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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended June 30, 2012

OR

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from            to            

Commission file number 001-32195

GENWORTH FINANCIAL, INC.
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(Exact Name of Registrant as Specified in its Charter)

Delaware 33-1073076
(State or Other Jurisdiction of

Incorporation or Organization)

(I.R.S. Employer

Identification Number)

6620 West Broad Street

Richmond, Virginia 23230
(Address of Principal Executive Offices) (Zip Code)

(804) 281-6000

(Registrant�s Telephone Number, Including Area Code)

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

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files).    Yes  x    No  ¨

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

Large accelerated filer x Accelerated filer ¨

Non-accelerated filer ¨ Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ¨    No  x

As of July 27, 2012, 491,630,268 shares of Class A Common Stock, par value $0.001 per share, were outstanding.
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PART I�FINANCIAL INFORMATION

Item 1. Financial Statements
GENWORTH FINANCIAL, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(Amounts in millions, except per share amounts)

June 30,
2012

December 31,
2011

(Unaudited)
Assets
Investments:
Fixed maturity securities available-for-sale, at fair value $ 59,791 $ 58,295
Equity securities available-for-sale, at fair value 431 361
Commercial mortgage loans 5,875 6,092
Restricted commercial mortgage loans related to securitization entities 382 411
Policy loans 1,619 1,549
Other invested assets 4,512 4,819
Restricted other invested assets related to securitization entities ($392 and $376 at fair value) 391 377

Total investments 73,001 71,904
Cash and cash equivalents 3,874 4,488
Accrued investment income 652 691
Deferred acquisition costs 5,023 5,193
Intangible assets 519 580
Goodwill 1,218 1,253
Reinsurance recoverable 17,177 16,998
Other assets 1,039 958
Separate account assets 10,033 10,122

Total assets $ 112,536 $ 112,187

Liabilities and stockholders� equity
Liabilities:
Future policy benefits $ 32,825 $ 32,175
Policyholder account balances 26,160 26,345
Liability for policy and contract claims 7,552 7,620
Unearned premiums 4,156 4,223
Other liabilities ($186 and $210 other liabilities related to securitization entities) 5,790 6,308
Borrowings related to securitization entities ($57 and $48 at fair value) 375 396
Non-recourse funding obligations 2,598 3,256
Long-term borrowings 4,865 4,726
Deferred tax liability 1,216 838
Separate account liabilities 10,033 10,122

Total liabilities 95,570 96,009

Commitments and contingencies

Stockholders� equity:
Class A common stock, $0.001 par value; 1.5 billion shares authorized; 580 million and 579 million shares issued as of
June 30, 2012 and December 31, 2011, respectively; 492 million shares and 491 million shares outstanding as of
June 30, 2012 and December 31, 2011, respectively 1 1
Additional paid-in capital 12,156 12,136
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Accumulated other comprehensive income (loss):
Net unrealized investment gains (losses):
Net unrealized gains (losses) on securities not other-than-temporarily impaired 2,132 1,617
Net unrealized gains (losses) on other-than-temporarily impaired securities (116) (132) 

Net unrealized investment gains (losses) 2,016 1,485

Derivatives qualifying as hedges 2,087 2,009
Foreign currency translation and other adjustments 550 553

Total accumulated other comprehensive income (loss) 4,653 4,047
Retained earnings 1,707 1,584
Treasury stock, at cost (88 million shares as of June 30, 2012 and December 31, 2011) (2,700) (2,700) 

Total Genworth Financial, Inc.�s stockholders� equity 15,817 15,068
Noncontrolling interests 1,149 1,110

Total stockholders� equity 16,966 16,178

Total liabilities and stockholders� equity $ 112,536 $ 112,187

See Notes to Condensed Consolidated Financial Statements

3

Edgar Filing: GENWORTH FINANCIAL INC - Form 10-Q

Table of Contents 5



Table of Contents

GENWORTH FINANCIAL, INC.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(Amounts in millions, except per share amounts)

(Unaudited)

Three months ended
June 30,

Six months ended
June 30,

    2012        2011        2012        2011    
Revenues:
Premiums $ 1,302 $ 1,455 $ 2,409 $ 2,892
Net investment income 846 881 1,678 1,711
Net investment gains (losses) (34) (40) 1 (68) 
Insurance and investment product fees and other 409 359 861 688

Total revenues 2,523 2,655 4,949 5,223

Benefits and expenses:
Benefits and other changes in policy reserves 1,382 1,679 2,614 3,092
Interest credited 194 204 389 405
Acquisition and operating expenses, net of deferrals 502 581 1,032 1,144
Amortization of deferred acquisition costs and intangibles 148 162 420 313
Interest expense 131 134 226 261

Total benefits and expenses 2,357 2,760 4,681 5,215

Income (loss) before income taxes 166 (105) 268 8
Provision (benefit) for income taxes 57 (5) 79 15

Net income (loss) 109 (100) 189 (7) 
Less: net income attributable to noncontrolling interests 33 36 66 70

Net income (loss) available to Genworth Financial, Inc.�s common stockholders $ 76 $ (136) $ 123 $ (77) 

Net income (loss) available to Genworth Financial, Inc.�s common stockholders per
common share:
Basic $ 0.16 $ (0.28) $ 0.25 $ (0.16) 

Diluted $ 0.16 $ (0.28) $ 0.25 $ (0.16) 

Weighted-average common shares outstanding:
Basic 491.5 490.6 491.4 490.4

Diluted 493.9 490.6 494.8 490.4

Supplemental disclosures:
Total other-than-temporary impairments $ (42) $ (28) $ (58) $ (59) 
Portion of other-than-temporary impairments included in other comprehensive
income (loss) 3 2 2 (3) 

Net other-than-temporary impairments (39) (26) (56) (62) 
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Other investments gains (losses) 5 (14) 57 (6) 

Total net investment gains (losses) $ (34) $ (40) $ 1 $ (68) 

See Notes to Condensed Consolidated Financial Statements
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GENWORTH FINANCIAL, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Amounts in millions)

(Unaudited)

Three months ended
June 30,

Six months ended
June 30,

    2012        2011        2012        2011    
Net income (loss) $ 109 $ (100) $ 189 $ (7) 
Other comprehensive income (loss), net of taxes:
Net unrealized gains (losses) on securities not other-than-temporarily impaired 697 294 512 344
Net unrealized gains (losses) on other-than-temporarily impaired securities (5) (2) 16 5
Derivatives qualifying as hedges 407 79 78 19
Foreign currency translation and other adjustments (119) 97 (3) 249

Total other comprehensive income (loss) 980 468 603 617

Total comprehensive income (loss) 1,089 368 792 610
Less: comprehensive income attributable to noncontrolling interests 16 57 63 111

Total comprehensive income (loss) available to Genworth Financial, Inc.�s common
stockholders $ 1,073 $ 311 $ 729 $ 499

See Notes to Condensed Consolidated Financial Statements
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GENWORTH FINANCIAL, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS� EQUITY

(Amounts in millions)

(Unaudited)

Common
stock

Additional
paid-in
capital

Accumulated
other

comprehensive
income
(loss)

Retained
earnings

Treasury
stock, at

cost

Total
Genworth
Financial,

Inc.�s
stockholders�

equity
Noncontrolling

interests

Total
stockholders�

equity
Balances as of December 31, 2011 $ 1 $ 12,136 $ 4,047 $ 1,584 $ (2,700) $ 15,068 $ 1,110 $ 16,178

Comprehensive income (loss):
Net income �  �  �  123 �  123 66 189
Net unrealized gains (losses) on securities
not other-than-temporarily impaired �  �  515 �  �  515 (3) 512
Net unrealized gains (losses) on
other-than-temporarily impaired securities �  �  16 �  �  16 �  16
Derivatives qualifying as hedges �  �  78 �  �  78 �  78
Foreign currency translation and other
adjustments �  �  (3) �  �  (3) �  (3) 

Total comprehensive income (loss) 729 63 792
Dividends to noncontrolling interests �  �  �  �  �  �  (24) (24) 
Stock-based compensation expense and
exercises and other �  20 �  �  �  20 �  20

Balances as of June 30, 2012 $ 1 $ 12,156 $ 4,653 $ 1,707 $ (2,700) $ 15,817 $ 1,149 $ 16,966

Balances as of December 31, 2010 $ 1 $ 12,107 $ 1,506 $ 1,535 $ (2,700) $ 12,449 $ 1,096 $ 13,545

Repurchase of subsidiary shares �  �  �  �  �  �  (71) (71) 
Comprehensive income (loss):
Net income (loss) �  �  �  (77) �  (77) 70 (7) 
Net unrealized gains (losses) on securities
not other-than-temporarily impaired �  �  339 �  �  339 5 344
Net unrealized gains (losses) on
other-than-temporarily impaired securities �  �  5 �  �  5 �  5
Derivatives qualifying as hedges �  �  19 �  �  19 �  19
Foreign currency translation and other
adjustments �  �  213 �  �  213 36 249

Total comprehensive income (loss) 499 111 610
Dividends to noncontrolling interests �  �  �  �  �  �  (24) (24) 
Stock-based compensation expense and
exercises and other �  15 �  �  �  15 �  15

Balances as of June 30, 2011 $ 1 $ 12,122 $ 2,082 $ 1,458 $ (2,700) $ 12,963 $ 1,112 $ 14,075

See Notes to Condensed Consolidated Financial Statements
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GENWORTH FINANCIAL, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Amounts in millions)

(Unaudited)

Six months ended
June 30,

    2012        2011    
Cash flows from operating activities:
Net income (loss) $ 189 $ (7) 
Adjustments to reconcile net income (loss) to net cash from operating activities:
Amortization of fixed maturity discounts and premiums and limited partnerships (49) (53) 
Net investment losses (gains) (1) 68
Charges assessed to policyholders (388) (327) 
Acquisition costs deferred (309) (319) 
Amortization of deferred acquisition costs and intangibles 420 313
Deferred income taxes 46 (94) 
Gain on sale of subsidiary (15) �  
Net increase in trading securities, held-for-sale investments and derivative instruments 93 79
Stock-based compensation expense 13 16
Change in certain assets and liabilities:
Accrued investment income and other assets 5 (83) 
Insurance reserves 1,001 1,292
Current tax liabilities (196) 5
Other liabilities and other policy-related balances (589) (48) 

Net cash from operating activities 220 842

Cash flows from investing activities:
Proceeds from maturities and repayments of investments:
Fixed maturity securities 2,366 3,069
Commercial mortgage loans 391 411
Restricted commercial mortgage loans related to securitization entities 25 49
Proceeds from sales of investments:
Fixed maturity and equity securities 2,538 1,893
Purchases and originations of investments:
Fixed maturity and equity securities (5,596) (5,183) 
Commercial mortgage loans (184) (142) 
Other invested assets, net 378 (28) 
Policy loans, net (70) (71) 
Proceeds from sale of a subsidiary, net of cash transferred 64 �  
Payments for businesses purchased, net of cash acquired (18) (4) 

Net cash from investing activities (106) (6) 

Cash flows from financing activities:
Deposits to universal life and investment contracts 1,351 1,221
Withdrawals from universal life and investment contracts (1,506) (2,123) 
Redemption and repurchase of non-recourse funding obligations (567) (45) 
Proceeds from the issuance of long-term debt 361 545
Repayment and repurchase of long-term debt (222) (760) 
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Repayment of borrowings related to securitization entities (29) (49) 
Repurchase of subsidiary shares �  (71) 
Dividends paid to noncontrolling interests (24) (24) 
Other, net (89) 137

Net cash from financing activities (725) (1,169) 
Effect of exchange rate changes on cash and cash equivalents (3) 32

Net change in cash and cash equivalents (614) (301) 
Cash and cash equivalents at beginning of period 4,488 3,132

Cash and cash equivalents at end of period $ 3,874 $ 2,831

See Notes to Condensed Consolidated Financial Statements
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GENWORTH FINANCIAL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

(1) Formation of Genworth and Basis of Presentation

Genworth Financial, Inc. (�Genworth�) was incorporated in Delaware on October 23, 2003. The accompanying condensed financial statements
include on a consolidated basis the accounts of Genworth and our affiliate companies in which we hold a majority voting interest or where we
are the primary beneficiary of a variable interest entity, which we refer to as the �Company,� �we,� �us� or �our� unless the context otherwise requires.
All intercompany accounts and transactions have been eliminated in consolidation.

We have the following operating segments:

� U.S. Life Insurance. We offer and manage a variety of insurance and fixed annuity products. Our primary insurance products
include life and long-term care insurance.

� International Protection. We are a leading provider of payment protection coverages (referred to as lifestyle protection) in multiple
European countries. Our lifestyle protection insurance products primarily help consumers meet specified payment obligations should
they become unable to pay due to accident, illness, involuntary unemployment, disability or death.

� Wealth Management. We offer and manage a variety of wealth management services, including investments, advisor support and
practice management services.

� International Mortgage Insurance. We are a leading provider of mortgage insurance products and related services in Canada,
Australia, Mexico and multiple European countries. Our products predominantly insure prime-based, individually underwritten
residential mortgage loans, also known as flow mortgage insurance. On a limited basis, we also provide mortgage insurance on a
structured, or bulk, basis that aids in the sale of mortgages to the capital markets and helps lenders manage capital and risk.
Additionally, we offer services, analytical tools and technology that enable lenders to operate efficiently and manage risk.

� U.S. Mortgage Insurance. In the United States, we offer mortgage insurance products predominantly insuring prime-based,
individually underwritten residential mortgage loans, also known as flow mortgage insurance. We selectively provide mortgage
insurance on a bulk basis with essentially all of our bulk writings prime-based. Additionally, we offer services, analytical tools and
technology that enable lenders to operate efficiently and manage risk.

� Runoff. The Runoff segment includes the results of non-strategic products which are no longer actively sold. Our non-strategic
products include our variable annuity, variable life insurance, institutional, corporate-owned life insurance and Medicare supplement
insurance products. Institutional products consist of funding agreements, funding agreements backing notes (�FABNs�) and guaranteed
investment contracts (�GICs�). In January 2011, we discontinued new sales of retail and group variable annuities while continuing to
service our existing blocks of business. Effective October 1, 2011, we completed the sale of our Medicare supplement insurance
business.

We also have Corporate and Other activities which include debt financing expenses that are incurred at our holding company level, unallocated
corporate income and expenses, eliminations of inter-segment transactions and the results of other non-core businesses that are managed outside
of our operating segments.
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The accompanying condensed consolidated financial statements are unaudited and have been prepared in accordance with U.S. generally
accepted accounting principles (�U.S. GAAP�) and rules and regulations of the U.S. Securities and Exchange Commission (�SEC�). Preparing
financial statements in conformity with U.S. GAAP requires us to make estimates and assumptions that affect reported amounts and related
disclosures.
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GENWORTH FINANCIAL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

Actual results could differ from those estimates. These condensed consolidated financial statements include all adjustments considered necessary
by management to present a fair statement of the financial position, results of operations and cash flows for the periods presented. The results
reported in these condensed consolidated financial statements should not be regarded as necessarily indicative of results that may be expected for
the entire year. The condensed consolidated financial statements included herein should be read in conjunction with the audited consolidated
financial statements and related notes contained in our Current Report on Form 8-K filed on June 11, 2012 which reflected retrospective changes
in accounting for costs associated with acquiring or renewing insurance contracts and changes in the treatment of future policy benefits for level
premium term life insurance products. Certain prior year amounts have been reclassified to conform to the current year presentation.

(2) Accounting Changes

On January 1, 2012, we adopted new accounting guidance requiring presentation of the components of net income (loss), the components of
other comprehensive income (loss) (�OCI�) and total comprehensive income either in a single continuous statement of comprehensive income
(loss) or in two separate but consecutive statements. We chose to present two separate but consecutive statements and adopted this new guidance
retrospectively. The Financial Accounting Standards Board (�FASB�) issued an amendment relating to this new guidance for presentation of the
reclassification of items out of accumulated other comprehensive income into net income that removed this requirement until further guidance is
issued. The adoption of this new accounting guidance did not have any impact on our consolidated financial results.

On January 1, 2012, we adopted new accounting guidance related to fair value measurements. This new accounting guidance clarified existing
fair value measurement requirements and changed certain fair value measurement principles and disclosure requirements. The adoption of this
accounting guidance did not have a material impact on our consolidated financial statements.

On January 1, 2012, we adopted new accounting guidance related to repurchase agreements and other agreements that both entitle and obligate a
transferor to repurchase or redeem financial assets before their maturity. The new guidance removed the requirement to consider a transferor�s
ability to fulfill its contractual rights from the criteria used to determine effective control and was effective for us prospectively for any
transactions occurring on or after January 1, 2012. The adoption of this accounting guidance did not have a material impact on our consolidated
financial statements.

On January 1, 2012, we adopted new accounting guidance related to accounting for costs associated with acquiring or renewing insurance
contracts. Acquisition costs include costs that are related directly to the successful acquisition of our insurance policies and investment contracts,
which are deferred and amortized over the estimated life of the related insurance policies. These costs include commissions in excess of ultimate
renewal commissions and for contracts and policies issued some support costs, such as underwriting, medical inspection and issuance expenses.
Deferred acquisition costs (�DAC�) are subsequently amortized to expense over the lives of the underlying contracts, in relation to the anticipated
recognition of premiums or gross profits. We adopted this new guidance retrospectively, which reduced retained earnings and stockholders�
equity by $1.3 billion as of January 1, 2011, and reduced net income (loss) by $63 million, $86 million and $12 million for the years ended
December 31, 2011, 2010 and 2009, respectively. This new guidance results in lower amortization and fewer deferred costs, specifically related
to underwriting, inspection and processing for contracts that are not issued, as well as marketing and customer solicitation.

Effective January 1, 2012, we changed our treatment of the liability for future policy benefits for our level premium term life insurance products
when the liability for a policy falls below zero. Previously, the total

9
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GENWORTH FINANCIAL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

liability for future policy benefits included negative reserves calculated at an individual policy level. Through 2010, we issued level premium
term life insurance policies whose premiums are contractually determined to be level through a period of time and then increase thereafter. Our
previous accounting policy followed the accounting for traditional, long-duration insurance contracts where the reserves are calculated as the
present value of expected benefit payments minus the present value of net premiums based on assumptions determined on the policy issuance
date including mortality, interest, and lapse rates. This accounting has the effect of causing profits to emerge as a level percentage of premiums,
subject to differences in assumed versus actual experience which flow through income as they occur, and for products with an increasing
premium stream, such as the level premium term life insurance product, may result in negative reserves for a given policy.

More recent insurance-specific accounting guidance reflects a different accounting philosophy, emphasizing the balance sheet over the income
statement, or matching, focus which was the philosophy in place when the traditional, long-duration insurance contract guidance was issued (the
accounting model for traditional, long-duration insurance contracts draws upon the principles of matching and conservatism originating in the
1970�s, and does not specifically address negative reserves). More recent accounting models for long-duration contracts specifically prohibit
negative reserves, e.g., non-traditional contracts with annuitization benefits and certain participating contracts. These recent accounting models
do not impact the reserving for our level premium term life insurance products.

We believe that industry accounting practices for level premium term life insurance product reserving is mixed with some companies �flooring�
reserves at zero and others applying our previous accounting policy described above. In 2010, we stopped issuing new level premium term life
insurance policies. Thus, as the level premium term policies reach the end of their level premium term periods, the portion of policies with
negative reserves in relation to the reserve for all level premium term life insurance products will continue to increase. Our new method of
accounting floors the liability for future policy benefits on each level premium term life insurance policy at zero. We believe that flooring
reserves at zero is preferable in our circumstances as this alternative accounting policy will not allow negative reserves to accumulate on the
balance sheet for this closed block of insurance policies. In implementing this change in accounting, no changes were made to the assumptions
that were locked-in at policy inception. We implemented this accounting change retrospectively, which reduced retained earnings and
stockholders� equity by $110 million as of January 1, 2011, and reduced net income (loss) by $10 million, $4 million and $32 million for the
years ended December 31, 2011, 2010 and 2009, respectively.

10
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GENWORTH FINANCIAL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

The following table presents the balance sheet as of December 31, 2011 reflecting the impact of the accounting changes that were retrospectively
adopted on January 1, 2012:

(Amounts in millions)
As Originally

Reported
Effect of

DAC Change
Effect of

Reserve Change
As Currently

Reported
Assets
Total investments $ 71,904 $ �  $ �  $ 71,904
Cash and cash equivalents 4,488 �  �  4,488
Accrued investment income 691 �  �  691
Deferred acquisition costs 7,327 (2,134) �  5,193
Intangible assets 577 3 �  580
Goodwill 1,253 �  �  1,253
Reinsurance recoverable 16,982 �  16 16,998
Other assets 958 �  �  958
Separate account assets 10,122 �  �  10,122

Total assets $ 114,302 $ (2,131) $ 16 $ 112,187

Liabilities and stockholders� equity
Liabilities:
Future policy benefits $ 31,971 $ 3 $ 201 $ 32,175
Policyholder account balances 26,345 �  �  26,345
Liability for policy and contract claims 7,620 �  �  7,620
Unearned premiums 4,257 (34) �  4,223
Other liabilities 6,308 �  �  6,308
Borrowings related to securitization entities 396 �  �  396
Non-recourse funding obligations 3,256 �  �  3,256
Long-term borrowings 4,726 �  �  4,726
Deferred tax liability 1,636 (733) (65) 838
Separate account liabilities 10,122 �  �  10,122

Total liabilities 96,637 (764) 136 96,009

Stockholders� equity:
Class A common stock 1 �  �  1
Additional paid-in capital 12,124 12 �  12,136
Accumulated other comprehensive income (loss):
Net unrealized investment gains (losses):
Net unrealized gains (losses) on securities not
other-than-temporarily impaired 1,586 31 �  1,617
Net unrealized gains (losses) on other-than-temporarily impaired
securities (132) �  �  (132) 

Net unrealized investment gains (losses) 1,454 31 �  1,485

Derivatives qualifying as hedges 2,009 �  �  2,009
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Foreign currency translation and other adjustments 558 (5) �  553

Total accumulated other comprehensive income (loss) 4,021 26 �  4,047
Retained earnings 3,095 (1,391) (120) 1,584
Treasury stock, at cost (2,700) �  �  (2,700) 

Total Genworth Financial, Inc.�s stockholders� equity 16,541 (1,353) (120) 15,068
Noncontrolling interests 1,124 (14) �  1,110

Total stockholders� equity 17,665 (1,367) (120) 16,178

Total liabilities and stockholders� equity $ 114,302 $ (2,131) $ 16 $ 112,187

11
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GENWORTH FINANCIAL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

The following table presents the income statement for the three months ended June 30, 2011 reflecting the impact of the accounting changes that
were retrospectively adopted on January 1, 2012:

(Amounts in millions)
As Originally

Reported
Effect of

DAC Change
Effect of

Reserve Change
As Currently

Reported
Revenues:
Premiums $ 1,455 $ �  $ �  $ 1,455
Net investment income 881 �  �  881
Net investment gains (losses) (40) �  �  (40) 
Insurance and investment product fees and other 359 �  �  359

Total revenues 2,655 �  �  2,655

Benefits and expenses:
Benefits and other changes in policy reserves 1,672 �  7 1,679
Interest credited 204 �  �  204
Acquisition and operating expenses, net of deferrals 514 67 �  581
Amortization of deferred acquisition costs and
intangibles 197 (35) �  162
Interest expense 134 �  �  134

Total benefits and expenses 2,721 32 7 2,760

Loss before income taxes (66) (32) (7) (105) 
Benefit for income taxes (6) 4 (3) (5) 

Net loss (60) (36) (4) (100) 
Less: net income attributable to noncontrolling interests 36 �  �  36

Net loss available to Genworth Financial, Inc.�s common
stockholders $ (96) $ (36) $ (4) $ (136) 

Net loss available to Genworth Financial, Inc.�s common
stockholders per common share:
Basic (1) $ (0.20) $ (0.07) $ (0.01) $ (0.28) 

Diluted (1) $ (0.20) $ (0.07) $ (0.01) $ (0.28) 

(1) May not total due to whole number calculation.

12

Edgar Filing: GENWORTH FINANCIAL INC - Form 10-Q

Table of Contents 19



Table of Contents

GENWORTH FINANCIAL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

The following table presents the income statement for the six months ended June 30, 2011 reflecting the impact of the accounting changes that
were retrospectively adopted on January 1, 2012:

(Amounts in millions)
As Originally

Reported
Effect of

DAC Change
Effect of

Reserve Change
As Currently

Reported
Revenues:
Premiums $ 2,892 $ �  $ �  $ 2,892
Net investment income 1,711 �  �  1,711
Net investment gains (losses) (68) �  �  (68) 
Insurance and investment product fees and other 688 �  �  688

Total revenues 5,223 �  �  5,223

Benefits and expenses:
Benefits and other changes in policy reserves 3,081 �  11 3,092
Interest credited 405 �  �  405
Acquisition and operating expenses, net of deferrals 1,014 130 �  1,144
Amortization of deferred acquisition costs and
intangibles 382 (69) �  313
Interest expense 261 �  �  261

Total benefits and expenses 5,143 61 11 5,215

Income before income taxes 80 (61) (11) 8
Provision for income taxes 24 (5) (4) 15

Net income (loss) 56 (56) (7) (7) 
Less: net income attributable to noncontrolling interests 70 �  �  70

Net loss available to Genworth Financial, Inc.�s common
stockholders $ (14) $ (56) $ (7) $ (77) 

Net loss available to Genworth Financial, Inc.�s common
stockholders per common share:
Basic (1) $ (0.03) $ (0.11) $ (0.01) $ (0.16) 

Diluted (1) $ (0.03) $ (0.11) $ (0.01) $ (0.16) 

(1) May not total due to whole number calculation.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

The following table presents the cash flows from operating activities for the six months ended June 30, 2011 reflecting the impact of the
accounting changes that were retrospectively adopted on January 1, 2012:

(Amounts in millions)
As Originally

Reported
Effect of

DAC Change
Effect of

Reserve Change
As Currently

Reported
Cash flows from operating activities:
Net income (loss) $ 56 $ (56) $ (7) $ (7) 
Adjustments to reconcile net income (loss) to net cash
from operating activities:
Amortization of fixed maturity discounts and premiums
and limited partnerships (53) �  �  (53) 
Net investment losses 68 �  �  68
Charges assessed to policyholders (327) �  �  (327) 
Acquisition costs deferred (449) 130 �  (319) 
Amortization of deferred acquisition costs and intangibles 382 (69) �  313
Deferred income taxes (85) (5) (4) (94) 
Net increase in trading securities, held-for-sale investments
and derivative instruments 79 �  �  79
Stock-based compensation expense 16 �  �  16
Change in certain assets and liabilities:
Accrued investment income and other assets (83) �  �  (83) 
Insurance reserves 1,281 �  11 1,292
Current tax liabilities 5 �  �  5
Other liabilities and policy-related balances (48) �  �  (48) 

Net cash from operating activities $ 842 $ �  $ �  $ 842
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

The following table presents the balance sheet as of June 30, 2012 to reflect the impact of the accounting change related to reserves that was
adopted on January 1, 2012:

(Amounts in millions)

As Reported
Under New

Policy

As Computed
Under Previous

Policy
Effect of
Change

Assets
Total investments $ 73,001 $ 73,001 $ �  
Cash and cash equivalents 3,874 3,874 �  
Accrued investment income 652 652 �  
Deferred acquisition costs 5,023 5,023 �  
Intangible assets 519 519 �  
Goodwill 1,218 1,218 �  
Reinsurance recoverable 17,177 17,157 20
Other assets 1,039 1,039 �  
Separate account assets 10,033 10,033 �  

Total assets $ 112,536 $ 112,516 $ 20

Liabilities and stockholders� equity
Liabilities:
Future policy benefits $ 32,825 $ 32,611 $ 214
Policyholder account balances 26,160 26,160 �  
Liability for policy and contract claims 7,552 7,552 �  
Unearned premiums 4,156 4,156 �  
Other liabilities 5,790 5,790 �  
Borrowings related to securitization entities 375 375 �  
Non-recourse funding obligations 2,598 2,598 �  
Long-term borrowings 4,865 4,865 �  
Deferred tax liability 1,216 1,284 (68) 
Separate account liabilities 10,033 10,033 �  

Total liabilities 95,570 95,424 146

Stockholders� equity:
Class A common stock 1 1 �  
Additional paid-in capital 12,156 12,156 �  
Accumulated other comprehensive income (loss):
Net unrealized investment gains (losses):
Net unrealized gains (losses) on securities not other-than-temporarily impaired 2,132 2,132 �  
Net unrealized gains (losses) on other-than-temporarily impaired securities (116) (116) �  

Net unrealized investment gains (losses) 2,016 2,016 �  

Derivatives qualifying as hedges 2,087 2,087 �  
Foreign currency translation and other adjustments 550 550 �  
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Total accumulated other comprehensive income (loss) 4,653 4,653 �  
Retained earnings 1,707 1,833 (126) 
Treasury stock, at cost (2,700) (2,700) �  

Total Genworth Financial, Inc.�s stockholders� equity 15,817 15,943 (126) 
Noncontrolling interests 1,149 1,149 �  

Total stockholders� equity 16,966 17,092 (126) 

Total liabilities and stockholders� equity $ 112,536 $ 112,516 $ 20
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

The following table presents the income statement for the three months ended June 30, 2012 to reflect the impact of the accounting change
related to reserves that was adopted on January 1, 2012:

(Amounts in millions)

As Reported
Under New

Policy

As Computed
Under Previous

Policy
Effect of
Change

Revenues:
Premiums $ 1,302 $ 1,302 $ �  
Net investment income 846 846 �  
Net investment gains (losses) (34) (34) �  
Insurance and investment product fees and other 409 409 �  

Total revenues 2,523 2,523 �  

Benefits and expenses:
Benefits and other changes in policy reserves 1,382 1,380 2
Interest credited 194 194 �  
Acquisition and operating expenses, net of deferrals 502 502 �  
Amortization of deferred acquisition costs and intangibles 148 148 �  
Interest expense 131 131 �  

Total benefits and expenses 2,357 2,355 2

Income before income taxes 166 168 (2) 
Provision for income taxes 57 58 (1) 

Net income 109 110 (1) 
Less: net income attributable to noncontrolling interests 33 33 �  

Net income available to Genworth Financial, Inc.�s common stockholders $ 76 $ 77 $ (1) 

Net income available to Genworth Financial, Inc.�s common stockholders per
common share:
Basic $ 0.16 $ 0.16 $ �  

Diluted $ 0.16 $ 0.16 $ �  
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

The following table presents the income statement for the six months ended June 30, 2012 to reflect the impact of the accounting change related
to reserves that was adopted on January 1, 2012:

(Amounts in millions)

As Reported
Under New

Policy

As Computed
Under Previous

Policy
Effect of
Change

Revenues:
Premiums $ 2,409 $ 2,409 $ �  
Net investment income 1,678 1,678 �  
Net investment gains (losses) 1 1 �  
Insurance and investment product fees and other 861 861 �  

Total revenues 4,949 4,949 �  

Benefits and expenses:
Benefits and other changes in policy reserves 2,614 2,605 9
Interest credited 389 389 �  
Acquisition and operating expenses, net of deferrals 1,032 1,032 �  
Amortization of deferred acquisition costs and intangibles 420 420 �  
Interest expense 226 226 �  

Total benefits and expenses 4,681 4,672 9

Income before income taxes 268 277 (9) 
Provision for income taxes 79 82 (3) 

Net income 189 195 (6) 
Less: net income attributable to noncontrolling interests 66 66 �  

Net income available to Genworth Financial, Inc.�s common stockholders $ 123 $ 129 $ (6) 

Net income available to Genworth Financial, Inc.�s common stockholders per
common share:
Basic $ 0.25 $ 0.26 $ (0.01) 

Diluted $ 0.25 $ 0.26 $ (0.01) 
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

The following table presents the net cash flows from operating activities for the six months ended June 30, 2012 to reflect the impact of the
accounting change related to reserves that was adopted on January 1, 2012:

(Amounts in millions)

As Reported
Under New

Policy

As Computed
Under Previous

Policy
Effect of
Change

Cash flows from operating activities:
Net income $ 189 $ 195 $ (6) 
Adjustments to reconcile net income to net cash from operating activities:
Amortization of fixed maturity discounts and premiums and limited partnerships (49) (49) �  
Net investment losses (1) (1) �  
Charges assessed to policyholders (388) (388) �  
Acquisition costs deferred (309) (309) �  
Amortization of deferred acquisition costs and intangibles 420 420 �  
Deferred income taxes 46 49 (3) 
Gain on sale of subsidiary (15) (15) �  
Net increase in trading securities, held-for-sale investments and derivative
instruments 93 93 �  
Stock-based compensation expense 13 13 �  
Change in certain assets and liabilities:
Accrued investment income and other assets 5 5 �  
Insurance reserves 1,001 992 9
Current tax liabilities (196) (196) �  
Other liabilities and policy-related balances (589) (589) �  

Net cash from operating activities $ 220 $ 220 $ �  

Accounting Pronouncements Not Yet Adopted

In December 2011, the FASB issued new accounting guidance for disclosures about offsetting assets and liabilities. The new guidance requires
an entity to disclose information about offsetting and related arrangements to enable users to understand the effect of those arrangements on its
financial position. These new disclosure requirements will be effective for us on January 1, 2013 and are not expected to have a material impact
on our consolidated financial statements.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

(3) Earnings (Loss) Per Share

Basic and diluted earnings (loss) per share are calculated by dividing each income (loss) category presented below by the weighted-average
basic and diluted shares outstanding for the periods indicated:

Three months ended
June 30,

Six months ended
June 30,

(Amounts in millions, except per share amounts)     2012        2011        2012        2011    
Net income (loss) $ 109 $ (100) $ 189 $ (7) 
Less: net income attributable to noncontrolling interests 33 36 66 70

Net income (loss) available to Genworth Financial, Inc.�s common stockholders $ 76 $ (136) $ 123 $ (77) 

Basic per common share:
Net income (loss) $ 0.22 $ (0.20) $ 0.39 $ (0.01) 
Less: net income attributable to noncontrolling interests 0.07 0.07 0.14 0.14

Net income (loss) available to Genworth Financial, Inc.�s common stockholders(1) $ 0.16 $ (0.28) $ 0.25 $ (0.16) 

Diluted per common share:
Net income (loss) $ 0.22 $ (0.20) $ 0.38 $ (0.01) 
Less: net income attributable to noncontrolling interests 0.07 0.07 0.13 0.14

Net income (loss) available to Genworth Financial, Inc.�s common stockholders(1) $ 0.16 $ (0.28) $ 0.25 $ (0.16) 

Weighted-average shares used in basic earnings per common share calculations 491.5 490.6 491.4 490.4
Potentially dilutive securities:
Stock options, restricted stock units and stock appreciation rights 2.4 �  3.4 �  

Weighted-average shares used in diluted earnings per common share calculations (2) 493.9 490.6 494.8 490.4

(1) May not total due to whole number calculation.
(2) Under applicable accounting guidance, companies in a loss position are required to use basic weighted-average common shares

outstanding in the calculation of diluted loss per share. Therefore, as a result of our net loss available to Genworth Financial, Inc.�s common
stockholders for the three and six months ended June 30, 2011, we were required to use basic weighted-average common shares
outstanding in the calculation for the three and six months ended June 30, 2011 diluted loss per share, as the inclusion of shares for stock
options, restricted stock units and stock appreciation rights of 3.7 million and 4.0 million, respectively, would have been antidilutive to the
calculation. If we had not incurred a net loss available to Genworth Financial, Inc.�s common stockholders for the three and six months
ended June 30, 2011, dilutive potential common shares would have been 494.3 million and 494.4 million, respectively.
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(Unaudited)

(4) Investments

(a) Net Investment Income

Sources of net investment income were as follows for the periods indicated:

Three months ended
June 30,

Six months ended
June 30,

(Amounts in millions)     2012        2011        2012        2011    
Fixed maturity securities�taxable $ 669 $ 693 $ 1,329 $ 1,363
Fixed maturity securities�non-taxable 3 10 7 21
Commercial mortgage loans 85 92 169 184
Restricted commercial mortgage loans related to securitization
entities 7 9 16 19
Equity securities 6 10 10 13
Other invested assets 56 55 109 89
Policy loans 31 30 62 59
Cash, cash equivalents and short-term investments 10 6 20 12

Gross investment income before expenses and fees 867 905 1,722 1,760
Expenses and fees (21) (24) (44) (49) 

Net investment income $ 846 $ 881 $ 1,678 $ 1,711

(b) Net Investment Gains (Losses)

The following table sets forth net investment gains (losses) for the periods indicated:

Three months ended
June 30,

Six months ended
June 30,

(Amounts in millions)     2012        2011        2012        2011    
Available-for-sale securities:
Realized gains $ 21 $ 25 $ 84 $ 54
Realized losses (19) (34) (65) (65) 

Net realized gains (losses) on available-for-sale securities 2 (9) 19 (11) 

Impairments:
Total other-than-temporary impairments (42) (28) (58) (59) 
Portion of other-than-temporary impairments included in other
comprehensive income
(loss) 3 2 2 (3) 
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Net other-than-temporary impairments (39) (26) (56) (62) 

Trading securities 32 14 7 25
Commercial mortgage loans 3 2 5 1
Net gains (losses) related to securitization entities (4) (5) 30 5
Derivative instruments (1) (28) (15) (2) (25) 
Contingent consideration adjustment �  �  (2) �  
Other �  (1) �  (1) 

Net investment gains (losses) $ (34) $ (40) $ 1 $ (68) 

(1) See note 5 for additional information on the impact of derivative instruments included in net investment gains (losses).
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(Unaudited)

We generally intend to hold securities in unrealized loss positions until they recover. However, from time to time, our intent on an individual
security may change, based upon market or other unforeseen developments. In such instances, we sell securities in the ordinary course of
managing our portfolio to meet diversification, credit quality, yield and liquidity requirements. If a loss is recognized from a sale subsequent to a
balance sheet date due to these unexpected developments, the loss is recognized in the period in which we determined that we have the intent to
sell the securities or it is more likely than not that we will be required to sell the securities prior to recovery. The aggregate fair value of
securities sold at a loss during the three months ended June 30, 2012 and 2011 was $326 million and $294 million, respectively, which was
approximately 95% and 91%, respectively, of book value. The aggregate fair value of securities sold at a loss during the six months ended
June 30, 2012 and 2011 was $683 million and $691 million, respectively, which was approximately 93% of book value for both periods.

The following represents the activity for credit losses recognized in net income (loss) on debt securities where an other-than-temporary
impairment was identified and a portion of other-than-temporary impairments was included in OCI as of and for the periods indicated:

As of or for the
three months ended

June 30,

As of or for the
six months ended

June 30,
(Amounts in millions)     2012        2011        2012        2011    
Beginning balance $ 610 $ 755 $ 646 $ 784
Additions:
Other-than-temporary impairments not previously recognized 6 1 8 4
Increases related to other-than-temporary impairments previously recognized 19 17 32 48
Reductions:
Securities sold, paid down or disposed (47) (47) (98) (110) 

Ending balance $ 588 $ 726 $ 588 $ 726

(c) Unrealized Investment Gains and Losses

Net unrealized gains and losses on available-for-sale investment securities reflected as a separate component of accumulated other
comprehensive income (loss) were as follows as of the dates indicated:

(Amounts in millions) June 30, 2012 December 31, 2011
Net unrealized gains (losses) on investment securities:
Fixed maturity securities $ 4,889 $ 3,742
Equity securities 8 5
Other invested assets (26) (30) 

Subtotal 4,871 3,717
Adjustments to deferred acquisition costs, present value of future profits, sales inducements
and benefit reserves (1,651) (1,303) 
Income taxes, net (1,118) (840) 

Net unrealized investment gains (losses) 2,102 1,574
Less: net unrealized investment gains (losses) attributable to noncontrolling interests 86 89
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Net unrealized investment gains (losses) attributable to Genworth
Financial, Inc. $ 2,016 $ 1,485
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(Unaudited)

The change in net unrealized gains (losses) on available-for-sale investment securities reported in accumulated other comprehensive income
(loss) was as follows as of and for the periods indicated:

As of or for the
three months ended

June 30,
(Amounts in millions)     2012        2011    
Beginning balance $ 1,327 $ (14) 
Unrealized gains (losses) arising during the period:
Unrealized gains (losses) on investment securities 1,329 555
Adjustment to deferred acquisition costs (52) (31) 
Adjustment to present value of future profits (33) (15) 
Adjustment to sales inducements (4) (3) 
Adjustment to benefit reserves (214) (94) 
Provision for income taxes (358) (142) 

Change in unrealized gains (losses) on investment securities 668 270
Reclassification adjustments to net investment (gains) losses, net of taxes of $(13) and $(13) 24 22

Change in net unrealized investment gains (losses) 692 292
Less: change in net unrealized investment gains (losses) attributable to noncontrolling interests 3 14

Ending balance $ 2,016 $ 264

As of or for the
six months ended

June 30,
(Amounts in millions)     2012        2011    
Beginning balance $ 1,485 $ (80) 
Unrealized gains (losses) arising during the period:
Unrealized gains (losses) on investment securities 1,117 567
Adjustment to deferred acquisition costs (99) (48) 
Adjustment to present value of future profits (22) (16) 
Adjustment to sales inducements (14) (7) 
Adjustment to benefit reserves (213) (31) 
Provision for income taxes (265) (163) 

Change in unrealized gains (losses) on investment securities 504 302
Reclassification adjustments to net investment (gains) losses, net of taxes of $(13) and $(26) 24 47

Change in net unrealized investment gains (losses) 528 349
Less: change in net unrealized investment gains (losses) attributable to noncontrolling interests (3) 5
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Ending balance $ 2,016 $ 264
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(Unaudited)

(d) Fixed Maturity and Equity Securities

As of June 30, 2012, the amortized cost or cost, gross unrealized gains (losses) and fair value of our fixed maturity and equity securities
classified as available-for-sale were as follows:

Gross unrealized gains Gross unrealized losses

(Amounts in millions)

Amortized
cost or

cost

Not other-than-
temporarily

impaired

Other-than-
temporarily

impaired

Not other-than-
temporarily

impaired

Other-than-
temporarily

impaired
Fair
value

Fixed maturity securities:
U.S. government, agencies and
government-sponsored enterprises $ 3,915 $ 1,071 $ �  $ (1) $ �  $ 4,985
Tax-exempt 348 13 �  (51) �  310
Government�non-U.S. 2,278 228 �  (1) �  2,505
U.S. corporate 22,840 2,891 16 (201) (1) 25,545
Corporate�non-U.S. 13,764 958 �  (137) �  14,585
Residential mortgage-backed 5,792 547 8 (196) (175) 5,976
Commercial mortgage-backed 3,297 152 3 (146) (38) 3,268
Other asset-backed 2,678 31 �  (90) (2) 2,617

Total fixed maturity securities 54,912 5,891 27 (823) (216) 59,791
Equity securities 422 21 �  (12) �  431

Total available-for-sale securities $ 55,334 $ 5,912 $ 27 $ (835) $ (216) $ 60,222

As of December 31, 2011, the amortized cost or cost, gross unrealized gains (losses) and fair value of our fixed maturity and equity securities
classified as available-for-sale were as follows:

Gross unrealized gains Gross unrealized losses

(Amounts in millions)

Amortized
cost or

cost

Not other-than-
temporarily

impaired

Other-than-
temporarily

impaired

Not other-than-
temporarily

impaired

Other-than-
temporarily

impaired
Fair
value

Fixed maturity securities:
U.S. government, agencies and
government-sponsored enterprises $ 3,946 $ 918 $ �  $ (1) $ �  $ 4,863
Tax-exempt 564 15 �  (76) �  503
Government�non-U.S. 2,017 196 �  (2) �  2,211
U.S. corporate 23,024 2,542 18 (325) (1) 25,258
Corporate�non-U.S. 13,156 819 �  (218) �  13,757
Residential mortgage-backed 5,695 446 9 (252) (203) 5,695
Commercial mortgage-backed 3,470 157 4 (179) (52) 3,400
Other asset-backed 2,686 18 �  (95) (1) 2,608

Total fixed maturity securities 54,558 5,111 31 (1,148) (257) 58,295

Edgar Filing: GENWORTH FINANCIAL INC - Form 10-Q

Table of Contents 34



Equity securities 356 19 �  (14) �  361

Total available-for-sale securities $ 54,914 $ 5,130 $ 31 $ (1,162) $ (257) $ 58,656

23

Edgar Filing: GENWORTH FINANCIAL INC - Form 10-Q

Table of Contents 35



Table of Contents

GENWORTH FINANCIAL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
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The following table presents the gross unrealized losses and fair values of our investment securities, aggregated by investment type and length of
time that individual investment securities have been in a continuous unrealized loss position, as of June 30, 2012:

Less than 12 months 12 months or more Total

(Dollar amounts in millions)
Fair
value

Gross
unrealized

losses
Number of
securities

Fair
value

Gross
unrealized
losses (1)

Number of
securities

Fair
value

Gross
unrealized
losses (2)

Number of
securities

Description of Securities
Fixed maturity securities:
U.S. government, agencies and
government-sponsored enterprises $ 247 $ (1) 4 $ �  $ �  �  $ 247 $ (1)  4
Tax-exempt �  �  �  148 (51)  30 148 (51)  30
Government�non-U.S. �  �  �  63 (1)  15 63 (1)  15
U.S. corporate 707 (21) 115 1,164 (181) 110 1,871 (202)  225
Corporate�non-U.S. 1,022 (34) 124 722 (103) 66 1,744 (137)  190
Residential mortgage-
backed 177 (2) 39 681 (369) 351 858 (371)  390
Commercial mortgage-backed 161 (6) 26 911 (178) 164 1,072 (184)  190
Other asset-backed 282 (2) 50 223 (90)  25 505 (92)  75

Subtotal, fixed maturity securities 2,596 (66) 358 3,912 (973) 761 6,508 (1,039) 1,119
Equity securities 133 (10) 56 22 (2)  21 155 (12)  77

Total for securities in an unrealized loss
position $ 2,729 $ (76) 414 $ 3,934 $ (975) 782 $ 6,663 $ (1,051) 1,196

% Below cost�fixed maturity securities:
<20% Below cost $ 2,572 $ (55) 343 $ 2,706 $ (240) 419 $ 5,278 $ (295)  762
20%-50% Below cost 23 (8) 10 1,111 (499) 235 1,134 (507)  245
>50% Below cost 1 (3) 5 95 (234) 107 96 (237)  112

Total fixed maturity securities 2,596 (66) 358 3,912 (973) 761 6,508 (1,039) 1,119

% Below cost�equity securities:
<20% Below cost 127 (7) 54 18 (1)  16 145 (8)  70
20%-50% Below cost 6 (3) 2 4 (1)  5 10 (4)  7

Total equity securities 133 (10) 56 22 (2)  21 155 (12)  77

Total for securities in an unrealized loss
position $ 2,729 $ (76) 414 $ 3,934 $ (975) 782 $ 6,663 $ (1,051) 1,196

Investment grade $ 2,334 $ (44) 302 $ 2,694 $ (396) 380 $ 5,028 $ (440)  682
Below investment grade (3) 395 (32) 112 1,240 (579) 402 1,635 (611)  514
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Total for securities in an unrealized loss
position $ 2,729 $ (76) 414 $ 3,934 $ (975) 782 $ 6,663 $ (1,051) 1,196

(1) Amounts included $213 million of unrealized losses on other-than-temporarily impaired securities.
(2) Amounts included $216 million of unrealized losses on other-than-temporarily impaired securities.
(3) Amounts that have been in a continuous loss position for 12 months or more included $206 million of unrealized losses on

other-than-temporarily impaired securities.
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As indicated in the table above, the majority of the securities in a continuous unrealized loss position for less than 12 months were investment
grade and less than 20% below cost. These unrealized losses were primarily attributable to credit spreads that have widened since acquisition for
corporate securities across various industry sectors, including finance and insurance as well as consumer�non-cyclical. For securities that have
been in a continuous unrealized loss for less than 12 months, the average fair value percentage below cost was approximately 3% as of June 30,
2012.

Fixed Maturity Securities In A Continuous Unrealized Loss Position For 12 Months Or More

Of the $240 million of unrealized losses on fixed maturity securities in a continuous unrealized loss for 12 months or more that were less than
20% below cost, the weighted-average rating was �BBB-� and approximately 70% of the unrealized losses were related to investment grade
securities as of June 30, 2012. These unrealized losses were attributable to the widening of credit spreads for these securities since acquisition,
primarily associated with corporate securities in the finance and insurance sector as well as mortgage-backed and asset-backed securities. The
average fair value percentage below cost for these securities was approximately 8% as of June 30, 2012. See below for additional discussion
related to fixed maturity securities that have been in a continuous loss position for 12 months or more with a fair value that was more than 20%
below cost.

The following tables present the concentration of gross unrealized losses and fair values of fixed maturity securities that were more than 20%
below cost and in a continuous loss position for 12 months or more by asset class as of June 30, 2012:

Investment Grade
20% to 50% Greater than 50%

(Dollar amounts in millions)
Fair
value

Gross
unrealized

losses

% of
total
gross

unrealized
losses

Number of
securities

Fair
value

Gross
unrealized

losses

% of
total
gross

unrealized
losses

Number of
securities

Fixed maturity securities:
Tax-exempt $ 114 $ (47) 4% 11 $ �  $ �  �  % �  
U.S. corporate 217 (74) 7 13 �  �  �  �  
Corporate�non-U.S. 150 (55) 5 14 �  �  �  �  
Structured securities:
Residential mortgage-backed 40 (24) 2 20 5 (12) 1 9
Commercial mortgage-backed 24 (9) 1 8 �  (1) �  1
Other asset-backed 18 (7) 1 3 �  �  �  �  

Total structured securities 82 (40) 4 31 5 (13) 1 10

Total $ 563 $ (216) 20% 69 $ 5 $ (13) 1% 10
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Below Investment Grade
20% to 50% Greater than 50%

(Dollar amounts in millions)
Fair
value

Gross
unrealized

losses

% of
total
gross

unrealized
losses

Number of
securities

Fair
value

Gross
unrealized

losses

% of
total
gross

unrealized
losses

Number of
securities

Fixed maturity securities:
U.S. corporate $ 76 $ (34) 3% 10 $ �  $ �  �  % �  
Corporate�non-U.S. 38 (13) 1 3 �  �  �  �  
Structured securities:
Residential mortgage-
backed 231 (123) 12 112 73 (180) 17 83
Commercial mortgage-
backed 138 (62) 6 37 8 (25) 2 11
Other asset-backed 65 (51) 5 4 9 (16) 2 3

Total structured securities 434 (236) 23 153 90 (221) 21 97

Total $ 548 $ (283) 27% 166 $ 90 $ (221) 21% 97

For all securities in an unrealized loss position, we expect to recover the amortized cost based on our estimate of cash flows to be collected. We
do not intend to sell and it is not more likely than not that we will be required to sell these securities prior to recovering our amortized cost. See
below for further discussion of gross unrealized losses by asset class.

Tax-Exempt Securities

As indicated in the table above, $47 million of gross unrealized losses were related to tax-exempt securities that have been in a continuous
unrealized loss position for more than 12 months and were more than 20% below cost. The unrealized losses for tax-exempt securities represent
municipal bonds that were diversified by state as well as municipality or political subdivision within those states. Of these tax-exempt securities,
the average unrealized loss was approximately $4 million which represented an average of 29% below cost. The unrealized losses primarily
related to widening of credit spreads on these securities since acquisition as a result of higher risk premiums being attributed to these securities
from uncertainty in many political subdivisions related to special revenues supporting these obligations as well as certain securities having
longer duration that may be viewed as less desirable in the current market place. Additionally, certain of these securities have been negatively
impacted as a result of having certain bond insurers associated with the security. In our analysis of impairment for these securities, we expect to
recover our amortized cost from the cash flows of the underlying securities before any guarantee support. However, the existence of these
guarantees may negatively impact the value of the debt security in certain instances. We performed an analysis of these securities and the
underlying activities that are expected to support the cash flows and determined we expect to recover our amortized cost.
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Corporate Debt Securities

The following tables present the concentration of gross unrealized losses and fair values related to corporate debt fixed maturity securities that
were more than 20% below cost and in a continuous loss position for 12 months or more by industry as of June 30, 2012:

Investment Grade
20% to 50% Greater than 50%

(Dollar amounts in millions)
Fair
value

Gross
unrealized

losses

% of
total
gross

unrealized
losses

Number of
securities

Fair
value

Gross
unrealized

losses

% of
total
gross

unrealized
losses

Number of
securities

Industry:
Finance and insurance $ 249 $ (90) 9% 21 $ �  $ �  �  % �  
Utilities and energy 31 (12) 1 2 �  �  �  �  
Consumer-non-cyclical 28 (11) 1 1 �  �  �  �  
Capital goods 10 (3) �  1 �  �  �  �  
Technology and communications 29 (8) 1 1 �  �  �  �  
Other 20 (5) �  1 �  �  �  �  

Total $ 367 $ (129) 12% 27 $ �  $ �  �  % �  

Below Investment Grade
20% to 50% Greater than 50%

(Dollar amounts in millions)
Fair
value

Gross
unrealized

losses

% of
total
gross

unrealized
losses

Number of
securities

Fair
value

Gross
unrealized

losses

% of
total
gross

unrealized
losses

Number of
securities

Industry:
Finance and insurance $ 97 $ (39) 3% 5 $ �  $ �  �  % �  
Consumer-non-cyclical 12 (6) 1 1 �  �  �  �  
Consumer-cyclical 2 (1) �  6 �  �  �  �  
Transportation 3 (1) �  1 �  �  �  �  

Total $ 114 $ (47) 4% 13 $ �  $ �  �  % �  

Of the total unrealized losses of $176 million for corporate fixed maturity securities presented in the preceding tables, $129 million, or 73%, of
the unrealized losses related to issuers in the finance and insurance sector that were 27% below cost on average. Given the current market
conditions, including current financial industry events and uncertainty around global economic conditions, the fair value of these debt securities
has declined due to credit spreads that have widened since acquisition. In our examination of these securities, we considered all available
evidence, including the issuers� financial condition and current industry events to develop our conclusion on the amount and timing of the cash
flows expected to be collected. Based on this evaluation, we determined that the unrealized losses on these debt securities represented temporary
impairments as of June 30, 2012. Of the $129 million of unrealized losses related to the finance and insurance industry, $104 million related to
financial hybrid securities on which a debt impairment model was employed. Most of our hybrid securities retained a credit rating of investment
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grade. The fair value of these hybrid securities has been impacted by credit spreads that have widened since acquisition and reflect uncertainty
surrounding the extent and duration of government involvement, potential capital restructuring of these institutions, and continued but
diminishing risk that income payments may be deferred. We continue to receive our contractual payments and expect to fully recover our
amortized cost.

27

Edgar Filing: GENWORTH FINANCIAL INC - Form 10-Q

Table of Contents 41



Table of Contents

GENWORTH FINANCIAL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

We expect that our investments in corporate securities will continue to perform in accordance with our expectations about the amount and timing
of estimated cash flows. Although we do not anticipate such events, it is at least reasonably possible that issuers of our investments in corporate
securities will perform worse than current expectations. Such events may lead us to recognize write-downs within our portfolio of corporate
securities in the future.

Structured Securities

Of the $510 million of unrealized losses related to structured securities that have been in an unrealized loss position for 12 months or more and
were more than 20% below cost, $178 million related to other-than-temporarily impaired securities where the unrealized losses represented the
portion of the other-than-temporary impairment recognized in OCI. The extent and duration of the unrealized loss position on our structured
securities was primarily due to the ongoing concern and uncertainty about the residential and commercial real estate market and unemployment,
resulting in credit spreads that have widened since acquisition. Additionally, the fair value of certain structured securities has been significantly
impacted from high risk premiums being incorporated into the valuation as a result of the amount of potential losses that may be absorbed by the
security in the event of additional deterioration in the U.S. housing market.

While we considered the length of time each security had been in an unrealized loss position, the extent of the unrealized loss position and any
significant declines in fair value subsequent to the balance sheet date in our evaluation of impairment for each of these individual securities, the
primary factor in our evaluation of impairment is the expected performance for each of these securities. Our evaluation of expected performance
is based on the historical performance of the associated securitization trust as well as the historical performance of the underlying collateral. Our
examination of the historical performance of the securitization trust included consideration of the following factors for each class of securities
issued by the trust: i) the payment history, including failure to make scheduled payments; ii) current payment status; iii) current and historical
outstanding balances; iv) current levels of subordination and losses incurred to date; and v) characteristics of the underlying collateral. Our
examination of the historical performance of the underlying collateral included: i) historical default rates, delinquency rates, voluntary and
involuntary prepayments and severity of losses, including recent trends in this information; ii) current payment status; iii) loan to collateral value
ratios, as applicable; iv) vintage; and v) other underlying characteristics such as current financial condition.

We used our assessment of the historical performance of both the securitization trust and the underlying collateral for each security, along with
third-party sources, when available, to develop our best estimate of cash flows expected to be collected. These estimates reflect projections for
future delinquencies, prepayments, defaults and losses for the assets that collateralize the securitization trust and are used to determine the
expected cash flows for our security, based on the payment structure of the trust. Our projection of expected cash flows is primarily based on the
expected performance of the underlying assets that collateralize the securitization trust and is not directly impacted by the rating of our security.
While we consider the rating of the security as an indicator of the financial condition of the issuer, this factor does not have a significant impact
on our expected cash flows for each security. In limited circumstances, our expected cash flows include expected payments from reliable
financial guarantors where we believe the financial guarantor will have sufficient assets to pay claims under the financial guarantee when the
cash flows from the securitization trust are not sufficient to make scheduled payments. We then discount the expected cash flows using the
effective yield of each security to determine the present value of expected cash flows.
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Based on this evaluation, the present value of expected cash flows was greater than or equal to the amortized cost for each security. Accordingly,
we determined that the unrealized losses on each of our structured securities represented temporary impairments as of June 30, 2012.

Despite the considerable analysis and rigor employed on our structured securities, it is at least reasonably possible that the underlying collateral
of these investments will perform worse than current market expectations. Such events may lead to adverse changes in cash flows on our
holdings of structured securities and future write-downs within our portfolio of structured securities.

The following table presents the gross unrealized losses and fair values of our investment securities, aggregated by investment type and length of
time that individual investment securities have been in a continuous unrealized loss position, as of December 31, 2011:

Less than 12 months 12 months or more Total

(Dollar amounts in millions)
Fair
value

Gross
unrealized

losses
Number of
securities

Fair
value

Gross
unrealized
losses (1)

Number of
securities

Fair
value

Gross
unrealized
losses (2)

Number of
securities

Description of Securities
U.S. government, agencies and
government-sponsored
enterprises $ 160 $ (1) 2 $ �  $ �  �  $ 160 $ (1)  2
Tax-exempt �  �  �  230 (76)  72 230 (76)  72
Government�non-U.S. 90 (1) 25 8 (1)  8 98 (2)  33
U.S. corporate 1,721 (68) 175 1,416 (258)  136 3,137 (326)  311
Corporate�non-U.S. 1,475 (86) 188 705 (132)  75 2,180 (218)  263
Residential mortgage-backed 276 (5) 68 727 (450)  359 1,003 (455)  427
Commercial mortgage-backed 282 (36) 49 831 (195)  159 1,113 (231)  208
Other asset-backed 623 (3) 83 309 (93)  35 932 (96)  118

Subtotal, fixed maturity
securities 4,627 (200) 590 4,226 (1,205) 844 8,853 (1,405) 1,434
Equity securities 92 (11) 39 25 (3)  13 117 (14)  52

Total for securities in an unrealized loss position $ 4,719 $ (211) 629 $ 4,251 $ (1,208) 857 $ 8,970 $ (1,419) 1,486

% Below cost�fixed maturity securities:
<20% Below cost $ 4,545 $ (156) 548 $ 2,758 $ (252)  435 $ 7,303 $ (408)  983
20%-50% Below cost 78 (30) 27 1,335 (653)  283 1,413 (683)  310
>50% Below cost 4 (14) 15 133 (300)  126 137 (314)  141

Total fixed maturity securities 4,627 (200) 590 4,226 (1,205) 844 8,853 (1,405) 1,434

% Below cost�equity securities:
<20% Below cost 80 (6) 36 21 (1)  12 101 (7)  48
20%-50% Below cost 12 (5) 3 4 (2)  1 16 (7)  4

Total equity securities 92 (11) 39 25 (3)  13 117 (14)  52

Total for securities in an unrealized loss position $ 4,719 $ (211) 629 $ 4,251 $ (1,208) 857 $ 8,970 $ (1,419) 1,486
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Investment grade $ 4,292 $ (165) 502 $ 3,066 $ (577)  479 $ 7,358 $ (742)  981
Below investment grade (3) 427 (46) 127 1,185 (631)  378 1,612 (677)  505

Total for securities in an unrealized loss position $ 4,719 $ (211) 629 $ 4,251 $ (1,208) 857 $ 8,970 $ (1,419) 1,486

(1) Amounts included $248 million of unrealized losses on other-than-temporarily impaired securities.
(2) Amounts included $257 million of unrealized losses on other-than-temporarily impaired securities.
(3) Amounts that have been in a continuous loss position for 12 months or more included $235 million of unrealized losses on other-than-temporarily impaired

securities.
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The scheduled maturity distribution of fixed maturity securities as of June 30, 2012 is set forth below. Actual maturities may differ from
contractual maturities because issuers of securities may have the right to call or prepay obligations with or without call or prepayment penalties.

(Amounts in millions)

Amortized
cost or

cost
Fair
value

Due one year or less $ 3,016 $ 3,054
Due after one year through five years 10,342 10,765
Due after five years through ten years 10,680 11,569
Due after ten years 19,107 22,542

Subtotal 43,145 47,930
Residential mortgage-backed 5,792 5,976
Commercial mortgage-backed 3,297 3,268
Other asset-backed 2,678 2,617

Total $ 54,912 $ 59,791

As of June 30, 2012, $4,431 million of our investments (excluding mortgage-backed and asset-backed securities) were subject to certain call
provisions.

As of June 30, 2012, securities issued by utilities and energy, finance and insurance, and consumer�non-cyclical industry groups represented
approximately 23%, 21% and 13% of our domestic and foreign corporate fixed maturity securities portfolio, respectively. No other industry
group comprised more than 10% of our investment portfolio. This portfolio is widely diversified among various geographic regions in the
United States and internationally, and is not dependent on the economic stability of one particular region.

As of June 30, 2012, we did not hold any fixed maturity securities in any single issuer, other than securities issued or guaranteed by the U.S.
government, which exceeded 10% of stockholders� equity.

(e) Commercial Mortgage Loans

Our mortgage loans are collateralized by commercial properties, including multi-family residential buildings. The carrying value of commercial
mortgage loans is stated at original cost net of prepayments, amortization and allowance for loan losses.
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We diversify our commercial mortgage loans by both property type and geographic region. The following tables set forth the distribution across
property type and geographic region for commercial mortgage loans as of the dates indicated:

June 30, 2012 December 31, 2011

(Amounts in millions)
Carrying

value
% of
total

Carrying
value

% of
total

Property type:
Retail $ 1,899 32% $ 1,898 31% 
Industrial 1,623 27 1,707 28
Office 1,520 26 1,590 26
Apartments 595 10 641 10
Mixed use/other 281 5 304 5

Subtotal 5,918 100% 6,140 100% 

Unamortized balance of loan origination fees and costs 3 3
Allowance for losses (46) (51) 

Total $ 5,875 $ 6,092

June 30, 2012 December 31, 2011

(Amounts in millions)
Carrying

value
% of
total

Carrying
value

% of
total

Geographic region:
South Atlantic $ 1,640 28% $ 1,631 27% 
Pacific 1,486 25 1,539 25
Middle Atlantic 715 12 734 12
East North Central 528 9 557 9
Mountain 461 8 497 8
New England 344 6 388 6
West North Central 320 5 337 5
West South Central 269 4 298 5
East South Central 155 3 159 3

Subtotal 5,918 100% 6,140 100% 

Unamortized balance of loan origination fees and costs 3 3
Allowance for losses (46) (51) 

Total $ 5,875 $ 6,092
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The following tables set forth the aging of past due commercial mortgage loans by property type as of the dates indicated:

June 30, 2012

(Amounts in millions)

31 - 60 days
past
due

61 - 90 days
past due

Greater than
90 days

past
due

Total
past due Current Total

Property type:
Retail $ 6 $ 3 $ 3 $ 12 $ 1,887 $ 1,899
Industrial �  �  �  �  1,623 1,623
Office �  �  4 4 1,516 1,520
Apartments �  �  3 3 592 595
Mixed use/other 67 �  �  67 214 281

Total recorded investment $ 73 $ 3 $ 10 $ 86 $ 5,832 $ 5,918

% of total commercial mortgage loans 1% �  % �  % 1% 99% 100% 

December 31, 2011

(Amounts in millions)

31 - 60 days
past
due

61 - 90 days
past due

Greater than
90 days

past
due

Total
past due Current Total

Property type:
Retail $ 107 $ �  $ �  $ 107 $ 1,791 $ 1,898
Industrial 3 �  �  3 1,704 1,707
Office 4 3 15 22 1,568 1,590
Apartments �  �  �  �  641 641
Mixed use/other 1 �  �  1 303 304

Total recorded investment $ 115 $ 3 $ 15 $ 133 $ 6,007 $ 6,140

% of total commercial mortgage loans 2% �  % �  % 2% 98% 100% 

As of June 30, 2012 and December 31, 2011, we had no commercial mortgage loans that were past due for more than 90 days and still accruing
interest. We also did not have any commercial mortgage loans that were past due for less than 90 days on nonaccrual status as of June 30, 2012
and December 31, 2011.

As of and for the six months ended June 30, 2012 and the year ended December 31, 2011, we modified or extended 17 and 39 commercial
mortgage loans, respectively, with a total carrying value of $65 million and $252 million, respectively. All of these modifications or extensions
were based on current market interest rates, did not result in any forgiveness in the outstanding principal amount owed by the borrower and were
not considered troubled debt restructurings. As of and for the year ended December 31, 2011, we modified or extended one commercial
mortgage loan with a total carrying value of $3 million that was considered a troubled debt restructuring. As part of this troubled debt
restructuring, we forgave default penalties and fees. This troubled debt restructuring did not result in any forgiveness in the outstanding principal
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32

Edgar Filing: GENWORTH FINANCIAL INC - Form 10-Q

Table of Contents 49



Table of Contents

GENWORTH FINANCIAL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

The following table sets forth the allowance for credit losses and recorded investment in commercial mortgage loans as of or for the periods
indicated:

Three months ended
June 30,

Six months ended
June 30,

(Amounts in millions)     2012        2011      2012    2011  
Allowance for credit losses:
Beginning balance $ 49 $ 58 $ 51 $ 59
Charge-offs �  (4) (1) (5) 
Recoveries �  �  �  �  
Provision (3) 3 (4) 3

Ending balance $ 46 $ 57 $ 46 $ 57

Ending allowance for individually impaired loans $ �  $ �  $ �  $ �  

Ending allowance for loans not individually impaired that were evaluated collectively for
impairment $ 46 $ 57 $ 46 $ 57

Recorded investment:
Ending balance $ 5,918 $ 6,485 $ 5,918 $ 6,485

Ending balance of individually impaired loans $ �  $ 13 $ �  $ 13

Ending balance of loans not individually impaired that were evaluated collectively for
impairment $ 5,918 $ 6,472 $ 5,918 $ 6,472

As of June 30, 2012, we did not have any individually impaired commercial mortgage loans. As of December 31, 2011, we had individually
impaired commercial mortgage loans included within the office property type with a recorded investment of $10 million, an unpaid principal
balance of $13 million, charge-offs of $3 million and an average recorded investment of $10 million.

In evaluating the credit quality of commercial mortgage loans, we assess the performance of the underlying loans using both quantitative and
qualitative criteria. Certain risks associated with commercial mortgage loans can be evaluated by reviewing both the loan-to-value and debt
service coverage ratio to understand both the probability of the borrower not being able to make the necessary loan payments as well as the
ability to sell the underlying property for an amount that would enable us to recover our unpaid principal balance in the event of default by the
borrower. The average loan-to-value ratio is based on our most recent estimate of the fair value for the underlying property which is evaluated at
least annually and updated more frequently if necessary to better indicate risk associated with the loan. A lower loan-to-value indicates that our
loan value is more likely to be recovered in the event of default by the borrower if the property was sold. The debt service coverage ratio is
based on �normalized� annual net operating income of the property compared to the payments required under the terms of the loan. Normalization
allows for the removal of annual one-time events such as capital expenditures, prepaid or late real estate tax payments or non-recurring
third-party fees (such as legal, consulting or contract fees). This ratio is evaluated at least annually and updated more frequently if necessary to
better indicate risk associated with the loan. A higher debt service coverage ratio indicates the borrower is less likely to default on the loan. The
debt service coverage ratio should not be used without considering other factors associated with the borrower, such as the borrower�s liquidity or
access to other resources that may result in our expectation that the borrower will continue to make the future scheduled payments.
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The following tables set forth the loan-to-value of commercial mortgage loans by property type as of the dates indicated:

June 30, 2012

(Amounts in millions) 0% - 50% 51% - 60% 61% - 75% 76% - 100%

Greater
than 100%

(1) Total
Property type:
Retail $ 535 $ 289 $ 860 $ 173 $ 42 $ 1,899
Industrial 544 274 558 231 16 1,623
Office 344 236 580 298 62 1,520
Apartments 180 143 226 31 15 595
Mixed use/other 75 35 84 15 72 281

Total $ 1,678 $ 977 $ 2,308 $ 748 $ 207 $ 5,918

% of total 28% 17% 39% 13% 3% 100% 

Weighted-average debt service coverage
ratio 2.16 1.74 2.14 1.14 2.64 1.97

(1) Included $207 million of loans in good standing, with a total weighted-average loan-to-value of 116%, where borrowers continued to make
timely payments and have no history of delinquencies or distress.

December 31, 2011

(Amounts in millions) 0% - 50% 51% - 60% 61% - 75% 76% - 100%

Greater
than 100%

(1) Total
Property type:
Retail $ 453 $ 247 $ 900 $ 268 $ 30 $ 1,898
Industrial 445 332 642 261 27 1,707
Office 364 281 546 283 116 1,590
Apartments 164 110 321 31 15 641
Mixed use/other 81 47 89 15 72 304

Total $ 1,507 $ 1,017 $ 2,498 $ 858 $ 260 $ 6,140

% of total 25% 17% 40% 14% 4% 100% 

Weighted-average debt service coverage
ratio 2.28 1.89 2.16 1.19 2.26 2.01
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timely payments and have no history of delinquencies or distress.
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The following tables set forth the debt service coverage ratio for fixed rate commercial mortgage loans by property type as of the dates
indicated:

June 30, 2012

(Amounts in millions) Less than 1.00 1.00 - 1.25 1.26 - 1.50 1.51 - 2.00
Greater

than 2.00 Total
Property type:
Retail $ 91 $ 304 $ 392 $ 605 $ 402 $ 1,794
Industrial 198 147 324 650 297 1,616
Office 152 172 308 464 340 1,436
Apartments 9 56 78 294 158 595
Mixed use/other 38 22 32 69 52 213

Total $ 488 $ 701 $ 1,134 $ 2,082 $ 1,249 $ 5,654

% of total 9% 12% 20% 37% 22% 100% 

Weighted-average loan-to-value 84% 71% 65% 58% 46% 61% 

December 31, 2011

(Amounts in millions) Less than 1.00 1.00 - 1.25 1.26 - 1.50 1.51 - 2.00
Greater

than 2.00 Total
Property type:
Retail $ 91 $ 322 $ 445 $ 595 $ 340 $ 1,793
Industrial 197 238 278 652 334 1,699
Office 188 130 341 395 452 1,506
Apartments 15 80 76 295 174 640
Mixed use/other 22 23 53 61 59 218

Total $ 513 $ 793 $ 1,193 $ 1,998 $ 1,359 $ 5,856

% of total 9% 14% 20% 34% 23% 100% 

Weighted-average loan-to-value 86% 72% 68% 59% 50% 63% 

The following tables set forth the debt service coverage ratio for floating rate commercial mortgage loans by property type as of the dates
indicated:

June 30, 2012

(Amounts in millions) Less than 1.00 1.00 - 1.25 1.26 - 1.50 1.51 - 2.00
Greater

than 2.00 Total
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Property type:
Retail $ �  $ �  $ 1 $ �  $ 104 $ 105
Industrial �  �  �  �  7 7
Office �  �  8 �  76 84
Apartments �  �  �  �  �  �  
Mixed use/other �  �  �  �  68 68

Total $ �  $ �  $ 9 $ �  $ 255 $ 264

% of total �  % �  % 3% �  % 97% 100% 

Weighted-average loan-to-value �  % �  % 54% �  % 74% 74% 
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December 31, 2011

(Amounts in millions) Less than 1.00 1.00 - 1.25 1.26 - 1.50 1.51 - 2.00
Greater

than 2.00 Total
Property type:
Retail $ �  $ �  $ 1 $ �  $ 104 $ 105
Industrial �  �  �  5 3 8
Office �  �  8 �  76 84
Apartments �  �  �  �  1 1
Mixed use/other �  �  �  �  86 86

Total $ �  $ �  $ 9 $ 5 $ 270 $ 284

% of total �  % �  % 3% 2% 95% 100% 

Weighted-average loan-to-value �  % �  % 54% 44% 74% 72% 

(f) Restricted Commercial Mortgage Loans Related To Securitization Entities

The following tables set forth additional information regarding our restricted commercial mortgage loans related to securitization entities as of
the dates indicated:

June 30, 2012 December 31, 2011

(Amounts in millions)
Carrying

value
% of
total

Carrying
value

% of
total

Property type:
Retail $ 152 40% $ 161 38% 
Industrial 93 24 99 24
Office 74 19 86 21
Apartments 58 15 60 15
Mixed use/other 7 2 7 2

Subtotal 384 100% 413 100% 

Allowance for losses (2) (2) 

Total $ 382 $ 411
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June 30, 2012 December 31, 2011

(Amounts in millions)
Carrying

value
% of
total

Carrying
value

% of
total

Geographic region:
South Atlantic $ 137 36% $ 146 35% 
Pacific 69 18 74 18
Middle Atlantic 62 16 65 16
East North Central 38 10 42 10
West North Central 26 7 28 7
Mountain 24 6 28 7
East South Central 16 4 17 4
West South Central 11 3 12 3
New England 1 �  1 �  

Subtotal 384 100% 413 100% 

Allowance for losses (2) (2) 

Total $ 382 $ 411

Of our restricted commercial mortgage loans as of June 30, 2012, $380 million were current and $4 million were past due for more than 90 days
and still accruing interest. Of our restricted commercial mortgage loans as of December 31, 2011, $408 million were current, $2 million were 61
to 90 days past due and $3 million were past due for more than 90 days and still accruing interest.

As of June 30, 2012, the total recorded investment of restricted commercial mortgage loans of $384 million related to loans not individually
impaired that were evaluated collectively for impairment. As of December 31, 2011, loans not individually impaired that were evaluated
collectively for impairment were $412 million of the total recorded investment of restricted commercial mortgage loans of $413 million. There
was no provision for credit losses recorded during the three or six months ended June 30, 2012 or 2011 related to restricted commercial
mortgage loans.

In evaluating the credit quality of restricted commercial mortgage loans, we assess the performance of the underlying loans using both
quantitative and qualitative criteria. The risks associated with restricted commercial mortgage loans can typically be evaluated by reviewing both
the loan-to-value and debt service coverage ratio to understand both the probability of the borrower not being able to make the necessary loan
payments as well as the ability to sell the underlying property for an amount that would enable us to recover our unpaid principal balance in the
event of default by the borrower. The average loan-to-value ratio is based on our most recent estimate of the fair value for the underlying
property which is evaluated at least annually and updated more frequently if necessary to better indicate risk associated with the loan. A lower
loan-to-value indicates that our loan value is more likely to be recovered in the event of default by the borrower if the property was sold. The
debt service coverage ratio is based on �normalized� annual net operating income of the property compared to the payments required under the
terms of the loan. Normalization allows for the removal of annual one-time events such as capital expenditures, prepaid or late real estate tax
payments or non-recurring third-party fees (such as legal, consulting or contract fees). This ratio is evaluated at least annually and updated more
frequently if necessary to better indicate risk associated with the loan. A higher debt service coverage ratio indicates the borrower is less likely to
default on the loan. The debt service coverage ratio should not be used without considering other factors associated with the borrower, such as
the borrower�s liquidity or access to other resources that may result in our expectation that the borrower will continue to make the future
scheduled payments.
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The following tables set forth the loan-to-value of restricted commercial mortgage loans by property type as of the dates indicated:

June 30, 2012

(Amounts in millions) 0% - 50% 51% - 60% 61% - 75% 76% - 100%
Greater

than 100% Total
Property type:
Retail $ 147 $ �  $ 2 $ �  $ 3 $ 152
Industrial 83 2 2 6 �  93
Office 57 9 3 3 2 74
Apartments 33 2 4 19 �  58
Mixed use/other 7 �  �  �  �  7

Total recorded investments $ 327 $ 13 $ 11 $ 28 $ 5 $ 384

% of total 85% 4% 3% 7% 1% 100% 

Weighted-average debt service coverage ratio 1.75 1.51 1.92 1.05 0.58 1.68

December 31, 2011

(Amounts in millions) 0% - 50% 51% - 60% 61% - 75% 76% - 100%
Greater

than 100% Total
Property type:
Retail $ 147 $ 9 $ 2 $ �  $ 3 $ 161
Industrial 87 5 �  5 2 99
Office 63 9 6 6 2 86
Apartments 34 3 �  23 �  60
Mixed use/other 7 �  �  �  �  7

Total recorded investments $ 338 $ 26 $ 8 $ 34 $ 7 $ 413

% of total 82% 6% 2% 8% 2% 100% 

Weighted-average debt service coverage ratio 1.78 1.16 2.07 0.88 0.49 1.65
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The following tables set forth the debt service coverage ratio for fixed rate restricted commercial mortgage loans by property type as of the dates
indicated:

June 30, 2012

(Amounts in millions) Less than 1.00 1.00 - 1.25 1.26 - 1.50 1.51 - 2.00
Greater

than 2.00 Total
Property type:
Retail $ 6 $ 17 $ 42 $ 33 $ 54 $ 152
Industrial 14 7 15 40 17 93
Office 5 23 17 14 15 74
Apartments �  20 12 22 4 58
Mixed use/other �  �  �  2 5 7

Total recorded investments $ 25 $ 67 $ 86 $ 111 $ 95 $ 384

% of total 6% 17% 22% 30% 25% 100% 

Weighted-average loan-to-value 56% 52% 36% 34% 32% 39% 

December 31, 2011

(Amounts in millions) Less than 1.00 1.00 - 1.25 1.26 - 1.50 1.51 - 2.00
Greater

than 2.00 Total
Property type:
Retail $ 5 $ 17 $ 49 $ 62 $ 28 $ 161
Industrial 15 10 21 23 30 99
Office 12 23 4 37 10 86
Apartments 12 14 7 22 5 60
Mixed use/other �  �  �  2 5 7

Total recorded investments $ 44 $ 64 $ 81 $ 146 $ 78 $ 413

% of total 10% 16% 20% 35% 19% 100% 

Weighted-average loan-to-value 73% 48% 39% 36% 28% 41% 

There were no floating rate restricted commercial mortgage loans as of June 30, 2012 or December 31, 2011.

(g) Restricted Other Invested Assets Related To Securitization Entities

We have consolidated securitization entities that hold certain investments that are recorded as restricted other invested assets related to
securitization entities. The consolidated securitization entities hold certain investments as trading securities whereby the changes in fair value are
recorded in current period income (loss). The trading securities are comprised of asset-backed securities, including residual interest in certain
policy loan securitization entities and highly rated bonds that are primarily backed by credit card receivables.
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(5) Derivative Instruments

Our business activities routinely deal with fluctuations in interest rates, equity prices, currency exchange rates and other asset and liability
prices. We use derivative instruments to mitigate or reduce certain of these risks. We have established policies for managing each of these risks,
including prohibitions on derivatives
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market-making and other speculative derivatives activities. These policies require the use of derivative instruments in concert with other
techniques to reduce or mitigate these risks. While we use derivatives to mitigate or reduce risks, certain derivatives do not meet the accounting
requirements to be designated as hedging instruments and are denoted as �derivatives not designated as hedges� in the following disclosures. For
derivatives that meet the accounting requirements to be designated as hedges, the following disclosures for these derivatives are denoted as
�derivatives designated as hedges,� which include both cash flow and fair value hedges.

The following table sets forth our positions in derivative instruments as of the dates indicated:

Derivative assets Derivative liabilities

Balance
sheet classification

Fair value
Balance

sheet classification

Fair value

(Amounts in millions)
June 30,

2012
December 31,

2011
June 30,

2012
December 31,

2011
Derivatives designated as hedges
Cash flow hedges:
Interest rate swaps Other invested assets $ 734 $ 602 Other liabilities $ �  $ 1
Forward bond purchase
commitments

Other invested
assets 67 47 Other liabilities �  �  

Inflation indexed swaps Other invested assets �  �  Other liabilities 74 43
Foreign currency swaps Other invested assets 3 �  Other liabilities �  �  

Total cash flow hedges 804 649 74 44

Fair value hedges:
Interest rate swaps Other invested assets 25 43 Other liabilities 1 1
Foreign currency swaps Other invested assets 29 32 Other liabilities �  �  

Total fair value hedges 54 75 1 1

Total derivatives designated as hedges 858 724 75 45

Derivatives not designated as hedges
Interest rate swaps Other invested assets 706 705 Other liabilities 436 374
Interest rate swaps related to securitization
entities

Restricted other
invested assets �  �  Other liabilities 29 28

Credit default swaps Other invested assets 3 1 Other liabilities 38 59
Credit default swaps related to securitization
entities

Restricted other
invested assets �  �  Other liabilities 155 177

Equity index options Other invested assets 27 39 Other liabilities �  �  
Financial futures Other invested assets �  �  Other liabilities �  �  
Equity return swaps Other invested assets 5 7 Other liabilities 2 4
Other foreign currency contracts Other invested

assets �  9 Other liabilities 4 11
Reinsurance embedded derivatives (1) Other assets 34 29 Other liabilities �  �  
GMWB embedded
derivatives

Reinsurance
recoverable (2) 15 16

Policyholder
account balances (3) 453 492
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Fixed index annuity embedded
derivatives Other assets (4) �  �  

Policyholder
account balances (4) 10 4

Total derivatives not
designated as hedges 790 806 1,127 1,149

Total derivatives $ 1,648 $ 1,530 $ 1,202 $ 1,194

(1) Represents embedded derivatives associated with certain reinsurance agreements.
(2) Represents embedded derivatives associated with the reinsured portion of our guaranteed minimum withdrawal benefits (�GMWB�) liabilities.
(3) Represents the embedded derivatives associated with our GMWB liabilities, excluding the impact of reinsurance.
(4) Represents the embedded derivatives associated with our fixed index annuity liabilities.
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The fair value of derivative positions presented above was not offset by the respective collateral amounts retained or provided under these
agreements. The amounts recognized for derivative counterparty collateral retained by us was recorded in other invested assets with a
corresponding amount recorded in other liabilities to represent our obligation to return the collateral retained by us.

The activity associated with derivative instruments can generally be measured by the change in notional value over the periods presented.
However, for GMWB and fixed index annuity embedded derivatives, the change between periods is best illustrated by the number of policies.
The following tables represent activity associated with derivative instruments as of the dates indicated:

(Notional in millions) Measurement
December 31,

2011 Additions
Maturities/

terminations
June 30,

2012
Derivatives designated as hedges
Cash flow hedges:
Interest rate swaps Notional $ 12,399 $ �  $ (122) $ 12,277
Forward bond purchase commitments Notional 504 �  �  504
Inflation indexed swaps Notional 544 8 �  552
Foreign currency swaps Notional �  109 �  109

Total cash flow hedges 13,447 117 (122) 13,442

Fair value hedges:
Interest rate swaps Notional 1,039 �  (272) 767
Foreign currency swaps Notional 85 �  �  85

Total fair value hedges 1,124 �  (272) 852

Total derivatives designated as hedges 14,571 117 (394) 14,294

Derivatives not designated as hedges
Interest rate swaps Notional 7,200 1,359 (796) 7,763
Interest rate swaps related to securitization entities Notional 117 �  (6) 111
Credit default swaps Notional 1,110 100 (130) 1,080
Credit default swaps related to securitization entities Notional 314 �  (2) 312
Equity index options Notional 522 503 (558) 467
Financial futures Notional 2,924 2,626 (3,365) 2,185
Equity return swaps Notional 326 17 (194) 149
Other foreign currency contracts Notional 779 358 (1,069) 68
Reinsurance embedded derivatives Notional 228 39 �  267

Total derivatives not designated as hedges 13,520 5,002 (6,120) 12,402

Total derivatives $ 28,091 $ 5,119 $ (6,514) $ 26,696
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(Number of policies) Measurement
December 31,

2011 Additions
Maturities/

terminations
June 30,

2012
Derivatives not designated as hedges
GMWB embedded derivatives Policies 47,714 4 (1,323) 46,395
Fixed index annuity embedded derivatives Policies 433 333 (6) 760
We did not have any derivatives with counterparties that can be terminated at the option of the derivative counterparty as of June 30, 2012.

Cash Flow Hedges

Certain derivative instruments are designated as cash flow hedges. The changes in fair value of these instruments are recorded as a component of
OCI. We designate and account for the following as cash flow hedges when they have met the effectiveness requirements: (i) various types of
interest rate swaps to convert floating rate investments to fixed rate investments; (ii) various types of interest rate swaps to convert floating rate
liabilities into fixed rate liabilities; (iii) receive U.S. dollar fixed on foreign currency swaps to hedge the foreign currency cash flow exposure of
foreign currency denominated investments; (iv) pay U.S. dollar fixed on foreign currency swaps to hedge the foreign currency cash flow
exposure on liabilities denominated in foreign currencies; (v) forward starting interest rate swaps to hedge against changes in interest rates
associated with future fixed rate bond purchases and/or interest income; (vi) forward bond purchase commitments to hedge against the
variability in the anticipated cash flows required to purchase future fixed rate bonds; and (vii) other instruments to hedge the cash flows of
various forecasted transactions.

The following table provides information about the pre-tax income (loss) effects of cash flow hedges for the three months ended June 30, 2012:

(Amounts in millions)
Gain (loss)

recognized in OCI

Gain (loss)
reclassified into
net income (loss)

from OCI

Classification of gain
(loss) reclassified

into net income (loss)

Gain (loss)
recognized in

net income (loss) (1)

Classification of gain
(loss) recognized in

net income (loss)
Interest rate swaps hedging
assets $ 564 $ 10

Net investment
income $ 16

Net investment gains
(losses)

Interest rate swaps hedging
liabilities �  1 Interest expense �  

Net investment gains
(losses)

Forward bond purchase
commitments 68 �  

Net investment
income �  

Net investment gains
(losses)

Inflation indexed swaps
�  (9) 

Net investment
income �  

Net investment gains
(losses)

Total $ 632 $ 2 $ 16

(1) Represents ineffective portion of cash flow hedges as there were no amounts excluded from the measurement of effectiveness.
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The following table provides information about the pre-tax income (loss) effects of cash flow hedges for the three months ended June 30, 2011:

(Amounts in millions)
Gain (loss)

recognized in OCI

Gain (loss)
reclassified into
net income (loss)

from OCI

Classification of gain
(loss) reclassified

into net income (loss)

Gain (loss)
recognized in

net income (loss) (1)

Classification of gain
(loss) recognized in

net income (loss)
Interest rate swaps hedging
assets $ 139 $ 5

Net investment
income $ 2

Net investment gains
(losses)

Interest rate swaps hedging
liabilities �  1 Interest expense �  

Net investment gains
(losses)

Inflation indexed swaps

(26) (11) 

Net investment

income �  

Net investment

gains (losses)
Foreign currency swaps

1 (4) Interest expense �  

Net investment

gains (losses)

Total $ 114 $ (9) $ 2

(1) Represents ineffective portion of cash flow hedges as there were no amounts excluded from the measurement of effectiveness.
The following table provides information about the pre-tax income (loss) effects of cash flow hedges for the six months ended June 30, 2012:

(Amounts in millions)
Gain (loss)

recognized in OCI

Gain (loss)
reclassified into
net income (loss)

from OCI

Classification of gain
(loss) reclassified

into net income (loss)

Gain (loss)
recognized in

net income (loss) (1)

Classification of gain
(loss) recognized in

net income (loss)
Interest rate swaps hedging assets

$ 143 $ 19
Net investment

income $ �  
Net investment gains

(losses)
Interest rate swaps hedging assets

�  1
Net investment gains

(losses) �  
Net investment gains

(losses)
Interest rate swaps hedging
liabilities �  1 Interest expense �  

Net investment gains
(losses)

Forward bond purchase
commitments 20 �  

Net investment
income �  

Net investment gains
(losses)

Inflation indexed swaps
(31) (9) 

Net investment
income �  

Net investment gains
(losses)

Foreign currency swaps
1 �  Interest expense �  

Net investment gains
(losses)

Total $ 133 $ 12 $ �  

Edgar Filing: GENWORTH FINANCIAL INC - Form 10-Q

Table of Contents 65



(1) Represents ineffective portion of cash flow hedges as there were no amounts excluded from the measurement of effectiveness.
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The following table provides information about the pre-tax income (loss) effects of cash flow hedges for the six months ended June 30, 2011:

(Amounts in millions)
Gain (loss)

recognized in OCI

Gain (loss)
reclassified into
net income (loss)

from OCI

Classification of gain
(loss) reclassified

into net income (loss)

Gain (loss)
recognized in

net income (loss) (1)

Classification of gain
(loss) recognized in

net income (loss)
Interest rate swaps hedging assets

$ 39 $ 10
Net investment

income $ �  
Net investment gains

(losses)
Interest rate swaps hedging
liabilities �  1 Interest expense �  

Net investment gains
(losses)

Inflation indexed swaps
(27) (21) 

Net investment
income �  

Net investment gains
(losses)

Foreign currency swaps
4 (5) Interest expense �  

Net investment gains
(losses)

Total $ 16 $ (15) $ �  

(1) Represents ineffective portion of cash flow hedges as there were no amounts excluded from the measurement of effectiveness.
The following tables provide a reconciliation of current period changes, net of applicable income taxes, for these designated derivatives
presented in the separate component of stockholders� equity labeled �derivatives qualifying as hedges,� for the periods indicated:

Three months ended
June 30,

(Amounts in millions)    2012      2011   
Derivatives qualifying as effective accounting hedges as of April 1 $ 1,680 $ 864
Current period increases (decreases) in fair value, net of deferred taxes of $(220) and $(40) 412 74
Reclassification to net (income) loss, net of deferred taxes of $(3) and $(4) (5) 5

Derivatives qualifying as effective accounting hedges as of June 30 $ 2,087 $ 943

Six months ended
June 30,

(Amounts in millions)    2012      2011   
Derivatives qualifying as effective accounting hedges as of January 1 $ 2,009 $ 924
Current period increases (decreases) in fair value, net of deferred taxes of $(43) and $(6) 90 10
Reclassification to net (income) loss, net of deferred taxes of $� and $(6) (12) 9

Derivatives qualifying as effective accounting hedges as of June 30 $ 2,087 $ 943
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The total of derivatives designated as cash flow hedges of $2,087 million, net of taxes, recorded in stockholders� equity as of June 30, 2012 is
expected to be reclassified to future net income (loss), concurrently with and primarily offsetting changes in interest expense and interest income
on floating rate instruments and interest income on future fixed rate bond purchases. Of this amount, $30 million, net of taxes, is expected to be
reclassified to net income (loss) in the next 12 months. Actual amounts may vary from this amount as a result of market conditions. All
forecasted transactions associated with qualifying cash flow hedges are expected to occur by 2045. No amounts were reclassified to net income
(loss) during the six months ended June 30, 2012 in connection with forecasted transactions that were no longer considered probable of
occurring.
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Fair Value Hedges

Certain derivative instruments are designated as fair value hedges. The changes in fair value of these instruments are recorded in net income
(loss). In addition, changes in the fair value attributable to the hedged portion of the underlying instrument are reported in net income (loss). We
designate and account for the following as fair value hedges when they have met the effectiveness requirements: (i) interest rate swaps to convert
fixed rate investments to floating rate investments; (ii) interest rate swaps to convert fixed rate liabilities into floating rate liabilities; (iii) cross
currency swaps to convert non-U.S. dollar fixed rate liabilities to floating rate U.S. dollar liabilities; and (iv) other instruments to hedge various
fair value exposures of investments.

The following table provides information about the pre-tax income (loss) effects of fair value hedges and related hedged items for the three
months ended June 30, 2012:

Derivative instrument Hedged item

(Amounts in millions)

Gain
(loss)

recognized in
net income

(loss)

Classification

of gain (losses)
recognized in net

income

(loss)

Other impacts
to net 
income
(loss)

Classification of
other impacts to

net income

(loss)

Gain
(loss)

recognized in
net income

(loss)

Classification

of gain (losses)
recognized in net

income

(loss)
Interest rate swaps hedging assets

$ 1
Net investment
gains (losses) $ (2) 

Net investment
income $ (1) 

Net investment
gains (losses)

Interest rate swaps hedging liabilities
(10) 

Net investment
gains (losses) 10 Interest credited 10

Net investment
gains (losses)

Foreign currency swaps
(6) 

Net investment
gains (losses) �  Interest credited 7

Net investment
gains (losses)

Total $ (15) $ 8 $ 16

The following table provides information about the pre-tax income (loss) effects of fair value hedges and related hedged items for the three
months ended June 30, 2011:

Derivative instrument Hedged item

(Amounts in millions)

Gain
(loss)

recognized in
net

income
(loss)

Classification

of gain (losses)

recognized in net

income

(loss)

Other impacts
to net

income
(loss)

Classification of

other impacts to

net income

(loss)

Gain
(loss)

recognized in
net

income
(loss)

Classification

of gain (losses)

recognized in net

income

(loss)
Interest rate swaps hedging assets $ 1 $ (2) $ (1) 
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Net investment
gains (losses)

Net investment
income

Net investment
gains (losses)

Interest rate swaps hedging liabilities
(7) 

Net investment
gains (losses) 17 Interest credited 7

Net investment
gains (losses)

Foreign currency swaps
11

Net investment
gains (losses) �  Interest credited (11) 

Net investment
gains (losses)

Total $ 5 $ 15 $ (5) 
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The following table provides information about the pre-tax income (loss) effects of fair value hedges and related hedged items for the six months
ended June 30, 2012:

Derivative instrument Hedged item

(Amounts in millions)

Gain
(loss)

recognized in
net

income
(loss)

Classification

of gain (losses)

recognized in net

income

(loss)

Other impacts
to net

income
(loss)

Classification of

other impacts to

net income

(loss)

Gain
(loss)

recognized in
net

income
(loss)

Classification

of gain (losses)

recognized in net

income

(loss)
Interest rate swaps hedging assets

$ 1
Net investment
gains (losses) $ (3) 

Net investment
income $ (1) 

Net investment
gains (losses)

Interest rate swaps hedging liabilities
(19) 

Net investment
gains (losses) 21 Interest credited 19

Net investment
gains (losses)

Foreign currency swaps
(3) 

Net investment
gains (losses) 1 Interest credited 3

Net investment
gains (losses)

Total $ (21) $ 19 $ 21

The following table provides information about the pre-tax income (loss) effects of fair value hedges and related hedged items for the six months
ended June 30, 2011:

Derivative instrument Hedged item

(Amounts in millions)

Gain
(loss)

recognized in
net

income
(loss)

Classification

of gain (losses)

recognized in net

income (loss)

Other impacts
to net

income
(loss)

Classification of

other impacts to

net income

(loss)

Gain
(loss)

recognized in
net

income
(loss)

Classification

of gain (losses)

recognized in net

income

(loss)
Interest rate swaps hedging assets

$ 2
Net investment
gains (losses) $ (5) 

Net investment
income $ (2) 

Net investment
gains (losses)

Interest rate swaps hedging liabilities
(29) 

Net investment
gains (losses) 37 Interest credited 29

Net investment
gains (losses)

Foreign currency swaps
11

Net investment
gains (losses) 1 Interest credited (12) 

Net investment
gains (losses)

Total $ (16) $ 33 $ 15
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The difference between the gain (loss) recognized for the derivative instrument and the hedged item presented above represents the net
ineffectiveness of the fair value hedging relationships. The other impacts presented above represent the net income (loss) effects of the
derivative instruments that are presented in the same location as the income (loss) activity from the hedged item. There were no amounts
excluded from the measurement of effectiveness.

Derivatives Not Designated As Hedges

We also enter into certain non-qualifying derivative instruments such as: (i) interest rate swaps, swaptions and financial futures to mitigate
interest rate risk as part of managing regulatory capital positions; (ii) credit default swaps to enhance yield and reproduce characteristics of
investments with similar terms and credit risk; (iii) equity index options, equity return swaps, interest rate swaps and financial futures to mitigate
the risks associated with liabilities that have guaranteed minimum benefits; (iv) interest rate swaps where the hedging relationship does not
qualify for hedge accounting; (v) credit default swaps to mitigate loss exposure to certain
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credit risk; (vi) foreign currency forward contracts to mitigate currency risk associated with future dividends and other cash flows from certain
foreign subsidiaries to our holding company; and (vii) equity index options and credit default swaps to mitigate certain macroeconomic risks
associated with certain foreign subsidiaries. Additionally, we provide GMWBs on certain variable annuities that are required to be bifurcated as
embedded derivatives. We also offer fixed index annuity products and have reinsurance agreements with certain features that are required to be
bifurcated as embedded derivatives.

We also have derivatives related to securitization entities where we were required to consolidate the related securitization entity as a result of our
involvement in the structure. The counterparties for these derivatives typically only have recourse to the securitization entity. The interest rate
swaps used for these entities are typically used to effectively convert the interest payments on the assets of the securitization entity to the same
basis as the interest rate on the borrowings issued by the securitization entity. Credit default swaps are utilized in certain securitization entities to
enhance the yield payable on the borrowings issued by the securitization entity and also include a settlement feature that allows the securitization
entity to provide the par value of assets in the securitization entity for the amount of any losses incurred under the credit default swap.

The following table provides the pre-tax gain (loss) recognized in net income (loss) for the effects of derivatives not designated as hedges for the
periods indicated:

(Amounts in millions)

Three months ended June 30, Classification of gain (loss) recognized

in net income (loss)    2012        2011    
Interest rate swaps $ 16 $ 2 Net investment gains (losses)
Interest rate swaps related to securitization entities (5) (4) Net investment gains (losses)
Credit default swaps (19) �  Net investment gains (losses)
Credit default swaps related to securitization entities (8) (4) Net investment gains (losses)
Equity index options 6 (9) Net investment gains (losses)
Financial futures 73 34 Net investment gains (losses)
Equity return swaps 11 (6) Net investment gains (losses)
Other foreign currency contracts �  (4) Net investment gains (losses)
Reinsurance embedded derivatives 17 (1) Net investment gains (losses)
GMWB embedded derivatives (150) (33) Net investment gains (losses)
Fixed index annuity embedded derivatives 1 �  Net investment gains (losses)

Total derivatives not designated as hedges $ (58) $ (25) 
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The following table provides the pre-tax gain (loss) recognized in net income (loss) for the effects of derivatives not designated as hedges for the
periods indicated:

Six months ended June 30, Classification of gain (loss) recognized

in net income (loss)(Amounts in millions)     2012        2011    
Interest rate swaps $ 17 $ 4 Net investment gains (losses)
Interest rate swaps related to securitization entities (3) (3) Net investment gains (losses)
Credit default swaps 22 3 Net investment gains (losses)
Credit default swaps related to securitization entities 23 5 Net investment gains (losses)
Equity index options (29) (28) Net investment gains (losses)
Financial futures (39) (5) Net investment gains (losses)
Equity return swaps (14) (10) Net investment gains (losses)
Other foreign currency contracts (17) (13) Net investment gains (losses)
Reinsurance embedded derivatives 5 (1) Net investment gains (losses)
GMWB embedded derivatives 53 26 Net investment gains (losses)
Fixed index annuity embedded derivatives (1) �  Net investment gains (losses)

Total derivatives not designated as hedges $ 17 $ (22) 

Derivative Counterparty Credit Risk

As of June 30, 2012 and December 31, 2011, net fair value assets by counterparty totaled $1,106 million and $1,027 million, respectively. As of
June 30, 2012 and December 31, 2011, net fair value liabilities by counterparty totaled $246 million and $240 million, respectively. As of
June 30, 2012 and December 31, 2011, we retained collateral of $1,219 million and $1,023 million, respectively, related to these agreements,
including over collateralization of $150 million and $50 million, respectively, from certain counterparties. As of June 30, 2012 and
December 31, 2011, we posted $58 million and $28 million, respectively, of collateral to derivative counterparties, including over
collateralization of $2 million and $11 million, respectively. For derivatives related to securitization entities, there are no arrangements that
require either party to provide collateral and the recourse of the derivative counterparty is typically limited to the assets held by the securitization
entity and there is no recourse to any entity other than the securitization entity.

Except for derivatives related to securitization entities, all of our master swap agreements contain credit downgrade provisions that allow either
party to assign or terminate derivative transactions if the other party�s long-term unsecured debt rating or financial strength rating is below the
limit defined in the applicable agreement. If the downgrade provisions had been triggered as of June 30, 2012 and December 31, 2011, we could
have been allowed to claim up to $37 million and $54 million, respectively, from counterparties and required to disburse up to $6 million and
$18 million, respectively. This represented the net fair value of gains and losses by counterparty, less available collateral held, and did not
include any fair value gains or losses for derivatives related to securitization entities.

Credit Derivatives

We sell protection under single name credit default swaps and credit default swap index tranches in combination with purchasing securities to
replicate characteristics of similar investments based on the credit quality and term of the credit default swap. Credit default triggers for both
indexed reference entities and single name reference entities follow the Credit Derivatives Physical Settlement Matrix published by the
International
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Swaps and Derivatives Association. Under these terms, credit default triggers are defined as bankruptcy, failure to pay or restructuring, if
applicable. Our maximum exposure to credit loss equals the notional value for credit default swaps. In the event of default for credit default
swaps, we are typically required to pay the protection holder the full notional value less a recovery rate determined at auction.

In addition to the credit derivatives discussed above, we also have credit derivative instruments related to securitization entities that we
consolidated in 2010. These derivatives represent a customized index of reference entities with specified attachment points for certain
derivatives. The credit default triggers are similar to those described above. In the event of default, the securitization entity will provide the
counterparty with the par value of assets held in the securitization entity for the amount of incurred loss on the credit default swap. The
maximum exposure to loss for the securitization entity is the notional value of the derivatives. Certain losses on these credit default swaps would
be absorbed by the third-party noteholders of the securitization entity and the remaining losses on the credit default swaps would be absorbed by
our portion of the notes issued by the securitization entity.

The following table sets forth our credit default swaps where we sell protection on single name reference entities and the fair values as of the
dates indicated:

June 30, 2012 December 31, 2011

(Amounts in millions)
Notional

value Assets Liabilities
Notional

value Assets Liabilities
Reference entity credit rating and maturity:
AAA
Matures after one year through five years $ 5 $ �  $ �  $ 5 $ �  $ �  
AA
Matures after one year through five years 6 �  �  6 �  �  
Matures after five years through ten years 5 �  �  5 �  �  
A
Matures after one year through five years 37 �  �  37 �  �  
Matures after five years through ten years 10 �  �  10 �  1
BBB
Matures after one year through five years 68 1 �  68 1 �  
Matures after five years through ten years 24 �  1 24 �  1

Total credit default swaps on single name reference entities $ 155 $ 1 $ 1 $ 155 $ 1 $ 2
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The following table sets forth our credit default swaps where we sell protection on credit default swap index tranches and the fair values as of
the dates indicated:

June 30, 2012 December 31, 2011

(Amounts in millions)
Notional

value Assets Liabilities
Notional

value Assets Liabilities
Original index tranche attachment/detachment point and maturity:
7% �15% matures after one year through five years (1) $ 100 $ �  $ 4 $ �  $ �  $ �  
9% �12% matures after one year through five years (2) 300 �  16 300 �  27
10% � 15% matures after one year through five years (3) 250 2 �  250 �  �  
12% � 22% matures after five years through ten years (4) 148 �  16 248 �  28
15% � 30% matures after five years through ten years (5) 127 �  1 127 �  2

Total credit default swap index tranches 925 2 37 925 �  57

Customized credit default swap index tranches related to securitization
entities:
Portion backing third-party borrowings maturing
2017 (6) 12 �  5 14 �  7
Portion backing our interest maturing 2017 (7) 300 �  149 300 �  170

Total customized credit default swap index tranches related to securitization
entities 312 �  154 314 �  177

Total credit default swaps on index tranches $ 1,237 $ 2 $ 191 $ 1,239 $ �  $ 234

(1) The current attachment/detachment as of June 30, 2012 was 7% � 15%.
(2) The current attachment/detachment as of June 30, 2012 and December 31, 2011 was 9% � 12%.
(3) The current attachment/detachment as of June 30, 2012 and December 31, 2011 was 10% � 15%.
(4) The current attachment/detachment as of June 30, 2012 and December 31, 2011 was 12% � 22%.
(5) The current attachment/detachment as of June 30, 2012 and December 31, 2011 was 14.8% � 30.3%.
(6) Original notional value was $39 million.
(7) Original notional value was $300 million.
(6) Fair Value of Financial Instruments

Assets and liabilities that are reflected in the accompanying consolidated financial statements at fair value are not included in the following
disclosure of fair value. Such items include cash and cash equivalents, investment securities, separate accounts, securities held as collateral and
derivative instruments. Other financial assets and liabilities�those not carried at fair value�are discussed below. Apart from certain of our
borrowings and certain marketable securities, few of the instruments discussed below are actively traded and their fair values must often be
determined using models. The fair value estimates are made at a specific point in time, based upon available market information and judgments
about the financial instruments, including estimates of the timing and amount of expected future cash flows and the credit standing of
counterparties. Such estimates do not reflect any premium or discount that could result from offering for sale at one time our entire holdings of a
particular financial instrument, nor do they consider the tax impact of the realization of unrealized gains or losses. In many cases, the fair value
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The basis on which we estimate fair value is as follows:

Commercial mortgage loans. Based on recent transactions and/or discounted future cash flows, using current market rates. Given the limited
availability of data related to transactions for similar instruments, we typically classify these loans as Level 3.

Restricted commercial mortgage loans. Based on recent transactions and/or discounted future cash flows, using current market rates. Given the
limited availability of data related to transactions for similar instruments, we typically classify these loans as Level 3.

Other invested assets. Based on comparable market transactions, discounted future cash flows, quoted market prices and/or estimates using the
most recent data available for the related instrument. Primarily represents short-term investments and limited partnerships accounted for under
the cost method. The fair value of short-term investments typically does not include significant unobservable inputs and approximate our
amortized cost basis. As a result, short-term investments are classified as Level 2. Cost method limited partnerships typically include significant
unobservable inputs as a result of being relatively illiquid with limited market activity for similar instruments and are classified as Level 3.

Long-term borrowings. We utilize available market data when determining fair value of long-term borrowings issued in the U.S. and Canada,
which includes data on recent trades for the same or similar financial instruments. Accordingly, these instruments are classified as Level 2
measurements. In cases where market data is not available such as our Australian borrowings, we use broker quotes for which we consider the
valuation methodology utilized by the third party, but the valuation typically includes significant unobservable inputs. Accordingly, we classify
these borrowings where fair value is based on our consideration of broker quotes as Level 3 measurements.

Non-recourse funding obligations. We use an internal model to determine fair value using the current floating rate coupon and expected life/final
maturity of the instrument discounted using the floating rate index and current market spread assumption, which is estimated based on recent
transactions for these instruments or similar instruments as well as other market information or broker provided data. Given these instruments
are private and very little market activity exists, our current market spread assumption is considered to have significant unobservable inputs in
calculating fair value and, therefore, results in the fair value of these instruments being classified as Level 3.

Borrowings related to securitization entities. Based on market quotes or comparable market transactions. Some of these borrowings are publicly
traded debt securities and are classified as Level 2. Certain borrowings are not publicly traded and are classified as Level 3.

Investment contracts. Based on expected future cash flows, discounted at current market rates for annuity contracts or institutional products.
Given the significant unobservable inputs associated with policyholder behavior and current market rate assumptions used to discount the
expected future cash flows, we classify these instruments as Level 3 except for certain funding agreement-backed notes that are traded in the
marketplace as a security and are classified as Level 2.
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The following represents our estimated fair value of financial assets and liabilities that are not required to be carried at fair value as of the dates
indicated:

June 30, 2012
Notional
amount

Carrying
amount

Fair value
(Amounts in millions) Level 1 Level 2 Level 3 Total
Assets:
Commercial mortgage loans $ (1) $ 5,875 $ �  $ �  $ 6,396 $ 6,396
Restricted commercial mortgage loans (1) 382 �  �  435 435
Other invested assets (1) 399 �  277 134 411
Liabilities:
Long-term borrowings (2)

(1) 4,865 �  4,480 140 4,620
Non-recourse funding obligations (2)

(1) 2,598 �  �  1,761 1,761
Borrowings related to securitization entities

(1) 318 �  269 80 349
Investment contracts

(1) 18,424 �  1,024 18,322 19,346
Other firm commitments:
Commitments to fund limited partnerships 59 �  �  �  �  �  
Ordinary course of business lending commitments 45 �  �  �  �  �  

December 31, 2011
Notional
amount

Carrying
amount

Fair value

(Amounts in millions) Level 1 Level 2 Level 3 Total
Assets:
Commercial mortgage loans $ (1) $ 6,092 $ �  $ �  $ 6,500 $ 6,500
Restricted commercial mortgage loans

(1) 411 �  �  461 461
Other invested assets

(1) 786 �  658 137 795
Liabilities:
Long-term borrowings (2)

(1) 4,726 �  4,214 139 4,353
Non-recourse funding obligations (2)

(1) 3,256 �  �  2,160 2,160
Borrowings related to securitization entities

(1) 348 �  287 88 375
Investment contracts

(1) 18,880 �  1,356 18,325 19,681
Other firm commitments:
Commitments to fund limited partnerships 78 �  �  �  �  �  
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Ordinary course of business lending commitments 9 �  �  �  �  �  

(1) These financial instruments do not have notional amounts.
(2) See note 8 for additional information related to borrowings.
Recurring Fair Value Measurements

We have fixed maturity, equity and trading securities, derivatives, embedded derivatives, securities held as collateral, separate account assets
and certain other financial instruments, which are carried at fair value. Below is a description of the valuation techniques and inputs used to
determine fair value by class of instrument.
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Fixed maturity, equity and trading securities

The valuations of fixed maturity, equity and trading securities are determined using a market approach, income approach or a combination of the
market and income approach depending on the type of instrument and availability of information.

We utilize certain third-party data providers when determining fair value. We consider information obtained from third-party pricing services
(�pricing services�) as well as third-party broker provided prices, or broker quotes, in our determination of fair value. Additionally, we utilize
internal models to determine the valuation of securities using an income approach where the inputs are based on third-party provided market
inputs. While we consider the valuations provided by pricing services and broker quotes, management determines the fair value of our
investment securities after considering all relevant and available information. We also use various methods to obtain an understanding of the
valuation methodologies and procedures used by third-party data providers to ensure sufficient understanding to evaluate the valuation data
received, including an understanding of the assumptions and inputs utilized to determine the appropriate fair value. Additionally, we evaluate
significant changes in fair value each month to further aide in our review of the accuracy our fair value measurements and understanding of
changes in fair value, where more detailed reviews are performed by the asset managers responsible for the related asset class associated with
the security being reviewed.

In general, we first obtain valuations from pricing services. If a price is not supplied by a pricing service, we will typically seek a broker quote.
For certain private fixed maturity securities where we do not obtain valuations from pricing services, we utilize an internal model to determine
fair value since transactions for identical securities are not readily observable and these securities are not typically valued by pricing services.
For all securities, excluding certain private fixed maturity securities, if neither a pricing service nor broker quotes valuation is available, we
determine fair value using internal models.

For pricing services, we obtain an understanding of the pricing methodologies and procedures for each type of instrument. In general, a pricing
service does not provide a price for a security if sufficient information is not readily available to determine fair value or if such security is not in
the specific sector or class covered by a particular pricing service. Given our understanding of the pricing methodologies and procedures of
pricing services, the securities valued by pricing services are typically classified as Level 2 unless we determine the valuation process for a
security or group of securities utilizes significant unobservable inputs, which would result in the valuation being classified as Level 3.

For private fixed maturity securities, we utilize an internal model to determine fair value and utilize public bond spreads by sector, rating and
maturity to develop the market rate that would be utilized for a similar public bond. We then add an additional premium, which represents an
unobservable input, to the public bond spread to adjust for the liquidity and other features of our private placements. We utilize the estimated
market yield to discount the expected cash flows of the security to determine fair value. In certain instances, we utilize price caps for securities
where the estimated market yield results in a valuation that may exceed the amount that would be received in a market transaction. We assign
each security an internal rating to determine the appropriate public bond spread that should be utilized in the valuation. While we generally
consider the public bond spreads by sector and maturity to be observable inputs, we evaluate the similarities of our private placement with the
public bonds, any price caps utilized and whether external ratings are available for our private placement to determine whether the spreads
utilized would be considered observable inputs. During the second quarter of 2012, we began classifying private securities without an external
rating as Level 3. In general, increases (decreases) in credit spreads will decrease (increase) the fair value for our fixed maturity securities. To
determine the significance of unobservable inputs, we calculate the impact on the valuation from the unobservable input and will classify a
security as Level 3 when the impact on the valuation exceeds 10%.
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For broker quotes, we consider the valuation methodology utilized by the third party, but the valuation typically includes significant
unobservable inputs. Accordingly, we classify the securities where fair value is based on our consideration of broker quotes as Level 3
measurements.

For remaining securities priced using internal models, we maximize the use of observable inputs but typically utilize significant unobservable
inputs to determine fair value. Accordingly, the valuations are typically classified as Level 3.
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The following tables summarize the primary sources of data considered when determining fair value of each class of fixed maturity securities as
of the dates indicated:

June 30, 2012
(Amounts in millions) Total Level 1 Level 2 Level 3
U.S. government, agencies and government-sponsored enterprises:
Pricing services $ 4,975 $ �  $ 4,975 $ �  
Internal models 10 �  �  10

Total U.S. government, agencies and government-sponsored enterprises 4,985 �  4,975 10

Tax-exempt:
Pricing services 310 �  310 �  

Total tax-exempt 310 �  310 �  

Government�non-U.S.:
Pricing services 2,496 �  2,496 �  
Internal models 9 �  �  9

Total government�non-U.S. 2,505 �  2,496 9

U.S. corporate:
Pricing services 22,553 �  22,553 �  
Broker quotes 249 �  �  249
Internal models 2,743 �  143 2,600

Total U.S. corporate 25,545 �  22,696 2,849

Corporate�non-U.S.:
Pricing services 12,572 �  12,572 �  
Broker quotes 77 �  �  77
Internal models 1,936 �  149 1,787

Total corporate�non-U.S. 14,585 �  12,721 1,864

Residential mortgage-backed:
Pricing services 5,856 �  5,856 �  
Broker quotes 63 �  �  63
Internal models 57 �  �  57

Total residential mortgage-backed 5,976 �  5,856 120

Commercial mortgage-backed:
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Pricing services 3,229 �  3,229 �  
Broker quotes 15 �  �  15
Internal models 24 �  6 18

Total commercial mortgage-backed 3,268 �  3,235 33

Other asset-backed:
Pricing services 2,014 �  2,014 �  
Broker quotes 586 �  �  586
Internal models 17 �  6 11

Total other asset-backed 2,617 �  2,020 597

Total fixed maturity securities $ 59,791 $ �  $ 54,309 $ 5,482
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December 31, 2011
(Amounts in millions) Total Level 1 Level 2 Level 3
U.S. government, agencies and government-sponsored enterprises:
Pricing services $ 4,850 $ �  $ 4,850 $ �  
Internal models 13 �  �  13

Total U.S. government, agencies and government-sponsored enterprises 4,863 �  4,850 13

Tax-exempt:
Pricing services 503 �  503 �  

Total tax-exempt 503 �  503 �  

Government�non-U.S.:
Pricing services 2,201 �  2,201 �  
Internal models 10 �  �  10

Total government�non-U.S. 2,211 �  2,201 10

U.S. corporate:
Pricing services 22,168 �  22,168 �  
Broker quotes 250 �  �  250
Internal models 2,840 �  579 2,261

Total U.S. corporate 25,258 �  22,747 2,511

Corporate�non-U.S.:
Pricing services 11,925 �  11,925 �  
Broker quotes 78 �  �  78
Internal models 1,754 �  548 1,206

Total corporate�non-U.S. 13,757 �  12,473 1,284

Residential mortgage-backed:
Pricing services 5,600 �  5,600 �  
Broker quotes 36 �  �  36
Internal models 59 �  �  59

Total residential mortgage-backed 5,695 �  5,600 95

Commercial mortgage-backed:
Pricing services 3,361 �  3,361 �  
Broker quotes 15 �  �  15
Internal models 24 �  �  24

Total commercial mortgage-backed 3,400 �  3,361 39
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Other asset-backed:
Pricing services 2,328 �  2,328 �  
Broker quotes 271 �  �  271
Internal models 9 �  9 �  

Total other asset-backed 2,608 �  2,337 271

Total fixed maturity securities $ 58,295 $ �  $ 54,072 $ 4,223
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The following tables summarize the primary sources of data considered when determining fair value of equity securities as of the dates
indicated:

June 30, 2012
(Amounts in millions) Total Level 1 Level 2 Level 3
Pricing services $ 335 $ 333 $ 2 $ �  
Broker quotes 3 �  �  3
Internal models 93 �  �  93

Total equity securities $ 431 $ 333 $ 2 $ 96

December 31, 2011
(Amounts in millions) Total Level 1 Level 2 Level 3
Pricing services $ 263 $ 261 $ 2 $ �  
Broker quotes 6 �  �  6
Internal models 92 �  �  92

Total equity securities $ 361 $ 261 $ 2 $ 98

The following tables summarize the primary sources of data considered when determining fair value of trading securities as of the dates
indicated:

June 30, 2012
(Amounts in millions) Total Level 1 Level 2 Level 3
Pricing services $ 468 $ �  $ 468 $ �  
Broker quotes 284 �  �  284

Total trading securities $ 752 $ �  $ 468 $ 284

December 31, 2011
(Amounts in millions) Total Level 1 Level 2 Level 3
Pricing services $ 524 $ �  $ 524 $ �  
Broker quotes 264 �  �  264

Total trading securities $ 788 $ �  $ 524 $ 264

Restricted other invested assets related to securitization entities
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We have trading securities related to securitization entities that are classified as restricted other invested assets and are carried at fair value. The
trading securities represent asset-backed securities. The valuation for trading securities is determined using a market approach and/or an income
approach depending on the availability of information. For certain highly rated asset-backed securities, there is observable market information
for transactions of the same or similar instruments, which is provided to us by a third-party pricing service and is classified as Level 2. For
certain securities that are not actively traded, we determine fair value after considering third-party broker provided prices or discounted expected
cash flows using current yields for similar securities and classify these valuations as Level 3.
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Securities lending and derivative counterparty collateral

The fair value of securities held as collateral is primarily based on Level 2 inputs from market information for the collateral that is held on our
behalf by the custodian. We determine fair value after considering prices obtained by third-party pricing services.

Contingent consideration

We have certain contingent purchase price payments and receivables related to acquisitions and sales that are recorded at fair value each period.
Fair value is determined using an income approach whereby we project the expected performance of the business and compare our projections of
the relevant performance metric to the thresholds established in the purchase or sale agreement to determine our expected payments or receipts.
We then discount these expected amounts to calculate the fair value as of the valuation date. We evaluate the underlying projections used in
determining fair value each period and update these underlying projections when there have been significant changes in our expectations of the
future business performance. The inputs used to determine the discount rate and expected payments or receipts are primarily based on significant
unobservable inputs and result in the fair value of the contingent consideration being classified as Level 3. An increase in the discount rate or a
decrease in expected payments or receipts will result in a decrease in the fair value of contingent consideration.

Separate account assets

The fair value of separate account assets is based on the quoted prices of the underlying fund investments and, therefore, represents Level 1
pricing.

Derivatives

We consider counterparty collateral arrangements and rights of set-off when evaluating our net credit risk exposure to our derivative
counterparties. Accordingly, we are permitted to include consideration of these arrangements when determining whether any incremental
adjustment should be made for both the counterparty�s and our non-performance risk in measuring fair value for our derivative instruments. As a
result of these counterparty arrangements, we determined that any adjustment for credit risk would not be material and we do not record any
incremental adjustment for our non-performance risk or the non-performance risk of the derivative counterparty for our derivative assets or
liabilities. We determine fair value for our derivatives using an income approach using internal models based on relevant market inputs for each
derivative instrument. We also compare the fair value determined using our internal model to the valuations provided by our derivative
counterparties with any significant differences or changes in valuation being evaluated further by our derivatives professionals that are familiar
with the instrument and market inputs used in the valuation.

Interest rate swaps. The valuation of interest rate swaps is determined using an income approach. The primary input into the valuation represents
the forward interest rate swap curve, which is generally considered an observable input, and results in the derivative being classified as Level 2.
For certain interest rate swaps, the inputs into the valuation also include the total returns of certain bonds that would primarily be considered an
observable input and result in the derivative being classified as Level 2. For certain other swaps, there are features that provide an option to the
counterparty to terminate the swap at specified dates. The interest rate volatility input used to value these options would be considered a
significant unobservable input and results in the fair value measurement of the derivative being classified as Level 3. These options to terminate
the swap by the counterparty are based on forward interest rate swap curves and volatility. As interest rate volatility increases, our valuation of
the derivative changes unfavorably.
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Interest rate swaps related to securitization entities. The valuation of interest rate swaps related to securitization entities is determined using an
income approach. The primary input into the valuation represents the forward interest rate swap curve, which is generally considered an
observable input, and results in the derivative being classified as Level 2.

Inflation indexed swaps. The valuation of inflation indexed swaps is determined using an income approach. The primary inputs into the
valuation represent the forward interest rate swap curve, the current consumer price index and the forward consumer price index curve, which
are generally considered observable inputs, and results in the derivative being classified as Level 2.

Foreign currency swaps. The valuation of foreign currency swaps is determined using an income approach. The primary inputs into the
valuation represent the forward interest rate swap curve and foreign currency exchange rates, both of which are considered an observable input,
and results in the derivative being classified as Level 2.

Credit default swaps. We have both single name credit default swaps and index tranche credit default swaps. For single name credit default
swaps, we utilize an income approach to determine fair value based on using current market information for the credit spreads of the reference
entity, which is considered observable inputs based on the reference entities of our derivatives and results in these derivatives being classified as
Level 2. For index tranche credit default swaps, we utilize an income approach that utilizes current market information related to credit spreads
and expected defaults and losses associated with the reference entities that comprise the respective index associated with each derivative. There
are significant unobservable inputs associated with the timing and amount of losses from the reference entities as well as the timing or amount of
losses, if any, that will be absorbed by our tranche. Accordingly, the index tranche credit default swaps are classified as Level 3. As credit
spreads widen for the underlying issuers comprising the index, the change in our valuation of these credit default swaps will be unfavorable.

Credit default swaps related to securitization entities. Credit default swaps related to securitization entities represent customized index tranche
credit default swaps and are valued using a similar methodology as described above for index tranche credit default swaps. We determine fair
value of these credit default swaps after considering both the valuation methodology described above as well as the valuation provided by the
derivative counterparty. In addition to the valuation methodology and inputs described for index tranche credit default swaps, these customized
credit default swaps contain a feature that permits the securitization entity to provide the par value of underlying assets in the securitization
entity to settle any losses under the credit default swap. The valuation of this settlement feature is dependent upon the valuation of the
underlying assets and the timing and amount of any expected loss on the credit default swap, which is considered a significant unobservable
input. Accordingly, these customized index tranche credit default swaps related to securitization entities are classified as Level 3. As credit
spreads widen for the underlying issuers comprising the customized index, the change in our valuation of these credit default swaps will be
unfavorable.

Equity index options. We have equity index options associated with various equity indices. The valuation of equity index options is determined
using an income approach. The primary inputs into the valuation represent forward interest rate volatility and time value component associated
with the optionality in the derivative, which are considered significant unobservable inputs in most instances. The equity index volatility surface
is determined based on market information that is not readily observable and is developed based upon inputs received from several third-party
sources. Accordingly, these options are classified as Level 3. As equity index volatility increases, our valuation of these options changes
favorably.
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Financial futures. The fair value of financial futures is based on the closing exchange prices. Accordingly, these financial futures are classified
as Level 1. The period end valuation is zero as a result of settling the margins on these contracts on a daily basis.

Equity return swaps. The valuation of equity return swaps is determined using an income approach. The primary inputs into the valuation
represent the forward interest rate swap curve and underlying equity index values, which are generally considered observable inputs, and results
in the derivative being classified as Level 2.

Forward bond purchase commitments. The valuation of forward bond purchase commitments is determined using an income approach. The
primary input into the valuation represents the current bond prices and interest rates, which are generally considered an observable input, and
results in the derivative being classified as Level 2.

Other foreign currency contracts. We have certain foreign currency options classified as other foreign currency contracts. The valuation of
foreign currency options is determined using an income approach. The primary inputs into the valuation represent the forward interest rate swap
curve, foreign currency exchange rates, forward interest rate, foreign currency exchange rate volatility, foreign equity index volatility and time
value component associated with the optionality in the derivative. As a result of the significant unobservable inputs associated with the forward
interest rate, foreign currency exchange rate volatility and foreign equity index volatility inputs, the derivative is classified as Level 3. As foreign
currency exchange rate volatility and foreign equity index volatility increases, the change in our valuation of these options will be favorable. We
also have foreign currency forward contracts where the valuation is determined using an income approach. The primary inputs into the valuation
represent the forward foreign currency exchange rates, which are generally considered observable inputs and results in the derivative being
classified as Level 2.

Reinsurance embedded derivatives

We have certain reinsurance agreements that result in a reinsurance counterparty holding assets for our benefit where this feature is considered
an embedded derivative requiring bifurcation. As a result, we measure the embedded derivatives at fair value with changes in fair value being
recorded in income (loss). Fair value is determined by comparing the fair value and cost basis of the underlying assets. The underlying assets are
primarily comprised of highly rated investments and result in the fair value of the embedded derivatives being classified as Level 2.

GMWB embedded derivatives

We are required to bifurcate an embedded derivative for certain features associated with annuity products and related reinsurance agreements
where we provide a GMWB to the policyholder and are required to record the GMWB embedded derivative at fair value. The valuation of our
GMWB embedded derivative is based on an income approach that incorporates inputs such as forward interest rates, equity index volatility,
equity index and fund correlation, and policyholder assumptions such as utilization, lapse and mortality. In addition to these inputs, we also
consider risk and expense margins when determining the projected cash flows that would be determined by another market participant. While
the risk and expense margins are considered in determining fair value, these inputs do not have a significant impact on the valuation. We
determine fair value using an internal model based on the various inputs noted above. The resulting fair value measurement from the model is
reviewed by the product actuarial, risk and finance professionals each reporting period with changes in fair value also being compared to
changes in derivatives and other instruments used to mitigate changes in fair value from certain market risks, such as equity index volatility and
interest rates.
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For GMWB liabilities, non-performance risk is integrated into the discount rate. Our discount rate used to determine fair value of our GMWB
liabilities includes market credit spreads above U.S. Treasury rates to reflect an adjustment for the non-performance risk of the GMWB
liabilities. As of June 30, 2012 and December 31, 2011, the impact of non-performance risk resulted in a lower fair value of our GMWB
liabilities of $106 million and $109 million, respectively.

To determine the appropriate discount rate to reflect the non-performance risk of the GMWB liabilities, we evaluate the non-performance risk in
our liabilities based on a hypothetical exit market transaction as there is no exit market for these types of liabilities. A hypothetical exit market
can be viewed as a hypothetical transfer of the liability to another similarly rated insurance company which would closely resemble a
reinsurance transaction. Another hypothetical exit market transaction can be viewed as a hypothetical transaction from the perspective of the
GMWB policyholder. In determining the appropriate discount rate to incorporate non-performance risk of the GMWB liabilities, we also
considered the impacts of state guarantees embedded in the related insurance product as a form of inseparable third-party guarantee. We believe
that a hypothetical exit market participant would use a similar discount rate as described above to value the liabilities.

For equity index volatility, we determine the projected equity market volatility using both historical volatility and projected equity market
volatility with more significance being placed on projected near-term volatility and recent historical data. Given the different attributes and
market characteristics of GMWB liabilities compared to equity index options in the derivative market, the equity index volatility assumption for
GMWB liabilities may be different from the volatility assumption for equity index options, especially for the longer dated points on the curve.

Equity index and fund correlations are determined based on historical price observations for the fund and equity index.

For policyholder assumptions, we use our expected lapse, mortality and utilization assumptions and update these assumptions for our actual
experience, as necessary. For our lapse assumption, we adjust our base lapse assumption by policy based on a combination of the policyholder�s
current account value and GMWB benefit.

We classify the GMWB valuation as Level 3 based on having significant unobservable inputs, with equity index volatility and non-performance
risk being considered the more significant unobservable inputs. As equity index volatility increases, the fair value of the GMWB liabilities will
increase. Any increase in non-performance risk would increase the discount rate and would decrease the fair value of the GMWB liability.
Additionally, we consider lapse and utilization assumptions to be significant unobservable inputs. An increase in our lapse assumption would
decrease the fair value of the GMWB liability, whereas an increase in our utilization rate would increase the fair value.

We evaluate the inputs and methodologies used to determine fair value based on how we expect a market participant would determine exit value.
As stated above, there is no exit market or market participants for the GMWB embedded derivatives. Accordingly, we evaluate our inputs and
resulting fair value based on a hypothetical exit market and hypothetical market participants. A hypothetical exit market could be viewed as a
transaction that would closely resemble reinsurance. While reinsurance transactions for this type of product are not an observable input, we
consider this type of hypothetical exit market, as appropriate, when evaluating our inputs and determining that our inputs are consistent with that
of a hypothetical market participant.
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Fixed index annuity embedded derivatives

We offer fixed indexed annuity products where interest is credited to the policyholder�s account balance based on equity index changes. This
feature is required to be bifurcated as an embedded derivative and recorded at fair value. Fair value is determined using an income approach
where the present value of the excess cash flows above the guaranteed cash flows is used to determine the value attributed to the equity index
feature. The inputs used in determining the fair value include policyholder behavior (lapses and withdrawals), near-term equity index volatility,
expected future interest credited, forward interest rates and an adjustment to the discount rate to incorporate nonperformance risk and risk
margins. As a result of our assumptions for policyholder behavior and expected future interest credited being considered significant
unobservable inputs, we classify these instruments as Level 3. As lapses and withdrawals increase, the value of our embedded derivative liability
will decrease. As expected future interest credited decreases, the value of our embedded derivative liability will decrease.

Borrowings related to securitization entities

We record certain borrowings related to securitization entities at fair value. The fair value of these borrowings is determined using either a
market approach or income approach, depending on the instrument and availability of market information. Given the unique characteristics of
the securitization entities that issued these borrowings as well as the lack of comparable instruments, we determine fair value considering the
valuation of the underlying assets held by the securitization entities and any derivatives, as well as any unique characteristics of the borrowings
that may impact the valuation. After considering all relevant inputs, we determine fair value of the borrowings using the net valuation of the
underlying assets and derivatives that are backing the borrowings. Accordingly, these instruments are classified as Level 3. Increases in the
valuation of the underlying assets or decreases in the derivative liabilities will result in an increase in the fair value of these borrowings.
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The following tables set forth our assets and liabilities by class of instrument that are measured at fair value on a recurring basis as of the dates indicated:

June 30, 2012
(Amounts in millions) Total Level 1 Level 2 Level 3
Assets
Investments:
Fixed maturity securities:
U.S. government, agencies and government-sponsored enterprises $ 4,985 $ �  $ 4,975 $ 10
Tax-exempt 310 �  310 �  
Government�non-U.S. 2,505 �  2,496 9
U.S. corporate 25,545 �  22,696 2,849
Corporate�non-U.S. 14,585 �  12,721 1,864
Residential mortgage-backed 5,976 �  5,856 120
Commercial mortgage-backed 3,268 �  3,235 33
Other asset-backed 2,617 �  2,020 597

Total fixed maturity securities 59,791 �  54,309 5,482

Equity securities 431 333 2 96

Other invested assets:
Trading securities 752 �  468 284
Derivative assets:
Interest rate swaps 1,465 �  1,462 3
Foreign currency swaps 32 �  32 �  
Credit default swaps 3 �  1 2
Equity index options 27 �  �  27
Equity return swaps 5 �  5 �  
Forward bond purchase commitments 67 �  67 �  

Total derivative assets 1,599 �  1,567 32

Securities lending collateral 175 �  175 �  
Derivatives counterparty collateral 758 �  758 �  

Total other invested assets 3,284 �  2,968 316

Restricted other invested assets related to securitization entities 392 �  200 192
Other assets:
Reinsurance embedded derivatives (1) 34 �  34 �  
Contingent receivable 17 �  �  17

Total other assets 51 �  34 17

Reinsurance recoverable (2) 15 �  �  15
Separate account assets 10,033 10,033 �  �  

Total assets $ 73,997 $ 10,366 $ 57,513 $ 6,118
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Liabilities
Policyholder account balances:
GMWB embedded derivatives (3) $ 453 $ �  $ �  $ 453
Fixed index annuity embedded derivatives (4) 10 �  �  10

Total policyholder account balances 463 �  �  463

Other liabilities:
Contingent purchase price 31 �  �  31
Derivative liabilities:
Interest rate swaps 437 �  437 �  
Interest rate swaps related to securitization entities 29 �  29 �  
Inflation indexed swaps 74 �  74 �  
Credit default swaps 38 �  1 37
Credit default swaps related to securitization entities 155 �  �  155
Equity return swaps 2 �  2 �  
Other foreign currency contracts 4 �  4 �  

Total derivative liabilities 739 �  547 192

Total other liabilities 770 �  547 223

Borrowings related to securitization entities 57 �  �  57

Total liabilities $ 1,290 $ �  $ 547 $ 743

(1) Represents embedded derivatives associated with certain reinsurance agreements.
(2) Represents embedded derivatives associated with the reinsured portion of our GMWB liabilities.
(3) Represents embedded derivatives associated with our GMWB liabilities, excluding the impact of reinsurance.
(4) Represents the embedded derivatives associated with our fixed index annuity liabilities.
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December 31, 2011
(Amounts in millions) Total Level 1 Level 2 Level 3
Assets
Investments:
Fixed maturity securities:
U.S. government, agencies and government-sponsored enterprises $ 4,863 $ �  $ 4,850 $ 13
Tax-exempt 503 �  503 �  
Government�non-U.S. 2,211 �  2,201 10
U.S. corporate 25,258 �  22,747 2,511
Corporate�non-U.S. 13,757 �  12,473 1,284
Residential mortgage-backed 5,695 �  5,600 95
Commercial mortgage-backed 3,400 �  3,361 39
Other asset-backed 2,608 �  2,337 271

Total fixed maturity securities 58,295 �  54,072 4,223

Equity securities 361 261 2 98

Other invested assets:
Trading securities 788 �  524 264
Derivative assets:
Interest rate swaps 1,350 �  1,345 5
Foreign currency swaps 32 �  32 �  
Credit default swaps 1 �  1 �  
Equity index options 39 �  �  39
Equity return swaps 7 �  7 �  
Forward bond purchase commitments 47 �  47 �  
Other foreign currency contracts 9 �  �  9

Total derivative assets 1,485 �  1,432 53

Securities lending collateral 406 �  406 �  
Derivatives counterparty collateral 323 �  323 �  

Total other invested assets 3,002 �  2,685 317

Restricted other invested assets related to securitization entities 376 �  200 176
Other assets (1) 29 �  29 �  
Reinsurance recoverable (2) 16 �  �  16
Separate account assets 10,122 10,122 �  �  

Total assets $ 72,201 $ 10,383 $ 56,988 $ 4,830

Liabilities
Policyholder account balances:
GMWB embedded derivatives (3) $ 492 $ �  $ �  $ 492
Fixed index annuity embedded derivatives (4) 4 �  �  4

Total policyholder account balances 496 �  �  496

Other liabilities:
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Contingent purchase price 46 �  �  46
Derivative liabilities:
Interest rate swaps 376 �  376 �  
Interest rate swaps related to securitization entities 28 �  28 �  
Inflation indexed swaps 43 �  43 �  
Credit default swaps 59 �  2 57
Credit default swaps related to securitization entities 177 �  �  177
Equity return swaps 4 �  4 �  
Other foreign currency contracts 11 �  11 �  

Total derivative liabilities 698 �  464 234

Total other liabilities 744 �  464 280

Borrowings related to securitization entities 48 �  �  48

Total liabilities $ 1,288 $ �  $ 464 $ 824

(1) Represents embedded derivatives associated with certain reinsurance agreements.
(2) Represents embedded derivatives associated with the reinsured portion of our GMWB liabilities.
(3) Represents embedded derivatives associated with our GMWB liabilities, excluding the impact of reinsurance.
(4) Represents the embedded derivatives associated with our fixed index annuity liabilities.
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We review the fair value hierarchy classifications each reporting period. Changes in the observability of the valuation attributes may result in a
reclassification of certain financial assets or liabilities. Such reclassifications are reported as transfers between levels at the beginning fair value
for the reporting period in which the changes occur. Given the types of assets classified as Level 1, which primarily represents mutual fund
investments, we typically do not have any transfers between Level 1 and Level 2 measurement categories and did not have any such transfers
during any period presented.

Our assessment of whether or not there were significant unobservable inputs related to fixed maturity securities was based on our observations
obtained through the course of managing our investment portfolio, including interaction with other market participants, observations related to
the availability and consistency of pricing and/or rating, and understanding of general market activity such as new issuance and the level of
secondary market trading for a class of securities. Additionally, we considered data obtained from third-party pricing sources to determine
whether our estimated values incorporate significant unobservable inputs that would result in the valuation being classified as Level 3.
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The following tables present additional information about assets measured at fair value on a recurring basis and for which we have utilized
significant unobservable (Level 3) inputs to determine fair value as of or for the dates indicated:

Beginning

balance

as of

April 1,
2012

Total realized and
unrealized

gains
(losses)

Transfer
out of

Level 3

Ending

balance

as of

June 30,
2012

Total
gains

(losses)
included

in
net

income

(loss)

attributable
to

assets
still
held(Amounts in millions)

Included
in
net

income
(loss)

Included
in

OCI Purchases Sales IssuancesSettlements

Transfer

into
Level

3
Fixed maturity securities:
U.S. government, agencies and
government- sponsored enterprises $ 1 $ �  $ �  $ �  $ �  $ �  $ �  $ 9 $ �  $ 10 $ �  
Government�non-U.S. 9 �  �  �  �  �  �  �  �  9 �  
U.S. corporate (1) 2,430 2 18 �  �  �  (27) 540 (114) 2,849 2
Corporate�non-U.S. (1) 1,609 (2) (2) 24 (12) �  (11) 331 (73) 1,864 �  
Residential mortgage- backed 95 (1) 4 3 �  �  (9) 28 �  120 (1) 
Commercial mortgage- backed 40 �  �  �  �  �  �  �  (7) 33 �  
Other asset-backed 419 1 �  140 (2) �  (22) 61 �  597 1

Total fixed maturity securities 4,603 �  20 167 (14) �  (69) 969 (194) 5,482 2

Equity securities 95 �  �  5 (4) �  �  �  �  96 �  

Other invested assets:
Trading securities 286 �  �  10 (7) �  (9) 4 �  284 2
Derivative assets:
Interest rate
swaps 4 �  �  �  �  �  (1) �  �  3 �  
Credit default swaps 3 �  �  �  �  �  (1) �  �  2 �  
Equity index options 18 6 �  3 �  �  �  �  �  27 6
Other foreign currency contracts 2 (1) �  �  �  �  (1) �  �  �  (1) 

Total derivative assets 27 5 �  3 �  �  (3) �  �  32 5

Total other invested
assets 313 5 �  13 (7) �  (12) 4 �  316 7

Restricted other invested assets related
to securitization
entities 181 11 �  100 (100) �  �  �  �  192 7
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Other assets:
Contingent receivable �  1 �  �  �  16 �  �  �  17 1
Reinsurance recoverable (2) 6 8 �  �  �  1 �  �  �  15 8

Total Level 3 assets $ 5,198 $ 25 $ 20 $ 285 $ (125) $ 17 $ (81) $ 973 $ (194) $ 6,118 $ 25

(1) The transfers into and out of Level 3 were primarily related to private fixed rate U.S. corporate and corporate�non-U.S. securities and resulted from a change in
the observability of the additional premium to the public bond spread to adjust for the liquidity and other features of our private placements and resulted in
unobservable inputs having a significant impact on certain valuations for transfers in or no longer having significant impact on certain valuations for transfers
out. During the second quarter of 2012, we began classifying private securities without an external rating as Level 3, which resulted in a significant number of
securities being transferred into Level 3.

(2) Represents embedded derivatives associated with the reinsured portion of our GMWB liabilities.
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Beginning

balance

as of
April 1,

2011

Total realized
and

unrealized
gains

(losses)

Transfer

into
Level

3

Transfer

out of
Level

3

Ending

balance

as of

June 30,
2011

Total
gains

(losses)
included

in
net

income

(loss)

attributable
to

assets
still
held(Amounts in millions)

Included
in
net

income
(loss)

Included
in

OCI Purchases Sales IssuancesSettlements
Fixed maturity securities:
U.S. government, agencies and
government- sponsored enterprises $ 1 $ �  $ �  $ �  $ �  $ �  $ �  $ 12 $ �  $ 13 $ �  
Government�non-U.S. 1 �  �  �  �  �  �  �  �  1 �  
U.S. corporate (1) 715 4 9 27 (5) �  (18) 236 (19) 949 4
Corporate�non-U.S. (1) 202 1 �  15 (10) �  (2) 165 �  371 1
Residential mortgage-
backed 135 �  (10) 3 �  �  (4) �  �  124 �  
Commercial mortgage- backed 42 �  2 �  �  �  (1) �  �  43 �  
Other asset-backed 263 �  7 �  �  �  (5) �  �  265 �  

Total fixed maturity securities 1,359 5 8 45 (15) �  (30) 413 (19) 1,766 5

Equity securities 87 �  �  24 (5) �  �  �  �  106 �  

Other invested assets:
Trading securities 338 7 �  �  (41) �  (13) �  �  291 7
Derivative assets:
Interest rate
swaps 3 1 �  �  �  �  �  �  �  4 1
Credit default swaps 6 (2) �  �  �  �  �  �  �  4 (2) 
Equity index options 32 (8) �  15 �  �  1 �  �  40 (8) 

Total derivative assets 41 (9) �  15 �  �  1 �  �  48 (9) 

Total other invested assets 379 (2) �  15 (41) �  (12) �  �  339 (2) 

Restricted other invested assets related to
securitization
entities 175 �  �  �  �  �  �  �  �  175 �  
Reinsurance recoverable (2) (7) 1 �  �  �  1 �  �  �  (5) 1

Total Level 3 assets $ 1,993 $ 4 $ 8 $ 84 $ (61) $ 1 $ (42) $ 413 $ (19) $ 2,381 $ 4
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(1) The transfers into and out of Level 3 were primarily related to private fixed rate U.S. corporate and corporate�non-U.S. securities and resulted from a change in
the observability of the additional premium to the public bond spread to adjust for the liquidity and other features of our private placements and resulted in
unobservable inputs having a significant impact on certain valuations for transfers in or no longer having significant impact on certain valuations for transfers
out.

(2) Represents embedded derivatives associated with the reinsured portion of our GMWB liabilities.

67

Edgar Filing: GENWORTH FINANCIAL INC - Form 10-Q

Table of Contents 103



Table of Contents

GENWORTH FINANCIAL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

The following tables present additional information about assets measured at fair value on a recurring basis and for which we have utilized
significant unobservable (Level 3) inputs to determine fair value as of or for the dates indicated:

Beginning

balance

as of
January 1,

2012

Total realized
and

unrealized
gains

(losses)

Ending

balance

as of

June 30,
2012

Total
gains

(losses)
included

in
net

income

(loss)

attributable
to

assets
still
held(Amounts in millions)

Included
in
net

income
(loss)

Included
in

OCI Purchases Sales IssuancesSettlements

Transfer

into
Level 3

Transfer

out of
Level 3

Fixed maturity securities:
U.S. government, agencies and
government- sponsored enterprises $ 13 $ �  $ �  $ �  $ �  $ �  $ �  $ 9 $ (12) $ 10 $ �  
Government�non-U.S. 10 �  �  �  �  �  (1) �  �  9 �  
U.S. corporate (1) 2,511 3 29 30 (18) �  (37) 689 (358) 2,849 6
Corporate�non-U.S. (1) 1,284 �  11 83 (12) �  (39) 684 (147) 1,864 1
Residential mortgage-
backed 95 (1) 7 3 �  �  (14) 30 �  120 (1) 
Commercial mortgage-
backed 39 �  2 �  �  �  (1) �  (7) 33 �  
Other asset-
backed 271 1 7 210 (22) �  (35) 165 �  597 1

Total fixed maturity securities 4,223 3 56 326 (52) �  (127) 1,577 (524) 5,482 7

Equity securities 98 1 (2) 5 (6) �  �  �  �  96 �  

Other invested assets:
Trading securities 264 5 �  34 (7) �  (16) 4 �  284 7
Derivative assets:
Interest rate swaps 5 �  �  �  �  �  (2) �  �  3 �  
Credit default
swaps �  4 �  �  �  �  (2) �  �  2 4
Equity index
options 39 (29) �  17 �  �  �  �  �  27 (25) 
Other foreign currency contracts 9 (11) �  3 �  �  (1) �  �  �  (11) 

Total derivative
assets 53 (36) �  20 �  �  (5) �  �  32 (32) 

Total other invested
assets 317 (31) �  54 (7) �  (21) 4 �  316 (25) 
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Restricted other invested assets related
to securitization entities 176 16 �  100 (100) �  �  �  �  192 12
Other assets:
Contingent receivable �  1 �  �  �  16 �  �  �  17 1
Reinsurance recoverable (2) 16 (3) �  �  �  2 �  �  �  15 (3) 

Total Level 3 assets $ 4,830 $ (13) $ 54 $ 485 $ (165) $ 18 $ (148) $ 1,581 $ (524) $ 6,118 $ (8) 

(1) The transfers into and out of Level 3 were primarily related to private fixed rate U.S. corporate and corporate�non-U.S. securities and resulted from a change in
the observability of the additional premium to the public bond spread to adjust for the liquidity and other features of our private placements and resulted in
unobservable inputs having a significant impact on certain valuations for transfers in or no longer having significant impact on certain valuations for transfers
out. During the second quarter of 2012, we began classifying private securities without an external rating as Level 3, which resulted in a significant number of
securities being transferred into Level 3.

(2) Represents embedded derivatives associated with the reinsured portion of our GMWB liabilities.
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(Unaudited)

(Amounts in millions)

Beginning
balance

as of
January 1,

2011

Total realized and
unrealized

gains
(losses)

Purchases Sales IssuancesSettlements

Transfer
into

Level
3

Transfer
out of

Level 3

Ending
balance

as of
June 30,

2011

Total
gains

(losses)
included

in
net

income

(loss)

attributable
to

assets
still
held

Included
in net

income
(loss)

Included
in

OCI
Fixed maturity securities:
U.S. government, agencies and
government- sponsored enterprises $ 11 $ �  $ �  $ �  $ �  $ �  $ �  $ 12 $ (10) $ 13 $ �  
Government�non-U.S. 1 �  �  �  �  �  �  �  �  1 �  
U.S. corporate (1) 1,100 8 6 30 (5) �  (63) 252 (379) 949 8
Corporate�non-U.S. (1) 368 (11) (3) 40 (35) �  (7) 205 (186) 371 (10) 
Residential mortgage-
backed 143 (1) (8) 3 �  �  (12) �  (1) 124 (1) 
Commercial mortgage-backed 50 �  2 �  �  �  (9) �  �  43 �  
Other asset-backed 268 (1) 9 8 (8) �  (26) 15 �  265 (1) 

Total fixed maturity securities 1,941 (5) 6 81 (48) �  (117) 484 (576) 1,766 (4) 

Equity securities 87 1 1 24 (5) �  (2) �  �  106 �  

Other invested assets:
Trading
securities 329 16 �  5 (41) �  (18) �  �  291 16
Derivative assets:
Interest rate swaps 5 (1) �  �  �  �  �  �  �  4 (1) 
Credit default
swaps 6 (2) �  �  �  �  �  �  �  4 (2) 
Equity index
options 33 (27) �  39 �  �  (5) �  �  40 (27) 

Total derivative
assets 44 (30) �  39 �  �  (5) �  �  48 (30) 

Total other invested
assets 373 (14) �  44 (41) �  (23) �  �  339 (14) 

Restricted other invested assets related
to securitization
entities 171 4 �  �  �  �  �  �  �  175 4
Reinsurance recoverable (2) (5) (2) �  �  �  2 �  �  �  (5) (2) 

Total Level 3 assets $ 2,567 $ (16) $ 7 $ 149 $ (94) $ 2 $ (142) $ 484 $ (576) $ 2,381 $ (16) 
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(1) The transfers into and out of Level 3 were primarily related to private fixed rate U.S. corporate and corporate�non-U.S. securities and resulted from a change in
the observability of the additional premium to the public bond spread to adjust for the liquidity and other features of our private placements and resulted in
unobservable inputs having a significant impact on certain valuations for transfers in or no longer having significant impact on certain valuations for transfers
out.

(2) Represents embedded derivatives associated with the reinsured portion of our GMWB liabilities.
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(Unaudited)

The following tables present the gains and losses included in net income (loss) from assets measured at fair value on a recurring basis and for
which we have utilized significant unobservable (Level 3) inputs to determine fair value and the related income statement line item in which
these gains and losses were presented for the periods indicated:

Three months ended
June 30,

Six months ended
June 30,

(Amounts in millions) 2012 2011 2012 2011
Total realized and unrealized gains (losses) included in net income (loss):
Net investment income $ (2) $ (6) $ 14 $ 11
Net investment gains (losses) 27 10 (27) (27) 

Total $ 25 $ 4 $ (13) $ (16) 

Total gains (losses) included in net income (loss) attributable to assets still held:
Net investment income $ (2) $ (5) $ 13 $ 12
Net investment gains (losses) 27 9 (21) (28) 

Total $ 25 $ 4 $ (8) $ (16) 

The following tables present additional information about liabilities measured at fair value on a recurring basis and for which we have utilized
significant unobservable (Level 3) inputs to determine fair value as of or for the dates indicated:

Beginning
balance

as of
April 1,

2012

Total realized
and

unrealized
(gains)
losses

Transfer
out
of

Level
3

Ending
balance

as of
June 30,

2012

Total (gains)
losses

included
in
net

(income)
loss

attributable
to

liabilities
still held(Amounts in millions)

Included
in
net

(income)
loss

Included
in

OCI Purchases Sales Issuances Settlements

Transfer
into

Level
3

Policyholder account balances:
GMWB embedded derivatives (1) $ 287 $ 158 $ �  $ �  $ �  $ 8 $ �  $ �  $ �  $ 453 $ 157
Fixed index annuity embedded
derivatives (2) 6 (1) �  �  �  5 �  �  �  10 (1) 

Total policyholder account balances 293 157 �  �  �  13 �  �  �  463 156

Other liabilities:
Contingent purchase
price 30 1 �  �  �  �  �  �  �  31 1
Derivative liabilities:

23 18 �  �  �  �  (4) �  �  37 15
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Credit default
swaps
Credit default swaps related to
securitization
entities 147 8 �  �  �  �  �  �  �  155 8

Total derivative liabilities 170 26 �  �  �  �  (4) �  �  192 23

Total other liabilities 200 27 �  �  �  �  (4) �  �  223 24

Borrowings related to securitization
entities 55 2 �  �  �  �  �  �  �  57 2

Total Level 3 liabilities $ 548 $ 186 $ �  $ �  $ �  $ 13 $ (4) $ �  $ �  $ 743 $ 182

(1) Represents embedded derivatives associated with our GMWB liabilities, excluding the impact of reinsurance.
(2) Represents the embedded derivatives associated with our fixed index annuity liabilities.
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(Unaudited)

Beginning
balance

as of
April 1,

2011

Total realized 
and

unrealized
(gains)
losses

Ending
balance

as of
June 30,

2011

Total (gains)
losses

included
in
net

(income)
loss

attributable
to

liabilities
still
held(Amounts in millions)

Included
in
net

(income)
loss

Included
in

OCI Purchases Sales Issuances Settlements

Transfer
into

Level
3

Transfer
out
of

Level
3

Policyholder account balances:
GMWB embedded
derivatives (1) $ 69 $ 34 $ �  $ �  $ �  $ 10 $ �  $ �  $ �  $ 113 $ 34
Fixed index annuity embedded
derivatives (2) 5 �  �  �  �  �  �  �  �  5 �  

Total policyholder account
balances 74 34 �  �  �  10 �  �  �  118 34

Other liabilities:
Derivative liabilities:
Credit default swaps 7 2 �  �  �  �  �  �  �  9 2
Credit default swaps related to
securitization entities 120 6 �  �  �  �  �  �  �  126 6

Total derivative liabilities 127 8 �  �  �  �  �  �  �  135 8

Borrowings related to securitization
entities 58 �  �  �  �  �  �  �  �  58 �  

Total Level 3 liabilities $ 259 $ 42 $ �  $ �  $ �  $ 10 $ �  $ �  $ �  $ 311 $ 42

(1) Represents embedded derivatives associated with our GMWB liabilities, excluding the impact of reinsurance.
(2) Represents the embedded derivatives associated with our fixed index annuity liabilities.
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(Unaudited)

The following tables present additional information about liabilities measured at fair value on a recurring basis and for which we have utilized
significant unobservable (Level 3) inputs to determine fair value as of or for the dates indicated:

Beginning
balance

as of
January 1,

2012

Total realized
and

unrealized
(gains)
losses

Purchases Sales Issuances Settlements

Transfer
into

Level
3

Transfer
out
of

Level
3

Ending
balance

as of
June 30,

2012

Total (gains)
losses

included

in net
(income)

loss
attributable

to
liabilities
still held(Amounts in millions)

Included in
net (income)

loss

Included
in

OCI
Policyholder account balances:
GMWB embedded derivatives (1) $ 492 $ (56) $ �  $ �  $ �  $ 17 $ �  $ �  $ �  $ 453 $ (53) 
Fixed index annuity embedded
derivatives (2) 4 1 �  �  �  5 �  �  �  10 1

Total policyholder account
balances 496 (55) �  �  �  22 �  �  �  463 (52) 

Other liabilities:
Contingent purchase price 46 3 �  �  �  �  (18) �  �  31 3
Derivative liabilities:
Credit default swaps 57 (18) �  2 �  �  (4) �  �  37 (21) 
Credit default swaps related to
securitization entities 177 (23) �  1 �  �  �  �  �  155 (23) 

Total derivative liabilities 234 (41) �  3 �  �  (4) �  �  192 (44) 

Total other
liabilities 280 (38) �  3 �  �  (22) �  �  223 (41) 

Borrowings related to
securitization entities 48 9 �  �  �  �  �  �  �  57 9

Total Level 3 liabilities $ 824 $ (84) $ �  $ 3 $ �  $ 22 $ (22) $ �  $ �  $ 743 $ (84) 

(1) Represents embedded derivatives associated with our GMWB liabilities, excluding the impact of reinsurance.
(2) Represents the embedded derivatives associated with our fixed index annuity liabilities.
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(Unaudited)

Beginning
balance

as  of
January 1,

2011

Total realized
and

unrealized
(gains)
losses

Purchases Sales Issuances Settlements

Transfer
into

Level
3

Transfer
out
of

Level
3

Ending
balance

as of
June 30,

2011

Total (gains)
losses

included

in net
(income)

attributable
to

liabilities
still held(Amounts in millions)

Included in
net (income)

Included
in

OCI
Policyholder account balances:
GMWB embedded derivatives (1) $ 121 $ (28) $ �  $ �  $ �  $ 20 $ �  $ �  $ �  $ 113 $ (27) 
Fixed index annuity embedded
derivatives (2) 5 �  �  �  �  �  �  �  �  5 �  

Total policyholder account
balances 126 (28) �  �  �  20 �  �  �  118 (27) 

Other liabilities:
Derivative liabilities:
Credit default
swaps 7 �  �  3 �  �  (1) �  �  9 �  
Credit default swaps related to
securitization entities 129 (3) �  �  �  �  �  �  �  126 (3) 
Equity index
options 3 �  �  �  �  �  (3) �  �  �  �  

Total derivative liabilities 139 (3) �  3 �  �  (4) �  �  135 (3) 

Borrowings related to securitization
entities 51 7 �  �  �  �  �  �  �  58 7

Total Level 3 liabilities $ 316 $ (24) $ �  $ 3 $ �  $ 20 $ (4) $ �  $ �  $ 311 $ (23) 

(1) Represents embedded derivatives associated with our GMWB liabilities, excluding the impact of reinsurance.
(2) Represents the embedded derivatives associated with our fixed index annuity liabilities.
The following tables present the gains and losses included in net (income) loss from liabilities measured at fair value on a recurring basis and for
which we have utilized significant unobservable (Level 3) inputs to determine fair value and the related income statement line item in which
these gains and losses were presented for the periods indicated:

Three months ended
June 30,

Six months ended
June 30,

(Amounts in millions)     2012        2011        2012        2011    
Total realized and unrealized (gains) losses included in net (income) loss:
Net investment income $ �  $ �  $ �  $ �  
Net investment (gains) losses 186 42 (84) (24) 
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Total $ 186 $ 42 $ (84) $ (24) 

Total (gains) losses included in net (income) loss attributable to liabilities still held:
Net investment income $ �  $ �  $ �  $ �  
Net investment (gains) losses 182 42 (84) (23) 

Total $ 182 $ 42 $ (84) $ (23) 
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(Unaudited)

Realized and unrealized gains (losses) on Level 3 assets and liabilities are primarily reported in either net investment gains (losses) within the
consolidated statements of income or OCI within stockholders� equity based on the appropriate accounting treatment for the instrument.

Purchases, sales, issuances and settlements represent the activity that occurred during the period that results in a change of the asset or liability
but does not represent changes in fair value for the instruments held at the beginning of the period. Such activity primarily consists of purchases,
sales and settlements of fixed maturity, equity and trading securities and purchases, issuances and settlements of derivative instruments.

Issuances and settlements presented for policyholder account balances represent the issuances and settlements of embedded derivatives
associated with our GMWB liabilities where: issuances are characterized as the change in fair value associated with the product fees recognized
that are attributed to the embedded derivative to equal the expected future benefit costs upon issuance and settlements are characterized as the
change in fair value upon exercising the embedded derivative instrument, effectively representing a settlement of the embedded derivative
instrument. We have shown these changes in fair value separately based on the classification of this activity as effectively issuing and settling
the embedded derivative instrument with all remaining changes in the fair value of these embedded derivative instruments being shown
separately in the category labeled �included in net (income) loss� in the tables presented above.

The amount presented for unrealized gains (losses) included in net income for available-for-sale securities represents impairments and accretion
on certain fixed maturity securities.

Certain classes of instruments classified as Level 3 are excluded below as a result of not being material or due to limitations in being able to
obtain the underlying inputs used by certain third-party sources, such as broker quotes, used as an input in determining fair value. The following
table presents a summary of the significant unobservable inputs used for certain fair value measurements that are based on internal models and
classified as Level 3 as of June 30, 2012:

(Amounts in millions) Valuation technique Fair value Unobservable input Range (weighted-average)
Assets
Fixed maturity securities:
U.S. corporate Matrix pricing $ 2,600 Credit spreads 75bps - 1,349bps (273bps)
Corporate�non-U.S. Matrix pricing 1,787 Credit spreads 109bps - 427bps (251bps)
Derivative assets:
Interest rate swaps Discounted cash flows 3 Interest rate volatility 25% - 36% (30%)
Credit default swaps (1) Discounted cash flows 2 Credit spreads 50bps - 77bps (72bps)
Equity index options Discounted cash flows 27 Equity index volatility 21% - 29% (24%)
Other assets:
Contingent receivable Discounted cash flows 17 Discount rate 23%
Liabilities
Policyholder account balances:

Withdrawal utilization rate �% - 97%
Lapse rate �% - 35%

Non-performance risk
GMWB embedded (credit spreads) 55bps - 90bps (80bps)
derivatives (2) Stochastic cash flow model 453 Equity index volatility 19% - 27% (22%)
Fixed index annuity embedded derivatives
(3) Option budget method 10

Expected future interest
credited 1% - 3% (2%)

Other liabilities:
Contingent purchase price Discounted cash flows 31 Discount rate 23%
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Derivative liabilities:
Credit default swaps (1) Discounted cash flows 37 Credit spreads 108bps - 373bps (317bps)

(1) Unobservable input valuation based on the current market credit default swap premium.
(2) Represents embedded derivatives associated with our GMWB liabilities, excluding the impact of reinsurance.
(3) Represents the embedded derivatives associated with our fixed index annuity liabilities.
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(7) Commitments and Contingencies

(a) Litigation

We face the risk of litigation and regulatory investigations and actions in the ordinary course of operating our businesses, including class action
lawsuits. Our pending legal and regulatory actions include proceedings specific to us and others generally applicable to business practices in the
industries in which we operate. In our insurance operations, we are, have been, or may become subject to class actions and individual suits
alleging, among other things, issues relating to sales or underwriting practices, increases to in-force long-term care insurance premiums,
payment of contingent or other sales commissions, bidding practices in connection with our management and administration of a third-party�s
municipal guaranteed investment contract business, claims payments and procedures, product design, product disclosure, administration,
additional premium charges for premiums paid on a periodic basis, denial or delay of benefits, charging excessive or impermissible fees on
products, recommending unsuitable products to customers, our pricing structures and business practices in our mortgage insurance businesses,
such as captive reinsurance arrangements with lenders and contract underwriting services, violations of the Real Estate Settlement Procedures
Act of 1974 (�RESPA�) or related state anti-inducement laws, and breaching fiduciary or other duties to customers. Plaintiffs in class action and
other lawsuits against us may seek very large or indeterminate amounts which may remain unknown for substantial periods of time. In our
investment-related operations, we are subject to litigation involving commercial disputes with counterparties. We are also subject to litigation
arising out of our general business activities such as our contractual and employment relationships. In addition, we are also subject to various
regulatory inquiries, such as information requests, subpoenas, books and record examinations and market conduct and financial examinations
from state, federal and international regulators and other authorities. A substantial legal liability or a significant regulatory action against us
could have an adverse effect on our financial condition and results of operations. Moreover, even if we ultimately prevail in the litigation,
regulatory action or investigation, we could suffer significant reputational harm, which could have an adverse effect on our business, financial
condition or results of operations.

As previously disclosed, in December 2011, one of our U.S. mortgage insurance subsidiaries received a subpoena from the United States
Department of Housing and Urban Development, Office of the Inspector General with respect to reinsurance arrangements, including captive
reinsurance transactions. That subpoena was withdrawn subsequent to our subsidiary�s receipt of an information request from the Consumer
Financial Protection Bureau (�CFPB�) in January 2012, relating to the same subject matter. The CFPB further sent to our subsidiary a Civil
Investigative Demand dated June 20, 2012 (the �CFPB Demand�) seeking production of specified documents and responses to questions set forth
in the CFPB Demand. We intend to cooperate with the CFPB as appropriate in connection with the CFPB Demand.

As previously disclosed, beginning in December 2011, one of our U.S. mortgage insurance subsidiaries was named along with several other
mortgage insurance participants and mortgage lenders as a defendant in three putative class action lawsuits alleging that certain �captive
reinsurance arrangements� were in violation of RESPA. Six additional putative class actions, making similar allegations, have since been filed in
which our mortgage insurance subsidiary is again named as one of numerous defendants. Those cases are captioned as follows: McCarn, et al. v.
HSB, et al., United States District Court for the Eastern District of California; Manners, et al, v. First Third Bank, et al., United States District
court for the Western District of Pennsylvania; Riddle, et al. v Bank of America, et al., United States District Court for the Eastern District of
Pennsylvania; Rulison et al. v. ABN AMRO Mortgage Group, Inc. et al., United States District Court for the Southern District of New York;
Barlee, et al. v. First Horizon National Corp., et al., United States District Court for the Eastern District of Pennsylvania; and Cunningham, et al.
v. M&T Bank Corp., et al., United States District Court for the Middle District of Pennsylvania. We intend to vigorously defend these actions.
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As previously disclosed, in April 2012, two of our U.S. mortgage insurance subsidiaries were named as respondents in two arbitrations, one
brought by Bank of America, N.A., and one brought by Countrywide Home Loans, Inc. and Bank of America, N.A., as claimants. Claimants
allege breach of contract and breach of the covenant of good faith and fair dealing, and seek a declaratory judgment relating to our subsidiaries�
mortgage insurance claims handling practices in connection with denying, curtailing or rescinding coverage of mortgage insurance. Claimants
seek damages in excess of $834 million, in addition to interest and punitive damages. In June 2012, our U.S. mortgage insurance subsidiaries
responded to the arbitration demands and asserted numerous counterclaims against the claimants. We intend to vigorously defend these actions
and pursue the counterclaims.

At this time, we cannot determine or predict the ultimate outcome of any of the pending legal and regulatory matters specifically identified
above. In light of the inherent uncertainties involved in these matters, no amounts have been accrued. We also are not able to provide an estimate
or range of possible losses related to these matters.

(b) Commitments

As of June 30, 2012, we were committed to fund $59 million in limited partnership investments and $45 million in U.S. commercial mortgage
loan investments.

(8) Borrowings and Other Financings

Revolving Credit Facilities

We have a five-year revolving credit facility that matures in August 2012. This facility bears variable interest rates based on one-month London
Interbank Offered Rate plus a margin and we have access to $930 million under this facility. As of June 30, 2012, we had no borrowings under
this facility; however, we utilized $34 million under this facility primarily for the issuance of letters of credit for the benefit of one of our
lifestyle protection insurance subsidiaries. We had a five-year revolving credit facility of $930 million that matured in May 2012 and we did not
renew that credit facility. As we approach the maturity date for our August credit facility, we do not currently plan to extend or replace that
credit facility. As of December 31, 2011, we had no borrowings under either of these facilities; however, we utilized $257 million under these
facilities primarily for the issuance of letters of credit for the benefit of one of our life insurance subsidiaries.

Long-Term Notes

We repaid $222 million of senior notes with an interest rate equal to 5.65% per year payable semi-annually that matured in June 2012.

In March 2012, we priced a $350 million reopening of our 7.625% senior notes due in September 2021. The notes were offered as additional
debt securities under an indenture, as supplemented from time to time, pursuant to which we have previously issued $400 million aggregate
principal amount of our 7.625% senior notes due in September 2021. The notes are our direct, unsecured obligations and rank equally with all of
our existing and future unsecured and unsubordinated obligations. The notes were issued at a public offering price of 103% of principal amount,
with a yield to maturity of 7.184%. The net proceeds of $358 million from the issuance of the new notes were used for general corporate
purposes, including increasing liquidity at the holding company level.
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Non-Recourse Funding Obligations

As of June 30, 2012, we had $2.6 billion of fixed and floating rate non-recourse funding obligations outstanding backing additional statutory
reserves. In January 2012, as part of a life block sale transaction, we repurchased $475 million of our non-recourse funding obligations issued by
River Lake Insurance Company III (�River Lake III�), our indirect wholly-owned subsidiary, resulting in a U.S. GAAP after-tax gain of
approximately $52 million. In connection with the repurchase, we ceded certain term life insurance policies to a third-party reinsurer resulting in
a U.S. GAAP after-tax loss, net of amortization of deferred acquisition costs, of $93 million. The combined transactions resulted in a U.S.
GAAP after-tax loss of approximately $41 million in the three months ended March 31, 2012 which was included in our U.S. Life Insurance
segment. In February and March 2012, we repaid the remaining non-recourse funding obligations issued by River Lake III of $176 million.

As of June 30, 2012 and December 31, 2011, the weighted-average interest rates on our non-recourse funding obligations were 1.30% and
1.41%, respectively.

(9) Income Taxes

The reconciliation of the federal statutory tax rate to the effective income tax rate was as follows for the periods indicated:

Three months ended June 30, Six months ended June 30,
(Amounts in millions) 2012 2011 2012 2011
Pre-tax income (loss) $ 166 $ (105) $ 268 $ 8

Statutory U.S. federal income tax rate $ 58 35.0% $ (37) 35.0% $ 94 35.0% $ 3 35.0% 
Increase (reduction) in rate resulting from:
State income tax, net of federal income tax effect 2 0.9 2 (1.5) 2 0.6 3 40.8
Benefit on tax favored investments (1) (0.5) 3 (2.8) (3) (1.1) (1) (6.3) 
Effect of foreign operations (12) (7.0) 28 (26.6) (19) (7.0) 8 102.9
Sale of subsidiary 8 5.1 �  �  8 3.1 �  �  
Non-deductible expenses 1 0.3 (1) 0.7 1 0.3 �  0.6
Interest on uncertain tax positions �  0.1 �  (0.2) (3) (1.0) �  3.6
Other, net 1 0.4 �  0.2 (1) (0.4) 2 10.9

Effective rate $ 57 34.3% $ (5) 4.8% $ 79 29.5% $ 15 187.5% 

For the three months ended June 30, 2012, the increase in the effective tax rate was primarily attributable to lower taxed foreign income, tax
favored investments and the sale of our tax and accounting financial advisor unit, Genworth Financial Investment Services (�GFIS�), partially
offset by higher taxes in the prior year pursuant to a Canadian legislative change.

For the six months ended June 30, 2012, the decrease in the effective tax rate was primarily attributable to higher taxes in the prior year pursuant
to a Canadian legislative change, partially offset by lower taxed foreign income, tax favored investments and the sale of our tax and accounting
financial advisor unit, GFIS.

Due to events that occurred during the six months ended June 30, 2012, we recognized approximately $170 million of previously unrecognized
tax benefits. This had no impact on the effective tax rate. As of June 30, 2012, we have approximately $65 million of remaining unrecognized
tax benefits.
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GENWORTH FINANCIAL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

(10) Segment Information

We currently conduct our operations in the following operating business segments: (1) U.S. Life Insurance, which includes our life insurance,
long-term care insurance and fixed annuities businesses; (2) International Protection Insurance, which includes our lifestyle protection insurance
business; (3) Wealth Management; (4) International Mortgage Insurance, which includes mortgage insurance-related products and services;
(5) U.S. Mortgage Insurance, which includes mortgage insurance-related products and services; and (6) Runoff, which includes the results of
non-strategic products which are no longer actively sold. Our non-strategic products include our variable annuity, variable life insurance,
institutional, corporate-owned life insurance and Medicare supplement insurance products. Institutional products consist of funding agreements,
FABNs and GICs.

We also have Corporate and Other activities which include debt financing expenses that are incurred at our holding company level, unallocated
corporate income and expenses, eliminations of inter-segment transactions and the results of other non-core businesses that are managed outside
of our operating segments.

We use the same accounting policies and procedures to measure segment income (loss) and assets as our consolidated net income (loss) and
assets. Our chief operating decision maker evaluates segment performance and allocates resources on the basis of �net operating income (loss)
available to Genworth Financial, Inc.�s common stockholders.� We define net operating income (loss) available to Genworth Financial, Inc.�s
common stockholders as income (loss) from continuing operations excluding net income attributable to noncontrolling interests, after-tax net
investment gains (losses) and other adjustments and infrequent or unusual non-operating items. We exclude net investment gains (losses) and
infrequent or unusual non-operating items because we do not consider them to be related to the operating performance of our segments and
Corporate and Other activities. A component of our net investment gains (losses) is the result of impairments, the size and timing of which can
vary significantly depending on market credit cycles. In addition, the size and timing of other investment gains (losses) can be subject to our
discretion and are influenced by market opportunities, as well as asset-liability matching considerations. Infrequent or unusual non-operating
items are also excluded from net operating income (loss) available to Genworth Financial, Inc.�s common stockholders if, in our opinion, they are
not indicative of overall operating trends. While some of these items may be significant components of net income (loss) available to Genworth
Financial, Inc.�s common stockholders in accordance with U.S. GAAP, we believe that net operating income (loss) available to Genworth
Financial, Inc.�s common stockholders, and measures that are derived from or incorporate net operating income (loss) available to Genworth
Financial, Inc.�s common stockholders, are appropriate measures that are useful to investors because they identify the income (loss) attributable
to the ongoing operations of the business. However, net operating income (loss) available to Genworth Financial, Inc.�s common stockholders is
not a substitute for net income (loss) available to Genworth Financial, Inc.�s common stockholders determined in accordance with U.S. GAAP. In
addition, our definition of net operating income (loss) available to Genworth Financial, Inc.�s common stockholders may differ from the
definitions used by other companies.

There were no infrequent or unusual non-operating items excluded from net operating income (loss) available to Genworth Financial, Inc.�s
common stockholders during the periods presented other than a $15 million gain related to the sale of our tax and accounting financial advisor
unit in the second quarter of 2012.
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(Unaudited)

The following is a summary of revenues for our segments and Corporate and Other activities for the periods indicated:

Three months ended
June 30,

Six months ended
June 30,

(Amounts in millions)     2012        2011        2012        2011    
Revenues:
U.S. Life Insurance segment:
Life insurance $ 498 $ 518 $ 871 $ 1,013
Long-term care insurance 797 729 1,572 1,442
Fixed annuities 260 278 554 549

U.S. Life Insurance segment�s revenues 1,555 1,525 2,997 3,004

International Protection segment�s revenues 211 281 429 551

Wealth Management segment�s revenues 122 114 234 224

International Mortgage Insurance segment:
Canada 196 209 394 416
Australia 148 147 281 283
Other Countries 17 21 32 40

International Mortgage Insurance segment�s revenues 361 377 707 739

U.S. Mortgage Insurance segment�s revenues 170 170 359 347

Runoff segment�s revenues 64 167 197 345

Corporate and Other�s revenues 40 21 26 13

Total revenues $ 2,523 $ 2,655 $ 4,949 $ 5,223
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(Unaudited)

The following is a summary of net operating income (loss) available to Genworth Financial, Inc.�s common stockholders for our segments and
Corporate and Other activities and a reconciliation of net operating income (loss) available to Genworth Financial, Inc.�s common stockholders
for our segments and Corporate and Other activities to net income (loss) for the periods indicated:

Three months ended
June 30,

Six months ended
June 30,

(Amounts in millions)     2012        2011        2012        2011    
U.S. Life Insurance segment:
Life insurance $ 30 $ 57 $ 36 $ 99
Long-term care insurance 14 18 49 54
Fixed annuities 20 25 43 39

U.S. Life Insurance segment�s net operating income 64 100 128 192

International Protection segment�s net operating income 3 25 8 50

Wealth Management segment�s net operating income 12 13 24 23

International Mortgage Insurance segment:
Canada 41 28 78 79
Australia 44 54 23 106
Other Countries (9) (4) (18) (8) 

International Mortgage Insurance segment�s net operating income 76 78 83 177

U.S. Mortgage Insurance segment�s net operating loss (25) (255) (68) (338) 

Runoff segment�s net operating income (loss) (6) 18 29 19

Corporate and Other�s net operating loss (44) (92) (93) (161) 

Net operating income (loss) 80 (113) 111 (38) 
Net investment gains (losses), net of taxes and other adjustments (19) (23) (3) (39) 
Gain on sale of business, net of taxes 15 �  15 �  

Net income (loss) available to Genworth Financial, Inc.�s common stockholders 76 (136) 123 (77) 
Add: net income attributable to noncontrolling interests 33 36 66 70

Net income (loss) $ 109 $ (100) $ 189 $ (7) 

The following is a summary of total assets for our segments and Corporate and Other activities as of the dates indicated:
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(Amounts in millions)
June 30,

2012
December 31,

2011
Assets:
U.S. Life Insurance $ 77,589 $ 75,547
International Protection 2,313 2,375
Wealth Management 457 523
International Mortgage Insurance 9,790 9,643
U.S. Mortgage Insurance 2,655 2,966
Runoff 15,454 16,031
Corporate and Other 4,278 5,102

Total assets $ 112,536 $ 112,187
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

(11) Sale of Tax and Accounting Financial Advisor Unit

On April 2, 2012, we completed the sale of our tax and accounting financial advisor unit, GFIS, for approximately $79 million, plus contingent
consideration, to Cetera Financial Group. The contingent consideration was recorded at fair value upon disposition and provides the opportunity
for us to receive additional future payments of up to approximately $25 million based on achieving certain revenue goals. We recognized a
realized gain of $15 million in other income related to the sale. GFIS was included in our Wealth Management segment.
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Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
The following discussion and analysis of our financial condition and results of operations should be read in conjunction with our unaudited
condensed consolidated financial statements and related notes included herein and with our Current Report on Form 8-K filed on June 11, 2012
which reflected retrospective changes in accounting for costs associated with acquiring or renewing insurance contracts and changes in the
treatment of future policy benefits for level premium term life insurance products.

Cautionary note regarding forward-looking statements

This report contains certain �forward-looking statements� within the meaning of the Private Securities Litigation Reform Act of 1995.
Forward-looking statements may be identified by words such as �expects,� �intends,� �anticipates,� �plans,� �believes,� �seeks,� �estimates,� �will� or words of
similar meaning and include, but are not limited to, statements regarding the outlook for our future business and financial performance.
Forward-looking statements are based on management�s current expectations and assumptions, which are subject to inherent uncertainties, risks
and changes in circumstances that are difficult to predict. Actual outcomes and results may differ materially due to global political, economic,
business, competitive, market, regulatory and other factors and risks, including the following:

� Risks relating to our businesses, including downturns and volatility in global economies and equity and credit markets; downgrades
or potential downgrades in our financial strength or credit ratings; interest rate fluctuations and levels; adverse capital and credit
market conditions; the impact on the potential extension, replacement or refinancing of our credit facilities; the valuation of fixed
maturity, equity and trading securities; defaults, downgrades or other events impacting the value of our fixed maturity securities
portfolio; defaults on our commercial mortgage loans or the mortgage loans underlying our investments in commercial
mortgage-backed securities and volatility in performance; goodwill impairments; defaults by counterparties to reinsurance
arrangements or derivative instruments; an adverse change in risk-based capital and other regulatory requirements; insufficiency of
reserves; legal constraints on dividend distributions by our subsidiaries; competition; availability, affordability and adequacy of
reinsurance; loss of key distribution partners; regulatory restrictions on our operations and changes in applicable laws and
regulations; legal or regulatory investigations or actions; the failure of or any compromise of the security of our computer systems;
the occurrence of natural or man-made disasters or a pandemic; the effect of the enactment of the Dodd-Frank Wall Street Reform
and Consumer Protection Act; changes in the accounting standards issued by the Financial Accounting Standards Board or other
standard-setting bodies; impairments of or valuation allowances against our deferred tax assets; changes in expected morbidity and
mortality rate; accelerated amortization of deferred acquisition costs and present value of future profits; reputational risks as a result
of rate increases on certain in-force long-term care insurance products; medical advances, such as genetic research and diagnostic
imaging, and related legislation; unexpected changes in persistency rates; ability to continue to implement actions to mitigate the
impact of statutory reserve requirements; the failure of demand for long-term care insurance to increase; political and economic
instability or changes in government policies; foreign exchange rate fluctuations; unexpected changes in unemployment rates;
unexpected increases in mortgage insurance default rates or severity of defaults; the significant portion of high loan-to-value insured
international mortgage loans which generally result in more and larger claims than lower loan-to-value ratios; competition with
government-owned and government-sponsored enterprises (�GSEs�) offering mortgage insurance; changes in international regulations
reducing demand for mortgage insurance; increases in mortgage insurance default rates; failure to meet, or have waived to the extent
needed, the minimum statutory capital requirements and hazardous financial condition standards; uncertain results of continued
investigations of insured U.S. mortgage loans; possible rescissions of coverage and the results of objections to our rescissions; the
extent to which loan modifications and other similar programs may provide benefits to us; unexpected changes in unemployment and
underemployment rates in the United States; further deterioration in economic conditions or a further decline in home prices in the
United States; problems associated with

82

Edgar Filing: GENWORTH FINANCIAL INC - Form 10-Q

Table of Contents 125



Table of Contents

foreclosure process defects in the United States that may defer claim payments; changes to the role or structure of Federal National
Mortgage Association (�Fannie Mae�) and Federal Home Loan Mortgage Corporation (�Freddie Mac�); competition with
government-owned and government-sponsored enterprises offering U.S. mortgage insurance; changes in regulations that affect our
U.S. mortgage insurance business; the influence of Fannie Mae, Freddie Mac and a small number of large mortgage lenders and
investors; decreases in the volume of high loan-to-value mortgage originations or increases in mortgage insurance cancellations in
the United States; increases in the use of alternatives to private mortgage insurance in the United States and reductions by lenders in
the level of coverage they select; the impact of the use of reinsurance with reinsurance companies affiliated with U.S. mortgage
lending customers; legal actions under the Real Estate Settlement Procedures Act of 1974 (�RESPA�); and potential liabilities in
connection with our U.S. contract underwriting services;

� Other risks, including the risk that adverse market or other conditions might further delay or impede the planned initial public
offering (�IPO�) of our mortgage insurance business in Australia; the possibility that in certain circumstances we will be obligated to
make payments to General Electric Company (�GE�) under the tax matters agreement with GE even if our corresponding tax savings
are never realized and payments could be accelerated in the event of certain changes in control; and provisions of our certificate of
incorporation and bylaws and the tax matters agreement with GE may discourage takeover attempts and business combinations that
stockholders might consider in their best interests; and

� Risks relating to our common stock, including the suspension of dividends and stock price fluctuations.
We undertake no obligation to publicly update any forward-looking statement, whether as a result of new information, future developments or
otherwise.

Overview

Our business

We are a leading financial security company dedicated to providing insurance, wealth management, investment and financial solutions to more
than 15 million customers, with a presence in more than 25 countries. We have the following operating segments:

� U.S. Life Insurance. We offer and manage a variety of insurance and fixed annuity products. Our primary insurance products
include life and long-term care insurance. For the three months ended June 30, 2012, our U.S. Life Insurance segment�s net income
available to Genworth Financial, Inc.�s common stockholders and net operating income available to Genworth Financial, Inc.�s
common stockholders were $53 million and $64 million, respectively. For the six months ended June 30, 2012, our U.S. Life
Insurance segment�s net income available to Genworth Financial, Inc.�s common stockholders and net operating income available to
Genworth Financial, Inc.�s common stockholders were $111 million and $128 million, respectively.

� International Protection. We are a leading provider of payment protection coverages (referred to as lifestyle protection) in multiple
European countries. Our lifestyle protection insurance products primarily help consumers meet specified payment obligations should
they become unable to pay due to accident, illness, involuntary unemployment, disability or death. For the three months ended
June 30, 2012, our International Protection segment�s net income available to Genworth Financial, Inc.�s common stockholders and
net operating income available to Genworth Financial, Inc.�s common stockholders were both $3 million. For the six months ended
June 30, 2012, our International Protection segment�s net income available to Genworth Financial, Inc.�s common stockholders and
net operating income available to Genworth Financial, Inc.�s common stockholders were $9 million and $8 million, respectively.
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� Wealth Management. We offer and manage a variety of wealth management services, including investments, advisor support and
practice management services. For the three months ended June 30, 2012, our Wealth Management segment�s net income available to
Genworth Financial, Inc.�s common stockholders and net operating income available to Genworth Financial, Inc.�s common
stockholders were $27 million and $12 million, respectively. For the six months ended June 30, 2012, our Wealth Management
segment�s net income available to Genworth Financial, Inc.�s common stockholders and net operating income available to Genworth
Financial, Inc.�s common stockholders were $39 million and $24 million, respectively.

� International Mortgage Insurance. We are a leading provider of mortgage insurance products and related services in Canada,
Australia, Mexico and multiple European countries. Our products predominantly insure prime-based, individually underwritten
residential mortgage loans, also known as flow mortgage insurance. On a limited basis, we also provide mortgage insurance on a
structured, or bulk, basis that aids in the sale of mortgages to the capital markets and helps lenders manage capital and risk.
Additionally, we offer services, analytical tools and technology that enable lenders to operate efficiently and manage risk. For the
three months ended June 30, 2012, our International Mortgage Insurance segment�s net income available to Genworth Financial, Inc.�s
common stockholders and net operating income available to Genworth Financial, Inc.�s common stockholders were $83 million and
$76 million, respectively. For the six months ended June 30, 2012, our International Mortgage Insurance segment�s net income
available to Genworth Financial, Inc.�s common stockholders and net operating income available to Genworth Financial, Inc.�s
common stockholders were $90 million and $83 million, respectively.

� U.S. Mortgage Insurance. In the United States, we offer mortgage insurance products predominantly insuring prime-based,
individually underwritten residential mortgage loans, also known as flow mortgage insurance. We selectively provide mortgage
insurance on a bulk basis with essentially all of our bulk writings prime-based. Additionally, we offer services, analytical tools and
technology that enable lenders to operate efficiently and manage risk. For the three months ended June 30, 2012, our U.S. Mortgage
Insurance segment�s net loss available to Genworth Financial, Inc.�s common stockholders and net operating loss available to
Genworth Financial, Inc.�s common stockholders were both $25 million. For the six months ended June 30, 2012, our U.S. Mortgage
Insurance segment�s net loss available to Genworth Financial, Inc.�s common stockholders and net operating loss available to
Genworth Financial, Inc.�s common stockholders were $51 million and $68 million, respectively.

� Runoff. The Runoff segment includes the results of non-strategic products which are no longer actively sold. Our non-strategic
products include our variable annuity, variable life insurance, institutional, corporate-owned life insurance and Medicare supplement
insurance products. Institutional products consist of funding agreements, funding agreements backing notes (�FABNs�) and guaranteed
investment contracts (�GICs�). In January 2011, we discontinued new sales of retail and group variable annuities while continuing to
service our existing blocks of business. Effective October 1, 2011, we completed the sale of our Medicare supplement insurance
business. For the three months ended June 30, 2012, our Runoff segment�s net loss available to Genworth Financial, Inc.�s common
stockholders and net operating loss available to Genworth Financial, Inc.�s common stockholders were $21 million and $6 million,
respectively. For the six months ended June 30, 2012, our Runoff segment�s net income available to Genworth Financial, Inc.�s
common stockholders and net operating income available to Genworth Financial, Inc.�s common stockholders were $41 million and
$29 million, respectively.

We also have Corporate and Other activities which include debt financing expenses that are incurred at our holding company level, unallocated
corporate income and expenses, eliminations of inter-segment transactions and the results of other non-core businesses that are managed outside
of our operating segments. For the three months ended June 30, 2012, Corporate and Other activities had a net loss available to Genworth
Financial, Inc.�s common stockholders and a net operating loss available to Genworth Financial, Inc.�s common stockholders of
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$44 million each. For the six months ended June 30, 2012, Corporate and Other activities had a net loss available to Genworth Financial, Inc.�s
common stockholders and a net operating loss available to Genworth Financial, Inc.�s common stockholders of $116 million and $93 million,
respectively.

Business trends and conditions

Our business is, and we expect will continue to be, influenced by a number of industry-wide and product-specific trends and conditions.

General conditions and trends affecting our businesses

Financial and economic environment. The stability of both the financial markets and global economies in which we operate impacts the sales,
revenue growth and profitability trends of our businesses. Equity markets and credit markets generally experienced higher volatility while
interest rate spreads were generally stable to tighter during the second quarter of 2012. Although global financial markets experienced some
improvement during the first half of 2012, the European debt crisis and concerns regarding global economies continued to impact the rate of
recovery.

The U.S. housing market reflected continuing stress and growing levels of foreclosures with variations in performance by sub-market, including
signs of stabilization within certain regions while others declined. Unemployment and underemployment levels in the United States remained
relatively constant with the fourth quarter of 2011 that experienced a slight decline in December 2011. We expect unemployment and
underemployment levels in the United States to stabilize at elevated levels and gradually decrease over time though remain elevated for an
extended period. In Canada, the overall housing market benefited from low interest rates and income and employment growth as unemployment
levels decreased slightly from the fourth quarter of 2011 and home prices increased modestly. In Australia, the overall housing market declined
in the second quarter of 2012 after experiencing modest home price declines in 2011 and unemployment remained consistent with the fourth
quarter of 2011 with some regional variations. There was modest economic growth in Australia in the first half of 2012 as consumer confidence
improved and interest rates declined. Europe overall remained a slow growth or declining environment with lower lending activity and reduced
consumer spending, particularly in Greece, Spain, Portugal, Ireland and Italy, in part as a result of the European debt crisis and actual or
anticipated austerity initiatives. See ��Trends and conditions affecting our segments� below for a discussion regarding the impacts the financial
markets and global economies have on our businesses.

Slow or varied levels of economic growth, coupled with uncertain financial markets and economic outlooks, changes in government policy,
regulatory reforms and other changes in market conditions, influenced, and we believe will continue to influence, investment and spending
decisions by consumers and businesses as they adjust their consumption, debt, capital and risk profiles in response to these conditions. These
trends change as investor confidence in the markets and the outlook for some consumers and businesses shift. As a result, our sales, revenues
and profitability trends of certain insurance and investment products have been and could be further impacted negatively or positively going
forward. In particular, factors such as government spending, monetary policies, the volatility and strength of the capital markets, anticipated tax
policy changes and the impact of global financial regulation reform will continue to affect economic and business outlooks and consumer
behaviors moving forward.

The U.S. government, Federal Reserve and other legislative and regulatory bodies have taken certain actions to support the economy and capital
markets, influence interest rates, influence housing markets and mortgage servicing and provide liquidity to promote economic growth. These
include various mortgage restructuring programs implemented or under consideration by the GSEs, lenders, servicers and the U.S. government.
Outside of the United States, various governments previously took actions to stimulate economies, stabilize financial systems and improve
market liquidity. In aggregate, these actions had a positive effect in the short term on these countries and their markets; however, there can be no
assurance as to the future level of impact these types of
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actions may have on the economic and financial markets, including levels of volatility. A delayed economic recovery period, a U.S. or global
recession or regional or global financial crisis could materially and adversely affect our business, financial condition and results of operations.

We manage our product offerings, investment and asset-liability management strategies to moderate risk especially during periods of strained
economic and financial market conditions. In addition, we continue to review our product and distribution management strategies to align with
our strengths, profitability targets and risk tolerance.

Credit and investment markets. Although continued weakness in Europe and lack of clear direction for the U.S. economy weighed on financial
markets, the overall tone in the market was steady in the second quarter of 2012. European Central Bank policies and actions were supportive
overall and fears of a disorderly Greek default were stemmed. A continued investor move toward quality pushed government yields markedly
lower during the second quarter of 2012, and created demand for fixed-income products, especially investment grade. Spreads were generally
stable to tighter during the second quarter of 2012, particularly outside of Europe. Supply was robust in both structured products and corporate
bonds as issuers took advantage of low treasury rates and a receptive market.

We recorded net other-than-temporary impairments of $39 million in the second quarter of 2012 compared to $26 million in the second quarter
of 2011. The increase in the second quarter of 2012 was largely driven by impairments in our corporate securities predominately attributable to a
financial hybrid security related to a bank in the United Kingdom that was downgraded to below investment grade. While we have seen
improvements in impairments of commercial mortgage loans in 2012, impairments of structured securities in our investment portfolio were
slightly higher in the second quarter of 2012. Although economic conditions may continue to negatively impact certain investment valuations,
the underlying collateral associated with our securities that have not been impaired continues to perform.

Looking ahead, we believe the current credit environment provides us with opportunities to invest across a variety of asset classes to meet our
yield requirements for our newer business although certain of our businesses have been pressured in the low rate environment. The current
environment will also provide opportunities to continue execution of various risk management disciplines involving further diversification
within the investment portfolio. See ��Investments and Derivative Instruments� for additional information on our investment portfolio.

Trends and conditions affecting our segments

U.S. Life Insurance

Life insurance. Results of our life insurance business are impacted by sales, mortality, persistency, investment yields, expenses, reinsurance and
statutory reserve requirements. Additionally, sales of our products and persistency of our insurance in-force are dependent on competitive
product features and pricing, underwriting, effective distribution and customer service.

Life insurance sales increased 6% during the second quarter of 2012 compared to the same period in 2011 reflecting an increase in sales of our
universal life insurance products, partially offset by a decrease in our term universal life insurance sales. Our term universal life insurance sales
reflected recent price increases and narrower product offerings. Our universal life insurance sales benefited from a combination of enhanced
sales and marketing strategies, consistent with efforts to shift our sales mix. Shifts in consumer demand, relative pricing, return on capital or
reinsurance decisions and other factors, such as regulatory matters affecting universal life insurance policies with secondary guarantees, could
also affect our sales levels.

Throughout 2011, we experienced favorable mortality in our term life insurance products as compared to priced mortality assumptions. In 2012,
we have experienced higher mortality than the prior year in our term life insurance products, although still consistent with pricing. The majority
of the higher mortality originated from
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policies within their level-period with claims below established reinsurance retention levels. Despite historically favorable experience, mortality
levels can deviate each period from historical trends as a result of such shifts in claim mix. In addition, while less severe in 2012 than in prior
years, we have experienced lower persistency as compared to pricing assumptions for 10-year term life insurance policies as they go through
their post-level rate period. We expect this trend in persistency to continue as these 10-year term life insurance policies go through their
post-level rate period and then moderate thereafter.

Regulations XXX and AXXX require insurers to establish additional statutory reserves for term life insurance policies with long-term premium
guarantees and for certain universal life insurance policies with secondary guarantees. This increases the capital required to write these products.
Despite this, committed funding sources are in place for approximately 95% of our anticipated peak level reserves currently required under
Regulations XXX and AXXX. The alternatives available to finance the increased reserve requirements on some of our in-force books of
business have over time become limited or more expensive.

In 2011, the National Association of Insurance Commissioners (�NAIC�) formed a Joint Working Group to review the statutory reserve
requirements of Regulation AXXX impacting certain universal life insurance policies with secondary guarantees. In March 2012, the NAIC
adopted a framework to address these reserving issues, and subsequently retained an actuarial consultant to help resolve the framework�s
proposal for addressing in-force business and business that will be written in an interim period until the adoption of a principles-based reserve
approach. In July 2012, the Joint Working Group exposed the new and in-force business proposals it developed for public comment, and it is
expected that the NAIC will adopt the Joint Working Group�s proposals at an upcoming meeting in 2012. If adopted without change, these
proposals will adversely impact the profitably of certain universal life products with secondary guarantees absent substantial price increases. The
new requirements likely will cause us to revise our product offerings and increase utilization of reinsurance for our new business. There can be
no assurance that there will be affordable reinsurance available or that we will be able to execute such transactions.

Long-term care insurance. Results of our long-term care insurance business are influenced by sales, morbidity, mortality, persistency,
investment yields, expenses and reinsurance. Additionally, sales of our products are impacted by the relative competitiveness of our offerings
based on product features and pricing, including our ability to implement future rate actions as deemed necessary.

Our long-term care insurance sales increased 15% in the second quarter of 2012 compared to the same period in 2011 from increased sales prior
to new state launches of our enhanced Privileged Choice Flex product. In July 2012, we introduced changes to our individual long-term care
insurance product to improve profitability and reduce risk. Certain lifetime benefits coverages and limited pay options will no longer be
available, underwriting was further tightened, first-year commissions were lowered and certain discounts were reduced or eliminated effectively
increasing average pricing by more than 20% on the products impacted. In addition, we began filing for regulatory approval of a new product,
scheduled for early 2013 release, which will include several transformational concepts such as gender distinct pricing for single applicants and
blood and lab underwriting requirements for all applicants. We continue to evaluate new product pricing and have utilized reinsurance in the
form of coinsurance to improve profitability and capacity for new business. We are currently reinsuring on a 40% coinsurance basis our most
recent individual long-term care insurance offerings.

Our loss ratio was 74% for the second quarter of 2012, 66% for the first quarter of 2012 and 68% for the year ended December 31, 2011. Lower
claim termination rates, higher new claim severity and modestly higher new claim counts negatively impacted the second quarter of 2011. We
expect variations to continue quarter to quarter.

Given the continued low interest rate environment, we continue active asset-liability management including maintaining hedges on the majority
of the next ten years of long-term care insurance product cash flows.
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We continue pursuing initiatives to improve the risk and profitability profile of our long-term care insurance business including: new product
issuance and service offerings; investing in care coordination capabilities; refining underwriting requirements; maintaining tight expense
management; actively exploring additional reinsurance strategies; executing effective investment strategies; and considering other actions to
improve the performance of the overall block. These efforts include evaluating the need for future in-force rate increases, where warranted, on
older issued policies. In this regard, we began filing for a rate increase of 18% on two blocks of older long-term care insurance policies in
November 2010. As of June 30, 2012, we have received approvals in 45 states which represent approximately 80% of the targeted premiums. In
the third quarter of 2012, we plan to request another round of long-term care insurance in-force premium rate increases with the goal of
achieving an average premium increase in excess of 50% on the older generation policies and an average premium increase in excess of 25% on
an earlier series of new generation policies over the next five years. Subject to regulatory approval, this premium rate increase would generate
approximately $200 million to $300 million of additional annual premiums when fully implemented. The goal of these rate actions is to mitigate
losses on the older generation products and, on the newer generation products which have generated positive operating earnings to date, help
offset lower than priced-for returns due to lower interest rates, unfavorable business mix and lower lapse rates than expected. The state approval
process of an in-force rate increase and the amount of the rate increase varies, and in certain states the decision to approve or decline can take up
to two years. Upon approval, premium increases may only occur on an insured�s billing anniversary date. Therefore, the benefits of any rate
increase may not be fully realized until the implementation is complete.

Changes in regulations or government programs, including long-term care insurance rate action legislation could impact our long-term care
insurance business positively or negatively. As such, we continue to actively monitor regulatory developments.

Fixed annuities. Results of our fixed annuities business are affected by investment performance, interest rate levels, slope of the interest rate
yield curve, net interest spreads, mortality, policyholder surrenders, new product sales and competitiveness of our offerings. Our competitive
position within many of our distribution channels and our ability to grow this business depends on many factors, including product offerings and
relative pricing.

In fixed annuities, sales may fluctuate as a result of consumer demand, changes in interest rates, credit spreads, relative pricing, return on capital
decisions, and our disciplined approach to managing risk. We have re-priced fixed annuities to maintain or increase spreads and targeted returns.
Looking ahead, we will continue to actively evaluate marketing and investment strategies in the event that interest rates change. We have
targeted distributors and producers and maintained sales capabilities that align with our focused strategy. We expect to continue to build these
distribution relationships while selectively adding or shifting towards other product offerings, including fixed indexed annuities.

Refinements of product offerings and related pricing, including use of reduced commission structures and disciplined investment strategies,
support our target of achieving appropriate risk-adjusted returns. Sales in the second quarter of 2012 were flat compared to the first quarter of
2012 as we continued our disciplined approach to product pricing and risk management. We expect moderate sales growth during the remainder
of 2012.

International Protection

Growth and performance of our lifestyle protection insurance business is dependent in part on economic conditions and other factors, including
consumer lending and spending levels, unemployment trends, client account penetration and mortality and morbidity trends. Additionally, the
types and mix of our products will vary based on regulatory and consumer acceptance of our products.

Consumer lending levels remain challenged particularly given concerns regarding the European debt crisis. Unemployment rates in Europe
trended upwards slightly during the second quarter of 2012 with regional variation. Additionally, we experienced negative European gross
domestic product growth in the first half of 2012.
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The profitability of our lifestyle protection insurance business declined during the first half of 2012 as a result of significantly lower premiums
driven by lower consumer lending levels. Additionally, losses increased slightly with lower but still favorable claim reserve adjustments while
claim payments remained at a consistent level. New claim registrations decreased in the second quarter of 2012 from the first quarter of 2012 but
remained consistent with levels in the second quarter of 2011. We could see further increases in losses if claim registrations increase particularly
with continued rising unemployment in Europe. Our declining premiums resulted in a loss ratio of 23% for the six months ended June 30, 2012
compared to 15% for the six months ended June 30, 2011. The loss ratio was 24% in the second quarter of 2012 compared to 23% in the first
quarter of 2012.

Sales during the first half of 2012 decreased primarily in Southern Europe, most notably in Italy, mainly as a result of stagnating economies
across Europe, which resulted in a decline in consumer lending where most of our insurance coverages attach as banks tightened lending criteria
and consumer demand declined. Additionally, we continued to maintain risk management practices resulting in the exit of certain client
relationships. We are pursuing various targeted initiatives to increase sales in existing markets, with focus on distribution expansion, optimizing
our product portfolio and selective new client acquisition within our risk profile. However, depending on the severity and length of these
conditions, we could experience additional declines in sales and ability to generate targeted growth in new sales.

With our focus on growth in select new markets and enhanced distribution capabilities, we expect these efforts, coupled with sound risk and cost
management disciplines, to maintain or improve profitability and help offset the impact of economic or employment pressures as well as lower
levels of consumer lending.

Wealth Management

Results of our wealth management business are impacted by the demand for asset management products and related support services, investment
performance and equity market conditions.

Net flows in the second quarter of 2012 were negative primarily related to prior year relative investment performance. In addition, we have
experienced an increased competitive landscape. To partially offset this negative trend, we have introduced product enhancements, more
competitive pricing and continued efforts to streamline our operations. Depending upon the direction of equity and fixed-income markets in the
future, we could see either positive or negative impacts on sales, net flows and assets under management.

On April 2, 2012, we completed the sale of our tax and accounting financial advisor unit, Genworth Financial Investment Services (�GFIS�), for
approximately $79 million, plus contingent consideration, to Cetera Financial Group. We recognized an after-tax gain of $15 million related to
the sale.

International Mortgage Insurance

Results of our international mortgage insurance business are affected by changes in regulatory environments, employment levels, consumer
borrowing behavior, lender mortgage-related strategies, including lender servicing practices, and other economic and housing market influences,
including interest rate trends, home price appreciation or depreciation, mortgage origination volume, levels and aging of mortgage delinquencies
and movements in foreign currency exchange rates.

Canada and Australia comprise approximately 98% of our international mortgage insurance primary risk in-force with an estimated average
effective loan-to-value ratio of 58%. These established markets will continue to be key drivers of revenues and earnings in our international
mortgage insurance business.

Our participation or entry in other international markets remains selective and disciplined. During the second quarter of 2012, we became a
minority shareholder of a newly formed joint venture partnership in India. The joint venture will offer mortgage guarantees against borrower
defaults on housing loans from mortgage lenders in India. The financial impact of this joint venture during 2012 is expected to be minimal.
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In Canada, during 2011 and the first half of 2012, favorable economic conditions persisted with housing affordability benefiting from low
interest rates and income and employment growth. Since September 2010, the Bank of Canada has maintained the overnight rate at 1.0% and we
expect this rate to be maintained near this level throughout 2012. The unemployment rate in Canada has gradually decreased during the last two
years and this trend continued in the first half of 2012. We expect the unemployment rate to remain near current levels for the remainder of
2012. Additionally, average home prices have remained stable after increasing modestly during the first half of 2011. Average home prices
increased slightly during the first half of 2012 and we expect prices to remain stable for the remainder of 2012, as a balanced housing market
persists.

In January 2011, the Canadian government announced new mortgage rules that became effective in March and April of 2011. These changes
reduced the amount of flow new insurance written in 2011 compared to 2010 levels primarily due to a smaller market, particularly for high
loan-to-value refinance transactions, which was partially offset by improved market penetration. In June 2012, the Canadian government
announced further changes to the mortgage insurance eligibility rules that became effective in early July 2012. The new rules eliminate high
loan-to-value refinancings and impose more stringent qualifying criteria for insured mortgages by reducing the maximum amortization period to
25 years from 30 years. As a result, we expect new written premiums to decrease in the second half of 2012 and in future periods.

During the first quarter of 2012, flow new insurance written in Canada remained lower than the fourth quarter of 2011 primarily from a decrease
in the size of the high loan-to-value market and seasonal factors, which were partially offset by a slight improvement in our market penetration.
During the second quarter of 2012, flow new insurance written improved primarily from a seasonably larger mortgage insurance market but
remained below levels seen during the second quarter of 2011. We expect our level of flow new insurance written in 2012 to increase modestly
from the 2011 levels with the expectation during the second half of 2012 of higher share penetration and seasonality from mortgage closures. As
of June 30, 2012, our 2010 and 2011 books of business represent 20% of our insurance in-force while our 2007 and 2008 book years, the two
largest in our portfolio, together represent 28% of our insurance in-force. As our 2007 and 2008 book years are largely past their peak earnings
period, earned premiums in Canada are expected to decline modestly in 2012 compared to 2011 reflecting earnings from the smaller 2009, 2010
and 2011 books of business.

During 2011, losses in Canada increased from levels experienced during 2010 despite improving overall economic conditions and stable housing
markets. While the total number of delinquencies decreased during 2011, and we continued to realize benefits from our loss mitigation activities,
overall losses increased as a result of higher severity on older books, particularly from Alberta. In Alberta, the economy and housing market
have not fully recovered to pre-recession levels and continue to drive increased severity, although conditions began to improve during the
second half of 2011 and the first half of 2012. During the first quarter of 2012, losses were lower compared to the fourth quarter of 2011 and
further decreased during the second quarter of 2012 as both the total number of delinquencies and the proportion of new delinquencies, net of
cures, from Alberta continued to decline. These improvements were partially offset by increased severity on existing delinquencies. We expect
our overall loss levels in Canada to improve moderately through the remainder of 2012, although loss levels may vary quarterly based on
seasonal or event-driven fluctuations.

In June 2011, the Canadian government passed legislation, that when effective, will formalize existing mortgage insurance arrangements with
private mortgage insurers and terminate the existing agreement with the Canadian government, including the elimination of the Canadian
government guarantee fund. This legislation does not change the current government guarantee of 90% provided on mortgages we insure. We do
not anticipate any significant impacts to our business as a result of this legislation, however, a full assessment of the impact on our business
cannot be completed until the regulations are finalized.

In Australia, economic growth slowed during 2011 given the economic impact of pressures from higher interest rates, higher costs of living,
higher exchange rates and cautious consumer spending. This was particularly the case in coastal tourism areas of Queensland where these
pressures were exacerbated by the flooding in January 2011. During the first half of 2012, Australia experienced modest economic growth with
some variation
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across sectors and regions, and both exchange rates and interest rates decreased. The overall housing market in Australia remained flat during
the first quarter of 2012 and declined slightly during the second quarter of 2012 after experiencing some modest home price declines in 2011. On
a regional basis, variations were more pronounced, especially in Queensland and Western Australia where average home prices declined 7% and
6%, respectively, in 2011. We expect average national home prices to remain near current levels throughout 2012. After a slight increase during
2011, unemployment levels stabilized during the first half of 2012. We expect a modest increase in the unemployment rate during the remainder
of 2012. In the fourth quarter of 2011, the Reserve Bank of Australia lowered the cash rate from 4.75% to 4.25%, in two separate decisions,
which had remained unchanged since December 2010. The Reserve Bank of Australia further reduced the cash rate by 75 basis points to 3.50%,
in two separate decisions during the second quarter of 2012, as Australian and global economic conditions have been somewhat weaker than
expected.

Total mortgage market activity in Australia slowed during 2011 as consumers became more cautious about higher interest rates and global
economic uncertainty together with the economic impact of natural disasters. Additionally, some lenders were slow to return to the high
loan-to-value market. These factors resulted in a smaller high loan-to-value mortgage originations market. First-time home buyers and refinance
transactions increased in late 2011 from improving consumer confidence and stable to declining interest rates in the fourth quarter of 2011.
During the first quarter of 2012, flow new insurance written declined modestly from the fourth quarter of 2011, primarily from a smaller
mortgage originations market as a result of the expiration of certain first-time home buyer concessions offered by local governments, and
seasonal factors. During the second quarter of 2012, flow new insurance written improved to its highest level since the first quarter of 2010
primarily from a stronger mortgage originations market driven by increased refinancing activity, however this trend is not expected to continue.
As a result, we expect our level of flow new insurance written in 2012 to be modestly higher than 2011 levels. As of June 30, 2012, our 2010
and 2011 books of business represented 18% of our insurance in-force while our 2007, 2008 and 2009 book years, the three largest in our
portfolio, together represented 36% of our insurance in-force. We expect the pressure on our earned premiums, as the large 2007 to 2009 book
years mature past their peak earnings period and subsequent smaller books season during 2012, to be largely offset by higher net premiums
written based on a higher loan-to-value mix and pricing actions during the second quarter of 2012. Given this and changes in external
reinsurance, we anticipate earned premiums during 2012 to remain similar to 2011.

During 2011, losses began to increase following an improvement during 2010. This was mainly driven by higher interest rates, lower retail
spending and higher reserves for claims anticipated from the natural disasters in early 2011, particularly the flooding in Queensland. As a result,
there was an increase in the number of outstanding delinquencies and reserves as the cumulative impact of the factors noted previously exerted
pressure on elements of the portfolio. Overall delinquencies and the delinquency rate peaked during the third quarter of 2011 and have since
trended downward, ending the second quarter of 2012 at a level similar to the one experienced at the start of 2011. This improvement was broad
based across most regions, including Queensland. During the second half of 2011, we increased the intensity of our efforts to work with lenders
to accelerate the processing of older delinquencies through to resolution. The extent of the rate of conversion from later stage delinquency to
claim and higher average paid claim amounts during the first quarter of 2012 led to higher losses than previously anticipated. We now expect the
higher rate of conversion to claim and average paid claims to continue at least through the remainder of 2012. The higher losses were most
pronounced in sub-segments of the Queensland region, whose economy has been pressured, as well as our 2007 and 2008 vintages which have
higher concentrations of self-employed borrowers. We strengthened loss reserves by $82 million during the first quarter of 2012 to reflect the
adverse change in frequency and severity experience that emerged during that quarter. The reserve strengthening recognized that we expected to
see an elevated number of claims paid and higher average claim amounts continue into at least the second quarter of 2012 before beginning to
moderate in the second half of 2012. During the second quarter of 2012, as expected, we paid a high number of claims which also had a high
average claim amount. Pressures from sub-segments of the Queensland region and our 2007 and 2008 vintages continued to be the primary
drivers of losses in the second quarter of 2012 the impact of which was partly offset by lower new delinquencies, net of cures. We expect our
overall loss levels in Australia during the remainder of the year to remain similar to levels experienced during the second quarter of 2012.
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On April 17, 2012, we announced a new timeframe for completing our planned minority IPO of up to 40% of our Australian mortgage insurance
business, which was originally expected to occur during 2012. We are now targeting completion of the IPO in early 2013, subject to market
conditions, valuation considerations including business performance in Australia, and regulatory approvals. On April 20, 2012, Moody�s
Investors Service (�Moody�s) placed our Australian mortgage insurance business on review for possible downgrade following our announcement
regarding an anticipated net operating loss in this business in the first quarter of 2012 as a result of the elevated loss experience and higher
claims incidence and severity. Subsequently, Moody�s extended the review period to align it with its review of the overall mortgage insurance
industry and, on July 18, 2012 announced that its review of Australian mortgage insurers would not be finalized until Moody�s draft Global
Methodology for Rating Mortgage Insurers is finalized, which we expect to be finalized in 2012. See �Risk Factors�A downgrade or a potential
downgrade in our financial strength or credit ratings could result in a loss of business and adversely affect our financial condition and results of
operations� in �Item 1A. Risk Factors� in our Annual Report on Form 10-K, filed on February 27, 2012.

The overall economic environment in Europe continued to be dominated by concerns about the fiscal health of the region, which has created
uncertainty about the timing and speed of economic recovery and renewed concerns about an economic recession. While regional differences
exist, the overall business climate and the economic growth outlook in Europe remain pressured from the combination of persistent high
unemployment rates and low business and consumer confidence. As a result, we have seen increasing delinquencies and lower cures driven by
prolonged economic stress, most notably in Ireland, contributing to increased loss reserves in our European mortgage insurance business, which
we expect to continue through 2012. Specifically in Ireland, which represents less than 1% of our international primary risk in-force, we
experienced increasing delinquencies and reserves in the second half of 2011 and during the first half of 2012 driven by prolonged economic and
housing market stress, and we expect this to continue during 2012. We are actively working with lenders and have significantly reduced our
exposure and new business volumes from certain regions as we seek opportunities to manage and mitigate our risk profile in Europe.

Over the past several years, our global loss mitigation operations have enhanced both their capabilities and resources devoted to finding
solutions that cure delinquencies and help to keep borrowers in their homes. These efforts include lender mortgage-related strategies, such as
loan modification programs designed to help borrowers maintain mortgage payments while they are experiencing personal hardships. These
programs allow lenders to maintain their relationship with a borrower while retaining an interest earning asset. In addition, we have developed
asset management strategies designed to efficiently dispose of properties when a borrower�s hardship cannot be cured. Such efforts include
actively partnering with the lender and borrower to optimize the transition process and taking early possession of properties to mitigate claim
payments. As a result, our loss mitigation activities have had a favorable impact on our financial results as well as our relationships in the
marketplace.

U.S. Mortgage Insurance

Results of our U.S. mortgage insurance business are affected by unemployment, underemployment and other economic and housing market
trends, interest rates, home prices, mortgage origination volume mix and practices, the levels and aging of mortgage delinquencies including
seasonal variations, the inventory of unsold homes and lender modification and other servicing efforts. These economic and housing market
trends are continuing to be adversely affected by ongoing weakness in the domestic economy and related levels of unemployment and
underemployment. This has resulted in rising foreclosures, more borrowers seeking loan modifications and elevated housing inventories which
contributed to the downward pressure on home values. Overall, we believe that home values have reached their lowest levels and expect slow
modest growth in these values through the second half of 2012 and into 2013. At the same time, we also expect unemployment and
underemployment levels to stabilize at elevated levels and gradually decrease over time though remain elevated for an extended period. Given
the trends of new delinquencies, reserves, new insurance written, orginations and mortgage insurance penetration, and assuming no significant
deterioration in the U.S. housing market or material global economic downturns, we believe these drivers continue to suggest a return to
profitability at some point in 2013.
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Over recent periods, the convergence of a weak housing market, tightened lending standards, the lack of consumer confidence and the lack of
liquidity in some mortgage securitization markets, along with volatility in mortgage interest rates, converged to drive a smaller mortgage
origination market. Within the private mortgage insurance market, over recent periods the mortgage insurance penetration rate and overall
market size was driven down by growth in Federal Housing Administration (�FHA�) originations, associated with multiple pricing, underwriting
and loan size factors, and the negative impact of GSE market fees and loan level pricing which made private mortgage insurance solutions less
competitive with FHA solutions. We saw the private mortgage insurance penetration rate remain essentially flat in the fourth quarter of 2011 and
in the first quarter of 2012. However, given the effects of prior and ongoing FHA risk management actions, the private mortgage insurance
penetration rate increased in the second quarter of 2012. This pattern has been mitigated in part by increased GSE loan level fees which can
make private mortgage insurance less attractive. Going forward, further GSE fee increases could limit the demand for or competitiveness of
private mortgage insurance. Considering both of these trends, we still believe the industry can expect to regain market share over time. In
November 2011, federal legislation was enacted that extended the authority of the FHA to insure loans with initial balances in amounts up to
125% of median area home prices of up to and including $729,750. With this new legislation in place, the FHA now has higher loan limits than
do the GSEs in certain metropolitan statistical areas. Accordingly, this could give the FHA a competitive advantage over private mortgage
insurance providers. The mortgage insurance industry level of market penetration and eventual market size will continue to be affected by any
actions taken by the GSEs, the FHA or the U.S. government impacting housing or housing finance policy, underwriting standards or related
reforms. The Housing and Economic Recovery Act of 2008 provided for changes to, among other things, the regulatory authority and oversight
of the GSEs and the authority of the FHA including with respect to premium pricing, maximum loan limits and down payment requirements. In
addition, Fannie Mae and Freddie Mac remain the largest purchasers and guarantors of mortgage loans in the United States.

Although the overall insured market size is expected to be larger compared to the prior year, our U.S. mortgage insurance market share declined
slightly in the second quarter of 2012 driven by the impact of competitor pricing and underwriting guidelines. Meanwhile, we continue to
manage the quality of new business through prudent underwriting guidelines, which we modify from time to time when circumstances warrant.
In addition, we regularly monitor competitor pricing and underwriting changes and their potential market impact. During the second quarter of
2012, we announced reduced pricing and expanded underwriting guidelines intended to increase our competiveness in the mortgage insurance
market. As of June 30, 2012, the Home Affordable Refinance Program (�HARP�) production, which is up substantially over prior quarters,
accounted for approximately $2.3 billion of insurance that is treated as a modification of the coverage on existing insurance in-force rather than
new insurance written. Loans modified through HARP have extended amortization periods and reduced interest rates which reduce borrower�s
monthly payments. Over time, these modified loans are expected to result in extended premium streams and a lower incidence of default.

While we continue to experience a decrease in the level of new delinquencies, overall pressure on the housing market continues to adversely
affect the performance of our portfolio, particularly our 2005, 2006, 2007 and first half of 2008 book years that we believe peaked in their
delinquency development during the first quarter of 2010. Albeit at a lower rate, delinquencies for these book years continue to drive the level of
new delinquencies being reported. While the impact was originally concentrated in certain states and alternative product types, during the last
few years, the impact has shifted to more traditional products reflecting the elevated unemployment and underemployment levels throughout the
United States. Beginning mid-2010, we saw an increase in foreclosure starts as well as an increase in our paid claims as late stage delinquency
loans go through foreclosure. In addition, we saw wide ranges in performance among loan servicers regarding the ability to modify loans.
Suspensions and delays of foreclosure actions in response to problems associated with lender and servicer foreclosure process changes and
defects have caused, and could further cause, claim payments to be deferred to later periods and potentially have an adverse impact on the timing
of a recovery of the U.S. residential mortgage market. Several major servicers reached agreement in principle in February 2012 with the U.S.
Department of Justice, various federal agencies and 49 state attorneys general on origination and servicing practices, and this could affect
timelines for claims submissions or administration actions. The effect on us of this agreement is uncertain at this time.
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Expanded efforts in the mortgage lending market to modify loans and improved performance of our second half of 2008 and the 2009, 2010 and
2011 book years compared with the performance of prior book years, resulted in continued reductions in delinquency levels through the second
quarter of 2012. However, loan modification efforts remained challenged and aging of delinquencies continued to increase through 2011 and
through the first half of 2012; moreover, both foreclosures and liquidations remained elevated through the same period, thereby resulting in
ongoing elevated levels of loss reserves and claims. If employment levels remain pressured, home values experience further decline, credit
remains tight or interest rates increase, the ability to cure a delinquent loan could be more difficult to achieve. In addition, while we continue to
execute on our loan modification strategy, during 2011 and through the first half of 2012, we have seen the level of loan modification actions
moderating against the levels we experienced during the fourth quarter of 2010. We also saw evidence of low levels of modification activity
outside of government programs and servicers distracted by various regulatory and legal actions. Further reduction of loan modifications would
have an adverse impact on the ability of borrowers to cure a delinquent loan.

Our loss mitigation activities, including those relating to workouts, loan modifications, pre-sales, rescissions, claims administration (including
curtailment of claim amounts) and targeted settlements, net of reinstatements, which occurred during the six months ended June 30, 2012
resulted in a reduction of expected losses of $320 million compared to $252 million during the six months ended June 30, 2011.

Workouts and loan modifications, which related to loans representing 1% of our primary risk in-force as of June 30, 2012, and occurred during
the period then ended, resulted in a reduction of expected losses during the six months ended June 30, 2012 of $176 million compared to $195
million during the six months ended June 30, 2011. Our workout and loan modification programs with various lenders and servicers are
designed to help borrowers in default regain current repayment status on their mortgage loans, which ultimately allowed many of these
borrowers to remain in their homes. The loans that are subject to workouts and loan modifications that were completed could be subject to
potential re-default by the underlying borrower at some future date. However, such borrower re-defaults currently remain stable and in line with
current experience levels. In addition, pre-sales, claims administration and other non-cure workouts that occurred during the six months ended
June 30, 2012 resulted in a reduction of expected losses of $129 million compared to $38 million that occurred during the six months ended
June 30, 2011.

As a result of investigation activities on certain insured delinquent loans, we found some levels of misrepresentation and non-compliance with
specific terms and conditions of our underlying master insurance policies, as well as fraud. These findings separately resulted in rescission
actions that occurred during the six months ended June 30, 2012 which reduced our expected losses at the time of rescission by $15 million
compared to $19 million that occurred during the six months ended June 30, 2011. We expect limited benefit from rescission actions in future
periods.

Since 2010, benefits from loss mitigation activities have shifted from rescissions to loan modifications and reviews of loan servicing and claims
administration compliance where we expect a majority of our loss mitigation benefits to be achieved going forward. While we expect to continue
evaluating compliance of the insured or its loan servicer with respect to its servicing obligations under our master policy for loans insured
thereunder and may curtail claim amounts payable based on our evaluations of such compliance, we cannot give assurance on the extent or level
at which such claim curtailments will continue. Although loan servicers continue to pursue a wide range of approaches to execute appropriate
loan modifications, government-sponsored programs such as Home Affordable Modification Program (�HAMP�) continue to decline as alternative
programs have begun to gain momentum. With lower benefits from government-sponsored programs and the limited impact from alternative
programs to date, we have experienced higher levels of loss reserves and/or paid claims. On February 1, 2012, the Obama Administration
announced that it would extend HAMP for one year until December 31, 2013, and expand borrower eligibility by loosening certain underwriting
requirements. In addition, incentives paid to the owner of a loan that qualifies for principal reduction under HAMP are being increased and, for
the first time, will be offered to the GSEs. However, to date, the GSEs are not participating in this program.
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There can be no assurance that these changes will increase the number of loans that are modified under HAMP, including mortgage loans we
insure currently, or that any such modifications will succeed in avoiding foreclosure. Depending upon the mix of loss mitigation activity, market
trends, employment levels in future periods and other general economic impacts which influence the U.S. residential housing market, we could
see additional adverse loss reserve development going forward. We expect the primary source of new reserves and losses to come from new
delinquencies.

We also participate in reinsurance programs in which we share portions of our premiums associated with flow insurance written on loans
originated or purchased by lenders with captive insurance entities of these lenders in exchange for an agreed upon level of loss coverage above a
specified attachment point. For the six months ended June 30, 2012, we recorded reinsurance recoveries of $27 million where cumulative losses
have exceeded the attachment points in captive reinsurance arrangements, primarily related to our 2004 through 2008 book years. We have
exhausted certain captive reinsurance tiers for these book years based on loss development trends. While we continue to receive cash benefit
from these captive arrangements at the time of claim payment, this level of benefit is expected to decline going forward as more captive trusts�
assets are being exhausted at a faster rate. The majority of our excess of loss captive reinsurance arrangements are in runoff with no new books
of business being added going forward.

Genworth Mortgage Insurance Corporation (�GEMICO�), our primary U.S. mortgage insurance subsidiary, continues to exceed the maximum
risk-to-capital ratio of 25:1 established under North Carolina law and enforced by the North Carolina Department of Insurance (�NCDOI�), which
is GEMICO�s domestic insurance regulator. As of June 30, 2012 and December 31, 2011, GEMICO�s risk-to-capital ratio was approximately
34.3:1 and 32.9:1, respectively. Over at least the next several quarters, we expect GEMICO�s risk-to-capital ratio to continue to increase. The
amount of such increases will depend principally on the magnitude of future losses incurred by GEMICO, the effectiveness of ongoing loss
mitigation activities and the amount of additional capital that is generated within the business or capital support (if any) that we provide. Our
estimate of the amount and timing of future losses is inherently uncertain, requires significant judgment and may change significantly over time.

Effective January 31, 2011, the NCDOI granted GEMICO a revocable two-year waiver of compliance with its risk-to-capital requirement. The
waiver, which the NCDOI can modify or terminate at any time in its discretion, gives GEMICO the ability to continue to write new business in
North Carolina during the period covered by the waiver, notwithstanding that GEMICO�s risk-to-capital ratio exceeds 25:1. On July 27, 2012, the
NCDOI granted GEMICO an 18-month extension of the two-year revocable waiver of compliance with its risk-to-capital requirement through
July 31, 2014. Thirty-four of the states in which GEMICO operates do not impose their own risk-to-capital requirements; consequently,
GEMICO is permitted to continue to write business in those states so long as it is permitted to write business in North Carolina. Sixteen states
(including North Carolina) impose their own risk-to-capital requirements. Of these 16 states, 12 granted revocable waivers (or the equivalent) of
their risk-to-capital requirements to allow GEMICO to continue to write new business. In two of these 12 states, such waivers are no longer in
effect as we exceeded alternative risk-to-capital limitations contained in these waivers when they were granted to GEMICO. One of these two
states, the state of Florida, entered into a voluntary Consent Order with GEMICO on July 9, 2012, whereby GEMICO agreed to the formal
suspension of its license to write new business in the state of Florida until such time as GEMICO establishes that it again meets the requirement
of the applicable Florida risk-to-capital standards. The Consent Order further provides that if GEMICO does not establish its compliance with
Florida�s requirement prior to July 9, 2014, GEMICO�s license will expire necessitating a reapplication before it would be authorized to write new
business within the state of Florida. In December 2011, at the time GEMICO exceeded Florida�s risk-to-capital standard, we began writing new
insurance in the state of Florida out of Genworth Residential Mortgage Assurance Corporation (�GRMAC�), another one of our U.S. mortgage
insurance subsidiaries. Accordingly, we will continue writing new business out of GRMAC in the state of Florida until GEMICO returns to
compliance with that state�s risk-to-capital requirements. Even though GEMICO�s risk-to-capital ratio exceeded 25:1, GEMICO remains
authorized to write new business in 44 states as of June 30, 2012, pursuant to revocable waivers or the equivalent issued by applicable states
where necessary and with the approval of the GSEs.
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New insurance written in North Carolina and in the 34 states which do not impose their own risk-to-capital requirements represented
approximately 49% and 48%, respectively, of our total new insurance written for the six months ended June 30, 2012 and 2011. New insurance
written in the other nine states that have granted revocable waivers (or the equivalent) of their risk-to-capital requirements represented
approximately 35% and 31%, respectively, of total new insurance written for the six months ended June 30, 2012 and 2011.

With the approval of state insurance regulators in the six remaining states where GEMICO is not authorized to write new business and the GSEs,
we began writing new business through GRMAC in five of these states while continuing to use Genworth Residential Mortgage Insurance
Corporation of North Carolina to write new business in the sixth state. Freddie Mac�s and Fannie Mae�s approvals of this arrangement expire on
December 31, 2012.

We plan to write new business through GRMAC in any other state that prohibits GEMICO from writing new business, subject to the approval of
applicable insurance regulators and the GSEs and GRMAC continuing to satisfy its own regulatory requirements. Depending upon volume,
GRMAC currently has approximately a full year of new business capacity. We continue to discuss our ongoing use of these and other alternative
arrangements with our state insurance regulators and the GSEs.

Historically, we have actively managed the risk-to-capital ratios of our U.S. mortgage insurance business in various ways, including through
reinsurance arrangements with our subsidiaries and by providing additional capital support to our U.S. mortgage insurance subsidiaries
(including through the contribution of a portion of our common shares of Genworth MI Canada Inc.). Our existing intercompany reinsurance
arrangements are conducted through affiliated insurance subsidiaries, and therefore, remain subject to regulation by state insurance regulators
who could decide to limit, or require the termination of, such arrangements. Any decision to provide additional capital to support our U.S.
mortgage insurance subsidiaries is subject to a number of considerations, including (i) the extent to which we are on track towards executing
certain capital reallocation transactions to support the redeployment of capital for the benefit of our stockholders while maintaining appropriate
risk buffers; (ii) our ongoing analyses of risk scenarios and the value and return on providing such capital support or pursuing other alternative
arrangements or strategies; (iii) our assessment and understanding of U.S. policy relating to housing finance, the use of private mortgage
insurance or the GSEs; and (iv) our assessment of actions by competitors and the current views of the GSEs and state regulators. Depending on
the state of the U.S. economy and housing market along with other factors, there is a range of potential additional capital needs that our U.S.
mortgage insurance subsidiaries might require, including some that could be substantial. As a result, for a variety of reasons, there is no
assurance that we will or will not provide additional capital to support our U.S. mortgage insurance subsidiaries in the future.

In response to the recent years� adverse operating results, we engaged in a strategic review of our U.S. mortgage insurance business. While our
U.S. mortgage insurance business continues to write new business with expected profitable returns on an ongoing basis, we evaluated (i) the
maintenance of ongoing operations and potential changes to the business as the private mortgage insurance and broader housing finance markets
evolve; (ii) the prospects involved in ceasing to write new business but continuing to service the existing policies in-force (commonly referred to
as �runoff�); and (iii) the merits and potential of entering into a strategic transaction involving the spinoff, merger or sale of our U.S. mortgage
insurance operations. Key considerations taken into account by us in identifying and assessing alternatives included the efficiency of capital
required in the short- and medium-term under each of these options; underlying embedded value within our U.S. mortgage insurance business;
maximization of capital deployment flexibility; maintenance of adequate liquidity and financial flexibility; protection of the value, reputation,
ratings and regulatory relationships of our U.S. mortgage insurance business and Genworth as a whole; and maximization of medium- to
long-term shareholder value. Each alternative we considered included challenges and opportunities from a financial, operational, reputational
and regulatory perspective. We will continue to monitor these considerations and alternatives on a go forward basis and our expectation
currently is to continue operating our U.S. mortgage insurance business with the benefit of regulatory waivers and the use of alternative
subsidiaries to generate new insurance written.
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Runoff

Results of our Runoff segment are affected by investment performance, interest rate levels, net interest spreads, equity market conditions,
mortality and policyholder surrenders and scheduled maturities. In addition, the results of our Runoff segment can significantly impact our
results, regulatory capital requirements, distributable earnings and liquidity.

In January 2011, we discontinued sales of our individual and group variable annuities; however, we continue to service our existing block of
business and accept additional deposits on existing contracts. During 2012, equity market volatility has caused fluctuations in the results of our
variable annuity products and regulatory capital requirements. In the future, equity market performance and volatility could result in additional
gains or losses in our variable annuity products although associated hedging activities are expected to mitigate most of these impacts. Volatility
in the results of our variable annuity products can result in favorable or unfavorable impacts on capital and earnings. In addition to the use of
hedging activities to mitigate impacts related to equity market volatility and interest rate risks, we may pursue reinsurance opportunities to
further mitigate volatility in results.

The results of our institutional products are impacted by scheduled maturities, as well as liquidity levels. However, we believe our liquidity
planning and our asset-liability management will largely mitigate this risk.

Effective October 1, 2011, we completed the sale of our Medicare supplement insurance business for $276 million. We recognized an after-tax
gain on the sale of $36 million in the fourth quarter of 2011. The transaction included the sale of Continental Life Insurance Company of
Brentwood, Tennessee and its subsidiary, American Continental Insurance Company, and the reinsurance of the Medicare supplement insurance
in-force business written by other Genworth life insurance subsidiaries.

We expect to manage our runoff products for at least the next ten years. Several factors may impact the time period for these products to runoff
including the specific policy types, economic conditions and management strategies.

Ratings

On June 27, 2012, Moody�s downgraded the insurance financial strength rating of our U.S. life insurance subsidiaries to �A3� from �A2� with a
stable outlook and placed our holding company and U.S. mortgage insurance business on review for downgrade. These actions may adversely
impact our business in various ways, including resulting in lower sales, particularly for our life insurance businesses; however, we are currently
managing statutory performance through lower sales in these businesses. Moody�s currently rates our senior debt �Baa3,� which is their lowest
investment grade rating. Lowering our senior debt rating may adversely impact our ability to raise capital at competitive rates, including issuing
debt, and may have other adverse commercial impacts. Our next debt maturity is $600 million in June 2014. According to Moody�s, the
following could lead to a confirmation of the holding company�s ratings: 1) de-linkage from the U.S. mortgage insurance business so that a
downside scenario would not impact holding company creditors or determination that a downside scenario would have a modest impact on the
group; or 2) capital actions that enhance holding company financial flexibility without hurting long-term earnings power of the company. On the
other hand, the following could result in a downgrade of the holding company�s ratings: 1) failure to de-link the U.S. mortgage insurance
business from holding company creditors or determination that a downside scenario would have more than a modest impact on the group; or 2)
failure to take capital actions that enhance holding company financial flexibility without hurting long-term earnings power of the company.
While we do not know when Moody�s will complete their review for downgrade, we expect the review to be resolved in 2012.
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Consolidated Results of Operations

The following is a discussion of our consolidated results of operations and should be read in conjunction with ��Business trends and conditions.�
For a discussion of our segment results, see ��Results of Operations and Selected Financial and Operating Performance Measures by Segment.�

Three Months Ended June 30, 2012 Compared to Three Months Ended June 30, 2011

The following table sets forth the consolidated results of operations for the periods indicated:

Three months ended
June 30,

Increase
(decrease) and

percentage
change

(Amounts in millions)     2012        2011        2012 vs. 2011    
Revenues:
Premiums $ 1,302 $ 1,455 $ (153) (11)% 
Net investment income 846 881 (35) (4)% 
Net investment gains (losses) (34) (40) 6 15% 
Insurance and investment product fees and other 409 359 50 14% 

Total revenues 2,523 2,655 (132) (5)% 

Benefits and expenses:
Benefits and other changes in policy reserves 1,382 1,679 (297) (18)% 
Interest credited 194 204 (10) (5)% 
Acquisition and operating expenses, net of deferrals 502 581 (79) (14)% 
Amortization of deferred acquisition costs and intangibles 148 162 (14) (9)% 
Interest expense 131 134 (3) (2)% 

Total benefits and expenses 2,357 2,760 (403) (15)% 

Income (loss) before income taxes 166 (105) 271 NM(1)

Provision (benefit) for income taxes 57 (5) 62 NM(1)

Net income (loss) 109 (100) 209 NM(1)

Less: net income attributable to noncontrolling interests 33 36 (3) (8)% 

Net income (loss) available to Genworth Financial, Inc�s common stockholders $ 76 $ (136) $ 212 156% 

(1) We define �NM� as not meaningful for increases or decreases greater than 200%.
Premiums. Premiums consist primarily of premiums earned on insurance products for life, long-term care and Medicare supplement insurance,
single premium immediate annuities and structured settlements with life contingencies, lifestyle protection insurance and mortgage insurance.

� Our Runoff segment decreased $82 million driven by the sale of our Medicare supplement insurance business in the fourth quarter of
2011.

�
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Our International Protection segment decreased $49 million, including a decrease of $16 million attributable to changes in foreign
exchange rates, primarily due to lower premium volume driven by reduced levels of consumer lending and our runoff block of
business.

� Our International Mortgage Insurance segment decreased $12 million, including a decrease of $7 million attributable to changes in
foreign exchange rates, as a result of seasoning of our in-force blocks of business in Canada, Australia and Europe and higher ceded
reinsurance premiums in Australia, partially offset by an increase in Australia from an actuarial update to premium recognition
factors in the current year related to policy cancellation experience.
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� Our U.S. Life Insurance segment decreased $5 million primarily attributable to a decrease in our life insurance business of $33
million related to our term life insurance products from higher ceded reinsurance as a result of a new reinsurance treaty in the current
year and from no longer selling these products. Our fixed annuities business decreased $5 million from lower sales of our
life-contingent products in the current year. These decreases were partially offset by an increase of $33 million in our long-term care
insurance business from growth due to new sales and in-force rate actions.

� Our U.S. Mortgage Insurance segment decreased $5 million largely related to lower insurance in-force and lower premiums assumed
from an affiliate under an intercompany reinsurance agreement, partially offset by lower ceded premiums related to our captive
arrangements and less policy coverage rescission activity.

Net investment income. Net investment income represents the income earned on our investments. Weighted-average investment yields decreased
to 4.9% for the three months ended June 30, 2012 from 5.1% for the three months ended June 30, 2011. The weighted-average investment yields
decreased primarily as a result of lower reinvestment yields and $12 million of lower bond calls and prepayments in the current year, partially
offset by higher average invested assets in longer duration products. Net investment income for the three months ended June 30, 2012 also
included $3 million of higher gains related to limited partnerships accounted for under the equity method and lower income attributable to
reinsurance arrangements accounted for under the deposit method of accounting as certain of these arrangements were in a lower gain position in
the current year.

Net investment gains (losses). Net investment gains (losses) consist of realized gains and losses from the sale or impairment of our investments
and unrealized and realized gains and losses from our trading securities and derivative instruments. For further discussion of the change in net
investment gains (losses), see the comparison for this line item under ��Investments and Derivative Instruments.�

� We recorded $39 million of net other-than-temporary impairments during the three months ended June 30, 2012 as compared to $26
million during the three months ended June 30, 2011. Of total impairments for the three months ended June 30, 2012 and 2011, $23
million and $17 million, respectively, related to structured securities, including $14 million and $9 million, respectively, related to
sub-prime and Alt-A residential mortgage-backed and asset-backed securities. Impairments related to corporate securities were $15
million during the three months ended June 30, 2012 predominately attributable to a financial hybrid security related to a bank in the
United Kingdom that was downgraded to below investment grade. During the three months ended June 30, 2012 and 2011, we
recorded $1 million and $2 million, respectively, of impairments related to limited partnership investments. During the three months
ended June 30, 2011, we also recorded $4 million of impairments related to commercial mortgage loans and $3 million of
impairments related to real estate held-for-investment.

� Net investment losses related to derivatives of $28 million during the three months ended June 30, 2012 were
primarily associated with embedded derivatives related to variable annuity products with guaranteed minimum
withdrawal benefit (�GMWB�) riders and credit default swaps. The GMWB losses were primarily due to the
policyholder funds underperformance as compared to market indices and market losses resulting from increased
volatility. Additionally, there were losses associated with widening of credit spreads associated with credit default
swaps where we sold protection to improve diversification and portfolio yield. These losses were partially offset
by gains attributable to decreases in long-term interest rates that were related to a non-qualified derivative strategy
to mitigate interest rate risk. Additionally, there were gains associated with our reinsurance embedded derivatives
as a result of decreases in long-term interest rates that increased the value of assets held by the reinsurer. Net
investment losses related to derivatives of $15 million during the three months ended June 30, 2011 were primarily
associated with embedded derivatives related to variable annuity products with GMWBs. The GMWB losses were
primarily due to the policyholder funds underperforming the benchmark indices used for hedging as a result of
market volatility. Additionally, there were losses from derivatives used to hedge foreign currency risk associated
with near-term expected dividend
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payments and other cash flows from certain subsidiaries and to mitigate foreign subsidiary macroeconomic risk.

� Net gains related to the sale of available-for-sale securities were $2 million during the three months ended June 30, 2012 compared
to net losses of $9 million during the three months ended June 30, 2011. We also recorded $18 million of higher net gains related to
trading securities during the three months ended June 30, 2012 compared to the three months ended June 30, 2011.

Insurance and investment product fees and other. Insurance and investment product fees and other consist primarily of fees assessed against
policyholder and contractholder account values, surrender charges, cost of insurance assessed on universal and term universal life insurance
policies, advisory and administration service fees assessed on investment contractholder account values, broker/dealer commission revenues and
other fees.

� Our U.S. Life Insurance segment increased $20 million mainly driven by our life insurance business related to growth of our term
universal and universal life insurance products. The prior year included a gain of $17 million from the repurchase of notes secured by
our non-recourse funding obligations that did not recur.

� Our U.S. Mortgage Insurance segment increased $19 million largely from a gain related to the termination of an external reinsurance
arrangement in the current year.

� Corporate and Other activities increased $18 million primarily attributable to higher income related to our reverse mortgage business.

� Our Wealth Management segment increased $8 million primarily attributable to a $38 million gain recognized on the sale of our tax
and accounting financial advisor unit in the current year. This was partially offset by lower fees due to the sale and negative net
flows in the current year.

� Our Runoff segment decreased $6 million mainly associated with lower average account values of our variable annuity products in
the current year.

� Our International Mortgage Insurance segment decreased $5 million mainly attributable to currency transactions related to a foreign
branch in the prior year.

� Our International Protection segment decreased $4 million mainly attributable to lower third-party administration fees in the current
year and non-functional currency transactions as a result of changes in foreign exchange rates.

Benefits and other changes in policy reserves. Benefits and other changes in policy reserves consist primarily of benefits paid and reserve
activity related to current claims and future policy benefits on insurance and investment products for life, long-term care and Medicare
supplement insurance, structured settlements and single premium immediate annuities with life contingencies, lifestyle protection insurance and
claim costs incurred related to mortgage insurance products.

� Our U.S. Mortgage Insurance segment decreased $352 million mainly from a prior year reserve strengthening of $299 million that
did not recur and from lower new delinquencies in the current year. Net paid claims increased principally related to continued aging
of the delinquency inventory volume and a significant reduction in ceded claims under captive arrangements in the current year.

�
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Our Runoff segment decreased $55 million principally from the sale of our Medicare supplement insurance business in the fourth
quarter of 2011, partially offset by an increase in our guaranteed minimum death benefit (�GMDB�) reserves in our variable annuity
products due to unfavorable equity market impacts in the current year.

� Our U.S. Life Insurance segment increased $96 million primarily attributable to a $71 million increase in our long-term
care insurance business from the aging and growth of our in-force block and higher claims and lower termination rates
on older issued policies. Also included in the increase was a reclassification of loss adjustment expenses of $10 million
from acquisition and operating expenses,
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net of deferrals, in the current year. Our life insurance business increased $27 million principally related to growth of our term
universal and universal life insurance products, unfavorable mortality in our term and term universal life insurance products
compared to the prior year and an unfavorable adjustment in our whole life insurance products from an actuarial system conversion.
These increases were partially offset by higher ceded reinsurance in the current year and from our term and whole life insurance
products as we no longer sell these products. Our fixed annuities business decreased $2 million largely attributable to lower sales of
our life-contingent products in the current year, partially offset by unfavorable mortality.

� Our International Mortgage Insurance segment increased $8 million, including a decrease of $3 million attributable to changes in
foreign exchange rates. Australia increased $6 million primarily from a higher average reserve per delinquency in the current year
driven by higher frequency and severity assumptions. Claims paid also increased in the current year as a result of an increase in both
the number of claims and the average claim payment. These increases were partially offset by lower new delinquencies in the current
year. Other Countries increased $5 million primarily from higher new delinquencies and continued aging of existing delinquencies,
particularly in Ireland and Italy, partially offset by benefits from ongoing loss mitigation activities. In Canada, losses decreased $3
million primarily driven by lower new delinquencies and paid claims due to a shift in regional mix, with fewer claims from Alberta,
and higher benefits from loss mitigation activities. This decrease was partially offset by a higher average reserve per delinquency in
the current year.

� Our International Protection segment increased $6 million, including a decrease of $4 million attributable to changes in foreign
exchange rates, primarily driven by lower favorable claim reserve adjustments in the current year. In addition, we reclassified loss
adjustment expenses of $3 million from acquisition and operating expenses, net of deferrals, in the current year.

Interest credited. Interest credited represents interest credited on behalf of policyholder and contractholder general account balances. The
decrease was predominately related to a decrease of $10 million in our U.S. Life Insurance segment primarily attributable to a decrease of $6
million in our fixed annuities business from lower crediting rates in the current year and a decrease of $4 million in our life insurance business
related to the timing of reinsurance activity in the prior year.

Acquisition and operating expenses, net of deferrals. Acquisition and operating expenses, net of deferrals, represent costs and expenses related
to the acquisition and ongoing maintenance of insurance and investment contracts, including commissions, policy issuance expenses and other
underwriting and general operating costs. These costs and expenses are net of amounts that are capitalized and deferred, which are costs and
expenses that are related directly to the successful acquisition of new or renewal insurance policies and investment contracts, such as first-year
commissions in excess of ultimate renewal commissions and other policy issuance expenses.

� Our International Protection segment decreased $30 million, including a decrease of $10 million attributable to changes in foreign
exchange rates, as a result of lower paid commissions from a decline in new business, lower profit commissions driven by higher
claims and lower operating expenses as a result of a cost-saving initiative in the prior year. In addition, we reclassified loss
adjustment expenses of $3 million to benefits and other changes in policy reserves in the current year.

� Our Wealth Management segment decreased $28 million from lower commission expenses due to the sale of our tax and accounting
financial advisor unit and negative net flows in the current year.

� Our Runoff segment decreased $16 million principally from the sale of our Medicare supplement insurance business in the fourth
quarter of 2011.

� Our U.S. Life Insurance segment decreased $14 million primarily attributable to a $9 million decrease in our long-term care
insurance business from a reclassification of loss adjustment expenses of $10 million to benefits and other changes in policy reserves
in the current year, partially offset by growth of our in-force block. Our life insurance business decreased $5 million primarily from
lower expenses related to our term life insurance products as we no longer sell these products.
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� Our U.S. Mortgage Insurance segment decreased $8 million related to lower operating expenses as a result of a cost�saving initiative
in 2011.

� Corporate and Other activities increased $19 million as a result of our reverse mortgage business primarily related to broker
commissions on loans.

Amortization of deferred acquisition costs and intangibles. Amortization of deferred acquisition costs and intangibles consists primarily of the
amortization of acquisition costs that are capitalized, present value of future profits and capitalized software.

� Our International Protection segment decreased $15 million, including a decrease of $3 million attributable to changes in foreign
exchange rates, mainly as a result of lower premium volume in the current year.

� Our Runoff segment decreased $3 million largely related to the sale of our Medicare supplement insurance business in the fourth
quarter of 2011, partially offset by an increase in our variable annuity products from unfavorable equity market impacts in the current
year.

� Our U.S. Life Insurance segment increased $5 million principally from an increase in our long-term care insurance business
primarily related to growth of our in-force block.

Interest expense. Interest expense represents interest related to our borrowings that are incurred at our holding company or subsidiary level and
our non-recourse funding obligations and interest expense related to certain reinsurance arrangements being accounted for as deposits.

� Corporate and Other activities decreased $2 million primarily attributable to the maturity of senior notes in June 2011, partially offset
by the debt issuance in March 2012.

� Our International Protection segment decreased $2 million, including a decrease of $1 million attributable to changes in foreign
exchange rates, mainly due to reinsurance arrangements accounted for under the deposit method of accounting as certain of these
arrangements were in a lower loss position in the current year.

� Our U.S. Life Insurance segment decreased $1 million primarily related to our life insurance business as a decrease from the
repurchase and repayment of non-recourse funding obligations was largely offset by higher letter of credit fees in the current year.

� Our International Mortgage Insurance segment increased $2 million mainly from the issuance of debt by our wholly-owned
Australian mortgage insurance subsidiary in June 2011.

Provision (benefit) for income taxes. The effective tax rate increased to 34.3% for the three months ended June 30, 2012 from 4.8% for the three
months ended June 30, 2011. This increase in the effective tax rate was primarily attributable to lower levels of taxed foreign income, tax
favored investments and the sale of our tax and accounting financial advisor unit, GFIS, in the current year, partially offset by higher taxes in the
prior year pursuant to a Canadian legislative change. The three months ended June 30, 2012 included a decrease of $2 million attributable to
changes in foreign exchange rates.

Net income attributable to noncontrolling interests. Net income attributable to noncontrolling interests represents the portion of income in a
subsidiary attributable to third parties.

Net income (loss) available to Genworth Financial, Inc.�s common stockholders. We had net income available to Genworth Financial, Inc.�s
common stockholders in the current year compared to a net loss available to Genworth Financial, Inc.�s common stockholders in the prior year
primarily related to significantly lower losses in our U.S. Mortgage Insurance segment in the current year as a result of a reserve strengthening in
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the prior year that did not recur. For a discussion of each of our segments and Corporate and Other activities, see the ��Results of Operations and
Selected Financial and Operating Performance Measures by Segment.� Included in net income available to Genworth Financial, Inc.�s common
stockholders for the three months ended June 30, 2012 was a decrease of $1 million, net of taxes, attributable to changes in foreign exchange
rates.
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Six Months Ended June 30, 2012 Compared to Six Months Ended June 30, 2011

The following table sets forth the consolidated results of operations for the periods indicated:

Six months ended
June 30,

Increase
(decrease) and

percentage
change

(Amounts in millions) 2012 2011 2012 vs. 2011
Revenues:
Premiums $ 2,409 $ 2,892 $ (483) (17)% 
Net investment income 1,678 1,711 (33) (2)% 
Net investment gains (losses) 1 (68) 69 101% 
Insurance and investment product fees and other 861 688 173 25% 

Total revenues 4,949 5,223 (274) (5)% 

Benefits and expenses:
Benefits and other changes in policy reserves 2,614 3,092 (478) (15)% 
Interest credited 389 405 (16) (4)% 
Acquisition and operating expenses, net of deferrals 1,032 1,144 (112) (10)% 
Amortization of deferred acquisition costs and intangibles 420 313 107 34% 
Interest expense 226 261 (35) (13)% 

Total benefits and expenses 4,681 5,215 (534) (10)% 

Income before income taxes 268 8 260 NM(1)

Provision for income taxes 79 15 64 NM(1)

Net income (loss) 189 (7) 196 NM(1)

Less: net income attributable to noncontrolling interests 66 70 (4) (6)% 

Net income (loss) available to Genworth Financial, Inc�s common stockholders $ 123 $ (77) $ 200 NM(1)

(1) We define �NM� as not meaningful for increases or decreases greater than 200%.
Premiums

� Our U.S. Life Insurance segment decreased $195 million primarily as a result of a decrease of $266 million in our life insurance
business related to our term life insurance products from higher ceded reinsurance on certain term life insurance policies under a new
reinsurance treaty as part of a life block sale transaction in the current year and from no longer selling these products. This decrease
was partially offset by an increase of $63 million in our long-term care insurance business due to growth of our in-force block from
new sales and in-force rate actions. Our fixed annuities business increased $8 million from higher sales of our life-contingent
products in the current year.

� Our Runoff segment decreased $166 million driven by the sale of our Medicare supplement insurance business in the fourth quarter
of 2011.
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� Our International Protection segment decreased $85 million, including a decrease of $20 million attributable to changes in foreign
exchange rates, primarily due to lower premium volume driven by reduced levels of consumer lending and our runoff block of
business. The first quarter of 2012 also included an unfavorable adjustment of $4 million related to a German premium tax.

� Our International Mortgage Insurance segment decreased $27 million, including a decrease of $6 million attributable to changes in
foreign exchange rates. Premiums decreased as a result of seasoning of our in-force blocks of business in Canada, Australia and
Europe and higher ceded reinsurance premiums in Australia, partially offset by an increase in Australia from an actuarial update to
premium recognition factors in the current year related to policy cancellation experience.
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� Our U.S. Mortgage Insurance segment decreased $10 million largely related to lower insurance in-force and lower premiums
assumed from an affiliate under an intercompany reinsurance agreement, partially offset by lower ceded reinsurance premiums
related to our captive arrangements, the benefit of previously implemented rate increases and less policy coverage rescission activity.

Net investment income. Net investment income represents the income earned on our investments. Weighted-average investment yields were
4.8% and 5.0% for the six months ended June 30, 2012 and 2011, respectively. The weighted-average investment yields decreased primarily as a
result of lower reinvestment yields and $15 million of lower bond calls and prepayments in the current year, partially offset by higher average
invested assets in longer duration products. Net investment income for the six months ended June 30, 2012 included $9 million of higher gains
related to limited partnerships accounted for under the equity method and lower income attributable to reinsurance arrangements accounted for
under the deposit method of accounting as certain of these arrangements were in a lower gain position in the current year.

Net investment gains (losses). For further discussion of the change in net investment gains (losses), see the comparison for this line item under
��Investments and Derivative Instruments.�

� We recorded $56 million of net other-than-temporary impairments during the six months ended June 30, 2012 as compared to $62
million for the six months ended June 30, 2011. Of total impairments for the six months ended June 30, 2012 and 2011, $38 million
related to structured securities in both periods, including $22 million and $24 million, respectively, related to sub-prime and Alt-A
residential mortgage-backed and asset-backed securities. Impairments related to corporate securities were $15 million during the six
months ended June 30, 2012 predominately attributable to a financial hybrid security related to a bank in the United Kingdom that
was downgraded to below investment grade. Impairments related to corporate securities as a result of bankruptcies, receivership or
concerns about the issuer�s ability to continue to make contractual payments or where we have intent to sell were $14 million during
the six months ended June 30, 2011. During the six months ended June 30, 2012 and June 30, 2011, we recorded $2 million and $5
million, respectively, of impairments related to commercial mortgage loans and $1 million and $2 million, respectively, of
impairments related to limited partnership investments. During the six months ended June 30, 2011, we also recorded $3 million of
impairments related to real estate held-for-investment.

� Net investment losses related to derivatives of $2 million during the six months ended June 30, 2012 were primarily associated with
foreign currency risk and embedded derivatives related to variable annuity products with GMWB riders. The GMWB losses were
primarily due to the policyholder funds underperformance as compared to market indices and market losses resulting from increased
volatility. Additionally, there were losses associated with derivatives used to hedge foreign currency risk associated with near-term
expected dividend payments from certain subsidiaries and to mitigate foreign subsidiary macroeconomic risk. These losses were
partially offset by gains from the narrowing of credit spreads associated with credit default swaps where we sold protection to
improve diversification and portfolio yield. In addition, there were gains attributable to decreases in long-term interest rates that were
related to a non-qualified derivative strategy to mitigate interest rate risk. Net investment losses related to derivatives of $25 million
during the six months ended June 30, 2011 were primarily associated with embedded derivatives related to variable annuity products
with GMWBs. The GMWB losses were primarily due to the policyholder funds underperforming the benchmark indices used for
hedging as a result of market volatility. Additionally, there were losses from derivatives used to hedge foreign currency risk
associated with near-term expected dividend payments and other cash flows from certain subsidiaries and to mitigate foreign
subsidiary macroeconomic risk. These losses were partially offset by gains related to a derivative strategy to mitigate the interest rate
risk associated with our statutory capital position.

� Net gains related to the sale of available-for-sale securities were $19 million during the six months ended June 30, 2012 compared to
net losses of $11 million during the six months ended June 30, 2011. We recorded $18 million of lower gains related to trading
securities during the six months ended June 30, 2012 compared to the six months ended June 30, 2011. We recorded $25 million of
higher net gains related to securitization entities during the six months ended June 30, 2012 compared to the six
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months ended June 30, 2011 primarily related to higher gains on trading securities and derivatives. We also recorded a $5 million
decrease in the allowance related to commercial mortgage loans and a $2 million contingent consideration adjustment during the six
months ended June 30, 2012 mainly related to the purchase of Altegris Capital, LLC. (�Altegris�) in 2010.

Insurance and investment product fees and other

� Our U.S. Life Insurance segment increased $137 million mainly driven by our life insurance business related to $88 million of gains
on the repurchase of notes secured by our non-recourse funding obligations related to a life block sale transaction in the current year
compared to a $17 million gain in the prior year and growth of our term universal and universal life insurance products. These
increases were partially offset by an unfavorable valuation adjustment in the current year.

� Corporate and Other activities increased $32 million primarily attributable to higher income related to our reverse mortgage business.

� Our U.S. Mortgage Insurance segment increased $20 million from a gain related to the termination of an external reinsurance
arrangement in the current year.

� Our Wealth Management segment increased $10 million primarily attributable to a $38 million gain recognized on the sale of our tax
and accounting financial advisor unit in the second quarter of 2012 and favorable market performance during the first quarter of
2012. These increases were partially offset by lower fees due to the sale and negative net flows in the current year.

� Our Runoff segment decreased $13 million mainly associated with lower average account values of our variable annuity products in
the current year.

� Our International Protection segment decreased $7 million attributable to lower third-party administration fees in the current year
and non-functional currency transactions as a result of changes in foreign exchange rates.

� Our International Mortgage Insurance segment decreased $6 million primarily related to currency transactions related to a foreign
branch in the prior year.

Benefits and other changes in policy reserves

� Our U.S. Mortgage Insurance segment decreased $434 million from a prior year reserve strengthening of $299 million that did not
recur and from lower new delinquencies in the current year. Net paid claims increased principally related to continued aging of the
delinquency inventory volume and a significant reduction in ceded claims under captive arrangements in the current year, coupled
with a lender portfolio settlement in the current year.

� Our Runoff segment decreased $132 million principally from the sale of our Medicare supplement insurance business in the fourth
quarter of 2011.

� Our U.S. Life Insurance segment decreased $33 million primarily attributable to a decrease of $170 million in our life insurance
business principally related to our term life insurance products from higher ceded reinsurance in the current year. We initially ceded
$209 million of certain term life insurance reserves under a new reinsurance treaty as part of a life block sale transaction. This
decrease was partially offset by growth in our term universal and universal life insurance products and unfavorable mortality in our
term universal life insurance product compared to the prior year. Our long-term care insurance business increased $129 million from
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the aging and growth of our in-force block and higher claims and lower termination rates on older issued policies. Also included in
the increase in the current year was a reclassification of loss adjustment expenses of $21 million from acquisition and operating
expenses, net of deferrals, and an $11 million increase in reserves associated with a methodology change related to pending claims.
These increases were partially offset by a favorable actuarial
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adjustment of $16 million in the current year related to a multi-stage system conversion. Our fixed annuities business increased $8
million largely attributable to higher sales of our life-contingent products and unfavorable mortality in the current year.

� Our International Mortgage Insurance segment increased $106 million, including an increase of $3 million attributable to
changes in foreign exchange rates. Australia increased $102 million driven by a reserve strengthening of $82 million in
the first quarter of 2012 due to higher than anticipated frequency and severity of claims paid from later stage
delinquencies from prior years, particularly in coastal tourism areas of Queensland as a result of regional economic
pressures as well as our 2007 and 2008 vintages which have a higher concentration of self-employed borrowers. Claims
paid also increased in the current year as a result of an increase in both the number of claims and the average claim
payment. These increases were partially offset by lower new delinquencies in the current year. Other Countries increased
$11 million primarily from higher new delinquencies and continued aging of existing delinquencies, particularly in
Ireland and Italy, partially offset by benefits from ongoing loss mitigation activities. In Canada, losses decreased $7
million primarily driven by lower new delinquencies and paid claims due to a shift in regional mix, with fewer claims
from Alberta, and higher benefits from loss mitigation activities. These decreases were partially offset by a higher
average reserve per delinquency in the current year.

� Our International Protection segment increased $15 million, including a decrease of $5 million attributable to changes in foreign
exchange rates, primarily driven by lower favorable claim reserve adjustments in the current year. In addition, we reclassified loss
adjustment expenses of $6 million from acquisition and operating expenses, net of deferrals, in the current year.

Interest credited. The decrease was predominately related to a decrease of $14 million in our U.S. Life Insurance segment primarily attributable
to lower crediting rates on our fixed annuities.

Acquisition and operating expenses, net of deferrals

� Our International Protection segment decreased $55 million, including a decrease of $13 million attributable to changes in foreign
exchange rates, as a result of lower paid commissions from a decline in new business, lower profit commissions driven by higher
claims and lower operating expenses as a result of a cost-saving initiative in the prior year. In addition, we reclassified loss
adjustment expenses of $6 million to benefits and other changes in policy reserves in the current year.

� Our Runoff segment decreased $43 million principally from the sale of our Medicare supplement insurance business in the fourth
quarter of 2011 and from a $9 million charge from the discontinuance of our variable annuity offerings in the prior year that did not
recur.

� Our Wealth Management segment decreased $28 million primarily attributable lower commission expenses from the sale of our tax
and accounting financial advisor unit and negative net flows in the current year.

� Our U.S. Life Insurance segment decreased $17 million primarily attributable to a $15 million decrease in our long-term care
insurance business from a reclassification of loss adjustment expenses of $21 million to benefits and other changes in policy reserves
in the current year, partially offset by growth of our in-force block. Our fixed annuities business decreased $6 million primarily
related to a favorable adjustment of $4 million associated with guarantee funds in the current year compared to a $4 million accrual
related to guarantee funds in the prior year. Partially offsetting these decreases was an increase in our life insurance business of $4
million from a $13 million favorable cumulative impact from a change in premium taxes in Virginia in the prior year that did not
recur and from growth of our term universal life insurance product. These increases were partially offset by lower expenses related to
our term life insurance products as we no longer sell these products.
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� Our U.S. Mortgage Insurance segment decreased $13 million related to lower operating expenses as a result of a cost�saving initiative
in 2011.

� Corporate and Other activities increased $47 million as a result of an increase of $32 million associated with our reverse mortgage
business primarily related to broker commissions on loans. The increase was also attributable to higher unallocated expenses to our
operating segments in the current year and lower overall expenses in the prior year.

Amortization of deferred acquisition costs and intangibles

� Our U.S. Life Insurance segment increased $152 million principally from an increase in our life insurance business of $140 million
largely related to our term life insurance products from higher ceded reinsurance as we wrote off $142 million of deferred acquisition
costs associated with certain term life insurance policies under a new reinsurance treaty as part of a life block sale transaction in the
current year. Higher amortization of deferred acquisition costs was also attributable to our term universal and universal life insurance
products due to growth, partially offset by lower amortization due to lower lapses in our term life insurance products. Lower
amortization of present value of future profits in the current year was primarily attributable to unfavorable mortality in an older block
of policies in our universal life insurance products and from lower lapses in our term life insurance products. Our long-term care
insurance business increased $7 million primarily from growth of our in-force block. Our fixed annuities business increased $5
million primarily from higher amortization of deferred acquisition costs attributable to higher net investment gains in the current
year, partially offset by lower surrenders in the current year.

� Our Runoff segment decreased $23 million largely related to the sale of our Medicare supplement insurance business in the fourth
quarter of 2011 and from our variable annuity products from favorable equity market impacts in the first quarter of 2012 and a $5
million favorable unlocking driven by lower surrenders in the current year.

� Our International Protection segment decreased $20 million, including a decrease of $3 million attributable to changes in foreign
exchange rates, mainly as a result of lower premium volume in the current year.

Interest expense

� Corporate and Other activities decreased $22 million primarily attributable to a favorable adjustment of $20 million in the current
year related to the Tax Matters Agreement with our former parent company and the maturity of senior notes in June 2011, partially
offset by the debt issuances in March 2012 and 2011.

� Our U.S. Life Insurance segment decreased $15 million related to our life insurance business primarily from a favorable adjustment
of $20 million in the current year related to the Tax Matters Agreement with our former parent company and from the repurchase and
repayment of non-recourse funding obligations in the current year. This decrease was partially offset by the write-off of $8 million in
deferred borrowing costs from the repurchase and repayment of non-recourse funding obligations associated with a life block sale
transaction and higher letter of credit fees in the current year.

� Our International Protection segment decreased $4 million, including a decrease of $1 million attributable to changes in foreign
exchange rates, due to reinsurance arrangements accounted for under the deposit method of accounting as certain of these
arrangements were in a lower loss position in the current year.

� Our International Mortgage Insurance segment increased $6 million from the issuance of debt by our wholly-owned Australian
mortgage insurance subsidiary in June 2011.
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Provision for income taxes. The effective tax rate decreased to 29.5% for the six months ended June 30, 2012 from 187.5% for the six months
ended June 30, 2011. This decrease in the effective tax rate was primarily attributable to higher taxes in the prior year pursuant to a Canadian
legislative change, partially offset by lower levels of taxed foreign income, tax favored investments and the sale of our tax and accounting
financial advisor unit, GFIS, in the current year. The six months ended June 30, 2012 included a decrease of $3 million attributable to changes in
foreign exchange rates.

Net income (loss) available to Genworth Financial, Inc.�s common stockholders. We had net income available to Genworth Financial, Inc.�s
common stockholders in the current year compared to a net loss available to Genworth Financial, Inc.�s common stockholders in the prior year
primarily related to significantly lower losses in our U.S. Mortgage Insurance segment in the current year as a result of a reserve strengthening in
the prior year that did not recur and an increase in our variable annuities from favorable equity market performance in the current year. These
increases were partially offset by a $41 million net loss related to a life block sale transaction completed by our life insurance business and a
reserve strengthening in our Australian mortgage insurance business in the current year. For a discussion of each of our segments and Corporate
and Other activities, see the ��Results of Operations and Selected Financial and Operating Performance Measures by Segment.� Included in net
income available to Genworth Financial, Inc.�s common stockholders for the six months ended June 30, 2012 was a decrease of $5 million, net of
taxes, attributable to changes in foreign exchange rates.

Reconciliation of net income (loss) to net operating income (loss) available to Genworth Financial, Inc.�s common stockholders

We had net operating income available to Genworth Financial, Inc.�s common stockholders for the three months ended June 30, 2012 of $80
million compared to a net operating loss available to Genworth Financial, Inc.�s common stockholders for the three months ended June 30, 2011
of $113 million. We had net operating income available to Genworth Financial, Inc.�s common stockholders for the six months ended June 30,
2012 of $111 million compared to a net operating loss available to Genworth Financial, Inc.�s common stockholders for the six months ended
June 30, 2011 of $38 million. We define net operating income (loss) available to Genworth Financial, Inc.�s common stockholders as income
(loss) from continuing operations excluding net income attributable to noncontrolling interests, after-tax net investment gains (losses) and other
adjustments and infrequent or unusual non-operating items. We exclude net investment gains (losses) and infrequent or unusual non-operating
items because we do not consider them to be related to the operating performance of our segments and Corporate and Other activities. A
component of our net investment gains (losses) is the result of impairments, the size and timing of which can vary significantly depending on
market credit cycles. In addition, the size and timing of other investment gains (losses) can be subject to our discretion and are influenced by
market opportunities, as well as asset-liability matching considerations. Infrequent or unusual non-operating items are also excluded from net
operating income (loss) available to Genworth Financial, Inc.�s common stockholders if, in our opinion, they are not indicative of overall
operating trends. There were no infrequent or unusual non-operating items excluded from net operating income (loss) available to Genworth
Financial, Inc.�s common stockholders during the periods presented other than a $15 million gain related to the sale of our tax and accounting
financial advisor unit in the second quarter of 2012.

While some of these items may be significant components of net income (loss) available to Genworth Financial, Inc.�s common stockholders in
accordance with U.S. generally accepted accounting principles (�U.S. GAAP�), we believe that net operating income (loss) available to Genworth
Financial, Inc.�s common stockholders and measures that are derived from or incorporate net operating income available to Genworth Financial,
Inc.�s common stockholders, including net operating income available to Genworth Financial, Inc.�s common stockholders per common share on a
basic and diluted basis, are appropriate measures that are useful to investors because they identify the income (loss) attributable to the ongoing
operations of the business. However, net operating income (loss) available to Genworth Financial, Inc.�s common stockholders and net operating
income (loss) available to Genworth Financial, Inc.�s common stockholders per common share on a basic and diluted basis are not substitutes for
net income (loss) available to Genworth Financial, Inc.�s common
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stockholders or net income (loss) available to Genworth Financial, Inc.�s common stockholders per common share on a basic and diluted basis
determined in accordance with U.S. GAAP. In addition, our definition of net operating income (loss) available to Genworth Financial, Inc.�s
common stockholders may differ from the definitions used by other companies.

The following table includes a reconciliation of net income (loss) to net operating income (loss) available to Genworth Financial, Inc.�s common
stockholders for the periods indicated:

Three months ended
June 30,

Six months ended
June 30,

(Amounts in millions)     2012        2011        2012        2011    
Net income (loss) $ 109 $ (100) $ 189 $ (7) 
Less: net income attributable to noncontrolling interests 33 36 66 70

Net income (loss) available to Genworth Financial, Inc.�s common stockholders 76 (136) 123 (77) 
Adjustments to net income (loss) available to Genworth Financial, Inc.�s common
stockholders:
Net investment (gains) losses, net of taxes and other adjustments 19 23 3 39
Gain on sale of business, net of taxes (15) �  (15) �  

Net operating income (loss) available to Genworth Financial, Inc.�s common
stockholders $ 80 $ (113) $ 111 $ (38) 

Earnings (loss) per share

The following table provides basic and diluted net income (loss) available to Genworth Financial, Inc.�s common stockholders and net operating
income (loss) available to Genworth Financial, Inc.�s common stockholders per common share for the periods indicated:

Three months ended
June 30,

Six months ended
June 30,

(Amounts in millions, except per share amounts)     2012        2011        2012        2011    
Net income (loss) available to Genworth Financial, Inc.�s common stockholders per
common share:
Basic $ 0.16 $ (0.28) $ 0.25 $ (0.16) 

Diluted $ 0.16 $ (0.28) $ 0.25 $ (0.16) 

Net operating income (loss) available to Genworth Financial, Inc.�s common
stockholders per common share:
Basic $ 0.16 $ (0.23) $ 0.23 $ (0.08) 

Diluted $ 0.16 $ (0.23) $ 0.22 $ (0.08) 

Weighted-average common shares outstanding:
Basic 491.5 490.6 491.4 490.4

Diluted (1) 493.9 490.6 494.8 490.4

(1) Under applicable accounting guidance, companies in a loss position are required to use basic weighted-average common shares
outstanding in the calculation of diluted loss per share. Therefore, as a result of our net loss available to Genworth Financial, Inc.�s common
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stockholders for the three and six months ended June 30, 2011, we were required to use basic weighted-average common shares
outstanding in the calculation for the three and six months ended June 30, 2011 diluted loss per share, as the inclusion of shares for stock
options, restricted stock units and stock appreciation rights of 3.7 million and 4.0 million, respectively, would have been antidilutive to the
calculation. If we had not incurred a net loss available to Genworth Financial, Inc.�s common stockholders for the three and six months
ended June 30, 2011, dilutive potential common shares would have been 494.3 million and 494.4 million, respectively.
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Diluted weighted-average shares outstanding reflect the effects of potentially dilutive securities including stock options, restricted stock units
and other equity-based compensation.

Results of Operations and Selected Financial and Operating Performance Measures by Segment

Our chief operating decision maker evaluates segment performance and allocates resources on the basis of net operating income (loss) available
to Genworth Financial, Inc.�s common stockholders. See note 10 in our ��Notes to Condensed Consolidated Financial Statements� for a
reconciliation of net operating income (loss) available to Genworth Financial, Inc.�s common stockholders of our segments and Corporate and
Other activities to net income (loss) available to Genworth Financial, Inc.�s common stockholders.

Management�s discussion and analysis by segment also contains selected operating performance measures including �sales,� �assets under
management� and �insurance in-force� or �risk in-force� which are commonly used in the insurance and investment industries as measures of
operating performance.

Management regularly monitors and reports sales metrics as a measure of volume of new and renewal business generated in a period. Sales refer
to: (1) annualized first-year premiums for term life and long-term care insurance; (2) annualized first-year deposits plus 5% of excess deposits
for universal and term universal life insurance products; (3) 10% of premium deposits for linked-benefits products; (4) new and additional
premiums/deposits for fixed annuities; (5) gross flows and net flows, which represent gross flows less redemptions, for our wealth management
business; (6) written premiums and deposits, gross of ceded reinsurance and cancellations, and premium equivalents, where we earn a fee for
administrative services only business, for our lifestyle protection insurance business; and (7) new insurance written for mortgage insurance.
Sales do not include renewal premiums on policies or contracts written during prior periods. We consider annualized first-year premiums,
premium equivalents, new premiums/deposits, gross and net flows, written premiums and new insurance written to be a measure of our
operating performance because they represent a measure of new sales of insurance policies or contracts during a specified period, rather than a
measure of our revenues or profitability during that period.

Management regularly monitors and reports assets under management for our wealth management business, insurance in-force and risk in-force.
Assets under management for our wealth management business represent third-party assets under management that are not consolidated in our
financial statements. Insurance in-force for our life, international mortgage and U.S. mortgage insurance businesses is a measure of the
aggregate face value of outstanding insurance policies as of the respective reporting date. For our risk in-force in our international mortgage
insurance business, we have computed an �effective� risk in-force amount, which recognizes that the loss on any particular loan will be reduced by
the net proceeds received upon sale of the property. Effective risk in-force has been calculated by applying to insurance in-force a factor of 35%
that represents our highest expected average per-claim payment for any one underwriting year over the life of our businesses in Canada and
Australia. Risk in-force for our U.S. mortgage insurance business is our obligation that is limited under contractual terms to the amounts less
than 100% of the mortgage loan value. We consider assets under management for our wealth management business, insurance in-force and risk
in-force to be a measure of our operating performance because they represent a measure of the size of our business at a specific date which will
generate revenues and profits in a future period, rather than a measure of our revenues or profitability during that period.

We also include information related to loss mitigation activities for our U.S. mortgage insurance business. We define loss mitigation activities as
rescissions, cancellations, borrower loan modifications, repayment plans, lender- and borrower-titled pre-sales, claims administration and other
loan workouts. Estimated savings related to
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rescissions are the reduction in carried loss reserves, net of premium refunds and reinstatement of prior rescissions. Estimated savings related to
loan modifications and other cure related loss mitigation actions represent the reduction in carried loss reserves. For non-cure related actions,
including pre-sales, the estimated savings represent the difference between the full claim obligation and the actual amount paid. We believe that
this information helps to enhance the understanding of the operating performance of our U.S. mortgage insurance business as loss mitigation
activities specifically impact current and future loss reserves and level of claim payments.

These operating measures enable us to compare our operating performance across periods without regard to revenues or profitability related to
policies or contracts sold in prior periods or from investments or other sources.

The following discussions of our segment results of operations should be read in conjunction with the ��Business trends and conditions.�

Insurance and Wealth Management Division

Division results of operations

The following table sets forth the results of operations relating to our Insurance and Wealth Management Division for the periods indicated. See
below for a discussion by segment.

Three months ended
June 30,

Increase
(decrease) and

percentage
change

Six months ended
June 30,

Increase
(decrease) and

percentage
change

(Amounts in millions)     2012        2011    2012 vs. 2011     2012        2011    2012 vs. 2011 
Net operating income available to Genworth
Financial, Inc.�s common stockholders:
U.S. Life Insurance segment:
Life insurance $ 30 $ 57 $ (27) (47)% $ 36 $ 99 $ (63) (64)% 
Long-term care insurance 14 18 (4) (22)% 49 54 (5) (9)% 
Fixed annuities 20 25 (5) (20)% 43 39 4 10% 

U.S. Life Insurance segment 64 100 (36) (36)% 128 192 (64) (33)% 

International Protection segment 3 25 (22) (88)% 8 50 (42) (84)% 

Wealth Management segment 12 13 (1) (8)% 24 23 1 4%  

Total net operating income available to
Genworth Financial, Inc.�s common stockholders 79 138 (59) (43)% 160 265 (105) (40)% 
Adjustments to net operating income available to
Genworth Financial, Inc.�s common stockholders:
Net investment gains (losses), net of taxes and
other adjustments (11) 
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