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Bermuda N/A
(State or other jurisdiction (LLR.S. Employer
of incorporation or organization) Identification No.)

P.O. Box HM 2267
Windsor Place, 3rd Floor
22 Queen Street
Hamilton HM JX
Bermuda
(Address of principal executive office, including zip code)
(441) 292-3645

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes p No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such

files). Yes p No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act.

Large accelerated filer p Accelerated filer

Non-accelerated filer " (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes © No p
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As of May 6, 2014, the registrant had outstanding 15,802,243 voting ordinary shares and 2,725,637 non-voting
convertible ordinary shares, each par value $1.00 per share.
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PART I FINANCIAL INFORMATION

Item 1. FINANCIAL STATEMENTS
ENSTAR GROUP LIMITED

UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS

As of March 31, 2014 and December 31, 2013

March 31, December 31,
2014 2013
(expressed in thousands of
U.S. dollars, except share data)

ASSETS

Short-term investments, trading, at fair value $ 186,167 $ 281,002
Short-term investments, available-for-sale, at fair value (amortized cost:

2014 $13,022; 2013 $32,477) 12,923 32,504
Fixed maturity investments, trading, at fair value 3,433,007 3,381,719
Fixed maturity investments, held-to-maturity, at amortized cost 856,218 859,387

Fixed maturity investments, available-for-sale, at fair value (amortized cost:

2014 $225,595;2013 $210,825) 228,386 213,860
Equities, trading, at fair value 158,674 182,033
Other investments, at fair value 646,765 569,293
Total investments 5,522,140 5,519,798
Cash and cash equivalents 645,823 643,841
Restricted cash and cash equivalents 607,159 397,657
Accrued interest receivable 37,801 38,864
Accounts receivable 64,690 75,351
Premiums receivable 136,865 111,748
Income taxes recoverable 5,531 5,481
Deferred tax assets 32,089 34,295
Reinsurance balances recoverable 1,256,230 1,363,819
Funds held by reinsured companies 201,622 237,789
Goodwill and intangible assets 149,394 150,071
Other assets 49,963 41,441
TOTAL ASSETS $ 8,709,307 $ 8,620,155
LIABILITIES

Losses and loss adjustment expenses $ 4,042,130 $ 4,219,905
Policy benefits for life and annuity contracts 1,255,264 1,273,100
Unearned premium 75,848 70,698
Insurance and reinsurance balances payable 223,860 281,028
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Accounts payable and accrued liabilities
Income taxes payable

Deferred tax liabilities

Loans payable

Other liabilities

TOTAL LIABILITIES

COMMITMENTS AND CONTINGENCIES
REDEEMABLE NONCONTROLLING INTEREST

SHAREHOLDERS EQUITY

Share capital

Authorized, issued and fully paid, par value $1 each (authorized 2014:
156,000,000; 2013: 156,000,000)

Ordinary shares (issued and outstanding 2014: 13,846,728; 2013: 13,802,706)
Non-voting convertible ordinary shares:

Series A (issued 2014: 2,972,892; 2013: 2,972,892)

Series C (issued and outstanding 2014: 2,725,637; 2013: 2,725,637)

Treasury shares at cost (Series A non-voting convertible ordinary shares
2014: 2,972,892; 2013: 2,972,892)

Additional paid-in capital

Accumulated other comprehensive income

Retained earnings

Total Enstar Group Limited Shareholders Equity
Noncontrolling interest

TOTAL SHAREHOLDERS EQUITY

TOTAL LIABILITIES AND SHAREHOLDERS EQUITY

See accompanying notes to the unaudited condensed consolidated financial statements
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113,888
21,377
48,142

485,239
68,348

6,334,096

361,333

13,847

2,973
2,726

(421,559)
962,989
14,538
1,211,044

1,786,558
227,320

2,013,078

$ 8,709,307

$

97,103
23,721
53,328
452,446
70,444

6,541,773

100,859

13,803

2,973
2,726

(421,559)
962,145
13,978
1,181,457

1,755,523
222,000

1,977,523

8,620,155
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ENSTAR GROUP LIMITED

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF EARNINGS

For the Three Month Periods Ended March 31, 2014 and 2013

INCOME

Net premiums earned non-life run-off
Net premiums earned active underwriting
Net premiums earned life and annuities
Fees and commission income

Net investment income

Net realized and unrealized gains

EXPENSES

Net (reduction) increase in ultimate losses and loss adjustment expense
liabilities:

Non-life run-off

Active underwriting

Acquisition costs

Life and annuity policy benefits
Salaries and benefits

General and administrative expenses
Interest expense

Net foreign exchange losses

EARNINGS BEFORE INCOME TAXES
INCOME TAXES

NET EARNINGS
Less: Net earnings attributable to noncontrolling interest

NET EARNINGS ATTRIBUTABLE TO ENSTAR GROUP LIMITED
EARNINGS PER SHARE BASIC

Table of Contents

Three Months Ended March 31,

2014

2013

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

per share data)

$ 2,527 $
32,639
26,492
6,998
24,348
34,573

127,577

(29,182)
17,131

(12,051)
13,161
26,809
31,390
22,250

3,734
1,596

86,889

40,688
(7,276)

33,412
(3,825)

$ 29,587 $

30,920

741
2,447
17,963
30,120

82,191

9,161

9,161
2,387
741
23,610
17,946
2,435
5,082

61,362

20,829
(7,844)

12,985
(1,026)

11,959
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Net earnings per ordinary share attributable to Enstar Group Limited
shareholders $ 1.79 $ 0.72

EARNINGS PER SHARE DILUTED
Net earnings per ordinary share attributable to Enstar Group Limited

shareholders $ 1.77 $ 0.72
Weighted average ordinary shares outstanding basic 16,564,083 16,514,193
Weighted average ordinary shares outstanding diluted 16,705,324 16,676,056

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 Month Periods Ended March 31, 2014 and 2013

Three Months Ended March 31,
2014 2013
(expressed in thousands of
U.S. dollars)
NET EARNINGS $ 33412 $ 12,985

Other comprehensive income, net of tax:

Unrealized holding gains on investments arising during the period 34,245 28,381
Reclassification adjustment for net realized and unrealized gains included

in net earnings (34,573) (30,120)
Unrealized losses arising during the period, net of reclassification

adjustment (328) (1,739)
Currency translation adjustment 2,058 (1,223)
Total other comprehensive income (loss) 1,730 (2,962)
Comprehensive income 35,142 10,023
Less comprehensive income attributable to noncontrolling interest (4,994) (825)

COMPREHENSIVE INCOME ATTRIBUTABLE TO ENSTAR GROUP
LIMITED $ 30,148 $ 9,198

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 Three Month Periods Ended March 31, 2014 and 2013

Three Months Ended March 31,

2014

2013

(expressed in thousands of

U.S. dollars)

Share Capital Ordinary Shares

Balance, beginning of period $ 13,803
Issue of shares 2
Share awards granted/vested 42
Balance, end of period $ 13,847
Share Capital Series A Non-Voting Convertible Ordinary Shares

Balance, beginning and end of period $ 2,973
Share Capital Series C Non-Voting Convertible Ordinary Shares

Balance, beginning and end of period $ 2,726
Treasury Shares

Balance, beginning and end of period $ (421,559
Additional Paid-in Capital

Balance, beginning of period $ 962,145
Issue of shares and warrants, net 155
Amortization of equity incentive plan 689
Balance, end of period $ 962,989
Accumulated Other Comprehensive Income Attributable to Enstar

Group Limited

Balance, beginning of period $ 13,978
Foreign currency translation adjustments 748
Net movement in unrealized holding losses on investments (188)
Balance, end of period $ 14,538
Retained Earnings

Balance, beginning of period $ 1,181,457
Net earnings attributable to Enstar Group Limited 29,587
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$

13,752
1
46

13,799

2,973

2,726

(421,559)

958,571
161
771

959,503

24,439
(1,405)
(1,356)
21,678

972,853
11,959
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Balance, end of period $ 1,211,044 $
Noncontrolling Interest

Balance, beginning of period $ 222,000 $
Dividends paid

Reallocation to redeemable noncontrolling interest 1,028

Net earnings attributable to noncontrolling interest* 3,017
Foreign currency translation adjustments 1,309

Net movement in unrealized holding losses on investments (34)
Balance, end of period $ 227,320 $

* Excludes earnings attributable to redeemable noncontrolling interest.
See accompanying notes to the unaudited condensed consolidated financial statements
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984,812
221,478
(1,740)
1,026
182
(383)

220,563
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ENSTAR GROUP LIMITED

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Three Month Periods Ended March 31, 2014 and 2013

OPERATING ACTIVITIES:

Net earnings

Adjustments to reconcile net earnings to cash flows provided by operating
activities:

Net realized and unrealized investment gains

Net realized and unrealized gains from other investments
Other items

Depreciation and amortization

Net amortization of premiums and discounts

Net movement of trading securities held on behalf of policyholders
Sales and maturities of trading securities

Purchases of trading securities

Changes in assets and liabilities:

Reinsurance balances recoverable

Funds held by reinsured companies

Other assets

Losses and loss adjustment expenses

Policy benefits for life and annuity contracts

Insurance and reinsurance balances payable

Accounts payable and accrued liabilities

Other liabilities

Net cash flows (used in) provided by operating activities

INVESTING ACTIVITIES:

Acquisitions, net of cash acquired

Sales and maturities of available-for-sale securities
Purchase of available-for-sale securities

Maturities of held-to-maturity securities
Movement in restricted cash and cash equivalents
Funding of other investments

Redemption of other investments

Other investing activities

Net cash flows used in investing activities

Table of Contents

Three Months Ended March 31,

2014 2013
(expressed in thousands of
U.S. dollars)
$§ 33412 $ 12,985

(17,576) (11,189)

(16,997) (18,931)
(1,318) 1,473

211 254
12,462 8,513
(164) 1,646
636,516 793,980
(558,633) (791,239)

107,994 49,885
36,167

(18,970) 83,091

(180,986) (99,970)

(17,836)

(57.421) (2,073)
16,710 (29,353)
(4,643) 11,520

(31,072) 10,592

$ $ (283,960)
59,238 59,631
(53,307)
261
(209,502) (46,754)
(63,217) 288
2,983
(235) 120
(263,779) (270,675)
12



Edgar Filing: Enstar Group LTD - Form 10-Q

FINANCING ACTIVITIES:

Contribution by redeemable noncontrolling interest $ 260,800 $

Dividends paid to noncontrolling interest (1,740)
Receipt of loans 70,000 227,000

Repayment of loans (35,000)

Net cash flows provided by financing activities 295,800 225,260

EFFECT OF EXCHANGE RATE CHANGES ON FOREIGN

CURRENCY CASH AND CASH EQUIVALENTS 1,033 20,289

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 1,982 (14,534)
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD 643,841 654,890

CASH AND CASH EQUIVALENTS, END OF PERIOD $ 645823 $ 640,356

Supplemental Cash Flow Information

Net income taxes paid $ 13,725 $ 3,291

Interest paid $ 5,929 $ 1,608

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
March 31, 2014 and December 31, 2013
(Tabular information expressed in thousands of U.S. dollars except share and per share data)
(unaudited)
1. SIGNIFICANT ACCOUNTING POLICIES
Basis of Preparation and Consolidation

The Company s condensed consolidated financial statements have not been audited. These statements have been
prepared in accordance with accounting principles generally accepted in the United States of America ( 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 the Company s 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. The results of operations for any interim period are not

necessarily indicative of the results for a full year. 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 preparation of these unaudited condensed consolidated financial statements requires management to make
estimates and assumptions that affect the reported amount of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the unaudited condensed consolidated financial statements and the reported amounts of
revenues and expenses during the reporting period. While management believes that the amounts included in the

unaudited condensed consolidated financial statements reflect its best estimates and assumptions, actual results could
differ from those estimates. The Company s principal estimates include, but are not limited to:

reserves for losses and loss adjustment expenses;

policy benefits for life and annuity contracts;

reinsurance balances recoverable, including the provisions for uncollectible amounts;

other-than-temporary impairments in the carrying value of available-for-sale investment securities;

valuation of certain other investments that are measured using significant unobservable inputs;
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valuation of goodwill and intangible assets; and

fair value estimates associated with accounting for acquisitions.
The following information should be read in conjunction with the Company s Annual Report on Form 10-K for the
year ended December 31, 2013. Certain reclassifications have been made to the prior period reported amounts of net
premiums earned life and annuities, net increase in ultimate losses and loss adjustment expense liabilities, acquisition
costs and life and annuity policy benefits to conform to the current period presentation. All of these reclassifications
are associated with Laguna Life Limited ( Laguna ), which now forms part of the Company s life and annuities segment
that was established following the acquisition of the Pavonia companies. These reclassifications had no impact on net
earnings previously reported.
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ENSTAR GROUP LIMITED

NOTES TO THE UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

1. SIGNIFICANT ACCOUNTING POLICIES (Continued)

New Accounting Standards Adopted in 2014

ASU 2013-11 Presentation of an Unrecognized Tax Benefit When a Net Operating Loss Carryforward, a Similar Tax
Loss, or a Tax Credit Carryforward Exists

In July 2013, the Financial Accounting Standards Board ( FASB ) issued ASU No. 2013-11, Presentation of an
Unrecognized Tax Benefit When a Net Operating Loss Carryforward, a Similar Tax Loss, or a Tax Credit
Carryforward Exists ( ASU 2013-11 ). The objective of ASU 2013-11 is to improve the financial statement presentation
of an unrecognized tax benefit when a net operating loss carryforward, a similar tax loss, or a tax credit carryforward
exists. ASU 2013-11 seeks to reduce the diversity in practice by providing guidance on the presentation of
unrecognized tax benefits to better reflect the manner in which an entity would settle at the reporting date any
additional income taxes that would result from the disallowance of a tax position when net operating loss
carryforwards, similar tax losses, or tax credit carryforwards exist. ASU 2013-11 is effective for annual and interim
reporting periods beginning after December 15, 2013, with both early adoption and retrospective application
permitted. The adoption of the guidance did not have a material impact on the Company s consolidated statements of
operations and financial position.

2. ACQUISITIONS
Torus Insurance Holdings Limited

On April 1, 2014, Kenmare Holdings Ltd. ( Kenmare ), a wholly-owned subsidiary of the Company, together with
Trident V, L.P., Trident V Parallel Fund, L.P. and Trident V Professionals Fund, L.P., which are managed by Stone
Point Capital LLC (collectively, Trident ), completed the previously announced acquisition of Torus Insurance
Holdings Limited ( Torus ). Torus is an A- rated global specialty insurer with six wholly-owned insurance vehicles,
including Lloyd s Syndicate 1301. At closing, Torus became directly owned by Bayshore Holdings Ltd. ( Bayshore ),
which was 60% owned by Kenmare and 40% owned by Trident.

The purchase price for Torus was established in the amended and restated amalgamation agreement as $646.0 million,
to be paid partly in cash and partly in the Company s stock. The number of Company shares to be issued was fixed at
the signing of the amalgamation agreement on July 8, 2013 and was determined by reference to an agreed-upon value
per share of $132.448, which was the average closing price of the Company s voting ordinary shares, par value $1.00
per share (the Voting Ordinary Shares ), over the 20 trading days prior to such signing date. On the day before closing
of the amalgamation, the Voting Ordinary Shares had a closing price of $136.31 per share. At closing, the Company
contributed cash of $41.6 million towards the purchase price and $3.6 million towards related transaction expenses, as
well as 1,898,326 Voting Ordinary Shares and 714,015 shares of Series B Convertible Participating Non-Voting
Perpetual Preferred Stock of the Company (the Non-Voting Preferred Shares ). Based on a price of $136.31 per share,
the Company s contribution of cash and shares to the purchase price totaled $397.7 million in the aggregate. Trident
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contributed cash of $258.4 million towards the purchase price and $2.4 million towards related transaction expenses.
FR XI Offshore AIV, L.P., First Reserve Fund XII, L.P., FR XII A Parallel Vehicle L.P. and FR Torus
Co-Investment, L.P. (collectively, First Reserve ) received 1,501,211 Voting Ordinary Shares, 714,015 Non-Voting
Preferred Shares and cash consideration in the transaction. Corsair Specialty Investors, L.P. ( Corsair ) received
397,115 Voting Ordinary Shares and cash consideration in the transaction.
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ENSTAR GROUP LIMITED

NOTES TO THE UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

2. ACQUISITIONS (Continued)

The remaining Torus shareholders received all cash. As a result of the amalgamation, First Reserve now owns
approximately 9.5% and 11.5%, respectively, of the Company s Voting Ordinary Shares and outstanding share capital.

Upon the closing of the Torus acquisition, Bayshore, Kenmare and Trident entered into a Shareholders Agreement
(the Bayshore Shareholders Agreement ), which was subsequently amended, as described in Dowling Co-investments
in Bayshore and Northshore below.

Changes in Ownership Interests relating to Holding Companies for our Active Underwriting Businesses
Atrium Employee Equity Awards

On April 17, 2014, Northshore Holdings Ltd. ( Northshore ), the parent company of Atrium Underwriting Group
Limited ( Atrium ) and Arden Reinsurance Company Ltd. ( Arden ), implemented long-term incentive plans that
awarded time-based restricted shares of Northshore to certain Atrium employees. These equity awards will have the
effect of modestly reducing Kenmare s 60% equity interest in Northshore (as well as Trident s 40% equity interest)
over the course of the vesting periods as Atrium employees acquire shares. Shares generally vest over two to three
years, and certain awards begin vesting in 2014. On a fully diluted basis, and assuming full vesting of all of these
equity awards, the impact of the share awards are that Kenmare, Trident and certain Atrium employees own 57.1%,
38.1%, and 4.8% of Northshore, respectively.

Dowling Co-investments in Bayshore and Northshore

On May 8, 2014, Dowling Capital Partners I, L.P. ( Dowling ) purchased common shares of both Bayshore and
Northshore from Kenmare and Trident (on a pro rata basis in accordance with their respective interests) for an
aggregate amount of $15.4 million.

Prior to the sale of shares to Dowling, Kenmare and Trident owned 60% and 40% of Bayshore, respectively, and
57.7% and 38.1% of Northshore on a fully diluted basis, respectively (assuming full vesting of Atrium employees
restricted shares totaling 4.8%). Following the sale of Bayshore shares to Dowling, Kenmare, Trident and Dowling
own 59%, 39.3% and 1.7% of Bayshore, respectively. Following the sale of Northshore shares to Dowling, Kenmare,
Trident, certain Atrium employees and Dowling own 56.1%, 37.4%, 4.8% and 1.7% of Northshore, respectively, on a
fully diluted basis.

In connection with the sale of Bayshore shares, the Bayshore Shareholders Agreement was amended and restated. The
Amended and Restated Bayshore Shareholders Agreement, among other things, provides that Kenmare has the right to
appoint three members to the Bayshore board of directors and Trident has the right to appoint two members. The
Amended and Restated Bayshore Shareholders Agreement includes a five-year period (the Restricted Period ) during
which no shareholder can transfer its ownership interest in Bayshore to a third party unless approved by a
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super-majority of the shareholders. Following the Restricted Period: (i) each shareholder must offer Kenmare and
Trident the right to buy its shares before the shares are offered to a third party; (ii) Kenmare can require each other
shareholder to participate in a sale of Bayshore to a third party as long as Kenmare owns 55% of the aggregate number
of outstanding shares of Bayshore held by Kenmare and Trident; (iii) each shareholder has the right to be included on
a pro rata basis in any sales made by another shareholder; and (iv) each of Kenmare, Trident and Dowling has the
right to buy its pro rata share of any new securities issued by Bayshore.
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ENSTAR GROUP LIMITED

NOTES TO THE UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

2. ACQUISITIONS (Continued)

The Amended and Restated Bayshore Shareholders Agreement also provides that during the 90-day period following
the fifth anniversary of the Torus closing, and at any time following the seventh anniversary of such closing, Kenmare
would have the right to purchase the Bayshore shares owned by all other shareholders of Bayshore at their then fair
market value, which would be payable in cash. Following the seventh anniversary of the Torus closing, Trident would
have the right to require Kenmare to purchase all of Trident s shares in Bayshore for their then current fair market
value and Dowling would have the right to participate in such transaction by requiring Kenmare to purchase all of its
shares in Bayshore on the same terms. Kenmare would have the option to pay for such shares either in cash or by
delivering the Company s Voting Ordinary Shares.

In connection with the sale of Northshore shares, the Northshore Shareholders Agreement was amended and restated.
The Amended and Restated Northshore Shareholders Agreement provides for substantially the same rights and
obligations as the Amended and Restated Bayshore Shareholders Agreement, except that the fifth and seventh
anniversaries refer to the Arden closing.

3. SIGNIFICANT NEW BUSINESS
2014
Reciprocal of America

On July 6, 2012, our wholly-owned subsidiary, Providence Washington Insurance Company, entered into a definitive
loss portfolio transfer reinsurance agreement with Reciprocal of America (in Receivership) and its Deputy Receiver
relating to a portfolio of workers compensation business. The estimated total liabilities to be assumed are
approximately $169.0 million, with an equivalent amount of assets to be received as consideration. Completion of the
transaction is conditioned upon, among other things, regulatory approvals and satisfaction of customary closing
conditions. The transaction is expected to close in the second quarter of 2014.

Shelbourne RITC Transactions

Effective January 1, 2014, Lloyd s Syndicate 2008 ( S2008 ), which is managed by the Company s wholly-owned
subsidiary and Lloyd s managing agent, Shelbourne Syndicate Services Limited, entered into a reinsurance to close
contract of the 2011 and prior underwriting years of account of another Lloyd s syndicate, under which S2008 assumed
total net insurance reserves of approximately £17.0 million (approximately $28.1 million) for cash consideration of an
equal amount.

Effective December 31, 2012, S2008 entered into a 100% quota share reinsurance agreement with another Lloyd s
syndicate in respect of its 2009 and prior years of account (the 2009 Liabilities ), under which S2008 assumed total

gross insurance reserves of approximately £193.0 million (approximately $313.3 million) for consideration of an
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equal amount. Effective January 1, 2014, the 2012 Lloyd s underwriting year of account of S2008 entered into a partial
RITC transaction with respect to the 2009 liabilities.

10
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ENSTAR GROUP LIMITED

NOTES TO THE UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

4. INVESTMENTS

Trading

The estimated fair values of the Company s investments in fixed maturity investments, short-term investments and

11

equities classified as trading securities were as follows:

U.S. government and agency
Non-U.S. government

Corporate
Municipal

Residential mortgage-backed
Commercial mortgage-backed

Asset-backed

Total fixed maturity and short-term investments

Equities - U.S.

Equities - International

March 31,
2014
$ 401,584
444,279
2,109,014
34,545
233,348
127,664
268,740

3,619,174
107,341
51,333

$3,777,848

December 31,
2013
$ 439,946
476,224
2,123,675
41,034
218,457
114,637
248,748

3,602,721
115,285
66,748

$ 3,844,754

Included within residential and commercial mortgage-backed securities as at March 31, 2014 were securities issued by

U.S. governmental agencies with a fair value of $188.3 million (as at December 31, 2013: $177.9 million).

The following tables set forth certain information regarding the credit ratings (provided by major rating agencies) of
the Company s fixed maturity and short-term investments classified as trading:

As at March 31, 2014

AAA

AA

A

BBB or lower
Not Rated

Table of Contents

Fair
Value

$ 517,665
1,417,658
1,156,852

505,664
21,335

% of Total
Fair Value
14.3%
39.1%
32.0%
14.0%
0.6%
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As at December 31, 2013
AAA

AA

A

BBB or lower

Not Rated

Table of Contents

$3,619,174

Fair
Value
$ 502,057
1,430,107
1,191,142
461,614
77,801

$3,662,721

100.0%

% of Total
Fair Value
13.7%
39.1%
32.5%
12.6%
2.1%

100.0%
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4. INVESTMENTS (Continued)

Held-to-maturity

The Company holds a portfolio of held-to-maturity securities to support the Pavonia annuity business. The amortized
cost and estimated fair values of the Company s fixed maturity securities classified as held-to-maturity were as

follows:
Gross
Gross Unrealized
Unrealized Holding
Amortized Holding Losses Fair
Cost Gains Non-OTTI Value

As at March 31, 2014
U.S. government and agency $ 19,841 $ 8 $ (1,227) $ 18,622
Non-U.S. government 32,253 40 (1,074) 31,219
Corporate 804,124 1,050 (27,624) 777,550

$ 856,218 $ 1,098 $ (29,925) $827,391

Gross
Gross Unrealized
Unrealized Holding
Amortized Holding Losses Fair
Cost Gains Non-OTTI Value

As at December 31, 2013
U.S. government and agency $ 19,992 $ 6 $ (1,866) $ 18,132
Non-U.S. government 23,592 19 (1,284) 22,327
Corporate 815,803 105 (56,808) 759,100

$ 859,387 $ 130 $ (59,958) $799,559

As at March 31, 2014 and December 31, 2013, none of these securities were considered to be other than temporarily

impaired.
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The contractual maturities of the Company s fixed maturity securities classified as held-to-maturity are shown below.

Actual maturities may differ from contractual maturities because borrowers may have the right to call or prepay

obligations with or without call or prepayment penalties.

As at March 31, 2014

Due in one year or less

Due after one year through five years
Due after five years through ten years
Due after ten years

As at December 31, 2013

Due in one year or less

Due after one year through five years
Due after five years through ten years
Due after ten years

Table of Contents

Amortized
Cost

$ 22,554

82,988

131,317

619,359

$ 856,218

Amortized
Cost

$ 17,541

87,698

133,102

621,046

$ 859,387

12

Fair
Value
$ 22,591
82,574
127,759
594,467

$827,391

Fair
Value
$ 17,579
86,611
126,541
568,828

$799,559

% of Total
Fair Value
2.7%
10.0%
15.4%
71.9%

100.0%

% of Total
Fair Value
2.2%
10.8%
15.8%
71.2%

100.0%
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4. INVESTMENTS (Continued)

The following tables set forth certain information regarding the credit ratings (provided by major rating agencies) of

ENSTAR GROUP LIMITED

the Company s fixed maturity investments classified as held-to-maturity:

As at March 31, 2014
AAA

AA

A

BBB or lower

Not Rated

As at December 31, 2013
AAA

AA

A

BBB or lower

Not Rated

Available-for-sale

The amortized cost and estimated fair values of the Company s fixed maturity and short-term investments classified as

available-for-sale were as follows:

Table of Contents

Amortized
Cost

$ 66,044

191,778

502,994

94,975

427

$ 856,218

Amortized
Cost

$ 47,949

259,163

496,986

54,759

530

$ 859,387

Gross

Fair

Value
$ 63,038
183,635
486,935
93,355
428

$827,391

Fair
Value
$ 44,552
239,188
463,001
52,282
536

$799,559

% of
Total
Fair Value
7.6%
22.2%
58.8%
11.3%
0.1%

100.0%

% of
Total
Fair Value
5.6%
29.9%
57.9%
6.5%
0.1%

100.0%

Gross
Unrealized



As at March 31, 2014

U.S. government and agency
Non-U.S. government
Corporate

Residential mortgage-backed
Asset-backed

As at December 31, 2013
U.S. government and agency
Non-U.S. government
Corporate

Residential mortgage-backed
Asset-backed

Table of Contents

Amortized
Cost

$ 13,993

81,906

86,697

4,454

51,567

$ 238,617

Amortized
Cost

$ 28,050

84,443

76,942

17,523

36,344

$ 243,302

13
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Unrealized
Holding
Gains

$ 266
1,608
1,490
97
27

$ 3,488

Gross
Unrealized
Holding
Gains

$ 303
1,871
1,221
102
4

$ 3,501

Holding
Losses

Non-OTTI
$ (32)
(616)
(115)
(3)
(30)

$  (796)

Gross
Unrealized
Holding
Losses
Non-OTTI

$ (10)

(22)
(259)
(118)
(30)

$ (439

Fair
Value
$ 14,227
82,898
88,072
4,548
51,564

$241,309

Fair
Value
$ 28,343
86,292
77,904
17,507
36,318

$246,364
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4. INVESTMENTS (Continued)

Included within residential mortgage-backed securities as at March 31, 2014 were securities issued by U.S.
governmental agencies with a fair value of $1.1 million (as at December 31, 2013: $12.5 million).

The following tables summarize the Company s fixed maturity and short-term investments classified as
available-for-sale in an unrealized loss position as well as the aggregate fair value and gross unrealized loss by length
of time the securities have continuously been in an unrealized loss position:

Less Than 12
12 Months or Greater Months Total

Fair Unrealized Fair Unrealized Fair Unrealized
As at March 31, 2014 Value Losses Value Losses Value Losses
U.S. government and agency $ $ $ 7234 § (32) $ 7234 § (32
Non-U.S. government 21,758 (616) 21,758 (616)
Corporate 35,416 (115) 35,416 (115)
Residential mortgage-backed 1,516 3) 1,516 3)
Asset-backed 23,609 (30) 23,609 (30)

$ $ $89,533 $ (796) $89,533 $ (796)

As at December 31, 2013
U.S. government and agency
Non-U.S. government
Corporate

Residential mortgage-backed
Asset-backed

12 Months or Greater Less Than 12 Months

Fair  Unrealized Fair Unrealized
Value Losses Value Losses

$ $ $ 11,416 $ (10)

20,406 (22)

51,478 (259)

13,632 (118)

24,898 (30)

$ $ $121,830 $ (439

Total
Fair Unrealized
Value Losses

$ 11,416 $ (10)
20,406 (22)
51,478 (259)
13,632 (118)
24,898 30)

$121,830 $ (439

As at March 31, 2014 and December 31, 2013, the number of securities classified as available-for-sale in an
unrealized loss position was 97 and 135, respectively, with a fair value of $89.5 million and $121.8 million,
respectively. Of these securities, the number of securities that had been in an unrealized loss position for twelve
months or longer was nil. As of March 31, 2014, none of these securities were considered to be other than temporarily
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impaired.
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4. INVESTMENTS (Continued)

The contractual maturities of the Company s fixed maturity and short-term investments classified as available-for-sale

are shown below. Actual maturities may differ from contractual maturities because borrowers may have the right to

call or prepay obligations with or without call or prepayment penalties.

As at March 31, 2014

Due in one year or less

Due after one year through five years
Due after five years through ten years
Due after ten years

Residential mortgage-backed
Asset-backed

As at December 31, 2013

Due in one year or less

Due after one year through five years
Due after five years through ten years
Due after ten years

Residential mortgage-backed
Asset-backed

Amortized
Cost

$ 29,022

147,873

2,935

2,766

182,596
4,454
51,567

$ 238,617

Amortized
Cost

$ 45295

141,400

69

2,671

189,435
17,523
36,344

$ 243,302

Fair
Value
$ 29,325
149,441
2,912
3,519

185,197
4,548
51,564

$241,309

Fair
Value
$ 45,596
143,445
70
3,428

192,539
17,507
36,318

$246,364

% of
Total
Fair Value
12.1%
61.9%
1.2%
1.5%

76.7%
1.9%
21.4%

100.0%

% of
Total
Fair Value
18.5%
58.2%
0.1%
1.4%

78.2%
7.1%
14.7%

100.0%

The following tables set forth certain information regarding the credit ratings (provided by major rating agencies) of
the Company s fixed maturity and short-term investments classified as available-for-sale:
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As at March 31, 2014
AAA

AA

A

BBB or lower

As at December 31, 2013
AAA

AA

A

BBB or lower

Not Rated

Table of Contents
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Amortized
Cost

$ 138,462

53,404

36,834

9,917

$ 238,617

Amortized
Cost

$ 125,729

74,692

33,834

8,957

90

$ 243,302

Fair

Value
$ 139,369
53,980
37,683
10,277

$241,309

Fair
Value

$127,433
75,181
34,607
8,963
180

$246,364

% of
Total
Fair Value
57.8%
22.4%
15.6%
4.2%

100.0%

% of
Total
Fair Value
51.7%
30.5%
14.1%
3.6%
0.1%

100.0%
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Other-Than-Temporary Impairment Process

The Company assesses whether declines in the fair value of its fixed maturity investments classified as
available-for-sale and held-to-maturity represent impairment losses that are other-than-temporary and whether a credit
loss exists in accordance with its accounting policies. In assessing whether it is more likely than not that the Company
will be required to sell a fixed maturity investment before its anticipated recovery, the Company considers various
factors including its future cash flow requirements, legal and regulatory requirements, the level of its cash, cash
equivalents, short-term investments and fixed maturity investments available-for-sale in an unrealized gain position,
and other relevant factors. For the three months ended March 31, 2014, the Company did not recognize any
other-than-temporary impairment losses due to required sales. The Company determined that, as at March 31, 2014,
no credit losses existed.

Other Investments

The estimated fair values of the Company s other investments were as follows:

March 31, December 31,
2014 2013
Private equity funds $ 191,452 $ 161,229
Fixed income funds 222,004 194,375
Fixed income hedge funds 69,547 68,157
Equity funds 128,110 109,355
Real estate debt fund 32,469 32,113
Other 3,183 4,064
$ 646,765 $ 569,293

Private equity funds

This class comprises several private equity funds that invest primarily in the financial services industry. All of the
Company s investments in private equity funds are subject to restrictions on redemptions and sales that are determined
by the governing documents and limit the Company s ability to liquidate those investments. These restrictions have
been in place since the dates the initial investments were made by the Company.

As of March 31, 2014 and December 31, 2013, the Company had $191.5 million and $161.2 million, respectively, of
other investments recorded in private equity funds, which represented 2.8% and 2.5% of total investments, cash and
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cash equivalents and restricted cash and cash equivalents at March 31, 2014 and December 31, 2013, respectively.
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. Management regularly reviews and discusses fund performance with their fund managers to
corroborate the reasonableness of the reported net asset values and to assess whether any events have occurred within
the lag period that would affect the valuation of the investments.

Fixed income funds

This class comprises a number of positions in diversified fixed income funds that are managed by third party
managers. Underlying investments vary from high grade corporate bonds to non-investment

16
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grade senior secured loans and bonds, but are generally invested in liquid fixed income markets. These funds have
regularly published prices. The funds have liquidity terms that vary from daily to monthly.

Fixed income hedge funds

This class comprises hedge funds that invest in a diversified portfolio of debt securities. The hedge funds have
imposed lock-up periods of three years from the time of the Company s initial investment. Once eligible, redemptions
will be permitted quarterly with 90 days notice. Some of the funds were eligible for redemption in March 2014.

Equity funds

This class comprises equity funds that invest in a diversified portfolio of international publicly-traded equity
securities.

Real estate debt fund

This class comprises a real estate debt fund that invests primarily in U.S. commercial real estate loans and securities.
A redemption request for this fund can be made 10 days after the date of any monthly valuation; the fund states that it
will make commercially reasonable efforts to redeem the investment within the next monthly period.

Other

This class primarily comprises a fund that provides loans to educational institutions throughout the U.S. and its
territories. Through these investments, the Company participates in the performance of the underlying loan pools. This
investment matures when the loans are paid down and cannot be redeemed before maturity.

Redemption restrictions on other investments

Certain funds included in other investments are subject to a lock-up period. A lock-up period refers to the initial
amount of time an investor is contractually required to invest before having the ability to redeem the investment.

Funds that do provide for periodic redemptions may, depending on the funds governing documents, have the ability to
deny or delay a redemption request, which is called a gate. The fund may restrict redemptions because the aggregate
amount of redemption requests as of a particular date exceeds a specified level. The gate is a method for executing an
orderly redemption process that allows for redemption requests to be executed in a timely manner to reduce the
possibility of adversely affecting the remaining investors in the fund. Typically, the imposition of a gate delays a
portion of the requested redemption, with the remaining portion to be settled in cash sometime after the redemption
date.
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Certain funds included in other investments may be allowed to invest a portion of their assets in illiquid securities,
such as private equity or convertible debt. In such cases, a common mechanism used is a side-pocket, whereby the
illiquid security is assigned to a separate memorandum capital

17
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account or designated account. Typically, the investor loses its redemption rights in the designated account. Only
when the illiquid security is sold, or is otherwise deemed liquid by the fund, may investors redeem their interest in the

side-pocket.

At March 31, 2014, the Company had $2.6 million of investments subject to side-pockets ($3.2 million as of
December 31, 2013). Management has not made any adjustments to the fair value estimate reported by the fund
managers for the side-pocketed investments.

The following tables present the fair value, unfunded commitments and redemption frequency for all other
investments. These investments are all valued at net asset value as at March 31, 2014 and December 31, 2013:

Total Gated/Side Investments Redemption

Fair Pocket without Gates Unfunded
March 31, 2014 Value Investments or Side Pockets Commitments Frequency
Private equity funds $191,452 $ $ 191,452 $ 131,295 Not eligible
Fixed income funds 222,004 222,004 Daily to monthly
Fixed income hedge 69,547 2,649 66,898 Quarterly after
funds lock-up periods

expire
Equity funds 128,110 128,110 Bi-monthly
Real estate debt fund 32,469 32,469 Monthly
Other 3,183 3,183 655 Not eligible
$ 646,765 $ 2,649 $ 644,116 $ 131,950
Investments
without

Total Gated/Side Gates Redemption

Fair Pocket or Side Unfunded
December 31, 2013 Value Investments Pockets Commitments Frequency
Private equity funds $161,229 $ $ 161,229 $ 113,585 Not eligible
Fixed income funds 194,375 194,375 Daily to monthly
Fixed income hedge 68,157 3,150 65,007 Quarterly after

funds
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Equity funds 109,355 109,355 Bi-monthly
Real estate debt fund 32,113 32,113 Monthly
Other 4,064 4,064 655 Not eligible

$569,293 $ 3,150 $ 566,143 $ 114,240
Fair Value of Financial Instruments
Fair value is defined as the price at which to sell an asset or transfer a liability (i.e. the exit price ) in an orderly
transaction between market participants. The Company uses a fair value hierarchy that gives the highest priority to

quoted prices in active markets and the lowest priority to unobservable data. The hierarchy is broken down into three
levels as follows:

Level 1 Valuations based on unadjusted quoted prices in active markets for identical assets or liabilities that
the Company has the ability to access. Valuation adjustments and block discounts are not applied to Level 1
instruments.

18
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Level 2 Valuations based on quoted prices in active markets for similar assets or liabilities, quoted prices for
identical assets or liabilities in inactive markets, 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.

Level 3 Valuations based on inputs that are unobservable and significant to the overall fair value
measurement. The unobservable inputs reflect the Company s own judgment about assumptions that market
participants might use.
The following is a summary of valuation techniques or models the Company uses to measure fair value by asset and
liability classes.

Fixed Maturity Investments

The Company s fixed maturity investment portfolios are managed by the Company s Chief Investment Officer and
outside investment advisors with oversight from the Company s Investment Committee. Fair values for all securities in
the fixed maturity investment portfolios are independently provided by the investment custodians, investment
accounting service providers and investment managers, each of which utilize internationally recognized independent
pricing services. Interactive Data Corporation is, however, the main pricing service utilized to estimate the fair value
measurements for the Company s fixed maturity investments. The Company records the unadjusted price provided by
the investment custodians, investment accounting service providers or the investment managers and validates this
price through a process that includes, but is not limited to: (i) comparison of prices against alternative pricing sources;
(i1) quantitative analysis (e.g. comparing the quarterly return for each managed portfolio to its target benchmark);

(ii1) evaluation of methodologies used by external parties to estimate fair value, including a review of the inputs used
for pricing; and (iv) comparing the price to the Company s knowledge of the current investment market. The
Company s internal price validation procedures and review of fair value methodology documentation provided by
independent pricing services have not historically resulted in adjustment in the prices obtained from the pricing
service.

The independent pricing services used by the investment custodians, investment accounting service providers and
investment managers obtain actual transaction prices for securities that have quoted prices in active markets. For
determining the fair value of securities that are not actively traded, in general, pricing services use matrix pricing in
which the independent pricing service uses observable market inputs including, but not limited to, reported trades,
benchmark yields, broker-dealer quotes, interest rates, prepayment speeds, default rates and such other inputs as are
available from market sources to determine a reasonable fair value. In addition, pricing services use valuation models,
using observable data, such as an Option Adjusted Spread model, to develop prepayment and interest rate scenarios.
The Option Adjusted Spread model is commonly used to estimate fair value for securities such as mortgage-backed
and asset-backed securities.
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The following describes the techniques generally used to determine the fair value of the Company s fixed maturity
investments by asset class.

U.S. government and agency securities consist of securities issued by the U.S. Treasury and mortgage

pass-through agencies such as the Federal National Mortgage Association, the
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Federal Home Loan Mortgage Corporation and other agencies. The significant inputs used to determine the
fair value of these securities include the spread above the risk-free yield curve, reported trades and
broker-dealer quotes. These are considered to be observable market inputs and, therefore, the fair values of
these securities are classified within Level 2.

Non-U.S. government securities consist of bonds issued by non-U.S. governments and agencies along with
supranational organizations. The significant inputs used to determine the fair value of these securities
include the spread above the risk-free yield curve, reported trades and broker-dealer quotes. These are
considered to be observable market inputs and, therefore, the fair values of these securities are classified
within Level 2.

Corporate securities consist primarily of investment-grade debt of a wide variety of corporate issuers and
industries. The fair values of these securities are determined using the spread above the risk-free yield curve,
reported trades, broker-dealer quotes, benchmark yields, and industry and market indicators. These are
considered observable market inputs and, therefore, the fair values of these securities are classified within
Level 2. Where pricing is unavailable from pricing services, the Company obtains non-binding quotes from
broker-dealers. This is generally the case when there is a low volume of trading activity and current
transactions are not orderly. In this event, securities are classified within Level 3. As at March 31, 2014, the
Company had one corporate security classified as Level 3.

Municipal securities consist primarily of bonds issued by U.S.-domiciled state and municipal entities. The
fair values of these securities are determined using the spread above the risk-free yield curve, reported
trades, broker-dealer quotes and benchmark yields. These are considered observable market inputs and,
therefore, the fair values of these securities are classified within Level 2.

Asset-backed securities consist primarily of investment-grade bonds backed by pools of loans with a variety
of underlying collateral. The significant inputs used to determine the fair value of these securities include the
spread above the risk-free yield curve, reported trades, benchmark yields, broker-dealer quotes, prepayment
speeds and default rates. These are considered observable market inputs and, therefore, the fair values of
these securities are classified within Level 2.

Residential and commercial mortgage-backed securities include both agency and non-agency originated
securities. The significant inputs used to determine the fair value of these securities include the spread above
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the risk-free yield curve, reported trades, benchmark yields, broker-dealer quotes, prepayment speeds and
default rates. These are considered observable market inputs and, therefore, the fair values of these securities
are classified within Level 2. Where pricing is unavailable from pricing services, the Company obtains
non-binding quotes from broker-dealers. This is generally the case when there is a low volume of trading
activity and current transactions are not orderly. In this event, securities are classified within Level 3. As at
March 31, 2014, the Company had no residential or commercial mortgage-backed securities classified as
Level 3.
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Equities

The Company s equities are predominantly traded on the major exchanges and are primarily managed by two external
advisors. The Company uses Interactive Data Corporation, an internationally recognized pricing service, to estimate
the fair value for all of its equities. The Company s equities are widely diversified and there is no significant
concentration in any specific industry.

The Company has categorized all of its investments in equities as Level 1 investments because the fair values of these
investments are based on quoted prices in active markets for identical assets or liabilities. Because their fair value
estimates are based on observable market data, the Company has categorized its investments in preferred stock as
Level 2, with the exception of one investment in preferred stock that has been categorized as Level 3.

Other investments

The Company has ongoing due diligence processes with respect to funds in which it invests and their managers. These
processes are designed to assist the Company in assessing the quality of information provided by, or on behalf of, each
fund and in determining whether such information continues to be reliable or whether further review is warranted.
Certain funds do not provide full transparency of their underlying holdings; however, the Company obtains the
audited financial statements for funds annually, and regularly reviews and discusses the fund performance with the
fund managers to corroborate the reasonableness of the reported net asset values. The use of net asset value as an
estimate of the fair value for investments in certain entities that calculate net asset value is a permitted practical
expedient. While reported net asset value is the primary input to the review, when the net asset value is deemed not to
be indicative of fair value, the Company may incorporate adjustments to the repor