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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

M QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE SECURITIES EXCHANGE ACT OF 1934
For the Quarterly Period Ended September 30, 2014

or
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission File Number 001-08007

SIGNATURE GROUP HOLDINGS, INC.

(Exact Name of Registrant as Specified in its Chaer)

Delaware 4€-378381¢
(State or Other Jurisdiction of (I.R.S. Employer
Incorporation or Organization) Identification Number)
15301 Ventura Boulevard, Suite 401
Sherman Oaks, California 91403 (805) 431255
(Address of Principal Executive Offices)(Zip Code (Registrant's Telephone Number, including Area Code

Indicate by check mark whether the Registrant ék)filed all reports required to be filed by Seetid or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sstobrter period that the Registrant was requirefileécsuch reports), and (2) has been su
to such filing requirements for the past 90 day® Yes [ No

Indicate by checkmark whether the Registrant hamited electronically and posted on its corpok&ebsite, if any, every Interactive Data |
required to be submitted and posted pursuant te BRdb of Regulation 3-(8 232.405 of this chapter) during the precedi@gmonths (or fc
such shorter period that the registrant was requoesubmit and post such files).d Yes O No

Indicate by check mark whether the Registrant iarge accelerated filer, an accelerated filer, a-axxcelerated filer, or a smaller repor
company. See the definitions of “large accelerdiled,” “accelerated filer” and “smaller reportingpmpany” in Rule 12{2- of the Securitie
Exchange Act of 1934.

Large Accelerated File O Accelerated File 4|
Non-Accelerated File O (Do not check if a smaller reporting compa Smaller Reporting Compar O

Indicate by check mark whether the Registrant ghell company (as defined in Rule 12b-2 of the 8tes Exchange Act of 1934). O
Yes M No

Indicate by check mark whether the Registrant hed &ll documents and reports required to be fidgdSection 12, 13 or 15(d) of the Secur
Exchange Act of 1934 subsequent to the distributiosecurities under a plan confirmed by acould Yes O No

As of November 1, 2014, there were 12,604,649 shafrthe Registrant’'s common stock outstanding.
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PART | — FINANCIAL INFORMATION

Iltem 1. Financial Statements

Signature Group Holdings, Inc.
Condensed Consolidated Balance Sheets

(Dollars in thousands, except per share amounts)
ASSETS
Current asset:
Cash and cash equivalel
Restricted cas
Trade accounts receivable, |
Inventory
Other current asse
Current assets of discontinued operati
Total current asse
Intangible assets, n
Goodwill
Other noncurrent asse
TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:
Trade payable
Line of credit
Long-term debt due within one ye
Other current liabilitie:
Current liabilities of discontinued operatic
Total current liabilities
Long-term debt
Common stock warrant liabilit
Other noncurrent liabilitie
Noncurrent liabilities of discontinued operatic
TOTAL LIABILITIES
Commitments and contingencies (Note
Stockholder equity:

Preferred stock, $0.001 par value; 10,000,000 sterthorized,;

none issued or outstandi

Common stock, $0.001 par value; 66,500,000 shatbeazed; 12,304,649
issued and outstanding as of September 30, 20412,213,219 issued and

12,201,102 outstanding as of December 31, .

Treasury stock, at cost; zero and 12,117 sharggecévely, as of

September 30, 2014 and December 31, !
Additional paic-in capital
Accumulated defici

Total stockholder equity— Signature Group Holdings, In

Noncontrolling interes
TOTAL STOCKHOLDERS EQUITY

TOTAL LIABILITIES AND STOCKHOLDERSE' EQUITY

September 30, December 31,
2014 2013
(Unaudited)

$ 44,75¢  $ 47,91
21 2,80¢

4,907 3,737

11,60z 10,777

1,804 902

116 223

63,204 66,357

2,002 2,904

17,78( 18,18(

2,91¢ 2,682

$ 85,901 $ 90,12¢
$ 483t $ 3,22¢
1,18C 500

3,90 3,60C

1,61C 1,094

198 2,264

11,72¢ 10,68¢

10,67¢ 13,60(

5,90C 9,30C

354 119

5,75C 6,50(

34,40¢ 40,20¢

12 12
— (130)

452,92 451,85
(401,439 (401,817

51,49¢ 49,91¢

51,49¢ 49,91¢

$ 85,901 $ 90,12:

See accompanying Notes to Unaudited Condensed {Rtated Financial Statements.




Signature Group Holdings, Inc.
Condensed Consolidated Statements of Operations
(Unaudited)

(Dollars in thousands, except per share amounts)
Operating revenue
Industrial Supply
Special Situation
Corporate and Othe
Total operating revenut
Operating costs
Cost of goods sol
Selling, general and administrati
Interest expens
Amortization of intangible:
Total operating cost
Operating los:
Other income (expense
Change in fair value of common stock warrant liép
Goodwill impairment
Other, ne

Total other income (expens

Earnings (loss) from continuing operations
before income taxe

Income tax expense (bene

Earnings (loss) from continuing operatic
Earnings (loss) from discontinued operations,
net of income taxe

Net earnings (los:

Earnings (loss) attributable to noncontrolling ret

Net earnings (loss) attributable
Signature Group Holdings, Ir

EARNINGS (LOSS) PER SHAR
Basic:
Continuing operation
Discontinued operatior
Basic earnings (loss) per shi
Diluted:
Continuing operation
Discontinued operatior
Diluted earnings (loss) per sh

Three Months Ended

Nine Months Ended

September 30, September 30,
2014 2013 2014 2013

$ 10,947 $ 10,23C $ 29,32t % 28,05¢
40 (453 124 6,16t
— 4 — 35
10,98 9,781 29,44¢ 34,25¢
6,88¢ 6,49¢ 19,16: 17,79¢
5,35€ 4,382 12,771 13,88(
219 985 706 2,992
276 413 883 1,23¢
12,73¢ 12,27¢ 33,52¢ 35,90t
(1,752) (2,497 (4,079 (1,657)
2,40C (3,300 3,40 (8,450
— — (400) —
8 5 53 107
2,40¢ (3,295) 3,05z (8,343)
656 (5,792) (1,02¢) (9,999
317 (7) 527 86
339 (5,78%) (1,559 (10,080)
428 (74) 1,931 (468)
767 (5,859) 378 (10,54¢)
$ 767 $ (5,859 $ 378 % (10,54¢)
$ 0.03 $ (0.48) $ (0.13) $ (0.85)
0.03 (0.01) 0.1€ (0.04)
$ 0.06 $ (0.49) $ 0.02 $ (0.89)
$ 0.03 $ (0.48) $ 0.13) $ (0.85)
0.03 (0.01) 0.1€ (0.04)
$ 0.06 $ (049 $ 0.02 $ (0.89)

See accompanying Notes to Unaudited Condensed {Btated Financial Statements.




Signature Group Holdings, Inc.
Condensed Consolidated Statements of Comprehemsiome (Loss)

(Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
(Dollars in thousands) 2014 2013 2014 2013
Net earnings (loss) attributable
Signature Group Holdings, Ir $ 767 $ (5,859 $ 378 $ (10,54¢)
Other comprehensive los
Net change in unrealized gains during the pel
Investment securities, available for s — — — 156
Reclassification of realized amounts
included in net earnings (los — — — (380)
Other comprehensive lo — — — (224)
Total comprehensive income (lo: $ 767 $ (5,85¢) $ 378 $ (10,772

See accompanying Notes to Unaudited Condensed {Rtated Financial Statements.




Signature Group Holdings, Inc.

Condensed Consolidated Statement of Changes ikl®gtioers’ Equity

(Unaudited)

(Dollars in
thousands)
Balance,
December 31
2013
Net earning:
(loss)
Common
stock acquire
Issuance of
restricted
common
stock, net o
forfeitures
Common
stock warrant

consideratior
Common
stock options
exercise(
Amortization
of sharebase

compensatiol
Balance,
September 3(
2014

Preferred Stock

Common Stock

Treasury Stock

Number
Number of Number of of Additional
Outstanding Outstanding Treasury Paid-in  Accumulated Noncontrolling
Shares  Amount Shares Amount Shares Amount Capital Deficit Interest Total

— $ 12,201,10: $ 12 12,117 $ (130) $ 451,85 $ (401,81) $ — $49,91¢
— — — — — — 378 — 378
— (9,229 — 9,22¢ (99) — — — (99)
— 62,77¢ —  (21,34¢ 229 (229) — — —
— — — — — 48 — — 48
— 50,00(¢ — — — 286 — — 286
— — — — — 965 — — 965
— $ 12,304,64' $ 12 — $ — $ 452,92 $ (401,439 $ — $51,49¢

See accompanying Notes to Unaudited Condensed {Rtated Financial Statements.




Signature Group Holdings, Inc.

Condensed Consolidated Statements of Cash Flows

(Unaudited)

(Dollars in thousands)
Cash flows from operating activitie
Net earnings (loss
Adjustments to reconcile net earnings (loss) tocash
provided by (used in) operating activiti
Loss (earnings) from discontinued operations, hietame taxe:
Depreciation and amortizatic
Change in fair value of common stock warrant liép
Gain on sale of investment securities, availabteséde
Amortization of shar-based compensatic
Nonmarketable equity securities impairm
Inventory impairmen
Goodwill impairment
Proceeds from sale of loans held for sale.
Gain on sale of loans held for sale,
Other
Changes in assets and liabiliti
Restricted cas
Trade accounts receivable, |
Inventory
Other current asse
Other noncurrent asse
Trade payable
Other current liabilitie:
Other noncurrent liabilitie
Net cash used in operating activities of discorgthaperation
Net cash provided by (used in) operating activi
Cash flows from investing activitie
Proceeds from sale of investment securities, aveailfor sale
Advances, net under revolving credit facilitiedoans receivable, ni
Principal collections on loans receivable,
Purchases of property and equipm
Net cash provided by investing activities of disiiomed operation
Net cash provided by investing activiti
Cash flows from financing activitie
Advances (repayments), net on line of cr
Principal payments on lo-term debr
Common stock acquire
Payment of contingent considerati
Proceeds from exercise of common stock opt
Common stock warrant considerati
Net cash used in financing activiti
Increase (decrease) in cash and cash equivi
Cash and cash equivalents, beginning of pe
Cash and cash equivalents, end of pe

Cash and cash equivalents, end of pe— continuing operation
Cash and cash equivalents, end of pe— discontinued operatior
Cash and cash equivalents, end of pe

Supplemental disclosure of cash flow informati
Cash paid for income tax
Cash paid for intere:
Supplemental disclosure of noncash informat
Transfer of loans receivable, net to loans heldséde, ne
Transfer of nonmarketable equity securities from
other noncurrent assets to other current a

Nine Months Ended September 30,

2014
378 (10,549
(1,931) 468
992 1,312
(3,400) 8,45C
— (380)
965 1,50¢
— 581
432 —
400 —
— 27,07¢
— (5,026)
29 (212)
2,784 —
(1,199) (530)
(1,257) 172
(902) 512
(276) 39
1,61¢ 1,34¢
516 317
254 176
(899) (1,256)
(1,509) 23,657
— 3,22¢
— (2,2729)
153 483
(219) (252)
114 2,632
48 3,82C
680 (500)
(2,625) (2,639
(99) (41)
— (4,000)
286 62
48 60
(1,710) (7,059
(3,165) 20,42E
48,01¢ 51,05¢
44,857 71,481
44,75¢ 71,37¢
99 105
44,85: 71,481
317 598
221 2,93¢
— 21,84¢
— 1,94¢

See accompanying Notes to Unaudited Condensed {Rtated Financial Statements.




Signature Group Holdings, Inc.
Notes to Unaudited Condensed Consolidated FinaStaément

NOTE 1 — BUSINESS AND OPERATIONS

Signature Group Holdings, Inc. (“Signaturés)a holding company that owns all of the outstagdinterests of its operating company, SG
LLC. The Company’s operations are largely concéattan one operating segment, Industrial Suppign&ures board of directors (tl
“Board”) and management expect to grow the business thraagtisitions, as well as through organic effortshimi existing operation
Signatures current business strategy seeks to leverageuliBcpcompany status, considerable federal andf@@ala net operating loss t
carryforwards (“NOLs"),and the experience of the Board and managemesgttora operating businesses at prices and on tirahsre aligne
with current growth plans. On October 17, 2014 n8igre entered into a definitive purchase agreeifteat‘Purchase Agreementt purchas
the global recycling and specification alloys besi& (“GRSA Business”) from Aleris Corporation (“Ak¥) for $525.0 million (the GRSA
Acquisition”). See Note 15-Subsequent Everfizr additional information about the GRSA Acquiaiti

Signature’s ‘continuing operationsicludes one primary operating segment, Indus8igply, and a second segment, Special Situationish
no longer meets the criteria of a reportable segrbahis presented for comparative purposes tor pp@siods when it met the criteria o
reportable segment.

Industrial SupplyThe Industrial Supply segment, which includes ofthe largest circuit breaker suppliers in the BdiStates, North Americ
Breaker Co., LLC (“NABCQO"),is headquartered in Burbank, California. NABCO faesl on the replacement market for commercia
industrial circuit breakers where replacement timextremely important, and also supplies resi@émiircuit breakers in order to provide
customers with a single source solution for théicuit breaker needs. Industrial Supply sells frame warehouse locations across N
America to facilitate next day ground shipping $s#\¢o a broad section of its customer base.

In October 2014, management engaged an investraekirly advisor to explore strategic alternativesluding the possible sale of the NABC

Special Situations Special Situations selectively acquired gd#forming and nonperforming commercial and indaktioans, leases a
mortgages, typically at a discount to unpaid ppatibalance, and also took positions in corporatedb and other structured debt instrum
which were generally superforming or nonperforming. Special Situations anpynistically exited the majority of its investntegpositions an
sold the majority of its assets in 2013. As of apier 30, 2014, Special Situations maintains algmatfolio of commercial real estate lo:
and a nonmarketable preferred equity investmeatgrivate company, each of which is classifiedthreononcurrent assets.

Additionally, Signatures operations include a discontinued operations sagmwhere it holds and manages certain assettadnildies related t
its former businesses, then known as Fremont Ge@eraoration (“Fremont”and its primary operating subsidiary, Fremont Itwesnt & Loat
(“FIL"). As of September 30, 2014, there are assets withimabarrying values in discontinued operations #redremaining liabilities are bei
managed to limit costs and exposures.

See Note 12—Operations by Reportable Segmefotsadditional information about Signature’s opergatsegments.

NOTE 2 — FINANCIAL STATEMENT PRESENTATION AND SIGNI FICANT ACCOUNTING POLICIES

The accompanying unaudited condensed consolidetadcial statements include the accounts of Sigeaits wholly owned subsidiaries anc
majority owned subsidiaries (collectively, the “Cpamy”). The Company accounts for investments in companies which it has the ability
exercise significant influence, but does not holmbatrolling interest, under the equity method eéaunting, and records its proportionate s
of income or losses in other income (expense) éuhaudited condensed consolidated statementsepétagns. The Company accounts
investments in companies over which it does noehthe ability to exercise significant influence andhe cost method of accounting. Tt
investments are carried at cost within other nomrrassets in the unaudited condensed consolilatadce sheets.

The accompanying unaudited condensed consolidetedcial statements have been prepared in accadmitit accounting principles gener
accepted in the United States of America (“GAARS) interim financial information and with the insttions to Form 1@ and Article 10 ¢
Regulation SX. Accordingly, they do not include all of the imfoation and footnotes required by GAAP for compfé@iancial statements. In t
opinion of management, all adjustments, consistiignormal recurring adjustments considered necgdgara fair presentation, have b
included. The Company evaluates subsequent everisgh the date of filing with the Securities angcliange Commission (“SECSr
“Commission”). Operating results for the nine months ended SemeB 2014 are not indicative of the results thay be expected for t
year ending December 31, 2014. These interim pen@didited condensed consolidated financial stateghould be read in conjunction v
the Company’s audited consolidated financial statgmas of and for the year ended December 31, 2@Hi8h are included in the Company’
Annual Report on Form 10-K, as filed with the SECMarch 13, 2014 (the “Annual Report”).
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Certain amounts in the accompanying unaudited awete consolidated financial statements have bedaseified to conform to the curn
presentation, including the reclassification of @esd, Inc. (“Cosmed”), into continuing operationslidwing suspension of the Compaay’
efforts to sell Cosmed in April 2014.

The Companys significant accounting policies are disclosethia consolidated financial statements includedart R/, Item 15 of the Annu
Report, and there have been no material changesde accounting policies during the nine monttiedrSeptember 30, 2014.

Recent accounting standards upde

In April 2014, the Financial Accounting StandardsaBl (“FASB”") issued accounting guidance (Topic ZB@sentation of Financial Stateme
and Topic 360Property, Plant and Equipmeiptthat changes the criteria for reporting discamith operations and enhances related disclo
Under the new guidance, only disposals represeatistgategic shift in operations are presentedsa®atinued operations. Those strategic s
should have a major effect on the organizaiasperations and financial results. Additionallye hew guidance requires expanded disclo
about discontinued operations that will provideafinial statement users with more information aloatassets, liabilities, income and expe

of discontinued operations. The new guidance igctiffe for annual reporting periods beginning after Decenitb, 201«
including interim reporting periods within that weping period. Early adoption is permitted, but yoribr certair
disposalsThe new guidance is not expected to have a sigmifitnpact on the Company’s consolidated finaratiaiements or disclosures.

In May 2014, the FASB issued accounting guidanagpi@ 606,Revenue from Contracts with Customgithat supersedes existing reve
recognition guidance and most industry-specifieraie recognition guidance. The new guidand®gised on the principle that revent
recognized to depict the transfer of goods or ses/to customers in an amount that reflects theideration to whic
the entity expects to be entitled in exchange farsé goods or services. The new guidance alsoresgaddition:
disclosure about the nature, amount, timing andcedamty of revenue and cash flows arising fromt@uner contract
including significant judgments and changes in judgts and assets recognized from costs incurretitton or fulfill
contract. The new guidance is effective for anmggdorting periods beginning after December 15, 20t&6luding
interim reporting periods within that reporting jper and early application is not permitted. Thar@any is current|
assessing the impact of the new guidance on itsatiolated financial statements and disclosures.

In June 2014, the FASB issued accounting guidamopi¢ 718,Stock Compensationon sharésased compensation with performance tar
The new guidance provides that an equity granbpednce target that affects vesting, and couldchéeged after the requisite service perioc
treated as a performance condition. The new gualameffective for annual reporting periods begignafter December 15, 2015, incluc
interim reporting periods within that reporting jpel. Early adoption is permitted and entities magply the new guidance either:
prospectively to all awards granted or modifieceiathe effective date; or (b) retrospectively tbaalards with performance targets that
outstanding as of the beginning of the earliesuahperiod presented in the financial statementstarall new or modified awards thereal
The new guidance is not expected to have a signifitnpact on the Company’s consolidated finarstilements or disclosures.

NOTE 3 — CASH AND CASH EQUIVALENTS AND RESTRICTED C ASH
The following table presents cash and cash equitalgithin continuing operations, as of Septen#tgr2014 and December 31, 2013:

September 30, December 31,
(Dollars in thousands) 2014 2013
Noninteres-bearing deposit $ 4,825 $ 3,02C
Shor-term money market func 39,92¢ 44,89:
Total cash and cash equivale $ 4475¢  $ 47,91

The following table presents restricted cash &8epitember 30, 2014 and December 31, 2013:

September 30, December 31,

(Dollars in thousands) 2014 2013

Noninteres-bearing deposit— securing a letter of crec $ 21 % 784

Noninteres-bearing deposit— legal settlement reserve fun — 2,021
Total restricted cas $ 21 $ 2,80¢




NOTE 4 — TRADE ACCOUNTS RECEIVABLE, NET
Trade accounts receivable, net consisted of thewolg as of September 30, 2014 and December 313:20

September 30, December 31,

(Dollars in thousands) 2014 2013
Trade accounts receival $ 515¢ $ 3,95:
Estimated sales returns and allowar (214) (169)
4,94z 3,784
Allowance for doubtful accoun (35) (47)
Trade accounts receivable, | $ 4907 $ 3,737

NOTE 5 — INVENTORY

Finished goods inventory at Industrial Supply cetssdf electrical components, primarily new el@etricircuit breakers for use in commerc
industrial and residential applications. Raw malerconsisted of packaging and shipping materisted to Cosmed and were destroye
management’s direction, in the first quarter of £0The following table presents the compositiorthef Companys inventory as of Septeml
30, 2014 and December 31, 2013:

September 30, December 31,
(Dollars in thousands) 2014 2013
Finished goods
Industrial Supply $ 11,627 $ 10,37(
Raw materials
Cosmec — 432
11,627 10,80z
Valuation adjustment for damaged invent (25) (25)
Inventory $ 11,602 $ 10,777

NOTE 6 — DEBT
The following table presents the Company’s delifa&deptember 30, 2014 and December 31, 2013:

September 30, December 31,
(Dollars in thousands) 2014 2013
Line of credit $ 1,18C $ 500

Long-term debt
$8,000 term loan issued at par in September 20dbase rate plus 1.00'

due September 29, 20 $ 480C $ 5,70C

$11,500 term loan issued at par in December 20538&b, due December 31, 20 9,77t 11,50(

14,57¢ 17,20

Less: Principal due within one ye (3,900 (3,600

Long-term debt $ 10,67 $ 13,60(
Line of credit

Line of credit consists of NABCO's $4.0 million &tbased revolving loan that is subject to a borrovbage. As of September 30, 2014
December 31, 2013, outstanding borrowings on thelving line of credit were $1.2 million and $0.5llion, respectively. As of September

2014, available borrowing capacity under the reingjine of credit was $2.8 million. The line ofedlit has a variable interest rate based

the lender’s base rate, which was 4.0% on SepteBthe2014, and is secured by all of NABGQ@'ssets. Interest expense on the line of cred
$6 thousand and $23 thousand for the three monthesdeSeptember 30, 2014 and 2013, respectively$ahdhousand and $72 thousand fol
nine months ended September 30, 2014 and 201 &atesgy.

Term loans

Term loans include NABCGQ'term loans that are subject to quarterly prifcg@yments with balloon payments of any remainimgqipal
balance due at maturity. As of September 30, 20linterest rate on the variable rate term loaa &00%. In the event of default, the inte
rates on both term loans increase by 5.00% pemannmterest expense on the term loans was $0IBbmind
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$0.1 million for the three months ended SeptemBe2814 and 2013, respectively, and $0.6 milliod 0.2 million for the nine months enc
September 30, 2014 and 2013, respectively.

Under the terms of the $11.5 million term loan,aimire has guaranteed $5.0 million of the loan shNABCO not meet its obligations unt
the loan agreement. The guarantee is effectivd snth time as NABCQ senior debt to earnings before interest, taxeprediation an
amortization (“EBITDA”) ratio is reduced to 1.5:1(fis long as no event of default has occurred siadritinuing).

As of September 30, 2014, all of NABCOtrade accounts receivable and inventory, tot$si@ million and $11.6 million, respectively, w
pledged under NABCG@'line of credit and term loans. The Company wampliance with all of the covenants under itstdglyeements as
September 30, 2014 and December 31, 2013.

NOTE 7 — COMMON STOCK WARRANT LIABILITY

In June 2010, Signature issued warrants to purchaseggregate of 1.5 million shares of the Compaongmmon stock (the “WarrantsJhe
aggregate purchase price for the Warrants was id0li®n, due in equal installments as the Warrardsted. The Warrants vested 20% t
issuance and, thereafter, vested 20% annually @arhiversary of the issuance date. Pursuant téVreant vesting schedule, as of Septel
30, 2014, the Warrants are 100% vested, howeve€Ctmpany has not received $12 thousand of the ggtgrgurchase price. The Warr:
expire in June 2020 and had an original exercigee mf $10.30 per share. The Warrants were issutitbwt registration in reliance on 1
exemption set forth in Section 4(2) of the Secesith\ct of 1933, as amended (the “Securities Act”).

The Warrants include customary terms that providtecértain adjustments of the exercise price anchtimber of shares of common stock t
issued upon the exercise of the Warrants in thetegk stock splits, stock dividends, pro rata dlisttions and certain other fundame
transactions. Additionally, the Warrants are subjecpricing protection provisions. During the teohthe Warrants, the pricing protect
provisions provide that certain issuances of neareshof common stock at prices below the curreetaise price of the Warrants automatic
reduce the exercise price of the Warrants to ttvedd per share purchase price of common stockdssue

In October 2010, January 2011, and April 2011 rietett common stock was issued to nonexecutive reesrdif the Board under the Company’
director compensation program (the “Director Congagion Program”}hat each triggered the pricing protection provisiof the Warrants. T
restricted common stock issued to nonexecutive neesnbf the Board in April 2011 reduced the exergigee of the Warrants to $6.90
share, the grant date fair value of the restrictc@shmon stock issued. In July 2011, the Companyes@approximately 0.3 million shares
common stock as purchase consideration in the NABGSNess combination. The NABCO business comhinatommon stock was issuet
$6.64 per share, thereby reducing the exercise mfiche Warrants to $6.64 per share; howeverhtiders of approximately 79.3% of -
Warrants waived the pricing protection provisioakted to shares issued in the NABCO business gatibn and the exercise price relate
those Warrants remains at $6.90 per share.

The Company utilizes a trinomial lattice optiongmmg model to estimate the fair value of the commtmtk warrant liability. A decrease in
common stock warrant liability results in otheranee, while an increase in the common stock waiiability results in other expense. As
September 30, 2014, the common stock warrant iligldibs not been adjusted for the Warrants for titee purchase price has not
received. The following table presents changesiinvialue of common stock warrant liability duritige three and nine months ended Septe
30, 2014 and 2013:

Three Months Ended Nine Months Ended
September 30, September 30,
(Dollars in thousands) 2014 2013 2014 2013
Beginning balanc $ 8,30C $ 7,50C $ 9,30C $ 2,35C
Change in fair value of common stock warrant ligp (2,400 3,30C (3,400 8,45(
Ending balanc $ 590C $ 10,80C $ 590C $ 10,80(

See Note 11—Fair Value Measuremenfsr additional information on the assumptions uedstimate the fair value of common stock wal
liability.




NOTE 8 — INCOME TAXES

The following table summarizes income tax expemsthin continuing operations, for the three andenimonths ended September 30, 2014
2013:

Three Months Ended Nine Months Ended
September 30, September 30,
(Dollars in thousands) 2014 2013 2014 2013
Current income tax expens
Federa $ 291 $ — 3 451 $ —
State 22 — 71 76
Total current income tax exper 313 — 522 76
Deferred income tax expense (bene
Federa — — — —
State 4 (7) 5 10
Total deferred income tax expense (ben 4 (7) 5 10
Total income tax expense (bene $ 317 $ @ $ 527 $ 86

Income tax expense is primarily comprised of edémiancome tax in jurisdictions where the Compaagsinot have or cannot utilize its NC
The federal income tax expense for the three amel months ended September 30, 2014 representsearteonpayments to the Internal Reve
Service (“IRS” or “Service”) and accrued interesttax adjustments proposed by the Service relatéukeir examination of the Compasy2003
2004, 2005 and 2008 tax years, as discussed below.

In March 2014, the IRS completed its examinatiothef Companys 2003, 2004, 2005 and 2008 tax years and deliveesggtcial report on th
examination to the congressional Joint Committe€Takration (the “Joint Committee”). As required bytdrnal Revenue Code (the “Cojle”
Section 6405(a), the Joint Committee reviews albme tax refund requests in excess of $2.0 milliocluding the Companyg’ $24.8 milliot
refund request related to its 2003, 2004, 2005 200@B tax years, which was received in October 20h@ special report, which the Jc
Committee accepted without exception, indicated tted adjustments to the tax returns under exammatsulted in a $0.5 million refu
overpayment. The Company made estimated paymelatedeto the refund overpayment in January 2013 Macth 2014 aggregating $f
million, including estimated interest. The IRS hasvided a final accounting of the examination atijients, which included additional
payments and interest adjustments and the Companyetl $0.3 million of interest on tax adjustmentthe quarter ended September 30, 2
As of September 30, 2014, the Company has no tawsyeder examination and tax years 2003 throu@B aée closed.

As of December 31, 2013, the Company had federhiCalifornia NOLs of approximately $932.8 millionci$994.0 million, respectively. T
Company'’s federal NOLs have a 20-year life and mégiexpire in 2027. The Company’s California NOlawve either a 10-year or 3@ar life
and begin to expire in 2017. In assessing thezaaility of deferred tax assets, the Company canmsigvhether it is more likely than not that
deferred tax assets will be realized. The ultimmatdization of deferred tax assets depends onlittieydo generate future taxable income du
the periods in which temporary differences becoedudtible. As a result of generating losses sifi2among other factors, the Company
determined that sufficient uncertainty exists athrealizability of its deferred tax assets aslsuch, has placed a full valuation allowant
$390.2 million and $375.0 million on its deferrexk tassets as of September 30, 2014 and Decemb20B3, respectively. The increase in
valuation allowance in the nine months ended Seipéer0, 2014 includes a $42.4 million increasénex@ompanys federal NOL, primarily as
result of adjustments from the IRS examinations.

NOTE 9 — SHARE-BASED PAYMENTS AND EMPLOYEE BENEFITS
Incentive Plar

The Amended and Restated 2006 Signature Group middinc. Performance Incentive Plan (the “IncentRlan”) provides for the grant
restricted common stock, common stock options,kstgapreciation rights, and restricted stock uritemployees, nonexecutive directors
consultants. Under the Incentive Plan, the Boarduthorized to issue up to 2.5 million shares ahewn stock, or its equivalent. As
September 30, 2014 and December 31, 2013, there nmeestock appreciation rights or restricted stacks outstanding and 0.5 million she
and 0.6 million shares, respectively, were avaddbt grant under the Incentive Plan.

Director Compensation Progra

The Director Compensation Program provides for ahgtants of restricted shares of the Compampmmon stock on the first business de
each calendar year to each nonexecutive Board meifibese grants have a grant date fair value oftB@8sand per nonexecutive director,
vest on January 1 of the following year, with ciertacceleration provisions. Compensation to nonatkee directors joining the Company a
January 1 is prorated for the time of service d&ode awards also vest on January 1
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of the following year, with certain acceleratioropisions. Beginning in January 2012, awards underDirector Compensation Program t
been granted under the Incentive Plan.

Restricted common sto

Restricted common stock awards are granted witlowsuwesting schedules ranging from immediateliv® years. Grants that vest immedia
have restrictions on transfer of the common stamkdpproximately one year. The following table pdes details of nonvested restric
common stock for the nine months ended Septemhe&(@ and the year ended December 31, 2013:

Nine Months Ended September 30, 201 Year Ended December 31, 201
Weighted Average Weighted Average
Grant Date Fair Value Grant Date Fair Value
Shares Per Share Shares Per Share
Beginning nonvested restricted she 139,64: $ 4.94 357,52: $ 4.32
Restricted shares vest (93,09¢) 5.46 (356,88¢) 4.61
Restricted shares grant 62,77¢ 10.3t 139,00¢ 5.7C
Ending nonvested restricted sha 109,31¢ $ 7.61 139,641 $ 4.94

Sharebased compensation related to restricted commek sieards was $0.1 million and $0.3 million for theee months ended Septembe
2014 and 2013, respectively, and $0.4 million aBd $nillion for the nine months ended September28l4 and 2013, respectively. As
September 30, 2014 and December 31, 2013, thegaigranamortized value of shdrased restricted common stock awards was $0.50n
and $0.3 million, respectively, and will be recamgd over a weighted average period of 1.8 years 8eptember 30, 2014.

In January 2014, the Company repurchased 9,22@sludrits common stock from employees for $0.1liamllto satisfy statutory payroll t
withholding requirements on vesting restricted camrstock awards. The 2014 Director Compensatiogmmn awards included the reissue
of 21,346 treasury shares. There were no grangxdoutive officers or employees in the three momihded September 30, 2014. Exect
officers and employees were granted 34,868 shamestoicted common stock in the nine months er8lotember 30, 2014.

Common stock options

The Company also issues common stock options tdogregs under the Incentive Plan, with various wgstichedules ranging from immedia
to four years. The fair value of each common stmution award is estimated on the grant date usithgrea BlackScholes option pricing moc
for service-based awards or a trinomial latticeiawpipricing model for performandeased awards using assumptions in the followingg!
Expected volatilities are based on historical ubiatof the Companys common stock, since emerging from Chapter 11 rogidy proceedin
(the “Bankruptcy Proceedingstin June 11, 2010, and volatilities of similar eéesit The common stock option awards expire eiglémoyear
following the grant date and the expected livesbaged on theimplified method, as the Company does not haviicgrft common stock optic
exercise experience to support a reasonable estiofagxpected term. The risk-free rate is the yaldilable on U.S. Treasury zetoupor
issues with remaining terms approximating the etqubterm at the grant date. No common stock optiegre issued in the nine months er
September 30, 2014. The following table providesiagtions used in determining the fair value of own stock options granted for the y
ended December 31, 2013:

Year Ended

December 31,
(Weighted averages) 2013
Expected volatility 55.0C %
Risk-free interest rat 1.15%
Expected term (in year 5.6C
Dividend yield — %
Grant date fair value per she $ 2,78

11




The following table presents activity of nonvestainmon stock options during the nine months endgateégber 30, 2014 and the year el
December 31, 2013:

Nine Months Ended September 30, 201 Year Ended December 31, 201
Weighted Average Weighted Average
Exercise Price Exercise Price
Shares Per Share Shares Per Share
Beginning nonvested

common stock optior 673,83 $ 6.59 872,37: $ 5.41
Common stock options grant — 205,00( 9.52
Common stock options vest (542,437 5.95 (383,209 5.47
Common stock options forfeite — (20,337) 3.62
Ending nonvested common stock opti 131,40C $ 8.53 673,83 $ 6.59

The following table presents activity of exercigsabbmmon stock options during the nine months eis#grember 30, 2014 and the year e
December 31, 2013:

Nine Months Ended September 30, 201 Year Ended December 31, 201
Weighted Average Weighted Average
Exercise Price Exercise Price
Shares Per Share Shares Per Share
Beginning exercisable common

stock option: 543,867 $ 5.76 181,327 $ 5.21
Common stock options exercis (50,000 5.72 (20,66¢) 3.0C
Common stock options vest 542,43: 5.95 383,20¢ 5.47
Ending exercisable common stock optit 1,036,30( $ 5.86 543,867 $ 5.76

The weighted average remaining contractual lifeafimon stock options outstanding was 6.7 years/ahgiears as of September 30, 2014
December 31, 2013, respectively, and the weightedage remaining contractual life for common stopkions exercisable as of Septembe
2014 was 6.5 years.

The following table provides information pertainit@ythe intrinsic value of common stock optionsstariding and exercisable as of Septe!
30, 2014 and December 31, 2013:

September 30, December 31,
(Dollars in thousands) 2014 2013
Intrinsic value of common stock options outstanc $ 251¢ $ 5,52C
Intrinsic value of common stock options exercis: 2,39C 2,71€

The following table presents the intrinsic valuecommon stock options exercised and the fair vaftmmmon stock options that vested during
the nine months ended September 30, 2014 and #neegded December 31, 2013:

Nine Months Ended Year Ended
September 30, December 31,
(Dollars in thousands) 2014 2013
Intrinsic value of common stock options exerci®@ $ 132 $ 137
Fair value of common stock options ves® 1,111 756

(@ The intrinsic value of common stock options exerdiss the difference between the fair market valugne Compar’s common stoc
on the exercise date and the exercise p
(@ The fair value of common stock options vested &ebaon the grant date fair vall

Sharebased compensation related to common stock opti@mds was $0.1 million and $0.3 million for thegbrmonths ended September
2014 and 2013, respectively, and $0.5 million afd $nillion for the nine months ended September28L4 and 2013, respectively. As
September 30, 2014 and December 31, 2013, thegajgranamortized value of shdvased common stock option awards was $0.1 millia
$0.7 million, respectively, and will be recognizaer a weighted average period of 0.5 years froptedaber 30, 2014.
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401(k) saving plan

The Company maintains a 401(k) savings plan (trevit®ys Plan”) under which all futime employees are eligible to participate. The @any
matches 100% of each employee contribution to thén§s Plan, up to a maximum match of 4% of eachleyee’s total compensation, up
the maximum employer contribution allowed under @mde. Matching contributions under the Savings Rlaring the three months en
September 30, 2014 and 2013 were $38 thousand 4hdh®usand, respectively, and $0.1 million durearh of the nine months en
September 30, 2014 and 2013.

NOTE 10 — EARNINGS (LOSS) PER SHARE

Basic earnings (loss) per share is computed bylidiginet earnings (loss) attributable to Signatireup Holdings, Inc. by the weighted avet
number of common shares outstanding for the rempipieriod. Diluted earnings per share reflectsgbtential dilution that could occur
securities or other contracts to issue common stgeie exercised or converted into common stock.tkercalculation of diluted earnings
share, the basic weighted average number of conslares outstanding is increased by the dilutiveceff unvested restricted common s
awards, common stock options, and the Warrantsrm@ied using the treasury stock method.

Unvested restricted common stock, common stockopgfiand the Warrants are antidilutive and excluflech the computation of dilut
earnings per share if the assumed proceeds upting/es exercise are greater than the cost to ieéeethe same number of shares at the av
market price during the period, or when a loss faamtinuing operations has been reported. Fortteetmonths ended September 30, 201:
the nine months ended September 30, 2014 and 884 3npact of dilutive unvested restricted commtatls, common stock options and
Warrants were excluded from diluted earnings (Ipes)share as their impact would have been artiidlas a result of the reported losses !
continuing operations.

The following table sets forth the computation akiz and diluted earnings (loss) per share fothhee and nine months ended Septembe
2014 and 2013:

Three Months Ended Nine Months Ended Septembe!
September 30 30,
(Dollars in thousands, except per share amounts) 2014 2013 2014 2013
Earnings (loss) from continuing operatic $ 339 % (5,785 $ (1,559 $ (10,080)
Earnings (loss) from discontinued operations,
net of income taxe 428 (74) 1,931 (468)
Net earnings (loss 767 (5,859 378 (10,54¢)
Earnings (loss) attributable to noncontrolling ret — — — —
Net earnings (loss) attributable
Signature Group Holdings, Ir $ 767 $ (5,859 $ 378 $ (10,54¢)
Basic:
Weighted average basic shares outstar 12,157,28 11,883,60! 12,146,27. 11,843,52
Earnings (loss) per sha
Continuing operatior $ 0.03 $ (0.48) $ 0.13) % (0.85)
Discontinued operatior 0.03 (0.01) 0.1€ (0.09)
Basic earnings (loss) per sh $ 0.06 $ (049 $ 0.02 $ (0.89)
Diluted:
Weighted average diluted shares outstan 12,911,16: 11,883,60! 12,146,27. 11,843,52
Earnings (loss) per sha
Continuing operation $ 0.03 $ (0.48) $ (0.13) $ (0.85)
Discontinued operatior 0.03 (0.01) 0.1€ (0.04)
Diluted earnings (loss) per shi $ 0.06 $ (049 $ 0.02 $ (0.89)
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The following table provides details on the averawgrket price of Signature common stock and theeimental shares that were dilutive
potentially dilutive for the three and nine monémled September 30, 2014 and 2013:

Three Months Ended Nine Months Ended Septembe
September 30, 30,

2014 2013 2014 2013

Average market price of Signature common si $ 8.77 $ 11.8¢ $ 9.93 $ 7.7€
Dilutive and potentially dilutive common stock egalients:
Unvested restricted common stc 47,90¢ 275,15 43,21z 233,48:
Common stock option 377,26( 514,92¢ 449,05( 215,40¢
Warrants 328,707 636,62¢ 466,33¢ 175,92¢
Total dilutive and potentially dilutive

common stock equivaler 753,87¢ 1,426,70: 958,601 624,81«

NOTE 11 — FAIR VALUE MEASUREMENTS
Fair Value Estimates of Financial Instruments

The following tables present the fair value hiehgrocarrying values and fair value estimates ddifitial instruments as of September 30, :
and December 31, 2013:

September 30, 2014

Fair Value Carrying Estimated
(Dollars in thousands) Hierarchy Amount Fair Value
ASSETS
Continuing operation:
Cash and cash equivalel Level 1 $ 4475¢  $ 44,754
Restricted cas Level 1 21 21
Loans receivable, net (other noncurrent as: Level 3 1,24¢ 1,25C
Nonmarketable preferred equity security (other norent assets Level 3 800 3,00C
Discontinued operation
Cash and cash equivalel Level 1 99 99
LIABILITIES
Continuing operations
Line of credit Level 3 $ 1,18C $ 1,18C
Long-term deb! Level 3 14,57¢ 14,57¢
Common stock warrant liabilit Level 3 5,90C 5,90C
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December 31, 2013

Fair Value Carrying Estimated
(Dollars in thousands) Hierarchy Amount Fair Value
ASSETS
Continuing operations
Cash and cash equivale Level 1 $ 4791 % 47,91z
Restricted cas Level 1 2,80t 2,80t
Loans receivable, net (other noncurrent as: Level 3 1,407 1,40C
Nonmarketable preferred equity security (other norant assets Level 3 800 4,00
Discontinued operation
Cash and cash equivalel Level 1 105 105
LIABILITIES
Continuing operations
Line of credit Level 3 $ 500 $ 500
Long-term debr Level 3 17,20( 17,20C
Common stock warrant liabilit Level 3 9,30C 9,30C

The Company used the following methods and assomgptio estimate the fair value of each class @nfomal instrument as of September
2014 and December 31, 2013:

Cash and cash equivalents and restricted cash

Cash and cash equivalents and restricted casreemeded at historical cost. The carrying value reasonable estimate of fair value as t
instruments have short-term maturities and marketeést rates.

Loans receivable, n

Loans receivable, net is classified as held foegtment, carried at amortized cost in other noeatrassets, and consists of commercial
estate loans. The estimated fair value of commiere# estate loans considers the collateral cgeed assets securing the loans and estir
credit losses, as well as variable interest ratb&h approximate market interest rates.

Nonmarketable preferred equity secu

Nonmarketable preferred equity security consis#.00% cumulative convertible preferred stock pfigate company, with which the Comp:
previously had a commercial lending relationshiptigh Special Situations, and is classified in pti@ncurrent assets and carried at amor
cost. The preferred stock has a stated value & $#llion and is convertible to 45% of the commdack of the private company, on a ft
diluted basis. The estimated fair value of the 45%vertible preferred equity interest is based stimates of EBITDA, a sales multiple an
control discount.

Line of credit

The line of credit is a shotérm borrowing facility, used primarily to suppamgoing operations. The carrying value is a redslenastimate «
fair value, as this instrument has a short-ternunitgtand a market interest rate.

Long-term debt

Longterm debt consists of term loans, the fair valuavbfch are based on the market characteristichefintdividual loan terms, includi
interest rates, scheduled principal amortizaticsh maturity dates, generally consistent with mat&ens.

Common stock warrant liability

Common stock warrant liability is an embedded denire liability related to the Warrants, which caint antidilution and pricing protecti
provisions. The fair value of the common stock aatrliability is based on a trinomial lattice optigricing model that utilizes varic
assumptions, including exercise multiple, volatiind expected term.
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Recurring and Nonrecurring Fair Value Measurements

In accordance with GAAP, certain assets and ligdsliare required to be carried at estimated fawesand are referred to as recurring fair v
measurements. From time to time, the Company igimed) to measure other assets and liabilities ttnated fair value, typically from tl
application of specific accounting guidance und&A®. These adjustments to fair value generally ltdfsom the application of lower of cost
market accounting or impairment charges of indigicassets.

The following table presents the estimated faiugadf the Companyg’assets and liabilities measured on a recurridgnanrecurring basis as
September 30, 2014 and December 31, 2013, basthe dair value hierarchy:

Significant Other
Quoted Prices in Observable Significant Unobservable
Active Markets Inputs Inputs
(Dollars in thousands) (Level 1) (Level 2) (Level 3) Total Fair Value

Recurring fair value measurements:
September 30, 20!

Common stock warrant liabilit $ — $ — $ 5,90C $ 5,90(C
December 31, 201

Common stock warrant liabilit $ — $ — $ 9,30C $ 9,30C
Nonrecurring fair value measurements:
December 31, 201

Real estate owned, r $ — $ — $ 75 % 75

The following table presents a reconciliation ofets and liabilities measured at fair value oncaming basis using significant unobservi
inputs (Level 3) for the three and nine months drfieptember 30, 2014 and 2013:

Income
(Expense)
Realized  Transfers
Beginning in In/Out of Ending
(Dollars in thousands) Balance Earnings Level 3 Purchases Issuances Settlements Balance

Three Months Ended September 30, 2

Common stock warrant liabilit $ 830C $ 240C $ — % — $ — $ — $ 5,90C
Three Months Ended September 30, 2

Common stock warrant liabilit $ 750 $ (3,300 $ — 3 — 3 — 3 — $ 10,80(
Nine Months Ended September 30, 2

Common stock warrant liabilit $ 930C $ 340C $ — % — $ — $ — $ 5,90C
Nine Months Ended September 30, 2

Common stock warrant liabilit $ 235C $ (8450 $ — 3 — 3 — 3 — $ 10,80(

The following table summarizes losses and impaitsien assets and liabilities recorded on a nonriecubasis for the three and nine mo
ended September 30, 2014 and 2013:

Three Months Ended September 30, Nine Months Ended September 30,
(Dollars in thousands) 2014 2013 2014 2013
Inventory $ — $ — $ 432 $ —
Goodwill — — 400 —
Real estate owned, r — — — 283
$ — $ — 3 832 $ 283
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The estimated fair value of the Companifevel 3 assets and liabilities are determinedgugaluation techniques that incorporate unobsée
inputs requiring significant judgment or estimatidrhe following tables present quantitative infotima about the valuation techniques
unobservable inputs applied to Level 2 and Levedcirring and nonrecurring fair value measuremastsf September 30, 2014 and Dece!
31, 2013:

September 30, 2014

Estimated Valuation Range
(Dollars in thousands) Fair Value Technigue Unobservable Input (Weighted Average)
Liabilities:
Common stock warrant liability $ 5,90C Lattice option Exercise multiple 2.8x (2.8
pricing mode
Volatility 50.0% (50.0%
Expected term 4.6 —4.7 year.
(4.7 years
December 31, 2013
Estimated Valuation Range
(Dollars in thousands) Fair Value Technigue Unobservable Input (Weighted Average)
Assets:
Real estate owned, net $ 75 Market approach  Marketability discounts 20.0% (20.0%
(discontinued operation
Estimated selling cos 8.0% (8.0%
Liabilities:
Common stock warrant liability $ 9,30C Lattice option Exercise multiple 2.8x (2.8X
pricing mode
Volatility 55.0% (55.0%
Expected term 4.1 —4.2 year.
(4.2 years

Significant unobservable inputs used in the faluganeasurement of the common stock warrant Itghiticlude an exercise multiple, volatil
and expected term. The Company uses these unobkeimputs in a trinomial lattice option pricing del. Significant increases in the exer
multiple or significant decreases in volatility thre expected term would result in a decrease irestienated fair value of the common st
warrant liability, while significant decreases hetexercise multiple or significant increases itatility or the expected term would result in
increase in the estimated fair value of the comistook warrant liability. The most important factorestimating the fair value of the comn
stock warrant liability is the market value of Sidure’s common stock as of the measurement date. Theatsd fair value of the common st
warrant liability increases as the market valuthefcommon stock increases and decreases as tketwalue of the common stock decreases.

Significant unobservable inputs used in the failuganeasurement of real estate owned (“REfD&) marketability discounts and estimated se
costs. The Company utilized third party collateraluation services and real estate Internet websiteestimate the fair value of REO
adjusted these values to account for various factarch as historical loss experience, anticipbd@idation timing and estimated selling co
Significant increases in these assumptions wolddltrén a decrease in the estimated fair value BORwhile decreases in these assump
would result in a higher estimated fair value.

NOTE 12 — OPERATIONS BY REPORTABLE SEGMENT

Within continuing operations, the Company has tejgortable segments: Industrial Supply and Spediaht®ns. The Compang'third segmel
consists of discontinued operations, which incluglesets, liabilities and results of operationsrefhfonts former businesses. In April 2014,
sales effort to dispose of Cosmed was suspendetharabsets, liabilities and results of operatlunge been reclassified to continuing opera
for all periods presented. Results of operatiorsather financial measures that are not includeatiénCompanys three segments are include
Corporate and Other, including the results of Cakrii@e following tables present the operating tssialr each of the Comparsysegments fi
the three and nine months ended September 30,£2@12013:
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Continuing Operations

Industrial Special Corporate Discontinued

(Dollars in thousands) Supply Situations and Other  Eliminations Total Operations Total
Three Months Ended September 30, 2
Operating revenues from

external custome $ 10947 $ 40 $ — 3 — $ 10987 $ — $ 10,987
Intersegment operating

revenue! — 89 52 (1417) — — —
Operating cost 8,87¢ 1 4,001 (141 12,73¢ 196 12,93¢
Other income (expens (8) — 2,41¢ — 2,40¢ 624 3,032
Earnings (loss) before

income taxe 2,061 128 (1,539 — 656 428 1,084
Income tax expense (bene 961 61 (705) — 317 — 317
Net earnings (loss $ 1,10C $ 67 $ (828) $ — $ 339 $ 428 $ 767

Continuing Operations
Industrial Special Corporate Discontinued

(Dollars in thousands) Supply Situations and Other  Eliminations Total Operations Total
Three Months Ended September 30, 2
Operating revenues from

external custome $ 10,23C % (453) $ 4 % — 9,781 % 27 % 9,80¢
Intersegment operating

revenue! — 174 — 174 — — —
Operating cost 8,492 4 3,95¢€ (174) 12,27¢ 373 12,651
Other income (expens — (14) (3,281) — (3,295) 272 (3,029
Earnings (loss) before

income taxe 1,73¢ (297) (7,239%) — (5,792 (74) (5,86€)
Income tax expense (bene 828 (214) (621) — (7) — (7)
Net earnings (loss $ 910 $ (83) $ (6,612) $ — 3 (5,785 $ (74) $ (5,859
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Continuing Operations
Industrial Special Corporate Discontinued
(Dollars in thousands) Supply Situations and Other  Eliminations Total Operations Total
Nine Months Ended September 30, 2
Operating revenues from

external custome $ 29,32 $ 124 $ — $ — $  2944¢ 3% 39 $ 29,48t
Intersegment operating

revenue! — 254 101 (355) — — —
Operating cost 24,271 8 9,604 (355) 33,52¢ 949 34,471
Other income (expens (8) — 3,061 — 3,053 2,841 5,894
Earnings (loss) before

income taxe 5,04¢ 370 (6,442) — (1,02€) 1,931 905
Income tax expense (bene 2,36¢ 109 (1,951) — 527 — 527
Net earnings (loss $ 2,677 $ 261 $ (4,49) $ — $ (1,559 $ 1931 $ 378

Continuing Operations
Industrial Special Corporate Discontinued
(Dollars in thousands) Supply Situations and Other  Eliminations Total Operations Total
Nine Months Ended September 30, 2
Operating revenues from

external custome $ 28,05¢ $ 6,16t $ 35 $ — $ 3425/ % (96) $  34,15¢
Intersegment operating

revenue! — 501 316 (817) — — —
Operating cost 23,371 411 12,94( (817) 35,90¢ 1,311 37,21¢
Other income (expens — (14) (8,329) — (8,34%) 939 (7,404
Earnings (loss) before

income taxe 4,68% 6,241 (20,91¢) — (9,999 (468) (10,467)
Income tax expense (bene 1,97¢ 2,284 (4,17¢€) — 86 — 86
Net earnings (loss $ 2,70t $ 3957 $ (16,747 $ — $ (10,080 $ (468) $ (10,549

The following table presents summarized balancetsiméormation for each of the Company’s segmestofaSeptember 30, 2014 ¢
December 31, 2013

Continuing Operations

Industrial Special Corporate Discontinued
(Dollars in thousands) Supply Situations  and Other  Eliminations Total Operations Total
Segment assets
September 30, 20!
Current assel $ 17,252 $ 134 $ 4570z $ — $ 63,08 $ 116 $  63,20¢
Total asset 37,691 5,71¢ 56,52:¢ (14,159 85,78t 116 85,901
December 31, 201
Current assel $ 1453C $ 1,904 $ 49,70C $ — $ 6613 $ 223 $ 66,357
Total asset 35,507 7,20C 54,36t (7,172) 89,90( 223 90,12:
Segment liabilities:
September 30, 20!
Current liabilities $ 7,74€ $ — 3 3,782 % — $ 1152¢ $ 198 $  11,72¢
Total liabilities 19,627 3,657 19,32¢ (14,159 28,457 5,94¢ 34,40¢
December 31, 201
Current liabilities $ 6,381 $ 60 $ 1,981 $ — $ 8,42z $ 2,264 $  10,68¢
Total liabilities 20,11 3,95¢ 14,54¢ (7,172 31,441 8,764 40,20t
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NOTE 13 — DISCONTINUED OPERATIONS

The following table presents the assets and li@sli as of September 30, 2014 and December 3B, 20the components of the Comp
designated as discontinued operations as of Septe3th 2014:

September 30 December 31
(Dollars in thousands) 2014 2013
Current asset:
Cash and cash equivalel $ 9 $ 105
Real estate owned, r — 75
Other current asse 17 43
Total current assets of discontinued operat 116 223
Other noncurrent asse — —
Assets of discontinued operatic $ 116 $ 223
Current liabilities:
Judgment and accrued inter $ — 8 1,877
Litigation reserve 145 135
Trade payable 53 233
Unclaimed propert — 19
Total current liabilities of discontinued operati 198 2,264
Repurchase reser 5,75C 6,50C
Liabilities of discontinued operatiol $ 594 $ 8,764

Significant assets and liabilities of discontinugekrations include:
Judgment and accrued intere

Judgment and accrued interest related to litigdtimught and won by a former executive of Frem®he judgment was paid in conjunction v
the settlement of our subsequent litigation agaimstformer executive (the “Faigin Settlement Agneet,” as part of the “Faigin Settlement”
which was finalized on April 25, 2014. See thEdigin Matter” in Note 14—Commitments and Contingenciies additional information abo
the judgment.

Repurchase resen

The Company maintains a repurchase reserve thegsesqis estimated losses the Company may expeframegepurchase claims, both knc
and unknown, based on claimed breaches of cegpiesentations and warranties provided by FIL toterparties that purchased the reside
real estate loans FIL originated, predominantlyrfrd002 through the first quarter of 2007. Managenestimates the likely range of the I
repurchase liability based on a number of factoaduding, but not limited to, the timing of suclaimns relative to the loan origination date,
quality of the documentation supporting such claithe number and involvement of cratsfendants, if any, related to such claims, anhe
and expense estimate if a claim were to resultigmtion. The estimate is based on currently adé information and is subject to known
unknown uncertainties using multiple assumptiorgguiring significant judgment. Accordingly, actuasults may vary significantly from t
current estimate. Total outstanding repurchasenslais of September 30, 2014 were $101.7 millionth®foutstanding repurchase claims, t
has been no communication or other action froncthienants:

* for more than six years in the case of $63.1 mmillioclaims, or 62.0% of total claims outstandi
* for more than four years, but less than six yearge case of $10.3 million in claims, or 10.2%atfl claims outstanding; ai
e for more than two years, but less than four yaaie case of $28.3 million in claims, or 27.8%athl claims outstandiny

There were no repurchase claims received or seftlddg the nine months ended September 30, 20fl#egrear ended December 31, 2013.
repurchase reserve liability was $5.8 million ar@5$million as of September 30, 2014 and DecembeR@13, respectively. Recoveries

allowance for repurchase reserves wetk 3million for each of the three months ended SepterBbe2014 and 2013, and $0.8 million for €
of the nine months ended September 30, 2014 angl 201
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The following table presents the operating restdtsthe three and nine months ended Septembe&(3@, and 2013, for the components of the
Company designated as discontinued operations @spiémber 30, 2014:

Three Months Ended Nine Months Ended
September 30, September 30,

(Dollars in thousands) 2014 2013 2014 2013
Operating revenues and other income (expe $ 624 $ 299 $ 2,88C $ 843
Operating cost 196 373 949 1,311
Earnings (loss) from discontinued operatic

before income taxe 428 (74) 1,931 (468)
Income tax expens — — — —
Earnings (loss) from discontinued operatic

net of income taxe $ 428 $ 74) $ 1931 $ (468)

NOTE 14 — COMMITMENTS AND CONTINGENCIES
Legal Proceedings

Signature and SGGH, LLC have been named as a defemdor as a party to a number of legal actiangroceedings that arose in the ordi
course of business. In some of these actions amtkedings, claims for monetary damages are assénteiew of the inherent difficulty «
predicting the outcome of such legal actions amatgedings, management generally cannot predict thieag¢ventual outcome of the penc
matters will be, what the timing of the ultimatesoition of these matters will be, or what the auahloss related to each pending matter
be, if any.

In accordance with applicable accounting guidamcanagement establishes an accrued liability fagalion when those matters present
contingencies that are both probable and reasomahiyable. In such cases, there may be an exptsioss in excess of any amounts acci
The estimated loss is based upon currently availabbrmation and is subject to significant judgmenvariety of assumptions, and known
unknown uncertainties. The matters underlying ttérated loss may change from time to time, andaheesults may vary significantly frc
the current estimate. Therefore, an estimate sfegresents what management believes to be amagstdf loss only for certain matters mee
these criteria. It does not represent the Compang&mum loss exposure.

Based on managemesitturrent understanding of these pending legabeetand proceedings, it does not believe that jegsnor settlemer
arising from pending or threatened legal matterdjvidually or in the aggregate, would have a mateadverse effect on the consolide
financial position, results of operations or cashvé of the Company. However, in light of the inds&r uncertainties involved in these mat
some of which are beyond the Compangbntrol, and the very large or indeterminate dggaasought in some of these matters, an ac
outcome in one or more of these matters could bienahto the Companyg’ results of operations or cash flows for any palkdr reportin
period.

The legal proceedings summarized below include naht@atters that were resolved or concluded sibeeember 31, 2013, as well as ong
matters that may have an adverse effect on ounessiand future financial results.

Final Bankruptcy DecreeOn April 15, 2013, the United States Bankruptcy €dor the Central District of California (theCalifornia Feder:
Bankruptcy Court”) granted the Company’s motion ddfinal decree, and issued a final decree in theganys Bankruptcy Proceedings. 1
California Federal Bankruptcy Court retained juigtion to preside over claims described below i@ @olburn and Walker matters. Upon
California Federal Bankruptcy Court entering theafiorders in the Colburn and Walker claims, désctibelow, the Bankruptcy Proceedi
will be closed.

Faigin Matter. On January 15, 2009, Alan Faigin, a former Gdn€aunsel of Fremont, filed a complaint againstrkoet Reorganizin
Corporation (“FRC”) in the Superior Court of theafst of California, County of Los Angeles (the “Galhia Superior Court”)On February :
2010, Mr.Faigin filed an amended complaint alleging wrongérmination, breach of his employment agreemestidh of the implied coven:
of good faith and fair dealing, fraud and misrepreation, negligent misrepresentation and violatbwarious California labor codes, am
other allegations under a “joint employeHeory. In February 2010, a jury found for Mr. Raignd awarded him damages in the amou
approximately $1.4 million, which Fremont recorceslan accrued liability in the first quarter of 2Q0The Company appealed the Califo
Superior Court decision to the California CourtAgpeal (the “Court of Appeal”)which affirmed the lower court decision, and thentHhe
California Supreme Court. On February 21, 2013,Ghéfornia Supreme Court notified counsel for thempany that it would not review 1
Faigin matter, affirming the California Superior @bdecision and judgment. On April 4, 2013, Mrigta filed a motion for an order releas
funds deposited with the California Superior Caortenforce the judgment. In response, the Compdeg & Motion to Stay Execution
Judgment while the Company’s claims against MrgiRaidiscussed below, were litigated. On May 17120he judge granted the Company’
Motion to
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Stay Execution of Judgment and denied Mr. Faggimbtion to enforce the judgment. The judgmentacwtued interest were paid following
execution of the Faigin Settlement Agreement.

On April 27, 2009, FRC filed a crog®mplaint against Mr. Faigin in the California Stipe Court for breach of confidence, breach of &iduy
duty, representing conflicting interests and indéicetion; and the Company was seeking $4.6 milliondamages. On June 9, 2009,
California Superior Court dismissed the cross-caimplpursuant to California’s anti-SLAPP statut®@appealed the dismissal of this cross-
complaint and on August 30, 2011, the Court of Aghpeversed and remanded the dismissal of FRCssemmplaint causes of action aga

Mr. Faigin for breach of fiduciary duty and breasftconfidence. On December 9, 2013, the CalifoSugerior Court denied Mr. Faigmmotior

for summary judgment. On April 25, 2014, the Compand Mr. Faigin executed the Faigin Settlementeggrent, under which the Comp.
received $1.5 million.

Colburn Matter. On December 8, 2009, Gwyneth Colburn, the forEwecutive Vice President for FremaontCommercial Real Estate gro
filed a complaint in the California Superior Coagainst FIL and unnamed defendants for breachmifact related to a management contir
agreement (“MCA”)executed in August 2003, and extended in August72@hd, separately, filed a proof of claim in thanBruptc
Proceedings. In the California Superior Court actiMs. Colburn contends she is owed $3.2 milliohjlevin the Bankruptcy Proceedin
Ms. Colburn filed a $2.6 million proof of claim.

On August 9, 2011, the California Superior Couteezd a judgment granting the Companilotion for Summary Judgment and dismissing
complaint. On September 22, 2011, Ms. Colburn fiedotice of Appeal from this dismissal. Appellatéefs from both parties have been filed.

On March 14, 2014, the California Federal BankrypBourt orally announced its ruling, from a triaélth in January 2014, to grant
Company’s motion to disallow Ms. Colbusntlaim. On March 26, 2014, the California Fedéahkruptcy Court entered a written or
granting the Company’s motion to disallow Ms. Coliis claim.

On April 7, 2014, Ms. Colburn filed a motion forcansideration of the California Federal Bankrup@ourt's March 26, 2014 order granting
Company’s motion to disallow Ms. Colbumtlaim. On June 23, 2014, the California FedeatBuptcy Court issued an order denying
Colburn’s motion for reconsideration. On June 3W4 Ms. Colburn filed a notice of appeal of thdifémia Federal Bankruptcy Coust'orde
granting the Company’s motion to disallow Ms. Caolida claim and the denial of Ms. Colbusnotion for reconsideration. On July 2, 2014
notice of appeal was referred to the United StBissict Court for the Central District of Califan(the “U.S. District Court”)The appeal to tt
U.S. District Court is fully briefed. No hearingté has been set.

Walker Matter. On June 10, 2011, Kyle Walker, the former Chigééutive Officer and President of FIL, filed a cdaipt in the Californi
Superior Court against the Company and unnamechdaifies for breach of contract, certain Californgbbar Code violations and breact
fiduciary duty related to his MCA executed in Aug2803, and extended in August 2006, and, sepgratgbroof of claim in the Bankrupt
Proceedings. In the California Superior Court actiMr. Walker contends he is owed $4.6 million, Mhin the Bankruptcy Proceedin
Mr. Walker filed a $2.5 million proof of claim.

On August 26, 2011, Mr. Walker dismissed his commplavithout prejudice, against the Company as essor in interest to Fremont, but not
successor in interest to FIL. On September 19, 202Company obtained the California Superior €sdinal ruling granting the Compars’
Motion for Summary Judgment and on October 26, 2642 judgment was entered. On November 29, 2012Wdlker moved for a new trii
based on the Court of Appeal’s ruling in the Faigiatter. On January 8, 2013, the California SupeZimurt granted Mr. Walkes’ motion for .
new trial. On February 5, 2013, the Company filachppeal of the California Superior Coartrder granting Mr. Walker a new trial. The C
of Appeal subsequently reversed the ruling grankirgWalker's motion for a new trial. Mr. Walker filed a péiit for rehearing before t
Court of Appeal, which was denied. Mr. Walker fited a petition for review before the Californiai@eme Court. The Company filed
answer to the petition on October 14, 2014.

On March 14, 2014, the California Federal BankrypBourt orally announced its ruling, from a triatlth in January 2014, to grant
Company’s motion to disallow Mr. Walkarclaim. On March 26, 2014, the California Fed&ahkruptcy Court entered a written order grar
the Company’s motion to disallow Mr. Walker’s claim

On April 7, 2014, Mr. Walker filed a motion for rewsideration of the California Federal Bankruptau@'s March 26, 2014 order granting
Company’s motion to disallow Mr. Walker'claim. On June 23, 2014, the California FedemikBuptcy Court issued an order denying
Walker’'s motion for reconsideration. On June 3Q1.£20Mr. Walker filed a notice of appeal of the @alinia Federal Bankruptcy Coustorde
granting the Company’s motion to disallow Mr. Walkeclaim and the denial of Mr. Walkar'motion for reconsideration. On July 2, 2014
notice of appeal was referred to the U.S. Distiotirt. The appeal to the U.S. District Court igyfldriefed. No hearing date has been set.

RMBS Defense, Indemnity and Contribution Mat. In connection with residential mortgage-backecusées offerings (“RMBS Offeringy”
involving loans originated by FIL, either or bothLFand its subsidiary entered into loan purchase@gents, underwriting agreements
indemnification and contribution agreements, whicimtained various representations and warrantiesing to the loans. Investment ba
involved in these RMBS Offerings have been sueamumber of actions concerning their
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activities related to subprime mortgages (“RMBSiéws”), where the Company or its former businesses is nanged defendant. The Comp
has received demands for defense, indemnity anttilsotion from defendants in various RMBS Actioffhie Company has rejected eac
these demands, as it is the Comparpgsition that the demanding parties are beind fareconduct not chargeable to the Company doitsel
businesses. There is no assurance that the Congpats/former businesses will not be named as disfiets in additional RMBS Actions
receive additional demands for defense, indemnity eontribution. It is the Compars/intention to vigorously defend any claims see
defense, indemnity or contribution, but the Compeaugnot presently predict whether such claimslvélpursued or what the outcome would

Subpoenas for Information and Documents addition to the abovdescribed RMBS Actions, the Company has receivetrasponded to
number of subpoenas for information from federaharities and other third parties in civil litigati matters in which the Company is n
defendant, but which concern home mortgage traiosectnvolving the Compang’ origination and sale of whole loans, and cerRiiBS
Offerings.

Unpaid ClaimsAs of September 30, 2014, there remained two ofzéms filed with the California Federal Bankrupt©purt, comprised of tt
disputed Colburn and Walker claims totaling $5. lliom.

NOTE 15 — SUBSEQUENT EVENTS
GRSA Acquisition

On October 17, 2014, Signature and its wholly owseldsidiaries, SGH Acquisition Holdco, Inc. (“Buf)eand Evergreen Holding Germe
GmbH, entered into the Purchase Agreement withig\kard certain of its affiliates to acquire alltbé equity interests in the entities compri:
the GRSA Business from Aleris, for a purchase pat&525.0 million. The purchase price is comprisgé$495.0 million in cash and $3!
million in a new series of non-participating preést stock of Signature (the “Series B Preferreai8)ado be issued to Aleris.

The Purchase Agreement contains customary repedgerd, warranties and covenants of the parties;competition and noselicitatior
provisions, and indemnification provisions subjectpecified thresholds and other limitations. Aemd its selling subsidiaries may not sc
or discuss alternative transactions for the GRSAiBss, and if the Purchase Agreement is terminatedr certain circumstances, Signé
will pay Aleris a $26.3 million termination fee. &ltlosing of the proposed transaction is subjettig¢cexpiration or termination of the applice
waiting period under the Hart-Scott-Rodino Antitriaprovements Act of 1976, as amended (the “HSR)Asnd certain Mexican competiti
laws, the transfer of certain discontinued reapprty locations by Aleris to its subsidiary, théeese of certain liens, guarantees and liabi
related to certain Aleris debt, and other custon@oging conditions. The transaction is presentljicipated to close prior to January
2015. There can be no assurance that the transadtlalose by such date, if at all.

The transaction is not subject to a financing ewgncy. In connection with and in the Purchase ément, Signature undertook cer
covenants and entered into certain commitmentréettéth respect to various debt and equity finagsifthe “Financings”).Signature current
intends to finance the $495.0 million cash poridrithe transaction purchase price and costs asedoith the transaction using a combina
of cash, equity and debt as follows: (i) $45.0 imillin cash from Signature, (ii) the net proceefla registered offering of Signatusecommo
stock (currently anticipated to be 3.7 million ggrwith a customary greenshoe; the “Equity Offgin(iii) the net proceeds of a rights offer
of $125.0 million (the “Rights Offering”)less the net proceeds from the Equity Offering) $800.0 million in a committed bridge financ
provided by Goldman Sachs Bank USA (“Goldman Sgcaetl Deutsche Bank Securities Inc. and an affilthereof (collectively, Deutsch
Bank”) of privately-placed senior secured noteg (tBenior Secured Notes”) issued by the Buyer sulzsidiary thereof (the “Notes Offering”
and (v) $70.0 million in opening draws on a cometttevolving asset-based lending facility (the ‘@&sBased Facility”provided by Gener
Electric Capital Corporation and GE Capital Markdts. (collectively, “GE Capital-U.S.”) and a Geam factoring facility (the Factoring
Facility”) provided by GE Capital Bank AG (“GE Caali-Germany” and together with GE Capital-U.S. “@m’&pital”). To backstop tr
proceeds of the Equity Offering and Rights Offeriignature has entered into (x) commitment let(dre “Backstop Commitment Lette)s”
with Zell Credit Opportunities Master Fund L.P. CDF”) and funds managed by another institutional invefstoa secured bridge term loar
up to $50.0 million (the “Backstop Notesihd a purchase of common shares of up to $45.@mahd (y) a backstop agreement with Aleris
“Backstop Agreement”) to purchase an additional.@34illion of preferred stockThere can be no assurance that Signature will taldeio
complete any such financing transactidhe final structure and terms of the acquisitioraficing will be subject to market conditions, araly
be materially different than current expectations.

This Report does not constitute an offer of anyugtges for sale. Certain debt and equity seasitieferenced herein will be offered only
private placement and will not be and have not lvegistered under the Securities Act and may natffeged or sold in the United States ab
registration or an applicable exemption from registn requirements. Further, no offer to buy afypwar common stock, including pursuan
any primary equity or rights offering, can be adedpand no part of the purchase price can beuwedeintil the registration statement applic
to such shares has become effective, and we magnait or revoke any such offer, without obligatmmcommitment of any kind, at any ti
prior to notice of our acceptance given after tiiective date.
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Private placement of common st

On October 27, 2014, the Company entered into ekSRarchase Agreement (the “Private Placement Agee#’) with Kettle Hill Partners, L
and Kettle Hill Partners Il, LP (collectively, tHénvestors”) relating to the issuance and sale of the Compamyismon stock in a prive
placement.

On October 28, 2014, the Company closed the pripkteement and sold 300,000 shares of common $tbek‘Shares”)to the Investors
$10.00 per share, raising $3.0 million. The Conmypplans to use the proceeds from the sale of ttegeShfor general corporate purpo
including to fund a portion of the consideratiorttie GRSA Acquisition.

The Shares were issued in reliance upon the exengptiom registration provided by Section 4(a)(B)ler the Securities Act and Rule 50I
Regulation D promulgated thereunder. The Share® vgsmued directly by the Company and did not in@odv public offering or gene
solicitation. The Investors in the private placetreme “accredited investorsis that term is defined in Rule 501 of Regulatioarid acquired tt
Shares for investment only and not with a present voward, or for resale in connection with, théolic sale or distribution thereof.

In connection with the Private Placement Agreemtmd,Company entered into a registration righteagent with the Investors, pursuar
which the Company agreed to file a registratiotestent on Form S-3 (or on Form S-1, if the Compampot then eligible to use Form33-anc
use its best efforts to cause such registratioterstent to become effective within three monthsrafitee date of filing such registrati
statement. The Company is under no obligationleécafregistration statement prior to the earliedanuary 1, 2015 and such later date as a
to by the parties.
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Item 2. Management's Discussion and Analysis of Famcial Condition and Results of Operations

This Item 2 contains certain non-GAAP financialomfiation. See “Reconciliation of Non-GAAP FinancMEasures”below for importar
information regarding the non-GAAP financial infaation included in this Item 2, together with a raciiation of such norGAAP financia
information presented to the most comparable GAA&htial information.

Certain statements in this Quarterly Report on Fd@rQ for the period ended September 30, 2014“Rleport”), including, without limitatior
matters discussed in this “Management’s DiscusaimhAnalysis of Financial Condition and ResultOplerations” (“MD&A”), should be ree
in conjunction with the unaudited condensed codsatdid financial statements, related notes, and dttailed information included elsewher
this Report and with our audited consolidated faialnstatements, related notes thereto, and otterled information included elsewhere in
Annual Report. We are including this cautionarytesteent to make applicable and take advantage ofdfes harbor provisions of the Priv
Securities Litigation Reform Act of 1995. Certaitatements that are not historical fact are forwanking statements. These forwdmbking
statements can be identified by the use of word$h @as “believes,” “anticipates,” “expects,” “intentl “plans,” “projects,” “strategy,”
“estimates,” “assumes,” “may,” “should,” “will,” fkely,” “could” or other similar expressions. Sufdrward{ooking statements involve knot
and unknown risks, uncertainties and other importactors that could cause actual results, perfaomaor achievements to differ materi
from the forward-looking statements. These forwlaaking statements are based on our current beliefsntions and expectations. Th
statements are neither guarantees nor indicativieitafe performance. Important assumptions andrait@ortant factors that could cal
changes in our financial condition or results oéi@ions or could cause actual results to diffetenmly from those forwardeoking statemen
include, but are not limited to:

* the timing and completion of the proposed GRSA Asitjon, the satisfaction or waiver of the closiognditions for the GRS
Acquisition, or any other failure to close the GR&équisition;

® our ability to obtain all Financing for the GRSA dugsition or the terms of any such financi

® as a result of the Financings in connection with @RSA Acquisition that would constitute indebteskjeour high leverag
substantial debt, security interests in our assaiisrevenue and, in the case of such indebtedndgh@terms of the proposed Se
B Preferred Stock, restrictive covenants that iedtre operation of our business and the busiokssar subsidiaries

® changes to our business, operations and orgamaatstructure as a result of the proposed GRSA i&dtn and our ability t
successfully integrate the GRSA Business enti

® uncertainty regarding our expected financial penfamce following completion of the GRSA Acquisitic

* disruption in relationships with customers, empls/and suppliers relating to the GRSA BusinessoanthonGRSA Business as
result of the GRSA Acquisitior

® inthe event we consummate the GRSA Acquisit

0 changes in domestic and international demand frycted aluminum, including in the automotive, agae, building ar
construction, consumer packaging and steel andBugmods manufacturing industrit

0 in the event we consummate the GRSA Acquisitioa,dyclical nature of the aluminum industry, matesidverse chang
in the aluminum industry or our enbe segments, such as global and regional supgdldemand conditions for alumini
and aluminum products, and changes in our cust¢ industries;

0 commodity price fluctuations in the aluminum marketd our ability to enter into effective commoddgrivatives ¢
arrangements to manage effectively our exposusedh commodity price fluctuation

® our ability to successfully identify, acquire andegrate additional companies and businesses #rfirm and meet expectatic
after completion of such acquisitior

® our ability to achieve future profitabilit

® our ability to control operating costs and othgrenses

* our ability service our outstanding debt and seaditional financing

* the difficulty of keeping expense growth at modesels while increasing revenu
® changes in business or other market conditi

® our ability to access federal and state NOLs aatize value from future tax benefits, includingdannection with the operation
the GRSA Business following the proposed GRSA Asitjon;

* our ability to obtain the expected benefits of @@mpan’s reincorporation in Delaware (t“Reincorporatio”);
® our dependence, as a holding company, on fundorg &ur operating subsidiarie

® general economic conditions may be worse than eag

® competition among other companies with whom we cetmmay increase significantl
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* the loss of key personnel or the ability to -effectively attract, retain and motivate key persan

® our ability to maintain disclosure controls andqadures and internal control over financial repgrtio ensure timely, effective ¢
accurate financial reporting, and to integrate@RSA business into our disclosure controls andgatores and internal control o
financial reporting

® changes in accounting policies and practices, asbmaadopted by regulatory agencies and other @ajgons, including withol
limitation the FASB, the SEC and the Public Compangounting Oversight Boart

* changes in laws or government regulations or picffecting the legacy businesses related toawetiéd mortgage lending a
servicing, which are now a part of discontinuedratiens;

* the impact of current or new litigation matters,abianges in litigation strategies brought agaimsstnuour current businesses,
GRSA Business or SGGH, LlI's former businesse

* our ability to successfully defend against demandmvestment banks for defense, indemnity andrdmrtton where the banks he
been sued in actions concerning their activitidatirg to securitizations involving loans origindtéy SGGH, LLCS forme
businesses

® changes in the financial condition or future praspef issuers of debt or equity securities thabwe; anc

® other factors, risks and uncertainties describetiimReport and in our Annual Report under Palten 1A “Risk Factors,’as ma
be supplemented in our other filings with the Cossiun from time to time

All forward-looking statements set forth herein are qualifigdnese cautionary statements and are made owliythe date hereof. We undert:
no obligation to update or revise the informati@mtained herein including, without limitation, afgrwarddooking statements whether a
result of new information, subsequent events auaistances, or otherwise, unless otherwise reqbirdalw.

OVERVIEW

Signature is a holding company that owns all of déstanding interests of its operating companyGBGLLC. Our operations are larg
concentrated in one operating segment, Industtipply. In 2013, we substantially wound down a secoperating segment, Special Situati
which selectively acquired suierforming and nonperforming commercial and indaktloans, leases and mortgages. The Board
management expect to grow our business throughsaibgus, as well as through organic efforts witkixisting operations described below.
current business strategy seeks to leverage olicpdmpany status, considerable federal and GaidoNOLs and the experience of our B¢
and management to acquire operating businesseises pnd on terms that are aligned with our ctigeowth plans.

The Company’s unaudited condensed consolidateddiabstatements included in this Report and thi3&A present the Compang’'financia
condition and results of operations by operatirgnsnt. We report our results of operations undén bontinuing and discontinued operatit
All of the activities related to our operating sigisries and our growth strategies, as well as ongggeneral corporate functions are include
continuing operations.

As of September 30, 2014, Signatsreontinuing operations had $85.8 million of assets99.9% of our total assets, and $28.5 millid
liabilities, or 82.7% of our total liabilities. Ctinuing operations includes Industrial Supply armke@&al Situations, plus Corporate and Of
which includes the assets, liabilities and opegatésults of operating subsidiaries that do nottrtfeereportable segment threshold and opet
costs that relate to administrative, financial dmgnan resource activities that are not allocatedptecific operations and are excluded 1
segment results of operations.

Industrial Supply. Our Industrial Supply segment, which includes NBXB one of the largest circuit breaker suppliershim United States,
based in Burbank, California. We focus on the regi@ent circuit breaker market for commercial andustrial circuit breakers, whe
replacement time is extremely important, and we algply residential circuit breakers. We sell froime warehouse distribution centers ac
North America, which enables us to improve custodadivery times, a key attribute of our sen-oriented model. Industrial Suppdyassets a
primarily comprised of inventory, accounts recelea#ind intangible assets and its liabilities aienprily comprised of trade payables, a lin
credit and long-term debt.

Special Situations Special Situations selectively acquired gd#forming and nonperforming commercial and indaktioans, leases a
mortgages, typically at a discount to unpaid ppatbalance. Special Situations also took positinonorporate bonds and other structured
instruments, which were generally sub-performingn@nperforming. During the second quarter of 2@L&ajority of Special Situationg'sset
were sold, specifically its portfolio of residertiaal estate loans. In the fourth quarter of 20ts3commercial loans were repaid in full. Spe
Situations currently holds a small portfolio of amercial real estate loans and a nonmarketablerpeefequity security, and has no signific
liabilities.

SGGH, LLC's operations also include a discontinued operasegsent, where it holds and manages certain amsétiabilities related to tl
former businesses of Fremont. During the quartdeddune 30, 2014, Cosmed, which owns the produtiuiiations
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for a line of skin care products, was reclassifimmn discontinued operations to continuing operatiavhen efforts to sell Cosmed w
suspended. As of September 30, 2014, there artsasgitle nominal carrying values in discontinued igpiens and the remaining liabilities
being managed to limit costs and exposures.

Recent Developments
GRSA Acquisition

On October 17, 2014, we, and two newly formed, Wholvned subsidiaries, entered into the Purchaseéygent with Aleris and certain of
affiliates, to acquire Alerisglobal recycling and specifications alloys businfssa total of $525.0 million; $495.0 million irash and $30
million in Series B Preferred Stock issued to Aeri

The transaction is not subject to a financing ecg@ncy. We currently intend to finance the cashigorof the purchase price and associ
transaction costs using a combination of cash,te@uid debt as follows: (i) $45.0 million in caglorh Signature, (ii) the net proceeds of
Equity Offering of 3.7 million shares of our commstock, (iii) the net proceeds of the $125.0 millRights Offering for our common stock, |
the net proceeds from the Equity Offering, (iv) 830million in Senior Secured Notes issued by tlyds, and (v) $70.0 million in openi
draws on the Assd@8ased Facility and the Factoring Facility. We hawtered into commitment letters with Goldman Sauid Deutsche Bal
on the Senior Secured Notes, and with GE CapitathenAsseBased Facility and Factoring Facility. We have atstered into backst
arrangements for the Equity Offering and Rightse@iffy with ZCOF and the funds of another institméibinvestor for up to $50.0 million ir
secured bridge term loan and a purchase of up 3d0%4illion in common shares, as well as with Aefor a purchase of an additional $:
million of preferred stock. There can be no assteahat we will obtain this financing or close thensaction in a timely fashion or at all.
final structure and terms of the GRSA Acquisitiemahcing will be subject to market conditions, andy be materially different than curr
expectations. Subject to the completion of all iclgsconditions, we presently anticipate closing GBSA Acquisition prior to January -
2015. There can be no assurance that the transagtibclose by such date, however, if at all. Foore information regarding the GR
Acquisition and Financings, see Note 1%Bubsequent Evenits Part |, Iltem 1 of this Repofrivate placement of common stock

On October 28, 2014, we issued 300,000 sharesrafasuomon stock in a private placement at $10.0Gspare, raising $3.0 million. We plar
use the proceeds for general corporate purposgsding to fund a portion of the considerationhie GRSA Acquisition.

Critical Accounting Policies

The accounting and reporting policies of the Congpaonform to GAAP and are fundamental to understapaur unaudited condens
consolidated financial statements and this MD&Ave3al of our policies are critical as they requitanagement to make difficult, subjective
complex judgments about matters that are inheremttertain and affect the reported amount of asBalslities, and operating revenues
costs included in the unaudited condensed consetidfinancial statements. Circumstances and ewudats differ significantly from thos
underlying the Compang’ estimates, assumptions and judgments could dhasactual amounts reported to differ significarfigm thes
estimates. These policies govern (i) the repurcheserve, (ii) deferred tax asset valuation, aiidg@odwill and intangible assets, each of wi
is described in Part Il, Item 7 of the Annual Rep@n an ongoing basis, we evaluate our estimatesassumptions based on histol
experience and various other factors and circurosg@nWe believe our estimates and assumptionseasomable under the circumstan
however, actual results may differ significantlprfr these estimates and assumptions, which coulel dawaterial impact on the carrying ve
of assets and liabilities as of the balance shateisdand our results of operations for the reppgiriods presented.

There were no changes in our critical accountirligigs from those disclosed in the Annual Report.
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RESULTS OF OPERATIONS

The following table presents selected componentthh@fCompanys condensed consolidated statements of operatwnthd three and nil
months ended September 30, 2014 and 2013:

Three Months Ended Nine Months Ended
September 30, September 30,

(Dollars in thousands) 2014 2013 2014 2013
Operating revenue $ 10,987 $ 9,781 $ 29,44¢ $ 34,25¢
Operating cost 12,73¢ 12,27¢ 33,52¢ 35,90t
Operating los: (1,752) (2,497) (4,079 (1,657)
Other income (expens 2,40¢ (3,295) 3,053 (8,34%)
Earnings (loss) from continuing operations

before income taxe 656 (5,792) (1,02¢) (9,994
Income tax expense (bene 317 (7) 527 86
Earnings (loss) from continuing operatic 339 (5,78%) (1,559 (20,080
Earnings (loss) from discontinued operations,

net of income taxe 428 (74) 1,931 (468)
Net earnings (loss $ 767 $ (5,85¢) $ 378 $ (10,54¢)
EARNINGS (LOSS) PER SHAR
Basic:

Continuing operation $ 0.02 $ (0.48) $ (0.13) $ (0.85)

Discontinued operatior 0.03 (0.01) 0.16 (0.04)

Basic earnings (loss) per shi $ 0.0¢ $ (0.49 $ 0.03 $ (0.89

Diluted:

Continuing operation $ 0.02 $ (0.48) $ (0.13) $ (0.85)

Discontinued operatior 0.03 (0.01) 0.16 (0.04)

Diluted earnings (loss) per sh $ 0.0¢ $ (0.49 $ 0.03 $ (0.89

Consolidated Results of Operations

As discussed in more detail below in “Segments’'uReof Operations,het earnings for the three months ended Septenihe&203d4 increast
$6.7 million to $0.8 million, from a $5.9 millionet loss for the three months ended September 3@, 20hd net earnings for the nine mo
ended September 30, 2014 increased $10.9 milli®@# million, from a $10.5 million loss for thenei months ended September 30, 2013. |
earnings per share and diluted earnings per share @ach $0.06 per share for the three months e®ej@mber 30, 2014. Basic and dill
earnings per share were $0.03 per share in thenmimths ended September 30, 2014, and basic anédlibss per share was $0.49 per ¢
and $0.89 per share in the three and nine monthesdeBeptember 30, 2013, respectively.
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Segments’ Results of Operations
Three Months Ended September 30, 2014 Compared the Three Months Ended September 30, 2013
The following tables present our segment resultspefations for the three months ended Septembh&03@ and 2013:

Continuing Operations

Industrial Special Corporate Discontinued
(Dollars in thousands) Supply Situations  and Other  Eliminations Total Operations Total
Three Months Ended September 30, 2
Operating revenue
Net sales $ 10,947 $ — % — 3 — $ 10947 $ — $ 10,947
Interest — 129 52 (147) 40 — 40
Total operating revenut 10,947 129 52 (141) 10,987 — 10,981
Operating costs
Cost of goods sol 6,88¢ — — — 6,88¢ — 6,88¢
Selling, general and
administrative 532 1 538 — 1,071 27 1,09¢
Compensatiol 870 — 985 — 1,85¢& — 1,85t
Professional fee 99 — 2,331 — 2,43(C 169 2,59¢
Interest expens 219 — 141 (142) 219 — 219
Amortization of intangible: 270 — 6 — 276 — 276
Total operating cost 8,87¢ 1 4,001 (141) 12,73¢ 196 12,93¢
Operating profit (loss 2,06¢ 128 (3,949 — (1,752 (196) (1,94¢)

Other income (expense
Change in fair value of common
stock warrant liability — — 2,40C — 2,40C — 2,40C
Recovery of allowance for

repurchase reser — — — — — 250 250
Other, ne (8) — 16 — 8 374 382
Total other income (expens (8) — 2,41¢€ — 2,40¢ 624 3,032
Earnings (loss) before income ta; 2,061 128 (1,539) — 656 428 1,084
Income tax expense (bene 961 61 (705) — 317 — 317
Net earnings (loss $ 1,10C $ 67 $ (828) $ —  $ 339 $ 428 % 767
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Continuing Operations

Industrial Special Corporate Discontinued
(Dollars in thousands) Supply Situations  and Other  Eliminations Total Operations Total
Three Months Ended September 30, 2
Operating revenue
Net sales $ 10,23C $ — 3 4 % — $ 10232 $ — $ 10,23¢
Interest — 302 — (174) 128 27 155
Nonmarketable equity
securities impairmetl — (581) — — (581) — (581)
Total operating revenut 10,23( (279 4 (174) 9,781 27 9,80¢
Operating costs
Cost of goods sol 6,481 — 17 — 6,49¢ — 6,49¢
Selling, general and
administrative 533 4 549 — 1,08¢€ 101 1,187
Compensatiol 691 — 1,444 — 2,13¢ 26 2,161
Professional fee 141 — 1,02C — 1,161 246 1,407
Interest expens 249 — 910 (174) 985 — 985
Amortization of intangible 397 — 16 — 413 — 413
Total operating cost 8,492 4 3,95¢€ (174) 12,27¢ 373 12,651
Operating profit (loss 1,73¢ (283) (3,952) — (2,497) (346) (2,84%)
Other income (expense
Change in fair value of common
stock warrant liability — — (3,300 — (3,300) — (3,300
Recovery of allowance for
repurchase reser — — — — — 250 250
Other, ne — (14) 19 — 5 22 27
Total other income (expens — (14) (3,287) — (3,295) 272 (3,023)
Earnings (loss) before income ta 1,73¢ (297) (7,239%) — (5,792) (74) (5,86€)
Income tax expense (bene 828 (214) (621) — (7) — (7)
Net earnings (loss $ 910 $ (83) $ (6,612 $ — $ (5,789 $ (74) $ (5,859

Industrial Supply
General

For the three months ended September 30, 2014stimalSupply generated pretax earnings of $2.lianibn $10.9 million of net sales, a pre
profit margin of 18.8%, as compared to pretax emsiof $1.7 million on $10.2 million of net sales, a pretaxfirmargin of 17.0% for the
three months ended September 30, 2013. Net eawigrgs$1.1 million and $0.9 million in the three mtlts ended September 30, 2014 and
2013, respectively, including $1.0 million and $@8lion of allocated income tax expense underrcaenpany tax sharing agreements in 2014
and 2013, respectively. Adjusted EBITDA was $2.8iam and $2.5 million for the three months endeg®mber 30, 2014 and 2013,
respectively. (See “Reconciliation of Non-GAAP Hical Measures” below for more information about BBA and Adjusted EBITDA.)

Operating revenues

Operating revenues from Industrial Supply were $X0illion for the three months ended September28d4, as compared to $10.2 million
the three months ended September 30, 2013. Theifid&ase in net sales is primarily attributablénttreased customer orders and expansi
sales activities in geographic markets served hglause locations opened during the previous tweimeths.

Operating costs

Operating costs at Industrial Supply were $8.9ianilfor the three months ended September 30, 28 dpmpared to $8.5 million for the th
months ended September 30, 2013. The $0.4 milliorease in operating costs is primarily related $9.4 million increase in cost of goods :
as a result of increased sales.

Gross margin increased to 37.1% for the three nsoatided September 30, 2014, as compared to 36168tefthree months ended Septer
30, 2013. The increase in gross margin is primatisibutable to improved product sourcing at loweces.
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Special Situations

Net earnings from Special Situations were $0.lionilfor the three months ended September 30, 281140.1 million of operating revenues
compared to a $0.1 million net loss for the threenths ended September 30, 2013, on $(0.3) milliooperating revenues. The nega
operating revenues in 2013 included the impairméan investment security.

Management does not expect the ongoing operatioBpexial Situations to be significant for the feable future.

Corporate and Other
General

Amounts reflected in Corporate and Other includergst income, corporate overhead costs, intexpsinse and other income (expense) the
not allocated to our operating segments and thétsesf operations of our consolidated subsidiatties do not meet the threshold of a report
segment.

The net loss reported in Corporate and Other deeckay $5.8 million to $0.8 million for the threeonths ended September 30, 201¢
compared to $6.6 million for the three months enBlegtember 30, 2013.

Operating revenues and other income (expense)

Operating revenues and other income (expense) @orporate and Other increased $mBlion to net revenue of $2.5 million for the tle
months ended September 30, 2014, as compared expense of $3.3 million for the three months enfledtember 30, 2013. The increas
primarily related to the change in fair value ofrtoon stock warrant liability, which for the thre@nths ended September 30, 2014, repres
other income of $2.4 million, based largely upoe tlecrease in our stock price from June 30, 20Mewhe change in fair value of comn
stock warrant liability in the three months endegitember 30, 2013 represented $3.3 million of ogtxpense.

Operating costs

Total operating costs from Corporate and Other weahanged at $4.0 million for each of the threeth® ended September 30, 2014 and -
Signature realized aggregate reductions in selfjiegeral and administrative expenses, compensatiwhinterest expense of approximately
million. These cost savings were offset by highefgssional fees, including $1.5 million associatéth the GRSA Acquisition.

Discontinued Operations

Discontinued operations presents the financial itimmdand results of operations of our former besses, specifically, certain of Fremant’
former operations. Earnings from discontinued oj@mna, net of income taxes increased $0.5 millm$®.4 million for the three months en
September 30, 2014, as compared to a $0.1 miliies for the three months ended September 30, dbE3collection of a plaintiff recove
action resulted in $0.3 million of other incometlire three months ended September 30, 2014.

Activity within discontinued operations continues decline. With the sale of the last REO propenty ¢he favorable Faigin Settleme
discontinued operations has assets with nominayiogr values and twentgeven legacy litigation cases to manage, including recover
actions in which we are the plaintiff, as of Segbem30, 2014.
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Nine Months Ended September 30, 2014 Compared togtNine Months Ended September 30, 2013
The following tables present our segment resultspefations for th@ine months ended September 30, 2014 and 2013

(Dollars in thousands)

Nine Months Ended September 30, 2

Operating revenue
Net sales
Interest
Gain on real estate own
Total operating revenut
Operating costs
Cost of goods sol
Selling, general and
administrative
Compensatiol
Professional fee
Interest expens
Amortization of intangible:
Total operating cost
Operating profit (loss
Other income (expense
Change in fair value of common
stock warrant liability
Goodwill impairment
Recovery of allowance for
repurchase reser
Litigation settlemen
Other, ne
Total other income (expens
Earnings (loss) before income ta
Income tax expense (bene
Net earnings (loss

Continuing Operations

Industrial Special  Corporate Discontinued
Supply Situations and Other  Eliminations Total Operations Total
$ 29,32t — 8 — — $ 2932t $ — $ 29,32
— 378 101 (355) 124 — 124
— — — — — 39 39
29,32t 378 101 (355) 29,44¢ 39 29,48¢
18,73( — 432 — 19,162 — 19,162
1,35¢ 8 1,57¢ — 2,94¢ 138 3,084
2,45 — 3,263 — 5,71¢ — 5,71¢
226 — 3,892 — 4,11¢ 811 4,93(C
706 — 355 (355) 706 — 706
800 — 82 — 882 — 882
24,271 8 9,604 (355) 33,52¢ 949 34,477
5,054 370 (9,50%) — (4,079) (910) (4,98¢9)
— — 3,40C — 3,40C — 3,40C
_ _ (400) — (400) — (400)
— — — — — 750 750
— — — — — 1,50C 1,50
(8) — 61 — 53 591 644
(8) — 3,061 — 3,058 2,841 5,894
5,04¢ 370 (6,442) — (2,02¢) 1,931 905
2,36¢ 109 (1,957) — 527 — 527
$ 2,677 261 $ (449) $ — $ (1559 $ 1931 $ 378
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Continuing Operations

Industrial Special  Corporate Discontinued
(Dollars in thousands) Supply Situations and Other  Eliminations Total Operations Total
Nine Months Ended September 30, 2
Operating revenue
Net sales $ 28,05 $ — 35 — $ 28,08¢ — $ 28,08¢
Interest — 1,761 316 (817) 1,26( 57 1,317
Nonmarketable equity
securities impairmer — (581) — — (581) — (581)
Gain on sale of investment
securities, available for se — 380 — — 380 — 380
Discount recognized on payoff
of loans receivable, n — 80 — — 80 — 80
Loss on real estate own — — — — — (153) (153)
Gain on sale of loans
held for sale, ne — 5,02€ — — 5,02¢ — 5,02¢
Total operating revenut 28,054 6,66€ 351 (817) 34,254 (96) 34,15¢
Operating costs
Cost of goods sol 17,66¢ — 126 — 17,79t — 17,79t
Selling, general and
administrative 1,282 95 1,75¢ — 3,13t 440 SDE
Compensatiol 2,00z — 5,162 — 7,165 79 7,244
Professional fee 445 — 3,13t — 3,58( 792 4,372
Interest expens 781 316 2,71z (817) 2,992 — 2,992
Amortization of intangible: 1,191 — 47 — 1,23¢ — 1,23¢
Total operating cos! 23,371 411 12,94( (817) 35,90¢ 1,311 37,21¢
Operating profit (loss 4,682 6,25¢ (12,589 — (1,657) (1,407 (3,05¢)
Other income (expense
Change in fair value of common
stock warrant liability — — (8,450 — (8,450 — (8,450
Recovery of allowance for
repurchase reser — — — — — 750 750
Other, ne — (14) 121 — 107 189 296
Total other income (expens — (14) (8,329 — (8,343) 939 (7,404
Earnings (loss) before income tas 4,68: 6,241 (20,918 — (9,999 (468) (10,462)
Income tax expense (bene 1,97¢ 2,284 (4,176 — 86 — 86
Net earnings (los: $ 2,708 $ 3957 $ (16,747 $ — $ (10,080 $ (468) $ (10,549

Industrial Supply
General

For the nine months ended September 30, 2014, thielUSupply generated pretax earnings of $5.0ionilbn $29.3 million of net sales, a pre
profit margin of 17.2%, as compared to pretax emsiof $4.7 million on $28.1 million of net salaspretax profit margin of 16.7% for the n
months ended September 30, 2013. Net earnings$efamillion in each of the nine months ended Seper 30, 2014 and 2013, including 4
million and $1.9 million of allocated income taxpense under intercompany tax sharing agreemer#i8lid and 2013, respectively. Adjus
EBITDA was $6.8 million for each of the nine montesded September 30, 2014 and 2013. (See “ Retwiueil of NonGAAP Financia
Measures” below for more information about EBITDidaAdjusted EBITDA.)

Operating revenues

Operating revenues from Industrial Supply were $28illion for the nine months ended September 8142 as compared to $28.1 million
the nine months ended September 30, 2013. The /bPéase in net sales is primarily attributablettie expansion of sales activities
geographic markets served by our new warehousédosa
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Operating costs

Operating costs at Industrial Supply were $24.3ianilfor the nine months ended September 30, 28440ompared to $23.4 million for the r
months ended September 30, 2013. The $0.9 milliorease in operating costs is related to a $1.lomihcrease in cost of goods sold, a !
million increase in compensation and a $0.1 millioorease in selling, general and administrativeeese, partially offset by a $0.2 milli
decrease in professional fees, a $0.1 million desgrén interest expense and a $0.3 million decr@aamortization of intangibles. The incre
in cost of goods sold is due to higher sales, wthidedecrease in professional fees and increasenipensation are primarily related to repla
consultants with experienced staff.

Gross margin decreased to 36.1% for the nine manttied September 30, 2014, as compared to 37.08efmine months ended Septembe
2013. The decrease in gross margin is primariljbatiable to higher product costs associated witnufecturer price increases.

Special Situations

Net earnings from Special Situations was $0.3 amillior the nine months ended September 30, 20140chmillion of operating revenues,
compared to $4.0 million for the nine months en8egitember 30, 2013, on $6.7 million of operatingeneies. As a result of the sale of
residential real estate loan portfolio in the secqnarter of 2013 and payoff of the commercial oanthe fourth quarter of 2013, the 2014
2013 results of operations are not comparable.

Management does not expect the ongoing operatioBpexial Situations to be significant for the feable future.

Corporate and Other

The net loss reported in Corporate and Other dsedey $12.2 million to $4.5 million for the nineonmhs ended September 30, 201¢
compared to $16.7 million for the nine months en8epdtember 30, 2013.

Operating revenues and other income (expense)

Operating revenues and other income (expense) @orporate and Other increased $11.2 million toreeenue of $3.2 million for the ni
months ended September 30, 2014, as compared txpense of $8.0 million for the nine months en8egtember 30, 2013. The increas
primarily related to the change in fair value ofrooon stock warrant liability, which, for the nineonths ended September 30, 2014, repres
other income of $3.4 million and for the nine mandnded September 30, 2013 represented $8.5 nulliother expense as a result of cha
in our stock price. Additionally, we recognized @4bmillion goodwill impairment charge related ketreclassification of Cosmed to contint
operations in the second quarter of 2014.

Operating costs

Operating costs from Corporate and Other decre®3s&imillion to $9.6 million for the nine monthsded September 30, 2014, as compar
$12.9 million for the nine months ended Septemi®&r 2013. The decrease reflects a $1.9 million rédmdn compensation in 2014,
compared to 2013, as a result of dimee severance events with former executives in328dd lower headcount in the corporate offic
2014. Interest expense was reduced by $2.4 méoa result of lower average outstanding debnbeakin 2014. Adjusting for the $1.5 mill
of diligence and advisory expenses related to tR&& Acquisition, professional fees decreased by $dillion in 2014, as compared to 20
Cost of goods sold represents a $0.4 million inmnimpairment recognized on Cosmed’s inventorthifirst quarter of 2014.

Discontinued Operations

Earnings from discontinued operations, net of inedaxes increased $2.4 million to $1.9 million flee nine months ended September 30, -
as compared to a $0.5 million loss for the nine therended September 30, 2013, primarily as a retite $1.5 million Faigin Settlement
2014.

Activity within discontinued operations continuesdecline. With the sale of the last REO propery the favorable Faigin Settlement, there

assets with nominal carrying values within discoméd operations as of September 30, 2014, andyvgentn legacy litigation cases to man
including four recovery actions in which we are ghaintiff.
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FINANCIAL CONDITION

The following table presents selected componentthefCompanys condensed consolidated balance sheets as ofn8ept&80, 2014 ar
December 31, 2013:

September 30, December 31,

(Dollars in thousands) 2014 2013

ASSETS (unaudited

Current asset:
Cash and cash equivalel $ 44,752 $ 47,91z
Restricted cas 21 2,80t
Trade accounts receivable, | 4,907 3,737
Inventory 11,60z 10,77
Other current asse 1,804 902
Current assets of discontinued operati 116 223

Total current asse 63,20/ 66,357

Intangible assets, n 2,00z 2,904

Goodwill 17,78( 18,18(

Other noncurrent asse 2,91¢ 2,682
TOTAL ASSETS $ 85,901 $ 90,12:

LIABILITIES AND STOCKHOLDERS ' EQUITY
Current liabilities:

Trade payable $ 4,83t $ 3,22¢
Line of credit 1,18C 500
Long-term debt due within one ye 3,90C 3,60C
Other current liabilitie: 1,61C 1,094
Current liabilities of discontinued operatic 198 2,264
Total current liabilities 11,72¢ 10,68¢
Long-term debr 10,67¢ 13,60(
Common stock warrant liabilit 5,90C 9,30C
Other noncurrent liabilitie 354 119
Noncurrent liabilities of discontinued operatic 5,75C 6,50(C
TOTAL LIABILITIES 34,40¢ 40,20¢
TOTAL STOCKHOLDERS EQUITY 51,49¢ 49,91¢
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 85,901 $ 90,12:
General

As discussed further below, total assets decrelagéd.2 million, or 4.7%, to $85.9 million as ofgBember 30, 2014, from $90.1 million as
December 31, 2013; total liabilities decreased 5y8 $nillion, or 14.4%, to $34.4 million as of Septeer 30, 2014, from $40.2 million as
December 31, 2013; and total stockholdeity increased to $51.5 million as of Septeml@r2014, from $49.9 million as of December
2013.

Changes in stockholders’ equity reflect net eamimtyring the period, increased by equity issuaremes$ amortization of shatgase:

compensation, and decreased by repurchases ofoounan stock. See the Statement of Changes in Silgkis’ Equity in the unaudite
condensed consolidated financial statements indludePart I, Item 1 of this Report for more details changes in stockholdersguity.
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The following tables present the assets and liagsiliof our operating segments as of SeptembeP@®04 and December 31, 2013. Assets
liabilities not allocated to operating segmentsiackided in Corporate and Other:

Continuing Operations

Industrial Special Corporate Discontinued
(Dollars in thousands) Supply  Situations and Other Eliminations Total Operations
September 30, 20!
Current asset:
Cash and cash equivalel $ 231 $ 44 $ 4447¢ $ — $ 4475 % 99
Restricted cas — — 21 — 21 —
Trade accounts receivable, | 4,907 — — — 4,907 —
Inventory 11,60z — — — 11,60z —
Other current asse 512 90 1,202 — 1,804 17
Total current asse 17,25z 134 45,70z — 63,08¢ 116
Intangible assets, n 1,88¢ — 114 — 2,002 —
Goodwill 17,78C — — — 17,78C —
Intercompany receivab — 3,561 10,592 (14,159 — —
Other noncurrent asse 777 2,028 115 — 2,91t —
TOTAL ASSETS $ 37,691 $ 571E $ 56,52 $ (14,159 $ 8578t $ 116
Current liabilities:
Trade payable $ 2,346 $ — $ 249z % — $ 483t % 53
Line of credit 1,18C — — — 1,18C —
Long-term debt due within one ye 3,90 — — — 3,90C —
Litigation reserve — — — — — 145
Other current liabilitie: 320 — 1,29C — 1,61C —
Total current liabilities 7,74€ — 3,782 — 11,52¢ 198
Long-term deb! 10,67¢ — — — 10,67¢ —
Common stock warrant liabilit — — 5,90C — 5,90C —
Repurchase reser — — — — — 5,75C
Intercompany payabl 1,20€ 3,657 9,29(C (14,157) — —
Other noncurrent liabilitie — — 354 — 354 —
TOTAL LIABILITIES $ 19627 $ 3,657 % 19,32¢ $ (14,159 $ 28,457 $ 5,94¢
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Continuing Operations

Industrial Special Corporate Discontinued
(Dollars in thousands) Supply  Situations and Other Eliminations Total Operations
December 31, 201
Current asset:
Cash and cash equivalel $ 66 $ 1,807 $ 46,04C $ — $ 4791 $ 105
Restricted cas — — 2,80¢ — 2,80k —
Trade accounts receivable, | 3,73¢€ — 1 — 3,737 —
Inventory 10,34¢ — 432 — 10,771 —
Real estate owned, r — — — — — 75
Other current asse 383 97 422 — 902 43
Total current asse 14,53( 1,904 49,70 — 66,13¢ 223
Intangible assets, n 2,70¢ — 196 — 2,904 —
Goodwill 17,78( — 400 — 18,18( —
Intercompany receivab — 3,171 4,001 (7,172) — —
Other noncurrent asse 489 2,12¢ 68 — 2,682 —
TOTAL ASSETS $ 35507 $ 7,20 $ 54,36F $ (7,172) $  89,90C $ 223
Current liabilities:
Trade payable $ 216C $ — $ 1,06 $ — $ 322¢ % 233
Line of credit 500 — — — 500 —
Long-term debt due within one ye 3,60C — — — 3,60C —
Judgment and accrued inter — — — — — 1,877
Litigation reserve — — — — — 135
Other current liabilitie: 121 60 913 — 1,094 19
Total current liabilities 6,381 60 1,981 — 8,422 2,264
Long-term deb: 13,60( — — — 13,60( —
Common stock warrant liabilit — — 9,30C — 9,30C —
Repurchase reser — — — — — 6,50C
Intercompany payabl 105 3,89t 3,17z (7,172) — —
Other noncurrent liabilitie 24 — 95 — 119 —
TOTAL LIABILITIES $ 20,11C$ 3,955 $ 1454t $ (7,172 $ 31,441 $ 8,764

Continuing Operations
Cash and cash equivalents

Cash and cash equivalents within continuing opematdecreased $3.1 million to $44.8 million as ept®mber 30, 2014, from $47.9 millior
of December 31, 2013. Cash and cash equivaleritsdastrial Supply, Special Situations and Corposate Other totaled $0.2 million, &
thousand and $44.5 million, respectively, as oftS§aper 30, 2014.

In the nine months ended September 30, 2014, casbash equivalents:
® increased $0.1 million at Industrial Supply, priihafrom the timing of customer receipts and vendayments

* decreased $1.8 million at Special Situations, prilsnas a result of the settlement of intercompgayallocations, with cash movi
to Corporate and Othe

® decreased $1.5 million at Corporate and Other, gmilynas a result of the payment of operating costich are discussed in mi
detail above und¢‘ Segment’ Results of Operatior”

Restricted cas

Restricted cash decreased $2.8 million to $21 thwdiss of September 30, 2014, from $2.8 milliowfadecember 31, 2013, as a result of
Faigin Settlement and release of funds securirggterlof credit. The amount of the judgment andwent interest we owed the former exect
were held by the California Superior Court and siféed as restricted cash in our unaudited condéneasolidated balance sheets and were
in the second quarter of 2014. Amounts held byGhkfornia Superior Court in excess of amounts BlueFaigin were returned to us and pla
in our operating accounts. Additionally, $0.8 naifii of restricted funds securing a letter of credre released in the quarter ended Septe
30, 2014.

37




Trade accounts receivable, net

Trade accounts receivable, net increased $1.2omitlb $4.9 million as of September 30, 2014, fraBi7$million as of December 31, 20
reflecting increased sales activity in the foiitse day period preceding September 30, 2014, coetptd the same period preceding Decel
31, 2013.

Inventory

Inventory increased $0.8 million to $11.6 millios af September 30, 2014, from $10.8 million as ec&@nber 31, 2013, from Indust
Supply’s growth, and expansion of their product offeribgyond circuit breakers. The increased inventorindtistrial Supply was partia
offset by the $0.4 million inventory impairment ceded on Cosmed’s old packaging and shipping nasen the first quarter of 2014.

Other assets

Other assets increased $1.1 million to $4.7 milksrof September 30, 2014, from $3.6 million aBefember 31, 2013, as a result of fees
costs associated with debt and equity financingstations related to the GRSA Acquisition. Fees @gls associated with debt offerings
capitalized and recognized over the life of thetdebtrument as a yield adjustment, while fees eosts associated with equity offerings
recorded as a reduction of gross proceeds upoarissuor expensed if shares are not issued.

Goodwill and intangible assets
Intangible assets, comprised of customer relatipssitrade names, trademarks and skin care prdéolumtlations decreased $0.9 million to 4
million as of September 30, 2014, from $2.9 millasof December 31, 2013, as a result of scheduedtization.

Following Cosmed'’s reclassification to continuingeaations, all of Cosmesl’goodwill was determined to be impaired and a $0ikion
goodwill impairment charge was recorded in Aprill20There has been no impairment of intangibletassethe Industrial Supply goodwill
of September 30, 2014 and December 31, 2013.

Trade payables

Trade payables increased $1.6 million to $4.8 arillas of September 30, 2014, from $3.2 million Becember 31, 2013, primarily frc
increased inventory levels and accrued professieeal associated with the GRSA Acquisition.

Line of credit

Line of credit increased $0.7 million to $1.2 nailii as of September 30, 2014, from $0.5 millionfaBecember 31, 2013, primarily to fund
payment of intercompany payables reflecting inctexeallocations under intercompany tax sharing egents.

Long-term debt

Longterm debt decreased $2.6 million to $14.6 milli@noch September 30, 2014, from $17.2 million as eE&nber 31, 2013, as a resu
scheduled principal amortization payments on tha teans.

Common stock warrant liability

Common stock warrant liability decreased $3.4 onillto $5.9 million as of September 30, 2014, fréh83nillion as of December 31, 2013."
$3.4 million change in fair value of common stockrrant liability during the nine months ended Seqiier 30, 2014 is primarily attributable t
decrease in the underlying market price of our commtock. See Note 7-€ommon Stock Warrant Liabilitin the Notes to Unaudit:
Condensed Consolidated Financial Statements indludBart I, Iltem 1 of this Report for more infortioa about the Warrants.

Discontinued Operations

Assets of discontinued operations decreased torfilllibn as of September 30, 2014, from $0.2 millas of December 31, 2013. Liabilities
discontinued operations decreased to $5.9 milloaf&September 30, 2014, from $8.8 million as of&eber 31, 2013.

Judgment and accrued intere

Judgment and accrued interest was paid in the degoarter of 2014 in conjunction with the Faiginttenent Agreement. For additio
information about the judgment, see the “Faigin tetdtin Note 14—Commitments and Contingenciesthe Notes to Unaudited Conden
Consolidated Financial Statements included in R#em 1 of this Report.
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Repurchase resen

The repurchase reserve decreased $0.7 million.®rfilion as of September 30, 2014, from $6.5iomllas of December 31, 2013. There v
no settlements or new claims received during time mionths ended September 30, 2014, and we recetvedmmunication on our existi
claims, which continued to age as described bekweordingly, our estimated exposure has fallen andreserve has likewise been redu
While management believes the $5.8 million repuseha@serve is sufficient as of September 30, 20B4reserve is subjective and is base
managemens current expectations utilizing facts currenthowwm to management. Changing or new facts and cstamoes could cause u
increase the repurchase reserve in future periodsag cause the Company to experience losses gssxaf the recorded repurchase res
Any material increase in, or change in the natdreoor repurchase claim activity and payout amguatschanges in our ability to object
defend or settle such claims, could have a matadiatrse effect on our financial condition and itssaf operations.

This liability represents estimated losses we maegence from repurchase claims, both known andhenmn, based on claims of breache
certain representations and warranties Fremontigedvto counterparties that purchased residendial estate loans Fremont origina
predominantly from 2002 through 2007. In prepaitsgestimate for the repurchase reserve, manageooesiders the loan products, vinte
aging of repurchase claims, prior investor settlemand actual loss experience.

There were no settlements or new repurchase claoeved during the nine months ended Septembe2@0}. Total outstanding repurch
claims as of September 30, 2014 were $101.7 mill@hthe outstanding repurchase claims, there kas Ino communication or other ac
from the claimants:

® for more than six years in the case of $63.1 mmllioclaims, or 62.0% of total claims outstandi
e for more than four years, but less than six yaarge case of $10.3 million in claims, or 10.2%athl claims outstanding; ai
* for more than two years, but less than four yeame case of $28.3 million in claims, or 27.8%athl claims outstandin
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RECONCILIATION OF NON -GAAP FINANCIAL MEASURES

A non-GAAP financial measure is a numerical measure stbhical or future financial performance, finangaisition or cash flows that exclut
amounts, or is subject to adjustments that haveetfeet of excluding amounts, that are includedha most directly comparable meas
calculated and presented in accordance with GAAEhénbalance sheets, statements of operationgatmeents of cash flows; or inclui
amounts, or is subject to adjustments that haveffleet of including amounts, that are excludedrfrine most directly comparable measure
calculated and presented. EBITDA and Adjusted EBATIBom continuing operations are not financial meas recognized under GA/
EBITDA and Adjusted EBITDA from continuing operati® are presented and discussed because managesliemes they enhance -
understanding of the financial performance of trem@anys operations by investors and lenders. As a comgiérto financial measur
recognized under GAAP, management believes thaT BEBland Adjusted EBITDA assist investors who follthe practice of some investm
analysts who adjust GAAP financial measures touwselitems that may obscure underlying performamzk distort comparability. Becat
EBITDA and Adjusted EBITDA from continuing operati® are not measures recognized under GAAP, thenatrentended to be presen
herein as a substitute for net earnings (loss) frortinuing operations as an indicator of operapiagormance. EBITDA and Adjusted EBITI
from continuing operations are primarily performameasurements used by our senior management ard Roevaluate certain operal
results.

We calculate EBITDA and Adjusted EBITDA as earnilflgss) before interest, taxes, depreciation andréanation, or EBITDA, which is the
adjusted to remove or add back certain items, qustdd EBITDA. These items are identified belowttie reconciliation of earnings (loss) fr
continuing operations to EBITDA and Adjusted EBITD¥Wm continuing operations. Earnings (loss) froomtinuing operations is the GA;
measure most directly comparable to EBITDA and At§d EBITDA from continuing operations.

Our calculation of EBITDA and Adjusted EBITDA frooontinuing operations may be different from thecaldtion used by other companies
non-GAAP financial measures having the same oraimames; therefore, they may not be comparatbéier companies.

The following table presents our reconciliationeafnings (loss) from continuing operations to EBAT&nd Adjusted EBITDA from continuir
operations for the three and nine months ended:8dgar 30, 2014 and 2013:

Three Months Ended September 3(C Nine Months Ended September 3C

(Dollars in thousands) 2014 2013 2014 2013
Earnings (loss) from continuing operatic $ 339 % (5,785 $ (1,559 $ (10,080
Plus:

Interest 219 985 706 2,992
Taxes 317 @) 527 86
Depreciatior 40 31 109 75
Amortization of intangible 276 413 883 1,23¢
EBITDA from continuing operation 1,191 (4,363) 672 (5,689

Adjustments
Change in fair value of common

stock warrant liability (2,400) 3,30C (3,400 8,45(
Shar+based compensatic 216 556 965 1,508
Accretion of discount — (23) — (192
Amortization of other capitalized cos 15 18 50 54
Gain on sale of loar — — — (5,02¢)
Nonmarketable equity securities impairm — 581 — 581
Cosmed goodwill and inventory impairme — — 832 —
Acquisitior-related professional fe: 1,52¢ — 1,52¢ —
Incremental professional fees related to the

Reincorporation and proxy conte — 101 99 1,911

Total adjustment (641) 4,53¢ 74 7,281
Adjusted EBITDA from continuing operatiol $ 550 $ 170 $ 746 $ 1,592
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LIQUIDITY AND CAPITAL RESOURCES

Our primary capital needs are for working capitaligations, capital expenditures and other genesgborate purposes, including acquisiti
Our primary existing sources of working capital eash from operations and credit facilities, whighintend to supplement as needed by p
and private capital market transactions. We adggssglity in terms of our ability to generate cashfund our operating activities. Factors
could materially impact our liquidity include:

® cash flows generated from operating activit

* adequacy of available lines of crec

® acquisitions; an

* our ability to attract lor-term capital, whether debt or equity, with satisfag terms.

We expect to review and consider possible acqoistiof new businesses and evaluate the retentmliaposition of our existing operatio
Further acquisitions, divestitures, investments @rahges in capital structure are possible.

Corporate Liquidity

Our holding company assets are principally comgrisé stock or membership interests of our subsiiarcash and cash equivalents,
receivables from our subsidiaries related to tearisly agreements and totaled $6.0 million as oft&Seper 30, 2014. Our principal source
liquidity include current cash and cash equivaleptsblic and private capital markets transactidnegds received from subsidiaries from
sharing payments and repayments of advances, armulbegs and dividends from subsidiaries, as wetliapositions of existing businesses
of September 30, 2014, our $300 million registratibatement on Form $4s effective and on file with the SEC to use éaisting busines
requirements and future acquisitions. Our princigds of liquidity, as of September 30, 2014, heepayment of operating costs of the hol
company.

Assets of our primary operating subsidiary, SGGHCLare principally comprised of stock or membepsihiterests of its subsidiaries and ¢
and cash equivalents. Its current available liquidi used to meet shagrm cash requirements, which are principally thgnpent of corpora
overhead expenses associated with the businesspanations of SGGH, LLC (excluding Industrial Suppthich is discussed below), includ
discontinued operations. SGGH, LLsrincipal source of liquidity is its current caaid cash equivalents, funds received from subgdifon
tax sharing payments and repayments of advancéfyarmowings and dividends from subsidiaries, al agedispositions of existing busines:
which totaled $50.2 million as of September 30,201

Industrial Supply Liquidity

Industrial Supplys tangible assets are principally comprised of ash cash equivalents, trade accounts receivablenaentory and totale
$16.8 million, in the aggregate, as of September Z814. Industrial Supply’s current available lidjty is used to meet sharm cas
requirements, which include the purchase of inugntine payment of operating costs, and the repaywfeits revolving line of credit and long-
term debt. Industrial Supply’principal source of liquidity includes its curterash and cash equivalents, collections of tradewnts receivab
generated from sales of inventory, and, as of $ame 30, 2014, $2.8 million of unused borrowingagy under a revolving line of cre
facility. In October 2014, management engaged aesiment banking advisor to explore strategic @aétiéves, including the possible sale
NABCO.

Proposed GRSA Acquisition Liquid

On October 17, 2014, we signed the Purchase Agrgeimgurchase the GRSA Business from Aleris fa236 million, comprised of $49¢
million in cash and $30.0 million in shares of 8arB Preferred Stock. Concurrent with our entrg thie Purchase Agreement, we have en
into commitment letters (i) with Goldman Sachs &wlitsche Bank for $300.0 million of senior secuseidge loans of the Buyer; (ii) with C
Capital-U.S. for a $110.0 million senior securedofeing assebased credit facility on U.S. and Canadian borreward assets of the GR
Business, (iii) with GE Capital-Germany for 8C€0 million factoring facility for a German subisidy to be acquired in the transaction, (iv) \
ZCOF and funds managed by another institutionatstor for a secured bridge term loan of up to $5a@llon and a $45.0 million offering
our common stock to backstop the Rights Offering &quity Offering, and (iv) with Aleris for up t03$.0 million in additional Series
Preferred Stock to backstop the Rights Offering &wodiity Offering. We believe that these commitmemmtsaddition to our existing ca
balances, will be sufficient to finance the pureéhpsce of the GRSA Acquisition. There can be reueance that we will undertake or comp
any such transaction¥he final structure and terms of the acquisitiamaficing will be subject to market conditions, andynbe materiall
different than current expectations.

We believe that cash generated from operationgoworgs under our credit facilities and future deloid equity offerings, if any, will |
sufficient to complete the proposed GRSA Acquisitend to meet our working capital requirementsjcgoatted capital expenditures, ¢
scheduled debt payments throughout 2014 and fonéhe several years. However, our ability to sgtsfir working capital requirements ¢
debt service obligations, or fund our planned ehgikpenditures, will substantially depend uponfoture operating performance (which will
affected by prevailing economic conditions in thev@num industry), debt
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covenants, and financial, business and other factmme of which are beyond our control. We expleat our indebtedness will increast
connection with the proposed GRSA Acquisition.

Comparison of the Nine Months Ended September 30024 and 2013

During the nine months ended September 30, 20I15atidated cash and cash equivalents decreasedrfi8dh, compared to a $20.4 milli
increase during the nine months ended Septemb&033,

Net cash used in operating activities in 2014 wia$s #illion, compared to $23.7 million of net cgsiovided by operating activities in 2013. °
net cash provided by operating activities in 20iduded $27.1 million from the sale of the residEnnhortgage loan portfolio. Changes in
operating assets and liabilities resulted in nehqarovided by operating activities of $1.5 million2014, compared to $1.7 million providec
operating activities in 2013.

Net cash provided by investing activities during ttine months ended September 30, 2014 totaleth®48and, compared to $3.8 million of
cash provided by investing activities during theeninonths ended September 30, 2013. The net cagitlgu by investing activities in 2013 v
largely the result of the $3.2 million of proceeiism the sale of investment securities and $0.5ionilof net cash provided from log
receivable.

Net cash used in financing activities during theeninonths ended September 30, 2014 and 2013 wasnilion and $7.1 million, respective
The cash used in 2014 reflects $2.6 million of deifed longterm debt repayments and net draws on our revoluregof credit totaling $0
million. The cash used in 2013 reflects $2.6 miliof scheduled longerm debt repayments, net repayments on our rexglime of cred
totaling $0.5 million, and the payment of $4.0 roill of contingent consideration related to the NAB&cquisition.

As of September 30, 2014, we had $44.8 million &AdL million of cash and cash equivalents in caiitig operations and discontint
operations, respectively. We believe that we cullydrave sufficient liquidity and capital resourdesmeet our existing obligations over the |
twelve months. As discussed above, the Shelf Ragjst gives us the flexibility to publicly offeravious types of securities, including comr
stock, preferred stock, debt securities, warraubscription rights and units consisting of any boration of such securities, from time to ti
in one or more offerings, up to an aggregate amofiBB00 million. We believe that the Shelf Regititn enables us to sell securities qui
and efficiently when market conditions are favoeabt financing needs arise. As of September 304,204 securities had been issued unde
Shelf Registration.

OFF-BALANCE SHEET ARRANGEMENTS

Prior to 2007, Fremont securitized a portion of@sidential real estate loans. Securitizationpsagess of transforming loans into securities
are sold to investors. The loans were first sold 8pecial purpose corporation, which then transfiethem to a qualified special purpose e
(“QSPE"), which was a separate legal entity frorerRont. The QSPE, in turn, issued interest-bearguyiries, commonly known as asset-
backed securities, secured by the future cash ftovee derived from the securitized loans. The Q88 the proceeds from the issuance ¢
securities to pay the purchase price of the sezediioans.

Securitizations of mortgage loans were used toigeoain additional source of liquidity and were stiwed as sales. The special purpose er
to which the mortgage loans were transferred weS®kEy and, therefore, under previous accounting thleugh 2009, were not subjec
consolidation. The accounting standards were anteeffective January 1, 2010 to eliminate the cohadpQSPEs. We reevaluated th
QSPEs, as well as all other potentially significarierests in other unconsolidated entities, tceiheine if we should include them in «
consolidated financial statements. We determinatiwle are not the primary beneficiary of thesealde interest entities and, therefore, dc
consolidate the loan securitization trusts.

The security investors and the QSPEs do not hayeenourse against the Company if the cash flowseigged by the securitized loans
inadequate to service the securities issued byIBEEs. At the close of each securitization, Frememioved the carrying value of the lo
securitized from its balance sheet and added titaasd fair value of the assets obtained in cansitibn for the loans, which generally inclu
the cash received (net of transaction expensdajneel junior class securities (referred to asdresliinterests) and mortgage servicing right
its balance sheet. SGGH, LLC holds these residuatéasts, which are carried at zero in the unadiditndensed consolidated balance sk
Distributions, which totaled $0.2 million and zetoring the nine months ended September 30, 2012@%8, respectively, are recorded in o
income as received. Based on a review of trustiitthere is significant uncertainty as to thecamt and timing of future distributions, if any.

In connection with RMBS Offerings involving loansiginated by FIL, either or both of FIL and its sidiary entered into mortgage Ic
purchase agreements, underwriting agreements awtinification and contribution agreements, whichtamed various representations
warranties relating to the loans. Investment bankslved in these RMBS Offerings have been sued imumber of RMBS Actions, whe
neither FIL, nor its subsidiary, are a named ded@nd-IL and its subsidiary have received demaadddfense, indemnity and contribution fi
defendants in various RMBS Actions. Each of thesmahds has been rejected as we believe the derggpalities are being sued for conc
not chargeable to FIL or its subsidiary. Theredsassurance that FIL or its
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subsidiary will not be named as a defendant intaidil RMBS Actions or receive additional demanoisdefense, indemnity and contributi
The Company intends to vigorously defend any claeeking defense, indemnity or contribution, butoaanot presently predict whether s
claims will be pursued or what the outcome would Hewever, if the investment banks suffer lossesdnnection with RMBS Actions a
successfully pursue claims against FIL, its subsjdor the Company, this could have a material emveffect on our consolidated finan
position, results of operations and cash flows.

We also have repurchase reserve liabilities releteshles of residential real estate loans thasalogect to standard industry representation:
warranties that may require the Company to repweteertain loans. Additional information concernthg repurchase reserve include
discontinued operations is included in Note 13iscontinued Operationsn the Notes to Unaudited Condensed Consolidatedni€ia
Statements included in Part I, Item 1 of this Repor

CONTRACTUAL OBLIGATIONS

NABCO's variable interest rate term loan has a $4.8ionilbalance as of September 30, 2014 and beargshtat the lendes’base rate pl
1.00% per annum, or 5.00%, payable monthly, andireatin September 2016. During the nine monthscfeéptember 30, 2014, $0.9 mill
of scheduled principal repayments were made.

NABCO's fixed interest rate term loan has a $9.8 milliahance as of September 30, 2014 and bears inggtré&s00% per annum, paya
monthly, and matures in December 2018. During the months ended September 30, 2014, $1.7 millfoscbeduled principal repayme
were made.

See Note 6—Debtin the Notes to Unaudited Condensed Consolidatedrieial Statements included in Part |, Item 1 &f Beport for addition.
information related to the term loans, includingr&iture’s guarantee of up to $5.0 million of NABG@ng-term debt.

ltem 3. Quantitative and Qualitative DisclosuresAbout Market Risk

Pursuant to Item 305(c) of RegulationKSwe are not required to provide an update on Quantitative and Qualitative Disclosures Ak
Market Risk until after we have filed our Annualg®et on Form 10-K for our fiscal year ended Decengie 2014.

Iltem 4. Controls and Procedures

As of September 30, 2014, the Company carried ouewluation, under the supervision and with thetigpation of the Company’
management, including the Chief Executive Officad ahe Chief Financial Officer, of the effectiveaesf the design and operation of

Company'’s disclosure controls and procedures pntdogSecurities Exchange Act Rule 13a-15 and REtk15. Based upon that evaluation,

Chief Executive Officer and Chief Financial Officeoncluded that the Compagydisclosure controls and procedures are effedtiiemely
alerting them to material information relating ke tCompany required to be included in the Compapgtiodic SEC filings. During the quar
there have been no significant changes in the Coygénternal control over financial reporting or ither factors that could significantly aff
internal control over financial reporting.
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PART Il OTHER INFORMATION

ltem 1. Legal Proceedings

We are currently a defendant in various legal astiand asserted claims in connection with the fmisinesses and operations of Fremont a
subsidiaries, and in the normal course of busindgsanticipate that we will become involved in nigation matters from time to time in t
future. We will incur legal and related costs canggy litigation and may, from time to time, deténe to settle some or all of the ca
regardless of the assessment of our legal posifibe.amount of legal defense costs and settleniemtsy period will depend on many fact
including the status of cases, the number of cHsasare in trial or about to be brought to trihd the opposing partieaggressiveness
pursuing their cases and their perception of tlegial position. For information concerning mateli@gdation actions and proceedings agains
Company that are pending or were resolved or cdeduduring the period covered by this Report, se¢e Nl4A— Commitments ar
Contingenciesn the Notes to Unaudited Condensed Consolidatedrigial Statements included in Part I, Item 1 @ tReport, which |
incorporated by reference.

Iltem 1A. Risk Factors

The Annual Report includes a detailed discussiorisiffactors, Part I, Iltem 1A, “Risk Factor@§sociated with Business Risks, Risks Relat
Our Transactions, and Risks Related to an Investingdur Common Stock, which is incorporated byerefce.

The risks presented below update the risks idedtifi our Annual Report.

The GRSA Acquisition may not be consummated in a timely manner or at all, including if we are unable to raise sufficient funds from the
Financings to pay the purchase price under the Purchase Agreement. Failure to consummate the GRSA Acquisition may subject us to a
significant termination fee, in addition to having a negative impact on our stock price, business and financial results. The closing of th
Purchase Agreement is subject to certain custoriasing conditions, including the expiration orntémation of the applicable waiting peric
under the HSR Act, and certain Mexican competitimmns, Aleris’ transfer of certain discontinued property locatjothee absence of le¢
impediments to the transaction or a material agveffect on the GRSA Business, the partfEsformance of their respective obligations u
the Purchase Agreement, the accuracy of the ragegsmns and warranties in the Purchase Agreeraadtthe release of certain liens, guarat
and liabilities on certain Aleris debt. While td&RSA Acquisition is not contingent upon the consiation of any financing arrangement by
or our subsidiaries, we presently intend to usecourently available cash to fund only a portiortled $495.0 million cash purchase price.
plan to finance the remainder of the cash purcpase through a combination of the proceeds froemEQuity Offering, the Rights Offering, 1
Notes Offering, the Ass-Based Facility and the Factoring Facility, with ieais backstops from Aleris and two institutionaldeys. We hav
commitments in place for certain of these Finansjrag well as the backstop arrangements with Adgrikthe two institutional holders, and
believe that we will be able to raise the neceshargts from these or other financing transactiongrder to fund the GRSA Acquisition purch
price. However, we may fail to meet the conditiafighe necessary financing or we may fail to ras#icient proceeds to fund the full ci
purchase price. Therefore, there can be no assuthat we will be able to raise the necessary funds timely fashion in order to close
Purchase Agreement, or at all.

In the event that we or our subsidiaries fail tof@en our obligations under the Purchase Agreenoentheet the other closing conditions,
GRSA Acquisition will not be consummated, and weuldobe required to pay Aleris a termination feeb86.3 million. Further, if the GRS
Acquisition fails to close, in addition to the dis®n of time, effort and attention in preparatifan the GRSA Acquisition, financings a
integrated businesses, we may owe certain transaatid financing costs to the parties with whomewlored financing arrangements, we |
face potential litigation for damages or equitatdbef in respect of the failed transactions, arel way experience a material decrease it
stock price, loss of future business opportunitesiegative impact on our financial results andrfitial condition, and a loss of import
business and employee relationships.

We may be unable to obtain the regulatory approvals required to complete the GRSA Acquisition or, in order to do so, we may be required to
satisfy material conditions or comply with material restrictions. Consummation of the GRSA Acquisitiondabject to review and approval
regulatory authorities, including pursuant to theRHAct. While we do not anticipate having diffiguttbtaining such approvals, there can b
assurance that we will obtain all required regulatapprovals. If a governmental authority or otharty asserts objections to or challenge:
GRSA Acquisition, we will use our reasonable békires to resolve any such objection or challerméatilitate the consummation of the Gk
Acquisition. We have agreed to take all actionsessary to avoid or remove impediments to the tetitsg including agreeing to divest ass
agreeing to restrictions on the business of thebdoead company and taking other actions to pernaitttinsummation of the GRSA Acquisiti
There can be no assurance as to the cost, scap@act on our business, results of operationsnfiizd condition or prospects of the actions
may be required to obtain regulatory approvals.
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If we consummate the GRSA Acquisition, we and the GRSA Business may incur significant cost, time, effort and attention on integration and
the devel opment of necessary support. These may hinder our ability to realize the expected benefits of the GRSA Acquisition. We are a holdin
company whose continuing operations currently &irefi one primary operating segment. The GRSA Bassirmepresents a significantly lai
operating business than the Company. The GRSA Bssioperates substantially on a stalwhe basis from Aleris and maintains its own s
marketing, product development, manufacturing atteeroadministrative teams, while receiving supgdoom Aleris with respect to leg
purchasing, information technology (“IT”), tax andrtain other financial and operating services aghuman resources (“HRhsurance ar
treasury. The GRSA Business will continue to opeest part of Aleris until closing of the GRSA Acsjtion.

While we intend to operate the GRSA Business prédaniy as a standlone business with substantially the same orghoird structure
operations, management team, employees and losa®are presently used in the GRSA Business,uiteess of the GRSA Acquisition v
substantially depend on our ability to incorportite GRSA Business into the Company and suppobuisiness needs, as well as to effecti
manage this significantly larger business. Suchietges include (i) the integration of the GRSA Bess into our accounting reporting sysi
(ii) the development, adaptation and maintenandbebperating and administrative support systestsiically provided by Aleris on which t
GRSA Business has relied, including legal, purai@sIT, tax, HR, insurance and treasury, and {fig ability of the GRSA Business ¢
management to adapt to our policies, proceduresapmgort systems.

If the transaction is consummated, incorporatigraafl development of the necessary support foiGR8A Business could be a lengthy proc
requiring substantial expenditures by the Compasywell as significant time, effort and attenticonfi the management teams and
employees of both the Company and the GRSA Busirfassh demands could divert needed resources fatn usinesses. Further, th
challenges could result in the loss of key empleyeésruption of the ongoing businesses and relships with customers, suppliers and ¢
third parties; diversion of management and corgoedtention to integration issues, tax costs aeffiaiencies, inconsistencies in standa
controls, IT systems, accounting systems, procadyaicies, Sarbané3xley controls, and other administrative systerhany of these facto
limit our ability to integrate the GRSA Businesgeassfully or on a timely basis, we may not achigeefuture strategic, operational, finan
and other benefits anticipated to result from tiRSA Acquisition to the fullest extent or on a timékasis.

Beyond integration and development costs, potential termination penalties, and the cost of our diligence and preparation for the GRSA
Acquisition, we will incur significant transaction and integration costs in connection with the GRSA Acquisition. In addition to the $525
million purchase price, we will incur significamansaction costs in connection with the GRSA Adtjais and the Financings. Among th
costs are fees or reimbursement of expenses uraér & the Financings, including, notabommitment, funding, duration, agency,

administration fees to the lenders arranging thadeSecured Notes and the parties providing thek&ap Commitment Letters, AsdBasel
Facility and Factoring Facility. Significant costave been incurred and are expected to be incpriedto the closing of the GRSA Acquisitit
We presently anticipate that the GRSA Acquisitiafl e completed prior to January 31, 2015, aftéicl time we will be subject to fees
extending the commitments under the Backstop Comermit Letters. There can be no assurance that tiditioms to closing set forth in t
Purchase Agreement will be met or waived on timeline, or at all. Any delay in the closing of tBRSA Acquisition will increase the rela
transaction costs. The substantial majority oféhassts will be nonrecurring expenses relatede¢dRSA Acquisition.

While we await the necessary governmental approvals, satisfy the closing conditions, and pursue the Financings for the GRSA Acquisition, we
and the GRSA Business will be subject to business uncertainties that could adversely affect our and their businesses. Delays in closing the
GRSA Acquisition could exacerbate these uncertainties and adverse effects. Uncertainty about the effect of the GRSA Acquisition the
employees and customers of both the Company andsBR®A Business may have an adverse effect on usttendGRSA Business al
consequently, on the combined company. Althoughane Aleris intend to take actions to reduce anyeesiy effects during the time per
before closing, these uncertainties may impairand their ability to attract, retain and motivagy kpersonnel until the GRSA Acquisitior
completed and for a period of time thereafter. €hascertainties could cause customers, supplietotrers that deal with the GRSA Busin
and to a lesser degree, our business, to seekatmetexisting business relationships with the tampanies. Alternately, it could cause tl
parties who are considering doing business witbriube GRSA Business to delay taking action uhgl dutcome of the GRSA Acquisition or
Financings is known. Employee retention could lBiced during the pendency of the GRSA Acquisitememployees of the Company or
GRSA Business may experience uncertainty about fog&ire roles with the combined company. If, déspeetention and business par
management efforts, we or the GRSA Business logeekeployees or customer/supplier relationships beeaf concerns relating to

uncertainty and difficulty of the integration praseor a desire not to remain with the combined @mpthe business, operations, prospect
financial results of the combined company couldhéaemed.
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The GRSA Acquisition may not be accretive to earnings and may cause dilution to our earnings per share, which may negatively affect the
market price of our common stock. We currently anticipate that the GRSA Acquisitioill e accretive to our earnings per share in fre
completed fiscal quarter following its consummatidhis expectation is based on our preliminarynestés, which may change materially.
may encounter additional or unforeseen transaetwhintegratiorrelated costs, we may fail to realize all of thé@pated benefits of the GR¢
Acquisition or we may be otherwise subject to fextthat affect preliminary estimates. Any of théaetors could cause a decrease in
earnings per share or decrease or delay the expacteetive effect of the GRSA Acquisition and ciinite to a decrease in the price of
common stock.

If the GRSA Acquisition is completed, as owner, we will operate a substantially larger entity in an industry and locations in which we do not
currently operate, subject to additional regulations, risks and uncertainties that we have not previously faced. These could exceed our
expectations and have a negative impact on our financial condition and results of operations. If the GRSA Acquisition is consummated,
size of the Company and our primary operating segfiodlowing the transaction will change substdhtiaompared with our current operatic
As a result, any risk or uncertainty that is sigpaift to the GRSA Business, including those hidtikd below, will also be significant to us i
have a negative effect on our financial conditiod eesults of operations.

The GRSA Business is a global leader in thgedty aluminum recycling, with operating locationsthe United States, Canada, Mexico,
United Kingdom, Norway and Germany. Internationagm@tions generally are subject to risks, including

« changes in U.S. and international governmentallagigns, trade restrictions and laws, including leaxs and regulations;

« compliance with U.S. and foreign actirruption and trade control laws, such as theigor€orrupt Practices Act and U.K. Brib
Act, export controls and economic sanction progranwduding those administered by the U.S. Treafgpartment Office of Foreig
Assets Control

« currency exchange rate fluctuations;

. tariffs and other trade barriers:

« the potential for nationalization of enterpriseggovernment policies favoring local production;
o interest rate fluctuations;

« high rates of inflation;

e currency restrictions and limitations on repataatof profits;

« differing protections for intellectual property aadforcement thereof;

. differing and, in some cases, more stringent labgulations;

« divergent environmental laws and regulations; and

« political, economic and social instability.

The occurrence of any of these events could cdugsedsts of the GRSA Business to rise, limit iwgh opportunities or have a negative el
on its operations and its ability to plan for fuidyreriods, and subject it to risks not generalgvptent in the U.S. Further, because the fina
condition and results of operations of some of #RSA Business entities are reported in variouseouwies and then translated into U.S. dc
at the applicable exchange rate, appreciation efUts. dollar against these currencies may havegative impact on reported reven
operating profit, and accounts receivable, whilprdeiation of the U.S. dollar against these cuiremay generally have a positive effec
addition, a portion of the revenues generated byinternational operations of the GRSA Businessdarminated in U.S. dollars, while
majority of costs incurred are denominated in lomalrencies. As a result, appreciation in the Wi@lar may have a positive impact on
earnings of the GRSA Business, while depreciatfdh®U.S. dollar may have a negative impact oniags.

The GRSA Business depends on scrap for its opagmtib acquires scrap inventory from numerous ssjravhich generally are not bound
longterm contracts and have no obligation to sell sonafals to the GRSA Business. In periods of lowstid/ prices, such as during the re
U.S. economic crisis, suppliers to the GRSA Busimesy elect to hold scrap and wait for higher @ride addition, exports of scrap by th
suppliers out of North America and Europe can rieglgtimpact scrap availability and scrap and metakads. If the GRSA Business does
have an adequate supply of scrap metal, it wouldriable to recycle metals at desired volumes. Ability of the GRSA Business to mani
input, production or delivery costs, whether dueternal or external challenges, may result indowperating profit margins.

A substantial percentage of the U.S. employeehefIRSA Business, and substantially all of its ko8- employees, are represented by ur
or equivalent bodies and are covered by colledti@egaining or similar agreements. These agreensptsubject to periodic renegotiati
Although Aleris has had success in the past witlegetiation of collective bargaining agreementgraéhcan be no assurance that fu
renegotiations will prove successful. If labor neggions do not conclude successfully, the costilbr may increase and, in that case ol
other, work stoppages or labor disturbances maurdecthe GRSA Business. Any such stoppages ourtliahces in the GRSA Business |
have a negative impact on the financial conditind eesults of operations of the GRSA Business,thatkfore the Company, by limiting pl:
production, sales volumes and profitability.

Given the heavy industrial nature of the GRSA Besfoperations, notwithstanding the safety premasitiaken, there exists a significant ris
injury or death to the employees or other visitofishe GRSA Business. These operations are sutgjgeulation by various federal, state
local agencies responsible for employee healthsafety, including the Occupational Safety and Hrealt
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Administration. While the GRSA Business maintairidigies to minimize such risks, it may not be atdeavoid material liabilities for at
employee death or injury that may occur in the feit'hese types of incidents may not be coveredrhyay exceed the applicable insure
coverage and may have a material adverse effethenesults of operations and financial conditiérine GRSA Business, and therefore
Company.

The operations of the GRSA Business are subjefgderal, state, local and foreign environmentalslamd regulations, which govern, am
other things, air emissions, wastewater discharpeshandling, storage and disposal of hazardobstances and wastes, the remediatic
contaminated sites and employee health and sdfatyher, future environmental regulations could as® stricter compliance requirement:
the industries in which the GRSA Business operateduding the need to purchase additional pollutmntrol equipment, make proc
changes, or take other environmental control measur

Financial responsibility for contaminated propedguld be imposed on the GRSA Business where itsetroperations have had
environmental impact. Such liability can include ttost of investigating and remediating contamuhatgl or ground water, fines and pena
sought by environmental authorities, and damagmsingrout of personal injury, contaminated propeatyd other claims, as well as los
impaired natural resources. Changes in environrheat@irements or changes in their enforcementcoudterially increase the costs of
GRSA Business. For example, if salt cake, phpduct from some of its recycling operations, weréecome classified as a hazardous wa
the U.S., the costs to manage and dispose of itdrioarease and could result in significant inceghexpenditures. While the GRSA Busir
maintains reserves related to potential environaidiatbilities, there can be no assurance that sesérves are adequate for its current or fi
environmental liabilities.

If the GRSA Business is unable to maintain comgkéawith U.S. federal, state and notS. regulatory requirements, we could incur sutigl
costs, including fines, civil penalties and crinlinanctions, or costs associated with upgradespodve facilities or changes in manufactu
processes in order to achieve and maintain regylatompliance. While we intend to operate the GREsiness largely as a staalibne
business, our results of operations, financial d@mdand stock price will largely depend on hove tBRSA Business can handle its busi
risks and uncertainties. These risks and unceigginiay exceed our expectations, and it may take tbr us to mitigate them.

Our acquisition of the GRSA Business may expose us to unknown or contingent liabilities for which we will not be adequately indemnified.
The entities that we will acquire in the GRSA Adggition may have unknown or contingent liabilitiés;luding liabilities for failure to comp
with environmental and other laws and regulati@rs] for litigation or other claims. While the Poase Agreement includes indemnifica
provisions, the total amount of indemnificationated to breaches of representations, warrantiescamenantss generally capped at $6
million, excluding certain fundamental represeitasi taxesnd Title IV of ERISA, and, generally, Aleris willot be obligated to indemnify
until the aggregate amount of all losses exceeatdtsdactible of $3.0 million, and then only to theest that the losses exceed such deduc
However, certain scheduled environmental matterssabject to a deductible of approximately $23.Bioni Based on these provisions we 1
incur material liabilities for the past activities the GRSA Busines&uch liabilities and related legal or other costd/ar resulting reputatior
damage could negatively impact our business, fiahoondition and results of operations.

The market price of our common stock after the GRSA Acquisition may be affected by factors different from those affecting our shares
currently. Our current business differs significantly from tG&SA Business in several ways, including sizepstg, geographic area, ¢
applicable regulations. As a result, if the GRSAgiisition is consummated, the results of operatminthie combined company and the me
price of our shares of common stock may be affeloyeféctors different from those currently affegtiour independent results of operations.

We will issue at least $25.0 million in Series B Preferred Stock if we consummate the GRSA Acquisition, which will have superior rightsto our
common stock. In connection with the GRSA Acquisition, we haveesgl to create and issue $30.0 million in Seriéa&erred Stock to Aler
to be held in an escrow in order to secure Aléndemnification obligations under the Purchase &grent; this amount will be reduced to $:
million in Series B Preferred Stock and $5.0 millim cash if aggregate net proceeds of the Equifgridg and Rights Offering are at le
$112.5 million. In addition, under the Backstop égment, Aleris would be required to purchase uant@additional $30.0 million of Series
Preferred Stock. If we consummate the GRSA Acdarsiand issue the Series B Preferred Stock, itcchalve a material impact on the right
our common stockholders in terms of dividends, refpases and redemptions by, or in the event afugdation of, the Company.

We will pay quarterly dividends on the Series Bféned Stock, increasing from 7.0% after eighteemtins, to 8.0% for twelve months, to 9.
thereafter, with dividends payable in kind for finst two years, and thereafter in cash. Othenttavidends or distributions payable on

common stock in shares of common stock, the S&iPseferred Stock will rank superior to our comnstock in the payment of accrued

accumulated dividends, declaration and paymenéwfdividends and distributions, and making of repiéoms.

The Series B Preferred Stock will generally havevating rights, except, among other customary msttier any merger (unless the Serie
Preferred Stock remains outstanding or is purchas#tk liquidation preference), for any acquisiti@lued at more than 5% of the consolid
assets of the Company (so long as at least $10i6rmn aggregate principal amount of Series Bféred Stock remain outstanding), or (for
first two years of the Series B Preferred Stock}tfie declaration or payment of cash dividends
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on the common stock or generally the purchase,mpten or acquisition of common stock (outside bares issued to the parties to
Backstop Commitment Letters and certain employsgsisces).

Our current debt agreements, the proposed Financingsin connection with the GRSA Acquisition and future debt financing arrangements that
we or our subsidiaries may enter into otherwise, may contain various covenants that limit our ability to take certain actions and also require us
to meet financial maintenance tests. Failure to comply with these limits could have a material adverse effect on our operations, business and
financial results. As of September 30, 2014, we had approximately8ffillion of indebtedness outstanding. Our outsitagdndebtednes
including the indebtedness of our wholly owned &libsy Buyer, would have been approximately $386iion had the GRSA Acquisition a
the proposed Financings occurred as of SeptemheR@0t. Further, the GRSA Business will have adddl borrowing capacity under 1
AssetBased Facility and Factoring Facility. Interesstsarelated to this indebtedness together witldividends on the Series B Preferred S
we expect to issue will be substantial. The SeSirured Notes, the Asdased Facility, the Factoring Facility, the Backstdotes (if fundec
and the Series B Preferred Stock, and the instrtsrgoverning our other indebtedness contain, draeihtain, certain customary restrictic
covenants, provision for mandatory repayment upenoccurrence of certain events, and provisiong¥ents of default that will require us
the GRSA Business (through Buyer) to satisfy cerfaiancial tests and maintain certain financidios restrict our or the GRSA Business’
ability to engage in specified types of transactjcend otherwise limit the distributions of fundenh the GRSA Business to us. This ove
leverage and the terms of our financing arrangesnemild:

« limit the ability to pay dividends, especially frdBuyer to us in respect of the GRSA Business;
« make it more difficult to satisfy obligations undée terms of this indebtedness;
- limit the ability to refinance this indebtednessterms acceptable to the GRSA Business or us, alk; at

« limit the flexibility to plan for and adjust to chging business and market conditions in the inéesstn which we or the GRSA Busin
operate and increase the vulnerability to genehatiise economic and industry conditio

« require the dedication of a substantial portiorcagh flow to make interest and principal paymemtghis debt, thereby limiting tl
availability of cash flow to distribute to us orfiend future acquisitions, working capital, busimestivities, and other general corpo
requirements

« restrict sales of key assets;
« limit the ability to substantially change our biess or enter into new lines of business;

« limit the ability to obtain additional financingrfevorking capital, to fund growth or acquisitionsfor general corporate purposes, ¢
when necessary to maintain adequate liquidity,iqdarly if any ratings assigned to our debt sd@siby rating organizations wt
revised downward; ¢

« subject us to higher levels of indebtedness thancompetitors, which may cause a competitive diaathge and may reduce
flexibility in responding to increased competitit

In addition, the restrictive covenants would requis to maintain specified financial ratios andsgabther financial conditions and tests. -
ability to meet those financial ratios, conditicarsl tests will depend on our ongoing financial epdrating performance, which, in turn, will
subject to economic conditions and to financialrkeg and competitive factors, many of which argdmel our control. A breach of any of th
covenants could result in a default under the umsémts governing our indebtedness.

With respect to the GRSA Acquisition, if consumnaatehallenges with integration, the industry, ofierss and other business, market
acquisitionrelated risks, as well as various uncertainties erehts beyond our control, could affect our apilit comply with such restrictio
and covenants. Failure to comply with any of thetrietions and covenants in our existing or futfirancing arrangements could result
default under those arrangements and under otr@rgaments containing cross-default provisions.

Upon the occurrence of an event of default undgrsarch financing arrangement, the relevant lendewd accelerate the maturity of the ¢
and foreclose upon any collateral securing the.delhis event, we may lack sufficient funds dnextresources to satisfy all of our obligatic
In addition, any limitations imposed by financingreements on our ability to incur additional debtmtake other actions could significat
impair our ability to obtain other financing.

We do not currently control the GRSA Business and will not control the GRSA Business until the completion of the GRSA Acquisition. We dc
not currently control the GRSA Business and wilt oontrol the GRSA Business until the completiortted GRSA Acquisition. The Purchi
Agreement imposes certain limitations on how theSBRBusiness may be managed while the Acquisitiqueisding, but we cannot assure
that the GRSA Business will be operated in the sameas it would be under our control.

We have engaged an investment banking advisor to explore strategic alternatives, including the possible sale of NABCO. If we sell NABCO
and we do not consummate the GRSA Acquisition, you may own shares only in a holding company largely without operations. In Octobe
2014, we engaged an investment banking advisovatuate possible strategic alternatives for NAB@Qy wholly owned subsidiary tt
comprises Industrial Supply, our principal opemgtsegment. These strategic alternatives includetenpal sale of NABCO. It is possible t
we could receive an attractive offer for this bess and that we could sell the stock or assetA&CO prior to the consummation of the GR
Acquisition.
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Item 2. Unregistered Sales of Equity Securitiesral Use of Proceeds

The following table summarizes repurchases of tben@anys equity securities made during the nine monthse@r®eptember 30, 2014
satisfy payroll tax withholding obligations of erogkes upon the vesting of their restricted commooksawards, in accordance with the te
of their awards and the Incentive Plan:

Maximum Number of
Number of Shares Shares that May Yet
Purchased as Part of  Be Purchased Under

Number of Shares Average Price Paid Publicly Announced the Plans or
Signaturel Purchased per Share Plans or Programs Programs
January :— January 3: 9,22¢ % 10.7¢ — —
February }— February 2¢ — — — —
March 1— March 31 — — — —
April 1 — April 30 — — — —
May 1— May 31 — — — —
June 1— June 3( — — — —
July 1— July 31 — — — —
August 1— August 31 — — — —
September — September 3 — — — —
ltem 3. Defaults Upon Senior Securitie:
None.
ltem 4. Mine Safety Disclosures
None.
Item 5. Other Information
None.
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Item 6. Exhibits
Exhibit Exhibit Filed
Number Description Form File No. Number Filing Date  Herewith
31.1 Certification of Chief Executive Officer Pursuant X
to Rules 13a-14(a) or 15d-14(a) under the
Securities Exchange Act of 1934, as amer
31.2 Certification of Chief Financial Officer Pursuant X
to Rules 13a-14(a) or 15d-14(a) under the
Securities Exchange Act of 1934, as amer
32.1 Certification of Chief Executive Officer Pursuant X
to 18 U.S.C. Section 13!
32.2 Certification of Chief Financial Officer Pursuant X
to 18 U.S.C. Section 13!
101.INS XBRL Instance Documer X
101.SCH XBRL Taxonomy Extension Schema Docum X
101.CAL XBRL Taxonomy Extension Calculation X
Linkbase Documer
101.DEF XBRL Taxonomy Extension Definition X
Linkbase Documer
101.LAB XBRL Taxonomy Extension Label X
Linkbase Documer
101.PRE XBRL Taxonomy Extension Presentation X

Linkbase Documer
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SIGNATURES

Pursuant to the requirements of Section 13 or 18{dhe Securities Exchange Act of 1934, the Regigthas duly caused this Report tc
signed on its behalf by the undersigned thereualp althorized.

SIGNATURE GROUP HOLDINGS, INC.

Dated: November 6, 201 /s/ CRAIG T. BOUCHARL
Craig T. Bouchart
Chairman of the Board and Chief Executive Offi
(Principal Executive Officer

Dated: November 6, 201 /sl KYLE ROSS
Kyle Ross
Executive Vice President, Chief Financial Offis
and Assistant Secreta
(Principal Accounting and Financial Office
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Exhibit 31.1
CERTIFICATION
I, Craig T. Bouchard, certify that:
1. | have reviewed this Quarterly Report on ForrQLOf Signature Group Holdings, Inc. (this “QualstdReport”);

2. Based on my knowledge, this Quarterly Reporsda® contain any untrue statement of a materéaldaomit to state a material fact neces
to make the statements made, in light of the cistantes under which such statements were madmisieading with respect to the period
covered by this Quarterly Report;

3. Based on my knowledge, the financial statememd,other financial information included in this@terly Report, fairly present in all
material respects the financial condition, resoftsperations and cash flows of the Registrantfaaral for, the periods presented in this
Quarterly Report;

4. The Registrant’s other certifying officer andré responsible for establishing and maintainisgldsure controls and procedures (as defined ir
Exchange Act Rules 13a-15(e) and 15d-15(e)) amdlriat control over financial reporting (as defiedExchange Act Rules 13a-15(f) and 15d-
15(f)) for the Registrant and have:

(a) Designed such disclosure controls and procsdaorecaused such disclosure controls and procedoitge designed under our supervision, to
ensure that material information relating to thgiReeant, including its consolidated subsidiarissnade known to us by others within those
entities, particularly during the period in whidtig Quarterly Report is being prepared;

(b) Designed such internal control over financ&darting, or caused such internal control ovenfaia reporting to be designed under our
supervision, to provide reasonable assurance rieggttte reliability of financial reporting and tipeeparation of financial statements for external
purposes in accordance with generally accepteduatiog principles;

(c) Evaluated the effectiveness of the Registsaglisclosure controls and procedures and presenthis Quarterly Report our conclusions ak
the effectiveness of the disclosure controls andgutures, as of the end of the period coveredibyQbarterly Report based on such evaluation;
and

(d) Disclosed in this Quarterly Report any changthe Registrant’s internal control over finaneigborting that occurred during the Registrant’s
most recent fiscal quarter (the Registrant’s fofigbal quarter in the case of an annual repod) tlas materially affected, or is reasonably likely
to materially affect, the Registrant’s internal ttohover financial reporting; and

5. The Registrant’ other certifying officer and | have disclosedsdrhon our most recent evaluation of internal @bwiver financial reporting, -
the Registrant’s auditors and the audit commitfa@e Registrant’s board of directors (or persoagqyming the equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting that are reasonably
likely to adversely affect the Registrant’s abilityrecord, process, summarize and report finantiatmation; and

(b) Any fraud, whether or not material, that innedvmanagement or other employees who have a sigmifiole in the Registrant’s internal
control over financial reporting.

/sl CRAIG T. BOUCHARL

Craig T. Bouchart
Chairman of the Board ar
Chief Executive Office

Dated: November 6, 2014



Exhibit 31.2
CERTIFICATION
I, Kyle Ross, certify that:
1. | have reviewed this Quarterly Report on ForrQLOf Signature Group Holdings, Inc. (this “QualstdReport”);

2. Based on my knowledge, this Quarterly Reporsda® contain any untrue statement of a materéaldaomit to state a material fact neces
to make the statements made, in light of the cistantes under which such statements were madmisieading with respect to the period
covered by this Quarterly Report;

3. Based on my knowledge, the financial statememd,other financial information included in this@terly Report, fairly present in all
material respects the financial condition, resoftsperations and cash flows of the Registrantfaaral for, the periods presented in this
Quarterly Report;

4. The Registrant’s other certifying officer andré responsible for establishing and maintainisgldsure controls and procedures (as defined ir
Exchange Act Rules 13a-15(e) and 15d-15(e)) amdlriat control over financial reporting (as defiedExchange Act Rules 13a-15(f) and 15d-
15(f)) for the Registrant and have:

(a) Designed such disclosure controls and procsdaorecaused such disclosure controls and procedoitge designed under our supervision, to
ensure that material information relating to thgiReeant, including its consolidated subsidiarissnade known to us by others within those
entities, particularly during the period in whidtig Quarterly Report is being prepared;

(b) Designed such internal control over financ&darting, or caused such internal control ovenfaia reporting to be designed under our
supervision, to provide reasonable assurance rieggttte reliability of financial reporting and tipeeparation of financial statements for external
purposes in accordance with generally accepteduatiog principles;

(c) Evaluated the effectiveness of the Registsaglisclosure controls and procedures and presenthis Quarterly Report our conclusions ak
the effectiveness of the disclosure controls andgutures, as of the end of the period coveredibyQbarterly Report based on such evaluation;
and

(d) Disclosed in this Quarterly Report any changthe Registrant’s internal control over finaneigborting that occurred during the Registrant’s
most recent fiscal quarter (the Registrant’s fofigbal quarter in the case of an annual repod) tlas materially affected, or is reasonably likely
to materially affect, the Registrant’s internal ttohover financial reporting; and

5. The Registrant’ other certifying officer and | have disclosedsdrhon our most recent evaluation of internal @bwiver financial reporting, -
the Registrant’s auditors and the audit commitfa@e Registrant’s board of directors (or persoagqyming the equivalent functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting that are reasonably
likely to adversely affect the Registrant’s abilityrecord, process, summarize and report finantiatmation; and

(b) Any fraud, whether or not material, that innedvmanagement or other employees who have a sigmifiole in the Registrant’s internal
control over financial reporting.

/sl KYLE ROSS

Kyle Ross
Executive Vice President ai
Chief Financial Office

Dated: November 6, 2014



Exhibit 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report of Signat@roup Holdings, Inc. (the “Company) on Form 1®@the quarterly period ended
September 30, 2014 as filed with the Securitieskxahange Commission on the date hereof (the “@tlgriReport”), the undersigned, in the
capacity and on the date indicated below, herehifies, pursuant to 18 U.S.C. Section 1350, apsetbpursuant to Section 906 of the

Sarbanes-Oxley Act of 2002, that to his knowledge:

(1) The Quarterly Report fully complies with tregjuirements of Section 13(a) or 15(d) of the SéiesrExchange Act of 1934, as amended;
and

(2) The information contained in the Quarterly Beeffairly presents, in all material respects, fihancial condition and results of operations
of the Company

/s/ CRAIG T. BOUCHARL
Craig T. Bouchart
Chairman of the Board ar
Chief Executive Office

Dated: November 6, 2014



Exhibit 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report of Signat@roup Holdings, Inc. (the “Company) on Form 1@e@the quarterly period ended
September 30, 2014 as filed with the Securitieskxahange Commission on the date hereof (the “@tlgriReport”), the undersigned, in the
capacity and on the date indicated below, hereltifies, pursuant to 18 U.S.C. Section 1350, aptatbpursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that to his knowledge:

(1) The Quarterly Report fully complies with theguirements of Section 13(a) or 15(d) of the SéiesrExchange Act of 1934, as
amended; an

(2) The information contained in the Quarterly Refiairly presents, in all material respects, financial condition and results of
operations of the Compar

/s/ KYLE ROSS

Kyle Ross

Executive Vice President a
Chief Financial Office

Dated: November 6, 2014



