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PART I - FINANCIAL INFORMATION

Item 1. Financial Statements

AMERICAN EQUITY INVESTMENT LIFE HOLDING COMPANY

CONSOLIDATED BALANCE SHEETS

(Dollars in thousands, except per share data)

Assets

Investments:

Fixed maturity securities:

Available for sale, at fair value (amortized cost: 2008 - $6,351,640; 2007 - $5,120,268) $
Held for investment, at amortized cost (fair value: 2008 - $4,446,728; 2007 - $5,212,815)

Equity securities, available for sale, at fair value (cost: 2008 - $168,322; 2007 - $105,155)
Mortgage loans on real estate

Derivative instruments

Policy loans

Total investments

Cash and cash equivalents
Coinsurance deposits

Accrued investment income
Deferred policy acquisition costs
Deferred sales inducements
Deferred income taxes

Income taxes recoverable

Other assets

Total assets $

June 30,
2008
(Unaudited)

6,074,498
4,651,973
152,549
2,213,548
74,068
422
13,167,058

13,438
1,612,854
84,887
1,362,312
687,595
68,570
30,377
26,178

17,053,269

December 31,
2007

5,008,772
5,355,733
87,412
1,953,894
204,657
427
12,610,895

18,888
1,698,153
77,348
1,272,108
588,473
75,806
24,990
27,711

16,394,372
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AMERICAN EQUITY INVESTMENT LIFE HOLDING COMPANY

CONSOLIDATED BALANCE SHEETS (Continued)

(Dollars in thousands, except per share data)

Liabilities and Stockholders Equity
Liabilities:

Policy benefit reserves:

Traditional life and accident and health insurance products
Annuity products

Other policy funds and contract claims
Notes payable

Subordinated debentures

Amounts due under repurchase agreements
Other liabilities

Total liabilities

Stockholders equity:

Common stock, par value $1 per share, 125,000,000 shares authorized; issued and
outstanding: 2008 - 51,597,845 shares (excluding 5,355,900 treasury shares); 2007 -
53,556,002 shares (excluding 3,329,718 treasury shares)

Additional paid-in capital

Unallocated common stock held by ESOP; 2008 - 600,228 shares; 2007 - 629,565 shares
Accumulated other comprehensive loss

Retained earnings

Total stockholders equity

Total liabilities and stockholders equity

See accompanying notes to unaudited consolidated financial statements.

June 30, December 31,
2008 2007
(Unaudited)
114273 $ 109,570
15,087,952 14,602,210
115,717 120,186
255,018 268,339
268,383 268,330
499,247 257,225
119,565 156,877
16,460,155 15,782,737
51,598 53,556
366,110 387,302
(6,575) (6,781)
(88,425) (38,929)
270,406 216,487
593,114 611,635
17,053,269 $ 16,394,372
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AMERICAN EQUITY INVESTMENT LIFE HOLDING COMPANY
CONSOLIDATED STATEMENTS OF INCOME

(Dollars in thousands, except per share data)

(Unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008

Revenues:
Traditional life and accident and health insurance premiums  $ 2,380 $ 3,190 $ 6,196 $
Annuity product charges 11,845 11,453 23,943
Net investment income 202,080 175,719 397,568
Realized gains (losses) on investments (30,019) 17 (32,438)
Change in fair value of derivatives (73,313) 98,986 (230,678)
Total revenues 113,473 289,365 164,591
Benefits and expenses:
Insurance policy benefits and change in future policy
benefits 2,321 2,097 4,930
Interest credited to account balances 49,469 168,141 103,645
Amortization of deferred sales inducements 4,479) 11,602 27,433
Change in fair value of embedded derivatives 17,745 14,984 (200,869)
Interest expense on notes payable 3,722 4,057 7,851
Interest expense on subordinated debentures 4,649 5,614 9,880
Interest expense on amounts due under repurchase
agreements 2,024 3,060 4,996
Amortization of deferred policy acquisition costs 18,620 34,366 99,310
Other operating costs and expenses 12,100 14,083 24,818
Total benefits and expenses 106,171 258,004 81,994
Income before income taxes 7,302 31,361 82,597
Income tax expense 2,535 10,757 28,678
Net income 4,767 $ 20,604 $ 53,919 $
Earnings per common share 0.09 $ 036 $ 0.99 $
Earnings per common share - assuming dilution 0.09 $ 035 $ 0.95 $

See accompanying notes to unaudited consolidated financial statements.

2007

6,247
20,447
345,077
596
90,464
462,831

4,030
284,094
15,963
8,353
8,139
11,203

7,078
51,935
25,494

416,289
46,542
16,011
30,531

0.54
0.52
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AMERICAN EQUITY INVESTMENT LIFE HOLDING COMPANY
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS EQUITY

(Dollars in thousands)

Balance at December 31, 2006
Comprehensive income:

Net income for period

Change in net unrealized
investment gains/losses

Total comprehensive income
Acquisition of 350,000 shares
of common stock

Share-based compensation
Issuance of 57,500 shares of
common stock under
compensation plans, including
excess income tax benefits
Net issuance of 622,779 shares
of common stock under stock
option and warrant agreement
Conversion of $250 of
subordinated debentures
Balance at June 30, 2007

Balance at December 31, 2007
Comprehensive income:

Net income for period

Change in net unrealized
investment gains/losses

Total comprehensive income
Acquisition of 2,829,438 shares
of common stock

Allocation of 29,337 shares of
common stock by ESOP,
including excess income tax
benefits

Share-based compensation,
including excess income tax
benefits

Issuance of 870,048 shares of
common stock under
compensation plans, including
excess income tax benefits
Conversion of $10 of
subordinated debentures
Balance at June 30, 2008

(Unaudited)
Unallocated Accumulated
Additional Common Other Total
Common Paid-in Stock Held Comprehensive Retained Stockholders
Stock Capital by ESOP Loss Earnings Equity
$ 53,501 $ 389,644 $ $ (38,769) $ 190,690 $ 595,066
30,531 30,531
(27,513) (27,513)
3,018
(350) (3,886) (4,236)
3,178 3,178
57 385 442
623 (623)
31 219 250
$ 53,862 $ 388,917 $ $ (66,282) $ 221,221 597,718
$ 53,556 $ 387,302 $ (6,781) $ (38,929) $ 216,487 $ 611,635
53,919 53,919
(49,496) (49,496)
4,423
(2,829) (22,103) (24,932)
a7) 206 189
1,670 1,670
870 (751) 119
1 9 10
$ 51,598 $ 366,110 $ (6,575) $ (88,425) $ 270,406 $ 593,114
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Total comprehensive loss for the second quarter of 2008 was $24.5 million and was comprised of net income of $4.8 million and an increase in
net unrealized depreciation of available for sale fixed maturity securities and equity securities of $29.3 million.

Total comprehensive loss for the second quarter of 2007 was $6.8 million and was comprised of net income of $20.6 million and an increase in
net unrealized depreciation of available for sale fixed maturity securities and equity securities of $27.4 million.

See accompanying notes to unaudited consolidated financial statements.
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AMERICAN EQUITY INVESTMENT LIFE HOLDING COMPANY

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Dollars in thousands)

(Unaudited)

Operating activities

Net income

Adjustments to reconcile net income to net cash provided by (used in) operating
activities:

Adjustments related to interest sensitive products:
Interest credited to account balances

Amortization of deferred sales inducements

Annuity product charges

Change in fair value of embedded derivatives

Increase in traditional life and accident and health insurance reserves
Policy acquisition costs deferred

Amortization of deferred policy acquisition costs
Provision for depreciation and other amortization
Amortization of discount and premiums on investments
Realized losses (gains) on investments

Change in fair value of derivatives

Deferred income taxes

Share-based compensation

Change in accrued investment income

Change in income taxes recoverable

Change in other assets

Change in other policy funds and contract claims
Change in other liabilities

Other

Net cash provided by (used in) operating activities

Investing Activities

Sales, maturities, or repayments of investments:
Fixed maturity securities - available for sale
Fixed maturity securities - held for investment
Equity securities, available for sale

Mortgage loans on real estate

Derivative instruments

Policy loans

Acquisition of investments:

Fixed maturity securities - available for sale
Equity securities, available for sale

Mortgage loans on real estate

Derivative instruments

Policy loans

Purchases of property, furniture and equipment
Net cash used in investing activities

Six Months Ended

June 30,

2008

53,919

103,645
27,433
(23,943)
(200,869)
688
(132,447)
99,310
1,202
(129,952)
32,438
230,408
33,888
1,528
(7,539)
(5,387)
99)
(4,469)
29,777
(584)
108,947

980,278
826,794
7,388
55,331
23,983
5

(2,274,737)
(83,014)
(314,985)
(147,860)

(96)
(926,913)

$

2007

30,531

284,094
15,963
(20,447)
8,353
4,904
(117,939)
51,935
1,027
(127,812)
(596)
(90,464)
2,927
3,178
(5,061)
1,486
745
(6,226)
(54.439)

(17,841)

71,739
28,147
15,968
87,967
224,636

(551,709)
(51,604)
(206,835)
(154,276)
€))

(568)
(536,544)
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AMERICAN EQUITY INVESTMENT LIFE HOLDING COMPANY

CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)

(Dollars in thousands)

(Unaudited)

Financing activities

Receipts credited to annuity and single premium universal life policyholder account
balances

Coinsurance deposits

Return of annuity and single premium universal life policyholder account balances
Proceeds from notes payable

Repayments of notes payable

Increase in amounts due under repurchase agreements

Acquisition of common stock

Excess tax benefits realized from share-based compensation plans

Proceeds from issuance of common stock

Checks in excess of cash balance

Net cash provided by financing activities

Decrease in cash and cash equivalents

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Supplemental disclosures of cash flow information:
Cash paid during period for:

Interest expense

Income taxes

Non-cash operating activity:

Deferral of sales inducements

Non-cash financing activity:

Conversion of subordinated debentures

Stock acquired in satisfaction of obligations

See accompanying notes to unaudited consolidated financial statements.

Six Months Ended
June 30,
2008

1,163,163 $

85,975
(648,991)
20,000
(32,825)
242,022
(19,373)
176

94

2,275
812,516
(5,450)

18,888
13,438 $

22,478 $

96,094

10
5,559

2007

1,066,989
92,734
(640,946)

(2,061)
10,597
(4,236)
148
294
23,160
546,679
(7,706)

29,949
22,243

25,711
10,600

81,612

250

10
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AMERICAN EQUITY INVESTMENT LIFE HOLDING COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2008

(Unaudited)

1. Organization and Significant Accounting Policies

Consolidation and Basis of Presentation

The accompanying unaudited consolidated financial statements of American Equity Investment Life Holding Company (the Company) have

been prepared in accordance with U.S. generally accepted accounting principles ( GAAP ) for interim financial information and the instructions to
Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all the information and notes required by GAAP for complete
financial statements. The unaudited consolidated financial statements reflect all adjustments, consisting only of normal recurring items, which
are necessary to present fairly the Company s financial position and results of operations on a basis consistent with the prior audited consolidated
financial statements. Operating results for the three month and six month periods ended June 30, 2008 are not necessarily indicative of the

results that may be expected for the year ended December 31, 2008. All significant intercompany accounts and transactions have been
eliminated. The preparation of financial statements requires the use of management estimates. For further information related to a description

of areas of judgment and estimates and other information necessary to understand the Company s financial position and results of operations,
refer to the audited consolidated financial statements and notes included in the Company s Annual Report on Form 10-K for the year ended
December 31, 2007.

Reclassifications

Certain amounts in the unaudited consolidated financial statements for the periods ended June 30, 2007 have been reclassified to conform to the
financial statement presentation for the periods ended June 30, 2008.

Adopted Accounting Pronouncements

Effective January 1, 2008, the Company adopted Statement of Financial Accounting Standards ( SFAS ) No. 159, The Fair Value Option for
Financial Assets and Financial Liabilities, Including an amendment of FASB Statement No. 115 ( SFAS 159 ). SFAS 159 permits entities to
choose, at specified election dates, to measure eligible financial instruments and certain other items at fair value that are not currently required to
be reported at fair value. There was no impact on the unaudited consolidated financial statements upon the adoption of SFAS 159 as the
Company did not elect to report any assets or liabilities at fair value that were eligible to be reported at fair value.

11
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Effective January 1, 2008, the Company adopted SFAS No. 157, Fair Value Measurements ( SFAS 157 ), which defines fair value, establishes a
framework for measuring fair value and expands the required disclosures about fair value measurements. SFAS 157 also provides guidance
regarding the extent to which companies measure assets and liabilities at fair value, the information used to measure fair value, and the effect of
fair value measurements on earnings. For assets and liabilities that are measured at fair value on a recurring basis in periods subsequent to initial
recognition, the reporting entity shall disclose information that enables financial statement users to assess the inputs used to develop those
measurements. For recurring fair value measurements using significant unobservable inputs, the reporting entity shall disclose the effect of the
measurements on earnings for the period. SFAS 157 applies whenever other standards require (or permit) assets or liabilities to be measured at
fair value but does not expand the use of fair value in any new circumstances. The adoption of SFAS 157 primarily resulted in a change
prospectively beginning on January 1, 2008 in the discount rates used in the calculation of the fair values of the embedded derivative component
of the Company s policy benefit reserves from risk-free interest rates to interest rates that include non performance risk related to those
liabilities. SFAS 157 was adopted prospectively on January 1, 2008 and the changes in the discount rates resulted in a decrease in reserves on
January 1, 2008 of $150.6 million. The net income impact of this decrease in reserves net of the related adjustments in amortization of deferred
sales inducements and deferred policy acquisition costs and income taxes was $40.7 million.

New Accounting Pronouncements

In March 2008, the Financial Accounting Standards Board ( FASB ) issued SFAS No. 161, Disclosures about Derivative Instruments and
Hedging Activities - an Amendment of FASB Statement 133 ( SFAS 161 ). SFAS 161 enhances required disclosures regarding derivatives and
hedging activities, including enhanced disclosures regarding how an entity uses derivative instruments and how derivative instruments and
related hedged items are accounted for and affect an entity s financial position, financial performance, and cash flows. SFAS 161 is effective for
fiscal years beginning after November 15, 2008. Adoption of SFAS 161

12
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as of January 1, 2009 will not have a material impact on the Company s financial position or results of operations as it impacts financial
statement disclosure only.

In May 2008, the FASB issued FASB Staff Position ( FSP ) Accounting Principles Board (  APB ) 14-1, Accounting for Convertible Debt
Instruments That May Be Settled in Cash upon Conversion (Including Partial Cash Settlement) ( FSP APB 14-1 ). FSP APB 14-1 is effective for
financial statements issued for fiscal years beginning after December 15, 2008 and interim periods within those fiscal years. Early adoption is

not allowed. This FSP requires issuers of convertible debt instruments that may be settled in cash upon conversion to separately account for the
liability and equity components in a manner that will reflect the entity s nonconvertible debt borrowing rate when interest cost is recognized in
subsequent periods. The adoption of FSP APB 14-1 is retrospective to all presented financial statement periods. The Company is currently
assessing the impact of this FSP.

2. Fair Values of Financial Instruments

SFAS 157 requires companies to expand disclosures associated with fair value measurements and to maximize the use of observable inputs and
minimize the use of unobservable inputs when measuring fair value. SFAS 157 provides a hierarchy for valuation inputs in which assets and
liabilities measured at fair value must be disclosed. Accordingly, the Company groups financial assets and financial liabilities measured at fair
value in the following categories:

Level 1 - Quoted prices in active markets for identical financial instruments that are accessible at the measurement date.

Level 2 - Quoted prices in active markets for similar financial instruments, quoted prices for identical or similar financial instruments in markets
that are not active; and models and other valuation methodologies using inputs other than quoted prices that are observable.

Level 3 - Models and other valuation methodologies using significant inputs that are unobservable for financial instruments.

The following valuation techniques were used by the Company in estimating the fair values of financial instruments:

Fixed maturity and equity securities, available for sale: Quoted market prices from third parties for identical securities in active markets when
available. Quoted market prices from third parties for similar securities in active markets when identical security quotes are not available.
Quoted market prices from third parties for identical or similar securities in markets that are not active when active market prices are not
available. Market prices using valuation models using inputs that are observable and unobservable.

Derivative instruments: Quoted market prices from counterparties adjusted for credit risk of the counterparty.

13



Edgar Filing: AMERICAN EQUITY INVESTMENT LIFE HOLDING CO - Form 10-Q

Cash and cash equivalents: Amounts reported for these instruments are historical cost which approximates their fair value.

Embedded derivatives: Amounts reported are estimated by projecting policy contract values and minimum guaranteed contract values over the
expected lives of the contracts and discounting the excess of the projected contract value amounts. The projections of the policy contract values
are based on best estimate assumptions for future policy growth and future policy decrements. Best estimate assumptions for future policy
growth include assumptions for the expected index credit on the next policy anniversary date which are derived from the fair values of the
underlying call options purchased to fund such index credits and the expected costs of annual call options that will be purchased in the future to
fund index credits beyond the next policy anniversary. The projections of minimum guaranteed contract values include the same best estimate
assumptions for policy decrements as were used to project policy contract values. Increases or decreases in the fair value of embedded
derivatives generally correspond to increases or decreases in the fair values of call options purchased to fund the annual index credits and
changes in the discount rates used to discount the excess of the projected policy contract values over the projected minimum guaranteed contract
values. The fair value of the embedded derivatives are adjusted for the non performance risk of the Company.

14
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The Company s assets and liabilities which are measured at fair value on a recurring basis as of June 30, 2008 are presented below based on the
fair value hierarchy levels:

Quoted Significant
Prices in Other Significant
Active Observable Unobservable
Total Markets Inputs Inputs
Fair Value (Level 1) (Level 2) (Level 3)
(Dollars in thousands)
Assets
Fixed maturity and equity securities, available for sale $ 6,227,047 $ 255,284 $ 5,952,664 $ 19,099
Derivative instruments 74,068 74,068
Cash and cash equivalents 13,438 13,438
$ 6,314,553 $ 268,722 $ 6,026,732 $ 19,099

Liabilities
Embedded derivatives $ 1,168,050 $ $ $ 1,168,050

The following tables provide a reconciliation of the beginning and ending balances for the Company s Level 3 assets and liabilities, which are
measured at fair value on a recurring basis using significant unobservable inputs, for the three months and six months ended June 30, 2008:

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

(Dollars in thousands)
Available for sale securities

Beginning balance $ $

Transfers in to Level 3 27,034 27,034

Gains (losses) included in earnings (7,935) (7,935)
$ 19,099 $ 19,099

Realized losses of $7.9 million for the three months and six months ended June 30, 2008 are included in realized gains (losses) on investments in
the unaudited consolidated statements of income. The realized losses are the result of other than temporary impairments.

Three Months Six Months
Ended Ended
June 30, 2008 June 30, 2008
(Dollars in thousands)

Embedded Derivatives
Beginning balance $ 1,190,935 $ 1,432,746
Premiums less benefits 26,072 68,985
Change in unrealized gains, net (48,957) (333,681)

$ 1,168,050 $ 1,168,050

Change in unrealized gains, net of $49.0 million for the three months ended June 30, 2008 and $333.7 million for the six months ended June 30,
2008, are included in change in fair value of embedded derivatives in the unaudited consolidated statements of income.

10
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3. Investments

The following table shows the gross unrealized losses and fair value of the Company s investments, aggregated by investment category and
length of time that individual securities (consisting of 467 securities) have been in a continuous unrealized loss position, at June 30, 2008:

Less than 12 months 12 months or more Total
Estimated Unrealized Estimated Unrealized Estimated Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses

(Dollars in thousands)
June 30, 2008
Fixed maturity securities:
Available for sale:
United States Government

full faith and credit $ 17,358  $ 1,377)  $ $ $ 17,358  $ (1,377)
United States Government
sponsored agencies 2,046,719 47,411) 803,062 (29,909) 2,849,781 (77,320)

Corporate securities,
including redeemable
preferred stocks:

Finance, insurance and real

estate 255,636 (28,079) 136,997 (29,226) 392,633 (57,305)
Manufacturing, construction

and mining 201,125 (8,153) 72,392 (10,178) 273,517 (18,331)
Utilities and related sectors 154,949 (7,691) 89,152 (8,895) 244,101 (16,586)
Wholesale/retail trade 114,612 (3,827) 21,364 (3,756) 135,976 (7,583)
Services, media and other 126,888 (6,502) 53,644 (7,458) 180,532 (13,960)
Mortgage and asset-backed

securities 1,005,228 (62,025) 352,234 (32,987) 1,357,462 (95,012)

$ 3922515 $ (165,065) $ 1,528,845 $ (122,409) $ 5,451,360 $ (287,474)
Held for investment:
United States Government
sponsored agencies $ 2,754,544  $ (83,388) $ 1,566,986 $ (101,881) $ 4,321,530 $ (185,269)
Redeemable preferred stock:
Finance, insurance and real
estate 55,085 (20,375) 55,085 (20,375)
$ 2,809,629 $ (103,763) $ 1,566,986 $ (101,881) $ 4,376,615  $ (205,644)

Equity securities, available
for sale $ 94275  $ (10,317)  $ 28,543 $ (5,679 $ 122,818  $ (15,996)

The unrealized losses from the Company s investments in United States Government agencies and United States Government agency
mortgage-backed securities are due to the long duration of these securities, making the value of such securities sensitive to changes in market
interest rates, and recent uncertainty regarding Freddie Mac and Fannie Mae. The unrealized losses on the Company s investments in corporate
securities, including redeemable preferred stocks, and equity securities is primarily due to a general weakening of the economy, market liquidity
which has caused spreads to widen across all industries and issues in the housing market related to subprime mortgages. The unrealized losses

on the Company s mortgage and asset-backed securities are due to changes in interest rates and widening of spreads across the mortgage-backed
securities market due to the issues surrounding subprime mortgages. At June 30, 2008, the Company had no exposure to subprime
mortgage-backed securities. The Company s Alt-A mortgage-backed securities are comprised of 32 securities with a total fair value of $535.9
million with agency ratings of Aaa, of which 87% is in Aaa super senior tranches and the remainder is in Aaa tranches.

17
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Approximately 98% of the unrealized losses on fixed maturity securities shown in the above table are on securities that are rated investment
grade, defined as being the highest two National Association of Insurance Commissioners ( NAIC ) designations. Approximately 2% of the
unrealized losses on fixed maturity securities shown in the above table are on securities rated below investment grade.

11
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Net realized gains (losses) on investments for three months and six months ended June 30, 2008 and 2007 are as follows:

Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
(Dollars in thousands)
Available for sale fixed maturity securities:

Gross realized gains $ 200 $ 5 $ 1,143 $ 412
Gross realized losses (113)
Other than temporary impairments (17,825) (21,074)
(17,625) 5 (20,044) 412
Equity securities:
Gross realized gains 55 12 55 184
Other than temporary impairments (12,449) (12,449)
(12,394) 12 (12,394) 184
$ (30,019) $ 17 $ (32,438) $ 596

4. Contingencies

In recent years, companies in the life insurance and annuity business have faced litigation, including class action lawsuits, alleging improper
product design, improper sales practices and similar claims. The Company is currently a defendant in several purported class action lawsuits
alleging improper sales practices and similar claims as described below. It is often not possible to determine the ultimate outcome of pending
legal proceedings or to provide reasonable ranges of potential losses with any degree of certainty. The lawsuits referred to below are in very
preliminary stages and the Company does not have sufficient information to make an assessment of the plaintiffs claims for liability or damages
nor has the court decided whether a class will be certified or the size of the class and class period. The plaintiffs are seeking undefined amounts
of damages or other relief, including punitive damages, which are difficult to quantify and cannot be estimated based on the information
currently available. The Company does not believe that these lawsuits will have a material adverse effect on its financial position, results of
operations or cash flows. However, there can be no assurance that such litigation, or any future litigation, will not have a material adverse effect
on the Company s business, financial condition, or results of operations.

The Company is a defendant in two cases seeking class action status, including (i) Stephens v. American Equity Investment Life Insurance
Company, et. al., in the San Luis Obispo Superior Court, San Francisco, California (complaint filed November 29, 2004) (the SLO Case ) and
(i) In Re: American Equity Annuity Practices and Sales Litigation, in the United States District Court for the Central District of California,
Western Division (complaint filed September 7, 2005) (the Los Angeles Case ). The plaintiff in the SLO Case seeks to represent a national class
of individuals who either purchased their annuity from the Company through a co-defendant marketing organization or who purchased one of a
defined set of particular annuities issued by the Company. The Company has filed its opposition to a motion to certify the class, and the hearing
on the motion began on March 18, 2008 but was not completed. The hearing is scheduled to resume on October 6, 2008. The Company is
vigorously defending both the issue of class action status of the lawsuit as well as the underlying allegations, which include misrepresentation,
breach of contract, breach of a state law regarding unfair competition and other claims.

The Los Angeles Case is a consolidated action involving several lawsuits filed by individuals and is seeking class action status for a national
class of purchasers of annuities issued by the Company. The allegations generally attach the suitability of sales of deferred annuity products to
persons over the age of 65. The Company is vigorously defending against both class action status as well as the underlying claims which
include misrepresentation and violations of the Racketeer Influenced and Corrupt Organizations Act, among others.
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5. Earnings Per Share

The following table sets forth the computation of earnings per common share and earnings per common share - assuming dilution:

Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
(Dollars in thousands, except per share data)

Numerator:

Net income - numerator for earnings per common share $ 4,767 $ 20,604 $ 53,919 $ 30,531
Interest on convertible subordinated debentures (net of

income tax benefit) 262 262 524 528
Numerator for earnings per common share - assuming

dilution $ 5,029 $ 20,866 $ 54,443 $ 31,059
Denominator:

Weighted average common shares outstanding (1) 53,934,938 57,122,194 54,661,269 56,909,226
Effect of dilutive securities:

Convertible subordinated debentures 2,765,057 2,769,093 2,765,203 2,784,099
Stock options and deferred compensation agreements 156,924 417,725 91,134 648,175
Denominator for earnings per common share - assuming

dilution 56,856,919 60,309,012 57,517,606 60,341,500
Earnings per common share $ 0.09 $ 0.36 $ 0.99 $ 0.54
Earnings per common share - assuming dilution $ 0.09 $ 0.35 $ 0.95 $ 0.52

(1) Weighted average common shares outstanding include shares vested under the NMO Deferred Compensation Plan and exclude unallocated
shares held by the ESOP.

Options to purchase shares of the Company s common stock that were outstanding during the respective periods indicated but were not included
in the computation of diluted earnings per share because the options exercise price was greater than the average market price of the common
shares are as follows:

Number of Range of
Period Shares Exercise Prices
Three months ended June 30, 2008 509,500 $10.66 - $14.34
Six months ended June 30, 2008 1,223,839 $8.67 - $14.34
Three months ended June 30, 2007 15,000 $12.79 - $14.34
Six months ended June 30, 2007 15,000 $12.79 - $14.34
13
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations

Management s discussion and analysis reviews our unaudited consolidated financial position at June 30, 2008, and the unaudited consolidated
results of operations for the periods ended June 30, 2008 and 2007, and where appropriate, factors that may affect future financial performance.
This analysis should be read in conjunction with our unaudited consolidated financial statements and notes thereto appearing elsewhere in this
Form 10-Q, and the audited consolidated financial statements, notes thereto and selected consolidated financial data appearing in our Annual
Report on Form 10-K for the year ended December 31, 2007.

All statements, trend analyses and other information contained in this report and elsewhere (such as in filings by us with the Securities and

Exchange Commission ( SEC ), press releases, presentations by us or our management or oral statements) relative to markets for our products and

trends in our operations or financial results, as well as other statements including words such as anticipate, believe, plan, estimate, expect,
intend, and other similar expressions, constitute forward-looking statements. These forward-looking statements are subject to known and

unknown risks, uncertainties and other factors which may cause actual results to be materially different from those contemplated by the

forward-looking statements. Such factors include, among other things:

e  general economic conditions and other factors, including prevailing interest rate levels and stock and credit market performance which may
affect (among other things) our ability to sell our products, our ability to access capital resources and the costs associated therewith, the fair
value of our investments, which could result in other than temporary impairments, and certain liabilities, and the lapse rate and profitability of
policies;

e  customer response to new products and marketing initiatives;
e changes in Federal income tax laws and regulations which may affect the relative income tax advantages of our products;
® increasing competition in the sale of annuities;

e regulatory changes or actions, including those relating to regulation of financial services affecting (among other things) bank sales and
underwriting of insurance products and regulation of the sale, underwriting and pricing of products; and

e the risk factors or uncertainties listed from time to time in our private placement memorandums or filings with the SEC

Overview

We specialize in the sale of individual annuities (primarily deferred annuities) and, to a lesser extent, we also sell life insurance policies. Under
U.S. generally accepted accounting principles ( GAAP ), premium collections for deferred annuities are reported as deposit liabilities instead of as
revenues. Similarly, cash payments to policyholders are reported as decreases in the liabilities for policyholder account balances and not as
expenses. Sources of revenues for products accounted for as deposit liabilities are net investment income, surrender charges deducted from the
account balances of policyholders in connection with withdrawals, realized gains and losses on investments and changes in fair value of
derivatives. Components of expenses for products accounted for as deposit liabilities are interest credited to account balances, changes in fair
value of embedded derivatives, amortization of deferred policy acquisition costs and deferred sales inducements, other operating costs and
expenses and income taxes.
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Annuity deposits by product type collected during the three months and six months ended June 30, 2008 and 2007, were as follows:

Three Months Ended Six Months Ended
June 30, June 30,
Product Type 2008 2007 2008 2007
(Dollars in thousands)

Index annuities:

Index strategies $ 391,783 $ 455,060 $ 724,619 $ 756,851
Fixed strategy 248,397 149,402 421,930 278,372
640,180 604,462 1,146,549 1,035,223

Fixed rate annuities:
Single-year rate guaranteed 6,738 16,308 13,971 28,094
Multi-year rate guaranteed 1,085 1,740 2,643 3,672
7,823 18,048 16,614 31,766
Total before coinsurance ceded 648,003 622,510 1,163,163 1,066,989
Coinsurance ceded 434 484 971 1,075
Net after coinsurance ceded $ 647,569 $ 622,026 $ 1,162,192 $ 1,065,914

Net annuity deposits after coinsurance ceded increased 4% during the three months ended June 30, 2008 compared to the same period in 2007,
and increased 9% during the six months ended June 30, 2008, compared to the same period in 2007. We attribute these increases to several
factors including our continued strong position with our national marketing organizations and field force of licensed, independent insurance
agents, the increased attractiveness of safe money products in volatile markets, declining interest rates on competing products such as bank
certificates of deposit, and product enhancements including a new generation of guaranteed income withdrawal benefit riders.

Earnings from products accounted for as deposit liabilities are primarily generated from the excess of net investment income earned over the
interest credited or the cost of providing index credits to the policyholder, or the investment spread . Our investment spread is summarized as
follows:

Six Months Ended
June 30,
2008 2007
Average yield on invested assets 6.17% 6.09%
Cost of money:
Aggregate 3.49% 3.38%
Cost of money for index annuities 3.51% 3.34%
Average crediting rate for fixed rate annuities:
Annually adjustable 3.26% 3.27%
Multi-year rate guaranteed 3.92% 4.22%
Investment spread:
Aggregate 2.68% 2.71%
Index annuities 2.66% 2.75%
Fixed rate annuities:
Annually adjustable 2.91% 2.82%
Multi-year rate guaranteed 2.25% 1.87%

The cost of money for index annuities and average crediting rates for fixed rate annuities are computed based upon policyholder account
balances and do not include the impact of amortization of deferred sales inducements. See Critical Accounting Policies - Deferred Policy
Acquisition Costs and Deferred Sales Inducements included in Management s Discussion and Analysis included in our Annual Report on
Form 10-K for the year ended December 31, 2007. With respect to our index annuities, the cost of money includes the average crediting rate on
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amounts allocated to the fixed rate strategy, expenses we incur to fund the annual index credits and where applicable, minimum guaranteed
interest credited. Proceeds received upon expiration or early termination of call options purchased to fund annual index credits are recorded as
part of the change in fair value of derivatives, and are largely offset by an expense for interest credited to annuity policyholder account balances.
See Critical Accounting Policies - Derivative Instruments - Index Products included in Management s Discussion and Analysis included in our
Annual Report on Form 10-K for the year ended December 31, 2007.

15

25



Edgar Filing: AMERICAN EQUITY INVESTMENT LIFE HOLDING CO - Form 10-Q

Our profitability depends in large part upon the amount of assets under our management, investment spreads we earn on our policyholder
account balances, our ability to manage our investment portfolio to maximize returns and minimize risks such as interest rate changes, defaults
or impairment of assets, our ability to manage interest rates credited to policyholders and costs of the options purchased to fund the annual index
credits on our index annuities, our ability to manage the costs of acquiring new business (principally commissions to agents and first year
bonuses credited to policyholders) and our ability to manage our operating expenses.

Results of Operations

Three and Six Months Ended June 30, 2008 and 2007

Net income decreased 77% to $4.8 million for the second quarter of 2008, and increased 77% to $53.9 million for the six months ended June 30,

2008 compared to $20.6 million and $30.5 million for the same periods in 2007. Net income for the six months ended June 30, 2008 includes

the impact of the adoption of Statement of Financial Accounting Standards ( SFAS ) No. 157, Fair Value Measurements ( SFAS 157 ) as discussed
below.

Net income has been positively impacted by the growth in the volume of business in force and the investment spread earned on this business.
Average annuity account values outstanding increased 14% for the quarterly and six month periods. The positive impact attributable to this
factor has been partially offset by slightly lower investment spreads earned on our annuity liabilities during the 2008 periods. Our investment
spread measured on a percentage basis was 2.76% for the second quarter of 2008 and 2.68% for the six months ended June 30, 2008 compared
to 2.78% and 2.71% for the same periods in 2007. The lower investment spreads resulted from a higher average cost of money for index
annuities in the 2008 periods offset in part by higher investment yields. The higher average cost of money for index annuities generally resulted
from increases in the cost of options purchased in 2007 to fund the index credits on index annuities which was attributable to increased equity
market volatility.

The comparability of the net income amounts is significantly impacted by realized gains and losses on investments and the impact of the
application of SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities ( SFAS 133 ) to our index annuity business. We
estimate that these items increased (decreased) net income as follows:

Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
(Dollars in thousands)

Realized gains (losses) on investments $ (8,9100 $ 11 $ 9,918) $ 385
Application of SFAS 133 to index annuity business (5,569) 3,852 27,586 (1,296)

Realized gains and losses on investments fluctuate from period to period based upon changes in the interest rate and economic environment and
the timing of the sale of investments or the recognition of other than temporary impairments. We recognized significant other than temporary
impairments on fixed income and equity securities in the 2008 periods as discussed below. The amounts disclosed above are net of the related
reductions in amortization of deferred sales inducements and deferred policy acquisition costs and income taxes.
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Amounts attributable to the application of SFAS 133 to our index annuity business fluctuate based upon changes in the fair values of call options
purchased to fund the annual index credits for index annuities and changes in the interest rates used to discount the embedded derivative
liability. The significant increase in the impact from this item for the six months ended June 30, 2008 is primarily attributable to the adoption of
SFAS 157 which requires that the discount rates used in the calculation of the fair value of embedded derivatives for index annuities include non
performance risk related to those liabilities. The discount rates are based on risk-free interest rates adjusted for the non performance risk of the
Company. Prior to the adoption of SFAS 157, the discount rates used were risk-free interest rates. SFAS 157 was adopted prospectively on
January 1, 2008 and the changes in the discount rates resulted in a decrease in policy benefit reserves on January 1, 2008 of $150.6 million. The
net income impact of this decrease in reserves net of the related adjustments to amortization of deferred sales inducements and deferred policy
acquisition costs and income taxes was $40.7 million. Excluding the impact of the adoption of SFAS 157, amounts attributable to the
application of SFAS 133 to our index annuity business for the 2008 periods were significantly less than the 2007 periods due to the negative
equity market performance in the 2008 periods compared to positive equity market performance in the 2007 periods.

We periodically revise assumptions used in the computations of amortization of deferred sales inducements and deferred policy

16

27



Edgar Filing: AMERICAN EQUITY INVESTMENT LIFE HOLDING CO - Form 10-Q

acquisition costs, as applicable, through an unlocking process. Revisions are made based upon historical results and our best estimates of future
experience. The impact of unlocking is recorded in the current period as an increase or decrease in amortization of the respective balances. The
unlocking process can take place at any time as needs dictate. See Critical Accounting Policies - Deferred Policy Acquisition Costs and

Deferred Sales Inducements included in Management s Discussion and Analysis included in our Annual Report on Form 10-K for the year ended
December 31, 2007.

The impact of unlocking in the second quarter of 2008 and for the six months ended June 30, 2008 was a $2.2 million decrease in the
amortization of deferred sales inducements and a $4.6 million increase in amortization of deferred policy acquisition costs for a net increase in
amortization of $2.4 million. The impact of unlocking is primarily due to the impact of actual surrender experience on certain older business,
offset in part by increases in the estimates of projected future interest margins and reductions in the estimates of projected future policy
maintenance expenses. There was no unlocking necessary in the 2007 periods.

Annuity product charges (surrender charges assessed against policy withdrawals) increased 3% to $11.8 million for the second quarter of
2008, and 17% to $23.9 million for the six months ended June 30, 2008 compared to $11.5 million and $20.4 million for the same periods in
2007. The increases were principally due to increases in the average surrender charge collected. The average surrender charge collected on
withdrawals subject to a surrender charge was 15.3% for the second quarter of 2008 and 15.5% for the six months ended June 30, 2008
compared to 13.8% and 14.0% for same periods in 2007. Withdrawals from annuity and single premium universal life policies subject to
surrender charges were $76.4 million and $82.5 million for the three months ended June 30, 2008 and 2007, respectively, and $152.3 million and
$144.5 million for the six months ended June 30, 2008 and 2007, respectively.

Net investment income increased 15% to $202.1 million in the second quarter of 2008, and 15% to $397.6 million for the six months ended
June 30, 2008 compared to $175.7 million and $345.1 million for the same periods in 2007. These increases were principally attributable to the
growth in our annuity business and corresponding increases in our invested assets and the average yield earned on investments. Average
invested assets excluding derivative instruments (on an amortized cost basis) increased 14% to $12.9 billion for the six months ended June 30,
2008 compared to $11.3 billion for the six months ended June 30, 2007, while the average yield earned on average invested assets was 6.17% for
the six months ended June 30, 2008 compared to 6.09% for the same period in 2007. The increase in the yield earned on average invested assets
was attributable to higher yields on investments purchased subsequent to June 30, 2007.

Realized gains (losses) on investments include gains and losses on the sale of securities as well as losses recognized when the fair value of a
security is written down through earnings in recognition of an other than temporary impairment. Realized gains and losses on investments
fluctuate from year to year due to changes in the interest rate and economic environment and the timing of the sale of investments or the
recognition of other than temporary impairments. The components of realized gains (losses) on investments for the three months and six months
ended June 30, 2008 and 2007 are set forth in the table that follows. See Financial Condition - Investments for additional discussion of write
downs of the fair value of securities for other than temporary impairments.

Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
(Dollars in thousands)
Available for sale fixed maturity securities:

Gross realized gains $ 200 $ 5 $ 1,143 $ 412
Gross realized losses (113)
Other than temporary impairments (17,825) (21,074)

(17,625) 5 (20,044) 412

Equity securities:
Gross realized gains 55 12 55 184
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Other than temporary impairments (12,449) (12,449)
(12,394) 12 (12,394)
$ (30,019) $ 17 $ (32,438) $
17

184
596
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Change in fair value of derivatives (principally call options purchased to fund annual index credits on index annuities) is affected by the
performance of the indices upon which our options are based and the aggregate cost of options purchased. The components of change in fair
value of derivatives for the three months and six months ended June 30, 2008 and 2007 are set forth as follows:

Three Months Ended Six Months Ended
June 30, June 30,
2008 2007 2008 2007
(Dollars in thousands)

Call options:
Gain (loss) on option expiration or early

termination $ (74,700) $ 73,593 $ (121,203) $ 104,829

Change in unrealized loss 625 24,563 (109,186) (14,949)

Interest rate swaps 762 830 (289) 584
$ (73,313) $ 98,986 $ (230,678) $ 90,464

The differences between the change in fair value of derivatives between periods are primarily due to the performance of the indices upon which
our call options are based. A substantial portion of our call options are based upon the S&P 500 Index with the remainder based upon other
equity and bond market indices. The range of index appreciation for options expiring during the three months and six months ended June 30,
2008 and 2007 is as follows:

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

S&P 500 Index

Point-to-point strategy 0.0% - 0.0% 10.1% - 24.4% 0.0% - 2.6% 6.9% - 24.4%
Monthly average strategy 0.0% - 1.7% 34% - 14.1% 0.0% - 6.4% 1.2% - 14.1%
Monthly point-to-point strategy 0.0% - 0.0% 5.6% - 17.4% 0.0% - 0.0% 4.4% - 17.4%
Lehman Brothers U.S. Aggregate and

U.S. Treasury indices 4.5% - 12.6% 49% 7.2% 4.5% - 12.6% 2.6% -7.2%

Actual amounts credited to policyholder account balances may be less than the index appreciation due to contractual features in the index
annuity policies (participation rates, caps and asset fees) which allow us to manage the cost of the options purchased to fund the annual index
credits. The change in fair value of derivatives is also influenced by the aggregate costs of options purchased. The aggregate cost of options has
increased primarily due to an increased amount of index annuities in force. The aggregate cost of options is also influenced by the amount of
policyholder funds allocated to the various indices and market volatility which affects option pricing. The increases in market volatility
experienced during 2007 resulted in increased option costs. Costs for options purchased during the six months ended June 30, 2008 have
decreased due to adjustments to participation rates, caps and asset fees. See Critical Accounting Policies - Derivative Instruments - Index
Products included in Management s Discussion and Analysis included in our Annual Report on Form 10-K for the year ended December 31,
2007.

Interest credited to account balances decreased 71% to $49.5 million in the second quarter of 2008, and 64% to $103.6 million for the six
months ended June 30, 2008 compared to $168.1 million and $284.1 for the same periods in 2007. The components of interest credited to
account balances are summarized as follows:

Three Months Ended Six Months Ended
June 30, June 30,
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Index credits on index policies

Interest credited (including changes in
minimum guaranteed interest for index
annuities)

2008

7,807

41,662
49,469

2007

2008

(Dollars in thousands)

$ 128,425

39,716

$ 168,141
18

$

$

24,217

79,428
103,645

$

2007

205,546

78,548
284,094
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The decreases in index credits were attributable to changes in the appreciation of the underlying indices (see discussion above under change in
fair value of derivatives) and the amount of funds allocated by policyholders to the respective index options. Total proceeds received upon
expiration or gains recognized upon early termination of the call options purchased to fund the annual index credits were $7.4 million and $21.2
million for the three months and six months ended June 30, 2008, respectively, compared to $129.6 million and $203.4 million for the same
periods in 2007. The increase in interest credited for the three months ended June 30, 2008 was due to an increase in the average amount of
annuity liabilities outstanding receiving a fixed rate of interest and an increase in minimum guaranteed interest for index annuities offset in part
by decreases in interest crediting rates on several of our products. The increase in interest credited for the six months ended June 30, 2008 was
due to an increase in minimum guaranteed interest for index annuities offset in part by a decrease in the average amount of annuity liabilities
outstanding receiving a fixed rate of interest and decreases in interest crediting rates on several of our products. The increase in minimum
guaranteed interest for index annuities is directly attributable to the weak equity market performance during the 2008 periods which resulted in
the decreases in index credits. The average amount of annuity liabilities outstanding (net of annuity liabilities ceded under coinsurance
agreements) increased 15% during the six months ended June 30, 2008 to $13.1 billion from $11.4 billion during the same period in 2007.

Amortization of deferred sales inducements decreased 139% to $(4.5) million in the first quarter of 2008 and increased 72% to $27.4 million
for the six months ended June 30, 2008 compared to $11.6 million and $16.0 million for the same periods in 2007. The 2008 periods include the
impact of unlocking discussed above. In general, amortization of deferred sales inducements has been increasing each period due to growth in
our annuity business and the deferral of sales inducements incurred with respect to sales of premium and interest bonus annuity products. Bonus
products represented 92% and 85% of our total annuity deposits during the six months ended June 30, 2008 and 2007, respectively. The
anticipated increase in amortization from these factors has been affected by amortization associated with the application of SFAS 133 to our
index annuity business and in the 2008 periods, amortization associated with net realized losses on investments.

The application of SFAS 133 to our index annuity business creates differences in the recognition of revenues and expenses from derivative
instruments including the embedded derivative liabilities in our index annuity contracts. The change in fair value of the embedded derivatives
will not correspond to the change in fair value of derivatives (purchased call options) because the purchased call options are one-year options
while the options valued in the fair value of embedded derivatives cover the expected life of the contracts which typically exceed 10 years. The
gross profit adjustments resulting from the application of SFAS 133 to our index annuity business decreased amortization by $8.3 million in the
second quarter of 2008 and increased amortization by $13.3 million for the six months ended June 30, 2008 compared to an increase of $2.5
million and a decrease of $0.9 million for the same periods in 2007. The gross profit adjustments from net realized losses on investments in
2008 decreased amortization by $6.1 million in the second quarter of 2008 and $6.3 million for the six months ended June 30, 2008. There was
no effect on amortization from net realized gains on investments for the same periods in 2007. Excluding the amortization amounts attributable
to the application of SFAS 133 and realized gains and losses on investments, amortization would have been $9.9 million and $20.5 million for
the three months and six months ended June 30, 2008, respectively, compared to $9.1 million and $16.9 million for the same periods in 2007.

Change in fair value of embedded derivatives was an increase of $17.7 million in the second quarter of 2008 and a decrease of $200.9 million
for the six months ended June 30, 2008 compared to increases of $15.0 million and $8.4 million for the same periods in 2007. The changes
related to the embedded derivatives within our index annuities resulted from (i) changes in the expected index credits on the next policy
anniversary dates, which are related to the change in fair value of the call options acquired to fund these index credits discussed above in change
in fair value of derivatives; (ii) changes in discount rates used in estimating our liability for policy growth; (iii) changes in estimates of expected
costs of annual call options that will be purchased in the future to fund index credits beyond the next policy anniversary; and (iv) the growth in
the host component of the policy liability. See Critical Accounting Policies - Derivative Instruments - Index Products included in Management s
Discussion and Analysis included in our Annual Report on Form 10-K for the year ended December 31, 2007. The primary reasons for the
significant decrease in the fair value of the embedded derivatives for the six months ended June 30, 2008 were increases in the discount rates
used in estimating our liability for policy growth and a decrease in our estimate of the expected future cost of annual call options. The increase
in the discount rates to reflect non performance risk of the Company upon the adoption of SFAS 157 on January 1, 2008 as discussed above and
the decrease in the estimate of future option costs decreased the fair value of the embedded derivatives for the six months ended June 30, 2008
by $150.6 million and $51.6 million, respectively.

Interest expense on notes payable decreased 8% to $3.7 million in the second quarter of 2008 and 4% to $7.9 million for the six months ended
June 30, 2008 compared to $4.1 million and $8.1 million for the same periods in 2007. These decreases were attributable to the retirement of
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$20.4 million principal amount of our 5.25% contingent convertible senior notes in the first quarter of 2008, offset in part by interest on
borrowings under our revolving line of credit, which had a weighted average interest rate of 4.25% for the six months ended June 30, 2008. The
line of credit borrowings were used to fund the purchase of our common stock.
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Interest expense on subordinated debentures decreased 17% to $4.6 million in the second quarter of 2008 and 12% to $9.9 million for the six
months ended June 30, 2008 compared to $5.6 million and $11.2 million for the same periods in 2007. These decreases were primarily due to
decreases in the weighted average interest rates on the outstanding subordinated debentures which were 7.29% and 8.35% for the six months
ended June 30, 2008 and 2007, respectively. The weighted average interest rates have decreased because substantially all of the subordinated
debentures issued during 2004 - 2006 have a floating rate of interest based upon the three month London Interbank Offered Rate plus an
applicable margin. See Financial Condition - Liabilities in Management s Discussion and Analysis included in our Annual Report on Form 10-K
for the year ended December 31, 2007.

Interest expense on amounts due under repurchase agreements decreased 34% to $2.0 million in the second quarter of 2008 and 29% to $5.0
million for the six months ended June 30, 2008 compared to $3.1 million and $7.1 million for the same periods in 2007. These decreases were
principally due to decreases in the weighted average interest rates on amounts borrowed, offset by increases in the borrowings outstanding.
Weighted average interest rates were 2.36% for the second quarter of 2008 and 2.81% for the six months ended June 30, 2008 compared to
5.42% and 5.47% for the same periods in 2007, and average borrowings outstanding were $343.9 million for the second quarter of 2008 and
$359.0 million for the six months ended June 30, 2008 compared to $226.3 million and $261.0 million for the same periods in 2007.

Amortization of deferred policy acquisition costs decreased 46% to $18.6 million in the second quarter of 2008, and increased 91% to $99.3
million for the six months ended June 30, 2008 compared to $34.4 million and $51.9 million for the same periods in 2007. The 2008 periods
include the impact of unlocking discussed above. In general, amortization of deferred policy acquisition costs has been increasing each period
due to the growth in our annuity business and the deferral of policy acquisition costs incurred with respect to sales of annuity products. The
anticipated increase in amortization from these factors has been affected by amortization associated with the application of SFAS 133 to our
index annuity business and in the 2008 periods, amortization associated with net realized losses on investments.

As discussed above, the application of SFAS 133 to our index annuity business creates differences in the recognition of revenues and expenses
from derivative instruments including the embedded derivative liabilities in our index annuity contracts. The gross profit adjustments resulting
from the application of SFAS 133 to our index annuity business decreased amortization by $7.6 million in the second quarter of 2008 and
increased amortization by $44.1 million for the six months ended June 30, 2008 compared to an increase of $6.0 million and a decrease of $2.1
million for the same periods in 2007. The gross profit adjustments from net realized losses on investments in 2008 decreased amortization by
$10.1 million in the second quarter of 2008 and $10.8 million for the six months ended June 30, 2008. There was no effect on amortization from
realized gains for the same periods in 2007. Excluding the amortization amounts attributable to the application of SFAS 133 and realized gains
and losses on investments, amortization would have been $36.3 million and $65.9 million for the three months and six months ended June 30,
2008, respectively, compared to $28.4 million and $54.1 million for the same periods in 2007.

Other operating costs and expenses decreased 14% to $12.1 million in the second quarter of 2008 and 3% to $24.8 million for the six months
ended June 