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Independent Auditor’s Report

To the Board of Directors

We have audited the accompanying condensed consolidated financial statements of Analect Re (Bermuda) 
Limited (the “Company”), which comprise the condensed consolidated balance sheet as of December 31, 2018, 
and the related condensed consolidated statement of income and condensed consolidated statement of capital 
and surplus for the year then ended, and notes, comprising a summary of significant accounting policies and 
other explanatory information. 

Management’s Responsibility for the Condensed Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the condensed consolidated financial 
statements based on the financial reporting provisions of The Insurance Act 1978, amendments thereto and the 
Insurance Account Rules 2016 with respect to Condensed General Purpose Financial Statements (the 
“Legislation”).  Management is also responsible for the design, implementation, and maintenance of internal 
controls relevant to the preparation and fair presentation of financial statements that are free from material 
misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these condensed consolidated financial statements based on our 
audit.  We conducted our audit 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 condensed consolidated financial statements are free from material misstatement.  

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
condensed financial statements.  The procedures selected depend on our judgment, including the assessment of 
the risks of material misstatement of the condensed 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 condensed 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 condensed consolidated financial 
statements.  

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our 
audit opinion.
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Basis for Adverse Opinion on Accounting Standards Generally Accepted in the United States of 
America

As described in Note 3 to the condensed financial statements, the condensed consolidated financial statements 
are prepared by the Company based on the financial reporting provisions of the Legislation, which is a basis of 
accounting other than accounting standards generally accepted in the United States of America.

The effects on the condensed consolidated financial statements of the variances between the basis of 
accounting described in Note 3 and accounting standards generally accepted in the United States of America 
are material.

Adverse Opinion on Accounting Standards Generally Accepted in the United States of America 

In our opinion, because of the significance of the matter discussed in the “Basis for Adverse Opinion on
accounting standards generally accepted in the United States of America” paragraph, the condensed financial 
statements referred to above do not present fairly, in accordance with accounting standards generally accepted 
in the United States of America, the financial position of the Company as of December 31, 2018, or the results 
of its operations or its cash flows for the year then ended.

Basis for Qualified Opinion

In the absence of audited financial statements or audited regulatory filings for the subsidiary, AB Funding 
LLC, for the year ended December 31, 2018, we were unable to determine whether adjustments, if any, were 
required to the consolidated statutory financial statements as at December 31, 2018.  AB Funding LLC 
recorded assets of $nil, liabilities of $45,593,363 (of which $11,747 was netted with Line 4 of the condensed 
consolidated balance sheet), a deficit of $45,593,363 as at December 31, 2018 and a net loss for the year ended 
December 31, 2018 of $3,708,050.

The Company has recorded advances to affiliates in the aggregate amount of $23,788,740 in Form 1SFS, Line 
4 of the Consolidated Statutory Financial Statements.  The recoverability of these balances is dependent on 
Analect LLC (the “Parent”) generating sufficient future cash flows to make cash payments to the Company to 
meet its contractual obligations and through management fees charged to the Company by the Parent which are 
settled by reducing balances due from the Parent.

The consolidated financial statements of Analect LLC were not audited at December 31, 2018.  The 
Independent Accountants Review Report on the consolidated financial statements of Analect LLC at 
December 31, 2018 included an emphasis of matter paragraph identifying certain conditions, such as negative 
working capital, increasing members’ deficit and the note forbearance expiring in June 2019 that raise 
substantial doubt about the Parents ability to continue as a going concern.

Accordingly we were unable to determine if the Parent will have sufficient resources to meet its obligations 
and continue as a going concern. 
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Qualified Opinion on Condensed Consolidated Financial Statements

In our opinion, except as noted above, the condensed consolidated financial statements referred to above 
present fairly, in all material respects, the financial position of the Company and its subsidiary as of December 
31, 2018, and the results of their operations for the year then ended, in accordance with the financial reporting 
provisions of the Legislation.

Emphasis of Matter

The condensed consolidated financial statements have prepared assuming the Company will continue as a 
going concern.  As discussed in note 15 and 17, certain conditions exist such as a condensed consolidated 
deficit, recurring consolidated losses and the note forbearance expiring June 2019, that raise substantial doubt 
about the Company’s ability to continue as a going concern.  Management’s plans in regard to these matters 
are also described in note 17.  The accompanying condensed consolidated financial statements do not include 
and adjustments that might result from the outcome of this uncertainty. 

Hamilton, Bermuda 
June 6, 2019
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General Notes to the Financial Statements

1. Analect Re (Bermuda) Limited (the “Company”) was incorporated under the laws of Bermuda on 
January 18, 2000 and is a wholly-owned subsidiary of Analect LLC (the “Parent”), a company 
incorporated in the United States of America.  The Company has one wholly owned subsidiary, AB 
Funding LLC (“AB”), a company incorporated in the United States.

2. Certain shareholders of the Parent are producers of group life business for primary life insurers.  
Effective June 12, 2000, certain of these group life policies were retroceded to the Company through a 
catastrophe excess of loss retrocession agreement entered into with Sun Life Assurance Company of 
Canada (“Sun Life”).  One of the primary life insurers is Sun Life Assurance Company of Canada (US) 
(“Sun Life US”).  The business comprises variable universal life insurance policies covering groups of 
employees or affiliated persons. The policies are designed to provide corporations and institutions with 
life insurance coverage on their employees or affiliated persons in whose lives they have an insurable 
interest and may be used in connection with various types of non-tax qualified employee benefit plans.

Sun Life US cedes to Sun Life the “Certificate Net Amount at Risk” as defined by the reinsurance 
agreement, on a yearly renewable term basis. The Certificate Net Amount at Risk is the certificate 
death benefit paid by Sun Life US less the separate accounts value.  Sun Life in turn retrocedes to the 
Company losses (the Certificate Net Amount at Risk) in excess of claims covered by positive amounts 
of the corresponding Group Premium Stabilization Reserve, under a yearly renewable term basis 
catastrophe excess of loss retrocession agreement. The Group Premium Stabilization Reserve is used 
to pay losses and is funded by the policyholder from the cash value of their policy. The target reserve 
is based on three times expected mortality. If this reserve becomes depleted, the policyholder is 
charged more in future premium payments to replenish the reserve, including an interest charge. The 
policyholder is also entitled to reimbursements if losses are low.  

In August 2013 Delaware Life Holdings LLC purchased Sun Life U.S.  In July 2014 Sun Life 
changed its name to Delaware Life Insurance Company ("Delaware Life").  The terms and 
conditions of all Sun Life U.S. contracts and policies remain in force and unchanged as a result of 
the acquisition.

For the Company to make a loss payment under the retrocession agreement, the mortality rate would 
have to exceed three times that expected. Insureds are spread over several US states minimizing the 
risk of group fatality. Any loss payment would be in the form of interest bearing loans. The 
policyholder would then be charged more in future premiums to replenish the reserve. For the 
Company to ultimately incur a loss the mortality rate would have to exceed three times that expected 
and while in a loan position, the group policy would have to be surrendered. The likelihood of group 
surrender is unlikely as there are negative implications to the insureds, including taxation issues.

Similar to a catastrophic bond, there has been no losses to date and none are expected as the 
likelihood of loss is remote and the Retrocession Agreement specifically allows for repayment of 
losses thru an offset to future reinsurance premiums due by Delaware Life, subject to interest on 
any unpaid balance.   This “loan” coupled with the remote likelihood of loss, provides for 
accounting consistent with no risk transfer as defined by Statement of Financial Accounting 
Standards (“SFAS”) No. 113 – Accounting and Reporting for Reinsurance of Short-Duration and 
Long-Duration Contracts; and determines the need for “deposit” accounting.  The risk transfer 
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described is strictly for accounting purposes, and not indicative of policy mortality risk or in any 
way reduces the risk to Analect Re and associated loss.

On March 31, 2004 the Company formed a subsidiary company, AB Funding LLC (the “AB”), 
incorporated in the United States of America, for the purpose of selling the right to future commission 
income cash flows (the “Reinsurance Receivables”) to AB.  

AB financed the purchase of Reinsurance Receivables through receipt of a loan from a subsidiary of 
the Parent A&K Funding LLC (“A&K”).  

AB issued a guarantee to A&K to support A&K’s borrowing from third parties.  A&K issued 
Commercial Asset-Backed Notes to third parties that will be repaid using the proceeds of the 
Reinsurance Receivables purchased by AB from the Company and by future administrative fee 
revenue earned by other affiliates.  The proceeds of the Reinsurance Receivables and future 
administrative fee revenue shall be paid directly by Delaware Life and Sun Life US to the trustee.  
Refer to note 15 for more details.

3. The financial statements have been prepared in conformity with accounting principles generally 
accepted in the United States of America.  The preparation of financial statements in conformity 
with generally accepted accounting principles requires management to make estimates and 
assumptions that affect the reported amount of assets and liabilities and disclosure of contingent 
assets and liabilities at the date of the financial statements and the reported amounts of revenues 
and expenses during the reporting period.  Actual results could differ from those estimates.

4. (a)  Consolidation

The accounts of the Company are consolidated with those of its wholly-owned subsidiary AB.  
Intercompany accounts and transactions have been eliminated.

(b)  Commission income

Payments received under the retrocession agreement are recorded as commission income when 
received.

(c)  Cash and cash equivalents

Cash and cash equivalents are short-term investments that are subject to an insignificant risk of change 
in value.

(d) Income taxes

Income taxes are accounted for in accordance with SFAS No.109 – Accounting for Income Taxes and 
FASB Interpretation No. 48 – Accounting for Uncertainty in Income Taxes.  Deferred tax assets and 
liabilities are recognized for the future tax consequences attributable to differences between the 
financial statements carrying amounts and their respective tax bases and operating loss and tax carry-
forwards. 
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(e) Use of estimates

The preparation of financial statements in conformity with accounting principles generally accepted in 
the United States of America requires management to make estimates and assumptions that affect the 
reported amount of assets and liabilities and disclosure of contingent assets and liabilities at the date of 
the financial statements and the reported amounts of revenues and expenses during the reporting 
period.  While management believes that the amounts included in the consolidated financial statements 
reflect the Company’s best estimates and assumptions, actual results could differ from these estimates.

5.(a)  Premium income

Not applicable (refer to Note 2).

(b) Investment income

Investment income is accrued and recorded as receivable.

(c) Commission income

Payments received under the retrocession agreement are recorded as commission income when 
received

6. – 14. Not applicable.

15. Related party transactions

On March 31, 2004, A&K Funding LLC ("A&K"), a wholly owned subsidiary of Analect 
Administrative Services LLC (“AAS”) in turn a wholly owned subsidiary of the Parent, 
consummated a debt financing transaction whereby gross proceeds of $60 million were raised 
through the issuance of Series 2004-A Notes.  Concurrently, under a Sale of Receivables 
Agreement dated March 31, 2004 (the "Sale Agreement"), the Company sold its future monthly 
reinsurance premiums receivable under the Reinsurance Agreement to AB for a purchase price of 
$21.2 million.  The Series 2004-A Notes issued by A&K, which bear interest at 7.87% per annum, 
will be repaid through the assignment of the future monthly reinsurance premiums receivable by 
AB and future administrative fees receivable by A&K.  On March 31, 2004 the Company loaned 
the sale proceeds of $21.2 million received from AB under the Sale Agreement to the Parent under 
a twelve-year promissory note bearing interest at Libor plus 2%.  In the 4th quarter of fiscal year 
2011, the note was amended to amortize fully the first quarter of fiscal year 2010, at a fixed rate of 
2%.

On March 31, 2005 A&K issued a second tranche of notes, Series 2005-A, whereby gross proceeds 
of $30 million were raised.  Concurrently, pursuant to an Assignment under the Sale Agreement 
dated March 31, 2005, the Company sold additional future monthly reinsurance premiums 
receivable under the Reinsurance Agreement to AB for $11 million.  The Series 2005-A Notes 
issued by A&K, which bear interest at 7.39% per annum, will be repaid through the assignment of 
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the future monthly reinsurance premiums receivable by AB and future administrative fees 
receivable by A&K.  On March 31, 2005 the Company loaned the sale proceeds of $11 million 
received from AB pursuant to the Assignment under the Sale Agreement to the Parent under a 
twelve-year promissory note bearing interest at Libor plus 2%.  In the 4th quarter of fiscal year 
2011, the note was amended to amortize fully by the third quarter of fiscal year 2030, at a fixed rate 
of 2%.

On November 21, 2006, A&K issued a third tranche of notes, Series 2006-A, whereby gross 
proceeds of $53 million were raised.  Concurrently, pursuant to an Assignment under the Sale 
Agreement dated November 21, 2006, the Company sold additional future monthly reinsurance 
premiums receivable under the Reinsurance Agreement to AB for $18 million.  The Series 2006-A 
Notes issued by A&K, which bear interest at 7.4`5% per annum, will be repaid through the 
assignment of the future monthly reinsurance premiums receivable by AB and future administrative 
fees receivable by A&K.  On November 21, 2006 the Company loaned the sale proceeds of $18 
million received from AB pursuant to the Assignment under the Sale Agreement to the Parent under 
a fifteen-year promissory note being interest at Libor plus 2%.  In the 4th quarter of fiscal year 2011, 
the note was amended to amortize fully by the third quarter of fiscal year 2032, at a fixed rate of 
2%.

The outstanding loan payable by AB to A&K as at December 31, 2018 was $45,581,616 (2017 -
$43,953,834) and the related interest expense incurred as at December 31, 2018 was $3,991,418
(2017-$3,859,270). The Company’s outstanding loans receivable from Parent was $23,925,880 (2017 
- $25,882,360) and the related interest income earned was $502,974 (2017 - $542,103).

The repayment of the loan and interest receivable from Parent is dependent on the Parent generating 
sufficient future cash flows, certain of which flow from the Company as a result of management 
service fees, as discussed below, charged to it by the Parent as well as other sources of revenue of the 
Parent. 

Repayment of the loan is therefore dependent upon the occurrence and sufficiency of these future 
cash flows.

AB is a guarantor of the Notes on the basis that the fair value of the future cash flows of the 
commission fee revenue was estimated to exceed the total borrowings of A&K from the third parties.  
As consideration for this guarantee, AB is entitled to a monthly guarantee fee at a rate per annum 
equal to 0.125% of the outstanding principal amount of the Notes. The total guarantee fee earned by 
AB was as at December 31, 2018 was $160,346 (2017- $160,346) and is included in Line 32 of the 
Consolidated Statement of Income.

Management service fees are based on time costs incurred by personnel of the Parent and 
reimbursement of the Parent’s out of pocket expenses. These fees are payable quarterly.
Management service fees and expenses incurred during the year were $1,033,385 (2017 - $1,466,516) 
and the related outstanding balance due to Parent at December 31, 2018 was $137,140 (2017 -
$128,926).

A&K defaulted on its February 2017 interest payments to Noteholders which under the related debt 
agreements results in the full principal balance of the Notes becoming due immediately unless the 
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default is remedied.  A&K Funding issued a default notice dated February 10, 2017 indicating it 
was soliciting Noteholders for forbearance in the exercise of their available remedies with respect 
to the default for a two year period until such time as a more permanent solution, such as debt
restructuring, can be negotiated and implemented.  At that time, Noteholders representing 
approximately 79% of the Note principal had already agreed to such forbearance.  Any such 
amendment to the terms of the notes, including forbearance, requires the approval of holders of 
50% of the total outstanding Note principal.

Beginning February 2017 Noteholders representing 89.7% of the outstanding Note principal and 
A&K agreed upon a 24 month period of forbearance during which interest payments only to the 
extent available from net securitized revenues are required to be made pursuant to the Forbearance 
Agreement. However, unpaid interest will continue to accumulate as deferred interest during the
24 month forbearance or until a debt restructuring occurs.  A&K will pay interest as cash flows
will allow during the forbearance period. In return the Noteholders will receive a consent fee in
an amount equal to 0.5% of the total outstanding principal balance to be made in 12 equal
monthly installments in accordance with the forbearance agreement.  Failure to pay the consent fee 
would result in a default under the Forbearance Agreement and the full outstanding Note balance 
would become payable to Noteholders.

Since the Forbearances were entered into, one of the Noteholders has acquired additional Notes 
and currently has ownership of approximately 60% of the issued and outstanding principal (more 
than the 50% required for extending the Forbearance).  The Forbearing Noteholders previously 
agreed to extend the Forbearance period to May 15, 2019.  Management and such Noteholder are 
currently reviewing alternatives for restructuring the Notes, and in the interim the Forbearance has 
been extended to June 17, 2019. 

As a consequence of the forbearance, AB Funding has no obligation to make payments to A&K or 
Noteholders under the guarantee during the forbearance period. Accordingly, the Company has 
contributed consent fees of $43,929 for the period to December 31, 2018 (2017 - $214,916). All 
forbearance consent fee payments have been made to date in accordance with the Forbearance 
Agreement. 

These related party transactions result in significant concentrations of credit risk. 

16. Subsequent events

AAS’s management is assisting Noteholder(s) and Trustee in determining structure/resolution 
alternatives with respect to Notes, including restructure, amendment or otherwise modification of 
Notes , and / or possible sale of the collateral owned by A&K and AB.  As part of these efforts, 
Noteholder(s) representing the majority of issued and outstanding principal have  agreed to extend 
the forbearance to June 17, 2019. No new terms have been agreed to as negotiations are still in 
process. Any future modifications of the terms of A&K’s notes would be accounted for as a 
troubled debt restructuring and the restructuring will likely only modify the terms of the current 
debt with the same lenders, as opposed to the extinguishment of that debt in exchange for new 
loans under different terms with new lenders. If the collateral owned by A&K and/or AB is 
ultimately sold in satisfaction of the Notes, then AB  could be liquidated, its loan to A&K Funding 
extinguished and Analect Re would not have any residual liability related to the 
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Securitization. However, as negotiations are still in process, the impact to the Company and AB 
Funding cannot be determined.  Also note the insurance commission for AB  will no longer be 
recognized as income in future periods.

17. Going concern

The Company has consolidated negative capital and surplus of ($20,374,388) at December 31, 
2018.  Management has considered cash flow projections which take into account actual results 
through May 2019, projected revenue streams and expenses consistent with Parent projections and 
the forbearance described in Note 16.  Additionally, AB is structured as a bankruptcy remote 
vehicle, and the maximum amount of the loan payable to A&K is limited to the net present value of 
the future cash flows related to the securitized reinsurance commission receivables.  Based upon the 
low-end discount rate of 12% and current interest rate environment, applied by A&K Noteholders 
to fair value their investment in the Notes, the estimated fair value of the future cash flows and 
hence the related amount due to affiliate is $19,578,395.

Management therefore believes the Company’s has the ability to continue as a going concern for a 
period which extends more than one year from the financial statement issuance date.

Notes to the Consolidated Statement of Capital and Surplus

1(a) Capital stock

(a) Authorized, issued and fully paid share capital comprises 500,000 (2017 - 500,000) ordinary shares 
of par value $1.00 each.

(b) Contributed surplus comprises amounts received from the Parent.  No contributed surplus was 
received during the year ended December 31, 2018 (2017 - $110,000).

2(c) Dividends paid to the Parent during the year ended December 31, 2018 totaled $1,421,048.

Notes to the Consolidated Balance Sheet

1.-3. Not applicable.

4. Investments in and advances to affiliates

Advances to affiliates of $23,788,740 comprises the net aggregate of (i) the principal balance 
receivable from the Parent on three promissory notes in the aggregate amount of $23,925,880; and 
(ii) balance due to the Parent in the amount of $137,140 which is unsecured and interest free. The 
promissory notes, whose repayment terms were amended and restated effective October 28, 2011, 
comprise:

(i) $21,200,000 promissory note dated March 31, 2004 which is for a term of twelve years and 
bears interest at 2% per annum.  0.96% of the principal balance is repayable by the 
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Company quarterly through June 30, 2020 and the remaining 37.03% is due in full on 
September 30, 2020.  The outstanding balance at December 31, 2018 was $9,071, 480.

(ii) $11,000,000 promissory note dated March 31, 2005 which is for a term of twelve years and 
bears interest at 2% per annum.  0.96% of the outstanding principal balance is repayable to 
the Company quarterly through June 30, 2020 and the remaining 39.28% is due in full on 
September 30, 2020.  The outstanding balance at December 31, 2018 was $4,954,400.

(iii) $18,000,000 promissory note dated November 21, 2006 which is for a term of fifteen years 
and bears interest at 2% per annum.  1% of the principal balance is repayable by the 
Company quarterly through June 30, 2020 and the remaining 49% is due in full on 
September 30, 2020.  The outstanding balance at December 31, 2018 was $9,900,000.

Total promissory note interest income for the year of $502,974 (2017 - $542,103) is included in line 
31 of the Consolidated Statement of Income.

5.-9. Not applicable.

10. Not applicable

11.-12. Not applicable.

13. Prepaid expenses totaling $6,590 represent 2019 annual government fee paid to Codan
Services for transmission to the Bermuda Authorities.

14.-17. Not applicable.

20.-21. Reserves for reported and unreported claims

Reserves for reported claims are recorded when advised by the ceding company.  Reserves for 
reported claims represent the amounts needed to provide for the estimated cost of claims relating to 
the insured events, both reported and unreported, that have occurred before the balance sheet date.  
These amounts are based upon estimates of losses reported by the ceding reinsurer, plus an estimate 
for losses incurred but not yet reported.  The estimate for losses incurred but not reported and 
policy reserves are based upon the recommendations of an independent actuary using industry data.

While management believes that the amount provided is adequate, the ultimate liability may be in 
excess of, or less than, the amounts provided and any adjustments will be reflected in the periods in 
which they become known.

22.-31. Not applicable.

32. Amounts due to affiliates

Amounts due to affiliates of $45,581,616 (2017 - $43,953,834) comprises the aggregate of the 
principal balance payable by AB to A&K on three promissory notes as follows:
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(i) $21,200,000 promissory note dated March 31, 2004 which bears interest at 9.28% per 
annum.  The outstanding balance at December 31, 2018 was $13,600,989.

(ii) $11,000,000 promissory note dated March 31, 2005 which bears interest at 8.78% per 
annum. The outstanding balance at December 31, 2018 was $12,518.661.

(iv) $18,000,000 promissory note dated November 21, 2006 which bears interest at 8.78% per 
annum.  The outstanding balance at December 31, 2018 was $19,461,966.

Also included in the amount due to affiliates is $2,982,577 of unpaid interest owned to A&K.

The related promissory note interest expense for the year of $3,991,418 (2017 - $3,859,270) is 
included in line 37 of the Consolidated Statement of Income.

33. Accounts payable and accrued liabilities include accrued actuarial and audit expenses.

34.-37. Not applicable.

Notes to the Consolidated Statement of Income

6. Not applicable

15.  Other insurance income of $3,040,623 (2017 - $3,071,158) represents reinsurance commission
          received from Delaware Life.

32. As a guarantor of the Notes AB is entitled to a monthly guarantee fee on the outstanding principal 
amount of the Notes.  The guarantee fee earned by AB at December 31, 2018 was $160,346 (2017 -
$160,346).

36. Not applicable


