the Merger*................ 68,383,370 -
ENG Of YBA ...ttt 68,383,370 68,383,370

* Refer to Note 9, “Mezzanine Equity — Convertiblen@iative Participating Preferred Shares”, for infoation
regarding the Merger.

Perpetual Preferred Shares
We are authorized to issue 50,000,000 perpetudnpeel shares of par value $0.01 each.

In 2005, we issued 5,000,000 non-cumulative PegbdRueferred Shares (the “Perpetual Preferred SHare
Gross proceeds were $125 million, and related esggewere $4.6 million.
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The following table summarizes the activity in suom-cumulative Perpetual Preferred Shares duriaghthe
months ended September 30, 2011 and the year &wtranber 31, 2010:

Nine Months
Ended Year Ended
September 30, December 31,
2011 2010
Non-cumulative Perpetual Preferred Shares
Beginning of year..........cccouiiiiiiiiiece s 4,806,083 5,000,000
Non-cumulative Perpetual Preferred Shares redeemed - (193,917)
ENd Of YEAI ...ttt 4,806,083 4,806,083

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 &hfar specific periods of varying length not léssn 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 &aper 30, 2011 ranged between 7.32% and 8.04%indpany
dividend period, unless the full dividends for therrent dividend period on all outstanding PerpeRi@ferred
Shares have been declared or paid, no dividendbmaayaid or declared on our ordinary shares andrdmary
shares or other junior shares may be purchasegemeet, or otherwise acquired for consideration.

Dividends on Ordinary Shares

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

On July 28, 2006, our Board suspended the dividenthe ordinary shares. All future payments of divids
are at the discretion of our Board and will depemd our income, capital requirements, insurance laggry
conditions, operating conditions, and such othetois as the Board may deem relevant. Notwithstanthe
foregoing, if dividends on the Perpetual Prefer&udres have not been declared and paid (or decdaké 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 SharBe&fer to Note 9, “Mezzanine Equity — Convertiblen@ative
Participating Preferred Shares”, for informatiomgarling the ordinary shares following the compietaf the
Merger.

Dividends on Perpetual Preferred Shares

On April 14, 2008, we announced that, given ourenir financial condition, our Board in its discogtihad
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 payirgdinds on the October 15, 2008 dividend paymeta itiethe
event we did not meet certain financial tests uniderterms of the Perpetual Preferred Shares edjfir us to pay
such dividends, which tests subsequently were mdtfon such dividend payment date. On July 3, 2@@8 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 wasygedtIfrom declaring and paying dividends on eacth©f2009
and 2010 dividend payment dates and, as a resdlinat declare and pay a dividend on such datekhoéAgh
permitted under the terms of the Perpetual PraefeBigares to declare and pay a dividend in conneetith the
January 15, 2011, April 15, 2011, and July 15, 2fi¥idend payment dates, the Board resolved ndetdare and
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pay a dividend on each such dividend payment datesuant to the terms of, and subject to the phoes set forth

in, the Certificate of Designations related to Berpetual Preferred Shares, the holders of theeRexpPreferred
Shares are entitled to elect two directors to oomrB in the event dividends on the Perpetual PedeShares have
not been declared and paid for six or more dividemdods. Nonpayment of dividends on July 15, 26@8ked the

sixth dividend period for which dividends had neeh declared and paid. This right to elect twedators to our

Board has not been exercised as of September 3Q, 2Bor further discussion on the non-declaratibRerpetual

Preferred Shares dividends, refer to Note 13, “S8gbsent Events”.

11. Income Taxes

The income tax expense/benefit for the three mamith nine month periods ended September 30, 2011 was
$0.1 million of income tax expense and $10.8 millif income tax benefit, respectively. The nebme of our
Bermuda and Cayman entities are not subject tonectax. The net income of our U.S. and Irish esgitilid not
generate a current tax expense, other than intangspenalties on accrued tax liabilities, dueht availability of
tax losses from prior tax years. The utilizationtax losses results in a reduction in deferred dagets and a
corresponding reduction in the valuation allowaestablished against those deferred tax assets.intbhme tax
benefit for the nine months ended September 301 2@ principally due to a reduction in the valoatallowance
that resulted from a decrease in our deferred aitiui costs that reverse after the expirationaifoperating losses,
which resulted from the Orkney | Unwind Transactid¥or further discussion on the Orkney | Unwin@fsaction,
refer to Note 7, “Collateral Finance Facilities”.

As of September 30, 2011, we had total unrecogriaedenefits (excluding interest and penalties$1$9.4
million, the recognition of which would result in$.0 million benefit at the effective tax rate the applicable
period. As of December 31, 2010, we had total cogaized tax benefits (excluding interest and pasl 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 @awaintained
a full valuation allowance against any remainingdeferred tax assets, given our inability to refyfuture taxable
income tax projections.

As of September 30, 2011, our deferred tax liaeditincluded $31.2 million of deferred tax liabédg that
reverse after the expiration of net operating Issseapplicable jurisdictions, and, therefore, agrsupport deferred
tax assets. As of December 31, 2010, the correlipgmmount of deferred tax liabilities was $44.ifliam.

We file our tax returns as prescribed by the tawslaf the jurisdictions in which we operate. AsSaptember
30, 2011, we remained subject to examination inféflewing major tax jurisdictions for the returfited for the
years indicated below:

Major Tax Jurisdictions Open Years
u.s.
Life GroUP «ooveeeeeeeeeeeee e 2008 through 2010
NON-Life GroUP ....ccoeceveeveiiriieeieeeee e cmmem e 2008 through 2010
1= = g o R 2007 through 2010

Net operating losses are being carried forward frdosed years and could be examined by the Internal
Revenue Service when utilized in an open yearerfature. Additionally, to the extent that a nperating loss has
been carried back to an otherwise closed year,etdier year could be subject to examination ag las the loss
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year remains open. On March 30, 2011, SRUS waSeabthat the Internal Revenue Service will penfioa limited
scope examination of our consolidated U.S. lifeuiaace tax returns for 2004, 2007, 2008, and 2088. of
September 30, 2011, this examination has beeat@itiand remains in progress.

12. Commitments and Contingencies
Indemnification

In connection with an examination of the statutbmancial 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 intercampaceivables and intercompany claims were ndéctfd 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 208jlting in a restated statutory surplus at yedr-2006 of
approximately $285 million, after giving effecttltese corrections.

In addition, management determined that the stgtworplus for SRUS was understated on a cumuléiasgss
at year-end 2005 and 2006, resulting in a reststidtory surplus at year-end 2006 of approxima$8g4 million,
after giving effect to these corrections.

The restated statutory surplus of each of SRUS SR® met the applicable minimum statutory surplus
requirements at December 31, 2006. None of thesedations impacted our historical consolidatedaficial
statements under U.S. GAAP.

Pursuant to the Securities Purchase Agreement thih Investors (as described in more detail in the
consolidated financial statements and accompanyates thereto for the year ended December 31, 20&0nade
certain representations and warranties regardimg stlatutory financial statements of each of oumurasce
subsidiaries, including SRD and SRUS, for the yeaded 2003, 2004, and 2005 and, with respect téSSBut not
SRD, the first three quarters of 2006, includingttthese statements were prepared in conformity agplicable
statutory accounting practices and fairly presengccordance with such practices and in all malteespects, the
statutory financial condition of the relevant insnce subsidiary at the respective dates. In bfjlour discovery of
the corrections described above, we notified thedtors, as required by the terms of the Purchageeient, of
the misstatement of reported statutory surplusRD &t year-end 2004 and year-end 2005 resultirgdgamulative
overstatement for the two year period at year-édab2of approximately $70 million on an after-taxsisa and the
understatement of statutory surplus in SRUS foryeer ended December 31, 2005 of approximatelySsadllion
on an after-tax basis. On November 16, 2007, tivestors responded by notifying us of their condbat the
corrections described above may constitute breachesrtain of the representations and warrantiadarby us in
the Purchase Agreement. Under the Purchase Agrgginethe event of a claim for losses resultingnir a
diminution in value, such losses would be deterohibg an independent investment banking firm of oretl
reputation, agreed upon by us and the Investosedan changes in the valuation of SRGL using #sairaptions
and models used by the Investors at the time of ttexision to invest in us. Furthermore, shouly alaim for
indemnification be made by the Investors, the PasehAgreement provides that any decision regardifignding
or settling such claim would be taken by a comraitté independent directors of our Board of Direstotn their
November 16, 2007 correspondence, the Investorestgd that we convene a committee of independesdtalrs.
No action was taken by us or the Investors in retspithis claim since such time. We were not ablpredict what
the amount of any indemnifiable losses would bearnf,, or what potential defenses or other limitadicon
indemnification would be available to us under thegcumstances. Under the terms of the Purchgseefnent,
any such indemnification claim would be satisfied ddjusting the conversion amount at which the @otitve
Cumulative Participating Preferred Shares issueth¢olnvestors would be convertible into our ordynahares.
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Refer to Note 9, “Mezzanine Equity - Convertible ri@uative Participating Preferred Shares”, for imfiation
regarding the Merger Agreement and the waiver efitdemnification claim by the Investors.

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 Ces\ai
SRGL.

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

As of September 30, 2011, we had no remaining tioss exposure related to Ballantyne Re sincerdarests
in the Ballantyne Re Class D Notes and PreferreateShare valued at $0 and are classified as tragiogrities on
the Consolidated Balance Sheets. The Class C Nates contractually written-off during the fourtluarter of
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 imiiggs made for the benefit of Ballantyne Re anel fihancial
guarantors of certain of the notes issued by BaltenRe.

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
agent, as provided in our articles of associatl®ince this indemnity generally is not subject toitation with
respect to duration or amount, we do not belieat ithis possible to determine the maximum poté@timount due
under this indemnity in the future.

French vs. Scottish Re

On December 1, 2010, Michael C. French, anéarofficer and director of the Company, filed alclawsuit
against the Company, SRUS, and SRLC in the Dis@ictrt for Dallas County, Texas. The lawsuit brioug
claim for breach of contract based on Mr. Frenaltéged right to indemnification for defense cdsténg incurred
by Mr. French in connection with a Securities axdltange Commission enforcement action brought agaim in
New York federal court. On January 3, 2011, thien@ants removed the case to the U.S. District Cimurthe
Northern District of Texas. On January 10, 20he, defendants moved to dismiss the action for fgiersonal
jurisdiction as to all of the defendants and falufe to state a claim against SRUS and SRLC.hinalternative,
the defendants requested that the case be tratsfarrthe U.S. District Court for the Southern Bistof New
York. On June 9, 2011, the court denied a motmmpfrtial judgment on the pleadings previouslgdilby 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. On July 21, 2011, théigmparticipated in a mediation as required unldercase schedule
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established by the court. In connection with trediation, the parties entered into an agreeme8epiember 19,
2011 to settle the dispute. As a result, the mateow resolved.
13. Subsequent Events

The subsequent events disclosed in thess totthe consolidated financial statements haee bgaluated by
management up to and including the publicatiorheffinancial statements on November 17, 2011.

Non-declaration of Dividends on Perpetual Preferr&hares

The Board resolved not to declare and pay a diddenthe Perpetual Preferred Shares on the Ocldh&011
dividend payment date.

Orkney Re I
On the scheduled interest payment date of NoverbheP011, Orkney Re Il was unable to make schedule
interest payments on the Series A-1 Notes. AsaltteAssured made guarantee payments on the JetieNotes
in the amount of $0.7 million.
Deferral of Interest Payments on the Capital andust Preferred Securities
Subsequent to September 30, 2011, we have accrubdederred payment of an additional $0.2 millidn o

interest on our floating rate capital securitiesl amst preferred securities. As of November 10112 we have
accrued and deferred payment on a total of $16lmbf interest.
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