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PART I: FINANCIAL INFORMATION
Item 1. Financial Statements

FIDELITY & GUARANTY LIFE AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(In millions, except share data)

ASSETS
Investments:

Fixed maturity securities, available-for-sale, at fair value (amortized cost: March 31, 2016

$18,069; September 30, 2015 - $17,622)

Equity securities, available-for-sale, at fair value (amortized cost: March 31, 2016 - $584

September 30, 2015 - $597)
Derivative investments
Commercial mortgage loans
Other invested assets

Total investments

Related party loans

Cash and cash equivalents
Accrued investment income
Reinsurance recoverable
Intangibles, net

Deferred tax assets

Other assets

Total assets

LIABILITIES AND SHAREHOLDERS' EQUITY

Contractholder funds

Future policy benefits

Funds withheld for reinsurance liabilities
Liability for policy and contract claims
Debt

Other liabilities

Total liabilities

Commitments and contingencies

Shareholders' equity:

Preferred stock ($.01 par value, 50,000,000 shares authorized, no shares issued at March

31, 2016 and September 30, 2015)

Common stock ($.01 par value, 500,000,000 shares authorized, 58,964,396 issued and

outstanding at March 31, 2016; 58,870,823 shares issued and outstanding at September 30, 1

2015)

Additional paid-in capital

Retained earnings

Accumulated other comprehensive income

March 31, September 30,
2016 2015
(Unaudited)
"$18,057  $ 17,746
> 620 620

158 82

613 491

132 155
19,580 19,094
76 78

496 502

209 191
3,512 3,579
1,170 988

228 228

228 265
$25,499 $ 24925
$ 18,295 $ 17,770
3,463 3,468
1,210 1,267

51 55

300 300

669 563
23,988 23,423
$— $ —

1

720 714

759 710

43 88

(12 ) (11 )
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Treasury stock, at cost (537,613 shares at March 31, 2016; 512,391 shares at September 30,

2015)

Total shareholders' equity 1,511
Total liabilities and shareholders' equity $ 25,499

See accompanying notes to unaudited condensed consolidated financial statements.
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FIDELITY & GUARANTY LIFE AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In millions, except share data)

Revenues:
Premiums
Net investment income
Net investment (losses) gains
Insurance and investment product fees and other
Total revenues
Benefits and expenses:
Benefits and other changes in policy reserves
Acquisition and operating expenses, net of deferrals
Amortization of intangibles
Total benefits and expenses
Operating income (loss)
Interest expense
Income (loss) before income taxes
Income tax expense
Net income (loss)

Net income (loss) per common share:

Basic
Diluted

Three months ended Six months ended

March 31March 31,
2016 2015
(Unaudited)
$16 $15
227 208
42 ) (58

32 22

233 187
188 172
27 28

€ ) (7
212 193

21 (6

(6 ) (6

15 (12

6 _

$9 $ (12
$0.16 $(0.21
$0.16 $(0.21

March 31March 31,
2016 2015
(Unaudited)
$31 $ 26
449 416

) 21 1
61 42
562 485
369 396
55 57

) 38 9
462 462

) 100 23

) (12 ) (12

) 88 11
31 9

) $57 $2

) $0.98 $0.03

) $0.98 $0.03

Weighted average common shares used in computing net income (loss) per
common share:

Basic 58,306,788,033,064 58,262,958,159,572

Diluted 58,610,768,033,064 58,573,468,331,854

Cash dividend per common share $0.065 $0.065  $0.130 $0.130

Supplemental disclosures:

Total other-than-temporary impairments $(1 ) $(61 ) $(11 ) $(61 )

Net other-than-temporary impairments (1 ) (61 ) (11 ) (61 )

(Losses) Gains on derivative instruments 49 H1 21 63

Other realized investment gains (losses) 8 2 11 (1 )
Total net investment (losses) gains $42 ) $(s8 ) $21 $1

See accompanying notes to unaudited condensed consolidated financial statements.
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FIDELITY & GUARANTY LIFE AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(In millions)
Three months Six months
ended ended
March March 31, MarchMlIhrch 31,
2016 2015 2016 2015

(Unaudited) (Unaudited)
Net income (loss) $9 $(12 ) $57 $ 2
Other comprehensive income (loss):
Unrealized investment (losses) gains:
Change in unrealized investment gains (losses) before reclassification adjustment 247 111 (126) 100
Net reclassification adjustment for (gains) losses included in net income (7 )58 — 62
Changes in unrealized investment gains (losses) after reclassification adjustment 240 169 (126) 162
Adjustments to intangible assets (79 ) (71 ) 56 (70 )
Changes in deferred income tax asset/liability 56 ) (34 ) 25 (33 )
Net changes to derive comprehensive income (loss) for the period 105 64 45 ) 59
Comprehensive income, net of tax $114 $ 52 $12 $ 61

See accompanying notes to unaudited condensed consolidated financial statements.
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FIDELITY & GUARANTY LIFE AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY
(Unaudited) (In millions)

Accumulated

PreferredCommonAd.dlt.lOnalRetained Other Treasury Total .
Paid-in ) . Shareholders
Stock  Stock . Earnings ComprehensiveStock .
Capital Equity
Income
Balance, September 30, 2015 $ —$ 1 $ 714 $ 710 $ 88 $(11 ) $ 1,502
Treasury shares purchased — — — — — (1 ) (1 )
Dividends — — — 8 ) — — ¢t )
Common stock issued under employee L ) o o )
plans
Net income — — — 57 — — 57
Unrealized investment losses, net — — — — 45 ) — 45 )
Stock compensation — — 4 — — — 4
Balance, March 31, 2016 $ —$ 1 $ 720 $ 759 $ 43 $(12 ) $ 1,511

See accompanying notes to unaudited condensed consolidated financial statements.
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FIDELITY & GUARANTY LIFE AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In millions)

Six months
ended
March March 31,
2016 2015
(Unaudited)
Cash flows from operating activities:
Net income $57 $2
Adjustments to reconcile net income to net cash provided by operating activities:
Stock based compensation 5 8
Amortization 24 ) (24 )
Deferred income taxes 25 —
Interest credited/index credit to contractholder account balances 291 330
Net recognized (gains) on investments and derivatives 21 )@ )
Charges assessed to contractholders for mortality and administration 50 ) (32 )
Deferred policy acquisition costs, net of related amortization (126 ) (165 )
Changes in operating assets and liabilities:
Reinsurance recoverable 5 4 )
Future policy benefits G )3 )
Funds withheld from reinsurers 49 ) (11 )
Collateral posted 65 7
Other assets and other liabilities (7 ) (56 )
Net cash provided by operating activities 166 31
Cash flows from investing activities:
Proceeds from available-for-sale investments sold, matured or repaid 1,282 1,806
Proceeds from derivatives instruments and other invested assets 105 233
Proceeds from commercial mortgage loans 5 32
Cost of available-for-sale investments acquired (1,715 (2,218 )
Costs of derivatives instruments and other invested assets (146 ) (181 )
Costs of commercial mortgage loans (87 ) (200 )
Related party loans 4 )38
Capital expenditures 4 )@ )
Net cash (used in) investing activities (564 ) (493 )
Cash flows from financing activities:
Treasury stock (1 ) @ao )
Common stock issued under employee plans 2 —
Dividends paid @® )@ )
Contractholder account deposits 1,253 1,538
Contractholder account withdrawals (854 ) (785 )
Net cash provided by financing activities 392 735
Change in cash & cash equivalents 6 ) 273
Cash & cash equivalents, beginning of period 502 576
Cash & cash equivalents, end of period $496 $ 849

Supplemental disclosures of cash flow information
Interest paid $10 $9
Taxes paid $1 $ 28
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See accompanying notes to unaudited condensed consolidated financial statements.
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FIDELITY & GUARANTY LIFE AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

(1) Basis of Presentation

Fidelity & Guaranty Life (“FGL” and, collectively with its subsidiaries, the “Company”) is a subsidiary of HRG Group,
Inc. (formerly, Harbinger Group Inc. (“HRG”)). The accompanying unaudited consolidated financial statements are
prepared in accordance with U.S. generally accepted accounting principles (“GAAP”) for interim financial information
and with the instructions for the Securities and Exchange Commission (“SEC”) Quarterly Report on Form 10-Q,
including Article 10 of Regulation S-X. Accordingly, they do not include all of the information and notes required by
GAAP for complete financial statements. Therefore, the information contained in the Notes to Consolidated Financial
Statements included in Fidelity & Guaranty Life and Subsidiaries' Annual Report on Form 10-K, for the year ended
September 30, 2015 (“2015 Form 10-K”), should be read in connection with the reading of these interim unaudited
condensed consolidated financial statements. Dollar amounts in the accompanying sections are presented in millions,
unless otherwise noted. Premiums and benefits of certain reinsurance contracts, including the reinsurance contract
with Front Street Re (Cayman) Ltd. ("FSRCI"), are presented on a net basis in the accompanying unaudited
Condensed Consolidated Statements of Operations and related footnotes.

FGL markets products through its wholly-owned insurance subsidiaries, Fidelity & Guaranty Life Insurance Company
(“FGL Insurance”) and Fidelity & Guaranty Life Insurance Company of New York (“FGL NY Insurance”), which
together are licensed in all fifty states and the District of Columbia.

On November 8, 2015, FGL entered into an Agreement and Plan of Merger (the “Merger Agreement”), by and among
FGL, Anbang Insurance Group Co., Ltd., a joint-stock insurance company established in the People’s Republic of
China (“Anbang”), AB Infinity Holding, Inc., a Delaware corporation and a wholly-owned subsidiary of Anbang (“AB
Infinity”), and AB Merger Sub, Inc., a Delaware corporation and a newly formed, wholly-owned subsidiary of AB
Infinity (“Merger Sub”). Pursuant to the Merger Agreement, FGL will become an indirect wholly-owned subsidiary of
Anbang.

Pursuant to the Merger Agreement, at the effective time of the Merger, each issued and outstanding share of FGL
common stock will be canceled and converted automatically into the right to receive $26.80 in cash, without interest,
other than any shares of common stock owned by FGL as treasury stock or otherwise or owned by Anbang, AB
Infinity or Merger Sub (which will be canceled and no payment will be made with respect thereto), shares of common
stock granted pursuant to FGL’s employee equity award plan and those shares of common stock with respect to which
appraisal rights under Delaware law are properly exercised and not withdrawn.

At the effective time of the Merger, each, vested and unvested, FGL option to purchase shares of common stock,
restricted shares of common stock, and performance-based restricted stock will become fully vested and automatically
converted into the right to receive a cash payment in an amount pursuant to the Merger Agreement. In addition, at
such time, each, vested and unvested, stock option and restricted stock unit relating to shares of Fidelity & Guaranty
Life Holdings, Inc., a subsidiary of FGL (“FGLH”) will become fully vested and automatically converted into the right
to receive a cash payment in an amount pursuant to the Merger Agreement, and each dividend equivalent held in
respect of a share of FGLH stock (a “DER”), whether vested or unvested, will become fully vested and automatically
converted into the right to receive a cash payment equal to the amount accrued with respect to such DER.

The Merger is subject to closing conditions, including the receipt of regulatory approvals from the lowa Insurance
Division, New York Department of Financial Services, Vermont Department of Financial Regulation, China
Insurance Regulatory Commission, and the Committee on Foreign Investment in the United States ("CFIUS"). On
November 25, 2015, FGL obtained the requisite approval for the Merger from the Vermont Department of Financial
Regulation. On March 14, 2016, FGL received notification from CFIUS that it had concluded all action under Section
721 of the Defense Production Act of 1950, as amended, and determined that there are no unresolved national security
concerns with respect to the merger. Upon termination of the Merger Agreement, under specified circumstances, FGL
may be required to pay a termination fee to Anbang and its subsidiaries of $51.

11
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Certain GAAP policies, which significantly affect the determination of financial position, results of operations and
cash flows, are summarized in our 2015 Form 10-K.
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In the opinion of management, these statements include all normal recurring adjustments necessary for a fair
presentation of the Company’s results. Operating results for the three and six months ended March 31, 2016, are not
necessarily indicative of the results that may be expected for the full year ending September 30, 2016. All material
inter-company accounts and transactions have been eliminated in consolidation. Amounts reclassified out of other
comprehensive income are reflected in net investment gains in the unaudited Condensed Consolidated Statements of
Operations.

(2) Significant Accounting Policies and Practices

Principles of Consolidation

The accompanying unaudited condensed consolidated financial statements include the accounts of the Company and
all other entities in which FGL has a controlling financial interest. All intercompany accounts and transactions have
been eliminated in consolidation.

We are involved in certain entities that are considered variable interest entities ("VIEs") as defined under U.S. GAAP.
Our involvement with VIEs is primarily to invest in assets that allow us to gain exposure to a broadly diversified
portfolio of asset classes. A VIE is an entity that does not have sufficient equity to finance its own activities without
additional financial support or where investors lack certain characteristics of a controlling financial interest. We assess
our relationships to determine if we have the ability to direct the activities, or otherwise exert control to evaluate if we
are the primary beneficiary of the VIE. See "Note 4. Investments" to the Company’s unaudited Condensed
Consolidated Financial Statements for additional information on the Company’s investments in unconsolidated VIEs.
Recent Accounting Pronouncements

Amendments to Recognition and Measurement of Financial Assets and Financial Liabilities

In January 2016, the Financial Accounting Standards Board ("FASB") issued amended guidance (Accounting
Standards Update ("ASU") 2016-01, Financial Instruments- Overall (Subtopic 8§25-10), Recognition and Measurement
of Financial Assets and Financial Liabilities), effective for fiscal years beginning after December 15, 2017, including
interim periods within those fiscal years. Notable amendments in this update will:

require all equity securities (other than equity investments accounted for under the equity method of accounting or
requiring the consolidation of the investee) to be measured at fair value with changes in fair value recognized through
net income

allow equity investments that do not have readily determinable fair values to be measured at cost minus impairment
¢if any) plus or minus changes resulting from observable price changes in orderly transactions for the identical or a
similar investment of the same issuer

require qualitative assessment for impairment of equity investments without readily determinable fair values at each
reporting period and, if the qualitative assessment indicates that impairment exists, to measure the investment at fair
value

eliminate the requirement to disclose the methods and significant assumptions used to estimate fair value (which is
currently required to be disclosed for financial instruments measured at amortized cost on the balance sheet)

The amendments in this ASU should be applied by means of a cumulative-effect adjustment to the balance sheet as of
the beginning of the fiscal year of adoption, and the amendments related to equity securities without readily
determinable fair values should be applied prospectively to equity investments that exist as of the date of adoption.
The Company will not early adopt this standard and is currently evaluating the impact of this new accounting
guidance on its consolidated financial statements.

Amendments to Lease Accounting

In February 2016, the FASB issued amended guidance (ASU 2016-02, Leases (Topic 842)), effective for fiscal years
beginning after December 15, 2018, including interim periods within those fiscal years. Notable amendments in this
update will:

require entities to recognize the rights and obligations resulting from all leases or lease components of contracts,
tncluding operating leases, as lease assets and lease liabilities, with an exception allowed for leases with a term of 12
months or less

9
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create a distinction between finance leases and operating leases, with classification criteria substantially similar to that
for distinguishing between capital leases and operating leases under previous guidance
not retain the accounting model for leveraged leases under previous guidance for leases that commence after the
effective date of ASU 2016-02
provide additional guidance on separating the lease components from the nonlease components of a contract
require qualitative disclosures along with specific quantitative disclosures to provide information regarding the
amount, timing, and uncertainty of cash flows arising from leases
include modifications to align lessor accounting with the changes to lessee accounting, as well as changes to the
requirements of recognizing a transaction as a sale and leaseback transaction, however, these changes will have no
impact on the Company's current lease arrangements
The amendments in this ASU may be early adopted. The amendments are required to be applied at the beginning of
the earliest period presented using a modified retrospective approach (including several optional practical expedients
related to leases commenced before the effective date). The Company will not early adopt this standard and is
currently evaluating the impact of this new accounting guidance on its consolidated financial statements.
Improvements to Employee Share-Based Payment Accounting
In March 2016, the FASB issued amended guidance (ASU 2016-09, Compensation - Stock Compensation (Topic
718), Improvements to Employee Share-Based Payment Accounting), effective for fiscal years beginning after
December 15, 2016 and interim periods within those fiscal years. Notable amendments in this update will simplify
accounting for employee share-based payments in the following ways:
all excess tax benefits and tax deficiencies will be recognized as income tax expense (benefit) on the income
statement, as opposed to current GAAP which recognizes excess tax benefits in additional paid-in capital (only
recognized when the deduction reduces taxes payable) and tax deficiencies as an offset to accumulated excess
tax benefits or on the income statement
excess tax benefits will be classified along with other income tax cash flows as an operating activity on the cash flow
statement (under current GAAP excess tax benefits are classified as a financing activity)
an entity can elect to account for forfeitures as they occur or, as under current GAAP, accrue compensation cost based
on an estimate of the number of awards that are expected to vest
the threshold for an award to qualify for equity classification when shares are withheld to meet the employer's
statutory withholding requirements now permits withholding up to the maximum statutory tax rates in applicable
jurisdictions, as opposed to current GAAP which does not allow equity classification for an award if shares withheld
are in excess of the employer's minimum statutory withholding requirements
cash paid by an employer when directly withholding shares for tax withholding purposes should be classified as a
financing activity
The amendments in this ASU may be early adopted during any interim or annual period. All amendments must be
adopted in the same period. If adopted during an interim period, the amendments are required to be reflected as of the
beginning of the fiscal year that includes the interim period. Amendments related to timing of when excess tax
benefits are recognized, minimum statutory withholding requirements, and forfeitures should be applied using a
modified retrospective transition method by means of a cumulative-effect adjustment to equity as of the beginning of
the period in which the guidance is adopted. Amendments related to the presentation of employee taxes paid on the
statement of cash flows when an employer withholds shares to meet the minimum statutory withholding requirement
should be applied retrospectively. Amendments requiring recognition of excess tax benefits and tax deficiencies in the
income statement should be applied prospectively. The amendments related to the presentation of excess tax benefits
on the statement of cash flows may be applied using either a prospective transition method or a retrospective transition
method. The Company will not early adopt this standard and is currently evaluating the impact of this new accounting
guidance on its consolidated financial statements.
(3) Significant Risks and Uncertainties

Regulatory Changes

15
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Federal Regulation

In April 2016, the Department of Labor (“DOL”) released its final “fiduciary” rule which could have a material impact on
the Company, its products, distribution, and business model. The final rule treats persons who provide investment
advice or recommendations for a fee or other compensation with respect to assets of an employer plan or individual
retirement account ("[RA") as fiduciaries of that plan or IRA. Significantly, the rule expands the definition of
fiduciary under Employee Retirement Income Security Act of 1974 ("ERISA") to apply to persons, including
insurance agents, who advise and sell products to IRA owners. As a practical matter, this means insurance agents
selling the Company’s IRA products must qualify for a prohibited transaction exemption which requires the agent and
financial institution meet various restrictions including a requirement that an annuity sale be in the best interest of the
client without regard for the agent’s, financial institution’s or other party’s financial or other interests, and that any
compensation paid to the agent and financial institution be reasonable. The final rule is effective June 2016 and
generally applicable in April 2017. The rule has generated considerable controversy and it is anticipated there will be
industry efforts to block implementation of the rule both in Congress and possibly through court actions. The success
or failure of these efforts cannot be predicted. Assuming the rule is not blocked, the precise impact of the rule on the
financial services industry more generally, and the impact on the Company and its business in particular, is difficult to
assess because the rule is new and still being studied. At this time, while the rule is still under review, the ultimate
effect of the rule may be adverse for companies that offer IRA products, could impact compensation paid to agents in
connection with IRA sales, and could expose the Company to litigation risk.

Use of Estimates and Assumptions

The preparation of the Company’s unaudited Condensed Consolidated Financial Statements in conformity with GAAP
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosures of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates and assumptions
used.

Concentrations of Financial Instruments

As of March 31, 2016 and September 30, 2015, the Company’s most significant investment in one industry, excluding
United States ("U.S.") Government securities, was its investment securities in the banking industry with a fair value of
$2,152 or 11% and $1,979 or 10%, respectively, of the invested assets portfolio. The Company’s holdings in this
industry include investments in 88 different issuers with the top ten investments accounting for 36% of the total
holdings in this industry. As of March 31, 2016 and September 30, 2015, the Company had investments in 1 issuer,
Wells Fargo & Company (the Company's largest concentration in any single issuer as of March 31, 2016 and
September 30, 2015), that exceeded 10% of shareholders' equity with a total fair value of $171 or 1% and $170 or 1%,
respectively, of the invested assets portfolio.

The Company has exposure to the commodities sector via holdings in both energy-related and metal-related issuers.
The energy-related exposure is diversified across sub-sectors and 115 issuers as of March 31, 2016. The metal-related
exposure is diversified across sub-sectors and 37 issuers as of March 31, 2016. Individual energy-related and
metal-related holdings vary in their sensitivity to commodity price movements. At March 31, 2016, the Company held
energy-related investments with an amortized cost and fair value of $1,605 and $1,424, respectively; and held-metal
related investments with an amortized cost and fair value of $631 and $552, respectively. At September 30, 2015, the
Company held energy-related investments with an amortized cost and fair value of $1,538 and $1,414, respectively;
and held metal-related investments with an amortized cost and fair value of $613 and $513, respectively. At both
March 31, 2016 and September 30, 2015, the Company's holdings in energy-related and metal-related investments
were 7% and 3% of the investment portfolio, respectively. The Company has recognized $0 and $6
other-than-temporary-impairment losses on metal-related investments for the three and six months ended March 31,
2016 and none for energy-related holding and recognized no other-than-temporary-impairment losses for both metal
and energy related investments in the three and six months ended March 31, 2015.

Concentrations of Financial and Capital Markets Risk
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The Company is exposed to financial and capital markets risk, including changes in interest rates and credit spreads
which can have an adverse effect on the Company’s results of operations, financial condition and liquidity.
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The Company expects to continue to face challenges and uncertainties that could adversely affect its results of
operations and financial condition.

The Company’s exposure to interest rate risk relates primarily to the market price and cash flow variability associated
with changes in interest rates. A rise in interest rates, in the absence of other countervailing changes, will decrease the
net unrealized gain position of the Company’s investment portfolio and, if long-term interest rates rise dramatically
within a six to twelve month time period, certain of the Company’s products may be exposed to disintermediation risk.
Disintermediation risk refers to the risk that policyholders may surrender their contracts in a rising interest rate
environment, requiring the Company to liquidate assets in an unrealized loss position. This risk is mitigated to some
extent by the high level of surrender charge protection provided by the Company’s products.

Concentration of Reinsurance Risk

The Company has a significant concentration of reinsurance with Wilton Reassurance Company (“Wilton Re”’) and
Front Street Re (Cayman) Ltd. ("FSRCI") an affiliate, that could have a material impact on the Company’s financial
position in the event that Wilton Re or FSRCI fail to perform their obligations under the various reinsurance treaties.
Wilton Re is a wholly owned subsidiary of Canada Pension Plan Investment Board ("CPPIB"). CPPIB has an AAA
issuer credit rating from Standard & Poor's Ratings Services ("S&P") as of March 31, 2016. As of March 31, 2016,
the net amount recoverable from Wilton Re was $1,512 and the net amount recoverable from FSRCI was $1,171. The
coinsurance agreement with FSRCI is on a funds withheld basis. The Company monitors both the financial condition
of individual reinsurers and risk concentration arising from similar geographic regions, activities and economic
characteristics of reinsurers to reduce the risk of default by such reinsurers.

(4) Investments
The Company’s debt and equity securities investments have been designated as available-for-sale and are carried at fair
value with unrealized gains and losses included in accumulated other comprehensive income (loss) (“AOCI”) net of
associated adjustments for deferred acquisition costs (“DAC”), value of business acquired (“VOBA”), and deferred
income taxes. The Company’s consolidated investments at March 31, 2016 and September 30, 2015 are summarized as
follows:

March 31, 2016

Amortiz%roSs . Gross . Fair Carrying
nrealized Unrealized
Cost . Value Value
Gains Losses
Available-for sale securities
Asset-backed securities $2352 $§ 2 $ (164 ) $2,190 $2,190
Commercial mortgage-backed securities 847 10 (23 ) 834 834
Corporates 10,321 430 (375 ) 10,376 10,376
Equities 584 40 4 ) 620 620
Hybrids 1,310 47 (92 ) 1,265 1,265
Municipals 1,525 149 (8 ) 1,666 1,666
Residential mortgage-backed securities 1,481 51 (50 ) 1,482 1,482
U.S. Government 233 11 — 244 244
Total available-for-sale securities 18,653 740 (716 ) 18,677 18,677
Derivative investments 223 28 (93 ) 158 158
Commercial mortgage loans 613 — — 615 613
Other invested assets 138 — (6 ) 132 132
Total investments $19,627 $ 768 $ (815 ) $19,582 $19,580
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September 30, 2015
. Gross Gross ) .
Am(mmfi(jnrealized Unrealized Fair Carrying
Cost . Value Value
Gains Losses

Available-for-sale securities
Asset-backed securities $2,148 $ 5 $ 47 ) $2,106 $2,106
Commercial mortgage-backed securities 878 14 (10 ) 882 882
Corporates 9,533 351 (354 ) 9,530 9,530
Equities 597 27 4 ) 620 620
Hybrids 1,211 45 42 ) 1,214 1,214
Municipals 1,520 103 (15 ) 1,608 1,608
Residential mortgage-backed securities 2,099 89 (26 ) 2,162 2,162
U.S. Government 233 11 — 244 244
Total available-for-sale securities 18,219 645 (498 ) 18,366 18,366
Derivative investments 218 13 (149 ) 82 82
Commercial mortgage loans 491 — — 490 491
Other invested assets 164 — 9 ) 153 155
Total investments $19,092 $ 658 $ (656 ) $19,091 $19,094

Included in AOCI were cumulative gross unrealized gains of $1 and gross unrealized losses of $2 related to the
non-credit portion of other-than-temporary impairments ("OTTI") on non-agency residential mortgage-backed
securities ("RMBS") at March 31, 2016 and September 30, 2015, respectively. The non-agency RMBS unrealized
gains and losses represent the difference between amortized cost and fair value on securities that were previously
impaired.

Securities held on deposit with various state regulatory authorities had a fair value of $16,457 and $16,012 at
March 31, 2016 and September 30, 2015, respectively. Under lowa regulations, insurance companies are required to
hold securities on deposit in an amount no less than the Company's legal reserve as prescribed by lowa regulations.
At March 31, 2016 and September 30, 2015, the company held investments that were non-income producing for a
period greater than twelve months with fair values of $15 and $0, respectively.

In accordance with the Company's Federal Home Loan Bank of Atlanta (“FHLB”) agreements, the investments
supporting the funding agreement liabilities are pledged as collateral to secure the FHLB funding agreement
liabilities. The collateral investments had a fair value of $493 and $524 at March 31, 2016 and September 30, 2015,
respectively.
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The amortized cost and fair value of fixed maturity available-for-sale securities by contractual maturities, as
applicable, are shown below. Actual maturities may differ from contractual maturities because issuers may have the
right to call or pre-pay obligations.

March 31, 2016

Amortizedair

Cost Value
Corporates, Non-structured Hybrids, Municipal and U.S. Government securities:

Due in one year or less $229  $229
Due after one year through five years 1,824 1,836
Due after five years through ten years 3,086 3,114
Due after ten years 7,527 7,683
Subtotal 12,666 12,862
Other securities which provide for periodic payments:

Asset-backed securities 2,352 2,190
Commercial mortgage-backed securities 847 834
Structured hybrids 723 689
Residential mortgage-backed securities 1,481 1,482
Subtotal 5,403 5,195
Total fixed maturity available-for-sale securities $18,069 $18,057

The Company's available-for-sale securities with unrealized losses are reviewed for potential OTTI. In evaluating
whether a decline in value is other-than-temporary, the Company considers several factors including, but not limited
to the following: (1) the extent and the duration of the decline; (2) the reasons for the decline in value (credit event,
currency or interest-rate related, including general credit spread widening); and (3) the financial condition of and
near-term prospects of the issuer. The Company also considers the ability and intent to hold the investment for a
period of time to allow for a recovery of value.

The Company analyzes its ability to recover the amortized cost by comparing the net present value of cash flows
expected to be collected with the amortized cost of the security. For mortgage-backed and asset-backed securities,
cash flow estimates consider the payment terms of the underlying assets backing a particular security, including
interest rate and prepayment assumptions, based on data from widely accepted third-party data sources or internal
estimates. In addition to interest rate and prepayment assumptions, cash flow estimates also include other assumptions
regarding the underlying collateral including default rates and recoveries, which vary based on the asset type and
geographic location, as well as the vintage year of the security. For structured securities, the payment priority within
the tranche structure is also considered. For all other debt securities, cash flow estimates are driven by assumptions
regarding probability of default and estimates regarding timing and amount of recoveries associated with a default. If
the net present value is less than the amortized cost of the investment, an OTTI is recognized.

Based on the results of our process for evaluating available-for-sales securities in unrealized loss positions for OTTI
discussed above, the Company determined that the unrealized losses as of March 31, 2016 were primarily due to
credit spread widening. Additionally, pressure in the commodity and energy markets affected the prices of securities
held in these sectors, as did weakness in the high yield market which affected prices of leveraged loans typically used
to collateralize CLO debt obligations; however the overall average rating of the Company’s holdings in these sectors
remains investment grade. Based on this and other factors considered, the Company determined that the unrealized
losses on the securities presented in the table below were not OTTI as of March 31, 2016.
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The fair value and gross unrealized losses of available-for-sale securities, aggregated by investment category and

duration of fair value below amortized cost, were as follows:
March 31, 2016

Less than 12 12 months or
Total
months longer
Fair Gross Fair Gross air Gross
Unrealized Unrealized Unrealized
Value Value Value
Losses Losses Losses
Available-for-sale securities
Asset-backed securities $1253 $(82 ) $763 $ (82 ) $2,016 $ (164 )
Commercial mortgage-backed securities 488 (20 ) 43 @3 ) 531 23 )
Corporates 1,989 (150 ) 1,314 (225 ) 3,303 (375 )
Equities 31 (1 ) 55 @3 ) 86 4 )
Hybrids 402 (16 ) 294 (76 ) 696 92 )
Municipals 95 (1 ) 123 (7 ) 218 (8 )
Residential mortgage-backed securities 365 (15 ) 455 35 ) 820 (50 )
Total available-for-sale securities $4,623 $ (285 ) $3,047 $ 431 ) $7,670 $ (716 )
Total number of available-for-sale securities in an 639
unrealized loss position less than twelve months
Total number of available-for-sale securities in an
. .. 403
unrealized loss position twelve months or longer
Total number of available-for-sale securities in an
. .. 1,092
unrealized loss position
September 30, 2015
Less than 12 12 months or
Total
months longer
) Gross ) Gross ) Gross
Fair . Fair . Fair )
Unrealized Unrealized Unrealized
Value Value Value
Losses Losses Losses
Available-for-sale securities
Asset-backed securities $816 $(14 ) $833 $ (33 ) $1.649 $ 47 )
Commercial mortgage-backed securities 262 (8 ) 133 @ ) 395 (10 )
Corporates 2,342 (201 ) 1,328 (153 ) 3,670 (354 )
Equities 37 — 106 4 ) 143 4 )
Hybrids 88 4 ) 542 (38 ) 630 42 )
Municipals 220 (6 ) 192 9 ) 412 (15 )
Residential mortgage-backed securities 423 (10 ) 294 (16 ) 717 (26 )
Total available-for-sale securities $4,188 $ (243 ) $3,428 $ (255 ) $7.616 $ (498 )
Total number of available-for-sale securities in an
. .. 712
unrealized loss position less than twelve months
Total number of available-for-sale securities in an 396
unrealized loss position twelve months or longer
Total number of available-for-sale securities in an 1.108

unrealized loss position
At March 31, 2016 and September 30, 2015, securities in an unrealized loss position were primarily concentrated in
investment grade, asset-backed, hybrid and corporate debt instruments.

At March 31, 2016 and September 30, 2015, securities with a fair value of $521 and $302, respectively, had an
unrealized loss greater than 20% of amortized cost (excluding U.S. Government and U.S. Government sponsored
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agency securities), which represented less than 3% and 2% of the carrying value of all investments at March 31, 2016
and September 30, 2015, respectively.
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The following table provides a reconciliation of the beginning and ending balances of the credit loss portion of OTTI

on fixed maturity available-for-sale securities held by the Company for the three and six months ended March 31,
2016 and 2015, for which a portion of the OTTI was recognized in AOCI:

Three months  Six months
ended ended
MarchVidrch 31, MarchVBdrch 31,
2016 2015 2016 2015
Beginning balance $3 $ 3 $3 $ 3
Increases attributable to credit losses on securities:
OTTI was previously recognized — — — —
OTTI was not previously recognized — — — —
Ending balance $3 $ 3 $3 $ 3

The Company recognized $1 and $11 of credit impairment losses in operations during the three and six months ended
March 31, 2016, respectively, related to fixed maturity securities with an amortized cost of $89 and a fair value of $78
at March 31, 2016. During the three and six months ended March 31, 2015, the Company recognized $61 of credit
impairment losses in operations related to asset-backed, corporate securities and other invested assets with an
amortized cost of $116 and a fair value of $55 at March 31, 2015.

Details underlying write-downs taken as a result of OTTI that were recognized in "Net income" and included in net
realized gains on securities were as follows:

Three months Six months
ended ended
MardMddch 31, MarciMakch 31,
20162015 2016 2015

OTTI Recognized in Net Income:

Asset-backed securities $1 $ 24 $5 $ 24

Corporates — 2 6 2

Other invested assets — 35 — 35

Total $1 $ o1 $11 $ 61

The portion of OTTI recognized in AOCI is disclosed in the unaudited Condensed Consolidated Statements of
Comprehensive Income.

In the second quarter of Fiscal 2015, the Company recognized credit-related impairment losses of $59, net of
reinsurance, on available-for-sale debt securities, available-for-sale equity securities and other invested assets related
to direct and indirect investments in RadioShack Corporation ("RSH") and other loans because the Company
concluded the decline in the fair value of these investments was other-than-temporary. A summary of the RSH-related
impairments by investment is as follows:

Three
Months
Ended
March
31,
2015
Type Balance Sheet Classification OTTI
Losses
Collateralized loan obligations ("CLOs") (a) Fixed maturities, available-for-sale $ 25
Preferred equity (a) Equity securities, available-for-sale 21
Participations Other invested assets 35
OTTI, gross of reinsurance $ 81
CLOs (a) Fixed maturities, available-for-sale (1 )
Preferred equity (a) Equity securities, available-for-sale (21 )
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OTTI, net of reinsurance $ 59

(a) Preferred equity and a portion of the CLOs are included in the FSRCI funds withheld portfolio, accordingly all
income and losses on these assets are ceded to FSRCI.

The fair values of the impairments summarized above were determined using the following inputs as follows:
CLOs - The Company utilized a price from a third party valuation firm which considered the sufficiency of
underlying loan collateral for the RSH loan and other loans.

Preferred equity - The Company utilized a price from a third party valuation firm which considered the updated fair
value estimates of the Salus Capital Partners. LLC ("Salus") CLO and the Salus participation in RSH, both of which
Salus owns investment interests in.
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Participations - The Company considered the recovery of the underlying loan collateral for RSH based on the
evidence obtained.
The total gross impact of the impairment losses above, excluding reinsurance with FSRCI was $81 for the second
fiscal quarter ended March 31, 2015. RSH filed for bankruptcy on February 5, 2015. In late March 2015, the Court
awarded a sale of assets at auction to another bidder, causing our collateral claim to become more junior to other
claimants and resulting in our conclusion that the Company had realized an OTTI. As of March 31, 2016, substantially
all of RSH assets in the estate have been converted to cash through liquidation and the fair value of the Company's
RSH-related holdings reflects these cash balances, net of expenses. While substantially all assets represent cash, the
wind-down process continues; therefore, some variability still exists in the fair value related to these costs. Please
refer to "Note 14. Related Party Transactions” to the Company’s unaudited Condensed Consolidated Financial
Statements for more detail on the investments impacted by this impairment.
Commercial Mortgage Loans
Commercial mortgage loans ("CMLs") represented approximately 3% of the Company’s total investments as of
March 31, 2016 and September 30, 2015. The Company primarily makes mortgage loans on income producing
properties including hotels, industrial properties, retail buildings, multifamily properties and office buildings. The
Company diversifies its CML portfolio by geographic region and property type to reduce concentration risk.
Subsequent to origination, the Company continuously evaluates CMLs based on relevant current information to ensure
properties are performing at a consistent and acceptable level to secure the related debt. The distribution of CMLs,
gross of valuation allowances, by property type and geographic region is reflected in the following tables:

March 31, September 30,

2016 2015
Gross Gross
Carryin? © Carryin%,o ©
Value otal Value otal
Property Type:
Funeral home $1 — % $1 — %
Hotel 23 4 % 13 3 %
Industrial - General 37 6 % 38 8 %
Industrial - Warehouse 86 14 % 76 15 %
Multifamily 71 12 % 64 13 %
Office 173 28 % 137 28 %
Retail 223 36 % 163 33 %
Total commercial mortgage loans, gross of valuation allowance $614 100% $492 100 %
Valuation allowance a1 ) a1 )
Total commercial mortgage loans $613 $491
U.S. Region:
East North Central $127 21 % $121 25 %
East South Central 21 4 % 12 2 %
Middle Atlantic 55 9 % 87 18 %
Mountain 69 11 % 42 9 %
New England 14 2 %9 2 %
Pacific 161 26 % 113 23 %
South Atlantic 110 18 % 69 13 %
West North Central 14 2 % 14 3 %
West South Central 43 7 % 25 5 %
Total commercial mortgage loans, gross of valuation allowance $614 100% $492 100 %
Valuation allowance a1 ) a1 )
Total commercial mortgage loans $613 $491
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The Company had a CML portfolio with 100% of all CMLs having a loan-to-value (“LTV”) ratio of less than 75% at
March 31, 2016 and September 30, 2015. As of March 31, 2016, all CMLs are current and have not experienced credit
or other events which would require the recording of an impairment loss.
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LTV and debt service coverage (“DSC”) ratios are measures commonly used to assess the risk and quality of mortgage
loans. The LTV ratio, calculated at time of origination, is expressed as a percentage of the amount of the loan relative
to the value of the underlying property. A LTV ratio in excess of 100% indicates the unpaid loan amount exceeds the
underlying collateral. The DSC ratio, based upon the most recently received financial statements, is expressed as a
percentage of the amount of a property’s net income to its debt service payments. A DSC ratio of less than 1.00
indicates that a property’s operations do not generate sufficient income to cover debt payments.
The following table presents the recorded investment in CMLs by LTV and DSC ratio categories and estimated fair
value by the indicated loan-to-value ratios at March 31, 2016 and September 30, 2015:

Debt Service

Coverage Ratios Total % of EsFlmated % of
1.00 Amount Total Fair Total
>1.25 - N/A(a) Value
1.25
March 31, 2016
LTV Ratios:
Less than 50% $183 8 — $ 1 $ 184 30 % $ 184 30 %
50% to 60% 174 19 — 193 31 % 193 31 %
60% to 75% 237 — — 237 39 % 238 39 %

Commercial mortgage loans $594 $19 $ 1 $ 614 100% $ 615 100 %
September 30, 2015

LTV Ratios:

Less than 50% $1158— $ 11 $ 126 25 % $ 125 25 %
50% to 60% 161 20 — 181 37 % 180 37 %
60% to 75% 185 — — 185 38 % 185 38 %

Commercial mortgage loans $461 $20 $ 11  $ 492 100% $ 490 100%
(a) N/A - Current DSC ratio not available.

We establish a general mortgage loan allowance based upon the underlying risk and quality of the mortgage loan
portfolio using DSC ratio and LTV ratio. A higher LTV ratio will result in a higher allowance. A higher DSC ratio
will result in a lower allowance. We believe that the DSC ratio is an indicator of default risk on loans. We believe that
the LTV ratio is an indicator of the principal recovery risk for loans that do default.

March 31, September 30,

2016 2015
Gross balance commercial mortgage loans $ 614 $ 492
Allowance for loan loss (1 ) (1 )
Net balance commercial mortgage loans $ 613 $ 491

The Company recognizes a mortgage loan as delinquent when payments on the loan are greater than 30 days past due.
At March 31, 2016 and September 30, 2015, we had no CMLs that were delinquent in principal or interest payments.
The following provides the current and past due composition of our CMLs:

March 31, September 30,

2016 2015
Current to 30 days $ 614 $ 492
Past due — —
Total carrying value $ 614  $§ 492
A Troubled Debt Restructuring ("TDR") is a situation where we have granted a concession to a borrower for
economic or legal reasons related to the borrower's financial difficulties that we would not otherwise consider. A
mortgage loan that has been granted new terms, including workout terms as described previously, would be
considered a TDR if it meets conditions that would indicate a borrower is experiencing financial difficulty and the
new terms constitute a concession on our part. We analyze all loans where we have agreed to workout terms and all
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loans that we have refinanced to determine if they meet the definition of a TDR. We consider the following factors in
determining whether or not a borrower is experiencing financial difficulty:

eborrower is in default,

*borrower has declared bankruptcy,
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sthere is growing concern about the borrower's ability to continue as a going concern,
eborrower has insufficient cash flows to service debt,
*borrower's inability to obtain funds from other sources, and
sthere is a breach of financial covenants by the borrower.
If the borrower is determined to be in financial difficulty, we consider the following conditions to determine if the
borrower was granted a concession:
eassets used to satisfy debt are less than our recorded investment,
einterest rate is modified,
*maturity date extension at an interest rate less than market rate,
ecapitalization of interest,
edelaying principal and/or interest for a period of three months or more, and
epartial forgiveness of the balance or charge-off.
Mortgage loan workouts, refinances or restructures that are classified as TDRs are individually evaluated and
measured for impairment. As of March 31, 2016, our CML portfolio had no impairments, modifications or troubled
debt restructuring.
Net investment income
The major sources of “Net investment income” on the accompanying unaudited Condensed Consolidated Statements of
Operations were as follows:
Three months Six months
ended ended
March March 31, March March 31,
2016 2015 2016 2015
Fixed maturity available-for-sale securities $211 $ 194 $421 $ 390

Equity available-for-sale securities 8 9 16 18
Commercial mortgage loans 6 3 12 4
Related party loans 1 1 2 3
Invested cash and short-term investments 2 — 2 —

Other investments 4 5 5 11

Gross investment income 232 212 458 426
Investment expense 6 )Y« ) 9 ) Ao )
Net investment income $227 $ 208 $449 $ 416

During the fiscal quarter ended June 30, 2015, we received notice that we are entitled to receive a settlement as a
result of our ownership of certain RMBS that were issued by Countrywide, an entity which was later acquired by
Bank of America. We have estimated our expected recovery from this settlement to be between $15 and $20, with a
best estimate of $18. In compliance with our accounting policy described in "Note 2. Significant Accounting Policies
and Practices" of the 2015 Form 10-K, we updated our cash flow projections for our best estimate of the recovery as
of March 31, 2016 and will accrete it prospectively over the remaining life of the related securities through our
effective yield and recognize the impact within "Net investment income". This change to our cash flow projections
had an immaterial impact on our "Net investment income" during the first fiscal quarter of 2016. The weighted
average remaining life on the affected securities is approximately 6 years.
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Net investment Gains (Losses)
Details underlying “Net investment gains (losses)” reported on the accompanying unaudited Condensed Consolidated
Statements of Operations were as follows:
Three months Six months
ended ended
Mardhasdh 31, Mardhasdh 31,
2018015 2018015
Net realized gains (losses) on fixed maturity available-for-sale securities $7 $ (19 ) $2 $ (23 )
Realized gains (losses) on equity securities 1 (3 )y 1 2 )
Net realized gains (losses) on securities 8 (22
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