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Item1. FINANCIAL STATEMENTS

ENSTAR GROUP LIMITED

UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS
As of June 30,2008 and December 31,2007

June 30, December 31,
2008 2007
(expressed in thousands of U.S.
dollars, except share data)

ASSETS
Short-term investments, available for sale, at fair value (amortized cost: 2008 — $38,210; 2007 — $15,480) $ 38944 $ 15,480
Fixed maturities, available for sale, at fair value (amortized cost: 2008 — $478,195; 2007 — $7,006) 474,565 6,878
Fixed maturities, held to maturity, at amortized cost (fair value: 2008 — $110,483; 2007 — $210,998) 110,562 211,015
Fixed maturities, trading, at fair value (amortized cost: 2008 — $111,698; 2007 — $318,199) 112,536 323,623
Equities, trading, at fair value (cost: 2008 — $5,096; 2007 — $5,087) 4,610 4,900
Other investments, at fair value 141,328 75,300
Total investments 882,545 637,196
Cash and cash equivalents 1,484,950 995,237
Restricted cash and cash equivalents 385,081 168,096
Accrued interest receivable 16,146 7,200
Accounts receivable, net 38,292 25,379
Income taxes recoverable — 658
Reinsurance balances receivable 597,522 465,277
Investment in partly-owned company 21,431 —
Goodwill 21,222 21,222
Other assets 96,731 96,878
TOTAL ASSETS $ 3,543,920 $ 2417143
LIABILITIES
Losses and loss adjustment expenses $ 2,311,590 $ 1,591,449
Reinsurance balances payable 155,219 189,870
Accounts payable and accrued liabilities 20,729 21,383
Income taxes payable 11,293 —
Loans payable 326,443 60,227
Other liabilities 67,610 40,178
TOTAL LIABILITIES 2,892,884 1,903,107
MINORITY INTEREST 174,405 63,437
SHAREHOLDERS’ EQUITY
Share capital
Authorized issued and fully paid, par value $1 each (Authorized 2008: 156,000,000; 2007: 156,000,000)
Ordinary shares (issued and outstanding 2008: 11,960,559; 2007: 11,920,377) 11,961 11,920
Non-voting convertible ordinary shares (issued 2008: 2,972,892; 2007: 2,972,892) 2,973 2,973
Treasury stock at cost (non-voting convertible ordinary shares 2008: 2,972,892; 2007: 2,972,892) (421,559) (421,559)
Additional paid-in capital 593,983 590,934
A lated other comprehensive income 6,117 6,035
Retained earnings 283,156 260,296
TOTAL SHAREHOLDERS’ EQUITY 476,631 450,599
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY $ 3,543,920 $ 2417,143

See accompanying notes to the unaudited condensed consolidated financial statements
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ENSTAR GROUP LIMITED

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF EARNINGS
For the Three and Six-Month Periods Ended June 30,2008 and 2007

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2008 2007 2008 2007

(expressed in thousands of U.S. dollars,
except share and per share data)

INCOME
Consulting fees $ 3,578 $ 3,826 $ 9,633 $ 8,487
Net investment income 21,219 16,976 21,809 34,756
Net realized gains (losses) 1,014 (132) (70) 439
25,811 20,670 31,372 43,682
EXPENSES
Net (reduction) increase in loss and loss adjustment expense
liabilities (25.483) (805) (24,798) 1,705
Salaries and benefits 13,947 10,360 25,304 23,162
General and administrative expenses 13,972 7915 25,883 13,588
Interest expense 7,643 1,307 10,958 2,325
Net foreign exchange gain (4,935) (3,069) (6,270) (3,015)
5,144 15,708 31,077 37,765
EARNINGS BEFORE INCOME TAXES AND MINORITY
INTEREST 20,667 4,962 295 5917
INCOME TAXES (3,193) 8,109 (2,954) 7,093
MINORITY INTEREST (6,301) (2,167) 9,677) (4.415)
EARNINGS (LOSS) BEFORE EXTRAORDINARY GAIN 11,173 10,904 (12,336) 8,595
Extraordinary gain — Negative goodwill (net of minority interest
0f$15,084 and $nil, respectively) — — 35,196 15,683
NET EARNINGS $  1L173 $ 10904 $ 22860 $ 24278
PER SHARE DATA:
Basic earnings (loss) per share before extraordinary gain — basic ~ $ 0.93 $ 0.92 $ (1.03) $ 0.74
Extraordinary gain per share — basic — — 2.95 136
Basic earnings per share $ 093 $ 0.92 $ 1.92 $ 2.10
Diluted eamings (loss) per share before extraordinary gain —
diluted $ 091 $ 0.89 $ (1.03) $ 0.73
Extraordinary gain per share — diluted — — 2.95 133
Diluted earnings per share $ 091 $ 0.89 $ 1.92 $ 2.06
Weighted average ordinary shares outstanding — basic 11,959,125 11,916,013 11,943,330 11,540,318
Weighted average ordinary shares outstanding — diluted 12,238,356 12,204,562 11,943,330 11,817,225

See accompanying notes to the unaudited condensed consolidated financial statements
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ENSTAR GROUP LIMITED

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
For the Three and Six-Month Periods Ended June 30,2008 and 2007

NET EARNINGS
Other comprehensive income:

Unrealized holding (losses) gains on investments arising during the period
Reclassification adjustment for net realized (gains) losses included in net

earnings
Currency translation adjustment
Other comprehensive (loss) income:
COMPREHENSIVE INCOME

Three Months Six Months
Ended Ended
June 30, June 30, June 30, June 30,
2008 2007 2008 2007

(expressed in thousands of U.S. dollars)
$11,173 $10,904 $22,860 $24,278

(8,291) (176) (7,723) 395

(1,014) 132 70 (439)

9,637 46 7735 686
332 2 82 642

$11,505 $10,906 $22,942 $24,920

See accompanying notes to the unaudited condensed consolidated financial statements
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ENSTAR GROUP LIMITED

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CHANGES
IN SHAREHOLDERS’ EQUITY
For the Six-Month Periods Ended June 30,2008 and 2007

2008 2007
(expressed in thousands of
U.S. dollars)
Share capital — ordinary shares
Balance, beginning of period $ 11,920 $ 19
Conversion of shares — 6,029
Issue of shares 2 5,775
Shares repurchased — (7)
Share awards granted/vested 39 104
Balance, end of period $ 11,961 11,920
Share capital — non-voting convertible ordinary shares
Balance, beginning of period $ 2973 $ —
Conversion of shares — 2,973
Balance, end of period $ 2973 $ 2973
Treasury stock
Balance, beginning of period $(421,559) $ —
Shares acquired, at cost — (421,559)
Balance, end of period $(421,559) $(421,559)
Additional paid-in capital
Balance, beginning of period $590,934 $ 111371
Share awards granted/vested 2,746 3,665
Shares repurchased — (16,755)
Issue of shares — 490,269
Amortization of share awards 303 1,954
Balance, end of period $ 593,983 $ 590,504
Accumulated other comprehensive income
Balance, beginning of period $ 6,035 $ 4,565
Other comprehensive income 82 642
Balance, end of period $ 6,117 5,207
Retained earnings
Balance, beginning of period $ 260,296 $ 202,655
Adjustment to initially apply FIN 48 — 4,858
Adjusted balance, beginning of period 260,296 207,513
Conversion of shares — (9,002)
Net earnings 22,860 24,278
Balance, end of period $ 283,156 $ 222,789

See accompanying notes to the unaudited condensed consolidated financial statements
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ENSTAR GROUP LIMITED

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Six-Month Periods Ended June 30,2008 and 2007

2008 2007
(expressed in thousands of
U.S. dollars)

OPERATING ACTIVITIES:
Net earnings $ 22,860 $ 24278
Adjustments to reconcile net earnings to cash flows provided by operating activities:
Minority interest 9,677 4415
Negative goodwill (35,196) (15,683)
Share-based compensation expense 303 1,954
Net realized and unrealized investment loss (gain) 70 (439)
Share of net loss from other investments 21,871 —
Other items 4,767 897
Depreciation and amortization 405 320
Amortization of bond premiums or discounts 2,898 (104)
Net movement of trading securities 211,045 133,227
Changes in assets and liabilities:
Reinsurance balances receivable (53,093) 66,151
Other assets 15,922 484
Losses and loss adjustment expenses 167,936 (24,276)
Reinsurance balances payable (58,270) (39,783)
Accounts payable and accrued liabilities (9,163) (15,387)
Other liabilities 32,241 89
Net cash flows provided by operating activities 334,273 136,143
INVESTING ACTIVITIES:
Acquisitions, net of cash acquired 7,066 29,651
Purchase of available-for-sale securities (188,755) (52,148)
Sales and maturities of available-for-sale securities 155,339 147,073
Purchase of held-to-maturity securities — (2,476)
Maturity of held-to-maturity securities 117,039 77,492
Movement in restricted cash and cash equivalents (216,984) (69,334)
Funding of other investments (48,753) (267)
Purchase of investment in partly-owned company (21,431) —
Other investing activities (290) (453)
Net cash flows (used in) provided by investing activities (196,769) 129,538
FINANCING ACTIVITIES:
Contribution to surplus of subsidiary by minority interest 86,209 —
Receipt of loans 306,755 26,825
Repayment of loans (59,000) (2,571)
Repurchase of shares — (16,762)
Net cash flows provided by financing activities 333,964 7,492
TRANSLATION ADJUSTMENT 18,245 130
NET INCREASE IN CASH AND CASH EQUIVALENTS 489,713 273,303
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD 995,237 450,817
CASH AND CASH EQUIVALENTS, END OF PERIOD $1,484,950 $724,120
Supplemental Cash Flow Information
Income taxes paid $ 3,714 $ 2,598
Interest paid $ 6,432 $ 2571

See accompanying notes to the unaudited condensed consolidated financial statements
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ENSTAR GROUP LIMITED

NOTES TO THE UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
June 30,2008 and December 31,2007
(Expressed in thousands of U.S. Dollars, except per share amounts)
(unaudited)

1. BASIS OF PREPARATION AND CONSOLIDATION

Our condensed consolidated financial statements have not been audited. These statements have been prepared in accordance with
U.S. Generally Accepted Accounting Principles (“U.S. GAAP”) for interim financial information and with the instructions to Form 10-Q
and Article 10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by U.S. GAAP for
complete financial statements. In the opinion of management, these financial statements reflect all adjustments (consisting of normal
recurring accruals) considered necessary for a fair presentation of our financial position and results of operations as at the end of and for
the periods presented. Results of operations for subsidiaries acquired are included from the dates of their acquisition by the Company.
Intercompany transactions are eliminated on consolidation. The results of operations for any interim period are not necessarily indicative
of'the results for a full year. All significant inter-company accounts and transactions have been eliminated. In these notes, the terms “we,”
“us,” “our,” or “the Company” refer to Enstar Group Limited and its direct and indirect subsidiaries. The following information is
unaudited and should be read in conjunction with our Annual Report on Form 10-K for the year ended December 31,2007.

Significant Accounting Policies

Retroactive reinsurance contracts — Premiums on ceded retroactive contracts are earned upon inception of the contract with
corresponding reinsurance recoverable established for the amount of reserves ceded. The initial gain, if applicable, is deferred and
amortized into income over an actuarially determined expected payout period.

Investment in partly-owned company — An investment in a partly-owned company, in which the Company has significant
influence, is carried on the equity basis whereby the investment is initially recorded at cost and adjusted to reflect the Company’s share
of after-tax earnings or losses and unrealized investment gains or losses and reduced by dividends received.

Adoption of New Acc ing Standards

The terms “FAS” and “FASB” used in these notes refer to Statements of Financial Accounting Standards issued by the United States
Financial Accounting Standards Board.

We adopted FAS 157, “Fair Value Measurements” (“FAS 1577), effective January 1, 2008. Under this standard, fair value is defined
as the price that would be received from the sale of an asset or paid to transfer a liability (i.e., the “exit price”) in an orderly transaction
between market participants at the measurement date. In determining fair value, we use various valuation approaches, including market
and income approaches. FAS 157 establishes a hierarchy for inputs used in measuring fair value that maximizes the use of observable
inputs and minimizes the use of unobservable inputs by requiring that the most observable inputs be used when available. The hierarchy
is broken down into three levels based on the reliability of inputs as follows:

. Level 1— Valuations based on quoted prices in active markets for identical assets or liabilities that we have the ability to
access. Valuation adjustments and block discounts are not applied to Level 1 instruments. Since valuations are based on
quoted prices that are readily and regularly available in an active market, valuation of these products does not entail a
significant degree of judgment.

Assets and liabilities utilizing Level 1 inputs include exchange-listed equity securities that are actively traded.

* Level 2— Valuations based on quoted prices in markets that are not active or for which significant inputs are observable (e.g.,
interest rates, yield curves, prepayment speeds, default rates, loss severities, etc.) or can be corroborated by observable market
data.
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ENSTAR GROUP LIMITED

NOTES TO THE UNAUDITED CONDENSED
CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

1. BASIS OF PREPARATION AND CONSOLIDATION — (cont’d)

Assets and liabilities utilizing Level 2 inputs include: exchange-listed equity securities that are not actively traded;
U.S. government and agency securities; non-U.S. government obligations; corporate and municipal bonds; mortgage-backed
securities (“MBS”) and asset-backed securities (‘ABS”).

.

Level 3— Valuations based on inputs that are unobservable and significant to the overall fair value measurement. The
unobservable inputs reflect our own assumptions about assumptions that market participants might use.

Assets and liabilities utilizing Level 3 inputs include: hedge funds with partial transparency, and credit funds and short duration
high yield funds that are traded in less liquid markets.

The availability of observable inputs can vary from financial instrument to financial instrument and is affected by a wide variety of
factors, including, for example, the type of financial instrument, whether the financial instrument is new and not yet established in the
marketplace, and other characteristics particular to the transaction. To the extent that valuation is based on models or inputs that are less
observable or unobservable in the market, the determination of fair value requires significantly more judgment. Accordingly, the degree
of judgment exercised by management in determining fair value is greatest for instruments categorized in Level 3. We use prices and
inputs that are current as of the measurement date, including during periods of market dislocation. In periods of market dislocation, the
observability of prices and inputs may be reduced for many instruments. This condition could cause an instrument to be reclassified
between levels.

The adoption of FAS 157 did not result in any cumulative-effect adjustment to our beginning retained earnings at January 1,2008,
or any material impact on our results of operations, financial position or liquidity. In February 2008, the FASB issued FSP FAS 157-2,
“Effective Date of FASB Statement No. 157 (“FSP FAS 157-27), which permits a one-year deferral of the application of FAS 157 for all
non-financial assets and non-financial liabilities, except those that are recognized or disclosed at fair value in the financial statements on
arecurring basis (at least annually). Accordingly, we have also adopted FSP FAS 157-2 effective January 1,2008, and FAS 157 will not
be applied to our goodwill and other intangible assets measured annually for impairment testing purposes only. We will adopt FAS 157
for non-financial assets and non-financial liabilities on January 1,2009. The Company is currently evaluating the related provisions of
FAS 157 and their potential impact on future financial statements.

In February 2007, the FASB issued FAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities”
(“FAS 1597). This standard permits an entity to irrevocably elect fair value on a contract-by-contract basis as the initial and subsequent
measurement attribute for many financial instruments and certain other items including insurance contracts. An entity electing the fair
value option would be required to recognize changes in fair value in earnings and provide disclosure that will assist investors and other
users of financial information to more easily understand the effect of the company’s choice to use fair value on its earnings. Further, the
entity is required to display the fair value of those assets and liabilities for which the company has chosen to use fair value on the face of
the balance sheet. This standard does not eliminate the disclosure requirements about fair value measurements included in FAS 157 and
FAS No. 107, “Disclosures about Fair Value of Financial Instruments.” The adoption of FAS 159 did not impact retained earnings as of
January 1, 2008 because the Company did not make any elections.

Accounting Standards Not Yet Adopted

In December 2007, the FASB issued FAS No. 141(R) “Business Combinations” (“FAS 141(R)”). FAS 141(R) replaces FAS No. 141
“Business Combinations” (“FAS 1417) but retains the fundamental requirements in FAS No. 141 that the acquisition method of
accounting be used for all business combinations and for an acquirer to be identified for each business combination. FAS 141(R) requires
an acquirer to recognize the assets acquired, the liabilities assumed, and any noncontrolling interest in the acquiree at the acquisition
date, measured at their fair values as of that date. FAS 141(R) also requires acquisition-related costs to be recognized separately from the
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ENSTAR GROUP LIMITED

NOTES TO THE UNAUDITED CONDENSED
CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

1. BASIS OF PREPARATION AND CONSOLIDATION — (cont’d)

acquisition, recognize assets acquired and liabilities assumed arising from contractual contingencies at their acquisition-date fair values
and recognize goodwill as the excess of the consideration transferred plus the fair value of any noncontrolling interest in the acquiree at
the acquisition date over the fair values of the identifiable net assets acquired. FAS 141(R) applies prospectively to business
combinations for which the acquisition date is on or after the beginning of the first annual reporting period beginning on or after
December 15,2008 (January 1,2009 for calendar year-end companies). The Company is currently evaluating the provisions of

FAS 141(R) and its potential impact on future financial statements.

In December 2007, the FASB issued FAS No. 160 “Noncontrolling Interests in Consolidated Financial Statements — an
amendment of ARB No. 517 (“FAS 160”). FAS 160 amends ARB No. 51 to establish accounting and reporting standards for the
noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary. FAS 160 clarifies that a noncontrolling interest in a
subsidiary is an ownership interest that should be reported as equity in the consolidated financial statements. FAS 160 requires
consolidated net income to be reported at the amounts that include the amounts attributable to both the parent and the noncontrolling
interest. This statement also establishes a method of accounting for changes in a parent’s ownership interest in a subsidiary that does
result in deconsolidation. FAS 160 is effective for fiscal years, and interim periods within those fiscal years, beginning on or after
December 15,2008 (January 1, 2009 for calendar year-end companies). The presentation and disclosure of FAS 160 shall be applied
retrospectively for all periods presented. The Company is currently evaluating the provisions of FAS 160 and its potential impact on
future financial statements.

In March 2008, the FASB issued FAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities — an amendment
of FASB Statement No. 133” (“FAS 161”). FAS 161 expands the disclosure requirements of FAS 133 and requires the reporting entity to
provide enhanced disclosures about the objectives and strategies for using derivative instruments, quantitative disclosures about fair
values and amounts of gains and losses on derivative contracts, and credit-risk related contingent features in derivative agreements.

FAS 161 will be effective for fiscal years beginning after November 15,2008 (January 1,2009 for calendar year-end companies), and
interim periods within those fiscal years. The Company is currently evaluating the provisions of FAS 161 and its potential impact on
future financial statements.

2. ACQUISITIONS

On February 29,2008, the Company completed the acquisition of Guildhall Insurance Company Limited (“Guildhall”), a
reinsurance company based in the UK., for total consideration of £33.4 million (approximately $65.9 million). The purchase price was
financed by the drawdown of approximately £16.5 million (approximately $32.5 million) from a facility loan agreement with a London-
based bank; approximately £5.0 million (approximately $10.0 million) from J.C. Flowers II L.P. (the “Flowers Fund”), by way of non-
voting equity participation; and the balance of approximately £11.9 million (approximately $23.5 million) from available cash on hand.
The Flowers Fund is a private investment fund advised by J.C. Flowers & Co. LLC. J. Christopher Flowers, a member of the Company’s
board of directors and one of its largest shareholders, is the founder and Managing Member of J.C. Flowers & Co. LLC. John J. Oros, the
Company’s Executive Chairman and a member of its board of directors, is a Managing Director of J.C. Flowers & Co. LLC. Mr. Oros
splits his time between J.C. Flowers & Co. LLC and the Company.

The acquisition has been accounted for using the purchase method of accounting, which requires that the acquirer record the assets
and liabilities acquired at their estimated fair value.




Table of Contents

ENSTAR GROUP LIMITED

NOTES TO THE UNAUDITED CONDENSED
CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

2. ACQUISITIONS — (cont’d)

Purchase price $65,571
Direct costs of acquisition 303
Total purchase price $65,874
Net assets acquired at fair value $65,874

The following summarizes the estimated fair values of the assets acquired and the liabilities assumed at the date of acquisition:

Cash, restricted cash and investments $108,994
Reinsurance balances receivable 33,298
Accounts receivable 4,631
Losses and loss adjustment expenses (79,107)
Accounts payable (1,942)
Net assets acquired at fair value $ 65,874

On March 5, 2008, the Company completed the acquisition from AMP Limited (*“AMP”) of AMP’s Australian-based closed
reinsurance and insurance operations (“Gordian”). The purchase price, including acquisition expenses, was approximately
AU$436.9 million (approximately $405.4 million) and was financed by AU$301.0 million (approximately $276.5 million), including an
arrangement fee of AU$4.5 million (approximately $4.2 million), from bank financing provided jointly by a London-based bank and a
German bank; approximately AU$41.6 million (approximately $39.5 million) from the Flowers Fund, by way of non-voting equity
participation; and approximately AU$98.7 million (approximately $93.6 million) from available cash on hand.

The acquisition has been accounted for using the purchase method of accounting, which requires that the acquirer record the assets
and liabilities acquired at their estimated fair value.

Purchase price $401,086
Direct costs of acquisition 4,326
Total purchase price $405.412
Net assets acquired at fair value $455.,692
Excess of net assets over purchase price $ 50,280
Less minority interest share of negative goodwill (15,084)
Negative goodwill $ 35,196

The negative goodwill arose primarily as a result of income earned by Gordian between the date of the balance sheet on which the
agreed purchase price was based, June 30,2007, and the date the acquisition closed, March 5,2008, and the desire of the vendors to
achieve a substantial reduction in regulatory capital requirements and therefore to dispose of Gordian at a discount to fair value.

9
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ENSTAR GROUP LIMITED

NOTES TO THE UNAUDITED CONDENSED
CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

2. ACQUISITIONS — (cont’d)

The following summarizes the estimated fair values of the assets acquired and the liabilities assumed at the date of the acquisition:

Cash, restricted cash and investments $ 872,755
Reinsurance balances receivable 99,645
Accounts receivable 31,253
Losses and loss adjustment expenses (509,638)
Insurance and reinsurance balances payable (22,660)
Accounts payable (15,663)
Net assets acquired at fair value $ 455,692

The fair values of reinsurance assets and liabilities acquired are derived from probability weighted ranges of the associated
projected cash flows, based on actuarially prepared information and management’s run-off strategy. Any amendment to the fair values
resulting from changes in such information or strategy will be recognized when they occur.

The following proforma condensed combined income statement for the six months ended June 30, 2008 combines the historical
consolidated statements of income of the Company with those of Gordian, which was acquired in the first quarter of 2008, giving effect
to the business combinations and related transactions as if they had occurred on January 1,2008.

Enstar
Enstar Group
Group Proforma Limited
Six Months Ended June 30, 2008: Limited Gordian Adjustment Proforma
Total income $19,612 $18,532 $ (5,194)a) $ 32950
Total expenses (48,882) 33,518 (7,619)(b) (22,983)
Minority interest (1,694) (15,615) 3,844(c) (13,465)
(Loss) earnings before extraordinary gain (30,964) 36,435 (8,969) (3,498)
Extraordinary gain 35,196 — — 35,196
Net earnings (loss) $ 4232 $ 36,435 $  (8,969) $ 31,698
(Loss) per ordinary share before extraordinary gain — basic and diluted $ (0.29)
Extraordinary gain — basic and diluted 2.95
Net eamnings per ordinary share — basic and diluted $ 266
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ENSTAR GROUP LIMITED
NOTES TO THE UNAUDITED CONDENSED
CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
2. ACQUISITIONS — (cont’d)

Notes to the Six Months Ended June 30,2008 Pro Forma Cond 1 Combined Income Stat t:

Income:

(a) Adjustment to conform the accounting policy for investments to that of the Company $(5,194)

Expenses:

(b)(i) Adjustment to interest expense to reflect the financing costs of the acquisition for the period (3,965)
(ii) Adjustment to recognize amortization of fair value adjustments (5,212)
(iii) Adjustment to income taxes for pro forma adjustments 1,558

(7,619)

(c) Reflect minority interest’s share of net pro forma income statement adjustments 3,844

The following proforma condensed combined income statement for the three and six months ended June 30,2007 combines the
historical consolidated statements of income of the Company with those of The Enstar Group, Inc. (“EGI”), BH Acquisition Ltd. (“BH”)
and Inter-Ocean Holdings, Ltd. (“Inter-Ocean”), each of which was acquired in the first quarter of 2007, and Gordian, which was acquired
in the first quarter of 2008, giving effect to the business combinations and related transactions as if they had occurred on January 1,

2007.

Enstar
Group
Enstar Proforma Limited-

Three Months Ended June 30,2007: Group Gordian_ Adjustment Proforma

Total income $18,761 $ 17,962 $ 5831(a) $ 42,554

Total expenses (6,598) 35,185 (12,613)(b) 15,974

Minority interest (2,167) (15,944) 2,035(c) (16,076)

Net earnings (loss) $ 9,996 $ 37,203 $§ (4,747) $ 42,452

Net earnings per ordinary share — basic $ 356

Net earnings per ordinary share — diluted $ 348

Notes to the Three Months Ended June 30,2007 Pro Forma Cond 1 Combined Income Stat t:

Income:

(a) Adjustment to conform the accounting policy for investments to that of the Company $ 5831

Expenses:

(b)(i) Adjustment to interest expense to reflect the financing costs of the acquisition for the period (5,506)
(ii) Adjustment to recognize amortization of fair value adjustments recorded at date of acquisition (5,357)
(iii) Adjustment to income taxes for pro forma adjustments (1,750)

(12,613)

(c) Reflect minority interest’s share of net proforma income statement adjustments 2,035
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2. ACQUISITIONS — (cont’d)

Enstar
Group
Enstar Proforma Proforma Limited-
Six Months Ended June 30,2007: _Growp __BH EGI  InterOcean Adjustment  Subtotal _Gordlan  Adjustment Proforma
Total income $ 38,769 $ 2,819 $2,280 $ 1,837 $ (2,400)(b) $ 43,305 $ 36,356 $ 2,229(a) $ 81,890
Total expenses (37,578) (1,547) 907 (244) 1,980(d) (36.482) 36,724 (21,071)(c)  (20,829)
Minority interest (4,415) — — — — (4,415) (21,924) 5,653(e) (20,686)
(Loss) earnings before extraordinary gain (3,224) 1,272 3,187 1,593 (420) 2,408 51,156 (13,189) 40,375
Extraordinary gain 15,683 — — — 15,683 — — 15,683
Net earnings (loss) $ 12,459 $ 1,272 $3,187 $ 1,593 §  (420) $ 18,091 §$ 51,156 §$ (13,189) $ 56,058
Earnings per ordinary share before
extraordinary gain — basic $ 350
Extraordinary gain — basic 1.36
Net earnings per ordinary share — basic $ 4386
Earnings per ordinary share before
extraordinary gain — diluted $ 342
Extraordinary gain — diluted 1.33
Net earnings per ordinary share — diluted $ 475

Notes to the Six Months Ended June 30,2007 Pro Forma Cond 1 Combined Income Stat t:

Income:

(a) Adjustment to conform the accounting policy for investments to that of the Company $ 2229

(b) Elimination of fees earned by Enstar prior to acquisition (2,400)

Expenses:

(c) (i) Adjustment to interest expense to reflect the financing costs of the acquisition for the period (10,521)
(ii) Adjustment to recognize amortization of fair value adjustments recorded at date of acquisition (9,881)
(iii) Adjustment to income taxes for pro forma adjustments (669)

(21,071)

(d) Elimination of fees paid prior to acquisition 1,980

(e) Reflect minority interest’s share of net proforma income statement adjustments 5,653

On June 16,2006, an indirect subsidiary of the Company, Virginia Holdings Ltd., entered into a definitive agreement with Dukes
Place Holdings, L.P., a portfolio company of GSC European Mezzanine Fund II, L.P., for the purchase of 44.4% of the outstanding
capital stock of Stonewall Acquisition Corporation. Stonewall Acquisition Corporation is the parent of two Rhode Island-domiciled
insurers, Stonewall Insurance Company and Seaton Insurance Company, both of which are in run-off. The purchase price was
$20.4 million. On May 27,2008, the Rhode Island Department of Business Regulation issued an order approving the proposed
acquisition. The acquisition was completed on June 13,2008 and was funded from available cash on hand.
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2. ACQUISITIONS — (cont’d)

The acquisition has been accounted for using the purchase method of accounting, which requires that the acquirer record the assets
and liabilities acquired at their estimated fair value. The following represents the Company’s 44.4% share:

Purchase price $20,444
Direct costs of acquisition 987
Total purchase price $21431
Net assets acquired at fair value $21,431

The following summarizes the Company’s 44.4% share of the estimated fair values of the assets acquired and the liabilities assumed
as of the date of acquisition:

Cash and investments $ 58,121
Reinsurance balances receivable 187,964
Losses and loss adjustment expenses (217,044)
Reinsurance balances payable (3,049)
Accounts payable and accrued liabilities (4,561)
Net assets acquired at fair value $ 21431

The Company is in the process of finalizing its purchase price allocation, which is expected to be completed next quarter, and as a
result the allocation of the purchase price may be subject to change.

On June 20, 2008, the Company, through its wholly-owned subsidiary Enstar Acquisitions Limited, or EAL, announced a firm
intention to make an offer to all of the shareholders of Goshawk Insurance Holdings Plc, or Goshawk, at 5.2 pence (approximately
$0.103) for each share (the “Offer”). Goshawk owns Rosemont Reinsurance Limited, a Bermuda-based reinsurer that wrote primarily
property and marine business, which was placed into run-off in October 2005. On July 14,2008, the Offer was sent to Goshawk’s
shareholders. Shareholders have until August 19,2008 to accept the Offer. The Offer values Goshawk at approximately £45.7 million
(approximately $87.5 million) in the aggregate. As at August 7, 2008, shareholders representing approximately 83.0% of Goshawk had
either sold their shares to EAL or had accepted the Offer. It is anticipated that further acceptances will be forthcoming during the
remaining period of the Offer. The Offer is conditioned on obtaining a third party consent and regulatory approval, and receipt of valid
acceptances of the Offer of at least 90% of Goshawk shares carrying voting rights.

The Company intends to finance approximately 50% of the acquisition price using a $45.0 million credit facility provided by a
London-based bank, a contribution of 12.5% of the acquisition price from the Flowers Fund, by way of non-voting equity participation,
and the remainder from available cash on hand. The interest rate on the credit facility is 2.25% above LIBOR and the facility is payable
within three years and will be secured by a first charge over the Company’s shares in Goshawk.

On July 2, 2008, the Company entered into a definitive agreement with British Nuclear Fuels plc, for the purchase of all of the
outstanding capital stock of Electricity Producers Insurance Company (Bermuda) Limited, or EPIC, for total consideration of
approximately £35.0 million (approximately $68.1 million). The purchase price will be financed by approximately $34.0 million from a
credit facility provided by a London-based bank; approximately $10.2 million from the Flowers Fund, by way of non-voting equity
participation, and the remainder from available cash on hand. Following approval of the transaction by the Bermudian regulatory
authorities on August 5, 2008, the Company expects the transaction to close no later than August 14, 2008. The interest on the
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2. ACQUISITIONS — (cont’d)

bank loan is LIBOR plus 2.25%. The facility is repayable within four years and will be secured by a first charge over the Company’s
shares in EPIC.

3. SIGNIFICANT NEW BUSINESS

In December 2007, the Company, in conjunction with JCF FPK I L.P. (“JCF FPK”) and a newly-hired executive management team,
formed U.K.-based Shelbourne Group Limited (“Shelbourne”) to invest in Reinsurance to Close or “RITC” transactions (the transferring
of liabilities from one Lloyd’s Syndicate to another) with Lloyd’s of London insurance and reinsurance syndicates in run-off. JCF FPK is
a joint investment program between Fox-Pitt, Kelton, Cochran, Caronia & Waller (“FPK”) and the Flowers Fund. Shelbourne is a holding
company of a Lloyd’s Managing Agency, Shelboume Syndicate Services Limited. The Company owns 50.1% of Shelbourne, which in
turn owns 100% of Shelbourne Syndicate Services Limited, the Managing Agency for Lloyd’s Syndicate 2008, a syndicate approved by
Lloyd’s of London on December 16,2007 to undertake RITC transactions with Lloyd’s syndicates in run-off. In February 2008, Lloyd’s
Syndicate 2008 entered into RITC agreements with four Lloyd’s syndicates with total gross insurance reserves of approximately
$471.2 million.

On February 29,2008, the Company funded its capital commitment of approximately £36.0 million (approximately $72.0 million)
by way of a letter of credit issued by a London-based bank to Lloyd’s Syndicate 2008. The letter of credit was secured by a parental
guarantee from the Company in the amount of £12.0 million (approximately $24.0 million); approximately £11.0 million
(approximately $22.0 million) from the Flowers Fund (acting in its own capacity and not through JCF FPK), by way of a non-voting
equity participation; and approximately £13.0 million (approximately $26.0 million) from available cash on hand. JCF FPK’s capital
commitment to Lloyd’s Syndicate 2008 is approximately £14.0 million (approximately $28.0 million).

The Flowers Fund is a private investment fund advised by J.C. Flowers & Co. LLC. J. Christopher Flowers, a member of the
Company’s board of directors and one of its largest shareholders, is the founder and Managing Member of J.C. Flowers & Co. LLC. John
J. Oros, the Company’s Executive Chairman and a member of its board of directors, is a Managing Director of J.C. Flowers & Co LLC.
Mr. Oros splits his time between J.C. Flowers & Co. LLC and the Company. An affiliate of the Flowers Fund controls approximately 41%
of FPK.
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4. INVESTMENTS

Available-for-sale

The amortized cost and estimated fair value of investments in debt securities classified as available-for-sale are as follows:

Gross Gross
Unrealized Unrealized
Amortized Holding Holding Fair
Cost Gains Losses Value

As at June 30,2008
U.S. Treasury and Agency securities $106,472 $ 285 $ (1,251)  $105,506
Non-U.S. Government securities 196,209 2,298 (2,555) 195,952
Corporate debt securities 168,932 2 (2,409) 166,525
Other debt securities 6,582 — — 6,582
Short term investments 38,210 746 (12) 38,944

$516.405 $ 3331 $ (6.227) $513,509
As at December 31,2007
Corporate debt securities $ 757 $ 42 $  (170) $ 629
Other debt securities 6,249 — — 6,249
Short term investments 15,480 — — 15,480

$ 22486 $ 42 $  (170) $ 22358

The gross unrealized losses on available-for-sale debt securities as at June 30 were split as follows:
_2008 2007
Due within one year $ 172 $ —
After 1 through 5 years 3,675 —
After 5 through 10 years 1,924 —
After 10 years 456 170
$6,227 $170

As at June 30,2008 the number of securities classified as available-for-sale in an unrealized loss position was 152, with a fair value

0f $430.9 million. None of these securities has been in an unrealized loss position for 12 months or longer.
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4. INVESTMENTS — (cont’d)
Held-to-maturity

The amortized cost and estimated fair value of investments in debt securities classified as held-to-maturity are as follows:

Gross Gross
Unrealized Unrealized
Amortized Holding Holding Fair
Cost Gains Losses Value
As at June 30,2008
U.S. Treasury and Agency securities $ 52,439 $ 834 $  (247) $ 53,026
Non-U.S. Government securities 2,760 — 4) 2,756
Corporate debt securities 55,363 175 (837) 54,701

$110,562 $ 1,009 $ (1,088) $110.483

As at December 31.2007

U.S. Treasury and Agency securities $132,332 $ 816 $  (314) $132,834
Non-U.S. Government securities 2,534 — (12) 2,522
Corporate debt securities 76,149 159 (666) 75,642

$211,015 $ 975 $  (992) $210,998

The gross unrealized losses on held-to-maturity debt securities as at June 30 were split as follows:

2008 2007

Due within one year $ 78 $161
After 1 through 5 years 213 217
After 5 through 10 years 86 13
After 10 years 711 601
SL088  $992

As at June 30,2008, the number of securities classified as held-to-maturity in an unrealized loss position was 36 with a fair value of
$33.7 million. Of these securities, the number of securities that have been in an unrealized loss position for 12 months or longer was 32
with a fair value of $20.0 million. As of June 30, 2008, none of these securities were considered to be other than temporarily impaired.
The Company has the intent and ability to hold these securities until their maturities. The unrealized losses from these securities were
not a result of credit, collateral or structural issues.

The amortized cost and estimated fair values as at June 30, 2008 of debt securities classified as held-to-maturity by contractual
maturity are shown below.

Amortized Fair

Cost Value
Due within one year $ 51,803 $ 51,951
After 1 through 5 years 50,763 51,213
After 5 through 10 years 1,906 1,820
After 10 years 6,090 5,499

$110,562 $110.483
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4. INVESTMENTS — (cont’d)

Actual maturities could differ from contractual maturities because borrowers may have the right to call or prepay obligations with
or without call or prepayment penalties.

Trading

The estimated fair value of investments in debt securities and short-term investments classified as trading securities as of June 30
was as follows:

2008 2007
U.S. Treasury and Agency securities $ 73412 $237,943
Non-U.S. Government securities — 3,244
Corporate debt securities 39,124 82,436

$112,536 $323,623

Other Investments

As at June 30,2008 and December 31,2007, the Company had $141.3 million and $75.3 million, respectively, of other
investments recorded in limited partnerships, limited liability companies and equity funds. These other investments represented 5.1%
and 4.2% of'total investments and cash and cash equivalents as at June 30,2008 and December 31,2007, respectively. All of the
Company’s other investments relating to its investments in limited partnerships and limited liability companies are subject to
restrictions on redemptions and sales which are determined by the governing documents and limit the Company’s ability to liquidate
these investments in the short term. Due to a lag in the valuations reported by the managers, the Company records changes in the
investment value with up to a three-month lag. These investments are accounted for under the equity method. As at June 30,2008 and
December 31,2007, the Company had unfunded capital commitments relating to its other investments of $27.7 million and
$74.6 million, respectively. As at June 30, 2008, 69.0% of the other investments are with a related party.

In accordance with FAS 157, the Company has categorized its investments held at June 30,2008 between levels as follows:

Total Fair

Level 1 Level 2 Level 3 Value
Fixed maturities - available for sale $ — $513,509 $ — $513,509
Fixed maturities - trading — 111,485 1,051 112,536
Equity securities 4,610 — — 4,610
Other investments — — 141,328 141,328
Total investments $4,610 $624,994 $142,379 $771,983
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4. INVESTMENTS — (cont’d)

The following table presents a reconciliation of the beginning and ending balances for all investments measured at fair value on a
recurring basis using Level 3 inputs during the quarter ended June 30,2008:

Fixed
Maturity Equity Other
Investments Securities Investments Total
Level 3 investments as of April 1,2008 $ 1,051 $ — $ 105,391 $106,442
Net purchases (sales and distributions) — — 28,507 28,507
Total realized and unrealized losses — — 7,430 7,430
Net transfers in and/or (out) of Level 3 — — —
Level 3 investments as of June 30,2008 $ 1,051 $ — $ 141,328 $142,379

The amount of total losses for the six-month period included in earnings attributable to the fair value of changes in assets still held
at the reporting date was $21.9 million.

The following table presents a reconciliation of the beginning and ending balances for all investments measured at fair value on a
recurring basis using Level 3 inputs during the six-months ended June 30, 2008:

Fixed
Maturity Equity Other
Investments Securities Investments Total

Level 3 investments as of January 1,2008 $ 1,051 $ — $ 75300 $ 76,351

Net purchases (sales and distributions) — — 83,968 83,968

Total realized and unrealized losses — — (17,940) (17,940)

Net transfers in and/or (out) of Level 3 — — —
Level 3 investments as of June 30,2008 $ 1,051 $ — $ 141,328 $142,379

5. LOANS PAYABLE

On May 8, 2008, the Company fully repaid the outstanding principal and accrued interest on the loan used to partially finance the
acquisition of Brampton Insurance Company Limited totaling $19.9 million.

6. EMPLOYEE BENEFITS

Our share-based compensation plans provide for the grant of various awards to our employees and to members of the board of
directors. These are described in Note 12 to the Consolidated Financial Statements contained in our Annual Report on Form 10-K for the
year ended December 31,2007. The information below includes both the employee and director components of our share-based
compensation.

(a) Employee share plans

‘Weighted
Average Fair
Number of Value of
Shares the Award per Share

Nonvested — January 1,2008 25,862 $ 122.42
Granted 28,069 95.11
Vested (40,182) 100.97
Nonvested — June 30,2008 13,749 87.50
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6. EMPLOYEE BENEFITS — (cont’d)
i) 2004 - 2005 employee share plan

Compensation costs of $0.1 million and $0.3 million relating to the issuance of share-awards to employees of the Company in 2004
and 2005 have been recognized in the Company’s statement of earnings for the three and six months ended June 30, 2008, respectively,
as compared to $0.2 million and $2.0 million for the three and six months ended June 30,2007, respectively.

The determination of the share-award expenses was based on the fair-market value per common share of EGI as of the grant date and
is recognized over the vesting period.

As of June 30, 2008, total unrecognized compensation costs related to the non-vested share awards amounted to $0.3 million.
These costs are expected to be recognized over a weighted average period of 0.66 years.

ii) 2006-2010 Annual Incentive Plan and 2006 Equity Incentive Plan

For the six months ended June 30,2008 and 2007, 27,140 and 38,387 shares were awarded to directors, officers and employees
under the 2006 Equity Incentive Plan. The total value of the award for the six months ended June 30,2008 was $2.6 million and was
charged against the 2006-2010 Annual Incentive Plan accrual established for the year ended December 31,2007. The total value of the
award for the six months ended June 30,2007 was $3.8 million of which $0.5 million was charged as an expense for the six months
ended June 30,2007 and $3.3 million was charged against the 2006-2010 Annual Incentive Plan accrual established for the year ended
December 31,2006.

The accrued expense relating to the 2006-2010 Annual Incentive Plan for the three and six months ended June 30, 2008 was
$2.0 million and $4.0 million, respectively, as compared to $1.9 million and $4.3 million for the three and six months ended June 30,
2007, respectively.

iii) Enstar Group Limited Employee Share Purchase Plan

On February 26,2008, the Company’s board of directors approved the Amended and Restated Enstar Group Limited Employee
Share Purchase Plan (“the Plan”), and subsequently, on June 11,2008, the Company’s shareholders approved the Plan at the Annual
General Meeting.

Compensation costs of approximately $0.1 million relating to the shares issued have been recognized in the Company’s statement
of earnings for the three and six-months ended June 30,2008. As at June 30,2008, 929 shares have been issued to employees under the

Plan.
(b) Options

‘Weighted

Average Intrinsic

Number of Exercise Value of
Shares Price Shares

Outstanding — January 1,2008 490,371 $ 2540 —
Granted — — —
Exercised — — —
Forfeited — — —
Outstanding — June 30,2008 490,371 $ 2540 $30,452
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6. EMPLOYEE BENEFITS — (cont’d)

Stock options outstanding and exercisable as of June 30, 2008 were as follows:

Ranges of ‘Weighted Average
Exercise Number of ‘Weighted Average Remaining
Prices Options Exercise Price Contractual Life
$10-20 323,645 $ 17.20 2.6 years
$40 - 60 166,726 4132 5.2 years

(c) Deferred Compensation and Stock Plan for Non-Employee Directors

EGI, prior to its merger with a subsidiary of the Company (the “Merger”), had in place a Deferred Compensation and Stock Plan for
Non-Employee Directors which permitted non-employee directors to receive all or a portion of their retainer and meeting fees in common
stock and to defer all or a portion of their retainer and meeting fees in stock units. Upon completion of the Merger, each stock unit was
converted from a right to receive a share of EGI common stock into a right to receive an Enstar Group Limited ordinary share. No
additional amounts will be deferred under the plan.

On June 5,2007, the Compensation Committee of the board of directors of the Company approved the Enstar Group Limited
Deferred Compensation and Ordinary Share Plan for Non-Employee Directors (the “EGL Deferred Compensation Plan™)

The EGL Deferred Compensation Plan became effective immediately. The EGL Deferred Compensation Plan provides each member
of the Company’s board of directors who is not an officer or employee of the Company or any of its subsidiaries (each, a “Non-Employee
Director”) with the opportunity to elect (i) to receive all or a portion of his or her compensation for services as a director in the form of
the Company’s ordinary shares instead of cash and (ii) to defer receipt of all or a portion of such compensation until retirement or
termination.

Non-Employee Directors electing to receive compensation in the form of ordinary shares will receive whole ordinary shares (with
any fractional shares payable in cash) as of the date compensation would otherwise have been payable. Non-Employee Directors electing
to defer compensation will have such compensation converted into share units payable as a lump sum distribution after the director’s
“separation from service” as defined under Section 409A of the Internal Revenue Code of 1986, as amended. The lump sum share unit
distribution will be made in the form of ordinary shares, with fractional shares paid in cash.

For the six months ended June 30,2008 and 2007, 1,987 and Nil share units, respectively, were credited to the accounts of Non-
Employee Directors under the plan.

20




Table of Contents

ENSTAR GROUP LIMITED

NOTES TO THE UNAUDITED CONDENSED
CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

7. EARNINGS PER SHARE

The following tables set forth the comparison of basic and diluted earnings per share for the three and six-month periods ended
June 30,2008 and 2007.

Three Months Three Months
Ended Ended
June 30, June 30,
2008 2007
Basic eamings per share
Earnings before extraordinary gain $ 11,173 $ 10,904
Weighted average shares outstanding — basic 11,959,125 11,916,013
Earnings per share before extraordinary gain — basic $ 0.93 $ 0.92
Diluted earnings per share
Earnings before extraordinary gain $ 11,173 $ 10,904
Weighted average shares outstanding — basic 11,959,125 11,916,013
Share equivalents:
Unvested Shares 14,548 30,242
Options 261,550 258,307
Restricted share units 3,133 —
Weighted average shares outstanding — diluted 12,238,356 12,204,562
Earnings per share before extraordinary gain — diluted $ 091 $ 0.89
Six Months Six Months
Ended Ended
June 30, June 30,
2008 2007
Basic earings per share
(Loss) earnings before extraordinary gain $ (12,336) $ 8,595
Weighted average shares outstanding — basic 11,943,330 11,540,318
(Loss) earnings per share before extraordinary gain — basic $ (1.03) $ 0.74
Diluted eamings per share
(Loss) earnings before extraordinary gain $ (12,336) $ 8,595
Weighted average shares outstanding — basic 11,943,330 11,540,318
Share equivalents:
Unvested Shares — 61,096
Options — 215811
Restricted share units — —
Weighted average shares outstanding — diluted 11,943,330 11,817,225
(Loss) earnings per share before extraordinary gain — diluted $ (1.03) $ 0.73
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7. EARNINGS PER SHARE — (cont’d)

The following securities have not been included in the computation of diluted earnings per share for the six months ended June 30,
2008 because to do so would have been anti-dilutive for the period presented.

Six Months
Ended
June 30,
§hare equivalents _ 2008
Unvested Shares 20,205
Options 257,859
Restricted share units 2,637
Total 280,701

The weighted average ordinary shares outstanding shown for the six months ended June 30,2007 reflect the conversion of Class A,
B, C and D shares to ordinary shares on January 31,2007, as part of the recapitalization completed in connection with the Merger, as if
the conversion occurred on January 1,2007. For the three and six months ended June 30,2007, the ordinary shares issued to acquire EGI
are reflected in the calculation of the weighted average ordinary shares outstanding from January 31,2007, the date of issue.

In July 2008, the Company completed the sale to the public of 1,372,028 newly-issued ordinary shares, inclusive of the
underwriters’ over-allotment. The shares were priced at $87.50 per share and the Company received net proceeds of approximately
$116.8 million, after underwriting fees and other expenses of approximately $3.3 million.

8. COMMITMENTS AND CONTINGENCIES

As at June 30,2008, the Company has guaranteed the obligations of two of'its subsidiaries in respect of letters of credit issued on
their behalf by London-based banks in the amount of £19.5 million (approximately $38.7 million) in respect of capital commitments to
Lloyds Syndicate 2008 and insurance contract requirements of one of the subsidiaries. The guarantees will be triggered should losses
incurred by the subsidiaries exceed available cash on hand resulting in the letters of credit being drawn. As at June 30, 2008, the
Company has not recorded any liabilities associated with the guarantees.

9. RELATED PARTY TRANSACTIONS

The Company has entered into certain transactions with companies and partnerships that are affiliated with J. Christopher Flowers
and John J. Oros. Messrs Flowers and Oros are members of the Company’s board of directors and Mr. Flowers is one of the largest
shareholders of Enstar.

The Company had, as of June 30,2008 and December 31,2007, investments in entities affiliated with Mr. Flowers with a total
value of $97.5 million and $71.6 million, respectively, and outstanding commitments to entities managed by Mr. Flowers, for the same
periods, of $21.4 million and $76.3 million, respectively. The Company’s outstanding commitments may be drawn down over
approximately the next six years. Subsequent to June 30,2008, the Company funded $14.4 million of its remaining outstanding capital
commitments of $21.4 million to entities affiliated with Mr. Flowers.

Related party investments associated with Messrs. Flowers and Oros, as at June 30, 2008, accounted for 77.3% of the total unfunded
capital commitments of the Company, 68.9% of the total amount of investments classified as other investments by the Company and
100% of'the total decrease in fair value of other investments for the six months ended June 30,2008 by the Company.

In July 2008, FPK acted as lead managing underwriter in the Company’s sale to the public 0f 1,372,028 ordinary shares, inclusive
of the underwriters’ over-allotment, at a public offering price of $87.50 per share (the
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“Offering”). The underwriters purchased the shares at a 2% discount to the public offering price. The Company received net proceeds of
approximately $116.8 million in the Offering. An affiliate of the Flowers Fund controls approximately 41% of FPK. In addition, the
Flowers Fund and certain of its affiliated investment partnerships purchased 285,714 ordinary shares with a value of approximately

$25 million in the Offering at the public offering price.

10. SEGMENT INFORMATION

The determination of reportable segments is based on how senior management monitors the Company’s operations. The Company
measures the results of its operations under two major business categories: reinsurance and consulting.

Consulting fees for the reinsurance segment are intercompany fees paid to the consulting segment. Salary and benefits for the
reinsurance segment relate to the discretionary bonus expense on the net income after taxes of the reinsurance segment.

Consulting fees
Net investment income
Net realized gain

Net decrease in loss and loss adjustment expense liabilities
Salaries and benefits

General and administrative expenses

Interest expense

Net foreign exchange gain

Earmings before income taxes and minority interest
Income taxes

Minority interest

Net earnings

23

Three Months Ended June 30, 2008

Reinsurance Consulting Total
$  (9.037) $ 12,615 $ 3,578
19,512 1,707 21,219
1,014 — 1,014
11,489 14,322 25811
(25,483) — (25,483)
5,172 8,775 13,947
8,968 5,004 13,972
7,643 — 7,643
(4,932) 3) (4,935)
(8,632) 13,776 5,144
20,121 546 20,667
(3,186) ) (3,193)
(6,301) — (6,301)

$ 10,634 $ 539 $ 11,173
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Three Months Ended June 30, 2007

Reinsurance Consulting Total

Consulting fees $  (6,653) $ 10479 $ 3.826
Net investment income 16,198 778 16,976
Net realized loss (132) — (132)

9,413 11,257 20,670
Net increase in loss and loss adjustment expense liabilities (805) — (805)
Salaries and benefits 2,239 8,121 10,360
General and administrative expenses 2,698 5217 7915
Interest expense 1,307 — 1,307
Net foreign exchange (gain) loss (3,095) 26 (3,069)

2,344 13,364 15,708
Earnings (loss) before income taxes and minority interest 7,069 (2,107) 4,962
Income taxes 7,934 175 8,109
Minority interest (2,167) — (2,167)
Net earnings (loss) $ 12836 $ (1,932) $10,904

Six Months Ended June 30, 2008

Reinsurance Consulting Total

Consulting fees $ (16,285) $ 25918 $ 9,633
Net investment income (loss) 25,010 (3,201) 21,809
Net realized (loss) 70) — @0)

8,655 22,717 31372
Net decrease in loss and loss adjustment expense liabilities (24,798) — (24,798)
Salaries and benefits 7,234 18,070 25,304
General and administrative expenses 17,257 8,626 25,883
Interest expense 10,958 — 10,958
Net foreign exchange gain (5,895) 375) (6,270)

4756 26,321 31,077
Earnings (loss) before income taxes and minority interest 3,899 (3,604) 295
Income taxes (4,747) 1,793 (2,954)
Minority interest (9,677) — (9,677)
Loss before extraordinary gain (10,525) (1,811) (12,336)
Extraordinary gain 35,196 — 35,196
Net earnings (loss) $ 24,671 $ (1,811) $ 22,860
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ENSTAR GROUP LIMITED
NOTES TO THE UNAUDITED CONDENSED
CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
10. SEGMENT INFORMATION — (cont’d)

Six Months Ended June 30, 2007

Reinsurance Consulting Total

Consulting fees $ (12,851) $ 21,338 $ 8,487
Net investment income 33,285 1,471 34,756
Net realized gains 439 — 439

20,873 22,809 43,682
Net increase in loss and loss adjustment expense liabilities 1,705 — 1,705
Salaries and benefits 5,103 18,059 23,162
General and administrative expenses 5,003 8,585 13,588
Interest expense 2,325 — 2,325
Net foreign exchange (gain) loss (3,088) 73 (3,015)

11,048 26,717 37,765
Earnings (loss) before income taxes and minority interest 9,825 (3,908) 5917
Income taxes 7,826 (733) 7,093
Minority interest (4,415) — (4,415)
Net earnings (loss) before extraordinary gain 13,236 (4,641) 8,595
Extraordinary gain 15,683 — 15,683
Net earnings (loss) $ 28919 $ (4,641) $24,278

25




Table of Contents

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders
of Enstar Group Limited

We have reviewed the accompanying condensed consolidated balance sheet of Enstar Group Limited and subsidiaries (the
“Company”) as of June 30, 2008, the related condensed consolidated statements of earnings and comprehensive income for the three-
month and six-month periods ended June 30,2008 and June 30,2007, and changes in shareholders’ equity and cash flows for the six-
month periods ended June 30,2008 and 2007. These interim financial statements are the responsibility of the Company’s management.

We conducted our review in accordance with standards of the Public Company Accounting Oversight Board (United States). A
review of interim financial information consists principally of applying analytical procedures and making inquiries of persons
responsible for financial and accounting matters. It is substantially less in scope than an audit conducted in accordance with standards of
the Public Company Accounting Oversight Board (United States), the objective of which is the expression of an opinion regarding the
financial statements taken as a whole. Accordingly, we do not express such an opinion.

Based on our review, we are not aware of any material modifications that should be made to such condensed consolidated interim
financial statements for them to be in conformity with accounting principles generally accepted in the United States of America.

We have previously audited, in accordance with standards of the Public Company Accounting Oversight Board (United States), the
consolidated balance sheet of Enstar Group Limited and subsidiaries as of December 31,2007, and the related consolidated statements of
earnings, comprehensive income, changes in shareholders’ equity, and cash flows for the year then ended (not presented herein); and in
our report dated February 29, 2008, we expressed an unqualified opinion on those consolidated financial statements. In our opinion, the
information set forth in the accompanying condensed consolidated balance sheet as of December 31,2007 is fairly stated, in all material
respects, in relation to the consolidated balance sheet from which it has been derived.

/s/ Deloitte & Touche

Hamilton, Bermuda
August 11,2008
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Item 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following is a discussion and analysis of our results of operations for the three and six months ended June 30,2008 and 2007.
This discussion and analysis should be read in conjunction with the attached unaudited consolidated financial statements and notes
thereto and the audited consolidated financial statements and notes thereto contained in our Annual Report on Form 10-K for the fiscal
year ended December 31,2007.

Business Overview

Enstar Group Limited was formed in August 2001 under the laws of Bermuda to acquire and manage insurance and reinsurance
companies in run-off, and to provide management, consulting and other services to the insurance and reinsurance industry.

Since our formation we, through our subsidiaries, have acquired a number of insurance and reinsurance companies and are now
administering those businesses in run-off. We derive our net earnings from the ownership and management of these companies primarily
by settling insurance and reinsurance claims below the recorded loss reserves and from returns on the portfolio of investments retained to
pay future claims. In addition, we have formed other businesses that provide management and consultancy services, claims inspection
services and reinsurance collection services to our affiliates and third-party clients for both fixed and success-based fees.

Recent Transactions

In July 2008, we completed the sale to the public of 1,372,028 newly-issued ordinary shares, inclusive of the underwriters’ over-
allotment, or the Offering. The shares were priced at $87.50 per share and we received net proceeds of approximately $116.8 million,
after underwriting fees and other expenses of approximately $3.3 million. Fox-Pitt Kelton Cochran Caronia Waller (USA) LLC, or FPK,
served as lead managing underwriter in the Offering. J.C. Flowers II, L.P., or the Flowers Fund, and certain of its affiliated investment
partnerships purchased 285,714 ordinary shares with a value of approximately $25 million in the Offering at the public offering price.

On July 2,2008, we entered into a definitive agreement with British Nuclear Fuels plc, for the purchase of all of the outstanding
capital stock of Electricity Producers Insurance Company (Bermuda) Limited, or EPIC, for total consideration of approximately
£35.0 million (approximately $68.1 million). The purchase price will be financed by approximately $34.0 million from a credit facility
provided by a London-based bank; approximately $10.2 million from the Flowers Fund by way of non-voting equity participation, and
the remainder from available cash on hand. Following approval of the transaction by the Bermudian regulatory authorities on August 5,
2008, we expect the transaction to close no later than August 14,2008. The interest on the bank loan is LIBOR plus 2.25%. The facility
is repayable within four years and will be secured by a first charge over our shares in EPIC.

The Flowers Fund is a private investment fund advised by J.C. Flowers & Co. LLC. J. Christopher Flowers, a member of our board of
directors and one of our largest shareholders, is the founder and Managing Member of J.C. Flowers & Co. LLC. John J. Oros, our
Executive Chairman and a member of our board of directors, is a Managing Director of J.C. Flowers & Co LLC. Mr. Oros splits his time
between J.C. Flowers & Co. LLC and us. In addition, an affiliate of the Flowers Fund controls approximately 41% of FPK.

On June 20, 2008, we, through our wholly-owned subsidiary Enstar Acquisitions Limited, or EAL, announced a firm intention to
make an offer to all of the shareholders of Goshawk Insurance Holdings Plc, or Goshawk, at 5.2 pence (approximately $0.103) for each
share, or the Offer. Goshawk owns Rosemont Reinsurance Limited, a Bermuda-based reinsurer that wrote primarily property and marine
business, which was placed into run-offin October 2005. On July 14,2008, the Offer was sent to Goshawk’s shareholders. Shareholders
have until August 19,2008 to accept the Offer. The Offer values Goshawk at approximately £45.7 million (approximately $87.5 million)
in the aggregate. As of August 7,2008, shareholders representing approximately 83.0% of Goshawk had either sold their shares to EAL
or had accepted the Offer. It is anticipated that further acceptances will be forthcoming during the remaining period of the Offer. The
Offer is conditioned on obtaining a third party consent and regulatory approval, and receipt of valid acceptances of the Offer of at least
90% of Goshawk shares carrying voting rights.
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We intend to finance approximately 50% of the acquisition price using a $45.0 million credit facility provided by a London-based
bank, a contribution of 12.5% of the acquisition price from the Flowers Fund, by way of non-voting equity participation, and the
remainder from available cash on hand. Each of the financing elements will be reduced pro rata in the event the final acceptance level of
Offer is less than 100%. The interest rate on the credit facility is 2.25% above LIBOR and the facility is payable within three years and
will be secured by a first charge over our shares in Goshawk.

On June 16,2006, our indirect subsidiary, Virginia Holdings Ltd., entered into a definitive agreement with Dukes Place Holdings,
L.P.,a portfolio company of GSC European Mezzanine Fund II, L.P., for the purchase of 44.4% of the outstanding capital stock of
Stonewall Acquisition Corporation. Stonewall Acquisition Corporation is the parent of two Rhode Island-domiciled insurers, Stonewall
Insurance Company and Seaton Insurance Company, both of which are in run-off. The purchase price was $20.4 million. On May 27,
2008, the Rhode Island Department of Business Regulation issued an order approving the proposed acquisition. The acquisition was
completed on June 13,2008 and was funded from available cash on hand.

On March 5, 2008, we completed the previously announced acquisition of AMP Limited’s, or AMP’s, Australian-based closed
reinsurance and insurance operations, or Gordian. The purchase price, including acquisition expenses, of AU$436.9 million
(approximately $405.4 million) was financed by approximately AU$301 million (approximately $276.5 million), including an
arrangement fee of AU$4.5 million (approximately $4.2 million), from bank financing provided jointly by a London-based bank and a
German bank in which the Flowers Fund is a significant shareholder of the German bank; approximately AU$41.6 million
(approximately $39.5 million) from the Flowers Fund, by way of non-voting equity participation; and approximately AU$98.7 million
(approximately $93.6 million) from available cash on hand.

On February 29,2008, we completed the previously announced acquisition of Guildhall Insurance Company Limited, or Guildhall,
a UK.-based insurance and reinsurance company that has been in run-off since 1986. The purchase price, including acquisition
expenses, of approximately £33.4 million (approximately $65.9 million) was financed by the drawdown of approximately £16.5 million
(approximately $32.5 million) from a U.S. dollar facility loan agreement with a London-based bank; approximately £5.0 million
(approximately $10.0 million) from the Flowers Fund, by way of non-voting equity participation; and approximately £11.9 million
(approximately $23.5 million) from available cash on hand.

In December 2007, we, in conjunction with JCF FPKIL.P., or JCF FPK, and a newly-hired executive management team formed
Shelbourne Group Limited, or Shelbourne, to invest in Reinsurance to Close or “RITC” transactions (the transferring of liabilities from
one Lloyd’s Syndicate to another) with Lloyd’s of London insurance and reinsurance syndicates in run-off. JCF FPK is a joint investment
program between FPK and the Flowers Fund. Shelbourne is a holding company of a Lloyd’s Managing Agency, Shelbourne Syndicate
Services Limited. We own 50.1% of Shelbourne, which in turn owns 100% of Shelbourne Syndicate Services Limited, the Managing
Agency for Lloyd’s Syndicate 2008, a syndicate approved by Lloyd’s of London on December 16,2007 to undertake RITC transactions
with Lloyd’s syndicates in run-off. In February 2008, Lloyd’s Syndicate 2008 entered into RITC agreements with four Lloyd’s
syndicates with total gross insurance reserves of approximately $471.2 million.

On February 29,2008, we funded our capital commitment of approximately £36.0 million (approximately $72.0 million) by way of
a letter of credit issued by a London-based bank to Lloyd’s Syndicate 2008. The letter of credit was secured by a parental guarantee from
us in the amount of £12.0 million (approximately $24.0 million); approximately £11.0 million (approximately $22.0 million) from the
Flowers Fund (acting in its own capacity and not through JCF FPK), by way of a non-voting equity participation; and approximately
£13.0 million (approximately $26.0 million) from available cash on hand. JCF FPK’s capital commitment to Lloyd’s Syndicate 2008 is
approximately £14.0 million (approximately $28.0 million).
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Results of Operations
The following table sets forth our selected consolidated statement of operations data for each of the periods indicated.

Six Months Ended

Three Months Ended June 30, June 30,
2008 2007 2008 2007
(in thousands of U.S. dollars)

INCOME
Consulting fees $ 3,578 $ 3,826 $ 9,633 $ 8,487
Net investment income 21,219 16,976 21,809 34,756
Net realized gains (losses) 1,014 (132) (70) 439

25,811 20,670 31,372 43,682
EXPENSES
Net (reduction) increase in loss and loss adjustment expense liabilities (25,483) (805) (24,798) 1,705
Salaries and benefits 13,947 10,360 25,304 23,162
General and administrative expenses 13,972 7915 25,883 13,588
Interest expense 7,643 1,307 10,958 2,325
Net foreign exchange gain (4,935) (3,069) (6,270) 3,015)

5,144 15,708 31,077 37,765

Earnings before income taxes and minority interest 20,667 4,962 295 5917
Income taxes (3,193) 8,109 (2,954) 7,093
Minority interest (6,301) (2,167) (9,677) (4,415)
Earnings (loss) before extraordinary gain 11,173 10,904 (12,336) 8,595
Extraordinary gain — Negative goodwill (2008: net of minority interest) — — 35,196 15,683
NET EARNINGS $ 11,173 $ 10,904  $22860  $24278

Comparison of Three Months Ended June 30,2008 and 2007

We reported consolidated net earnings of approximately $11.2 million for the three months ended June 30,2008 compared to
approximately $10.9 million for the same period in 2007. The increased income of approximately $0.3 million was primarily a result of
the following:

(i) increase in net investment income, net of realized gains (losses), of $5.4 million, primarily due to additional investment
income earned in the quarter as a result of increased cash and investments balances relating to acquisitions completed in the first
quarter of 2008; and

(ii) increase in the reduction in loss and loss adjustment expense liabilities of $24.7 million primarily due to reduction in
estimates of net ultimate losses related to one of our subsidiaries as a result of net favorable incurred loss development and related
reductions in IBNR reserves; partially offset by

(iii) an increase in salary and general administrative expenses of $9.6 million primarily due to costs incurred in respect of
acquisitions completed in the first quarter of 2008;

(iv) increased interest expense of $6.3 million attributable to an increase in bank borrowings used in the funding of the
acquisitions subsequent to June 30,2007, primarily in relation to the Gordian and Guildhall acquisitions;

(v) an increase in minority interest of $4.1 million primarily attributable to the minority economic interest held by third
parties in the earnings of Guildhall, Gordian and Shelbourne; and
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(vi) an increase in income tax expense of $11.3 million relating primarily to the increased tax liability of $6.3 million on the
results of our subsidiaries in tax paying jurisdictions and lower recoveries of $5.0 million in respect of amounts relating to the
expiry of the statute of limitations on certain of our previously recorded uncertain tax liabilities required by FASB Interpretation
No. 48, “Accounting for Uncertainty in Income Taxes, ” or FIN 48.

Consulting Fees:

Three Months Ended June 30,

2008 2007 Variance

(in thousands of U.S. dollars)
Consulting $12,615 $10,479 $ 2,136
Reinsurance (9,037) (6,653) (2,384)
Total $ 3,578 $ 3,826 $ (248)

We earned consulting fees of approximately $3.6 million and $3.8 million for the three months ended June 30,2008 and 2007,
respectively.

Internal management fees of $9.0 million and $6.7 million were paid in the three months ended June 30,2008 and 2007,
respectively, by our reinsurance companies to our consulting companies. The increase in fees paid by the reinsurance segment was due
primarily to the fees paid by reinsurance companies that were acquired subsequent to June 30,2007.

Net Investment Income and Net Realized Gains/(Losses):

Three Months Ended June 30,
Net Realized

Net Investment Income Gains/(Losses)
2008 2007 Variance 2008 2007 Variance
(in thousands of U.S. dollars)
Consulting $ 1,707 $ 778 $ 929 $ 0 $ 0 $ 0
Reinsurance 19,512 16,198 3,314 1,014 (132) 1,146
Total $ 21219 $ 16,976 $ 4243 $1,014 $(132) $ 1,146

Net investment income for the three months ended June 30, 2008 increased by $4.2 million to $21.2 million, as compared to
$17.0 million for the three-months ended June 30,2007. The increase in net investment income was primarily attributable to the increase
in average cash and investment balances from $1,470.3 million to $2,522.1 million for the three months ended June 30,2007 and 2008,
respectively, along with a net increase in the fair value of our private equity investments, which is included in investment income. The
increase in average cash and investment balances was primarily attributable to cash and investment portfolios of reinsurance companies
acquired subsequent to June 30,2007.

Net realized gains (losses) for the three months ended June 30,2008 and 2007 were $1.0 million and $(0.1) million, respectively.
Based on our current investment strategy, we do not expect net realized gains and losses to be significant in the foreseeable future.

The average return on the cash and fixed maturities investments for the three month period ended June 30,2008 was 2.88%, as
compared to the average return of 4.58% for the three-month period ended June 30,2007. The decrease in yield was primarily the result
of decreasing U.S. interest rates — the U.S. Federal Funds Rate decreased from an average of 5.25% to an average of2.08% for the three
months ended June 30,2007 and June 30,2008, respectively. In respect of our fixed income investments as of June 30, 2008, 74.3% had
a Standard & Poor’s credit rating of AAA.

Fair Value Measurements

On January 1,2008, we adopted FAS 157, “Fair Value Measurements,” or FAS 157, which defines fair value as the price that would
be received to sell an asset or paid to transfer a liability (i.e., the “exit price”) in an orderly
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transaction between market participants at the measurement date. See Note 1 of our Unaudited Condensed Consolidated Financial
Statements for a further discussion of this new standard.

The following is a summary of valuation techniques or models we use to measure fair value by asset and liability classes, which
have not changed significantly since December 31,2007.

Fixed Maturity Investments

Our fixed maturity portfolio is managed by three investment advisors. Through these third parties, we use nationally recognized
pricing services, including pricing vendors, index providers and broker-dealers to estimate fair value measurements for all of our fixed
maturity investments. These pricing services include Lehman Index, Reuters Pricing Service, FT Interactive Data and others.

The pricing service uses market quotations for securities (e.g., public common and preferred securities) that have quoted prices in
active markets. When quoted market prices are unavailable, the pricing service prepares estimates of fair value measurements for these
securities using its proprietary pricing applications, which include available relevant market information, benchmark curves,
benchmarking of like securities, sector groupings, and matrix pricing.

With the exception of one security held within our trading portfolio, the fair value estimates of our fixed maturity investments are
based on observable market data. We have therefore included these as Level 2 investments within the fair value hierarchy. The one
security in our trading portfolio that does not have observable inputs has been included as a Level 3 investment within the fair value
hierarchy.

To validate the techniques or models used by the pricing services, we compare the fair value estimates to our knowledge of the
current market and will challenge any prices deemed not to be representative of fair value.

Further, on a quarterly basis, we evaluate whether the fair value of a fixed maturity security is other-than-temporarily impaired when
its fair value is below amortized cost. To make this assessment we consider several factors including (i) the time period during which
there has been a decline below cost, (ii) the extent of the decline below cost, (iii) our intent and ability to hold the security, (iv) the
potential for the security to recover in value, (v) an analysis of the financial condition of the issuer, and (vi) an analysis of the collateral
structure and credit support of the security, if applicable. If we conclude a security is other-than-temporarily impaired, we write down the
amortized cost of the security to fair value, with a charge to net realized investment gains (losses) in the Consolidated Statement of
Operations.

Equity securities

Our equity securities are managed by an external advisor. Through this third party, we use nationally recognized pricing services,
including pricing vendors, index providers and broker-dealers to estimate fair value measurements for all of our equity securities. These
pricing services include FT Interactive Data and others.

We have categorized all of our equity securities as Level 1 investments as they are based on quoted prices in active markets for
identical assets or liabilities.

Other Investments

For our investments in limited partnerships, limited liability companies and equity funds, we measure fair value by obtaining the
most recently published net asset value as advised by the external fund manager or third party administrator. The financial statements of
each fund generally are provided to us on a quarterly basis, using fair value measurement for the underlying investments. For all public
companies within the funds we have valued the investments based on the latest share price. Affirmative Investment LLC’s value is based
on the market value of the shares of Affirmative Insurance Holdings, Inc.

All of our other investments relating to our investments in limited partnerships and limited liability companies are subject to
restrictions on redemptions and sales which are determined by the governing documents and limit our ability to liquidate those
investments in the short term. We have classified our other investments as Level 3 investments as they reflect our own assumptions about
valuations that market participants might use.
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For the three months ended June 30,2008, we incurred a $7.4 million gain in fair value on our other investments. This unrealized
gain was included in our net investment income.

The following table summarizes all of our financial assets and liabilities measured at fair value at June 30,2008, by FAS 157

hierarchy:

Quoted Prices in Significant Significant

Active Markets for Other Observable Unobservable
Identical Assets Inputs Inputs Total Fair
(Level 1) (Level 2) (Level 3) Value

Assets
Fixed maturity investments $ — $ 624,994 $ 1,051 $626,045
Equity securities 4,610 — — 4,610
Other investments — — 141,328 141,328
Total $ 4,610 $ 624,994 $ 142,379 $771,983
As a percentage of total assets 0.1% 17.6% 4.0% 21.8%

Net Reduction in Loss and Loss Adjustment Expense Liabilities:

The net reduction in loss and loss adjustment expense liabilities for the three months ended June 30, 2008 and 2007 was
$25.5 million and $0.8 million, respectively. The change in the three months ended June 30, 2008 is primarily attributable to a reduction
in the estimates of net ultimate losses of $25.2 million and a reduction in estimates of loss adjustment expense liabilities of
$12.2 million, relating to 2008 run-off activity, partially offset by the amortization, over the estimated payout period, of fair value
adjustments relating to companies acquired amounting to $11.8 million.

The reduction in estimates of net ultimate losses of $25.2 million for the three months ended June 30, 2008 was primarily
attributable to the reduction in estimates of net ultimate losses of $25.5 million related to one of our subsidiaries which was comprised of
net favorable incurred loss development of $12.1 million and related reductions in IBNR reserves of $13.4 million. The net favorable
incurred loss development of $12.1 million, whereby net advised case and LAE reserves of $21.2 million were settled for net paid losses
of $9.1 million, arose from the settlement of non-commuted losses during the period below carried reserves and three commutations of
assumed and ceded exposures at less than case and LAE reserves. The net reduction in the estimate of the subsidiary’s IBNR loss and loss
adjustment expense liabilities of $13.4 million is a result of an independent actuarial review and the application of our reserving
methodologies to the reduced case and LAE reserves. During the three months ended June 30, 2008, another of our reinsurance
subsidiaries commuted its largest exposure, which was fully reinsured by a single reinsurer with a AA- rating from Standard & Poors. The
subsidiary paid net claims of $221.2 million and reduced net IBNR loss reserves by the same amount.

The following table shows the components of the movement in net reduction in loss and loss adjustment expense liabilities for the
three months ended June 30,2008 and 2007.

Three Months Ended

June 30,
2008 2007
(in thousands of U.S. dollars)
Net Losses Paid $ (260,866) $(13,179)
Net Change in Case and LAE Reserves 43,985 6,399
Net Change in IBNR 242,364 7,585
Net Reduction in Loss and Loss Adjustment Expense Liabilities $ 25483 $ 805
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The table below provides a reconciliation of the beginning and ending reserves for losses and loss adjustment expenses for the
three months ended June 30,2008 and 2007. Losses incurred and paid are reflected net of reinsurance recoverables.

Three Months Ended June 30,

2008 2007

(in thousands of U.S. dollars)
Balance as of April 1 $ 2,700,687 $ 1,622,061
Less: Reinsurance Recoverables 662,929 316,487

2,037,758 1,305,574
Incurred Related to Prior Years (25,483) (805)
Paids Related to Prior Years (260,866) (13,179)
Effect of Exchange Rate Movement 31,106 7,531
Acquired on Acquisition of Subsidiaries — 11,029
Net Balance as of June 30 1,782,515 1,310,150
Plus: Reinsurance Recoverables 529,075 317,126
Balance as of June 30 $ 2,311,590 $ 1,627,276

Salaries and Benefits:

Three Months Ended June 30,

2008 2007 Variance

(in thousands of U.S. dollars)
Consulting $ 8,775 $ 8,121 $ (654)
Reinsurance 5,172 2,239 (2,933)
Total $13,947 $10,360 $(3,587)

Salaries and benefits, which include expenses relating to our discretionary bonus and employee share plans, were $13.9 million and
$10.4 million for the three month periods ended June 30,2008 and 2007, respectively. The increase of $2.9 million in the reinsurance
segment was primarily attributable to $3.2 million of salary costs of staff directly employed by reinsurance companies that were newly
acquired in 2008. The increase in salaries and benefits for the consulting segment was due primarily to the growth in staff numbers in the
segment from 203, as of June 30,2007, to 212, as of June 30, 2008. In total, we have 245 staff members as of June 30, 2008.

We expect that staff costs will continue to increase moderately during 2008 as we continue to grow and add staff. Bonus accrual
expenses will be variable and dependent on our overall profitability.

General and Administrative Expenses:

Three Months Ended June 30,

2008 2007 Variance
(in thousands of U.S. dollars)
Consulting $ 5,004 $5.217 $ 213
Reinsurance 8,968 2,698 (6,270)
Total $13,972 $7915 $(6,057)

General and administrative expenses attributable to the reinsurance segment increased by $6.3 million during the three months
ended June 30, 2008, as compared to the three months ended June 30,2007. The increased costs for the current quarter related primarily
to additional general and administrative expenses incurred in relation to companies that we acquired in the first quarter of 2008.

Excluding the expenses relating to the new acquisitions completed in the first quarter of 2008, the overall general and
administrative expenses were in line with those incurred during the same period in 2007.
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Interest Expense:

Three Months Ended June 30,

2008 2007 Variance
(in thousands of U.S. dollars)
Consulting [ — [ J— [ J—
Reinsurance 7,643 1,307 (6,336)
Total $7,643 $1,307 $(6,336)

Interest expense of $7.6 million and $1.3 million was recorded for the quarters ended June 30,2008 and 2007, respectively. The
increase in interest expense is attributable to an increase in bank borrowings used in the funding of the acquisitions subsequent to
June 30,2007, primarily in relation to the Gordian and Guildhall acquisitions.

Foreign Exchange Gain/(Loss):

Three Months Ended June 30,

2008 2007 Variance

(in thousands of U.S. dollars)
Consulting $ 3 $ (26) $ 29
Reinsurance 4,932 3,095 1,837
Total $4,935 $3,069 $ 1,866

We recorded a foreign exchange gain of $4.9 million for the three month period ended June 30, 2008, as compared to a foreign
exchange gain of $3.1 million for the same period in 2007. For the three months ended June 30, 2008, the foreign exchange gain arose
primarily as a result of the holding of surplus net Australian dollars in the reinsurance segment at a time when the currency has been
appreciating against the U.S. Dollar.

The gain for the three-month period ended June 30, 2007 arose primarily as a result of the holding of surplus net Canadian and
Australian dollars, as required by local regulatory obligations, in the reinsurance segment at a time when these currencies were
appreciating against the U.S. Dollar.

Income Tax (Expense)/Recovery:

Three Months Ended June 30,

2008 2007 Variance
(in thousands of U.S. dollars)
Consulting $ ) $ 175 $ (182
Reinsurance (3,186) 7,934 (11,120)
Total $(3,193) $8,109 $(11,302)

We recorded an income tax (expense)/recovery of $(3.2) million and $8.1 million for the three months ended June 30,2008 and
2007, respectively. During the quarters ended June 30,2008 and 2007, the statute of limitations expired on certain previously recorded
uncertain tax liabilities. In accordance with FIN 48 those liabilities were reversed with the corresponding adjustment being made to
income tax recovery in the income statement. The benefit of the expiration of the statute of limitations on uncertain tax liabilities
resulted in a recovery by us for the quarters ended June 30,2008 and 2007 of $3.5 million and $8.5 million, respectively.

During the three months ended June 30,2008, we incurred net income tax expense related to those subsidiaries operating in taxable
jurisdictions of $6.7 million.
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Minority Interest:

Three Months Ended June 30,

2008 2007 Variance

(in thousands of U.S. dollars)
Consulting [ — [ J— [ J—
Reinsurance (6,301) (2,167) (4,134)
Total $(6,301) $(2.167) $(4,134)

We recorded a minority interest in earnings of $6.3 million and $2.2 million for the three months ended June 30,2008 and 2007,
respectively. The total for the three months ended June 30,2008 relates to the minority economic interest held by third parties in the
earnings of Gordian, Guildhall, Shelbourne and Hillcot Holdings Limited, or Hillcot. For the same period in 2007, the minority interest
was in respect of Hillcot only.

Comparison of Six Months Ended June 30,2008 and 2007

We reported consolidated net earnings of approximately $22.9 million for the six months ended June 30,2008 compared to
approximately $24.3 million for the same period in 2007. Included as part of net earnings for 2008 and 2007 are extraordinary gains
relating to negative goodwill of $35.2 (net of minority interest of $15.1 million) and $15.7 million, respectively. For the six months
ended June 30,2008, we reported net (loss) before extraordinary gains of approximately $(12.3) million compared to net earnings before
extraordinary gains of approximately $8.6 million for the same period in 2007. The decrease in income, before extraordinary gain, of
approximately $20.9 million was primarily a result of the following:

(i) an increase in salary and general administrative expenses of $14.4 million primarily due to costs incurred in respect of
acquisitions completed in 2008;

(ii) decrease in net investment income, net of realized gains, of $13.5 million, primarily due to write-downs of $22.7 million in
respect of adjustments to the fair values of our investments classified as other investments offset by increased investment income
earned in the period primarily as a result of increased cash and investments balances relating to acquisitions completed in 2008;

(iii) increased interest expense of $8.6 million attributable to an increase in bank borrowings used in the funding of the
acquisitions subsequent to June 30,2007, primarily in relation to the Gordian and Guildhall acquisitions;

(iv) an increase in minority interest of $5.3 million primarily attributable to the minority economic interest held by third
parties in the earnings of Gordian, Guildhall and Shelbourne; and

(v) a decrease in income tax recovery of $10.1 million relating primarily to the increased tax liability of $5.1 million on the
results of our subsidiaries in tax paying jurisdictions along with lower recoveries of $5.0 million relating to the expiry of the statute
of limitations on certain of our previously recorded uncertain tax liabilities required by FIN 48; partially offset by

(vi) increased reduction in loss and loss adjustment expense liabilities of $26.5 million primarily due to a reduction in the
estimates of net ultimate losses related to one of our subsidiaries as a result of net favorable incurred loss development and related
reductions in IBNR reserves; and

(vii) increased foreign exchange gains of $3.3 million.
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Consulting Fees:
Six Months Ended June 30,
2008 2007 Variance
(in thousands of U.S. dollars)
Consulting $ 25918 $ 21,338 $ 4,580
Reinsurance (16,285) (12,851) (3,434)
Total $ 9,633 $ 8487 $ 1,146

We eamed consulting fees of approximately $9.6 million and $8.5 million for the six months ended June 30,2008 and 2007,
respectively. The increase in consulting fees of $1.1 million relates primarily to fee income earned from new consulting arrangements
entered into subsequent to June 30,2007.

Internal management fees of $16.3 million and $12.9 million were paid in the six months ended June 30,2008 and 2007,
respectively, by our reinsurance companies to our consulting companies. The increase in fees paid by the reinsurance segment was due
primarily to the fees paid by reinsurance companies that were acquired subsequent to June 30,2007.

Net Investment Income and Net Realized (Losses) Gains:

Six Months Ended June 30,
Net Realized

Net Investment Income (Losses) Gains
2008 2007 Variance 2008 2007 Variance
(in thousands of U.S. dollars)
Consulting $(3201) $ 1471 $@672) $0 S$ 0 S 0
Reinsurance 25,010 33,285 (8275)  (70) 439 (509)
Total 