
Acra Re II Ltd.
Financial Statements
For the period November 9, 2018 (date of incorporation) to December 31, 2018



ACRA RE II LTD.
TABLE OF CONTENTS

Financial statements

Report of Independent Auditors 3

Balance Sheet 4

Statement of Income (Loss) 5

Statement of Comprehensive Income (Loss) 6

Statement of Equity 7

Statement of Cash Flows 8

Notes to the Financial Statements: 9

Note 1. Business, Basis of Presentation, and Significant Accounting Policies 9

Note 2. Investments 15

Note 3. Derivative Instruments 15

Note 4. Funds Withheld at Interest 21

Note 5. Fair Value 18

Note 6. Reinsurance 21

Note 7. Deferred Acquisition Costs and Reinsurance Intangibles 21

Note 8. Reserves 22

Note 9. Common Shares 22

Note 10. Accumulated Other Comprehensive Income 22

Note 11. Income Taxes 22

Note 12. Statutory Requirements 23

Note 13. Related Party Transactions 24

Note 14. Commitments and Contingencies 25

Note 15. Subsequent Events 25



 

PricewaterhouseCoopers Ltd., Chartered Professional Accountants,  P.O. Box HM 1171, Hamilton HM EX, Bermuda 
T: +1 (441) 295 2000, F:+1 (441) 295 1242, www.pwc.com/bermuda 

 

April 12, 2019 
 

Report of Independent Auditors 
 
To the Board of Directors and Shareholder of Acra Re II Ltd. 
 
We have audited the accompanying financial statements of Acra Re II Ltd., which comprise the balance 
sheet as of December 31, 2018, and the related statements of income, comprehensive income (loss), equity 
and cash flows for the period then ended. 
 
Management’s responsibility for the financial statements 
Management is responsible for the preparation and fair presentation of the financial statements in 
accordance with accounting principles generally accepted in the United States of America; this includes 
the design, implementation and maintenance of internal control relevant to the preparation and fair 
presentation of financial statements that are free from material misstatement, whether due to fraud or 
error. 
 
Auditors’ responsibility 
Our responsibility is to express an opinion on the financial statements based on our audits.  We conducted 
our audits in accordance with auditing standards generally accepted in the United States of America.  
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether 
the financial statements are free from material misstatement.  
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 
the financial statements.  The procedures selected depend on our judgment, including the assessment of 
the risks of material misstatement of the financial statements, whether due to fraud or error.  In making 
those risk assessments, we consider internal control relevant to the Company’s preparation and fair 
presentation of the financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s 
internal control.  Accordingly, we express no such opinion.  An audit also includes evaluating the 
appropriateness of accounting policies used and the reasonableness of significant accounting estimates 
made by management, as well as evaluating the overall presentation of the financial statements.  We 
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our 
audit opinion. 
 
Opinion 
In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of Acra Re II Ltd. as of December 31, 2018, and the results of its operations and its cash 
flows for the period then ended in accordance with accounting principles generally accepted in the United 
States of America.  
 
 

 
Chartered Professional Accountants 
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December 31,
(In thousands) 2018
Assets
Investments

Available-for-sale securities, at fair value (amortized cost: 2018 – $405,296) $ 389,022
Total investments 389,022

Cash and cash equivalents 250
Restricted cash 2,631
Investments in related parties

Funds withheld at interest (portion at fair value: 2018 – $47,645) 7,229,370
Accrued investment income 3,977
Deferred acquisition costs 481,099

Total assets $ 8,106,349

Liabilities and Equity
Liabilities
Interest sensitive contract liabilities (portion at fair value: 2018 – $398,672) $ 7,457,687
Other liabilities (related party: 2018 – $3,053) 4,301

Total liabilities 7,461,988
Equity
Common shares 250
Additional paid-in capital 680,107
Retained earnings (19,722)
Accumulated other comprehensive income (loss) (16,274)

Total shareholders’ equity 644,361
Total liabilities and equity $ 8,106,349

See accompanying notes to the financial statements     



Period ended
December 31,

(In thousands) 2018
Revenues
Product charges $ 1,124
Net investment income 47,543
Investment related gains (losses) (105,207)

Total revenues (56,540)
Benefits and expenses
Interest sensitive contract benefits (50,032)
Policy and other operating expenses 13,214

Total benefits and expenses (36,818)
Net income $ (19,722)

See accompanying notes to the financial statements
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Period ended
December 31,

(In thousands) 2018
Net income $ (19,722)
Other comprehensive income (loss)

Unrealized investment gains (losses) on available-for-sale securities (16,274)
Other comprehensive income (loss) (16,274)
Comprehensive income (loss) $ (35,996)

See accompanying notes to the financial statements
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(In thousands)
Common

shares
Additional

paid-in capital
Retained
earnings

Accumulated
other

comprehensive
income (loss) Total equity

Balance at November 9, 2018 — — — — —
Capital contributions received 680,107 680,107
Net income (loss) (19,722) (19,722)
Other comprehensive income (loss) (16,274) (16,274)
Issuance of shares, net of expenses 250 250
Balance at December 31, 2018 $ 250 $ 680,107 $ (19,722) $ (16,274) $ 644,361

See accompanying notes to the financial statements
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See accompanying notes to the financial statements

Period ended
December 31,

(In thousands) 2018
Cash flows from operating activities
Net income (loss) $ (19,722)
Adjustments to reconcile net income to net cash provided by operating activities:

Interest expense 121
Policy and other operating expenses 13,093
Interest sensitive contract benefits (50,032)
Product charges (1,124)
Net investment (income) loss (47,543)
Net recognized (gains) losses on investments and derivatives 105,207

Net cash provided by operating activities —

Cash flows from financing activities
Capital contributions $ 2,881
Net cash provided by financing activities 2,881

Net (decrease) increase in cash and cash equivalents 2,881
Cash and cash equivalents at beginning of year1 —
Cash and cash equivalents at end of year1 $ 2,881

Supplementary information
Non-cash transactions

Premiums and deposits on policies reinsured through modified coinsurance agreements 7,815,486
Claims and surrenders on policies reinsured through modified coinsurance agreements (369,939)
Non-cash capital contributions in the form of securities 677,476
Non-cash net profit settlements on modified coinsurance agreements in the form of securities —

1 Includes cash and cash equivalents and restricted cash

ACRA RE II LTD.
Statement of Cash Flows
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1. Business, Basis of Presentation and Significant Accounting Policies 

Acra Re II Ltd. (ACRA, the Company, we, us, or our), a Bermuda exempted company, is wholly owned by Athene Life Re Ltd. (ALRe). ACRA
reinsures business from ALRe, a subsidiary of Athene Holding Ltd. (AHL), a publicly traded Bermuda exempted company. See Note 6 – Reinsurance
for more information.

The Company was registered as a Class C long-term insurer on December 28, 2018 under the Insurance Act 1978 of Bermuda. The Company is
engaged in the business of annuity reinsurance.

Basis of Presentation—We have prepared the financial statements in accordance with accounting principles generally accepted in the United
States of America (GAAP), which requires us to make estimates and assumptions that affect the reported amounts of assets and liabilities at the
date of the financial statements and the reported amounts of revenue and expenses during the period. Actual experience could materially differ
from these estimates and assumptions. Our principal estimates impact:

• fair value of investments;
• impairment of investments and valuation allowances;
• derivatives valuation, including embedded derivatives;
• deferred acquisition costs (DAC) and reinsurance intangibles

Additional details around these principal estimates and assumptions are discussed in the significant accounting policies that follow and the
related footnote disclosures.

All balances in these financial statements are in thousands unless noted otherwise.

Summary of Significant Accounting Policies

Investments

Fixed Maturity Securities – Fixed maturity securities includes bonds, collateralized loan obligations (CLO), asset-backed securities (ABS),
residential mortgage-backed securities (RMBS), and commercial mortgage-backed securities (CMBS). We classify fixed maturity securities as
available-for-sale (AFS) or trading at the time of purchase and subsequently carry them at fair value. Fair value hierarchy and valuation
methodologies are discussed in Note 5 – Fair Value. Classification is dependent on a variety of factors including our expected holding period,
election of the fair value option and asset and liability matching.

AFS Securities – Unrealized gains and losses on AFS securities, net of tax and adjustments to DAC, if applicable, are generally reflected in
accumulated other comprehensive income (loss) (AOCI) on the balance sheets. Unrealized gains or losses relating to identified risks within AFS
securities in fair value hedging relationships are reflected in investment related gains (losses) on the statements of income.

We generally record security transactions on a trade date basis, with any unsettled trades recorded in other assets or other liabilities on the
balance sheet.

Purchased Credit Impaired (PCI) Investments – We purchase certain structured securities, primarily RMBS, and re-performing mortgage loans
having experienced deterioration in credit quality since their issuance which meet the definition of PCI investments. We determined, based on
our expectations as to the timing and amount of cash flows expected to be received, that it was probable at acquisition that we would not collect
all contractually required payments, including both principal and interest, while also considering the effects of any prepayments for these PCI
investments. Based on these assumptions, the difference between the undiscounted expected future cash flows of the PCI investment and the
recorded investment represents the initial accretable yield, which is accreted into investment income, net of related expenses, over its remaining
life on a level-yield basis. The difference between the contractually required payments on the PCI investment and the undiscounted expected
future cash flows represents the non-accretable difference at acquisition. Over time, based on actual payments received and changes in estimates
of undiscounted expected future cash flows, the accretable yield and the non-accretable difference can change. PCI investments are presented on
the financial statements consistent with AFS securities or withhin funds withheld at interest.

Quarterly, we evaluate the undiscounted expected future cash flows associated with PCI investments based on updates to key assumptions.
Changes to undiscounted expected future cash flows due solely to the changes in the contractual benchmark interest rates on variable rate PCI
investments will change the accretable yield prospectively. Declines in undiscounted expected future cash flows due to further credit
deterioration, as well as changes in the expected timing of the cash flows, can result in the recognition of an other-than-temporary impairment
(OTTI) charge for PCI securities or a valuation allowance for PCI loans. Significant increases in undiscounted expected future cash flows are
recognized prospectively as an adjustment to the accretable yield.

Mortgage Loans – We hold mortgage loans through our funds withheld and modified coinsurance ("modco") arrangements. Mortgage loans are
primarily stated at unpaid principal balance, adjusted for any unamortized premium or discount, and net of valuation allowances. Interest income
is accrued on the principal amount of the loan based on its contractual interest rate. We record amortization of premiums and discounts using the



effective yield method and contractual cash flows on the underlying loan. We accrue interest on loans until it is probable we will not receive
interest or the loan is 90 days past due. Interest income, amortization of premiums and discounts, and prepayment fees are reported in net
investment income on the statements of income. We have also elected the fair value option on a portion of our mortgage loans.

Funds Withheld at Interest – Funds withheld at interest represents a receivable for amounts contractually withheld by ceding companies in
accordance with modified coinsurance (modco) reinsurance agreements in which we act as reinsurer. Generally, assets equal to statutory
reserves are withheld and legally owned by the ceding company, and any excess or shortfall is settled periodically. The underlying agreements
contain embedded derivatives as discussed below.

Investment Income – We recognize investment income as it accrues or is legally due, net of investment management and custody fees.
Investment income on fixed maturity securities includes coupon interest, as well as the amortization of any premium and the accretion of any
discount. Investment income on equity securities represents dividend income and preferred coupons interest. Realized gains and losses on sales
of investments are included in investment related gains (losses) on the statement of income. Realized gains and losses on investments sold are
determined based on a first-in first-out method.

Other-Than-Temporary Impairment – We identify securities that could potentially have impairments that are other-than-temporary by
monitoring market events for changes in market interest rates, credit issues, changes in business climate, management changes, litigation,
government actions and other similar factors. Indicators of impairment may include changes in the issuers’ credit ratings and outlook, frequency
of late payments, pricing levels, key financial ratios, financial statements, revenue forecasts and cash flow projections.

We review securities on a case-by-case basis to determine whether an other-than-temporary decline in value exists and whether losses should be
recognized. We consider relevant facts and circumstances in evaluating whether a credit or interest rate-related impairment of a security is other-
than-temporary. Relevant facts and circumstances include: (1) the extent and length of time the fair value has been below cost; (2) the reasons
for the decline in fair value; (3) the issuer’s financial position and access to capital; and (4) for fixed maturity securities, our intent to sell a
security or whether it is more likely than not that we will be required to sell the security before the recovery of its cost or amortized cost which,
in some cases, may extend to maturity. To the extent we determine that a security is other-than-temporarily impaired, an impairment loss is
recognized.

The recognition of impairment losses on fixed maturity securities is dependent upon the facts and circumstances related to the specific security.
If we intend to sell a security or it is more likely than not that we would be required to sell a security before the recovery of its cost or amortized
cost, less any recorded credit loss, we recognize a loss in other-than-temporary impairment losses on the statement of income for the difference
between cost or amortized cost and fair value. If neither of these two conditions exists, then the recognition of the loss is bifurcated and we
recognize the credit loss portion in other-than-temporary impairment losses on the statement of income and the non-credit loss portion in AOCI
on the balance sheet. 

We estimate the amount of the credit loss component of a fixed maturity security impairment as the difference between amortized cost and the
present value of the expected cash flows of the security. The present value is determined using the estimated cash flows discounted at the
effective interest rate implicit to the security at the date of purchase or the current yield to accrete an asset-backed or floating rate security. The
techniques and assumptions for establishing the estimated cash flows vary depending on the type of security. A structured security’s cash flow
estimates are based on security-specific facts and circumstances that may include collateral characteristics, expectations of delinquency and
default rates, loss severity, prepayments and structural support, including subordination and guarantees. A non-structured security’s cash flow
estimates are derived from scenario-based outcomes of expected corporate restructurings or the disposition of assets using security-specific facts
and circumstances including timing, security interests and loss severity.

In periods after an OTTI is recognized on a fixed maturity security, we report the impaired security as if it had been purchased on the date it was
impaired and continue to estimate the present value of the estimated cash flows of the security. Accordingly, the discount (or reduced premium)
based on the new cost basis is accreted into net investment income over the remaining term of the fixed maturity security in a prospective
manner based on the amount and timing of estimated future cash flows.

The cost of other invested assets is adjusted for impairments in value deemed to be other-than-temporary in the period in which the
determination is made. These impairments are included within other-than-temporary impairment losses on the statement of income, and the cost
basis of the investment securities is reduced accordingly. We do not change the revised cost basis for subsequent recoveries in value.

Derivative Instruments—We invest in derivatives in our funds withheld at interest arrangement to hedge the risks experienced in our ongoing
operations, such as equity, interest rate and cash flow risks, or for other risk management purposes, which primarily involve managing liability
risks associated with our indexed annuity products and reinsurance agreements. Derivatives are financial instruments whose values are derived
from interest rates, foreign exchange rates, financial indices or other underlying notional amounts. Derivative assets and liabilities are carried at
fair value on the balance sheet. We elect to present any derivatives subject to master netting provisions as a gross asset or liability and gross of
collateral. We may designate derivatives as cash flow or fair value hedges.

ACRA RE II LTD.
Notes to the Financial Statements
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Embedded Derivatives – We issue and reinsure products, primarily fixed indexed annuity products, or purchase investments that contain
embedded derivatives. If we determine the embedded derivative has economic characteristics not clearly and closely related to the economic
characteristics of the host contract, and a separate instrument with the same terms would qualify as a derivative instrument, the embedded
derivative is bifurcated from the host contract and accounted for separately, unless the fair value option is elected on the host contract. Under the
fair value option, bifurcation of the embedded derivative is not necessary as the entire contract is carried at fair value with all related gains and
losses recognized in investment related gains (losses) on the statement of income. Embedded derivatives are carried on the balance sheet at fair
value in the same line item as the host contract.

Fixed indexed annuity contracts allow the policyholder to elect a fixed interest rate return or an equity market component for which interest
credited is based on the performance of certain stock market indices. The equity market option is an embedded derivative, similar to a call
option. The benefit reserve is equal to the sum of the fair value of the embedded derivative and the host (or guaranteed) component of the
contracts. The fair value of the embedded derivatives is computed as the present value of benefits attributable to the excess of the projected
policy contract values over the projected minimum guaranteed contract values. The projections of policy contract values are based on
assumptions for future policy growth, which include assumptions for expected index credits on the next policy anniversary date, future equity
option costs, volatility, interest rates and policyholder behavior. The projections of minimum guaranteed contract values include the same
assumptions for policyholder behavior as were used to project policy contract values. The embedded derivative cash flows are discounted using
a rate that reflects our own credit rating. The host contract is established at contract inception as the initial account value less the initial fair
value of the embedded derivative and accreted over the policy’s life. The host contract accretion rate is updated each quarter so that the present
value of actual and expected guaranteed cash flows is equal to the initial host value. Changes in the fair value of embedded derivatives
associated with fixed indexed annuity contracts are included in interest sensitive contract benefits on the statement of income.

Additionally, reinsurance agreements written on a funds withheld or modco basis contain embedded derivatives. The right to receive the total
return on the assets supporting the funds withheld at interest represents a total return swap with a floating rate leg. The fair value of embedded
derivatives on funds withheld and modco agreements is computed as the unrealized gain (loss) on the underlying assets and is included in the
funds withheld at interest line on the balance sheet. The change in the fair value of the embedded derivatives is recorded in investment related
gains (losses) on the statement of income. Earnings from funds withheld at interest and changes in the fair value of embedded derivatives are
reported in operating activities on the statement of cash flows. Contributions to and withdrawals from funds withheld at interest are reported in
operating activities on the statement of cash flows.

Reinsurance—We assume insurance and investment contracts under modco reinsurance agreements. We follow reinsurance accounting for
transactions that provide indemnification against loss or liability relating to insurance risk (risk transfer). To meet risk transfer requirements, a
reinsurance agreement must transfer insurance risk arising from uncertainties about both underwriting and timing risks. Cessions under
reinsurance do not discharge our obligations as the primary insurer, unless the requirements of assumption reinsurance have been met. We
generally have the right of offset on reinsurance contracts, but have elected to present reinsurance settlement amounts due to and from the
Company on a gross basis.

Assets and liabilities assumed under modco are presented gross on the balance sheet. For investment contracts, the change in assumed and ceded
reserves are presented net in interest sensitive contract benefits on the statement of income. For insurance contracts, the change in assumed and
ceded reserves and benefits are presented net in future policy and other policy benefits on the statement of income. Assumed premiums are
included in premiums on the statement of income.

Accounting for reinsurance requires the use of assumptions, particularly related to the future performance of the underlying business and the
potential impact of counterparty credit risks. We attempt to minimize our counterparty credit risk through the structuring of the terms of our
reinsurance agreements, including the use of trusts, and we monitor credit ratings of counterparties for signs of declining credit quality. When a
ceding company does not report information on a timely basis, we record accruals based on the best available information at the time, which
includes the reinsurance agreement terms and historical experience. We periodically compare actual and anticipated experience to the
assumptions used to establish reinsurance assets and liabilities. See Note 6 – Reinsurance for more information.

ModCo – For business assumed on a modco basis, a funds withheld segregated portfolio, comprised of invested assets and other assets is
maintained by the ceding entity, which is sufficient to support the current balance of statutory reserves. The fair value of the funds withheld is
recorded as a funds withheld asset and any excess or shortfall in relation to statutory reserves is settled periodically. 

Cash and Cash Equivalents—Cash and cash equivalents include deposits and short-term highly liquid investments with a maturity of less than
90 days from the date of acquisition. Amounts included are readily convertible to known amounts of cash and are subject to an insignificant risk
of change in value.

Restricted Cash—Restricted cash primarily consists of cash and cash equivalents held in funds in trust as part of certain coinsurance
agreements to secure statutory reserves and liabilities of the coinsured parties. Restricted cash is reported separately on the balance sheet, but is
included with cash and cash equivalents when reconciling the beginning-of-period and end-of-period amounts shown on the statement of cash
flows.

ACRA RE II LTD.
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Deferred Acquisition Costs and Reinsurance Intangibles

Deferred Acquisition Costs (DAC) - Costs related directly to the successful acquisition of new, or renewal of, insurance or investment contracts
are deferred to the extent they are recoverable from future premiums or gross profits. These costs consist of commissions and policy issuance
costs, as well as sales inducements credited to policyholder account balances. We include the effects of net unrealized investment gains and
losses in the calculation of DAC and reinsurance intangible balances due to the funds withheld at interest assets being marked-to-market through
income. If financial performance significantly deteriorates to the point where a premium deficiency exists, then we record a cumulative charge
to the current period. 

Deferred costs related to interest sensitive investment-type policies, with significant revenue streams from sources other than investment of the
policyholder funds, are amortized over the lives of the policies, in relation to the present value of gross profits including investment spread
margins, surrender charge income, policy administration, changes in the guaranteed lifetime withdrawal benefit (GLWB) and guaranteed
minimum death benefit (GMDB) reserves and realized gains and losses on investments. Current period gross profits for fixed indexed annuities
also include the impacts of the change in fair value of the embedded derivatives and the change in fair value of the derivative instruments
purchased to economically hedge the indexed liabilities. Estimates of the future gross profits are based on assumptions using accepted actuarial
methods. The balances associated with the preceding amortization methodology are recorded in deferred acquisition costs on the balance sheet.
Each reporting period, we update estimated gross profits with actual gross profits as part of the amortization process for the interest sensitive
policies. We also periodically revise the key assumptions used in the calculation of the amortization of DAC, which results in revisions to the
estimated future gross profits. The effects of changes in assumptions are recorded as unlocking in the period in which the changes are made.

Deferred costs related to investment contracts without significant revenue streams from sources other than investment of the policyholder funds
are amortized using the effective interest method. The effective interest method amortizes the deferred costs by discounting the future liability
cash flows at a break-even rate. The break-even rate is solved such that the present value of future liability cash flows is equal to the net liability
at the inception of the contract. 

Reinsurance Intangibles - For block reinsurance transactions, the difference between the fair value of assets and the sum of the reserves
reinsured, other liabilities reinsured, and ceding commission payable or receivable is deferred and recognized on a product-by-product basis
either as an unearned revenue reserve (URR) or DAC. In this context, the URR may also be referred to as the day one gain on reinsurance and
DAC as the day one loss on reinsurance. Day one losses are included in deferred acquisition costs and day one gains are included in interest
sensitive contract liabilities or future policy benefits on the balance sheet. If financial performance significantly deteriorates to the point where a
premium deficiency exists, then we record a cumulative charge to the current period. Each reporting period, we update estimated gross profits
with actual gross profits as part of the amortization process for the interest sensitive policies. We also periodically revise the key assumptions
used in the calculation of the amortization of reinsurance intangibles which results in updates to the estimated future gross profits. The effects of
changes in assumptions are recorded as unlocking in the period in which the changes are made.

Day one gains and losses related to interest sensitive investment-type policies, with significant revenue streams from sources other than
investment of the policyholder funds, are amortized over the lives of the policies, in relation to the present value of gross profits including
investment spread margins, surrender charge income, policy administration, changes in the guaranteed lifetime withdrawal benefit (GLWB) and
guaranteed minimum death benefit (GMDB) reserves, and realized gains and losses on investments. Current period gross profits for fixed
indexed annuities also include the impacts of the change in fair value of the embedded derivatives and the change in fair value of the derivative
instruments purchased to economically hedge the indexed liabilities. Estimates of the future gross profits are based on assumptions using
accepted actuarial methods. If we project a negative future gross profit, the day one gain or loss is amortized proportional to the change in the
present value of account value over the lives of the policies.

See Note 7 – Deferred Acquisition Costs and Reinsurance Intangibles  for further discussion.

Interest Sensitive Contract Liabilities—Investment contracts include fixed indexed and traditional fixed annuities in the accumulation phase.
We carry liabilities for fixed annuities at the account balances without reduction for potential surrender or withdrawal charges. For a discussion
regarding our indexed products, refer above to the embedded derivative discussion.

Changes in the interest sensitive contract liabilities, excluding deposits and withdrawals, are recorded in interest sensitive contract benefits or
product charges on the statement of income. Interest sensitive contract liabilities are not reduced for amounts ceded under reinsurance
agreements which are reported as reinsurance recoverable on the balance sheet. See the reinsurance accounting policy discussed in –
Reinsurance above and Note 6 – Reinsurance for more information on reinsurance.

Recognition of Revenues and Related Expenses—Revenues for annuities, including surrender and market value adjustments, costs of
insurance, policy administration, GMDB, and GLWB, are earned when assessed against policyholder account balances during the period.
Interest sensitive contract benefits related to annuity products include interest credited to policyholder account balances. In addition, the change
in fair value of embedded derivatives within fixed indexed annuity contracts is included in interest sensitive contract benefits on the statement of
income (loss).

ACRA RE II LTD.
Notes to the Financial Statements

12



Adopted Accounting Pronouncements

Revenue Recognition (ASU 2017-13, ASU 2016-20, ASU 2016-12, ASU 2016-11, ASU 2016-10, ASU 2016-08, ASU 2015-14 and ASU 2014-09)
These updates are based on the core principle that an entity should recognize revenue to depict the transfer of promised goods or services to
customers in an amount that reflects the consideration to which the entity expects to be entitled in exchange for those goods or services. These
updates replace all general and most industry-specific revenue recognition guidance, excluding insurance contracts, leases, financial instruments
and guarantees, which have been scoped out of these updates. Since the guidance does not apply to revenue on contracts accounted for under the
financial instruments or insurance contracts standards, only a portion of our revenues are impacted by this guidance. We adopted these updates
on a modified retrospective basis effective January 1, 2018. The adoptions did not have a material effect on our financial statements.

Derivatives and Hedging – Targeted Improvements (ASU 2017-12)
The amendments in this update contain improvements to the financial reporting of hedging relationships that more closely reflect the economic
results of an entity’s risk management activities in its financial statements. Additionally, the amendments in this update make certain targeted
improvements to simplify the application of hedge accounting. We early adopted this update effective January 1, 2018, and the adoption did not
have a material effect on our financial statements.

Gains and Losses from the Derecognition of Nonfinancial Assets (ASU 2017-05)
The amendments in this update clarify the scope of asset derecognition guidance and accounting for partial sales of nonfinancial assets. We
adopted this update on a modified retrospective basis effective January 1, 2018. The adoption did not have a material effect on our financial
statements.

Statement of Cash Flows – Restricted Cash (ASU 2016-18)
This update requires amounts generally described as restricted cash or restricted cash equivalents be included with cash and cash equivalents
when reconciling the beginning-of-period and end-of-period amounts shown on the statement of cash flows. We adopted this update effective
January 1, 2018, and have changed the presentation on the statement of cash flows as required by this update.

Statement of Cash Flows (ASU 2016-15)
This update provides specific guidance to clarify how entities should classify certain cash receipts and cash payments on the statement of cash
flows. The update also clarifies the application of the predominance principle when cash receipts and cash payments have aspects of more than
one class of cash flows. We adopted this update effective January 1, 2018, and the adoption did not have a material effect on our financial
statements.

Financial Instruments – Recognition and Measurement (ASU 2016-01)
This update changes the accounting for certain equity investments, the presentation of changes in the fair value of liabilities measured under the
fair value option due to instrument-specific credit risk, and certain disclosures. For liabilities measured under the fair value option, changes in
fair value attributable to instrument-specific credit risk will no longer affect net income, but will be recognized separately in OCI. Additionally,
this update requires equity investments to be measured at fair value with subsequent changes recognized in net income, except for those
accounted for under the equity method or requiring consolidation. Prior to the effective date of this update, changes in fair value related to AFS
equity securities were recognized in OCI. We adopted this update effective January 1, 2018 and the adoption did not have a material effect on
our financial statements. 

Recently Issued Accounting Pronouncements

Financial Instruments – Credit Losses (ASU 2018-19 and ASU 2016-13)
This update is designed to reduce complexity by limiting the number of credit impairment models used for different assets. The model will result
in accelerated credit loss recognition on assets held at amortized cost, which includes our commercial and residential mortgage investments. The
identification of credit-deteriorated securities will include all assets that have experienced a more-than-insignificant deterioration in credit since
origination. Additionally, any changes in the expected cash flows of credit-deteriorated securities will be recognized immediately in the income
statement. AFS fixed maturity securities are not in scope of the new credit loss model, but will undergo targeted improvements to the current
reporting model including the establishment of a valuation allowance for credit losses versus the current direct write down approach. We will be
required to adopt this update effective January 1, 2020. We are currently evaluating the impact of this guidance on our financial statements.

Collaborative Arrangements (ASU 2018-18)
The amendments in this update provide guidance on whether certain transactions between collaborative arrangement participants should be
accounted for as revenue under Topic 606, providing comparability in the presentation of revenue for certain transactions. The update is
effective January 1, 2020. Early adoption is permitted. We are currently evaluating the impact of this guidance on our financial statements.

Consolidation (ASU 2018-17)
The amendments in this update expand certain discussions in the VIE guidance, including considerations necessary for determining when a
decision-making fee is a variable interest. We will be required to adopt this update retrospectively with a cumulative-effect adjustment to
retained earnings at the beginning of the earliest period presented. The update is effective January 1, 2020. Early adoption is permitted.  This
update will not have a material effect on our financial statements.

ACRA RE II LTD.
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Derivatives and Hedging (ASU 2018-16)
The amendments in this update allow entities to use the Overnight Index Swap rate based on the Secured Overnight Financing Rate as a U.S.
benchmark interest rate for hedge accounting purposes, in addition to the previously acceptable rates. We will be required to adopt this update
prospectively for qualifying new or redesignated hedging relationships entered into on or after the date of adoption. This update is effective
January 1, 2019. We do not expect the adoption of this update will have a material effect on our financial statements.

Cloud Computing Arrangements (ASU 2018-15)
The amendments in this update align the requirements for capitalizing implementation costs incurred in a cloud computing service arrangement
with the requirements for capitalizing implementation costs incurred for internal-use software. We will be required to adopt this update on
January 1, 2020, and we can elect to adopt this update either prospectively or retrospectively. Early adoption is permitted. We are currently
evaluating the impact of this guidance on our financial statements.

Fair Value Measurement – Disclosure Requirements (ASU 2018-13)
The amendments in this update modify the disclosure requirements for fair value measurements by removing, modifying or adding certain
disclosures. We will be required to adopt this update on January 1, 2020, and depending on the specific amendment will be required to adopt
prospectively or retrospectively. We early adopted the removal and modification of certain disclosures as permitted. We are currently evaluating
the impact of the remaining guidance on our financial statements.

Insurance – Targeted Improvements to the Accounting for Long-Duration Contracts (ASU 2018-12)
This update amends four key areas pertaining to the accounting and disclosures for long-duration insurance and investment contracts. 

• The update requires cash flow assumptions used to measure the liability for future policy benefits to be updated at least annually and
no longer allows a provision for adverse deviation. The remeasurement of the liability associated with the update of assumptions is
required to be recognized in net income. Loss recognition testing is eliminated for traditional and limited-payment contracts. The
update also requires the discount rate utilized in measuring the liability to be an upper-medium grade fixed-income instrument yield,
which is to be updated at each reporting date. The change in liability due to changes in the discount rate is to be recognized in other
comprehensive income. 

• The update simplifies the amortization of deferred acquisition costs and other balances amortized in proportion to premiums, gross
profits, or gross margins, requiring such balances to be amortized on a constant level basis over the expected term of the contracts.
Deferred costs are required to be written off for unexpected contract terminations but are not subject to impairment testing.

• The update requires certain contract features meeting the definition of market risk benefits to be measured at fair value. Among the
features included in this definition are the guaranteed lifetime withdrawal benefits (GLWB) and guaranteed minimum death benefit
(GMDB) riders attached to the Company’s annuity products. The change in fair value of the market risk benefits is to be recognized in
net income, excluding the portion attributable to changes in instrument-specific credit risk which is recognized in other comprehensive
income.

• The update also introduces disclosure requirements around the liability for future policy benefits, policyholder account balances,
market risk benefits, separate account liabilities, and deferred acquisition costs. This includes disaggregated rollforwards of these
balances and information about significant inputs, judgments, assumptions and methods used in their measurement.

We will be required to adopt this update effective January 1, 2021. Certain provisions of the update are required to be adopted on a fully
retrospective basis, while others may be adopted on a modified retrospective basis. Early adoption is permitted effective January 1, 2019. We are
currently evaluating the impact of this guidance on our financial statements.

Stock Compensation – Nonemployee Share-Based Payments (ASU 2018-07)
The amendments in this update simplify the accounting for share-based payments to nonemployees by aligning with the accounting for share-
based payments to employees, with certain exceptions. We will be required to adopt this update on a modified retrospective basis effective
January 1, 2019. This update will not have a material effect on our financial statements.

Intangibles – Simplifying the Test for Goodwill Impairment (ASU 2017-04)
The amendments in this update simplify the subsequent measurement of goodwill by eliminating the comparison of the implied fair value of a
reporting unit’s goodwill with the carrying amount of that goodwill to determine the goodwill impairment loss. With the adoption of this
guidance, a goodwill impairment will be the amount by which a reporting unit’s carrying value exceeds its fair value, not to exceed the carrying
amount of the goodwill allocated to that reporting unit. Entities will continue to have the option to perform a qualitative assessment to determine
if a quantitative impairment test is necessary. We will be required to adopt this update prospectively effective January 1, 2020. Early adoption is
permitted.  This update will not have a material effect on our financial statements.
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2. Investments 

AFS Securities—The following table represents the amortized cost, gross unrealized gains and losses, fair value and OTTI in AOCI of our AFS
investments by asset type:

December 31, 2018

(In thousands)
Amortized

Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses Fair Value
AFS securities

U.S. government and agencies $ — $ — $ — $ —
U.S. state, municipal and political subdivisions — — — —
Foreign governments 3,499 144 (11) 3,632
Corporate 189,842 254 (10,317) 179,779
CLO 124,617 1 (7,369) 117,249
ABS 29,507 794 (132) 30,169
CMBS 28,238 730 (3) 28,965
RMBS 29,593 173 (538) 29,228

Total AFS securities 405,296 2,096 (18,370) 389,022

The amortized cost and fair value of AFS securities, including related party, are shown by contractual maturity below:

December 31, 2018
(In thousands) Amortized Cost Fair Value
Due in one year or less $ — $ —
Due after one year through five years 494 444
Due after five years through ten years 112,246 108,217
Due after ten years 80,601 74,749
CLO, ABS, CMBS and RMBS 211,955 205,612
Total AFS securities 405,296 389,022

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

Unrealized Losses on AFS Securities—The following summarizes the fair value and gross unrealized losses for AFS securities, including related
party, aggregated by class of security and length of time the fair value has remained below amortized cost:

December 31, 2018
Less than 12 months 12 months or more Total

(In thousands) Fair Value

Gross
Unrealized

Losses Fair Value

Gross
Unrealized

Losses Fair Value

Gross
Unrealized

Losses
AFS securities

U.S. government and agencies $ — $ — $ — $ — $ — $ —
U.S. state, municipal and political subdivisions — — — — — —
Foreign governments 497 (11) — — 497 (11)
Corporate 161,067 (8,928) 11,956 (1,390) 173,023 (10,318)
CLO 114,604 (7,368) — — 114,604 (7,368)
ABS 3,492 (1) 4,426 (131) 7,918 (132)
CMBS 11,884 (3) — — 11,884 (3)
RMBS 23,180 (538) — — 23,180 (538)

Total AFS securities 314,724 (16,849) 16,382 (1,521) 331,106 (18,370)

As of December 31, 2018, we held 91 AFS securities that were in an unrealized loss position. Of this total, 5 were in an unrealized loss position
12 months or more. The unrealized losses on AFS securities can primarily be attributed to changes in market interest rates since acquisition. We
did not recognize the unrealized losses in income as we intend to hold these securities and it is not more likely than not we will be required to
sell a security before the recovery of its amortized cost.
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Net Investment Income—Net investment income by asset class consists of the following:

Period ended
December 31,

(In thousands) 2018
AFS securities $ 193
Funds withheld at interest 47,393
Other (15)
Investment revenue 47,571
Investment expenses (28)
Net investment income 47,543

Investment Related Gains (Losses)—Investment related gains (losses) by asset class consists of the following:

Period ended
December 31,

(In thousands) 2018
Derivative gains (losses) $ (105,207)
Investment related gains (losses) (105,207)

Proceeds from sales of AFS securities were $nil for the period ended December 31, 2018.

Purchased Credit Impaired (PCI) Investments—The following table summarizes our PCI investments:

December 31,
2018

(In thousands) Fixed maturity
securities

Contractually required payments receivable $ 40,668
Less: Cash flows expected to be collected1 36,806
Non-accretable difference 3,862

Cash flows expected to be collected1 36,806
Less: Amortized cost 30,778
Accretable difference 6,028

Fair value 30,412
Outstanding balance 32,943
1 Represents the undiscounted principal and interest cash flows expected.

During the respective years ended December 31, we acquired PCI investments with the following amounts at the time of purchase:

December 31,
2018

(In thousands) Fixed maturity
securities

Contractually required payments receivable $ 42,864
Cash flows expected to be collected 39,004
Fair value 32,965
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The following table summarizes the activity for the accretable yield on PCI investments:

December 31,
2018

(In thousands)
Fixed maturity

securities
Beginning balance at November 8 $ —
Purchases of PCI investments, net of sales 6,040
Accretion 45
Net reclassification from (to) non-accretable difference (57)
Ending balance at December 31 $ 6,028
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3. Derivative Instruments 

We use a variety of derivative instruments to manage risks, primarily equity, interest rate, credit, foreign currency and market volatility. See
Note 1 – Business, Basis of Presentation and Significant Accounting Policies for a description of our accounting policies for derivatives and
Note 5 – Fair Value for information about the fair value hierarchy for derivatives.

The following table presents the notional amount and fair value of derivative instruments:

December 31,
2018

Notional
Amount

Fair Value
(In thousands) Assets Liabilities
Derivatives not designated as hedges
Embedded derivatives

Funds withheld — 47,645 —
Interest sensitive contract liabilities — — 398,672

Total derivatives not designated as hedges 47,645 398,672
Total derivatives $ 47,645 $ 398,672

Derivatives Not Designated as Hedges

Embedded derivatives – We have embedded derivatives which are required to be separated from their host contracts and reported as derivatives.
Host contracts include reinsurance agreements structured on modco or funds withheld basis and indexed annuity products.

The following is a summary of the gains (losses) related to derivatives not designated as hedges:

Period ended
December 31,

(In thousands) 2018
Embedded derivatives on funds withheld (105,207)

Amounts recognized in investment related gains (losses) (105,207)

Embedded derivatives in indexed annuity products1 24,359
Total gains (losses) on derivatives not designated as hedges $ (80,848)

1 Included in interest sensitive contract benefits.

4. Funds Withheld at Interest 

Funds withheld at interest represents the receivable for assets supporting modco reinsurance. These assets are held in trusts or custodial accounts
that are legally segregated from our ceding companies’ general accounts and are managed by Athene Asset Management (AAM), a related party
to ACRA. In the event of a ceding company's insolvency, we would need to assert a claim on the assets supporting our reserve liabilities.
However, we have the ability to offset amounts we owe to the ceding company, which reduces our risk of loss. Interest  generally  accrues  on



these  assets  based  upon  the  investment  earnings  on  the  underlying  investments.  The Company is subject  to the investment performance
and has all economic rights and obligations on the funds withheld assets in a fashion similar to invested assets held directly by the Company.

Information on the underlying assets within the funds withheld at interest is presented below.

Assets supporting funds
withheld at interest

(In thousands) December 31, 2018
Fixed maturity securities

U.S. government and agencies
U.S. State, municipal, and political subdivisions 99,567
Foreign governments 49,348
Corporate 5,259,941
CLOs 868,652
ABS 85,031
CMBS 6,474
RMBS 200,390

Mortgage loans 71,562
Derivative assets 60,074
Short-term investments 536,131
Cash and cash equivalents 264,853
Other assets and liabilities1 (272,653)
Funds withheld at interest $ 7,229,370

1 Other assets and liabilities includes the net of accrued investment income and other assets and liabilities associated with the funds withheld
and modco reinsurance treaties.

Approximately 98.7% of the fixed maturity securities within the funds withheld at interest are investment grade by NAIC designation as of
December 31, 2018.
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5. Fair Value 

Fair value is the price we would receive to sell an asset or pay to transfer a liability (exit price) in an orderly transaction between market
participants. We determine fair value based on the following fair value hierarchy:

Level 1 – Unadjusted quoted prices for identical assets or liabilities in an active market.

Level 2 – Quoted prices for inactive markets or valuation techniques that require observable direct or indirect inputs for substantially the
full term of the asset or liability. Level 2 inputs include the following:

• Quoted prices for similar assets or liabilities in active markets,
• Observable inputs other than quoted market prices, and
• Observable inputs derived principally from market data through correlation or other means.

Level 3 – Prices or valuation techniques with unobservable inputs significant to the overall fair value estimate. These valuations use critical
assumptions not readily available to market participants. Level 3 valuations are based on market standard valuation methodologies,
including discounted cash flows, matrix pricing or other similar techniques.

The fair value hierarchy gives the highest priority to quoted prices in active markets for identical assets or liabilities (Level 1) and the lowest
priority to unobservable inputs (Level 3). If the inputs used to measure fair value fall within different levels of the hierarchy, the category level
is based on the lowest priority level input that is significant to the instrument’s fair value measurement.

We use a number of valuation sources to determine fair values. Valuation sources can include quoted market prices; third-party commercial
pricing services; third-party brokers; industry-standard, vendor modeling software that uses market observable inputs; and other internal
modeling techniques based on projected cash flows. We periodically review the assumptions and inputs of third-party commercial pricing
services through internal valuation price variance reviews, comparisons to internal pricing models, back testing to recent trades, or monitoring
trading volumes.



The following represents the hierarchy for our assets and liabilities measured at fair value on a recurring basis:

December 31, 2018
(In thousands) Total NAV Level 1 Level 2 Level 3
Assets
AFS securities

Foreign governments 3,632 — — 3,632 —
Corporate 179,778 — — 179,778 —
CLO 117,250 — — 114,460 2,790
ABS 30,169 — — 30,169 —
CMBS 28,965 — — 28,965 —
RMBS 29,228 — — 29,228 —

Total AFS securities 389,022 — — 386,232 2,790
Funds withheld at interest – embedded derivative 47,645 — — — 47,645
Total assets measured at fair value 436,667 — — 386,232 50,435

Liabilities
Interest sensitive contract liabilities

Embedded derivative 398,672 — — — 398,672
Total liabilities measured at fair value 398,672 — — — 398,672

Fair Value Valuation Methods—We used the following valuation methods and assumptions to estimate fair value:

AFS securities – We obtain the fair value for most marketable securities without an active market from several commercial pricing services.
These are classified as Level 2 assets. The pricing services incorporate a variety of market observable information in their valuation techniques,
including benchmark yields, trading activity, credit quality, issuer spreads, bids, offers and other reference data. This category typically includes
U.S. and non-U.S. corporate bonds, U.S. agency and government guaranteed securities, CLO, ABS, CMBS and RMBS.

We also have fixed maturity securities priced based on indicative broker quotes or by employing market accepted valuation models. For certain
fixed maturity securities, the valuation model uses significant unobservable inputs and are included in Level 3 in our fair value hierarchy.
Significant unobservable inputs used include: issue specific credit adjustments, material non-public financial information, estimation of future
earnings and cash flows, default rate assumptions, liquidity assumptions and indicative quotes from market makers. These inputs are usually
considered unobservable, as not all market participants have access to this data.

We value privately placed fixed maturity securities based on the credit quality and duration of comparable marketable securities, which may be
securities of another issuer with similar characteristics. In some instances, we use a matrix-based pricing model. These models consider the
current level of risk-free interest rates, corporate spreads, credit quality of the issuer and cash flow characteristics of the security. We also
consider additional factors such as net worth of the borrower, value of collateral, capital structure of the borrower, presence of guarantees and
our evaluation of the borrower’s ability to compete in its relevant market. Privately placed fixed maturity securities are classified as Level 2 or 3.

Funds withheld (embedded derivative) – We estimate the fair value of the embedded derivative based on the change in the fair value of the assets
supporting the funds withheld payable under the combined coinsurance, modco and coinsurance funds withheld reinsurance agreements. As a
result, the fair value of the embedded derivative is classified as Level 2 or 3 based on the valuation methods used for the assets held in trust
supporting the reinsurance agreements.

Cash and cash equivalents, including restricted cash – The carrying amount for cash equals fair value. We estimate the fair value for cash
equivalents based on quoted market prices. These assets are classified as Level 1.

Interest sensitive contract liabilities (embedded derivative) – Embedded derivatives related to interest sensitive contract liabilities with fixed
indexed annuity products are classified as Level 3. The valuations include significant unobservable inputs associated with economic
assumptions and actuarial assumptions for policyholder behavior.
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Level 3 Financial Instruments—The following is a reconciliation for all Level 3 assets and liabilities measured at fair value on a recurring
basis

Period ended December 31, 2018
Total realized and

unrealized gains (losses) Transfers

(In thousands)
Beginning
Balance

Included in
income

Included in
OCI

Net purchases,
issuances, sales
and settlements In (Out)

Ending
Balance

Total gains
(losses) included

in earnings1

Assets
AFS securities

CLO — — (210) 3,000 — — 2,790 —
Funds withheld at interest –

embedded derivative — 47,645 — — — — 47,645 —
Total Level 3 assets $ — $ 47,645 $ (210) $ 3,000 $ — $ — $ 50,435 $ —

Liabilities
Interest sensitive contract

liabilities
Embedded derivative — 398,672 — — — — 398,672 —

Total Level 3 liabilities $ — $ 398,672 $ — $ — $ — $ — $ 398,672 $ —

1 Related to instruments held at end of period.

The following represents the gross components of purchases, issuances, sales and settlements, net, shown above:

Period ended December 31, 2018

(In thousands) Purchases Issuances Sales Settlements

Net purchases,
issuances, sales
and settlements

Assets
AFS securities

CLO 3,000 — — — 3,000
Total Level 3 assets 3,000 — — — 3,000

Liabilities
Interest sensitive contract liabilities – embedded derivative $ — — — — —
Total Level 3 liabilities — — — — —

Significant Unobservable Inputs—Significant unobservable inputs occur when we could not obtain or corroborate the quantitative detail of the
inputs. This applies to fixed maturity securities, equity securities, mortgage loans and certain derivatives, as well as embedded derivatives in
liabilities. Additional significant unobservable inputs are described below.

Interest sensitive contract liabilities – embedded derivative – Significant unobservable inputs we use in the fixed indexed annuities embedded
derivative of the interest sensitive contract liabilities valuation include:

1. Nonperformance risk – For contracts we issue, we use the credit spread, relative to the U.S. treasury curve based on our public credit
rating as of the valuation date. This represents our credit risk for use in the estimate of the fair value of embedded derivatives.

2. Option budget – We assume future hedge costs in the derivative’s fair value estimate. The level of option budgets determines the
future costs of the options and impacts future policyholder account value growth.

3. Policyholder behavior – We regularly review the lapse and withdrawal assumptions (surrender rate). These are based on our initial
pricing assumptions updated for actual experience. Actual experience may be limited for recently issued products.

The following summarizes the unobservable inputs for the embedded derivatives of fixed indexed annuities:

December 31, 2018

(In thousands, except for percentages) Fair value Valuation technique Unobservable inputs
Input/range of 

inputs

Impact of an
increase in the input

on fair value
Interest sensitive contract liabilities – fixed

indexed annuities embedded derivatives $ 398,672 Estimation N/A N/A N/A
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Fair Value of Financial Instruments Not Carried at Fair Value—The following represents our financial instruments not carried at fair value
on the balance sheet:

December 31, 2018

(In thousands) Carrying Value Fair Value NAV Level 1 Level 2 Level 3
Financial assets
Funds withheld at interest $ 7,181,725 $ 7,181,725 $ — $ — $ — $ 7,181,725
Total financial assets not carried at fair value $ 7,181,725 $ 7,181,725 $ — $ — $ — $ 7,181,725

Financial liabilities
Interest sensitive contract liabilities $ 7,059,015 $ 7,059,015 $ — $ — $ — $ 7,059,015
Total financial liabilities not carried at fair value $ 7,059,015 $ 7,059,015 $ — $ — $ — $ 7,059,015

We estimate the fair value for financial instruments not carried at fair value using the same methods and assumptions as those we carry at fair
value. The financial instruments presented above are reported at carrying value on the balance sheet; however, in the case of policy loans and
funds withheld at interest and liability, the carrying amount approximates fair value.

Investment in related parties – Other investments – The fair value of related party other investments is determined using a discounted cash flow
model using discount rates for similar investments.

Interest sensitive contract liabilities – The carrying and fair value of interest sensitive contract liabilities above includes fixed indexed and
traditional fixed annuities without mortality or morbidity risks, funding agreements and payout annuities without life contingencies. The
embedded derivatives within fixed indexed annuities without mortality or morbidity risks are excluded, as they are carried at fair value. The
valuation of these investment contracts is based on discounted cash flow methodologies using significant unobservable inputs. The estimated
fair value is determined using current market risk-free interest rates, adding a spread to reflect our nonperformance risk and subtracting a risk
margin to reflect uncertainty inherent in the projected cash flows.
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6. Reinsurance 

Affiliated reinsurance

The Company reinsures new business related to annuities from Athene Life Re Ltd. (ALRe) on a funds withheld or modco basis.

On December 31, 2018, we entered into a letter of intent with respect to a modco agreement with ALRe, effective as of October 1, 2018, to
reinsure a 100% quota share of risks assumed by ALRe pursuant to the modco agreement between ALRe and Lincoln National Life Insurance
Company (“Lincoln”). The following summarizes this reinsurance transaction:

(In thousands) Modco
Liabilities assumed $ 7,877,929
Less: Assets received 7,662,913

Ceding commission (paid) received (266,000)
Net cost of reinsurance $ 481,016

Net cost of reinsurance – DAC $ 481,016

7. Deferred Acquisition Costs and Reinsurance Intangibles  

Included within Deferred Acquisition Costs on the balance sheets are day one losses of $481,099. There were not deferred acquisition costs
capitalized during the year ended December 31, 2018.

For each block reinsurance transaction, the Company defers the net of the fair value of assets acquired and the sum of reserves acquired, other
liabilities acquired, and ceding commission payable or receivable as DAC or unearned revenue reserve (URR) and referred as day one loss and
day one gain, respectively.

The following summarizes the day one losses included within Deferred acquisition costs on the balance sheet.



(In thousands) Day one loss Total

Balance at November 9, 2018 $ — —$ —

Additions 481,099 — 481,099

Balance at December 31, 2018 $ 481,099 —$ 481,099
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8. Reserves 

The following table summarizes the interest sensitive contract liability reserves by product:

December 31,
(in thousands) 2018
Deferred annuities $ 301,437

Fixed indexed annuities 7,156,250
Total $ 7,457,687

9. Common Shares 

The Company has one class of common shares, which represents 100% of the total voting power of the Company. As of December 31, 2018, we
had 1,200,000 shares authorized, of which 250,000 were issued at a par value of $1.00 each to ALRe. 950,000 shares remained undesignated at
year end. 

10. Accumulated Other Comprehensive Income (Loss) 

The following is a detail of AOCI and changes in AOCI.

December 31,
(In thousands) 2018
AFS securities (16,274)
Accumulated other comprehensive income (loss) $ (16,274)

Changes in AOCI are presented below:

Period ended
December 31,

(In thousands) 2018
Unrealized investment gains (losses) on AFS securities
Unrealized investment gains (losses) on AFS securities (16,274)
Change in AOCI $ (16,274)

11. Income Taxes 

Under current Bermuda law, we are not required to pay any taxes in Bermuda on either income or capital gains. We have received an
undertaking from the Bermuda Minister of Finance that, in the event of any such taxes being imposed, the Company will be exempted from
taxation until the year 2035.



12. Statutory Requirements 

ACRA is licensed by the Bermuda Monetary Authority (BMA) as long-term insurers and are subject to the Insurance Act 1978, as amended
(Bermuda Insurance Act) and regulations promulgated thereunder. The BMA implemented the Economic Balance Sheet (EBS) framework into
the Bermuda Solvency Capital Requirement (BSCR), which was granted equivalence to the European Union’s Directive (2009/138/EC)
(Solvency II). Under this framework a Class C insurer must produce three sets of financial statements:

1. GAAP Financial Statements - Financial statements prepared in accordance with an internationally recognized comprehensive base of
accounting, and for which ALRe has elected to prepare US GAAP financial statements. These financial statements form the basis for
the preparation of both the Statutory Financial Statements and the Economic Balance Sheet.

2. Statutory Financial Statements (SFS) - Equal to the GAAP financial statements adjusted for:
a. Prudential filters that include a)  adjustments to eliminate non-admitted assets including goodwill and other similar

intangible assets, not considered admissible for solvency purposes, and b) adjustments  to  include  certain  assets  and
liabilities  that  are  generally  off-balance sheet under general purpose reporting. These include items such as guarantees and
other instruments that do not relate to the insurer‘s own insurance contracts.

b. Directions (aka permitted practices) issued by the BMA.

3. Economic Balance Sheet (EBS) - A balance sheet where assets are recorded based on GAAP fair values and insurance reserves are
based on technical provisions comprised of the sum of a best estimate liability plus a risk margin. The best estimate liability may be
calculated by applying the standard approach or the scenario approach. Under the standard approach the discount rate for insurance
reserves is a rate prescribed by the BMA. Under the scenario approach the discount rate for insurance reserves is based on the yield on
eligible assets owned by the insurer as determined under the worst result of nine prescribed stressed scenarios.

Under the Bermuda Insurance Act, long-term insurers are required to maintain minimum statutory capital and surplus to meet the minimum
margin of solvency (MMS) which is equal to the greater of $500,000 or 1.5% of the total statutory assets. As of January 1, 2018, the MMS is
subject to a floor of 25% of the Enhanced Capital Ratio (ECR). Under the Bermuda Insurance Act, ACRA is also required to maintain minimum
EBS capital and surplus to meet the ECR which is equal to a risk-based capital model where risk factor charges are applied to the EBS balance
sheet in order to determine the ECR. As of December 31, 2018, ACRA was in excess of the minimum levels required.

The following table presents the ACRA actual and required GAAP, SFS, and EBS capital and surplus and net income amounts as of and for the
period ended December 31, 2018:

Period ended December 31, 2018
(In thousands) GAAP SFS EBS
Actual Capital and Surplus $ 644,361 $ 393,092 $ 575,651
Required Capital and Surplus (1) N/A 115,350 195,032
BSCR Ratio (2) N/A N/A 295%
Net Income (Loss) (3) (19,722) (287,070) N/A

(1) Represents the MMS for the SFS and the ECR for EBS. There is not a required capital and surplus amount for the GAAP financial
statements.

(2) BSCR ratio for the current binding regulatory solvency constraint of EBS is shown. 
(3) EBS comprises of only a balance sheet.

Under the EBS framework, statutory financial statements are generally equivalent to GAAP financial statements, with the exception of
permitted practices granted by the BMA. ACRA has permission in the statutory financial statements to use amortized cost instead of fair value
as the basis for certain investments. Additionally, ACRA uses U.S. statutory reserving principles for the calculation of insurance reserves instead
of GAAP, subject to the reserves being proved adequate based on cash flow testing. The following represents the effect of the permitted
practices to the statutory financial statements:

(In thousands)
December 31,

2018
Increase (decrease) to capital and surplus due to permitted practices (251,269)
Increase (decrease) to statutory net income due to permitted practices (267,348)

To enable the BMA to better assess the quality of the insurer’s capital resources, a Class C insurer is required to disclose the makeup of its
capital in accordance with the ‘3-tiered capital system.’ Highest quality capital is classified as Tier 1 Capital, lesser quality capital is classified as
either Tier 2 Capital or Tier 3 Capital. The Bermuda Insurance Act requires that Class C insurers have Tier 1 Capital equal to or greater than
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50% of the value of its ECR and Tier 3 Capital of not more than 17.65% of the aggregate of its Tier 1 Capital and Tier 2 Capital. As of
December 31, 2018 all of the eligible capital used by ACRA to meet the MSM and ECR was Tier 1 Capital. ACRA monitors its capital tiers and
any encumbrances on capital when determining capital tiers, including assessing any capital restricted in trusts and modco arrangements.

Under the Bermuda Insurance Act, ACRA is prohibited from paying a dividend in an amount exceeding 25% of the prior year’s statutory capital
and surplus, unless at least two members of the companies’ respective board of directors and its principal representative in Bermuda sign and
submit to the BMA an affidavit attesting that a dividend in excess of this amount would not cause the subsidiary to fail to meet its relevant
margins. In certain instances, ACRA would also be required to provide prior notice to the BMA in advance of the payment of dividends. In the
event that such an affidavit is submitted to the BMA, and further subject to meeting the MMS and ECR requirements, ACRA is permitted to
distribute up to the sum of 100% of statutory surplus and an amount less than 15% of statutory capital. Distributions in excess of this amount
require the approval of the BMA. As of December 31, 2018, ACRA is not permitted to remit a dividend to its parent without prior approval from
the BMA. 
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13. Related Parties 

Athene Life Re

On December 31, 2018, we entered into a letter of intent with respect to a modco agreement with ALRe, effective as of October 1, 2018, to
reinsure a 100% quota share of risks assumed by ALRe pursuant to the modco agreement between ALRe and Lincoln National Life Insurance
Company (“Lincoln”). Refer to Note 6 – Reinsurance for more information.

Athene Asset Management

Investment related expenses – Substantially all of our investments are managed by AAM, a subsidiary of Apollo Global Management, LLC
(AGM). AAM provides direct investment management, asset allocation, mergers and acquisition asset diligence and certain operational support
services for our investment portfolio, including investment compliance, tax, legal and risk management support. As of December 31, 2018,
AAM directly managed $114,608 of our investment portfolio assets, of which 98.86% are designated one or two (the two highest designations)
by the NAIC.

For the services it renders, AAM earns a fee on all assets managed in accounts owned by or related to us, including sub-advised assets, but
excluding certain other limited exceptions. Additionally, AAM recharges the sub-advisory fees it incurs with respect to our sub-advised assets to
us. 

Assets supporting funds withheld at interest: The majority of the assets supporting the funds withheld at interest are managed by AAM. See Note
Note 4 – Funds Withheld at Interest for more information.

For certain assets which require specialized sourcing and underwriting capabilities, AAM has chosen to mandate sub-advisors rather than
building out in-house capabilities. AAM has entered into Master Sub-Advisory Agreements (MSAAs) with certain Apollo affiliates to sub-
advise AAM with respect to a portion of our assets, with the fees recharged to us, in addition to the gross fee paid to AAM as described above.
The MSAAs cover services rendered by Apollo-affiliated sub-advisors relating to the following investments:

December 31,
(In thousands, except for percentages) 2018
AFS securities

Foreign governments $ 3,632
Corporate 16,608
CLO 114,460

Total assets sub-advised by Apollo affiliates $ 134,700
Percent of assets sub-advised by Apollo affiliates to total AAM-managed assets 54%

AAM and certain other Apollo affiliates entered into addendums to the MSAAs in 2017, retroactive to January 1, 2017, pursuant to which, with
limited exceptions, Apollo will earn 0.40% per year on all assets in the North American Accounts explicitly sub-advised by Apollo up to
$10,000 million, 0.35% per year on all assets in such accounts explicitly sub-advised by Apollo in excess of $10,000 million up to $12,441
million (the level of fee-paying sub-advised assets in the North American Accounts at December 31, 2016), 0.40% per year on all assets in such
accounts explicitly sub-advised by Apollo in excess of $12,441 million up to $16,000 million, and 0.35% per year on all assets in such accounts
explicitly sub-advised by Apollo in excess of $16,000 million.



Asset management and sub-advisory fees—The following summarizes the asset management fees and sub-advisory fees we have incurred
related to AAM and other Apollo affiliates:

Period ended
December 31,

(In thousands) 2018
Asset management fees $ 20
Sub-advisory fees 8

The management and sub-advisory fees are included within net investment income on the statement of income. As of December 31, 2018, the
management fees payable was $20 and the sub-advisory fees payable was $8. Both the management and sub-advisory fees payables are included
in other liabilities on the balance sheet.

Because the Apollo Group has a significant voting interest in AHL, in order to protect against potential conflicts of interest resulting from
transactions that we and AHL have entered, and will continue to enter into with the Apollo Group, the AHL board of directors has formed a
conflicts committee, consisting of three of its directors (two of whom are also ALRe directors) who are not officers or employees of any member
of the Apollo Group. The conflicts committee reviews and a majority of the committee members must approve certain material transactions
between AHL and/or its subsidiaries and the Apollo Group, subject to certain exceptions.
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14. Commitments and Contingencies 

Pledged Assets and Funds in Trust (Restricted Assets)—The total restricted assets included on the balance sheet are as follows:

December 31,
(In thousands) 2018
AFS securities $ 229,362
Restricted cash 2,631
Total restricted assets $ 231,993

ACRA has established escrow account of assets equal to a portion of statutory reserves, as a result of the modco agreement with ALRe related to
the Lincoln block of business as described in Note 6 – Reinsurance.

Letter of Credit—We have an unused letter of credit for $230,233 as of December 31, 2018. This letter of credit was issued for our
reinsurance program and expires in two years.

15. Subsequent Events 

The Company has evaluated the impact of subsequent events through April 12, 2019, the date at which the financial statements were available to
be issued.

With effect from April 5, 2019, the name of the Company was changed from Acra Re II Ltd. to Athene Co-invest Reinsurance Affiliate 1A Ltd.
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