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Message from the Chairman

In 2011, we continued to experience challenges posed

by the uncertain economic environment and negative
impacts from a weak U.S. residential housing market. We
recognize that it was a difficult year for shareholders and
are humbled by that. We have sought feedback, listened,
and moved forward with a clear sense of urgency to
improve the performance, focus, and alignment of our
businesses. Our goal is to manage the overall business
portfolio to create the best value for shareholders over the
medium to long term. So we have taken steps to narrow
and realign business units, shift new business mix and
volumes, rebalance exposures, expand risk buffers and
use of reinsurance, streamline costs, and drive stronger
capital generation to support future redeployment for the
benefit of shareholders—and our work continues.

Backing all these efforts is our commitment to consumers
and distribution partners—to help people secure their
financial lives, families, and futures by helping them
achieve and maintain homeownership through mortgage
insurance (MI), prepare for retirement, and protect
themselves and those they care about.

There's no question that we have more to do, and

we're committed to maintaining our intensity to take
advantage of opportunities, overcome barriers, and
rebuild value for shareholders. Our businesses operate
in large target markets and we've strengthened each

of our business platforms. In Insurance and Wealth
Management, we're improving the performance of our
in-force business and investment portfolio and managing
new business to enhance statutory earnings and overall
profitability. In our International Mortgage Insurance
businesses, we're delivering sound results, targeting
new business selectively, and generating capital for our
holding company. And in U.S. Mortgage Insurance,
we're managing the business to return to profitability, by
realizing strong benefits from loss mitigation programs,
pursuing capital management strategies, writing highly
profitable new business while maintaining underwriting
and pricing standards, and supporting housing-related
public policy initiatives.

Here's a closer look at our progress and plans:

Insurance and Wealth Management

In our Insurance and Wealth Management division,

we help consumers protect what's important to them,
build for the future, and achieve peace of mind. We're
committed to providing excellent customer value by
leveraging our differentiated capabilities in product
management, risk management, and service—as well as
our broad distribution relationships.

To drive profitable growth, we've concentrated on our
strongest market positions, exiting non-strategic lines
such as variable annuities and Medicare supplement
insurance. In January 2012, we announced the sale of
our tax and accounting advisors unit, Genworth Financial
Investment Services, which will allow us to focus on our
core turnkey asset management businesses. In addition,
we are actively managing product pricing, risk exposures,
and new business levels.

As a specialist, we concentrate in five key areas, which
include important leadership positions:

¢ Life insurance: We offer a sound portfolio of life
insurance products, primarily through the brokerage
general agency/independent marketing organization
channels. These products are designed to meet
the needs of middle-market and emerging affluent
consumers—what we refer to as the “Main Street
market.” To support our customers, we offer
integrated technology and service platforms to drive
efficiency and help our distributors grow profitably.
We also provide comprehensive sales solutions such as
LifeJacket™M—research highlighting insurance coverage
gaps and the reasons behind them, plus tools to help
move producers to action—which we introduced in
2011, In our targeted life insurance channel, we're
pleased to be recognized as number one in policy
sales’ and customer service?, best overall provider?,
and the carrier most preferred to write®.

1 LIMRA, Market Trends, September 2011.
2 2011 DALBAR Life Insurance Award.
3 Agent's Sales Journal 2011 Carrier Report Card, July 2011.



* Long term care insurance: Asthe marketleaderin
individual coverage?, we are committed to helping
producers, consumers, and policymakers understand
the importance of long term care planning. We offer
multiple solutions to fit the needs of individuals and
also selectively participate in the group market. For
instance, our newest long term care (LTC) insurance
product, Privileged Choice® Flex, lets customers
choose a LTC insurance plan that best suits their
lifestyle and budget. The product also provides access
to our Live+Well*™ weliness education program—
developed in collaboration with the Mayo Clinic, to
help customers manage, monitor, and improve their
health risks—as well as to caregiving information/
referral services through our CareScout® business. We
introduced AARP® Caregiving Help and Advice from
Genworth in early 2012 to meet the needs of AARP’s
millions of members nationwide. This offering is the
first national service endorsed by AARP to integrate
care assessment, suggested care planning, and robust,
detailed provider information. On the service front,
we are the industry leader in LTC insurance claims.

We have recently established new approaches that
further assist our claimants in regaining independence
where possible. These include enhanced case
management, modified care coordination protocols,
and a caregiver interview. In addition, we continue

to work to improve the performance of older issued
policies through pricing actions and care support
activities and will remain focused in this area.

¢ Fixed annuities: We offer a broad line up of fixed
annuity products, including immediate, deferred, and
indexed annuities, which are designed to help people
accumulate wealth and achieve guaranteed lifetime
income. In December, we launched a new suite of
fixed indexed annuity products. We have a deep
commitment to providing outstanding service and
sales support within this product line and extending
our distribution capability. In fact, we are recognized as
among the best in the industry for servicing annuities.

* Lifestyle protection insurance: With leading positions
in Europe and select new markets, our lifestyle
protection insurance business helps people maintain
their credit obligations and lifestyles in the event of

the unexpected—whether that is an accident, sickness,
unemployment, or loss of life. While the environment
in Europe has remained challenged, we've developed
a solid foundation for growth when economies recover
and consumer confidence is restored. We have
restructured our distribution agreements, re-priced
existing and new business, and been awarded a
number of new distribution relationships. In addition,
we've made strategic investments in targeted new
distribution channels and geographies to diversify
revenue sources and also enhanced our operations
capabilities. The business continues to maintain strong
capital ratios and is an important source of dividends to
the holding company.

e Wealth management: We are the #2 provider for
independent advisors in the turnkey asset management
segment®, where we offer advisors access to a flexible
open architecture product platform along with valued
support services that enable them to concentrate
on meeting the needs of their clients. In 2011, we
underwent an important transition with the addition
of Altegris and its suite of alternative investment
products. We are focused both on adding new advisor
relationships and penetrating advisory channels, by
broadening our product portfolio and improving
customer service through activities such as upgrades
to our online platform, eWealthManager.

In each of these lines, we're being selective regarding

new business—implementing product design and pricing
changes to drive more profitable business while managing
sales volumes and mix. We expect these product

and pricing changes, combined with increased use of
reinsurance, to allow us to write new business that is more
efficient in its capital usage. We also remain focused on
improving the performance of our in-force business; in
LTC, for example, we executed our second round of price
increases in 2011. In life insurance, we completed our first
block transaction in the first quarter of 2012, generating
capital to support surplus positions. In lifestyle protection,
pricing, risk, and cost actions have helped to improve

the in-force performance. Taken altogether, the moves
we're making are increasing the level and consistency of
earnings.

4 LIMRA, as of 12/31/11.
5 DALBAR 2011 Financial Intermediary Service Award.
6 The Cerulli Edge® Managed Accounts Edition, 1Q 2012, Issue #43.



Mortgage Insurance

Through our global Mortgage Insurance division,

where we have major positions in several important
regions around the world, we help people achieve
homeownership sooner. With the protection of M|,
lenders can offer mortgages to qualified borrowers with
a lower down payment, while managing their capital and
risks more effectively.

International Mortgage Insurance

In International Mortgage Insurance, we are focused on
sustaining our leading positions in Canada, Australia, and
other select markets; maintaining pricing and underwriting
disciplines in a competitive environment; and managing
in-force business to minimize losses. For example, in
Canada, we delivered solid results to shareholders and
improved our market share with lenders as a result of our
focus on differentiated service, prudent underwriting, and
capital strength. We consistently earn higher customer
satisfaction ratings than our competitors and continue

to be the private mortgage insurer of choice in Canada.

In Australia, we further strengthened our platform by
successfully securing new customers and renewing

a significant number of customer contracts—many at
extended terms. Across our platforms we have maintained
strong underwriting and loss mitigation disciplines, with
increased prices in most of our businesses. To support
our objectives of rebalancing the portfolio, enabling future
business growth, and supporting capital redeployment
while maintaining contro! of our strategic Ml platforms, we
are pursuing an initial public offering of up to 40 percent
of our Australian mortgage insurance business—similar to
an approach taken previously with our Canadian platform.
We also are expanding our use of global external
reinsurance markets in certain countries to support capital
and risk management. Overall, the International Ml
businesses are strong generators of capital and continue
to provide reliable dividends to the holding company.

U.S. Mortgage Insurance

As economic conditions pressure the housing industry and
homeowners' abilities to stay current in their mortgage
payments, we remain focused on loss mitigation and loan
modifications—helping borrowers stay in their homes—and
on writing attractive new business with higher returns and
a lower risk profile.

We are deriving substantial benefits from our loss
mitigation activities, realizing more than $560 million

in savings in 2011 while helping approximately 20,000
people stay in their homes. We're starting to experience
reduced losses on the older books of business, and

our post-2008 business is very profitable~significantly
outperforming our expectations, thanks to more stringent
underwriting criteria, increased pricing, and product or
market restrictions. To support new business, we have
developed plans to maintain the ongoing new business
capacity we need. We continually evaluate our capital
adequacy, reserves, and claims-paying ability in various
scenarios—and with the help of various independent third
parties. Finally, we are engaged in ongoing dialogue
with the U.S. government to help shape public policy. We
emphasize the importance of mortgage insurance to the
U.S. housing market. While we expect little progress on
housing finance reform during the 2012 election year, we
anticipate that private Mi will remain an important tool for
credit enhancement in the mortgage market.

Financial Strength and Capital Deployment

We've made ongoing progress in enhancing our financial
strength by expanding risk buffers and effectively
managing overall exposures. We also are adding to our
capital flexibility and increasing our distributable earnings
profile to support dividends to the holding company and
future capital deployment for the benefit of shareholders.

Taking a closer look, we ended the year with
approximately $950 million in cash and highly liquid
securities—which is about $400 million above our cash
buffer target of two times annual debt service coverage.
We expect to remain above our targeted amount of
liquidity in this uncertain economic environment.

In our investment portfolio, we have substantially
reduced risks, optimized cash balances, and reduced our
exposures to low interest rates. Our wealth management
and international businesses are generating capital and
subsequent dividend flows to our holding company;

and we are making headway in our plans to grow capital,
statutory earnings, and unassigned surplus in order to
rebuild the dividend streams from the U.S. life insurance
businesses, including completion of our first life block
transaction during the first quarter of 2012. Moving



forward, we will continue to manage our capital to support
statutory earnings, holding company dividends, risk
buffers, and shareholder redeployment.

Helping People Around the World

Genworth is passionate about making a difference

for the people who rely on us—through our products,

value-added support, community services, and industry

advocacy. In 2011, for example, we:

¢ Paid more than $3.3 billion in insurance benefits,
delivering protection and peace of mind to our U.S.
life insurance, long term care insurance, and annuity
policyholders and beneficiaries;

¢ Helped more than 156,000 people achieve
homeownership and over 37,000 borrowers
stay in their homes or avoid foreclosure; and

¢ Enabled more than 120,000 people in Europe to
maintain regular repayments on their financial
commitments through our lifestyle protection
insurance programs.

In addition, we shared leading research to promote
consumer financial literacy and customer growth. We
conducted the International Mortgage Trends Report-a
survey of 9,000+ current and aspiring homebuyers in eight
countries—aimed at encouraging a deeper understanding
of the challenges likely to shape business strategies

and providing the mortgage industry in all markets with
insights that illuminate future opportunities for business
growth. Our national 2011 Financial Reality Check Study,
which surveyed Americans’ preparedness for a long term
care coverage need, challenged consumers to include a
conversation about long term care planning in their overall
financial planning discussions.

Lastly, we reached out and gave back to our communities.
Employees worldwide volunteered more than 23,700
hours to serve 190 non-profit organizations on 475
projects. The Genworth Foundation also has invested with
EveriFi™ in a leading financial literacy tool, which offers
the latest in new media technologies to make complex
financial concepts compelling and relevant for today's
digital generation. This year, 240 high school teachers
were trained free-of-charge in the tool's My Money, My
Future®™ financial literacy course; and more than 3,000
students completed the course and received certification
across the state of Virginia.

We are committed to build on the momentum we
generated in 2011 and enhance shareholder value. Today
we're a stronger, more focused company—and we're taking
the necessary steps to continue to invest in our strongest
value propositions, maintain prudent risk buffers, support
capital generation and deployment, and make a difference
for the people who count on us every day. Thank you for
your continued support of Genworth.

Michael D. Fraizer
Chairman, President, and Chief Executive Officer
March 2012
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Cautionary Note Regarding
Forward-looking Statements

This Annual Report on Form 10-K, including Manage-
ment’s Discussion and Analysis of Financial Condition and
Results of Operations, contains certain “forward-looking
statements” within the meaning of the Private Securities Liti-
gation Reform Act of 1995. Forward-looking statements may
be identified by words such as “expects,” “intends,”
<« . s » W« M« . ¥ K« » &« - ” o« . ”»
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 cir-
cumstances 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 items identified under “Item 1A—Risk
Factors.”

We undertake no obligation to publicly update any
forward-looking statement, whether as a result of new
information, future developments or otherwise.



Parc I

In this Annual Report on Form 10-K, unless the context

» o« » o«

otherwise requires, “Genworth,” “we,” “us” and “our” refer to
Genworth Financial, Inc. and its subsidiaries.

ITEM 1. BUSINESS

OVERVIEW

Genworth Financial, Inc. is a leading financial security
company dedicated to providing insurance, wealth manage-
ment,
15 million customers, with a presence in more than 25 coun-

investment and financial solutions to more than

tries. Genworth was incorporated in Delaware in 2003 in
preparation for an initial public offering (“IPO”) of Genworth
common stock, which was completed on May 28, 2004. We
are headquartered in Richmond, Virginia and have approx-
imately 6,400 employees.

As a financial security company, we are dedicated to help-
ing meet the life security, retirement security, wealth manage-
ment and homeownership needs of our customers. Our life
security offerings protect people during unexpected events.
These life security products and services include our payment
protection coverages in Europe, Canada and Mexico, and in
the United States, life insurance products, as well as care
coordination and wellness services. We help people achieve
financial goals and independence by providing retirement secu-
rity offerings. In the United States, retirement security products
include various types of annuity and guaranteed retirement
income products, as well as individual and group long-term
care insurance. We help individuals accumulate and build
wealth for financial security in the United States with our
wealth management products that include financial planning
services and managed accounts. We enable homeownership in
the United States and internationally by providing mortgage
insurance products that allow people to purchase homes with
low down payments while protecting lenders against the risk of
default. Through our homeownership education and assistance
programs, we also help people keep their homes when they
experience financial difficulties. Across all of our businesses, we
differentiate through product innovation and by providing
valued services such as education and training, wellness pro-
grams, support services and technology linked to our insurance,
investment and financial products that address both consumer
and distributor needs. In doing so, we strive to be easy to do
business with and help our business partners grow more effec-
tively.

Our products and services are designed to help consumers
meet key financial security needs. Our primary products and
related services are targeted at markets that are benefiting from
significant demographic, legislative and market trends, includ-
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ing the aging population across the countries in which we oper-
ate, and the growing reality that responsibility for building
financial security resides primarily with the individual. We dis-
tribute our products and services through diversified channels
that include financial intermediaries, advisors, independent
distributors, affinity groups and dedicated sales specialists. We
are committed to our distribution partners and policyholders
and continue to invest in key distribution relationships, prod-
uct innovation and service capabilities.

Beginning in the fourth quarter of 2011, we changed our
operating business segments to better align our businesses.
Under the new structure, we operate through three divisions:
Insurance and Wealth Management, Mortgage Insurance and
Corporate and Runoff. Under these divisions, there are six
operating business segments. The Insurance and Wealth Man-
agement Division includes the following operating business
U.S. Life Insurance (which

insurance, long-term care insurance and fixed annuities

segments: includes our life

businesses), International Protection (which includes our life-

style protection insurance business) and Wealth Management.

The Mortgage Insurance Division includes the following

operating business segments: International Mortgage Insurance

and U.S. Mortgage Insurance. The Corporate and Runoff

Division includes the Runoff segment and Corporate and

Other activities. The Runoff segment includes the results of

non-strategic products which are no longer actively sold. These

changes allow us to sharpen our focus on common aspects
within each group of businesses while taking advantage of cur-
rent financial synergies. Financial information has been
updated for all periods to reflect the reorganized segment
reporting structure. The following discussion reflects our reor-

ganized 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
year ended December 31, 2011, 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 $432
million and $462 million, respectively.

— International Protection. We are a leading provider of
payment protection coverages (referred to as lifestyle pro-
tection) in multiple European countries. Our lifestyle pro-
tection 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 year ended December 31, 2011,
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 $93 million and $94 million,
respectively.

~ Wealth Management. We offer and manage a variety of
wealth management products that include managed account
programs together with advisor support and financial plan-



ning services. For the year ended December 31, 2011, 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 both $47 million.

— International Mortgage Insurance. We are a leading pro-
vider 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 thar 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 year
ended December 31, 2011, 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 $357 million and $332 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 pro-
vide mortgage insurance on a bulk basis with essentially all of
our bulk writings prime-based. Additionally, we offer serv-
ices, analytical tools and technology that enable lenders to
operate efficiently and manage risk. For the year ended
December 31, 2011, 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 $477 million
and $507 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 con-
tracts (“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 year ended December 31, 2011,
our Runoff segment’s net loss available to Genworth Finan-
cial, Inc.’s common stockholders was $53 million and net
operating income available to Genworth Financial, Inc.’s
common stockholders was $25 million.

We also have Corporate and Other activities which include
debt financing expenses that are incurred at our holding com-
pany level, unallocated corporate income and expenses, elimi-
nations of inter-segment transactions and the results of other

non-core businesses that are managed outside of our operating
segments. For the year ended December 31, 2011, 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 $277 million and $239 million, respectively.

We had $16.5 billion of total Genworth Financial, Inc.’s
stockholders’ equity and $114.3 billion of total assets as of
December 31, 2011. For the year ended December 31, 2011,
our revenues were $10.3 billion and we had net income avail-
able to Genworth Financial, Inc.’s common stockholders of

$122 million.

Positioning for the Future
We offer a variety of products and services that meet con-

sumers’ financial security needs at various stages of their lives.
We focus on those products and services where we have leader-
ship positions or can differentiate based on: product innovation
and value; risk expertise; distribution strength; service
effectiveness or cost efficiency. Consistent with this strategy, we
have concentrated our product and service offerings in our life
insurance, long-term care insurance, fixed annuities, wealth
management, lifestyle protection insurance and mortgage
insurance businesses. This approach is designed to help us
achieve growth and create stockholder value through pursuit of
the following key initiatives:

— Drive new business with improved profitability. As we
focus on our leadership businesses, we continue to concen-
trate on market segments that we see as most attractive and
that best fit with our strengths, profitability targets and risk
tolerance. We strive to maintain appropriate return and risk
thresholds in our product offerings through pricing actions
and changes in product design or distribution structures, as
well as new product introductions. We have tightened our
underwriting guidelines and expect this will contribute to
future profitability.

— Optimize investment portfolio performance. We have
restructured our investment portfolio to help protect against
the potential impact of a prolonged recession or slow
economic recovery, including the exit of riskier investments.
We have a disciplined asset-liability management process that
enables us to manage our assets and liabilities effectively. We
reduced exposures in several major asset classes, including the
financial sectors, and exited selected investments in limited
partnerships. We have a diversified investment portfolio and
have shifted certain investments towards industries that we
believe will be less impacted by economic cycles, such as util-
ities. We continue to identify and limit certain exposure lev-
els to maintain or achieve desired diversification. We also
pursue selected portfolio hedging strategies to enhance
returns.

— Continue active risk management and loss mitigation. We
seck to adapt to changes and proactively manage risk as it
relates to our businesses. We review our pricing and product
designs, as well as our underwriting guidelines, and make

(A}



adjustments as necessary. We re-priced products in our long-
term care, lifestyle protection and U.S. mortgage insurance
businesses, as well as in certain of our international mortgage
insurance markets. We have improved our distribution
arrangements and refined our products and target markets in
our lifestyle protection insurance business. We reduced our
mortgage insurance risk in-force in Europe which was
primarily driven by reductions in Spain. We maintain active
loss mitigation efforts in our U.S. mortgage insurance busi-
ness, including pursuit of appropriate loan and claim mod-
ifications, investigating loans for underwriting and master
policy compliance, and where appropriate, executed loan
rescissions or selected settlements. Additionally, we pursue
targeted loss mitigation strategies in mortgage insurance
markets outside the United States.

~ Execute effective capital management and capital
deployment. We pursue capital management strategies to
support the capitalization and targeted ratings for our
insurance companies and holding company. Our objective is
to maintain adequate levels of capital in the event of unfore-
seen events, while still meeting our targeted goals. We have
achieved the generation of statutory capital from profit
emergence on our in-force business, as well as from ongoing
capital management and efficiency strategies such as use of
reinsurance, management of new business levels and cost
reductions. In addition, we continue to evaluate oppor-
tunities to redeploy capital from lower returning blocks of
business, including the potential execution of life block
transactions.

Growth Strategies

Our objectives are to increase revenues and operating
income, as well as enhance returns on equity. Our plans to do
this are based on the following strategies:

— U.S. Life Insurance. Our strategy is focused on life and
long-term care insurance and fixed annuities, and we are
committed to growing these core product lines'and meeting
product profitability targets in the current low interest rate
environment while staying disciplined about risk and capital
management. In life insurance, our focus is on building out
and repositioning our universal life insurance product portfo-
lio to address consumer needs in our target “main street”
market. In long-term care insurance, we recently introduced
our next-generation product with innovative features and
services and increased pricing while continuing our focus on
preferred risk selection. In fixed annuities, we recently

launched two new single premium fixed deferred indexed
annuities to expand our product offerings, both designed to
meet the growing needs of consumers. Our fixed annuity
products are distributed using our established insurance dis-
tribution and channel relationships and proven service mod-
el.

Wealth Management. e continue to focus on
independent advisor wealth management offerings. We are
committed to growing our wealth management business
through new investment solutions with disciplined expense
management. We will leverage partnerships to broaden our
capabilities.

International Protection. We continue to refine our prod-
ucts and target markets in our lifestyle protection insurance
business. We implemented significant price and distribution
contract changes for both new and eligible in-force policies
which have benefited earnings and going forward will help
mitigate the pressure from increasing claims durations result-
ing from continued high unemployment in Europe. We
maintain our focus on markets in Europe and plan to grow
our lifestyle protection insurance business selectively in other
new markets.

International Mortgage Insurance. We are growing our
international mortgage insurance businesses within geog-
raphies that have attractive market and regulatory conditions
for profitable growth, while managing economic, product
and underwriting risks. We have established international
mortgage insurance platforms in Canada, Australia, Europe
and Mexico and intend to operate them in a disciplined fash-
ion with an ongoing focus on risk management. Our entry
and growth in developing international mortgage insurance
markets will be selective.

U.S. Mortgage Insurance. In the United States, economic
factors such as high unemployment, underemployment,
declining home prices and limited credit availability sig-
nificantly impacted mortgage origination volumes and had
an effect on home buyers™ abilities and willingness to meet
their mortgage obligations. We responded by shifting to a
business model that is expected to deliver higher returns with
a lower risk profile, through tightened underwriting criteria,
increased pricing and certain restrictions based on product
type and geographic location, while maintaining our focus
on insuring high quality single-family mortgages. We con-
tinue to pursue a flexible capital strategy in our U.S. mort-
gage insurance business to support new business growth.



INSURANCE AND WEALTH MANAGEMENT
DIVISION

U.S. LIFE INSURANCE

Through our U.S. Life Insurance segment, we market
various forms of life insurance, long-term care insurance and
fixed annuities.

The following table sets forth financial information regard-
ing our U.S. Life Insurance segment as of or for the periods
indicated. For additional selected financial information and
operating performance measures regarding our U.S. Life
Insurance segment as of or for these periods, see “Item 7—
Management’s Discussion and Analysis of Financial Condition
and Results of Operations—U.S. Life Insurance.”

As of or for the years ended

December 31,
(Amounts in millions) 2011 2010 2009
Revenues:
Life insurance $ 2,042 $ 1,778 $ 1,485
Long-term care insurance 3,002 2,834 2,436
Fixed annuities 1,086 1,174 876
Total revenues $ 6,130 $ 5,786 $ 4,797
Net operating income available to
Genworth Financial, Inc.’s
common stockholders:
Life insurance $ 256 $ 144 $ 217
Long-term care insurance 132 163 168
Fixed annuities 74 79 )]
Total net operating income
available to Genworth
Financial, Inc.’s common
stockholders 462 386 376
Net investment gains (losses), net of
taxes and other adjustments (30) (94) (491)
Net income (loss) available to
Genworth Financial, Inc.’s
common stockholders $ 432 $ 292 $ (115)
Total segment assets $77,419 $71,656 $67,514

Life insurance

Our life insurance business markets and sells products that
provide a personal financial safety net for individuals and their
families. These products provide protection against financial
hardship after the death of an insured. Some of these products
also offer a savings element that can help accumulate funds to
meet future financial needs. In 2010, we implemented
enhanced sales support services and product offerings that con-
tinued to support our key objective of assisting producers sell-
ing to our primary target market of main street consumers, that
encompass the middle market and emerging affluent market
who purchase policies with face amounts of $1 million or less.
Embedded in these services is a simplified fulfillment process
which enables more efficient and timely placement for policies
being sold in these markets.

Products

Our current life insurance offerings include term universal
and universal life. Our term universal life insurance product
was designed to replace new sales of our existing term life
insurance products. The term universal life insurance product
offers death benefit guarantee premiums that are competitive
with traditional term life insurance premiums for comparable
durations and premium flexibility during the life of the policy
since it is a universal life insurance product.

We also offer other universal life insurance products that
are designed to provide permanent protection for the life of the
insured. In addition, we also offer a linked-benefits product for
customers who have traditionally self-funded long-term care
risk or seek multiple benefits. Our linked-benefits product
combines universal life insurance with long-term care insurance
coverage in a single policy that provides cash value, death bene-
fits and long-term care benefits.

We also have in-force blocks of term and whole life
insurance; however, we no longer solicit sales of these products.
Our in-force blocks of term life insurance products provide
coverage with guaranteed level premiums for a specified period
of time and generally have little or no buildup of cash value.

Underwriting and pricing

Underwriting and pricing are significant drivers of profit-
ability in our life insurance business, and we have established
rigorous underwriting and pricing practices. We have generally
reinsured risks in excess of $5 million per life. We set pricing
assumptions for expected claims, lapses, investment returns,
expenses and customer demographics based on our historical
experience and other factors.

We target individuals primarily in standard or better risk
categories, which include healthier individuals who generally
have family histories that do not present increased mortality
risk. We also have significant expertise in evaluating applicants
with health problems and offer appropriately priced coverage
based on stringent underwriting criteria.

Distribution

We offer life insurance products through an extensive
network of independent brokerage general agencies (“BGAs”)
throughout the United States and through financial inter-
mediaries and insurance marketing organizations. We believe
there are opportunities to expand our sales in each of these and
other distribution channels through additional product offer-
ings, services and marketing strategies.

Competition

Competition in our life insurance business comes from
many sources, including traditional insurance companies as
well as non-traditional providers, such as banks and structured
finance or private equity markets. The life insurance market is
highly fragmented. Competitors have multiple access points to



the market through BGAs, financial institutions, career sales
agents, multi-line exclusive agents, e-retail and other life
insurance distributors. We operate primarily in the BGA chan-
nel and have built additional capabilities in other channels. We
believe our competitive advantage in the life insurance market
comes from our long history serving this market and our
reputation for service excellence.

Long-term care insurance

We established ourselves as a pioneer in long-term care
insurance over 35 years ago and remain a leading provider in
the industry. Our experience helps us plan for disciplined
growth built on a foundation of strong risk management,
product innovation, a diversified distribution strategy and
claims processing expertise. We believe our hedging strategies
and reinsurance reduce some of the risks associated with these
products.

Products

Our individual and group long-term care insurance prod-
ucts provide defined levels of protection against the significant
and escalating costs of long-term care services provided in the
insured’s home or in assisted living or nursing facilities.
Insureds become eligible for covered benefits if they become
incapable of performing two activities of daily living. In con-
trast to health insurance, long-term care insurance provides
coverage for skilled and custodial care provided outside of a
hospital or health-related facility. Long-term care insurance
claims typically have a duration of approximately two to five
years with an average duration of approximately three years.

In 2011, we began offering access to a Wellness Program
designed to promote a healthier lifestyle alternative for our
policyholders as part of certain of our individual long-term care
insurance products.

Underwriting and pricing

We employ extensive medical underwriting policies to
assess and quantify risks before we issue our long-term care
insurance policies, similar to, but separate from, those we use in
underwriting life insurance products.

We have accumulated extensive pricing and claims experi-
ence, and believe we have the largest actuarial database in the
industry. The overall profitability of our long-term care
insurance business depends primarily on the accuracy of our
pricing assumptions for claims experience, morbidity and
mortality experience, persistency and investment yields. Our
actuarial database provides us with substantial data that has
helped us develop sophisticated pricing methodologies for our
newer policies. We tailor pricing based on segmented risk cate-
gories, including couples, medical history and other factors.
Profitability on older policies issued without the full benefit of
this experience, particularly with respect to persistency trends,
has been lower than initially assumed in pricing of those blocks.
We continually monitor trends and developments and update
assumptions that may affect the risk, pricing and profitability of
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our long-term care insurance products and adjust our new
product pricing and other terms, as appropriate. We also work
with a medical advisory board comprised of independent
experts from the medical field that provides insights on emerg-
ing morbidity and medical trends, enabling us to be more
proactive in our risk segmentation, pricing and product
development strategies. '

In October 2010, we announced plans to file for a pre-
mium rate increase of 18% on two blocks of older long-term
care insurance policies. We began filing for the rate changes in
November 2010 and the implementation of any rate increase
began to take effect in 2011. The state approval process of an
in-force rate increase varies, and in certain states can take up to
two years to obtain approval. 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. As of
December 31, 2011, we have received full or partial approval in
39 states which represent approximately 65% of the targeted
premiums.

Distribution

We have a broad and diverse distribution network for our
long-term care insurance products. We distribute our products
through diversified sales channels consisting of appointed
independent producers, financial intermediaries, dedicated sales
specialists and affinity groups. We have made significant
investments in our servicing and support for both independent
and dedicated sales specialists and we believe our product fea-
tures, distribution support and services are leading the industry.

In 2007, we entered into a five-year exclusive endorsement
agreement with AARP to offer long-term care insurance prod-
ucts to its approximately 40 million members. This relationship
includes access to members through our career sales force, as
well as telephone, internet and direct mail sales channels. In the
fourth quarter of 2011, we launched a unique service offering
designed for AARP members called Caregiving Help and
Advice from Genworth, a national care giving service dedicated
to helping AARP members and their families find information,
advice and guidance to support their long-term care needs.

Competition

Competition in the long-term care insurance industry is
primarily limited to a relatively small number of insurance
companies. Our products compete by providing consumers
with an array of long-term care coverage solutions, coupled
with long-term care support services. We offer a diverse prod-
uct portfolio with a wide range of price points and benefits
designed to appeal to a broad spectrum of the population who
are concerned about mitigating the costs of future long-term
care needs. We believe our significant historical experience and
risk disciplines provide us with a competitive advantage in the
form of product features, benefits, support services and pricing.

During 2010 and 2011, the competitive landscape of the
long-term care insurance market changed significantly, with
several competitors announcing their intent to exit the mar-



ket. In 2011, one large competitor re-entered the market
nationwide and two other large competitors re-entered targeted
state markets. Continued changes in the competitive landscape
of the long-term care insurance market will continue to impact
our sales levels.

Fixed annuities

We are focused on helping individuals create dependable
income streams for life or for a specified period of time and
helping them save and invest to achieve financial goals. We
believe our product designs, investment strategy requirements,
hedging disciplines and use of reinsurance reduce some of the
risks associated with these products.

Products

Single premium deferred annuities

We offer fixed single premium deferred annuities which
require a single premium payment at time of issue and provide
an accumulation period and an annuity payout period. The
annuity payout period in these products may be defined as
either a defined number of years, the annuitant’s lifetime or the
longer of a defined number of years or the annuitant’s lifetime.
During the accumulation period, we credit the account value of
the annuity with interest earned at a crediting rate guaranteed
for no less than one year at issue, but which may be guaranteed
for up to seven years, and thereafter is subject to annual credit-
ing rate resets at our discretion. The rate credited is based upon
competitive factors and prevailing market rates, subject to stat-
utory and contractual minimums. The majority of our fixed
single premium deferred annuity contractholders retain their
contracts for five to ten years.

In December 2011, we introduced a new fixed indexed
annuity to complete our product suite of single premium
deferred annuities. Fixed indexed annuities provide an annual
crediting rate that is tied to the performance of a defined out-
side index rather than a rate that is declared by the insurance
company. The outside index we use is the S&P 500%. There
are three separate index crediting strategies, each of which par-
ticipates to some extent in the index, in addition to a fixed
interest rate option. The amount of participation in the index
resets each year.

Single premium immediate annuities

In exchange for a single premium, immediate annuities
provide a fixed amount of income for either a defined number
of years, the annuitant’s lifetime or the longer of a defined
number of years or the annuitant’s lifetime.

Structured settlements

Structured settlement annuity contracts provide an alter-
native to a lump sum settlement, generally in a personal injury
lawsuit or workers compensation claim, and typically are pur-
chased by property and casualty insurance companies for the
benefit of an injured claimant. The structured settlements pro-
vide scheduled payments over a fixed period or, in the case of a

life-contingent structured settlement, for the life of the claim-
ant with a guaranteed minimum period of payments. In 2006,
we discontinued sales of our structured settlement annuities
while continuing to service our retained and reinsured blocks of
business.

Distribution

We distribute our fixed annuity products through BGAs,
independent broker/dealers and select banks and national bro-
kerage and financial firms.

Competition

We compete with a large number of life insurance compa-
nies in the single premium immediate annuity marketplace. We
continue to see long-term growth prospects for single premium
immediate annuities based on demographics. We believe long-
term experience with mortality and longevity risk, combined
with overall risk management disciplines, contribute to com-
petitiveness in how we segment and price our products for our
targeted markets.

Sales of fixed annuities are strongly linked to current inter-
est rates, which affect the relative competitiveness of alternative
products, such as certificates of deposit and money market
funds. We have experienced fluctuations in sales levels for this
product and expect these fluctuations to continue in the future
based on changes in the level of interest rates and other factors
including our ability to achieve desired targeted returns.

INTERNATIONAL PROTECTION

The following table sets forth financial information regard-
ing our International Protection segment as of or for the peri-
ods indicated. For additional selected financial information and
operating performance measures regarding our International
Protection segment as of or for these periods, see “Item 7—
Management’s Discussion and Analysis of Financial Condition
and Results of Operations—International Protection.”

As of or for the years ended

December 31,
(Amounts in millions) 2011 2010 2009
Total revenues $1,022 $1,112 $1,301
Net operating income available to
Genworth Financial, Inc.’s common
stockholders $ 94 $ 71 $ 56
Net investment gains (losses), net of
taxes and other adjustments (1) 3 (11)
Net income available to Genworth
Financial, Inc.’s common
stockholders $ 93 $ 74 $ 45
Total segment assets $2,404 $2,718 $3,255

Lifestyle protection insurance

We currently provide lifestyle protection insurance that is
principally offered by financial services companies at the point
of sale of consumer products and we have a presence in more
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than 20 countries. We expect to selectively expand our lifestyle
protection insurance business through entry into certain new
markets, further penetration of existing distribution relation-
ships, participation in additional distribution channels and
introduction of new products. In Europe, we are a leading
provider of lifestyle protection insurance.

Products and services

Our lifestyle protection insurance products include primar-
ily protection from illness, accident, involuntary unemploy-
ment, disability and death. The benefits on these policies pay
the periodic payments on a consumer loan or other form of
committed payment for a limited period of time, typically 12
months, though they can be up to 84 months. In some cases,
for certain coverages, we may make lump sum payments. Our
policies that cover disability and unemployment include an
exclusion period that is usually 30 to 90 days, respectively, and
a waiting period (time between claim submission and claim
payment) of typically 30 days. Our policies either require an
upfront single premium or monthly premiums.

We also provide third-party administrative services and
administer non-risk premium with some relationships in
Europe. Additionally, we have entered into structured portfolio
transactions, covering Canadian and European risk.

Underwriting and pricing

Our lifestyle protection insurance products are currently
underwritten and priced on a program basis, by type of product
and by distributor, rather than on an individual policyholder
basis. In setting prices and in some cases the nature of coverage
offered, we take into account the underlying obligation, the
particular product features and the average customer profile of
a given distributor. For our monthly premium policies, most
contracts allow for monthly price adjustments after con-
sultation with our distribution partners which help us to reduce
our business risk profile when there are adverse changes in the
market. Additionally, certain of our distribution contracts pro-
vide for profit or loss sharing with our distribution partners,
which provide our business and our distribution partners with
risk protection and aligned economic interests over the life of
the contract. We believe our experience in underwriting allows
us to provide competitive pricing to distributors and generate
targeted returns and profits for our business.

Distribution

We distribute our lifestyle protection insurance products
primarily through financial institutions, including major Euro-
pean banks, that offer our insurance products in connection
with underlying loans or other financial products they sell to
their customers. Under these arrangements, the distributors
typically take responsibility for branding and marketing the
products, while we take responsibility for pricing, underwriting
and claims payment.

We continue to implement innovative methods for distrib-
uting our lifestyle protection insurance products, including
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targeted telemarketing and web-based tools that provide our
distributors with a cost-effective means of applying our prod-
ucts to a broad range of underlying financial obligations. We
believe these methods also make it easier to establish arrange-
ments with new distributors, as well as help us further diversify
our distribution and geographical channels in a dynamic mar-
ket environment. We are pursuing various targeted initiatives to
launch in select new markets and enhance our distribution
capabilities while - optimizing our product offerings either
through direct sales or reinsurance.

Competition

The lifestyle protection insurance market has several large,
international participants, including both captive insurers of
large financial institutions and independent providers. We
compete through our high service levels, depth of expertise in
providing tailored product and service solutions and our ability
to service global clients at a local level and across multiple
countries.

WEALTH MANAGEMENT

The following table sets forth financial information regard-
ing our Wealth Management segment as of or for the periods
indicated. For additional selected financial information and
operating performance measures regarding our Wealth
Management segment as of or for these periods, see “Item 7—
Management’s Discussion and Analysis of Financial Condition
and Results of Operations—Wealth Management.”

As of or for the years ended
December 31,
(Amounts in millions) 2011 2010 2009
Total revenues $453 $352 $278
Net operating income available to Genworth
Financial, Inc.’s common stockholders $ 47 $ 40 $ 28
Net investment gains (losses), net of taxes
and other adjustments — — —_—
Net income available to Genworth
Financial, Inc.’s common stockholders $ 47 $ 40 $ 28
Total segment assets $523 $547 $462

We offer a broad array of wealth management solutions to
individual investors through financial advisors. We provide an
open-architecture product platform along with tailored client
advice, asset allocation options, practice management, support
services and technology to the financial advisor channel. We are
a leading provider in the managed account service provider
market, also known as the turnkey asset management platform
market. As of September 30, 2011, we were ranked second,
based on assets under management, among advisory third-party
managed account providers according to the third quarter of
2011 Managed Account Research published by Cerulli Associates
(“Cerulli Research”).



On December 31, 2010, we acquired the operating assets
of Altegris Capital, LLC (“Altegris”). Altegris, based in La Jolla,
California, provides a platform of alternative investments,
including hedge funds and managed futures products and had
approximately $2.2 billion in client assets as of December 31,
2010. See note 8 in our consolidated financial statements under
“Item 8—Financial Statements and Supplementary Data” for
additional information related to the acquisition.

In January 2012, we reached an agreement to sell our tax
and accounting financial advisor unit, Genworth Financial
Investment Services (“GFIS”), for approximately $79 million at
closing, plus an earnout provision. We expect to recognize a
realized gain on the sale, with the closing of the sale expected in
the first half of 2012, subject to customary closing conditions
and regulatory approvals. See note 8 in our consolidated finan-
cial statements under “Item 8—Financial Statements and
Supplementary Data” for additional information related to the

sale. :

Products

We work with financial advisors to develop portfolios
consisting of individual securities, mutual funds, exchange-
traded funds and alternative investments designed to meet their
client’s particular investment objectives. Generally, clients for
these products and services have accumulated significant capi-
tal, and our principal asset management strategy is to help
protect their assets while taking advantage of opportunities for
capital appreciation. Some of our advisory clients also use the
custodial services of our trust company, Genworth Financial
Trust Company.

Through our open-architecture platform, we offer
financial advisors a comprehensive fee-based investment man-
agement platform, access to custodians, client relationship
management tools and business development programs, to
enable these retail financial advisors to offer institutional caliber
services to their clients. Genworth Financial Wealth Manage-
ment, Inc. serves as investment advisor to the GuideMark and
GuidePath Funds, the Genworth Financial Contra Fund and
the Genworth Variable Insurance Trust. The GuideMark and
GuidePath Funds and the Genworth Financial Contra Fund
are mutual funds offered to clients of financial advisors. Funds
in the Genworth Variable Insurance Trust are open-end mutual
funds available in separate accounts of our variable annuity
products. On September 30, 2011, the Board of Trustees of the
Genworth Variable Insurance Trust considered and approved
the liquidation of the Trust and its portfolios, which is
expected to occur in the first quarter of 2012.

Additionally, through our retail broker/dealer, we offer
annuity and insurance products, including our proprietary
products, as well as third-party mutual funds, insurance and
other investment products.

Distribution

We distribute these products and services through
independent investment advisory professionals and financial
professionals affiliated with our retail broker/dealer.

Competition

We compete primarily in the managed account service
provider market, including mutual fund, exchange-traded fund
and separate account offerings. The market is highly com-
petitive, and is differentiated by advisor profile and service. The
ten largest companies in the advisory third-party managed
account provider market, otherwise known as the turnkey asset
management platform, comprise approximately 95% of assets
under management in this sector as of September 30, 2011
according to Cerulli Research.

MORTGAGE INSURANCE DIVISION

INTERNATIONAL MORTGAGE INSURANCE

Through our International Mortgage Insurance segment,
we are a leading provider of mortgage insurance in Canada,
Australia, Mexico and multiple European countries and have a
presence in over 15 countries. We expanded our international
operations beginning in the mid-1990s and, today, we believe
we are the largest overall provider of private mortgage insurance
outside of the United States.

Private mortgage insurance enables borrowers to buy
homes with low-down-payment mortgages, which are usually
defined as loans with a down payment of less than 20% of the
home’s value. Low-down-payment mortgages are also referred
to as high loan-to-value mortgages. Mortgage insurance pro-
tects lenders against loss in the event of a borrower’s default. It
also generally aids financial institutions in managing their capi-
tal and risk profile in particular by reducing the capital required
for low-down-payment mortgages. If a borrower defaults on
mortgage payments, private mortgage insurance reduces and
may eliminate losses to the insured institution. Private mort-
gage insurance may also facilitate the sale of mortgage loans in
the secondary mortgage market.
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The following table sets forth financial information regard-
ing our International Mortgage Insurance segment as of or for
the periods indicated. Additional selected financial information
and operating performance metrics regarding our International
Mortgage Insurance segment as of or for these periods are
included under “Item 7—Management’s Discussion and
Analysis of Financial Condition and Results of Operations—
International Mortgage Insurance.”

As of or for the years ended
December 31,
(Amounts in millions) 2011 2010 2009
Revenues:
Canada $ 823 $ 796 $ 729
Australia 612 496 442
Other Countries 72 80 88
Total revenues $1,507 $1,372 $1,259
Net operating income available to
Genworth Fi ial, Inc.’s ¢
stockholders:
Canada $ 161 $ 176 $ 206
Australia 200 205 148
Other Countries ’ (29) (18) (25)
Total net operating income available
to Genworth Financial, Inc.’s
common stockholders 332 363 329
Net investment gains (losses), net of
taxes and other adjustments 25 7 6
Net income available to Genworth
Financial, Inc.’s common
stockholders 357 370 335
Add: net income attributable to
noncontrolling interests 139 143 61
Net income $ 496 $ 513 $ 396
Total segment assets $9,748 $9,704 $8,888

We have significant mortgage insurance operations in
Canada and Australia, two of the largest markets for mortgage
insurance products outside of the United States, as well as in
Europe, Mexico and Korea.

The mortgage loan markets in Canada and Australia are
well developed, and mortgage insurance plays an important role
in each of these markets. However, these markets vary sig-
nificantly and are influenced by different economic, public
policy, regulatory, distributor, credit and cultural conditions.

We believe the following factors have contributed to the
growth of mortgage insurance demand in these countries:

— a desire by lenders to expand their business by offering
low-down-payment mortgage loans;

— the recognition of the higher default risk inherent in
low-down-payment lending and the need for specialized
underwriting expertise to conduct this business prudently;

— government housing policies that support a high level of
homeownership;

~ government policies that support the use of securitization
and secondary market mortgage sales, in which third-party
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credit enhancement is often used to facilitate funding and
liquidity for mortgage lending; and

— bank regulatory capital policies that provide incentives to
lenders to transfer some or all of the credit risk on low-down-
payment mortgages to -third parties, such as mortgage
insurers.

Based upon our experience in these mature markets, we
believe a favorable regulatory framework is important to the
development of high loan-to-value lending and the use of
products such as mortgage insurance to protect against default
risk or to obtain capital relief. As a result, we have advocated
government and policymaking agencies throughout our mar-
kets to adopt legislative and regulatory policies supporting
increased homeownership and the use of private mortgage
insurance. We have significant expertise in mature markets, and
we leverage this experience in selected developing markets to
encourage regulatory authorities to implement incentives to use
private mortgage insurance as an important element of their
housing finance systems.

We believe the revisions to a set of regulatory rules and
procedures governing global bank capital standards that were
introduced by the Basel Committee of the Bank for Interna-
tional Settlements, recently revised to strengthen regulatory
capital requirements for banks and now referred to as Basel III,
also may encourage further use of mortgage insurance as a risk
and capital management tool in international markets. While
Basel III was issued in December 2010, its adoption by
individual countries internationally and in the United States
has only begun. Changes in national implementation could
occur which might aid or detract from future demand for
mortgage insurance.

Mortgage insurance in our International Mortgage
Insurance segment is predominantly single premium and pro-
vides 100% coverage in the two largest markets, Canada and
Australia. With single premium policies, the premium is usually
included as part of the aggregate loan amount and paid to us as
the mortgage insurer. We record the proceeds to unearned
premium reserves, invest those proceeds and recognize the
premiums over time in accordance with the expected pattern of
risk emergence.

Canada

We entered the Canadian mortgage insurance market in
1995 and operate in every province and territory. We are cur-
rently the leading private mortgage insurer in the Canadian
market. The five largest mortgage originators in Canada pro-
vide the majority of the financing for residential mortgage
financing in that country. Mortgages provided by these five
lenders in Canada accounted for the majority of our flow new
insurance written in 2011.

In July 2009, Genworth MI Canada Inc. (“Genworth
Canada”), our indirect subsidiary, completed the initial public
offering (the “Offering”) of its common shares. Following
completion of the Offering, we beneficially owned 57.5% of
the common shares of Genworth Canada. In August 2010,



Genworth Canada repurchased 12.3 million common shares
through a substantial issuer bid. Brookfield Life Assurance
Company Limited (“Brookfield”), our indirect wholly-owned
subsidiary, participated in the issuer bid by making a propor-
tionate tender and continued to hold approximately 57.5% of
the outstanding common shares of Genworth Canada. In June
2011, Genworth Canada repurchased approximately
6.2 million common shares for CAD$160 million through a
substantial issuer bid. Brookfield participated in the issuer bid
by making a proportionate tender and received CAD$90 mil-
lion and Brookfield continued to hold approximately 57.5% of
the outstanding common shares of Genworth Canada in June
2011. In August 2011, we executed a non-cash intercompany
transaction to increase the statutory capital in our U.S. mort-
gage insurance companies by contributing to those companies a
portion of common shares of Genworth Canada that were held
by Brookfield outside of our U.S. mortgage insurance business,
with an estimated market value of $375 million. We continue
to hold approximately 57.5% of the outstanding common
shares of Genworth Canada on a consolidated basis. In addi-
tion, Brookfield has the right, exercisable at its discretion, to
purchase for cash these common shares of Genworth Canada
from our U.S. mortgage insurance companies at the then-
current market price. Brookfield also has a right of first refusal
with respect to the transfer of these common shares of
Genworth Canada by the U.S. mortgage insurance companies.
See note 23 in our consolidated financial statements under
“Item 8—Financial Statements and Supplementary Data” for
additional information related to these offerings.

Products

We offer primary flow insurance and portfolio credit
enhancement insurance. Regulations in Canada require the use
of mortgage insurance for all mortgage loans extended by
federally incorporated banks, trust companies and insurers,
where the loan-to-value ratio exceeds 80%.

We also provide portfolio credit enhancement insurance to
lenders that have originated loans with loan-to-value ratios of
less than or equal to 80%. These policies provide lenders with
immediate capital relief from applicable bank regulatory capital
requirements and facilitate the securitization of mortgages in
the Canadian market. In both primary flow insurance and
portfolio policies, our mortgage insurance in Canada provides
insurance coverage for the entire unpaid loan balance, includ-
ing interest, selling costs and expenses.

Government guarantee

We have an agreement with the Canadian government
(the “Government Guarantee Agreement”) under which it
guarantees the benefits payable under a mortgage insurance
policy, less 10% of the original principal amount of an insured
loan, in the event that we fail to make claim payments with
respect to that loan because of insolvency. We pay the Cana-
dian government a risk premium for this guarantee and make
other payments to a reserve fund in respect of the government’s
obligation. Because banks are not required to maintain regu-

latory capital on an asset backed by a sovereign guarantee, our
90% sovereign guarantee permits lenders purchasing our mort-
gage insurance to reduce their regulatory capital charges for
credit risks on mortgages by 90%. Our primary government-
sponsored competitor receives a 100% sovereign guarantee.

In July 2008, the Canadian government publicly
announced adjustments to the rules for government guaranteed
mortgages, including reducing the maximum amortization
period to 35 years, requiring a minimum down payment of 5%
and establishing a consistent minimum credit score. We
incorporated these adjustments into our underwriting guide-
lines effective October 15, 2008. At the same time, the Cana-
dian government sought changes to the Government Guarantee
Agreement to incorporate these adjustments and to introduce
other changes to modernize the Government Guarantee
Agreement. In January 2010, the foregoing revisions to the
Government Guarantee Agreement were formalized in an
amendment to the Government Guarantee Agreement (the
“Amendment”). Additionally, a provision was included in the
Amendment that allows the government to implement
industry-wide policy changes to mortgages that benefit from a
government guarantee.

In April 2010, the Canadian government implemented
additional changes to the rules for government guaranteed
mortgages which (i) require that all borrowers seeking mort-
gages of a term less than five years or seeking a variable rate
mortgage must qualify at the rate posted by the Bank of
Canada for five-year fixed rate mortgages, (ii) lower the max-
imum loan-to-value ratio of mortgage refinancing where bor-
rowers are withdrawing money to 90% from 95%, and
(iii) require a minimum down payment of 20% on non-owner-
occupied properties. In January 2011, the Canadian govern-
ment announced additional changes to the rules for
government guaranteed mortgages which (i) reduce the max-
imum amortization period to 30 years from 35 years for high
loan-to-value mortgages, effective March 18, 2011, (ii) lower
the maximum loan-to-value ratio of mortgage refinancing
where borrowers are withdrawing money to 85% from 90%,
effective March 18, 2011, and (iii) eliminate mortgage
insurance on mortgages that do not have scheduled principal
and interest payments (e.g. lines of credit), effective April 18,
2011. The above rules were formalized in amendments to the
Government Guarantee Agreement. In June 2011, the Cana-
dian government passed legislation, that when effective, will
formalize existing mortgage insurance arrangements with pri-
vate mortgage insurers and terminate the existing Government
Guarantee Agreement, including the elimination of the Cana-
dian government guarantee fund. This legislation does not
change the current government guarantee of 90% provided on
mortgages we insure. While we do not anticipate any sig-
nificant impacts to our business as a result of this legislation, a
full assessment of the impact on our business cannot be com-
pleted until the regulations are finalized. In addition, the gov-
ernment could take additional steps in the future to further
tighten mortgage lending criteria.
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Competition

Our primary mortgage insurance competitor in Canada is
the Canada Mortgage and Housing Corporation (“CMHC”)
which is owned by the Canadian government, although we
have one other private competitor in -the Canadian market.
CMHC’s mortgage insurance provides lenders with 100%
capital relief from bank regulatory requirements. We compete
with CMHC primarily based upon our reputation for high
quality customer service, quick decision making on insurance
applications, strong underwriting expertise, flexibility in prod-
uct development and provision of support services. As a result
of the turmoil in the financial markets and tightened under-
writing guidelines in 2009, there had been an increased prefer-
ence by lenders for CMHC insurance, which carries a lower
capital charge and a 100% guarantee,
as compared to loans covered by our policy which benefits from
a 90% government guarantee. However, since 2009, this
increased preference for CMHC insurance has moderated as
financial markets stabilized.

government

Australia

We entered the Australian mortgage insurance market in
1997 and the New Zealand mortgage insurance market in
1999. In 2011, we were the leading provider of mortgage
insurance in Australia based upon flow new insurance written.
We maintain strong relationships within the major bank and
regional bank channels, as well as building societies, credit
unions and non-bank mortgage originators called mortgage
managers. As a result of the financial turmoil and associated
liquidity crunch in 2009, funding for the regional banks and
non-bank originators was very limited or not available, with
most of their origination volume shifting to the major banks.
As a result of the volume shift to major banks, the four largest
mortgage originators in Australia provide the majority of the
financing for residential mortgage financing in that country.
Our two largest lender relationships in Australia provided the
majority of our flow new insurance written in 2011 while we
continue to serve multiple mortgage originators and target
other expanded distribution relationships.

During 2011, we exited the mortgage insurance market in
New Zealand and ceased offering insurance coverage on new
loans, although we have committed to provide for a limited
amount of time flow insurance on top-up loans, which allow a
borrower to extend the credit limit on an existing loan. Our
decision was made after consideration of the potential size of
the high loan-to-value market and mortgage insurance value
proposition. New Zealand represents approximately 2% of our
insurance in-force in Australia as of December 31, 2011.

We plan to pursue a sale of a minority interest position of
our Australian mortgage insurance business through an IPO in
Australia during 2012, subject to market conditions and regu-
latory approval. This move is part of a broader strategy to
rebalance the business portfolio, support future growth oppor-
tunities for the Australian business with expanded access to the
capital markets, maintain control positions of strategic mort-
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gage insurance platforms in Australia and Canada, and together
with other actions, free material capital for redeployment. We
anticipate selling up to 40% of our share position, while main-
taining control.

Products

In Australia, we offer primary flow mortgage insurance,
also known as lenders mortgage insurance (“LMI”), and portfo-
lio credit enhancement policies. Our principal product is LMI
which is similar to single premium primary flow insurance we
offer in Canada with 100% coverage. Lenders remit the single
premium to us as the mortgage insurer and, generally, either
collect the equivalent amount from the borrower at the time
the loan proceeds are advanced or capitalize it in the loan.

Banks, building societies and credit unions generally
acquire LMI only for residential mortgage loans with
loan-to-value ratios above 80%. The Australian Prudential
Regulation Authority (“APRA”) regulations for authorized
deposit-taking institutions (“ADIs”) provide reduced capital
requirements for high loan-to-value residential mortgages if
they have been insured by a mortgage insurance company regu-
lated by APRA. APRA’s license conditions require Australian
mortgage insurance companies, including ours, to be monoline
insurers, which are insurance companies that offer just one type
of insurance product.

We also provide portfolio credit enhancement policies
mainly to APRA-regulated lenders who intend to securitize
Australian residential loans they have originated. Portfolio
mortgage insurance serves as an important source of credit
enhancement for the Australian securitization market, and our
portfolio credit enhancement coverage generally is purchased
for low loan-to-value, seasoned loans written by APRA-
regulated institutions. To date, a market for these portfolio
credit enhancement policies has not developed in New Zealand
to the same extent as in Australia, which was a consideration in
our decision to discontinue new business in that market.

Competition

The Australian flow mortgage insurance market is primar-
ily served by us and one other private LMI company, as well as
various lender-affiliated captive mortgage insurance companies.
In addition, some lenders may self-insure certain high loan-to-
value mortgage risks. We compete primarily based upon our
reputation for high quality customer service, quick decision
making on insurance applications, strong underwriting
expertise and flexibility in terms of product development and
provision of support services.

Europe and other countries

We began our European operations in the United King-
dom, which is Europe’s largest market for mortgage loan origi-
nations and over time have expanded our presence to six
additional countries. We are a large private mortgage insurance
provider in Europe and have a leading market presence in select
markets, based upon flow new insurance written. Since 2009,



we have reduced our risk in-force in Europe, driven primarily
by reductions in Spain as a result of our loss mitigation activ-
ities. Currently, we are not writing new business in Spain and
Ireland. Additionally, we have a presence in the developing
private mortgage insurance market in Mexico, maintain a
license in Korea with a small portfolio currently in runoff and
continue to selectively assess other markets as well.

Products

Our mortgage insurance products in Europe consist princi-
pally of primary flow insurance with single premium payments.
Our primary flow insurance generally provides first-loss cover-
age in the event of default on a portion (typically 10% to 20%)
of the balance of an individual mortgage loan. We also offer
portfolio credit enhancement to facilitate the securitization of
mortgage loans.

Competition

Our competition in Europe includes both public and pri-
vate entities, including traditional insurance companies, as well
as providers of alternative credit enhancement products and
public mortgage guarantee facilities. Competition from alter-
native credit enhancement products include personal guaran-
tees on high loan-to-value loans, second mortgages and bank
guarantees, captive insurance companies organized by lenders,
and alternative forms of risk transfer including capital markets
solutions. In addition, some companies are looking for oppor-
tunities to enter the European mortgage insurance market. We
believe that our global expertise and coverage flexibility differ-
entiate us from competitors and alternative products.

Underwriting

Loan applications for all loans we insure are reviewed to
evaluate each individual borrower’s credit strength and history,
the characteristics of the loan and the value of the underlying
property. The credit strength of a borrower is evaluated by
reviewing his or her credit history and credit score. Unlike in
the United States where Fair Isaac Company (“FICO”) credit
scores are broadly used, credit scores are not available in all
countries. In countries, such as Canada, where scores are avail-
able, they are included in the underwriting guidelines used to
evaluate the loan. Internal mortgage scoring models are also
used in the underwriting processes of Canada and Australia. In
addition, risk rules models, such as Blaze Advisor @, are used in
Australia and Mexico to enhance the underwriter’s ability to
evaluate the loan risk and make consistent underwriting deci-
sions. Additional tools used by our international businesses
include automated valuation models to evaluate property risk
and fraud application prevention and management tools such
as ModelMax® and Interceptor in Australia and Citadel ™ in
Canada.

Loan applications for flow mortgage insurance are
reviewed by our employees or by employees of qualified mort-
gage lender customers who underwrite loan applications for
mortgage insurance under a delegated underwriting program.
This delegated underwriting program permits approved lenders

to commit us to insure loans using underwriting guidelines we
have previously approved. Each of our mortgage insurance plat-
forms has established an audit plan to review delegated under-
written loans to ensure compliance with the approved
underwriting guidelines, operational procedures and master
policy requirements. Samples (statistically valid and/or strati-
fied) of performing loans are requested and reviewed by our
audit teams. Once an audit review has been completed, find-
ings are summarized and compared to targets. If non-
compliance issues are detected, we work with the lender to
develop appropriate corrective actions which may include
rescinding coverage on non-compliant loans or discontinuing
delegated underwriting.

When underwriting bulk insurance transactions, we eval-
uate characteristics of the loans in the portfolio and examine
loan files on a sample basis. Each bulk transaction is assigned
an overall claim rate based on a weighted-average of the
expected claim rates for each stratified group of loans with sim-
ilar characteristics that comprises the transaction.

Since 2009, we have taken additional actions to reduce our
new business risk profile, which included: tightening under-
writing guidelines, product restrictions, reducing new business
in geographic areas we believe are more economically sensitive,
and terminating commercial relationships as a result of weaker
business performance. We have also increased prices in certain
markets based on periodic reviews of product performance. We
believe these underwriting and pricing actions have improved
our actual and expected performance on new books of business
and have impacted, to some extent, the levels of new insurance
written.

Loss mitigation

Each of our international mortgage insurance platforms
works closely with lenders to identify and monitor delinquent
borrowers. When a delinquency is identified as needing more
than basic collections, we will work with the lender and, if
permitted, with the borrower to identify an optimal loan work-
out solution. If it is determined that the borrower has the
capacity to make a modified mortgage payment, we will work
with the lender to implement the most appropriate payment
plan to address the borrower’s hardship situation. If the bor-
rower does not have the capacity to make payments on a modi-
fied loan, we work with the lender and borrower to sell the
property at the best price to minimize the severity of our claim
and provide the borrower with a reasonable resolution. In
Canada, we continued to execute a strategy to accelerate and
facilitate the conveyance of real estate properties to us in
selected circumstances. This strategy allows for better control of
the remediation and marketing processes, reduction in carrying
costs during the sale process and potential realization of a
higher sales price with the cumulative impact being lower loss-
es.

After a delinquency is reported to us, or after a claim is
received, we review, and where appropriate conduct further
investigations, to determine if there has been an event of
underwriting non-compliance, non-disclosure of relevant
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information or any misrepresentation of information provided
during the underwriting process. Our master policies provide
that we may rescind coverage if there has been any failure to
comply with agreed underwriting criteria or in the event of
fraud or misrepresentation involving the lender or an agent of
the lender. If such issues are identified, the claim or delinquent
loan file is reviewed to determine the appropriate action,
including potentially reducing the claim amount to be paid or
rescinding the coverage. Generally, the issues we have initially
identified are reviewed with the lender and the lender has an
opportunity, typically 60 days, to provide further information
or documentation.

We may also review a group or portfolio of insured loans if
we believe there may be systemic misrepresentations or non-
compliance issues. If such issues are detected, we generally will
work with the lender to develop an agreed settlement in respect
of the group of loans so identified or, if such discussions fail to
result in an agreed settlement, the lender may institute arbi-
tration or other legal proceedings with respect to the loans for
which we have rescinded or reduced coverage that are subject to
the dispute.

Distribution

We maintain dedicated sales forces that market our mort-
gage insurance products internationally to lenders. As in the
U.S. market, our sales forces market to financial institutions
and mortgage originators, who in turn offer mortgage insurance
products to borrowers.

U.S. MORTGAGE INSURANCE

Through our U.S. Mortgage Insurance segment, we pro-
vide private mortgage insurance. Private mortgage insurance
enables borrowers to buy homes with  low-down-payment
mortgages, which are usually defined as loans with a down
payment of less than 20% of the home’s value. Low-down-
payment mortgages are sometimes also referred to as high
loan-to-value mortgages. Mortgage insurance protects lenders
against loss in the event of a borrower’s default. It also generally
aids financial institutions in managing their capital efficiently
by reducing the capital required for low-down-payment mort-
gages. If a borrower defaults on mortgage payments, private
mortgage insurance reduces and may eliminate losses to the
insured institution. Private mortgage insurance may also facili-
tate the sale of mortgage loans in the secondary mortgage
market.

We have been providing mortgage insurance products and
services in the United States since 1981 and operate in all 50
states and the District of Columbia. Our principal mortgage
insurance customers are originators of residential mortgage
loans who typically determine which mortgage insurer or
insurers they will use for the placement of mortgage insurance
written on loans they originate.
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The U.S. private mortgage insurance industry is defined in
part by the requirements and practices of Federal National
Mortgage Association (“Fannie Mae”), Federal Home Loan
Mortgage Corporation (“Freddie Mac”) and other large mort-
gage investors. Fannie Mae and Freddie Mac purchase resi-
dential mortgages from mortgage lenders and investors, as part
of their governmental mandate to provide liquidity in the
secondary mortgage market. Fannie Mae and Freddie Mac
purchased approximately 63%, 63% and 70% for the years
ended December 31, 2011, 2010 and 2009, respectively, of all
the mortgage loans originated in the United States, according
to statistics published by Inside Mortgage Finance. Fannie Mae
and Freddie Mac are government-sponsored enterprises, and
we refer to them as the “GSEs.” Fannie Mae’s and Freddie
Mac’s mortgage insurance requirements include specified
insurance coverage levels and minimum financial strength rat-
ings. Fannie Mae and Freddie Mac typically require main-
tenance of a rating by at least two out of three listed rating
agencies (Standard & Poor’s Financial Services LLC (“S&P”),
Fitch Ratings (“Fitch”) and Moody’s Investors Service Inc.
(“Moody’s”)) of at least “AA-"/“Aa3” (as applicable), with no
rating below those levels by any of the three listed rating agen-
cies; otherwise, additional limitations or requirements may be
imposed for eligibility to insure loans purchased by the GSEs.
In February 2008, Fannie Mae and Freddie Mac temporarily
suspended automatic imposition of the additional requirements
otherwise applicable upon a ratings downgrade below the
above-described requirements, subject to certain specified con-
ditions. Since 2009, we have held ongoing discussions with the
GSEs regarding these requirements.

The GSEs may purchase mortgages with unpaid principal
amounts up to a specified maximum, or the “conforming loan
limit,” which is currently $417,000 and subject to annual
adjustment. The American Recovery and Reinvestment Act of
2009 permits the GSEs to purchase loans in excess of the
$417,000 limit in certain high-cost areas of the country. Dur-
ing 2011, for loans originated through September 30, 2011,
the limit in those areas was 125% of median home price for the
area, but no more than $729,750. Loans originated on or after
October 1, 2011, use existing high-cost area loan limits estab-
lished by the Federal Housing Finance Agency (the “FHFA”)
under a formula of 115% of the 2010 median home price, up
to a maximum of $625,000 for a single-family one-unit prop-
erty within the continental United States. Each GSE’s
Congtessional charter generally prohibits it from purchasing a
mortgage where the loan-to-value ratio exceeds 80% of home
value unless the portion of the unpaid principal balance of the
mortgage, which is in excess of 80% of the value of the prop-
erty securing the mortgage, is protected against default by
lender recourse, participation or by a qualified insurer. As a
result, high loan-to-value mortgages purchased by Fannie Mae
or Freddie Mac generally are insured with private mortgage
insurance. Fannie Mae and Freddie Mac purchased the
majority of the flow loans we insured as of December 31, 2011.



The following table sets forth selected financial
information regarding our U.S. Mortgage Insurance segment as
of or for the periods indicated. Additional selected financial
information and operating performance measures regarding our
U.S. Mortgage Insurance segment as of or for these periods are
included under “Item 7—Management’s Discussion and
Analysis of Financial Condition and Results of Operations—
U.S. Mortgage Insurance.”

As of or for the years ended

December 31,
(Amounts in millions) 2011 2010 2009
Total revenues $ 719 $ 754 $ 826
Net operating loss available to
Genworth Financial, Inc.’s
common stockholders $ (507) $ (580) $ (459)
Net investment gains (losses), net of
taxes and other adjustments 30 21 32
Net loss available to Genworth
Financial, Inc.’s common
stockholders $ (477) $ (559) $ (427)
Total segment assets $3,004 $3,875 $4,247

Products and services

The majority of our U.S. mortgage insurance policies pro-
vide default loss protection on a portion (typically 10% to
40%) of the balance of an individual mortgage loan. Our pri-
mary mortgage insurance policies are predominantly “flow”
insurance policies, which cover individual loans at the time the
loan is originated. We also enter into “bulk” insurance trans-
actions with lenders and investors in selected instances, under
which we insure a portfolio of loans for a negotiated price.

In addition to flow and bulk primary mortgage insurance,
we previously have written a limited amount of mortgage
insurance on a pool basis. Under pool insurance, the mortgage
insurer provides coverage on a group of specified loans, typi-
cally for 100% of all losses on every loan in the portfolio, sub-
ject to an agreed aggregate loss limit.

Flow insurance

Flow insurance is primary mortgage insurance placed on
an individual loan when the loan is originated. Our primary
mortgage insurance covers default risk on first mortgage loans
generally secured by one- to four-unit residential properties and
can be used to protect mortgage lenders and investors from
default on any type of residential mortgage loan instrument
that we have approved. Our insurance covers a specified cover-
age percentage of a “claim amount” consisting of unpaid loan
principal, delinquent interest and certain expenses associated
with the default and subsequent foreclosure. As the insurer, we
are generally required to pay the coverage percentage of 2 claim
amount specified in the primary policy, but we also have the
option to pay the lender an amount equal to the unpaid loan
principal, delinquent interest and certain expenses incurred

with the default and foreclosure, and acquire title to the prop-
erty. In addition, the claim amount may be reduced or elimi-
nated if the loss on the defaulted loan is reduced as a result of
the lender’s disposition of the property. The lender selects the
coverage percentage at the time the loan is originated, often to
comply with investor requirements to reduce the loss exposure
on loans purchased by the investor. Our master policies require
that loans be underwritten to approved guidelines and provide
for cancellation of coverage and return of premium for material
breach of obligations. Our master policies generally do not
extend to or cover material breach of obligations and mis-
representations known to the insured or specified agents. From
time to time, based on various factors, we request loan files to
verify compliance with our master policies and required proce-
dures. Where our review and any related investigation establish
material noncompliance or misrepresentation or there is a fail-
ure to deliver complete loan files as required, we rescind cover-
age with a return of all premiums paid.

In connection with flow insurance, we perform fee-based
contract underwriting services for certain mortgage lenders.
The provision of underwriting services by mortgage
insurers eliminates the duplicative lender and mortgage insurer
underwriting activities and speeds the approval process. Under
the terms of our contract underwriting agreements, we agree to
indemnify the lender against losses incurred in the event we
make material errors in determining whether loans processed by
our contract underwriters meet specified underwriting or pur-
chase criteria, subject to contractual limitations on liability.

In the United States, we have entered into a number of
reinsurance agreements in which we share portions of our flow
mortgage insurance risk written on loans originated or pur-
chased by lenders with captive reinsurers affiliated with these
lenders. In return, we cede a predetermined portion of our
gross premiums on insurance written to the captive reinsurers.
Substantially all of our captive mortgage reinsurance arrange-
ments are structured on an excess of loss basis. In February
2008, Fannie Mae and Freddie Mac announced a change to its
eligibility rules limiting captive reinsurance arrangements to
those where premiums ceded do not exceed 25% of gross pre-
miums. As of December 31, 2011, our mortgage insurance risk
in-force reinsured to all captive reinsurers was $0.9 billion, and
the total capital held in trust for our benefit by all captive
reinsurers was $0.6 billion. These captive reinsurers are not
rated, and their claims-paying obligations to us are secured by
an amount of capital held in trust as determined by the under-
lying treaties. As of December 31, 2011 and 2010, we recorded
a reinsurance recoverable of $178 million and $351 million,
respectively, under these captive reinsurance arrangements. We
have exhausted certain captive reinsurance tiers for our 2005,
2006, 2007 and 2008 book years based on worsening loss
development trends. Once the captive reinsurance or trust
assets are exhausted, we are responsible for any additional losses
incurred. We have begun to experience constraints on the
recognition of captive benefit recovery due to the amount of
funds held in certain captive trusts and the exhaustion of cap-
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tive loss tiers for certain reinsurers. As of January 1, 2009, we
no longer participate in excess of loss captive reinsurance trans-
actions and we will only participate in quota share reinsurance
arrangements. The majority of our excess of loss captive
reinsurance arrangements are in runoff with no new books of
business being added going forward; however, while this level
of benefit is declining, we do continue to benefit from captive
reinsurance on our 2005, 2006, 2007 and 2008 books of busi-
ness. New insurance written through the bulk channel generally
is not subject to these arrangements.

The following table sets forth selected financial
information regarding our captive reinsurance arrangements as
of or for the periods indicated:

As of or for the years ended

December 31,
2011 2010 2009

Flow risk in-force subject to captive

reinsurance arrangements, as a percentage

of flow risk in-force 34% 44% 51%
Primary risk in-force subject to captive

reinsurance arrangements, as a percentage

of total primary risk in-force 33% 43% 50%
Gross written premiums ceded pursuant to

captive reinsurance arrangements, as a

percentage of total gross written premiums 15% 19% 21%
Primary new risk written subject to captive

reinsurance arrangements, as a percentage

of total primary new risk written 2% 3% 3%

Bulk insurance

Under primary bulk insurance, we insure a portfolio of
loans in a single, bulk transaction. Generally, in our bulk
insurance, the individual loans in the portfolio are insured to
specified levels of coverage and there may be deductible provi-
sions and aggregate loss limits applicable to all of the insured
loans. In addition, loans that we insure in bulk transactions
with loan-to-value ratios above 80% typically have flow mort-
gage insurance, written either by us or another private mortgage
insurer, which helps mitigate our exposure under these trans-
actions. We base the premium on our bulk insurance upon our
evaluation of the overall risk of the insured loans included in a
transaction and we negotiate the premium directly with the
securitizer or other owner of the loans. Premiums for bulk
transactions generally are paid monthly by lenders, investors or
a securitization vehicle in connection with a securitization
- transaction or the sale of a loan portfolio. Prior to 2006, the
majority of our bulk insurance business was related to loans
financed by lenders who participated in the mortgage programs
sponsored by the Federal Home Loan Banks (“FHLBs”).
Beginning in 2006, we selectively increased our participation in
the GSE low documentation, or Alt-A, programs and began to
provide bulk insurance on lender portfolios, a substantial por-
tion of which was comprised of low loan-to-value and high
FICO score payment option adjustable rate (“POA”) loans.
The risk in-force attributable to these 2006 through 2008
books of business was substantially reduced in 2009 pursuant
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to agreements reached with the insured. In January 2010, we
reached an agreement with a counterparty that further reduced
our bulk insurance exposure, leaving a small portfolio related
principally to the FHLBs. In addition, the FHFA has issued an
advanced notice of proposed rulemaking to implement provi-
sions of the Dodd-Frank Wall Street Reform and Consumer
Protection Act (the “Dodd-Frank Act”) that require deletion of
all references to credit rating agencies in federal rules and regu-
lations. This would likely include rules that govern mortgage
purchase programs of the FHLBs that require insurers for such
programs to maintain “AA” ratings. However, there can be no
assurance with respect to our level of participation in these
programs once the FHFA program rules are revised.

Pool insurance

Pool insurance generally covers the loss on a defaulted
mortgage loan that either exceeds the claim payment under the
primary coverage (if primary insurance is required on that loan)
or the total loss (if that loan does not require primary
insurance), in each case up to a stated aggregate loss limit on
the pool. While in 2006 and 2005 we wrote a limited amount
of pool insurance coverage policies, we are no longer actively
writing pool insurance.

Underwriting and pricing

Loan applications for all loans we insure are reviewed to
evaluate each individual borrower’s credit strength and history,
the characteristics of the loan and the value of the underlying
property.

Fair Isaac Company developed the FICO credit scoring
model to calculate a score based upon a borrower’s credit his-
tory. We use the FICO credit score as one indicaror of a bor-
rower’s credit quality. Typically, a borrower with a higher
credit score has a lower likelihood of defaulting on a loan.
FICO credit scores range up to 850, with a score of 620 or
more generally viewed as a “prime” loan and a score below 620
generally viewed as a “sub-prime” loan. A minus loans generally
are loans where the borrowers have FICO credit scores between
575 and 660, and where the borrower has a blemished credit
history. As of December 31, 2011, on a risk in-force basis,
approximately 93% of our primary insurance loans were at the
time the loans were originated considered to be “prime” in
credit quality with FICO credit scores of at least 620, approx-
imately 5% had FICO credit scores between 575 and 619, and
approximately 2% had FICO credit scores of 574 or less. Loan
applications for flow mortgage insurance are reviewed by our
employees directly as part of our traditional underwriting proc-
ess or by our contract underwriters as we process mortgage loan
applications requiring mortgage insurance. While declining in
recent periods, the majority of our mortgage lender customers
underwrite loan applications for mortgage insurance under a
delegated underwriting program, in which we permit approved
lenders to commit us to insure loans using underwriting guide-
lines we have previously approved.

When underwriting bulk insurance transactions, we eval-
uate credit scores and loan characteristics of the loans in the



portfolio and examine loan files on a sample basis. Each bulk
transaction is assigned an overall claim rate based on a
weighted-average of the expected claim rates for each individual
loan that comprises the transaction.

We previously offered mortgage insurance for Alt-A loans,
which were originated under programs in which there was a
reduced level of verification or disclosure of the borrower’s
income or assets and a higher historical and expected default
rate at origination than standard documentation loans; Interest
Only loans which allowed the borrower flexibility to pay inter-
est only, or to pay interest and as much principal as desired,
during an initial period of time; and POA mortgages, which
typically provided four payment options that a borrower could
select for the first five years of a loan. Beginning in the second
half of 2007 and through 2009, however, we took specific and
substantial underwriting and risk management actions to
reduce our new business risk profile, including exiting certain
products and types of coverages such as Alt-A, Interest Only
and POA loans, as well as changing prices, product levels and
underwriting guidelines, to improve the performance of new
business written. Our primary guideline actions during the
fourth quarter of 2008 included adding incremental geographic
locations to our declining market policy definition and changes
in third-party loan origination guidelines, including restrictions
on delegated underwriting guidelines, as well as imposing
tighter underwriting guidelines on lower-credit and higher
loan-to-value risks. Additionally, with increased refinancing
activity, we also added new restrictions on FICO and
debt-to-income ratios to better manage risk profiles and capital
consumption from new production. We believe these and other
underwriting and pricing actions benefited our underwriting
results on these and future books of business and could have an
adverse impact on our volume of new insurance written. As
market conditions stabilized or improved in certain areas, we
adjusted our approaches. For example, during 2010, we elimi-
nated our targeted declining market policy, which among other
things, prohibits us from providing coverage on loans with
90% loan-to-value and below even in areas of the U.S. housing
market where such conditions have begun to stabilize or
improve. We continue to monitor current housing conditions
and the performance of our books of business to determine if
we need to make further changes in our underwriting guide-
lines and practices.

Loss mitigation

We request loan files to verify compliance with our master
policies. Where underwriting is performed in-house, our master
policy gives us the right to obtain a copy of the complete loan
file for any insured loan. If no file is produced in response to
our request, the master policy provides that coverage may be
canceled. If a file is delivered but lacks certain documents that
are critical to demonstrating compliance with applicable
underwriting standards (discussed below) or to our ability to
investigate the loan for misrepresentation, we issue a follow-up
request and give the servicer an additional period of time

(approximately 30 additional days) to produce the missing
documents. If these documents are not received after the addi-
tional time period, the master policy provides that coverage
may be canceled.

Where underwriting is delegated to other counterparties
under specified criteria, our master policy requires that an
insured loan be underwritten “in strict accordance” with appli-
cable guidelines. Where our file review finds material non-
compliance with the underwriting requirements, the master
policy provides that coverage may be canceled. The master
policy also excludes coverage for fraud and misrepresentation,
among other matters. Where our investigation establishes
noncompliance or fraud or misrepresentation involving an
agent of the lender, we invoke our rights by issuing a letter
rescinding coverage on the loan.

Following an action to rescind coverage on insured loan
certificates, the insured counterparty has 60 days to appeal our
decision to rescind such coverage through an appeals process. If
an insured counterparty appeals our decision to rescind cover-
age on given loan certificates and we concur that new or addi-
tional information is sufficient for us to reinstate coverage, we
take the necessary steps to reinstate uninterrupted insurance
coverage and reactivate the loan certificate. If the parties are
unable to resolve the dispute within the stated appeal period
provided by us and such additional time as the parties may
agree to, lenders may choose to pursue arbitration under the
master policies and challenge the results. If arbitrated, ultimate
resolution of the dispute would be pursuant to a panel’s bind-
ing arbitration award. Challenges to rescissions may be made
several years after we have rescinded coverage on an insured
loan certificate.

Estimated savings related to rescissions are the reduction in
carried loss reserves, net of premium refunds and reinstatement
of prior rescissions. Estimated savings related to loan mod-
ifications and other cure related loss mitigation actions repre-
sent 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. If a loan certificate that was previously rescinded
is reinstated and the underlying loan certificate remains delin-
quent, we re-accrue any liabilities that were relieved in con-
nection with our decision to rescind coverage on the loan
certificate.

Distribution

We distribute our mortgage insurance products through
our dedicated sales force throughout the United States. This
sales force primarily markets to financial institutions and mort-
gage originators, which in turn offer mortgage insurance prod-
ucts to borrowers. In addition to our field sales force, we also
distribute our products through a telephone sales force serving
our smaller lenders, as well as through our “Action Center”
which provides live phone and web chat-based support for all
customer segments.
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Competition

We compete primarily with U.S. and state government
agencies, other private mortgage insurers, mortgage lenders and
other investors, the GSEs and, potentially, the FHLBs. We also
compete, indirectly, with structured transactions in the capital
markets and with other financial instruments designed to miti-
gate credit risk although this last category of competition has
been reduced by the dynamics of the financial crisis.

U.S. and state government agencies. We and other private
mortgage insurers compete for flow business directly with U.S,
federal and state governmental and quasi-governmental agen-
cies, principally the Federal Housing Administration (“FHA”)
and, to a lesser degree, the Veteran’s Administration (“VA”). 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 does Fannie Mae and
Freddie Mac in certain metropolitan service areas (“MSAs”).
Accordingly, this could give the FHA a competitive advantage
in those MSAs over private mortgage insurance providers. In
addition to competition from the FHA and the VA, we and
other private mortgage insurers face competition from state-
supported mortgage insurance funds in several states, including
California, Illinois and New York.

Private mortgage insurers. During 2011, the competitive
landscape of the U.S. private mortgage insurance industry
changed significantly with two competitors ceasing to write
new business. While we cannot predict the level of impact,
continued changes in the competitive landscape of the U.S.
private mortgage insurance industry will likely further impact
our sales levels. The private mortgage insurance industry cur-
rently consists of four mortgage insurers, excluding us.

Mortgage lenders and other investors. We and other mort-
gage insurers compete with transactions structured by mortgage
lenders to avoid mortgage insurance on low-down-payment
mortgage loans. These transactions include self-insuring and
simultaneous second loans, which separate a mortgage with a
loan-to-value ratio of more than 80%, which generally would
require mortgage insurance, into two loans: a first mortgage
with a loan-to-value ratio of 80% and a simultaneous second
mortgage for the excess portion of the loan. The level of simul-
taneous second mortgages declined substantially in recent years
given the experience from the financial crisis.

The GSEs—Fannie Mae, Freddie Mac and FHLBs. As the
predominant purchasers of conventional mortgage loans in the
United States, Fannie Mae and Freddie Mac provide a direct
link between mortgage origination and capital markets. As
discussed above, most high loan-to-value mortgages purchased
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by Fannie Mae or Freddie Mac are insured with private mort-
gage insurance issued by an insurer deemed qualified by the
GSEs. Our U.S. mortgage insurance companies currently are
permitted by the GSEs to operate as eligible insurers even
though not all eligibility criteria may be met. Private mortgage
insurers may be subject to competition from Fannie Mae and
Freddie Mac to the extent the GSEs are compensated for
assuming default risk that would otherwise be insured by the
private mortgage insurance industry. On February 11, 2011,
the Obama Administration issued a white paper setting forth
various proposals to gradually eliminate Fannie Mae and Fred-
die Mac. We cannot predict whether or when any proposals
will be implemented, and if so in what form, nor can we pre-
dict the effect such proposals, if so implemented, would have
on our business, results of operations or financial condition.

We also compete with structured transactions in the capi-
tal markets and with other financial instruments designed to
mitigate the risk of mortgage defaults, such as credit default
swaps and credit linked notes, with lenders who forego mort-
gage insurance (self-insure) on loans held in their portfolios,
and with mortgage lenders who maintain captive mortgage
insurance and reinsurance programs. ‘

Private mortgage insurers must satisfy requirements set by
the GSEs to be eligible to insure loans sold to the GSEs, and
the GSEs have the ability to implement new eligibility
requirements for mortgage insurers. They also have the author-
ity to change the pricing arrangements for purchasing retained-
participation mortgages as compared to insured mortgages,
increase or reduce required mortgage insurance coverage
percentages, and alter or liberalize underwriting standards and
pricing terms on low-down-payment mortgages they purchase.

In addition to the GSEs, FHLBs purchase single-family
conforming mortgage loans. Although not required to do so,
the FHLBs currently use mortgage insurance on substantially
all mortgage loans with a loan-to-value ratio above 80%.

CORPORATE AND RUNOFF DIVISION
RUNOFF

The Runoff segment includes the results of non-strategic
products which are no longer actively sold. Our non-strategic
products include variable annuity, variable life insurance,
institutional, corporate-owned life insurance and Medicare
supplement insurance products. 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 conditiens and
management strategies.



The following table sets forth financial information regard-
ing our Runoff segment as of or for the periods indicated.
Additional selected financial information and operating per-
formance metrics regarding our Runoff segment as of or for
these periods are included under “Item 7—Management’s
Discussion and Analysis of Financial Condition and Results of
Operations—Runoff.”

As of or for the years ended
December 31,
(Amounts in millions) 2011 2010 2009
Total revenues $ 501 $ 665 $ o672
Net operating income available to
Genworth Financial, Inc.’s
common stockholders $ 25 $ 30 $ 52
Net investment gains (losses), net of
taxes and other adjustments (98) (5) (127)
Gain on sale of business, net of taxes 20 —_ —_
Net income (loss) available to
Genworth Financial, Inc.’s
common stockholders $ (53) $ 25 LN )]
Total segment assets $16,102 $18,806 $18,968

Products

Variable annuities and variable life insurance

Our variable annuities provide contractholders the ability
to allocate purchase payments and contract value to underlying
investment options available in a separate account format. The
contractholder bears the risk associated with the performance of
investments in the separate account. In addition, some of our
variable annuities permit customers to allocate assets to a guar-
anteed interest account managed within our general account.
Certain of our variable annuity products provide con-
tractholders with lifetime guaranteed income benefits. Our
variable annuity products generally provide guaranteed mini-
mum death benefits (‘GMDBs”) and may provide guaranteed
minimum withdrawal benefits (“‘GMWBs”) and certain types
of guaranteed annuitization benefits.

Variable annuities generally provide us fees including
mortality and expense risk charges and, in some cases, admin-
istrative charges. The fees equal a percentage of the con-
tractholder’s policy account value and as of December 31,
2011, range from 0.75% to 4.05% per annum depending on
the features and options within a contract.

Our variable annuity contracts with a basic GMDB pro-
vide 2 minimum account value to be paid upon the annuitant’s
death. Contractholders may also have the option to purchase
riders that provide enhanced death benefits. Assuming every
annuitant died on December 31, 2011, as of that date, con-
tracts with death benefit features not covered by reinsurance
had an account value of $6,840 million and a related death
benefit exposure, or net amount at risk, of $495 million.

Some of our variable annuity products provide the con-
tractholder with a guaranteed minimum income stream that
they cannot outlive, along with an opportunity to participate in
market appreciation.

In January 2011, we discontinued new sales of retail and
group variable annuities; however, we continue to service our
existing block of business which could include additional
deposits on existing contracts.

Institutional

Our institutional products consist of funding agreements,
FABNs and GICs, which are deposit-type products that pay a
guaranteed return to the contractholder on specified dates. We
manage the outstanding issuances from two FABN programs: a
program registered with the U.S. Securities and Exchange
Commission (“SEC”) offered both to institutional and retail
investors and a global medium-term notes program sold to
institutional investors both domestically and abroad. The regis-
tered notes program was discontinued in May 2009 and all
SEC reporting obligations under the registered notes program
were suspended. We explore the issuance of our institutional
products only on an opportunistic basis.

Corporate-owned life insurance

We do not solicit sales of our corporate-owned life
insurance product; however, we continue to manage our exist-
ing block of business.

Medicare supplement insurance

Our Medicare supplement insurance provides supple-
mental insurance coverage to seniors who participate in the
Medicare program. This product covers deductibles and
coinsurance amounts that are not covered by traditional Medi-
care, which seniors without supplemental coverage would have
to pay out-of-pocket. The product design was standardized in
1992 to provide better clarity for seniors and was revised again
in 2008 when Congress passed the Medicare Improvement for
Patients and Providers Act.

Effective October 1, 2011, we completed the sale of our
Medicare supplement insurance business. The transaction
included the sale of Continental Life Insurance Company of
Brentwood, Tennessee and its subsidiary, American Con-
tinental Insurance Company, and the reinsurance of the Medi-
care supplement insurance in-force business written by other
Genworth life insurance subsidiaries. See note 8 in our con-
solidated financial statements under “Item 8—Financial
Statements and Supplementary Data” for additional
information related to the sale.

CORPORATE AND OTHER

Our Corporate and Other activities 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, such as our reverse mortgage business, that are
managed outside our operating segments.
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International Operations

Information regarding our international operations is pre-
sented in note 20 to the consolidated financial statements
under “Item 8—Financial Statements and Supplementary
Data” of this Annual Report on Form 10-K.

Marketing

As a specialty insurance provider, we position, promote
and differentiate our products and services through product
value and innovation, risk management expertise, specialized
support and technology for our distributors and innovative
marketing programs tailored to particular consumer groups.

We offer a targeted set of products that are designed to
meert key needs of consumers throughout the various stages of
their lives, with a clear focus on the underserved “main street”
and emerging affluent markets. We are selective in the products
we offer and strive to maintain appropriate return and risk
thresholds when we expand the scope of our product offerings.
We also have developed sophisticated technological approaches
that enhance performance by automating key processes and
reducing response times, expenses and process variations. These
approaches also make it easier for our customers and distrib-
utors to do business with us.

We have focused our marketing approach on promoting
our products, services and brand to key constituencies, includ-
ing sales intermediaries, consumers, employees and investors.
We seek to build recognition of our offerings and brand, and
maintain deep relationships with leading distributors by
providing a high level of specialized and differentiated dis-
tribution support, including product training, sales services and
technology solutions that support the distributors’ sales efforts.
We also leverage technology to extend our brand and market-
ing communications, using interactive tools, search engine
marketing expertise and efficient web services to enhance our
customers’ experience.

Our thought leadership research on financial security
issues helps build our brand and inform our key constituencies,
such as distributors, consumers, policymakers and regulators,
on relevant topics, including the cost of long-term care, the life
insurance coverage gap; consumer financial security as well as
mortgage and mortgage insurance trends. In addition, we spon-
sor various advisory councils with independent sales inter-
mediaries and dedicated sales specialists to gather their feedback
on industry trends, new product ideas, approaches to improve
service and ways to enhance our relationships.

Risk Management

Risk management is a critical part of our business. We
have an enterprise risk management framework that includes
risk management processes relating to economic capiral analy-
sis, product development and management, economic pricing
management, asset-liability management, investment activities,
portfolio diversification, underwriting and risk and loss miti-
gation, financial databases and information systems, business
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acquisitions and dispositions, and operational capabilities. The
risk management framework includes the assessment of risks, a
proactive decision process to determine which risks are accept-
able to be retained, risk and reward considerations, limit setting
on all major risks, emerging risk identification and the ongoing
monitoring and management of those risks. We have empha-
sized our adherence to risk management disciplines and lever-
aged these efforts into a competitive advantage in distribution
and management of our products.

Our evaluation of in-force product performance, new
product initiatives 'and risk mitigation alternatives includes
monitoring regulatory and rating agency capital models as well
as internal economic capital models to determine the appro-
priate level of risk-adjusted capital. We utilize our internal
economic capital model to assess the risk of loss to our capital
resources based upon the portfolio of risks we underwrite and
retain and upon our asset and operational risk profiles. Our
commitment to risk management involves the ongoing review
and expansion of internal capabilities with improved infra-
structure and modeling,

Product development and management

Our risk management process begins with the develop-
ment and introduction of new products and services. We have
established a product development process that specifies a series
of required analyses, reviews and approvals for any new prod-
uct. For each proposed product; this process includes a review
of the market opportunity and competitive landscape, major
pricing assumptions and methodologies, return expectations
and potential distributions, reinsurance and other risk mitigat-
ing strategies, underwriting criteria, legal, compliance and
business risks and potential mitigating actions. Before we
introduce a new product, we establish a monitoring program
with specific performance targets and leading indicators, which
we monitor frequently to identify any deviations from expected
performance so that we can take corrective action when neces-
sary. Significant product introductions, measured either by
volume, level or type of risk, require approval by our senior
management team at either the business or enterprise level.

We use a similar process to introduce changes to existing
products and to offer existing products in new markets and
through new distribution channels. Product performance
reviews include an analysis of the major drivers of profitability,
underwriting performance and variations from expected results
including an in-depth experience analysis of the product’s
major risk factors. Other areas of focus include the regulatory
and competitive environments and other emerging factors that
may be affecting product performance.

In addition, we initiate special reviews when a product’s
performance fails to meet the indicators we established during
that product’s introductory review process for subsequent
reviews of in-force blocks of business. If a product does not
meet our performance criteria, we consider adjustments in pric-
ing, design and marketing or ultimately discontinuing sales of
that product. We review our underwriting, pricing, distribution



and risk selection strategies on a regular basis to ensure that our
products remain competitive and consistent with our marketing
and profitability objectives. For example, in our U.S. and
international mortgage insurance and lifestyle protection
insurance businesses, we review the profitability of lender
accounts to assess whether our business with these lenders is
achieving anticipated performance levels and to identify trends
requiring remedial action, including changes to underwriting
guidelines, product mix or other customer performance,

Asset-liability management

We maintain segmented investment portfolios for the
majority of our product lines. This enables us to perform an
ongoing analysis of the interest rate, credit and liquidity risks
associated with each major product line, in addition to the
interest rate and credit risks for our overall enterprise versus
approved limits. We analyze the behavior of our liability cash
flows across a wide variety of scenarios, reflecting policy fea-
tures and expected policyholder behavior. We also analyze the
cash flows of our asset portfolios across the same scenarios. We
believe this analysis shows the sensitivity of both our assets and
liabilities to changes in economic environments and enables us
to manage our assets and liabilities more effectively. In addi-
tion, we deploy hedging programs to mitigate certain economic
risks associated with our assets, liabilities and capital. For
example, we actively hedge the equity, interest rate and market
volatility risks in our variable annuity products, as well interest
rate risks in our long-term care insurance products.

Portfolio diversification and investments

We use new business and in-force product limits to man-
age our risk concentrations and to manage product, business
level, geographic and other risk exposures. We manage unique
product exposures in our business segments. For example, in
managing our mortgage insurance risk exposure, we monitor
geographic concentrations in our portfolio and the condition of
housing markets in each major area in the countries in which
we operate. We monitor our concentration of risk in-force at
the regional, state and major metropolitan area levels on a
monthly basis. We also monitor fundamental price indicators
and factors that affect home prices and their affordability at the
national and regional levels.

In addition, our assets are managed within limitations to
control credit risk and to avoid excessive concentration in our
investment portfolio using defined investment and concen-
tration guidelines that help ensure disciplined underwriting and
oversight standards. We seck diversification in our investment
portfolio by investing in multiple asset classes, tailored to
match the cash flow characteristics of our liabilities, and
actively monitoring exposures, changes in credit characteristics
and shifts in markets.

We utilize surveillance and quantitative credit risk ana-
lytics to identify concentrations and drive diversification of
portfolio risks. Issuer credit limits for the investment portfolios

of each of our businesses (based on business capital, portfolio
size and relative issuer cumulative default risk) govern and
control credit concentrations in our portfolio. Derivatives
counterparty risk and credit derivatives are integrated into
issuer limits as well. We also actively monitor country and
sovereign exposures in our global portfolio and evaluate and
adjust our risk profiles, where needed, in response to geo-
political and economic developments in the relevant areas.

Underwriting and risk and loss mitigation

Underwriting guidelines for all products are routinely
reviewed and adjusted as needed to ensure policyholders are
provided with the appropriate premium and benefit structure.
We seek external reviews from the reinsurance and consulting
communities and are able to utilize their experience to calibrate
our risk taking to expected outcomes.

Our risk and loss mitigation activities include ensuring
that new policies are issued based on accurate information that
we receive and that policy benefit payments are paid in accord-
ance with the policy contract terms.

Financial databases and information systems

Our extensive financial databases and innovative
information systems technology are important tools in our risk
management. For example, we believe we have the largest data-
base for long-term care insurance claims with over 35 years of
experience in offering those products. We also have substantial
experience in offering individual life insurance products with a
large database of claims experience, particularly in preferred risk
classes, which has significant predictive value. We have
extensive data on the performance of mortgage originations in
the United States with and without insurance providing unique
indicators of the drivers of delinquencies.

We use advanced and, in some cases, proprietary technol-
ogy to manage variations in our underwriting process. For
example, in our mortgage insurance businesses, we use bor-
rower credit bureau information, proprietary mortgage scoring
models and/or our extensive database of mortgage insurance
experience along with external data including rating agency
data to evaluate new products and portfolio performance. In
the United States and Canada, our proprietary mortgage scor-
ing models use the borrower’s credit score and additional data
concerning the borrower, the loan and the property, including
loan-to-value ratio, loan type, loan amount, property type,
occupancy status and borrower employment to predict the like-
lihood of having to pay a claim. In addition, our models take
into  consideration macroeconomic variables such as
unemployment, interest rate and home price changes. We
believe assessing housing market and mortgage loan attribures
across a range of economic outcomes enhances our ability to
control and price for risk. We perform portfolio analysis on an
ongoing basis to determine if modifications are required to our
product offerings, underwriting guidelines or premium rates.
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Business acquisitions and dispositions

When we consider an acquisition or a disposition of a
block or book of business or entity, we use vartious business,
financial and risk management disciplines to evaluate the merits
of the proposals and assess its strategic fit with our current
business model. We have a review process that includes a series
of required analyses, reviews and approvals similar to those
employed for new product introductions.

Operational capabilities -

We have several risk management programs in place to
ensure the continued operation of our businesses in the event of
potential disruptive natural or man-made events. Business con-
tinuity plans are regularly reviewed and tested. All darta is
backed up on a nightly basis to alternative locations that are
geographically separated.

A number of investigative teams are maintained in our
various locations to address any fraudulent activities both from
internal and external sources.

Operations and Technology

Service and support

In our U.S. Life Insurance segment, we interact directly
with our independent sales intermediaries and dedicated sales
specialists through secure websites that have enabled them to
transact business with us electronically. Our process and tech-
nology solutions deliver fast, consistent and efficient trans-
actions; simplifying the pre-sale, application and post-sale
experience allowing us to provide industry-leading cycle times
and customer satisfaction.

In our International Protection segment, we have existing
operations in Europe and Mexico and are establishing new
operations in Asia and South America. We have built a scalable
operations model with the ability to customize service based on
client and end user needs. We are continuously developing new
processes and technologies (for example, an online integrated
claims management experience) to reduce costs and enhance
end user experience by reducing customer effort and cycle time.

In our Wealth Management segment, we deliver an
integrated technology platform combined with a dedicated
service team to support financial advisors in conducting their
business while serving their clients. Through a comprehensive
and secure website, financial advisors have a feature-rich level of
functionality to address the needs of their clients. To work in
tandem with their clients, financial advisors can grant limited
access to our website to check status of their accounts and per-
form research. ' '

In our International Mortgage Insurance and U.S. Mort-
gage Insurance segments, we introduced technology enabled
services to help our customers (lenders and servicers) as well as
our consumers (borrowers and homeowners). Technology
advancements have allowed us to reduce application approval
turn-times, error rates and enhance our customers’ ease of
doing business with us. Through our secure internet-enabled
information systems and data warehouses, servicers can transact
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business with us in a timely manner. In the United States,
proprietary decision models have helped generate optimal loss
mitigation strategies for distressed borrowers. Our models use
information from various third-party sources, such as consumer
credit agencies, to indicate borrower willingness and capacity to
fulfill debt obligations. Identification .of specific borrower
groups that are likely to work their loans out allows us to create
custom outreach strategies to achieve a favorable loss mitigation
outcome.

Operating centers

We have established scalable, low-cost operating centers in
Virginia, North Carolina and Ireland. In addition, through an
arrangement with an outsourcing provider, we have a sub-
stantial team of professionals in India who provide a variety of
services to' us, including data entry and transaction processing,
and functional support including finance, investment research,
actuarial, risk, technology and ‘marketing resources to our
insurance operations.

Reserves

We calculate and maintain reserves for estimated future
payments of claims to our policyholders and contractholders in
accordance with U.S. generally accepted accounting principles
(“U.S. GAAP”) and industry accounting practices. We release
these reserves as those future obligations are extinguished. The
reserves we establish reflect estimates and actuarial assumptions
with regard to our future experience. These estimates and
actuarial assumptions involve the exercise of significant judg-
ment that is subjected to a variety of internal and external
independent reviews. Our future financial results depend sig-
nificantly upon the extent to which our actual future experience
is consistent with the assumptions we have used in pricing our
products and determining our reserves. Many factors can affect
future experience, including economic and social conditions,
inflation, healthcare costs, policyholder persistency, and
changes in doctrines of legal liability and damage awards in
litigation. Therefore, we cannot determine with precision the
ultimate amounts we will pay for actual claims or the timing of
those payments.

Reinsurance

We follow the industry practice of reinsuring portions of
our insurance risks with reinsurance companies. We use
reinsurance both to diversify our risks and to manage loss
exposures. Reinsurance is also used to improve capital efficiency
of certain products, as well as available capital and surplus at
the legal entity or enterprise levels. The use of reinsurance
permits us to write policies in amounts larger than the risk we
are willing to retain, and also to write a larger volume of new
business.

We cede insurance primarily on a treaty basis, under which
risks are ceded to a reinsurer on specific blocks of business
where the underlying risks meet certain predetermined criteria.



To a lesser extent, we cede insurance risks on a facultative
basis, under which the reinsurer’s prior approval is required on
each risk reinsured. Use of reinsurance does not discharge us,
as the insurer, from liability on the insurance ceded. We, as
the insurer, are required to pay the full amount of our
insurance obligations even in circumstances where we are enti-
tled or able to receive payments from our reinsurer. For addi-
tional information related to reinsurance, see note 9 in our
consolidated financial statements under “Item 8—Financial
Statements and Supplementary Data.”

The following table sets forth our exposure to our princi-
pal reinsurers as of December 31, 2011:

Reinsurance
{(Amounts in millions) recoverable
UFLIC (1) $14,780
Riversource Life Insurance Company (2) 610
Munich American Reassurance Company 493
General Re Life Corporation 228
RGA Reinsurance Company 165

(1) Prior to our IPO, we entered into several significant reinsurance transactions
with Union Fidelity Life Insurance Company (“UFLIC”), an affiliate of our
former parent, which resulted in a significant concentration of reinsurance
risk. UFLIC’s obligations to us are secured by trust accounts. See note 9 in
our consolidated financial statements under “ltem 8—Financial Statements
and Supplementary Data.”

(2) Our reinsurance arrangement with Riversource Life Insurance Company
covers a runoff block of single premium life insurance policies.

We also participate in reinsurance programs in which we
share portions of our U.S. mortgage insurance risk written on
loans originated or purchased by lenders with captive
reinsurance companies affiliated with these lenders. In return,
we cede to the captive reinsurers a predetermined portion of
our gross premiums on flow insurance written. New insurance
written through the bulk channel generally is not subject to
these arrangements. See “Item 1-—Business—U.S. Mortgage
Insurance” for additional information regarding reinsurance
captives. As of December 31, 2011, we recorded ceded loss
reserves within reinsurance recoverable of $178 million where
cumulative losses have exceeded the attachment points in sev-
eral captive reinsurance arrangements.

Financial Strength Ratings

Ratings with respect to financial strength are an important
factor in establishing the competitive position of insurance
companies. Ratings are important to maintaining public con-
fidence in us and our ability to market our products. Rating
organizations review the financial performance and condition
of most insurers and provide opinions regarding financial
strength, operating performance and ability to meet obliga-
tions to policyholders. Short-term financial strength ratings are
an assessment of the credit quality of an issuer with respect to
an instrument considered short-term in the relevant market,
typically one year or less.

As of February 24, 2012, our principal life insurance subsidiaries wete rated in terms of financial strength by S&P, Moody’s,

A.M. Best Company, Inc. (“A.M. Best”) and Fitch as follows:

Company

Genworth Life Insurance Company

Genworth Life Insurance Company (short-term rating)

Genworth Life and Annuity Insurance Company

Genworth Life and Annuity Insurance Company (short-term rating)
Genworth Life Insurance Company of New York

S&P rating Moody’s rating  A.M. Best rating  Fitch rating
A (Strong) A2 (Good) A (Excellent)  A- (Strong)
A-1 (Strong)  P-1 (Superior) Notrated  Not rated
A (Strong) A2 (Good) A (Excellent)  A- (Strong)
A-1 (Swong)  P-1 (Superior) Not rated Not rated
A (Strong) A2 (Good) A (Excellent)  A- (Strong)

As of February 24, 2012, our principal lifestyle protection insurance subsidiaries were rated in terms of financial strength by

S&P as follows:

Company S&P rating
Financial Assurance Company Limited A- (Strong)
Financial Insurance Company Limited A- (Strong)

As of February 24, 2012, our principal mortgage insurance subsidiaries were rated in terms of financial strength by S&P,

Moody’s and Dominion Bond Rating Service (‘DBRS”) as follows:

Company S&P rating Moody’s rating DBRS rating
Genworth Mortgage Insurance Corporation B (Weak) Bal (Questionable) Not rated
Genworth Residential Mortgage Insurance Corporation of NC B (Weak) Bal (Questionable) Not rated
Genworth Financial Mortgage Insurance Pty. Limited (Australia) AA- (Very Strong) Al (Good) Not rated
Genworth Financial Mortgage Insurance Limited (Europe) BBB (Good) Not rated Not rated
Genworth Financial Mortgage Insurance Company Canada AA- (Very Strong) Not rated AA (Superior)
Genworth Seguros de Credito a la Vivienda S.A. de C.V. mxAA Aa3.mx Not rated

The S&P, Moody’s, A.M. Best, Fitch and DBRS ratings included are not designed to be, and do not serve as, measures of
protection or valuation offered to investors. These financial strength ratings should not be relied on with respect to making an

investment in our securities.
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S&EP states that an insurer rated “AA” (Very Strong) has
very strong financial security characteristics that outweigh any
vulnerabilities, and is highly likely to have the ability to meet
financial commitments. Insurers rated “AA” (Very Strong), “A”
(Strong), “BBB” (Good) or “B” (Weak) have very strong,
strong, good or weak financial security characteristics,
respectively. The “AA,” “A,” “BBB” and “B” ranges are the
second-, third-, fourth- and sixth-highest of nine financial
strength rating ranges assigned by S&P, which range from
“AAA” to “R.” A plus (+) or minus (-) shows relative standing
in a rating category. These suffixes are not added to ratings in
the “AAA” category or to ratings below the “CCC” category.
Accordingly, the “AA-,” “A,” “A-,” “BBB” and “B” ratings are
the fourth-, sixth-, seventh-, ninth- and fifteenth-highest of
S&P’s 21 ratings categories. The short-term “A-1” rating is the
highest rating and shows the capacity to meet financial
commitments is strong. An obligor rated “mxAA” has a very
strong capacity to meet its financial commitments relative to
that of other Mexican obligors. The “mxAA” rating is the
second-highest enterprise credit rating assigned on S&P’s
CaVal national scale.

Moody’s states that insurance companies rated “A” (Good)
offer good financial security and that insurance companies
rated “Ba” (Questionable) offer questionable financial security.
The “A” (Good) and “Ba” (Questionable) ranges are the third-
and fifth-highest, respectively, of nine financial strength rating
ranges assigned by Moody’s, which range from “Aaa” to “C.”
Numeric modifiers are used to refer to the ranking within the
group, with 1 being the highest and 3 being the lowest. These
modifiers are not added to ratings in the “Aaa” category or to
ratings below the “Caa” category. Accordingly, the “Al,” “A2”
and “Bal” ratings are the fifth-, sixth-, and eleventh-highest,
respectively, of Moody’s 21 ratings categories. The short-term
rating “P-1” is the highest rating and shows superior ability for
repayment of short-term debt obligations. Issuers or issues rated
“Aa.mx” demonstrate very strong creditworthiness relative to
other issuers in Mexico.

AM. Best states that the “A” (Excellent) rating is assigned
to those companies that have, in its opinion, an excellent ability
to meet their ongoing insurance obligations. The “A”
(Excellent) rating is the third-highest of 15 ratings assigned by
AM. Best, which range from “A++” to “F.”

Fitch states that “A” (Strong) rated insurance companies
are viewed as possessing strong capacity to meet policyholder
and contract obligations. The “A” rating category is the third-
highest of nine financial strength rating categories, which range
from “AAA” to “C.” The symbol (+) or (-) may be appended to
a rating to indicate the relative position of a credit within a
rating category. These suffixes are not added to ratings in the
“AAA” category or to ratings below the “B” category. Accord-
ingly, the “A-” rating is the seventh-highest of Fitch’s 19 ratings
categories.

DBRS states that long-term obligations rated “AA” are of
superior credit quality. The capacity for the payment of finan-
cial obligations is considered high and unlikely to be sig-
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nificantly vulnerable to future events. Credit quality differs
from “AAA” only to a small degree.

S&P, Moody’s, A.M. Best, Fitch and DBRS review their
ratings periodically and we cannot assure you that we will
maintain our current ratings in the future. Other agencies may
also rate our company or our insurance subsidiaries on a soli-
cited or an unsolicited basis.

INVESTMENTS

Organization

Our investment department is comprised of asset manage-
ment, portfolio management, derivatives, risk management,
operations and accounting functions. Under the direction of
the investment committee and our Chief Investment Officer, it
is responsible for establishing investment and derivative policies
and strategies, reviewing asset-liability management and per-
forming asset allocation for our domestic subsidiaries and
coordinating investment activities with our international sub-
sidiaries.

We use both internal and external asset managers to take
advantage of specific areas of expertise in particular asset classes
or to leverage country-specific investing capabilities. We
internally manage certain asset classes for our domestic
insurance operations, including public corporate and municipal
government  securities,
commercial mortgage loans, privately placed debt securities and
derivatives. We utilize external asset managers primarily for our
international portfolios and captive reinsurers, as well as select
asset classes. Management of investments for our international
operations is overseen by the investment committees reporting
out to the boards of directors of the applicable non-U.S. legal
entities in consultation with our Chief Investment Officer. The
majority of the assets in our lifestyle protection insurance busi-
ness and European, Canadian, Australian and New Zealand
mortgage insurance businesses are managed by unaffiliated
investment managers located in their respective countries. As of
December 31, 2011 and 2010, approximately 25% and 22%,
respectively, of our invested assets were held by our interna-
tional businesses and were invested primarily in non-U.S.-
denominated securities.

As of December 31, 2011, we had total cash, cash equiv-
alents and invested assets of $76.4 billion. We manage our
assets to meet diversification, credit quality, yield and liquidity
requirements of our policy and contract liabilities by investing
primarily in fixed maturity securities, including government,
municipal and corporate bonds, mortgage-backed and other
asset-backed securities. We also hold mortgage loans on com-
mercial real estate and other invested assets, which include
derivatives, derivative counterparty collateral, trading securities,
limited partnerships and short-term investments. Investments
for our particular insurance company subsidiaries are required
to comply with our risk management requirements, as well as
applicable laws and insurance regulations.

securities, structured  securities,



The following table sets forth our cash, cash equivalents
and invested assets as of December 31:

2011 2010
Carrying % of  Carrying % of

(Amounts in millions) value total value  total
Fixed maturity securities,

available-for-sale:

Public $45,420 59% $42,526 59%

Private 12,875 17 12,657 18
Commercial mortgage loans 6,092 8 6,718 9
Other invested assets 4,819 6 3,854 5
Policy loans 1,549 2 1,471 2

Restricted commercial mortgage

loans related to securitization

entities (1) 411 1 507 1
Restricted other invested assets

related to securitization entities (1) 377 1 372 1

Equity securities, available-for-sale 361 — 332 1
Cash and cash equivalents 4,488 6 3,132 4
Total cash, cash equivalents and
invested assets $76,392  100% $71,569  100%

(1) See note 18 to our consolidated financial statements under “ltem 8—
Financial Statements and Supplementary Data” for additional information
related to consolidated securitization entities.

For a discussion of our investments, see “Item 7—
Management’s Discussion and Analysis of Financial Condition
and Results of Operations—Consolidated Balance Sheets.”

Our primary investment objective is to meet our obliga-
tions to policyholders and contractholders while increasing
value to our stockholders by investing in a diversified, high
quality portfolio, comprised of income producing securities and
other assets. Our investment strategy focuses primarily on:

— mitigating interest rate risk through management of asset
durations relative to policyholder and contractholder obliga-
tions;

— selecting assets based on fundamental, research-driven strat-
egies;

— empbhasizing fixed-income, low-volatility assets while pursu-
ing active strategies to enhance yield;

— maintaining sufficient liquidity to meet unexpected financial
obligations;

— regularly evaluating our asset class mix and pursuing addi-
tional investment classes; and

— continuously monitoring asset quality and market conditions
that could affect our assets.

We are exposed to two primary sources of investment risk:
— credit risk relating to the uncertainty associated with the
continued ability of a given issuer to make timely payments
of principal and interest and
~ interest rate risk relating to the market price and cash flow
variability associated with changes in market interest rates.

We manage credit risk by analyzing issuers, transaction
structures and any associated collateral. We monitor credit risk
and continually evaluate the probability of credit default and
estimated loss in the event of such a default, which provides us
with early notification of worsening credits. We also manage
credit risk through industry and issuer diversification and asset
allocation practices. For commercial mortgage loans, we man-
age credit risk through property type, geographic region and
product type diversification and asset allocation.

We mitigate interest rate risk through the rigorous manage-
ment of the relationship between the duration of our assets and
the duration of our liabilities, seeking to minimize risk of loss
in both rising and falling interest rate environments, and by
utilizing various derivative strategies. For further information
on our management of interest rate risk, see “Item 7A—
Quantitative and Qualitative Disclosures About Market Risk.”

Fixed maturity securities

Fixed maturity securities, which were primarily classified as
available-for-sale, including tax-exempt bonds, consisted
principally of publicly traded and privately placed debt secu-
rities, and represented 76% and 77%, respectively, of total
cash, cash equivalents and invested assets as of December 31,
2011 and 2010.

We invest in privately placed fixed maturity securities to
increase diversification and obtain higher yields than can
ordinarily be obtained with comparable public market secu-
rities. Generally, private placements provide us with protective
covenants, call protection features and, where applicable, a
higher level of collateral. However, our private placements are
generally not as freely transferable as public securities because
of restrictions imposed by federal and state securities laws, the
terms of the securities and the characteristics of the private
market.
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The following table presents our public, private and total fixed maturity securities by the Nationally Recognized Statistical
Rating Organizations (‘NRSRO”) designations and/or equivalent ratings, as well as the percentage, based upon fair value, that each
designation comprises. Certain fixed maturity securities that are not rated by the NRSRO are shown based upon internally prepared

credit evaluations.

December 31,
(Amounts in millions) 2011 2010
Amortized Fair % of Amortized Fair % of
Rating agency designation cost value total cost value total
Public fixed maturity securities :
AAA $15,345 $17,179 38% $15,369 $15,797 37%
AA 4,367 4,666 10 4,880 4,947 12
A 11,174 12,577 28 10,940 11,322 26
BBB 8,683 9,334 21 7,978 8,224 19
BB 1,081 1,102 2 1,425 1,451 4
B 213 142 — 338 292 1
CCC and lower 693 420 1 727 493 1
Total public fixed maturity securities $41,556 $45,420 100% $41,657 $42,526 100%
Private fixed maturity securities
AAA $ 1,712 $ 1,754 14% $ 1,483 $ 1,490 12%
AA 1,059 1,079 8 946 929 7
A 3,890 3,993 31 4,039 4,018 32
BBB 4,932 4,861 38 4,821 4,727 37
BB 985 929 7 1,147 1,077 9
B 189 125 1 333 259 2
CCC and lower 235 134 1 236 157 1
Total private fixed maturity securities $13,002 $12,875 100% $13,005 $12,657 100%
Total fixed maturity securities
AAA $17,057 $18,933 33% $16,852 $17,287 31%
AA 5,426 5,745 10 5,826 5,876 11
A 15,064 16,570 28 14,979 15,340 28
BBB 13,615 14,195 24 12,799 12,951 23
BB 2,066 2,031 4 2,572 2,528 5
B 402 267 —_ 671 551 1
CCC and lower 928 554 1 963 650 1
Total fixed maturity securities $54,558 $58,295 100% $54,662 $55,183 100%
Based upon fair value, public fixed maturity securities 2011 2010
represented 78% and 77%, respectively, of total fixed maturity Fair  %of Fair = %of
securities as of December 31, 2011 and 2010. Private fixed (Amounts in millions) value  toral value  cotal
maturity securities represented 22% and 23%, respectively, of U.S. government, agencies
total fixed maturity securities as of December 31, 2011 and and government-
2010 sponsored enterprises $ 4,863 8% $ 3,705 7%
. . . . .. . Tax-exempt 503 1 1,030 2
We d1versn€y our fixed maturity securities by security sec- Government—non-U.S. 2211 4 2369 4
tor. The following table sets forth the fair value of our fixed U.S. corporate 25,258 43 23.967 43
maturity securities by sector, as well as the percentage of the Corporate—non-U.S. 13,757 24 13,498 25
total fixed maturity securities holdings that each security sector Residential mortgage-
comprised as of December 31: backed 5695 10 4,455 8
Commercial mortgage-
backed 3,400 6 3,743 7
Other asset-backed 2,608 4 2,416 4
Total fixed maturity
securities $58,295 100%  $55,183 100%
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The following table sets forth the major industry types that
comprise our corporate bond holdings, based primarily on
industry codes established in the Barclays Capital Aggregate
Index, as well as the percentage of the total corporate bond
holdings that each industry comprised as of December 31:

2011 2010
Fair % of Fair % of

(Amounts in millions) value total value total
Utilities and energy $ 8,993 23% $ 8,219 22%
Finance and insurance 8,209 21 8,537 23
Consumer—non-cyclical 4,794 12 4,337 11
Capital goods 2,691 7 2,537 7
Technology and

communications 2,681 7 2,430 6
Industrial 2,435 6 2,151 6
Consumer—cyclical 2,160 6 1,935 5
Transportation 1,513 4 1,421 4
Other 5,539 14 5,898 16

Total $39,015 100%  $37,465 100%

We diversify our corporate bond holdings by industry and
issuer. As of December 31, 2011, our combined corporate
bond holdings in the ten issuers to which we had the greatest
exposute were $2.6 billion, which was approximately 3% of our
total cash, cash equivalents and invested assets. The exposure to
the largest single issuer of corporate bonds held as of
December 31, 2011 was $314 million, which was less than 1%
of our total cash, cash equivalents and invested assets.

We do not have material unhedged exposure to foreign
currency risk in our invested assets of our U.S. operations. In
our international insurance operations, both our assets and
liabilities are generally denominated in local currencies.

Further analysis related to our investments portfolio as of
December 31, 2011 and 2010 is included under “Item 7—
Management’s Discussion and Analysis of Financial Condition
and Results of Operations—Investment and Derivative
Instruments.”

Commercial mortgage loans and other invested assets

Our mortgage loans are collateralized by commercial prop-
erties, including multi-family residential buildings. Commercial
mortgage loans are primarily stated at principal amounts out-
standing, net of deferred expenses and allowance for loan loss.
We diversify our commercial mortgage loans by both property
type and geographic region. See note 4 to our consolidated
financial statements under “Item 8—Financial Statements and
Supplementary Data” for additional information on dis-
tribution across property type and geographic region for
commercial mortgage loans, as well as information on our
interest in equity securities and other invested assets.

Selected financial information regarding our other invested
assets and derivative instruments as of December 31, 2011 and
2010 is included under “Item 7—Management’s Discussion
and Analysis of Financial Condition and Results of Oper-

ations—Investment and Derivative Instruments.”

REGULATION

Our businesses are subject to extensive regulation and
supervision.

General

Our insurance operations are subject to a wide variety of
laws and regulations. State insurance laws and regulations
(“Insurance Laws”) regulate most aspects of our U.S. insurance
businesses, and our U.S. insurers are regulated by the insurance
departments of the states in which they are domiciled and
licensed. Our non-U.S. insurance operations are principally
regulated by insurance regulatory authorities in the jurisdictions
in which they are domiciled. Our insurance products, and thus
our businesses, also are affected by U.S. federal, state and local
tax laws, and the tax laws of non-U.S. jurisdictions. Our secu-
rities operations, including our insurance products that are
regulated as securities, such as variable annuities and variable
life insurance, also are subject to U.S. federal and state and
non-U.S. securities laws and regulations. The SEC, the Finan-
cial Industry Regulatory Authority (“FINRA”), state securities
authorities and similar non-U.S. authorities regulate and super-
vise these products.

The primary purpose of the Insurance Laws affecting our
insurance and securities businesses and their equivalents in the
other countries in which we operate, and the securities laws
affecting our variable annuity products, variable life insurance
products, registered FABNS, broker/dealers and advisory busi-
nesses, is to protect our policyholders, contractholders and cli-
ents, not our stockholders. These Insurance Laws are regularly
re-examined and any changes to these laws or new laws may be
more restrictive or otherwise adversely affect our operations.

In addition, insurance and securities regulatory authorities
(including state law enforcement agencies and attorneys general
or their non-U.S. equivalents) periodically make inquiries
regarding compliance with insurance, securities and other laws
and regulations, and we cooperate with such inquiries and take
corrective action when warranted.

Our distributors and institutional customers also operate
in regulated environments. Changes in the regulations that
affect their operations may affect our business relationships
with them and their decision to distribute or purchase our sub-
sidiaries’ products.

In addition, the Insurance Laws of our U.S. insurers’
domiciliary jurisdictions and the equivalent laws in the United
Kingdom, Australia, Canada and certain other jurisdictions in
which we operate require that a person obtain the approval of
the applicable insurance regulator prior to acquiring control,
and in some cases prior to divesting its control, of an insurer.
These laws may discourage potential acquisition proposals and
may delay, deter or prevent an investment in or a change of
control involving us, or one or more of our regulated sub-
sidiaries, including transactions that our management and some
or all of our stockholders might consider desirable.
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U.S. Insurance Regulation

Our U.S. insurers are licensed and regulated in all juris-
dictions in which they conduct insurance business. The extent
of this regulation varies, but Insurance Laws generally govern
the financial condition of insurers, including standards of sol-
vency, types and concentrations of permissible investments,
establishment and maintenance of reserves, credit for
reinsurance and requirements of capital adequacy, and the
business conduct of insurers, including marketing and sales
practices and claims handling. In addition, Insurance Laws
usually require the licensing of insurers and agents, and the
approval of policy forms, related materials and the rates for
certain lines of insurance.

The Insurance Laws applicable to us or our U.S. insurers
are described below. Our U.S. mortgage insurers are also sub-
ject to additional insurance laws and regulations applicable
specifically to mortgage insurers discussed below under
“—Mortgage Insurance.”

Insurance holding company regulation
All U.S. jurisdictions in which our U.S. insurers conduct

business have enacted legislation requiring each U.S. insurer
(except captive insurers) in a holding company system to register
with the insurance regulatory authority of its domiciliary juris-
diction and furnish that regulatory authority various information
concerning the operations of, and the interrelationships and
transactions among, companies within its holding company sys-
tem that may materially affect the operations, management or
financial condition of the insurers within the system. These
Insurance Laws regulate transactions.between insurers and their
affiliates, sometimes mandating prior notice to the regulator and/
or regulatory approval. Generally, these Insurance Laws require
that all transactions between an insurer and an affiliate be fair
and reasonable, and that the insurer’s statutory surplus following
such transaction be reasonable in relation. to its outstanding
liabilities and adequate to its financial needs. As a holding com-
pany with no significant business operations of our own, we
depend on dividends or other distributions from our subsidiaries
as the principal source of cash to meet our obligations, including
the payment of interest on, and repayment of principal of, any
debt obligations. Our U.S. insurers’ payment of dividends or
other distributions is regulated by the Insurance Laws of their
respective domiciliary states, and insurers may not pay an
“extraordinary” dividend or distribution, or pay a dividend
except out of earned surplus, without prior regulatory approval.
In general, an “extraordinary” dividend or distribution is defined
as a dividend or distribution that, together with other dividends
and distributions made within the: preceding 12 months, exceeds
the greater (or, in some jurisdictions, the lesser) of:
~ 10% of the insurer’s statutory. surplus as of the immediately

prior year end or
— the statutory net gain from the insurer’s operations (if a life

insurer) or the statutory. net income (if not a life insurer)

during the prior calendar year.
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In addition, insurance: regulators ‘may prohibit the pay-
ment of ordinary dividends or other payments by our insurers
(such as a payment under a tax sharing agreement or for
employment or other services) if they determine that such
payment could be adverse to our policyholders or con-
tractholders.

The Insurance Laws of our U.S. insurers’ domiciliary juris-
dictions require that a person obtain the approval of the
insurance commissioner of an insurer’s domiciliary jurisdiction
prior to acquiring control of such insurer. Control of an insurer
is generally presumed to exist if any person, directly ot
indirectly, owns, controls, holds with the power to vote, or
holds proxies representing, 10% or more of the voting secu-
rities of the insurer or its ultimate parent entity. In considering
an application to acquire control of an insurer, the insurance
commissioner generally considers factors such as the experience,
competence and financial strength of the applicant, the
integrity of the applicant’s board of directors and executive
officers, the acquirer’s plans for the management and operation
of the insurer, and any anti-competitive results that may arise
from the acquisition. Some states require a petson seeking to
acquire control of an insurer licensed but not domiciled in that
state to make a filing prior to completing an acquisition if the
acquirer and its affiliates and the target insurer and its affiliates
have specified market shares in the same lines of insurance in
that state. These provisions may not require acquisition appro-
val but can lead to imposition of conditions on an acquisition
that could delay or prevent its consummation.

The National Association of Insurance Commissioners
(“NAIC”) recently adopted significant changes to the insurance
holding company act and regulations (the “NAIC
Amendments”). The NAIC Amendments ate designed to
respond to perceived gaps in the regulation of insurance hold-
ing company systems in‘the United States. One of the major
changes is a requirement that an insurance holding company
system’s ultimate controlling person submit annually to its lead
state insurance regulator an “enterprise risk report” that identi-
fies activities, circumstances or events involving one or more
affiliates of an insurer that, if not remedied properly, are likely
to have a material adverse effect upon the financial condition or
liquidity of the insurer or its insurance holding company sys-
tem as a whole. Other changes include requiring a controlling
person to submit prior notice to its domiciliary insurance regu-
lator of a divestiture of control, detailed minimum require-
ments for cost sharing and management agreements between an
insurer and its -affiliates and expansion of the agreements
between an insurer and its affiliates to be filed with its domicil-
jary insurance regulator. The NAIC Amendments must be
adopted by the individual state legislatures and insurance regu-
lators in order to be effective. We cannot predict whether the
NAIC Amendments will be adopted in whole or in part by
these states or the impact, if any, these changes will have on our
business, financial condition or results of operations.



Periodic reporting

Our U.S. insurers must file reports, including detailed
annual financial statements, with insurance regulatory author-
ities in each jurisdiction in which they do business, and their
operations and accounts are subject to periodic examination by
such authorities.

Policy forms

Our U.S. insurers’ policy forms are subject to regulation in
every U.S. jurisdiction in which they transact insurance busi-
ness. In most U.S. jurisdictions, policy forms must be filed
prior to their use, and in some U.S. jurisdictions, forms must
be approved by insurance regulatory authorities prior to use.

Market conduct regulation

The Insurance Laws of U.S. jurisdictions govern the mar-
ketplace activities of insurers, affecting the form and content of
disclosure to consumers, product illustrations, advertising,
product replacement, sales and underwriting practices, and
complaint and claims handling, and these provisions are gen-
erally enforced through periodic market conduct examinations.

Statutory examinations

Insurance departments in U.S. jurisdictions conduct peri-
odic detailed examinations of the books, records, accounts and
business practices of domestic insurers. These examinations
generally are conducted in cooperation with insurance depart-
ments of two or three other states or jurisdictions representing
each of the NAIC zones, under guidelines promulgated by the
NAIC.

Guaranty associations and similar arrangements

Most jurisdictions in which our U.S. insurers are licensed
require those insurers to participate in guaranty associations
which pay contractual benefits owed under the policies of
impaired or insolvent insurers. These associations levy assess-
ments, up to prescribed limits, on each member insurer in a
jurisdiction on the basis of the proportionate share of the pre-
miums written by such insurer in the lines of business in which
the impaired, insolvent or failed insurer is engaged. Some juris-
dictions permit member insurers to recover assessments paid
through full or partial premium tax offsets. Aggregate assess-
ments levied against our U.S. insurers were not material to our
consolidated financial statements.

Policy and contract reserve sufficiency analysis

The Insurance Laws of their domiciliary jurisdictions
require our U.S. life insurers to conduct annual analyses of the
sufficiency of their life and health insurance and annuity
reserves. Other jurisdictions where insurers are licensed may
have certain reserve requirements that differ from those of their
domiciliary jurisdictions. In each case, a qualified actuary must
submit an opinion stating that the aggregate statutory reserves,
when considered in light of the assets held with respect to such
reserves, make good and sufficient provision for the insurer’s

associated contractual obligations and related expenses. If such
an opinion cannot be provided, the insurer must establish addi-
tional reserves by transferring funds from surplus. Our U.S. life
insurers submit these opinions annually to their insurance regu-
latory authorities. Different reserve requirements exist for our
U.S. mortgage insurance subsidiaries. See “—Reserves—
Mortgage Insurance.”

Surplus and capital requirements

Insurance regulators have the discretionary authority, in
connection with maintaining the licensing of our U.S. insurers,
to limit or restrict insurers from issuing new policies, or policies
having a dollar value over certain thresholds, if, in the regu-
lators’ judgment, the insurer is not maintaining a sufficient
amount of surplus or is in a hazardous financial condition. We
seek to maintain new business and capital management strat-
egies to support meeting related regulatory requirements.

Risk-based capital

The NAIC has established Risk-Based Capital (“RBC”)
standards for U.S. life insurers, as well as a risk-based capital
model act (“RBC Model Act”). All 50 states and the District of
Columbia have adopted the RBC Model Act or a substantially
similar law or regulation. The RBC Model Act requires that life
insurers annually submit a report to state regulators regarding
their RBC based upon four categories of risk: asset risk,
insurance risk, interest rate and market risk, and business risk.
The capital requirement for each is generally determined by
applying factors which vary based upon the degree of risk to
various asset, premium and reserve items. The formula is an
early warning tool to identify possible weakly capitalized
companies for purposes of initiating further regulatory action.

If an insurer’s RBC fell below specified levels, it would be
subject to different degrees of regulatory action depending
upon the level, ranging from requiring the insurer to propose
actions to correct the capital deficiency to placing the insurer
under regulatory control. As of December 31, 2011, the RBC
of each of our U.S. life insurance subsidiaries exceeded the level
of RBC that would require any of them to take or become
subject to any corrective action.

Statutory accounting principles

U.S. insurance regulators developed statutory accounting
principles (“SAP”) as a basis of accounting used to monitor and
regulate the solvency of insurers. Since insurance regulators are
primarily concerned with ensuring an insurer’s ability to pay its
current and future obligations to policyholders, statutory
accounting conservatively values the assets and liabilities of
insurers, generally in accordance with standards specified by the
insurer’s domiciliary jurisdiction. Uniform statutory accounting
practices are established by the NAIC and are generally adopted
by regulators in the various U.S. jurisdictions.

Due to differences in methodology between SAP and U.S.
GAAP, the values for assets, liabilities and equity reflected in
financial statements prepared in accordance with U.S. GAAP
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are materially different from those reflected in financial state-
ments prepared under SAP.

Regulation of investments

Each of our U.S. insurers is subject to Insurance Laws that
require diversification of its investment portfolio and which
limit the proportion of investments in different asset categories.
Assets invested contrary to such regulatory limitations must be
treated as non-admitted assets for purposes of measuring sur-
plus, and, in some instances, regulations require divestiture of
such non-complying investments. We believe the investments
made by our U.S. insurers comply with these Insurance Laws.

Federal regulation of insurance products

Most of our variable annuity products, some of our fixed
guaranteed products, and all of our variable life insurance
products, as well as our FABNs issued as part of our registered
notes program are “securities” within the meaning of federal
and state securities laws, are registered under the Securities Act
of 1933 and are subject to regulation by the SEC. Sce
“—Other Laws and Regulations—Securities regulation.” These
products may also be indirectly regulated by FINRA as a result
of FINRA’s regulation of broker/dealers and may be regulated
by state securities authorities. Federal and state securities regu-
lation similar to that discussed below under “—Other Laws
and Regulations—Securities regulation” affects investment
advice and sales and related activities with respect to these
products. In addition, although the federal government does
not comprehensively regulate the business of insurance, federal
legislation and administrative policies in several areas, including
taxation, financial services regulation, and pension and welfare
benefits regulation, can also significantly affect the insurance
industry.

Dodd-Frank Act and other federal initiatives

Although the federal government generally does not
directly regulate the insurance business, federal initiatives often,
and increasingly, have an impact on the business in a variety of
ways. From time to time, federal measures are proposed which
may significantly affect the insurance business, including limi-
tations on antitrust immunity, tax incentives for lifetime
annuity payouts, simplification bills affecting tax-advantaged or
tax-exempt savings and retirement vehicles, and proposals to
modify or eliminate the estate tax. In addition, various forms of
direct federal regulation of insurance have been proposed in
recent years.

In response to the recent financial crisis, the Dodd-Frank
Act was enacted and signed into law in July 2010. The Dodd-
Frank Act made extensive changes to the laws regulating finan-
cial services firms and requires various federal agencies to adopt
a broad range of new implementing rules and regulations.

Among other provisions, the Dodd-Frank Act provides for
a new framework of regulation of over-the-counter (“OTC”)
derivatives markets which will require us to clear through clear-
ing organizations certain types of transactions currently traded
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in the OTC derivative markets and may limit our ability to
customize certain derivative transactions for our needs. In addi-
tion, we will likely experience additional collateral requirements
and costs associated with derivative transactions. The Dodd-
Frank Act also authorizes the SEC to adopt regulations that
could impose heightened standards of care on sellers of variable
or other registered products, which could adversely affect sales
of and reduce margins on these products.

In the case of our U.S. mortgage insurance business, the
Dodd-Frank Act requires securitizers to retain some of the risk
associated with mortgage loans they sell or securitize, unless the
mortgage loans are “qualified residential mortgages™ or unless
the securitization or security is partially or fully exempted by
regulations to be promulgated. The Dodd-Frank Act provides
that the definition of “qualified residential mortgages” will be
determined by regulators, with consideration to be given,
among other things, to the presence of mortgage insurance.
The legislation also prohibits a creditor from making a resi-
dential mortgage loan unless the creditor makes a reasonable
and good faith determination that, at the time the loan is con-
summated, the consumer has a reasonable ability to repay the
loan. These provisions will be clarified in federal rules and regu-
lations to be adopted. In addition, the Dodd-Frank Act creates
a Bureau of Consumer Financial Protection, which regulates
certain aspects of the offering and provision of consumer finan-
cial products or services but not the business of insurance. This
Bureau may issue rules or regulations that indirectly affect our
U.S. mortgage insurance business and may assert jurisdiction
over regulatory or enforcement matters in lieu of or in addition
to the existing jurisdiction of other federal or state agencies.
Additionally, a Residential Mortgage-Backed Securities Work-
ing Group was recently formed under President Obama’s
Financial Fraud Enforcement Task Force to investigate mis-
conduct contributing to the financial crisis through the pooling
and sale of residential mortgage-backed securities. This Task
Force may seek to evaluate the broader U.S. mortgage
insurance industry, including our U.S. mortgage insurance
business, in the conduct of its work.

The Dodd-Frank Act also establishes a Financial Stability
Oversight Council (“FSOC”), which is authorized to. subject
non-bank financial companies deemed systemically significant
to stricter prudential standards and other requirements and to
subject such companies to a special orderly liquidation process
outside the federal Bankruptcy Code, administered by the
Federal Deposit Insurance Corporation. Insurance company
subsidiaries of systemically significant companies would remain
subject to liquidation and rehabilitation proceedings under
state law, although the FSOC is authorized to direct that such a
proceeding be commenced against the insurer under state law.
Systemically significant companies are also required to prepare
resolution plans, so-called “living wills,” that set out how they
could most efficiently be liquidated if they endangered the U.S.
financial system or the broader economy. Insurance companies
that are found to be systemically significant are permitted, in
some circumstances, to submit abbreviated versions of such



plans. Proposed rules regarding heightened prudential stan-
dards for systemically significant companies would impose new
capital, liquidity, counterparty credit exposure and governance
standards, and they would also subject such companies to
restrictions on their activities and management if they appear to
be at risk of liquidation. There are no exceptions for insurance
companies in these proposed regulations. In addition, the
Dodd-Frank Act establishes a Federal Insurance Office within
the Department of the Treasury. While not having a general
supervisory or regulatory authority over the business of
insurance, the director of this office will perform various func-
tions with respect to insurance, including serving as a
non-voting member of the FSOC and making recom-
mendations to the FSOC regarding insurers to be designated
for more stringent regulation. The director is also required to
conduct a study on how to modernize and improve the system
of insurance regulation in the United States, including by
increasing national uniformity through either a federal charter
or effective action by the states.

The Dodd-Frank Act imposes new restrictions on the
sponsorship of and investment in private equity funds and
hedge funds by companies that are affiliated with an insured
depository institution. While we are not affiliated with such an
institution or with anyone who is, these restrictions may affect
the value and salability of any interest we may have in such
funds.

Federal agencies have been given significant discretion in
drafting the rules and regulations that will implement the
Dodd-Frank Act. In addition, this legislation mandated multi-
ple studies and reports for Congress, which could in some cases
result in additional legislative or regulatory action.

We cannot predict the requirements of the regulations
ultimately adopted under the Dodd-Frank Act or any such
additional legislation, the effect such legislation or regulations
will have on financial markets generally, or on our businesses
specifically, the additional costs associated with compliance
with such regulations or legislation, or any changes to our
operations that may be necessary to comply with the Dodd-
Frank Act, any of which could have a material adverse effect on
our business, results of operations, cash flows or financial con-
dition. We also cannot predict whether other federal initiatives
will be adopted or what impact, if any, such initatives, if
adopted as laws, may have on our business, financial condition
or results of operations.

Changes in tax laws

Changes in tax laws could make some of our prod-
ucts more or less attractive to consumers. For example,
the federal estate tax exclusion amount was recently increased
to $5 million, as adjusted for inflation ($5,120,000 for 2012),
by the Tax Relief, Unemployment Insurance Reauthorization,
and Job Creation Act of 2010. The legislation also permits a
surviving spouse to succeed to any unused federal estate tax
exclusion amount of the deceased spouse. This permits the
beneficiary of a survivorship life policy to receive a larger death

benefit free of estate tax on the second spouse’s death than
would have been allowed under prior law, potentially making
such policies more attractive to affluent customers. However,
since the estate tax exclusion had been $3.5 million in
2009, and our policyholders are generally not high net
worth individuals who would be subject to the estate tax, we
believe that these developments will have little effect on current
sales of life insurance. The scheduled reversion of individual
income tax, dividend and capital gain rates to previous levels in
tax years after 2010 was put on hold for two years, delay-
ing to at least 2013 any incentive provided by rising tax rates
for investors to buy our fixed deferred annuity products.

U.K. Insurance Regulation
General

Insurance and reinsurance businesses in the United King-
dom are subject to regulation by the Financial Services Author-
ity (“FSA”), which has authorized certain of our UK.
subsidiaries to effect and carry out contracts of insurance in the
United Kingdom. Insurers authorized by the FSA in the
United Kingdom are generally able to operate throughout the
European Union, subject to satisfying certain FSA require-
ments and, in some cases, additional local regulatory provi-
sions. Certain of our UK. subsidiaries operate in other
European Union member states through establishment of
branch offices.

Supervision

The FSA has adopted a risk-based approach to the super-
vision of insurers whereby it periodically performs a formal risk
assessment of insurance companies or groups conducting busi-
ness in the United Kingdom. After each risk assessment, the
FSA will inform the insurer of its views on the insurer’s risk
profile, including details of remedial action the FSA requires
and the likely consequences of not taking such actions. The
FSA also supervises the management of insurance companies
through the “approved persons” regime, which subjects to FSA
approval any person who performs certain specified “controlled
functions” for or in relation to a regulated entity.

In addition, the FSA supervises the sale of general
insurance, including certain lifestyle protection and mortgage
insurance products. Under FSA rules, persons involved in the
sale of general insurance (including insurers and distributors)
are prohibited from offering or accepting any inducement in
connection with the sale of general insurance that is likely to
conflict materially with their duties to insureds. Although the
rules do not generally require disclosure of broker compensa-
tion, the insurer or distributor must disclose broker compensa-
tion at the insured’s request.

The U.K. government announced in 2010 that the FSA
will be replaced by two new agencies, the Prudential Regulatory
Authority (“PRA”) and the Financial Conduct Authority
(“FCA”). The PRA will be responsible for prudential regulation
of banks and insurers, while the FCA will be responsible for the
conduct of business regulation and the wholesale and retail
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markets. The legislation covering this change is anticipated to
be passed during the course of 2012. Our U.K. insurance sub-
sidiaries will be subject to regulation by both the PRA and the
FCA.

Solvency requirements

Under FSA rules, insurers must maintain a minimum
amount of capital resources for solvency purposes at all times,
the calculation of which depends on the type, amount and
claims history of the insurer. Failure to maintain the required
minimum amount of capital resources is one of the grounds on
which the FSA may exercise its wide powers of intervention. In
addition, an insurer that is part of a group is required to per-
form and submit to the FSA a capital resources calculation
return in respect of the following:

— The solvency capital resources available to the U.K. insurer’s
European group defined by reference to the U.K. insurer’s
ultimate parent company domiciled in the European Eco-
nomic Area.

— The solvency capital resources available to the U.K. insurer’s
worldwide group defined by reference to the U.K. insurer’s
ultimate parent company. This requirement is only a report-
ing requirement.

There will be fundamental changes to the existing solvency
capital regime for all insurers and reinsurers operating in
Europe as a result of the introduction of the Solvency II direc-
tive. Currently, these changes are expected to be effective by
January 1, 2014 with a transition period starting on January 1,
2013. At this stage, it is not possible to predict the impact these
changes will have on our operations.

Restrictions on dividend payments

The U.K. Companies Act 2006 prohibits U.K. companies
from making a distribution such as a dividend to their stock-
holders unless they have “profits available for distribution,” the
determination of which is based on the company’s audited
accumulated realized profits (so far as not previously utilized by
distribution) less its accumulated realized losses (so far as not
previously written off).

Intervention and enforcement

The FSA has extensive powers to intervene in the affairs of
an insurer or authorized person and has the power, among
other things, to enforce and take disciplinary measures in
respect of breaches of its rules. Such powers include the power
to vary or withdraw any authorizations.

Bermuda Insurance Regulation

The Bermuda Monetary Authority (the “BMA”) regulates
all financial institutions operating in or from Bermuda, includ-
ing our Bermudian captive insurance companies. Specific regu-
lation varies in Bermuda depending on whether the insurance
company has been granted a long-term business license or a
general business license and by the class under which
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each company falls within such licenses. Regardless of license or
class, all companies are required to maintain minimum capital
and surplus levels and minimum solvency standards and are
subject to auditing and reporting requirements.

Under Bermuda’s Insurance Act 1978, in addition to the
ability to pay dividends from retained earnings subject to cer-
tain procedures and compliance with applicable financial mar-
gins, Bermuda insurance companies may distribute up to 15%
of their total paid-in or contributed capital without the prior
approval of the BMA. Insurance companies may apply to the
BMA to make distributions in excess of such level.

In recent years, the BMA has issued numerous detailed
proposals to enhance its solvency, governance and disclosure
requirements for insurance companies. The BMA has indicated
that such requirements have been proposed in: order for
Bermuda to achieve consistency with changes being developed
by other leading insurance regulators worldwide, and in so
doing achieve equivalence with Solvency II. Until the BMA
finalizes such proposals, we cannot be certain of their impact
on our Bermudian captive insurance companies or the impact,
if any, on our business, financial condition or results of oper-
ation. At the present time, however, we believe that each of our
Bermudian captive insurance companies will meet or exceed the
new solvency requirements in Bermuda. S

Mortgage Insurance
State regulation
General ‘

Mortgage insurers generally are limited by Insurance Laws
to writing mortgage insurance business exclusively, prohibiting
our mortgage insurers from directly writing other types of
insurance. Mortgage insurers are not subject to the NAIC’s
RBC requirements but are subject to other capital requirements
placed directly on mortgage insurers. Generally, mortgage
insurers are required by certain states and other regulators to
maintain a risk-to-capital ratio not to exceed 25:1. North Caro-
lina law grants discretion to the Commissioner of the North
Carolina Department of Insurance (“NCDOI”), which is the
domiciliary insurance regulator for our U.S. mortgage insurers,
through mid-2015 to allow a mortgage insurer to exceed the
25:1 requirement if the Commissioner finds that such insurer’s
contingency reserves and surplus are reasonable in relationship
to its aggregate insured risk and adequate to its financial needs,
taking into account a number of specified factors. Similar legis-
lative or regulatory initiatives have been proposed or enacted in
a number of other states that impose a similar risk-to-capital
requirement on mortgage insurers.

As of December 31, 2011, Genworth Mortgage Insurance
Corporation (“GEMICO”), our pri_mary U.S. mortgage
insurance subsidiary, exceeded the maximum risk-to-capital
ratio of 25:1 established under North Carolina law and
enforced by the NCDOL. As of December 31, 2011 and 2010,
GEMICO?’s risk-to-capital ratio was approximately 32.9:1 and
23.8:1, respectively. However, 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. 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 busi-
ness in North Carolina. Sixteen states (including North Caro-
lina) 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 con-
tinue to write new business, although two such waivers are no
longer in effect as of December 31, 2011. Consequently,
GEMICO was authorized to write new business in 44 states as
of December 31, 2011.

GEMICO is unable to write new business in the six states
with risk-to-capital requirements where it was not able to
obtain or no longer operates with the benefit of a waiver. From
December 31, 2010 until July 31, 2011 in the case of three of
these states (and for a longer period for the fourth state), we
wrote new insurance through another of our U.S. mortgage
insurance  subsidiaries, Genworth Residential Mortgage
Insurance Corporation of North Carolina (“GRMIC-NC”).
With the approval of applicable state insurance regulators and
the GSEs, after July 31, 2011, we began writing new business
through Genworth Residential Mortgage Assurance Corpo-
ration (“GRMAC”) in three of these states (and after
December 31, 2011, in the two additional states with alter-
native risk-to-capital waiver limitations) while continuing to
use GRMIC-NC to write new business in the sixth state. Fred-
die Mac’s and Fannie Mae’s approvals of this arrangement
expire on July 31, 2012 and December 31, 2012, respectively.

Reserves

Insurance Laws require our U.S. mortgage insurers to estab-
lish a special statutory contingency reserve in their statutory
financial statements to provide for losses in the event of sig-
nificant economic declines. Annual additions to the statutory
contingency reserve must equal 50% of net earned premiums as
defined by Insurance Laws. These contingency reserves gen-
erally are held until the earlier of (i) the time that loss ratios
exceed 35% or (ii) ten years, although regulators have granted
discretionary releases from time to time. This reserve reduces
the policyholder surplus of our U.S. mortgage insurers, and
therefore, their ability to pay dividends to us. Since the loss
ratio of our U.S. mortgage insurers exceeded 35% in 2011, the
regulator granted us approval to release a portion of the stat-
utory contingency reserve in accordance with prescribed
Insurance Laws. As a result, the statutory contingency reserve
for our U.S. mortgage insurers was approximately $4 million as
of December 31, 2011.

Federal regulation

In addition to federal laws that directly affect mortgage
insurers, private mortgage insurers are affected indirectly by
federal legislation and regulation affecting mortgage originators
and lenders, by purchasers of mortgage loans such as Freddie
Mac and Fannie Mae, and by governmental insurers such as the
FHA and VA. For example, changes in federal housing legis-
lation and other laws and regulations that affect the demand for
private mortgage insurance may have a material effect on pri-
vate mortgage insurers. Legislation or regulation that increases
the number of people eligible for FHA or VA mortgages could
have a materially adverse effect on our ability to compete with
the FHA or VA.

The Homeowners Protection Act provides for the auto-
matic termination, or cancellation upon a borrower’s request,
of private mortgage insurance upon satisfaction of certain con-
ditions. The Homeowners Protection Act applies to owner-
occupied residential mortgage loans regardless of lien priority
and to borrower-paid mortgage insurance closed after July 29,
1999. FHA loans are not covered by the Homeowners Pro-
tection Act. Under the Homeowners Protection Act, automatic
termination of mortgage insurance would generally occur once
the loan-to-value ratio reaches 78%. A borrower generally may
request cancellation of mortgage insurance once the actual
payments reduce the loan balance to 80% of the home’s origi-
nal value. For borrower-initiated cancellation of mortgage
insurance, the borrower must have a “good payment history” as
defined by the Homeowners Protection Act.

The Real Estate Settlement and Procedures Act of 1974
(“RESPA”) applies to most residential mortgages insured by
private mortgage insurers. Mortgage insurance has been
considered in some cases to be a “settlement service” for pur-
poses of loans subject to RESPA. Subject to limited exceptions,
RESPA precludes us from providing services to mortgage lend-
ers free of charge, charging fees for services that are lower than
their reasonable or fair market value, and paying fees for serv-
ices that others provide that are higher than their reasonable or
fair market value. In addition, RESPA prohibits persons from
giving or accepting any portion or percentage of a charge for a
real estate settlement service, other than for services actually
performed. Although many states prohibit mortgage insurers
from giving rebates, RESPA has been interpreted to cover many
non-fee services as well. Mortgage insurers and their customers
are subject to the possible sanctions of this law, which may be
enforced by the U.S. Department of Housing and Urban
Development Administration (“HUD”), state insurance
departments, state attorneys general and other enforcement
authorities.

The Equal Credit Opportunity Act (‘ECOA”) and the
Fair Credit Reporting Act (“FCRA”) also affect the business of
mortgage insurance in various ways. ECOA, for example, pro-
hibits discrimination against certain protected classes in credit
transactions. FCRA governs the access and use of consumer
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credit information in credit transactions and requires notices to
consumers in certain circumstances.

Most originators of mortgage loans are required to collect
and report data relating to a mortgage loan applicant’s race,
nationality, gender, marital status and census tract to HUD or
the Federal Reserve under the Home Mortgage Disclosure Act
of 1975 (“HMDA”). The purpose of HMDA is to detect
possible impermissible discrimination in home lending and,
through disclosure, to discourage such discrimination. Mort-
gage insurers are not required to report HMDA data although,
under the laws of several states, mortgage insurers currently are
prohibited from discriminating on the basis of certain classi-
fications. Mortgage insurers have, through Mortgage Insurance
Companies of America, entered voluntarily into an agreement
with the Federal Financial Institutions Examinations Council
to report the same data on loans submitted for insurance as is
required for most mortgage lenders under HMDA.

International regulation
Canada

The Office of the Superintendent of Financial Institutions
(“OSFI”) provides oversight to all federally incorporated finan-
cial institutions, including our Canadian mortgage insurance
company, Genworth Financial Mortgage Insurance Company
Canada, an indirect wholly-owned subsidiary of Genworth
Canada. OSFI does not have enforcement powers over market
conduct issues in the insurance industry, which are a provincial
responsibility. The Bank Act, Insurance Companies Act and
Trust and Loan Companies Act prohibit Canadian banks, trust
companies and insurers from extending mortgage loans where
the loan value exceeds 80% of the property’s value, unless
mortgage insurance is obtained in connection with the loan. As
a result, all mortgages issued by these financial institutions with
a loan-to-value ratio exceeding 80% must be insured by a
qualified insurer or CMHC. Legislation became effective in
Canada in 2010 that, among other things, amended these stat-
utes to prohibit such financial institutions from charging bor-
rowers amounts for mortgage insurance that exceed the lender’s
actual costs and impose new disclosure obligations in respect of
mortgage insurance.

The Government Guarantee Agreement in place with the
Canadian government guarantees the benefits payable under
mortgage insurance policies, less 10% of the original principal
amount of an insured loan, in the event that we fail to make
claim payments with respect to that loan because of insolvency.
We pay the Canadian government a risk premium for this
guarantee and make other payments to a reserve fund in respect
of the government’s obligation. Because banks are not required
to maintain regulatory capital on an asset backed by a sovereign
guarantee, our 90% sovereign guarantee permits lenders pur-
chasing our mortgage insurance to reduce their regulatory capi-
tal charges for credit risks on mortgages by 90%. In addition to
recent amendments made to the Government Guarantee
Agreement, the Canadian Department of Finance has informed
us that they intend to continue to review the Government
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Guarantee Agreement we have with the Canadian government
and we remain engaged in ongoing discussions with Depart-
ment of Finance officials on this matter.

The Insurance Companies ‘Act of Canada. provndes that
dividends may only be declared by the board of directors of the
Canadian insurer and paid if there are reasonable grounds to
believe that the payment of the dividend would not cause the
insurer to be in violation of its minimum capital and liquidity
requirements. Also, we are required to notify OSFI at feast 15
days prior to the dividend payment date.

The legislative requirement in Canada to obtain mortgage
insurance on high loan-to-value mortgages and the favorable
capital treatment given to financial institutions because of our
90% sovereign guarantee effectively preclude these financial
institutions from issuing simultaneous second mortgage prod-
ucts similar to those offered in the United States.

As a public company that is traded on the Toronto Stock
Exchange (the “TMX”), Genworth Canada is subject to secu-
rities laws and regulation in each province in Canada, as well as
the reporting requirements of the TMX.

Australia

APRA regulates all ADIs in:Australia and life, general and
mortgage insurance companies. APRA’s license conditions
require Australian mortgage insurers to be monoline insurers,
which are insurers offering just one type of insurance product.
APRA’s regulations apply to individual licensed insurers and to
the relevant Australian-based holding company and group.

APRA also sets minimum capital levels and monitors
corporate governance requirements, including our risk
management strategy. In this regard,” APRA reviews our man-
agement, controls, processes, reporting and methods by which
all risks are managed, including an annual financial condition
report and an annual report on insurance liabilities by an
appointed actuary. APRA also requires us to submit our risk
management strategy and reinsurance management strategy,
which outlines our use of reinsurance in Australia, annually and
more frequently if there are material changes.

In setting minimum capital levels for mortgage insurers,
APRA requires them to ensure they have sufficient capital to
withstand a hypothetical three-year stress loss scenario defined
by APRA. These regulations include increased mortgage
insurers’ capital requirements for insured loans that are corisid-
ered to be non-standard. APRA also imposes quartetly report-
ing obligations on mortgage insurers with respect to risk
profiles, reinsurance arrangements and financial position.

During 2010, APRA issued detailed proposals to revise the
capital requirements for all insurers it regulates. Following
receipt of feedback from the industry, including quantitative
analyses from market participants, APRA published updated
proposals in March and December 2011. These proposals will,
subject to feedback, be incorporated in revised prudential and
reporting standards during 2012 with an effective date in Jan-
uary 2013. The current drafts of the new standards do not
appear to indicate a material change to the regulatory capital



requirements for our business. As these standards have not yet
been finalized, we are unable to determine the ultimate impact
that these new regulations will have on our regulatory capital
requirements.

In addition, APRA determines the capital requirements for
ADIs and has reduced capital requirements for certain ADIs
that insure residential mortgages with an “acceptable” mortgage
insurer for all non-standard mortgages and for standard mort-
gages with loan-to-value ratios above 80%. APRA’s regulations
currently set out a number of circumstances in which a loan
may be considered to be non-standard from an ADI’s per-
spective. APRA rules also provide that LMI on a
non-performing loan (90 days plus arrears) protects most ADIs
from having to increase the regulatory capital on the loan to a
risk-weighting of 100%. These regulations include a definition
of an “acceptable” mortgage insurer and eliminate the reduced
capital requirements for ADIs in the event that the mortgage
insurer has contractual recoutse to the ADI or a member of the
ADT’s consolidated group.

In December 2010, the Australian government announced
a series of banking reforms designed to promote greater com-
petition in the Australian banking industry. One key aspect of
the proposals involved boosting consumer flexibility to transfer
deposits and mortgages. In particular, the Australian govern-
ment announced that it would consider instructing the Austral-
ian treasury department to accelerate the development of
potential frameworks to transfer LMI policies between lenders
and introduce a central registry for mortgages. Currently, LMI
policies are not transportable between lenders and are issued to
a particular lender in respect of a particular loan. In our
Australian mortgage insurance business, we offer rebate options
to lenders whereby up to 40% of the premium is refunded to
the consumer if the loan is discharged in the first year, decreas-
ing to 20% in the second year of the mortgage, although many
lenders elect to take a non-refundable option in order to receive
a lower overall premium structure. The Australian government
has subsequently announced that it does not intend to make
LMI portable but rather seek the introduction of a LMI Key
Fact Sheet which lenders will be required to give to borrowers.

APRA has the power to impose restrictions on our ability
to declare and pay dividends based on a number of factors,
including the impact on our minimum regulatory capital ratio.

United Kingdom and Europe

The United Kingdom is a member of the European Union
and applies the harmonized system of regulation set out in the
European Union directives. Our authorization to provide
mortgage insurance in the United Kingdom enables us to offer
our products in all the European Union member states, subject
to certain regulatory requirements of the FSA and, in some
cases, local regulatory requirements. We can provide mortgage
insurance only in the classes for which we have authorization
under applicable regulations and must maintain required risk
and capital reserves. We are also subject to the oversight of
other regulatory agencies in other countries throughout Europe

where we do business. For more information about U.K.
insurance regulation that affects our mortgage subsidiaries that
operate in the United Kingdom, see “—U.K. Insurance
Regulation.”

Other Non-U.S. Insurance Regulation

We operate in a number of countries around the world in
addition to the United States, Canada, Australia, the United
Kingdom and Bermuda. Generally, our subsidiaries (and in
some cases our branches) conducting business in these coun-
tries must obtain licenses from local regulatory authorities and
satisfy local regulatory requirements, including those relating to
rates, forms, capital, reserves and financial reporting.

Other Laws and Regulations

Securities regulation

Certain of our U.S. subsidiaries and certain policies, con-
tracts and services offered by them, are subject to regulation
under federal and state securities laws and regulations of the
SEC, state securities regulators and FINRA. Certain of our
U.S. subsidiaries are investment advisors registered under the
Investment Advisers Act of 1940 or applicable state securities
laws. Certain of their employees are licensed as investment
advisory representatives in states as required by state law. Two
of our U.S. investment adviser subsidiaries manage investment
companies that are registered with the SEC under the Invest-
ment Company Act of 1940. In addition, most of our
insurance company separate accounts are registered under the
Investment Company Act of 1940. Most of our variable
annuity contracts and all of our variable life insurance policies,
as well as our FABNs issued by one of our U.S. subsidiaries as
part of our registered notes program are registered under the
Securities Act of 1933. Certain of our U.S. subsidiaries are
registered and regulated as broker/dealers under the Securities
Exchange Act of 1934 and are members of, and subject to regu-
lation by FINRA, as well as by various state and local regu-
lators. The registered representatives of our broker/dealers are
also regulated by the SEC and FINRA and are subject to appli-
cable state and local laws.

These laws and regulations are primarily intended to pro-
tect investors in the securities markets and generally grant
supervisory agencies broad administrative powers, including the
power to limit or restrict the conduct of business for failure to
comply with such laws and regulations. In such event, the
possible sanctions that may be imposed include suspension of
individual employees, limitations on the activities in which the
investment adviser or broker/dealer may engage, suspension or
revocation of the investment adviser or broker/ dealer registra-
tion, censure or fines. We may also be subject to similar laws
and regulations in the states and other countries in which we
provide investment advisory services, offer the products
described above or conduct other securities-related activities.

Certain of our U.S. subsidiaries also sponsor and manage
investment vehicles that rely on certain exemptions from regis-
tration under the Investment Company Act of 1940 and the
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Securities Act of 1933. Nevertheless, certain provisions of the
Investment Company ‘Act of 1940 and the Securities Act of
1933 apply to these investment vehicles and the securities
issued by such vehicles in certain circumstances. The Invest-
ment Company Act of 1940, the Investment Advisers Act of
1940, the Securities Exchange Act of 1934 and the Securities
Act of 1933, including the rules and regulations promulgated
thereunder, are subject to change, which may affect our U.S.
subsidiaries that sponsor and manage such investment vehicles.

The SEC, FINRA, state attorneys general, other federal
offices and the New York Stock Exchange may conduct peri-
odic examinations, in addition to special or targeted examina-
tions of us and/or specific products. These examinations or
inquiries may include, but are not necessarily limited to, prod-
uct disclosures and sales issues, financial and accounting dis-
closure and operational issues. Often examinations are “sweep
exams” whereby the regulator reviews current issues facing the
financial or insurance industry as a whole.

Reverse mortgage regulation

Genworth  Financial Home Equity Access, Inc.
(“GFHEA”), our wholly-owned subsidiary, is an originator of
reverse mortgage loans. GFHEA is subject to various federal
and state laws and regulations including mortgage banking laws
and regulations (“Mortgage Banking Laws”), as well as other
federal and state laws and regulations protecting privacy and
other consumer rights. GFHEA is regulated by the mortgage
banking departments of the states in which it is licensed, as well
as the FHA with respect to loans insured through HUD.

In addition, mortgage banking authorities (including state
law enforcement agencies and attorneys general) increasingly
make inquiries regarding compliance with Mortgage Banking
Laws and other applicable laws and regulations, and we
cooperate with such inquiries and take corrective action when
warranted. HUD conducts periodic, detailed examinations of
the loans and business practices of issuers of reverse mortgage
loans it insures.

Environmental considerations

As an owner and operator of real property, we are subject
to extensive U.S. federal and state and non-U.S. environmental
laws and regulations. Potential environmental liabilities and
costs in connection with any required remediation of such
properties is also an inherent risk in property ownership and
operation. In addition, we hold equity interests in companies,
and have made loans secured by properties, that could poten-
tially be subject to environmental liabilities. We routinely have
environmental assessments performed with respect to real estate
being acquired for investment and real property to be acquired
through foreclosure. We cannot provide assurance that
unexpected environmental liabilities will not arise. However,
based upon information currently available to us, we believe
that any costs associated with compliance with environmental
laws and regulations or any remediation of such properties will
not have a material adversé effect on our business, financial
condition or results of operations.
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ERISA considerations

We provide certain products and services to employee
benefit plans that are subject to the Employee Retirement
Income Security Act (‘ERISA”) or the Internal Revenue Code.
As such, our activities are subject to the restrictions imposed by
ERISA and the Internal Revenue Code, including the require-
ment under ERISA that fiduciaries must perform their duties
solely in the interests of ERISA plan participants and beneficia-
ries, and fiduciaries may not cause or permit a covered plan to
engage in certain prohibited transactions with persons who
have certain relationships with respect to such plans. The
applicable provisions of ERISA and the Internal Revenue Code
are subject to enforcement by the U.S. Department of Labor,
the Internal Revenue Service (“IRS”) and the Pension Benefit
Guaranty Corporation.

USA PATRIOT Act

The USA PATRIOT Act of 2001 (the “Patriot Act”),
enacted in response to the terrorist attacks on September 11,
2001, contains anti-money laundering and financial trans-
parency laws and mandates the implementation of various new
regulations applicable to broker/dealers and other financial
services companies including insurance companies. The Patriot
Act seeks to promote cooperation among financial institutions,
regulators and law enforcement entities in identifying parties
who may be involved in terrorism or money laundering. Anti-
money laundering laws outside of the United States contain
similar provisions. The increased obligations of financial
institutions to identify their customers, watch for and report
suspicious transactions, respond to requests for information by
regulatory authorities and law enforcement agencies, and share
information with other financial institutions, require the
implementation and maintenance of internal practices, proce-
dures and controls. We believe that we have implemented, and
that we maintain, appropriate internal practices, procedures
and controls to enable us to comply with the provisions of the
Patriot Act. Certain additional requirements became applicable
under the Patriot Act in May 2006 through a U.S. Treasury
regulation which required that certain insurers have anti-money
laundering compliance plans in place. We believe our internal
practices, procedures and controls comply with these require-
ments.

Privacy of consumer information

U.S. federal and state laws and regulations require financial
institutions, including insurance companies, to protect the
security and confidentiality of consumer financial information
and to notify consumers about the companies’ policies and
practices relating to their collection and disclosure of consumer
information and their policies relating to protecting the security
and confidentiality of that information. Similarly, federal and
state laws and regulations also govern the disclosure and secu-
rity of consumer health information. In particular, regulations
promulgated by the U.S. Department of Health and Human
Services and the Federal Trade Commission regulate the dis-
closure and use of protected health information by health



insurers and others, the physical and procedural safeguards
employed to protect the security of that information, including
certain notice requirements in the event of security breaches,
and the electronic transmission of such information. Congress
and state legislatures are expected to consider additional legis-
lation relating to privacy and other aspects of consumer
information.

In Europe, the collection and use of personal information
is subject to strict regulation. The European Union’s Data
Protection Directive establishes a series of privacy requirements
that European Union member states are obliged to enact into
their national legislation. Certain European Union countties
have additional national law requirements regarding the use of
private data. Other European countries that are not European
Union member states have similar privacy requirements in their
national laws. These requirements generally apply to all busi-
nesses, including insurance companies. In general, companies
may process personal information only if consent has been
obtained from the individuals concerned or if certain other
conditions are met. These other requirements include the
provision of notice to customers and other persons concerning
how their personal information is used and disclosed, limi-
tations on the transfer of personal information to countries
outside the European Union, registration with the national
privacy authorities, where applicable, and the use of appropriate
information security measures against the access or use of per-
sonal information by unauthorized persons. Similar laws and
regulations protecting the security and confidentiality of con-
sumer and financial information are also in effect in Canada,
Australia and other countries in which we operate.

EMPLOYEES

As of December 31, 2011, we had approximately 6,400
full-time and part-time employees. We believe our employee
relations are satisfactory.

DIRECTORS AND EXECUTIVE OFFICERS

See Part III, Item 10 of this Annual Report on Form 10-K

for information about our directors and executive officers.

AVAILABLE INFORMATION

Our Annual Report on Form 10-K, Quarterly Reports on
Form 10-Q, Current Reports on Form 8-K and amendments
to those reports filed or furnished pursuant to Section 13(a)
or 15(d) of the Exchange Act are available, without charge, on
our website, www.genworth.com, as soon as reasonably
practicable after we file such reports with the SEC. Our SEC
filings are also accessible through the Internet on the SEC’s
web site at www.sec.gov. Copies are also available, without
charge, from Genworth Investor Relations, 6620 West Broad
Street, Richmond, VA 23230.

Our website also includes the charters of our Audit
Committee, Nominating and Corporate Governance Commit-
tee, Legal and Public Affairs Committee, and Management
Development and Compensation Committee, any key practices
of these committees, our Governance Principles, and our
company’s code of ethics. Copies of these materials also are
available, without charge, from Genworth Investor Relations, at
the above address. Within the time period required by the SEC
and the New York Stock Exchange, we will post on our website
any amendment to our code of ethics and any waiver applicable
to any of our directors, executive officers or senior financial
officers.

On May 27, 2011, our Chairman of the Board, President
and Chief Executive Officer certified to the New York Stock
Exchange that he was not aware of any violation by us of the

New York Stock Exchange’s corporate governance listing stan-
dards.

TRANSFER AGENT AND REGISTRAR

Our Transfer Agent and Registrar is Computershare Share-
owner Services LLC, P.O. Box 358015, Pittsburgh, PA 15252-
8015. Telephone: 866-229-8413; 201-680-6578 (outside the
United States and Canada may call collect); and 800-231-5469
(for hearing impaired).

ITEM 1A. RISK FACTORS

You should carefilly consider the following risks. These risks
could materially affect our business, results of operations or finan-
cial condition, cause the trading price of our common stock to
decline materially or cause our actual results to differ materially
from those expected or those expressed in any forward-looking
statements made by us or on our behalf. These risks are not
exclusive, and additional risks to which we are subject include, but
are not limited to, the factors mentioned under “Cautionary note
regarding forward-looking statements” and the risks of our busi-
nesses described elsewhere in this Annual Report on Form 10-K for
the year ended December 31, 2011.

RISKS RELATING TO OUR BUSINESSES

Downturns and volatility in global economies and equity and
credit markets could materially adversely affect our business
and results of operations.

Our results of operations are materially affected by the
state of the global economies in which we operate and con-
ditions in the capital markets we access. Factors such as higher
unemployment, lower consumer spending, lower business
investment, higher government spending, the volatility and
strength of the global capital markets, and inflation all affect
the business and economic environment and, ultimately, the
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amount and profitability of our business. The recessionary state
and the volatility of many economies have fueled uncertainty
and downturns in global mortgage markets have contributed to
increased volatility in our business and results of operations.
This uncertainty and volatility has impacted, and may continue
to impact, the demand for certain financial and insurance
products. As a result, we may experience an elevated incidence
of claims and lapses or surrenders of policies, and some of our
policyholders may choose to defer paying insurance premiums
or stop paying insurance premiums altogether.

If domestic and international equity and credit markets
experience heightened volatility and turmoil, issuers that have
exposure to the mortgage and credit markets would be partic-
ularly affected. These events would have an adverse effect on
us, in part because we have exposure to such issuers in our
investment portfolio and also because such events can influence
customer behavior. In addition, given continuing economic
challenges, issuers of the fixed-income securities and commer-
cial mortgage loans that we own may default on principal and
interest payments and we could experience significant declines
in the value of our investment portfolio. Securities that are less
liquid could also become more difficult to value and could be
hard to dispose of in this economic environment.

The economic downturn has had, and continues to have,
an adverse effect on our ability to efficiently access capital
markets for capital management purposes, including the issu-
ance of fixed and floating rate non-recourse funding obligations
for purposes of supporting our term and universal life insurance
products. If credit markets remain tight, this could have a con-
tinuing adverse impact on our profitability, liquidity and access
to funding opportunities.

Downturns and volatility in equity markets may also cause
some existing customers to withdraw cash values or reduce
investments in our separate account products, which include
variable annuities. In addition, if the performance of the under-
lying mutual funds in the separate account products experience
downturns and volatility for an extended period of time, the
payment of any living benefit guarantee available in certain
variable annuity products may have an adverse effect on us,
because more payments will be required to come from general
account assets than from contractholder separate account
investments. Continued equity market volatility could result in
additional losses in our variable annuity products and asso-
ciated hedging program which will further challenge our ability
to recover deferred acquisition costs (‘DAC”) on these prod-
ucts and could lead to additional write-offs of DAC, as well as
increased hedging costs.

Our revenues and returns from our mutual fund wrapped
and separately managed account products and services could
also be impacted by downturns and volatility in equity markets.
Because these products and services generate fees generally from
the value of assets under management, a decline in the equity
markets could reduce our revenues by reducing the value of the
investment assets we manage. Downturns in equity markets
could also lead to an increase in liabilities associated with
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secondary guarantee features, such as guaranteed minimum
benefits on separate account products, where we have equity
market risk exposure.

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.

Financial strength ratings, which various rating agencies
publish as measures of an insurance company’s ability to meet
contractholder and policyholder obligations, are important to
maintaining public confidence in our products, the ability to
market our products and our competitive position. Credit rat-
ings, which rating agencies publish as measures of an entity’s
ability to repay its indebtedness, are important to our ability to
raise capital through the issuance of debt and other forms of
credit and to the cost of such financing.

A ratings downgrade could occur for a variety of reasons,
including reasons specifically related to our company, generally
related to our industry or the broader financial services industry
or as a result of changes by the rating agencies in their method-
ologies or rating criteria. A negative outlook on our ratings or a
downgrade in any of our financial strength or credit ratings, the
announcement of a potential downgrade, or customer concerns
about the possibility of a downgrade, could have a material
adverse effect on our business, financial condition and results of
operations. These direct or indirect effects could include:

— reducing new sales of insurance products, annuities and other
investment products;

— requiring us to modify some of our existing products or serv-
ices to remain competitive, or introduce new products or
services;

— adversely affecting our relationships with key distributors,
independent sales intermediaries and our dedicated sales
specialists, including the loss of exclusivity under certain
agreements with our independent sales intermediaries;

— materially increasing the number or amount of policy sur-
renders and withdrawals by contractholders and policy-
holders;

~ requiring us to post additional collateral or terminate con-
tracts under the terms of agreements with derivative
counterpatties, or to provide support in the form of collater-
al, capital contributions or letters of credit under the terms of
certain of our reinsurance, securitization and other agree-
ments;

— adversely affecting our ability to maintain reinsurance
assumed or obtain new reinsurance or obtain it on reasonable
pricing terms;

— adversely affecting our ability to raise capital; and

— increasing our cost of borrowing.

In addition, Fannie Mae and Freddie Mac require main-
tenance of a financial strength rating by at least two out of
three listed rating agencies (S&P, Fitch and Moody’s) of at
least “AA-"/“Aa3” (as applicable); otherwise additional limi-



tations or requirements may be in the case of Fannie Mae or
will be in the case of Freddie Mac imposed for eligibility to
insure loans purchased by the GSEs. In February 2008, Fannie
Mae and Freddie Mac temporarily suspended their ratings
requirements for top tier mortgage insurers, subject to sub-
mission of an acceptable remediation plan. We have submitted
remediation plans to both GSEs and to date have not been
advised that either intends to impose additional requirements
upon us. As of December 31, 2011, Fannie Mae and Freddie
Mac purchased the majority of the flow loans we insured in the
United States. An inability to insure mortgage loans sold to
Fannie Mae or Freddie Mac, or their transfer of our existing
policies to an alternative mortgage insurer, would have a
materially adverse effect on our financial condition and results
of operations.

Interest rate fluctuations and levels could adversely affect our

business and profitability.

Our insurance and investment products are sensitive to
interest rate fluctuations and expose us to the risk that falling
interest rates or credit spreads will reduce our margin or the
difference between the returns we earn on the investments that
support our obligations under these products and the amounts
that we must pay to policyholders and contractholders. Because
we may reduce the interest rates we credit on most of these
products only at limited, pre-established intervals, and because
some contracts have guaranteed minimum interest crediting
rates, declines in interest rates have adversely affected, and may
continue to adversely affect, the profitability of these products.

During periods of increasing market interest rates, we may
offer higher crediting rates on interest-sensitive products, such
as universal life insurance and fixed annuities, and we may
increase crediting rates on in-force products to keep these
products competitive. In addition, rapidly rising interest rates
may cause increased policy surrenders, withdrawals from life
insurance policies and annuity contracts and requests for policy
loans, as policyholders and contractholders shift assets into
higher yielding investments. Increases in crediting rates, as well
as surrenders and withdrawals, could have an adverse effect on
our financial condition and results of operations, including the
requirement to liquidate fixed-income investments in an
unrealized loss position to satisfy surrenders or withdrawals.

Our life and long-term care insurance products, as well as
our guaranteed benefits on variable annuities, also expose us to
the risk of interest rate fluctuations. The pricing and expected
future profitability of these products are based in part on
expected investment returns. Over time, life and long-term care
insurance products generally produce positive cash flows as
customers pay periodic premiums, which we invest as they are
received. Low interest rates increase reinvestment risk and
reduce our ability to achieve our targeted investment margins
and may adversely affect the profitability of our life and long-
term care insurance products and may increase hedging costs
on our in-force block of variable annuity products. A prolonged
low interest rate environment may negatively impact the suffi-

ciency of our margins on our DAC and present value of future
profits (“PVFP”), which could result in an impairment of these
assets. In addition, certain statutory capital requirements are
based on models that consider interest rates. Prolonged periods
of low interest rates may increase the statutory capital we are
required to hold as well as the amount of assets we must main-
tain to SUpPOrt Statutory reserves.

In both the U.S. and international mortgage markets, ris-
ing interest rates generally reduce the volume of new mortgage
originations. A decline in the volume of new mortgage origi-
nations would have an adverse effect on our new mortgage
insurance written. Rising interest rates also can increase the
monthly mortgage payments for insured homeowners with
adjustable rate mortgages (“ARMs”) that could have the effect
of increasing default rates on ARM loans and thereby increas-
ing our exposure on our mortgage insurance policies. This is
particularly relevant in our international mortgage insurance
business where ARMs are the predominant mortgage product.

Declining interest rates historically have increased the rate
at which borrowers refinance their existing mortgages, thereby
resulting in cancellations of the mortgage insurance covering
the refinanced loans. Declining interest rates historically also
have contributed to home price appreciation, which may pro-
vide borrowers in the United States with the option of cancel-
ling their mortgage insurance coverage earlier than we
anticipated when pricing that coverage. These cancellations
could have an adverse effect on our results from our U.S. mort-
gage insurance business. However, under current housing
market conditions, we are in a period of home price deprecia-
tion in a majority of U.S. markets. Consequently, some bor-
rowers in the United States do not have sufficient equity to
allow refinancing of existing higher rate ARMs for lower rate
mortgage loans, an action that would typically result in the
cancellation of existing mortgage insurance coverage. Such
borrowers are now contributing to higher delinquencies and
foreclosures where they are not able to meet the reset higher
monthly payments due under the terms of the underlying
ARMs. These developments have had an adverse impact on our
U.S. mortgage insurance business.

Interest rate fluctuations also could have an adverse effect
on the results of our investment portfolio. During periods of
declining market interest rates, the interest we receive on varia-
ble interest rate investments decreases. In addition, during
those periods, we may have to reinvest the cash we receive as
interest or return of principal on our investments in lower-
yielding high-grade instruments or in lower-credit instruments
to maintain comparable returns. Issuers of fixed-income secu-
rities may also decide to prepay their obligations in order to
borrow at lower market rates, which exacerbates the risk that
we may have to invest the cash proceeds of these securities in
lower-yielding or lower-credit instruments. During periods of
increasing interest rates, market values of lower-yielding assets
will decline. In addition, our interest rate hedges will decline
which will require us to post additional collateral with our
derivative counterparties.
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Adverse capital and credit market conditions may
significantly affect our access to capital and may affect our
ability to meet liquidity or refinancing requirements in the
future. In addition, we are seeking to extend, replace or
refinance, in part, our credit facilities that expire in May
and August 2012; however, there can be no assurance that
we will be able to extend, replace or refinance these facilities
on terms (or at targeted amounts) acceptable to us or at all.

In the event market or other conditions have an adverse
impact on our capital and liquidity needs beyond expectations
and our sources of liquidity do not satisfy our needs, we could
have to seek additional funding. We may also need to seck
additional funding to refinance existing indebtedness or to
build buffers and manage overall capital and risk profiles at the
holding company. Funding sources could potentially include
the generation of proceeds from the sale of assets (including
assets in our investment portfolio, blocks of business or all or a
portion of a business) or the incurrence of additional debt. In
addition, funding sources could potentially include issuing
equity, with any decision to issue equity considering the degree
to which such an equity issuance would dilute current stock-
holders’ value. All such funding sources could have adverse
impacts on our financial condition, including book value, and
results of operations.

The availability of additional funding will depend on a
variety of factors such as market conditions, regulatory consid-
erations, the general availability of credit, the overall availability
of credit to the financial services industry, the level of activity
and availability of reinsurers or acquirers of assets, our credit
ratings and credit capacity and the performance of and outlook
for our business. Market conditions may make it difficult to
obtain funding or complete asset sales to generate additional
liquidity, especially on short notice. Our access to funding may
be further impaired if our credit or financial strength ratings are
negatively impacted.

Specifically with respect to our credit facilities that expire
in May and August 2012, we are currently exploring the poten-
tial replacement, in part, of these facilities for a lower principal
amount of permitted borrowings and letters of credit or by
pursuing alternative strategies. As of December 31, 2011, we
had no borrowings outstanding under our credit facilities and
had utilized $257 million under these facilities primarily for the
issuance of letters of credit for the benefit of one of our life
insurance subsidiaries. Due to potentially adverse credit market
conditions generally or potentially adverse outlooks with
respect to our industry or the company in particular, there can
be no assurance that we will be able to extend, replace or
refinance these facilities on terms (or at targeted amounts)
acceptable to us or at all.
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Our valuation of fixed maturity, equity and trading securities
may include methodologies, estimations and assumptions
that are subject to differing interpretations and could result
in changes to investment valuations that may materially
adversely affect our results of operations or financial
condition.

Fixed maturity, equity and trading securities are reported
at fair value on our consolidated balance sheets. They represent
the majority of our total cash, cash equivalents and invested
assets. Our portfolio of fixed maturity securities consists
primarily of investment grade securities. Valuations may
include inputs and assumptions that are less observable or
require greater estimation, as well as valuation methods that are
more sophisticated or require greater estimation, thereby result-
ing in values that are less certain and may vary significantly
from the value at which the investments may be ultimately
sold. The methodologies, estimates and assumptions we use in
valuing our investment securities evolve over time and are sub-
ject to different interpretation (including based on develop-
ments in relevant accounting literature), all of which can lead
to changes in the value of our investment securities. Rapidly
changing and unprecedented credit and equity market con-
ditions could materially impact the valuation of investment
securities as reported within our consolidated financial state-
ments, and the period-to-period changes in value could vary
significanty. Decreases in value:may have a material adverse
effect on our results of operations or financial condition.

Defaults, downgrades or other events impacting the value
of our fixed maturity securities portfolio may reduce our
income.

We are subject to the risk that the issuers or guarantors of
fixed maturity securities we own may default on principal or
interest payments they owe us. As of December 31, 2011, fixed
maturity securities of $58.3 billion in our investment portfolio
represented 76% of our total cash, cash equivalents and
invested assets. Events reducing the value of our investment
portfolio other than on a temporary basis could have a material
adverse effect on our business, results of operations and finan-
cial condition. Levels of write-downs or impairments are
impacted by our assessment of the financial condition of the
issuer, whether or not the issuer is expected to pay its principal
and interest obligations or circumstances that would require us
to sell securities which have declined in value.

Our investment portfolio contains investments in secu-
rities in multiple nations, including companies domiciled in the
European Union. Recently, the European Union member
states have experienced increases in their debt levels as a
petcentage of gross domestic product as well as increased



inflation and unemployment as the global economic downturn
has developed. Financial troubles of certain nations can trigger
financial implications in other nations. In particular, a number
of large European banks hold significant amounts of sovereign
financial institution debt of other European nations and could
experience difficulties as a result of defaults or declines in the
value of such debt. If we determine to reposition or realign
portions of the portfolio where we determine to sell certain
securities in an unrealized loss position, we will incur an other-
than-temporary impairment charge.

Defaults on our commercial mortgage loans or the mortgage
loans underlying our investments in commercial mortgage-
backed securities and volatility in performance may adversely

affect our profitability.

Our commercial mortgage loans and investments in
commercial mortgage-backed securities face default risk.
Commercial mortgage loans are stated on our consolidated
balance sheets at unpaid principal balance, adjusted for any
unamortized premium or discount, deferred fees or expenses,
and are net of impairments and valuation allowances. We
establish valuation allowances for estimated impairments as of
the balance sheet date based on information, such as the market
value of the underlying real estate securing the loan, any third-
party guarantees on the loan balance or any cross collateral
agreements and their impact on expected recovery rates.
Commercial mortgage-backed securities are stated on our con-
solidated balance sheets at fair value. In addition, some of our
commercial mortgage loans and the underlying mortgage loans
supporting our investments in commercial mortgage-backed
securities have balloon payment maturities.

Further, any concentration of geographic or sector
exposure in our commercial mortgage loans or the mortgage
loans underlying our investments in commercial mortgage-
backed securities may have adverse effects on our investment
portfolio and consequently on our consolidated results of oper-
ations or financial condition. While we seek to mitigate this
risk by having a broadly diversified portfolio, events or
developments that have a negative effect on any particular
geographic region or sector may have a greater adverse effect on
the investment portfolios to the extent that the portfolios are
exposed.

We may be required to recognize impairments in the value of
our goodwill, which would increase our expenses and reduce

our U.S. GAAP profitability.

Goodwill represents the excess of the amount we paid to
acquire our subsidiaries and other businesses over the fair value
of their net assets at the date of the acquisition. Under U.S.
GAAP, we test the carrying value of goodwill for impairment at
least annually at the “reporting unit” level, which is either an
operating segment or a business one level below the operating
segment. Goodwill is impaired if the fair value of the reporting
unit as a whole is less than the fair value of the identifiable
assets and liabilities of the reporting unit, plus the carrying

value of goodwill, at the date of the test. For example, goodwill
may become impaired if the fair value of a reporting unit as a
whole were to decline by an amount greater than the decline in
the value of its individually identifiable assets and liabilities.
This may occur for various reasons, including changes in actual
or expected income or cash flows of a reporting unit or gen-
eration of income by a reporting unit at a lower rate of return
than similar businesses or for decreases in our market capital-
ization. If any portion of our goodwill becomes impaired, we
would be required to recognize the amount of the impairment
as a non-cash expense in the current period. See note 8 in our
consolidated financial statements under “Item 8-—Financial
Statements and Supplementary Data” for additional
information related to goodwill.

If the counterparties to our reinsurance arrangements or to
the derivative instruments we use to hedge our business risks
default or fail to perform, we may be exposed to risks we had
sought to mitigate, which could adversely affect our financial
condition and results of operations.

We routinely execute reinsurance and derivative trans-
actions with reinsurers, brokers and dealers, commercial banks,
investment banks and other institutional clients. Many of these
transactions expose us to credit risk in the event of default of
our counterparty or client. We use reinsurance and derivative
instruments to mitigate our risks in various circumstances.
Reinsurance does not relieve us of our direct liability to our
policyholders, even when the teinsurer is liable to us. Accord-
ingly, we bear credit risk with respect to our reinsurers. We
cannot assure you that our reinsurers will pay the reinsurance
recoverable owed to us now or in the future or that they will
pay these recoverables on a timely basis. A reinsurer’s
insolvency, inability or unwillingness to make payments under
the terms of its reinsurance agreement with us could have an
adverse effect on our financial condition and results of oper-
ations.

Prior to the completion of our IPO, we ceded to UFLIC
substantially all of our in-force structured settlements block of
business, variable annuity business and the long-term care
insurance assumed from MetLife Insurance Company of
Connecticut as of December 31, 2003. UFLIC has established
trust accounts for our benefit to secure its obligations under the
reinsurance arrangements, and General Electric Capital Corpo-
ration (“GE Capital”), an indirect subsidiary of General Elec-
tric Company (“GE”), has agreed to maintain UFLIC’s RBC
above a specified minimum level. If UFLIC becomes insolvent
notwithstanding this agreement, and the amounts in the trust
accounts are insufficient to pay UFLIC’s obligations to us, our
financial condition and results of operations could be materially
adversely affected.

In addition, we use derivative instruments to hedge various
business risks. We enter into a variety of derivative instruments,
including options and interest rate and currency swaps with a
number of counterparties. If our counterparties fail or refuse to
honor their obligations under the derivative instruments, our
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hedges of the related risk will be ineffective. This failure could
have an adverse effect on our financial condition and results of
operations.

An adverse change in our risk-based capital and other
regulatory requirements could result in a decline in our
ratings and/or increased scrutiny by regulators and have an
adverse impact on our financial condition, results of
operations and prospects.

Our domestic life insurance subsidiaries are subject to
RBC standards and other minimum statutory capital and sur-
plus requirements imposed under the laws of their respective
states of domicile. The failure of our insurance subsidiaries to
meet applicable RBC requirements or minimum statutory capi-
tal and surplus requirements could subject our insurance sub-
sidiaries to further examination or corrective action imposed by
state insurance regulators, including limitations on their ability
to write additional business, state supervision, seizure or liqui-
dation.

Our domestic mortgage insurers are not subject to the
NAIC’s RBC requirements but are required by certain states
and other regulators to maintain a certain risk-to-capital ratio.
The failure of our domestic mortgage insurance subsidiaries to
meet their regulatory requirements could limit our ability to
write new business. As of December 31, 2011, GEMICO, our
primary U.S. mortgage insurance subsidiary, exceeded the
maximum risk-to-capital ratio of 25:1. For further discussion of
the importance of risk-to-capital requirements to our U.S.
mortgage insurance subsidiaries, see “—Qur U.S. mortgage
insurance subsidiaries are subject to minimum statutory capital
requirements and hazardous financial: condition standards
which, if not met or waived to the extent needed, would result
in restrictions or prohibitions on our doing business and may
have an adverse impact on our results of operations. Our pri-
mary U.S. mortgage insurance subsidiary continues to exceed
its minimum statutory capital requirements, and while we have
obtained waivers for that insurer to continue to- write new
business in most states and are using other insurance company
subsidiaries to write new business in other states, there can be
no assurance that these waivers will continue in effect or that
our other insurers will be able to continue to satisfy their own
minimum statutory capital requirements over time.”

Additionally, our international insurance subsidiaries also
have minimum regulatory requirements which vary by country.
As described under “U.K. Insurance Regulation—Solvency
requirements,” there will be fundamental changes to the exist-
ing solvency capital regime for all insurers and reinsurers
operating in Europe as a result of the introduction of the Sol-
vency II directive. Currently, these changes are expected to be
effective by January 1, 2014 with a transition period starting on
January 1, 2013. At this stage, it is not possible to predict the
impact these changes will have on our operations.

An adverse change in our RBC, risk-to-capital ratio- or
other minimum regulatory requirements also could cause rating
agencies to downgrade the financial strength ratings of our
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insurance subsidiaries and the credit ratings of our holding
company, which would have an adverse impact on our ability
to write and retain business. Certain actions by regulators or
rating agencies could have a material adverse effect on our
financial condition and results of operations.

If our reserves for future policy claims are inadequate, we may
be required to increase our reserve liabilities, which could
adversely affect our results of operations and financial
condition.

We calculate and maintain reserves for estimated future
payments of claims to our policyholders and contractholders in
accordance with U.S. GAAP and industry accounting practices.
We release these reserves as those future obligations are
extinguished. The reserves we establish reflect estimates and
actuarial assumptions with regard to our future experience.
These estimates and actuarial assumptions involve the exercise
of significant judgment. Our future financial results depend
significantly upon the extent to which our actual future experi-
ence is consistent with the assumptions we have used in pricing
our products and determining our reserves. Many factors can
affect future experience, including economic and social con-
ditions, inflation, healthcare costs, policyholder persistency
(resulting in adverse claims experience), and changes in doc-
trines of legal liability and damage awards in litigation. There-
fore, we cannot determine with precision the ultimate amounts
we will pay for actual claims or the timing of those payments.

We regularly monitor our reserves. If we conclude that our
reserves are insufficient to cover actual or expected policy and
contract benefits and claim payments (as we have on various
occasions in the past), we would be required to increase our
reserves and incur charges for the period in which we make the
determination. The amounts of such increases may be sig-
nificant (as they have been on occasions in the past) and this
would adversely affect our results of operations and financial
condition and may put additional strain on our available
liquidity.

As a holding company, we depend on the ability of our
subsidiaries to transfer funds to us to pay dividends and to
meet our obligations.

We act as a holding company for our subsidiaries and do
not have any significant operations of our own. Dividends from
our subsidiaries and permitted payments to us under our tax
sharing arrangements with our subsidiaries are our principal
sources of cash to meet our obligations. These obligations
include our operating expenses and interest and principal on
our current and any future borrowings. These obligations also
include amounts we owe to GE under the Tax Matters Agree-
ment. If the cash we receive from our subsidiaries pursuant to
dividends and tax sharing arrangements is insufficient for us to
fund any of these obligations, or if a subsidiary is unable to pay
dividends to us, we may be required to raise cash through the
incurrence of debt, the sale of assets or the issuance of addi-
tional equity.



The payment of dividends and other distributions to us by
each of our insurance subsidiaries is regulated by insurance laws
and regulations. In general, dividends in excess of prescribed
limits are deemed “extraordinary” and require insurance regu-
latory approval. In addition, insurance regulators may prohibit
the payment of ordinary dividends or other payments by our
insurance subsidiaries to us (such as a payment under a tax
sharing agreement or for employee or other services) if they
determine that such payment could be adverse to our policy-
holders or contractholders.

Additionally, as a public company that is traded on the
TMX, Genworth Canada is subject to securities laws and regu-
lation in each province in Canada, as well as the rules of the
TMX. These applicable laws, regulations and rules include but
are not limited to, obligations and procedures in respect of the
equal and fair treatment of all shareholders of Genworth Cana-
da. Although the board of directors of Genworth Canada is
composed of a majority of Genworth nominees, under Cana-
dian law each director has an obligation to act honestly and in
good faith with a view to the best interests of Genworth Cana-
da. Accordingly, actions taken by Genworth Canada and its
board of directors (including the payment of dividends to us)
are subject to, and may be limited by, the laws, regulations and
rules applicable to such entities. Similarly, Australian regu-
lations and rules will apply if we complete the planned IPO of
our mortgage insurance business in Australia.

Competitors could negatively affect our ability to maintain or
increase our market share and profitability.

Our businesses are subject to intense competition. We
believe the principal competitive factors in the sale of our
products are product features, product investment returns,
price, commission structure, marketing and distribution
arrangements, brand, reputation, financial strength ratings and
service. In many of our product lines, we face competition from
competitors that have greater market share or breadth of dis-
tribution, offer a broader range of products, services or features,
assume a greater level of risk, have lower profitability expect-
ations or have higher financial strength ratings than we do.
Many competitors offer similar products and use similar dis-
tribution channels. The appointment of a receiver to
rehabilitate or liquidate or take other adverse regulatory actions
against a significant competitor could also negatively impact
our businesses if such actions were to impact consumer con-
fidence in industry products and services.

Reinsurance may not be available, affordable or adequate to
protect us against losses.

As part of our overall risk and capital management strat-
egy, we have historically purchased reinsurance from external
reinsurers as well as provided internal reinsurance support for
certain risks underwritten by our various business segments.
The availability and cost of reinsurance protection are impacted
by our operating and financial performance as well as con-

ditions beyond our control. For example, volatility in the
equity markets and the related impacts on asset values required
to fund liabilities may reduce the availability of certain types of
reinsurance and make it more costly when it is available, as
reinsurers are less willing to take on credit risk in a volatile
market. Accordingly, we may be forced to incur additional
expenses for reinsurance or may not be able to obtain sufficient
new reinsurance on acceptable terms, which could adversely
affect our ability to write future business or obtain statutory
capital credit for new reinsurance.

Our focus on key distribution relationships may expose us to
reduced sales in the future. -

Although we distribute our products through a wide
variety of distribution models, we do maintain relationships
with key distribution partners. These distribution partners are
an integral part of our business model. We are at risk that key
distribution partners may merge, change their distribution
model affecting how our products are sold, or terminate their
distribution contract with us. In addition, timing of key
distributor adoption of our new product offerings may impact
sales of those products. Distributors may elect to reduce or
terminate their distribution relationships with us if there are
adverse developments in our business, adverse rating agency
actions, concerns about market-related risks or the breadth of
our product offerings. Any termination or material change in
relationship with a key distribution partner could have a
material adverse effect on our future sales for one or more
product lines. For example, our decision to cease offering new
variable annuity products could cause distributors to choose to
terminate their distribution relationship with us if they elect to
focus on our competitors that offer greater product breadth.

Our insurance businesses are heavily regulated and changes in
regulation may reduce our profitability and limit our growth.

Our insurance operations are subject to a wide variety of
laws and regulations. State insurance laws regulate most aspects
of our U.S. insurance businesses, and our insurance subsidiaries
are regulated by the insurance departments of the states in
which they are domiciled and licensed. Our international oper-
ations are principally regulated by insurance regulatory author-
ities in the jurisdictions in which they are domiciled.

Insurance regulatory authorities in the United States and
internationally have broad administrative powers with respect
to, among other things:

— licensing companies and agents to transact business;

— calculating the value of assets to determine compliance with
statutory requirements;

— mandating certain insurance benefits;

— regulating certain premium rates;

— reviewing and approving policy forms;

— regulating unfair trade and claims practices, including
through the imposition of restrictions on marketing and sales
practices, distribution arrangements and payment of
inducements;
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— establishing and revising - statutory capital and reserve
requirements and solvency standards;

— fixing maximum interest rates on insurance policy loans and
minimum rates for guaranteed crediting rates on life
insurance policies and annuity contracts;

— approving future rate increases;

— approving changes in control of insurance companies;

~ restricting the payment of dividends and other transactions
between affiliates; and

— regulating the types, amounts and valuation of investments.

The methodology for establishing the statutory reserves on
our life insurance business subject to the requirements of Regu-
lation XXX and AXXX is currently being reviewed by the Life
Actuarial Task Force of the NAIC. The NAIC has also
organized a working group to address issues relating to reserv-
ing requirements under Actuarial Guideline 38 for universal life
insurance products with secondary guarantees. Any new inter-
pretation of, or future revisions to, such reserving requirements
could result in changes to regulatory capital requirements,
including increases to such requirements.

State insurance regulators and the NAIC regularly
re-examine existing laws and regulations applicable to insurance
companies and their products. In addition, changes proposed
to federal regulations in December 2010 could impact the
FHLB program. The FHLB program serves as a low cost alter-
native funding source for our businesses. Changes in these laws
and regulations, or in interpretations thereof in the United
States, can be made for the benefit of the consumer, or for
other reasons, at the expense of the insurer and thus could have
an adverse effect on our financial condition and results of oper-
ations.

Regulators in the United States and internationally are
developing criteria under which they may subject non-bank
financial companies, including insurance companies, that are
deemed systemically important to higher regulatory capital
requirements and stricter prudential standards. We cannot
predict whether we or any of our subsidiaries will be deemed
systemically important or how such a designation might impact
our business, results of operations, cash flows or financial con-
dition. ’

Our mortgage insurance businesses are subject to addi-
tional laws and regulations. For a discussion of the risks asso-
ciated with those laws and regulations, see below.

Legal and regulatory investigations and actions are common
in the insurance business and may result in financial losses
and harm our reputation.

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 regu-
latory 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
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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, cancellation or rescission of coverage, 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 prod-
ucts, 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
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 sub-
stantial 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 interna-
tional 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 oper-
ations. 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. At this
time, it is not feasible to predict, nor determine, the ultimate
outcomes of any pending investigations and legal proceedings,
nor to provide reasonable ranges of possible losses.

For further discussion of current investigations and pro-
ceedings in which we are involved, see “Item 3—Legal
Proceedings.” We cannot assure ‘you that these investigations
and proceedings will not have a material adverse effect on our
business, financial condition or results of operations. It is also
possible that we could become subject to further investigations
and have lawsuits filed or enforcement actions initiated against
us. In addition, increased regulatory scrutiny and any resulting
investigations or proceedings could result in new legal prece-
dents and industry-wide regulations or practices that could
adversely affect our business, financial condition and results of
operations.

Our computer systems may fail or their security may be
compromised, which could damage our business and
adversely affect our financial condition and results of
operations.

Our business is highly dependent upon the effective oper-
ation of our computer systems. We rely on these systems
throughout our business for a variety of functions, including



processing claims and applications, providing information to
customers and distributors, performing actuarial analyses and
maintaining financial records. Despite the implementation of
security and back-up measures, our computer systems may be
vulnerable to physical or electronic intrusions, computer viruses
or other attacks, programming errors and similar disruptive
problems. The failure of these systems for any reason could
cause significant interruptions to our operations, which could
result in a material adverse effect on our business, financial
condition or results of operations.

We retain confidential information in our computer sys-
tems, and we rely on sophisticated commercial technologies to
maintain the security of those systems. Anyone who is able to
circumvent our security measures and penetrate our computer
systems could access, view, misappropriate, alter, or delete any
information in the systems, including personally identifiable
customer information and proprietary business information. In
addition, an increasing number of states and foreign countries
require that customers be notified if a security breach results in
the disclosure of personally identifiable customer information.
Any compromise of the security of our computer systems that
results in inappropriate disclosure of personally identifiable
customer information could damage our reputation in the
marketplace, deter people from purchasing our products, sub-
ject us to significant civil and criminal liability and require us
to incur significant technical, legal and other expenses.

The occurrence of natural or man-made disasters or a
pandemic could adversely affect our financial condition
and results of operations.

We are exposed to various risks arising out of natural dis-
asters, including earthquakes, hurricanes, floods and tornadoes,
and man-made disasters, including acts of terrorism and mili-
tary actions and pandemics. For example, a natural or
man-made disaster or a pandemic could lead to unexpected
changes in persistency rates as policyholders and con-
tractholders who are affected by the disaster may be unable to
meet their contractual obligations, such as payment of pre-
miums on our insurance policies, deposits into our investment
products, and mortgage payments on loans insured by our
mortgage insurance policies. They could also significantly
increase our mortality and morbidity experience above the
assumptions we used in pricing our insurance and investment
products. The continued threat of terrorism and ongoing mili-
tary actions may cause significant volatility in global financial
markets, and a natural or man-made disaster or a pandemic
could trigger an economic downturn in the areas directly or
indirectly affected by the disaster. These consequences could,
among other things, result in a decline in business and
increased claims from those areas, as well as an adverse effect on
home prices in those areas, which could result in increased loss
experience in our mortgage insurance businesses. Disasters or a
pandemic also could disrupt public and private infrastructure,
including communications and financial services, which could
disrupt our normal business operations.

A natural or man-made disaster or a pandemic could also
disrupt the operations of our counterparties or result in
increased prices for the products and services they provide to
us. For example, a natural or man-made disaster or a pandemic
could lead to increased reinsurance prices and potentially cause
us to retain more risk than we otherwise would retain if we
were able to obtain reinsurance at lower prices. In addition, a
disaster or a pandemic could adversely affect the value of the
assets in our investment portfolio if it affects companies’ ability
to pay principal or interest on their securities. See “—We may
face losses if there are significant deviations from our assump-
tions regarding the future persistency of our insurance policies
and annuity contracts” and “—A further deterioration in eco-
nomic conditions or a further decline in home prices in the
United States may adversely affect our loss experience in mort-
gage insurance.”

The enactment of the Dodd-Frank Wall Street Reform and
Consumer Protection Act will subject us to additional
federal regulation, and we cannot predict the effect of such
regulation on our business, results of operations, cash flows
or financial condition.

In July 2010, the Dodd-Frank Act was enacted and signed
into law. The Dodd-Frank Act made extensive changes to the
laws regulating financial services firms and requires various
federal agencies to adopt a broad range of new implementing
rules and regulations.

Among other provisions, the Dodd-Frank Act provides for
a new framework of regulation of OTC derivatives markets
which will require us to clear through clearing organizations
certain types of transactions currently traded in the OTC
derivative markets and may limit our ability to customize cer-
tain derivative transactions for our needs. In addition, we will
likely experience additional collateral requirements and costs
associated with derivative transactions. The Dodd-Frank Act
also authorizes the SEC to adopt regulations that could impose
heightened standards of care on sellers of our variable or other
registered products, which could adversely affect our sales of
and reduce our margins on these products.

In the case of our U.S. mortgage insurance business, the
Dodd-Frank Act requires securitizers to retain some of the risk
associated with mortgage loans they sell or securitize, unless the
mortgage loans are “qualified residential mortgages” or unless
the securitization or security is partially or fully exempted by
regulations to be promulgated. Depending on whether and to
what extent loans with mortgage insurance are considered
“qualified residential mortgages” for purposes of the Dodd-
Frank Act’s securitization provisions or “qualified mortgages”
for purposes of the ability to repay provisions, this legislation
could have a material adverse effect on the amount of new
mortgage insurance that we write. The Notice of Proposed
Rulemaking that was published in the Federal Register in April
2011 considers the role of moitgage insurance but does not
include it among the criteria that must be satisfied by qualified
residential or other mortgages. The Dodd-Frank Act may in
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any case reduce the volume of new mortgage loans issued,
which could reduce the amount of new mortgage insurance we
write. In addition, the Dodd-Frank Act creates a Bureau of
Consumer Financial Protection, which may issue rules or regu-
lations that indirectly affect our U.S. mortgage insurance busi-
ness or result in additional compliance burdens and costs and
may assert jurisdiction over regulatory or enforcement matters
in lieu of or in addition to the existing jurisdiction of other
federal or state agencies.

Federal agencies have been given significant discretion in
drafting the rules and regulations that will implement the
Dodd-Frank Act. Although many of those regulations have
now been either proposed or adopted, many of the details and
much of the impact of the Dodd-Frank Act may not be known
for some time. In addition, this legislation mandated multiple
studies and reports for Congress, which could result in addi-
tional legislative or regulatory action. The applicability of many
of these regulations to us will depend to a large extent on
whether the FSOC determines that we are systemically
important, in which case we would become subject to super-
vision by the Federal Reserve Board. Since we are not affiliated
with an insured depository institution, such supervision would
probably have its greatest effect on requirements relating to
capital, liquidity, stress testing, limits on counterparty credit
exposure, compliance and governance, early remediation in the
event of financial weakness and other prudential matters. The
FSOC recently issued a release describing how it intends to
determine whether a financial company is systemically
important and requested public comment. We are not able at
this time to predict how the FSOC might apply to us the
procedures described in its release. Systemically significant
companies are also required to prepare resolution plans,
so-called “living wills,” that set out how they could most effi-
ciently be liquidated if they endangered the U.S. financial sys-
tem or the broader economy. Insurance companies that are
found to be systemically significant are permitted, in some
circumstances, to submit abbreviated versions of such plans.

The Dodd-Frank Act imposes new restrictions on the
sponsorship of and investment in private equity funds and
hedge funds by companies that are affiliated with an insured
depository institution. While we are not affiliated with such an
institution or with anyone who is, these restrictions may affect
the value and salability of any interest we may have in such
funds.

We cannot predict the requirements of the regulations that
have not yet been proposed or adopted under the Dodd-Frank
Act, the effect regulations will have on financial markets gen-
erally, or on our businesses specifically, if they are adopted as
proposed or when they are proposed and ultimately adopted,
the additional costs associated with compliance with such regu-
lations, or any changes to our operations that may be necessary
to comply with the Dodd-Frank Act, any of which could have a
material adverse effect on our business, results of operations,
cash flows or financial condition.
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Changes in accounting standards issued by the Financial
Accounting Standards Board or other standard-setting bodies
could adversely affect our financial condition and results of
operations.

Our financial statements are subject to the application of
U.S. GAAP, which is periodically revised and/or expanded.
Accordingly, from time to time, we are required to adopt new
or revised accounting standards issued by recognized author-
itative bodies, including the Financial Accounting Standards
Board (“FASB”). It is possible that future accounting standards
we are required to adopt could change the current accounting
treatment that we apply to our financial statements and that
such changes could have a material adverse effect on our finan-
cial condition and results of operations.

We have significant deferred tax assets, and any impairments
of or valuation allowances against these deferred tax assets in
the future could adversely affect our results of operations and
financial condition.

The realizability of deferred tax assets may be limited for
various reasons, including if projected future taxable income
becomes insufficient to recognize the full benefit of our net
operating loss (“NOL”) carryforwards prior to their expiration.
Additionally, our ability to fully use these tax assets will also be
adversely affected if we have an “ownership change” within the
meaning of Section 382 of the U.S. Internal Revenue Code of
1986, as amended. An ownership change is generally defined as
a greater than 50% increase in equity ownership by “5% share-
holders” (as that term is defined for purposes of Section 382) in
any three-year period. Future changes in our stock ownership,
depending on the magnitude, including the purchase or sale of
our common stock by 5% shareholders, and issuances or
redemptions of common stock by us, could result in an owner-
ship change that would trigger the imposition of limitations
under Section 382. Accordingly, there can be no assurance that
in the future we will not experience limitations with respect to
recognizing the benefits of our NOL carryforwards and other
tax attributes for which limitations could have a material
adverse effect on our results of operations, cash flows or finan-
cial condition.

‘We may face losses if morbidity rates or mortality rates differ
significantly from our pricing expectations.

We set prices for our insurance and some annuity products
based upon expected claims and payment patterns, using
assumptions for, among other things, morbidity rates, or like-
lihood of sickness, and mortality rates, or likelihood of death,
of our policyholders and contractholders. The long-term
profitability of these products depends upon how our actual
experience compares with our pricing assumptions. For exam-
ple, if morbidity rates are higher, or mortality rates are lower,
than our pricing assumptions, we could be required to make
greater payments under our long-term care insurance policies



and annuity contracts than we had projected. Conversely, if
mortality rates are higher than our pricing assumptions, we
could be required to make greater payments under our life
insurance policies and annuity contracts with GMDBs than we
had projected.

The risk that our claims experience may differ significantly
from our pricing assumptions is particularly significant for our
long-term care insurance products. Long-term care insurance
policies provide for long-duration coverage and, therefore, our
actual claims experience will emerge over many years after pric-
ing assumptions have been established. For example, changes in
socio-demographics, behavioral trends and medical advances
may have an adverse impact on our future loss trends. More-
over, long-term care insurance does not have the extensive
claims experience history of life insurance, and as a result, our
ability to forecast future claim rates for long-term care
insurance is more limited than for life insurance.

We may be required to accelerate the amortization of deferred
acquisition costs and the present value of future profits,
which would increase our expenses and reduce profitability.

DAC represents costs that relate to the sale and issuance of
our insurance policies and investment contracts that are
deferred and amortized over the estimated life of the related
insurance policies and investment contracts. These costs
include certain commissions, solicitation and printing costs,
sales material and some support costs, such as underwriting and
contract and policy issuance expenses. Under U.S. GAAP,
DAC is subsequently amortized to income, over the lives of the
underlying contracts, in relation to the anticipated recognition
of premiums or gross profits. In addition, when we acquire a
block of insurance policies or investment contracts, we assign a
portion of the purchase price to the right to receive future net
cash flows from the acquired block of insurance and investment
contracts and policies. This intangible asset, called PVFP,
represents the actuarially estimated present value of future cash
flows from the acquired policies. We amortize the value of this
intangible asset in a manner similar to the amortization of
DAC.

Our amortization of DAC and PVFP generally depends
upon anticipated profits from investments, surrender and other
policy and contract charges, mortality, morbidity and main-
tenance expense margins. Unfavorable experience with regard
to expected expenses, investment returns, mortality, morbidity,
withdrawals or lapses may cause us to increase the amortization
of DAC or PVFP, or both, or to record a charge to increase
benefit reserves.

We regularly review DAC and PVFP to determine if they
are recoverable from future income. If these costs are not
recoverable, they are charged to expenses in the financial period
in which we make this determination. For example, if we
determine that we are unable to recover DAC from profits over
the life of a block of insurance policies or annuity contracts, or
if withdrawals or surrender charges associated with early with-
drawals do not fully offset the unamortized acquisition costs

related to those policies or annuities, we would be required to
recognize the additional DAC amortization as an expense in
the current period. Equity market volatility could result in
losses in our variable annuity products and associated hedging
program which could challenge our ability to recover DAC on
these products and could lead to further write-offs of DAC.

Our reputation in the long-term care insurance market may
be adversely affected by the rate actions currently being
implemented on our in-force long-term care insurance
products and by any rate actions we may take in the future.

Although the terms of all our long-term care insurance
policies permit us to increase premiums during the premium-
paying period, rate actions, by us or our competitors, could
limit our ability to continue to market and sell new long-term
care insurance products as well as seek rate actions in the future
and retain existing policyholders, agents and independent
channel market share. In addition, we cannot predict how our
policyholders, agents, competitors and regulators may react to
any rate actions we may take in the future, nor can we predict if
regulators will approve future rate action requests.

Medical advances, such as genetic research and diagnostic
imaging, and related legislation could adversely affect the
financial performance of our life insurance, long-term care
insurance and annuity businesses.

Genetic research includes procedures focused on identify-
ing key genes that render an individual predisposed to specific
diseases, such as particular types of cancer and other diseases.
Other medical advances, such as diagnostic imaging tech-
nologies, also may be used to detect the early onset of diseases
such as cancer and cardiovascular disease. We believe that if
individuals learn through medical advances that they are
predisposed to particular conditions that may reduce life lon-
gevity or require long-term care, they will be more likely to
purchase our life and long-term care insurance policies or not
to permit existing policies to lapse. In contrast, if individuals
learn that they lack the genetic predisposition to develop the
conditions that reduce longevity or require long-term care, they
will be less likely to purchase our life and long-term care
insurance products but more likely to purchase certain annuity
products. In addition, such individuals that are existing policy-
holders will be more likely to permit their policies to lapse.

If we were to gain access to the same genetic or medical
information as our prospective policyholders and con-
tractholders, then we would be able to take this information
into account in pricing our life and long-term care insurance
policies and annuity contracts. However, there have been a
number of legislative and regulatory actions and proposals that
make, or could make, genetic and other medical information
confidential and unavailable to insurance companies. Pursuant
to these legislative and regulatory actions and proposals, pro-
spective policyholders and contractholders would only disclose
this information if they chose to do so voluntarily. These fac-
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tors could lead us to reduce sales of products affected by these
legislative and regulatory actions and proposals and could result
in a deterioration of the risk profile of our portfolio, which
could lead to payments to our policyholders and con-
tractholders that are higher than we anticipated.

Medical advances could also lead to new forms of pre-
ventive care. Preventive care could extend the life and improve
the overall health of individuals. If this were to occur, the dura-
tion of payments under certain of our annuity products likely
would increase, thereby reducing profitability in that business.

We may face losses if there are significant deviations from our
assumptions regarding the future persistency of our insurance
policies and annuity contracts.

The prices and expected future profitability of our
insurance and deferred annuity products are based in part upon
expected patterns of premiums, expenses and benefits, using a
number of assumptions, including those related to persistency,
which is the probability that a policy or contract will remain
in-force from one period to the next. The effect of persistency
on profitability varies for different products. For most of our
life insurance and deferred annuity products, actual persistency
that is lower than our persistency assumptions could have an
adverse impact on profitability, primarily because we would be
required to accelerate the amortization of expenses we deferred
in connection with the acquisition of the policy or contract.
For our universal life insurance policies, increased persistency
that is the result of the sale of policies by the insured to third
parties that continue to make premium payments on policies
that would otherwise have lapsed, also known as life settle-
ments, could have an adverse impact on profitability because of
the higher claims rate associated with settled policies.

For our long-term care insurance and some other health
insurance policies, actual persistency in later policy durations
that is higher than our persistency assumptions could have a
negative impact on profitability. If these policies remain
in-force longer than we assumed, then we could be required to
make greater benefit payments than we had anticipated when
we priced these products. This risk is particularly significant in
our long-term care insurance business because we do not have
the experience history that we have in many of our other busi-
nesses. As a result, our ability to predict persistency for long-
term care insurance is more limited than for many other
products. Some of our long-term care insurance policies have
experienced higher persistency than we had assumed, which has
resulted in adverse claims experience.

Because our assumptions regarding persistency experience
are inherently uncertain, reserves for future policy benefits and
claims may prove to be inadequate if actual persistency experi-
ence is different from those assumptions. Although some of our
products permit us to increase premiums during the life of the
policy or contract, we cannot guarantee that these increases
would be sufficient to maintain profitability or that such
increases would be approved by regulators. Moreover, many of
our products do not permit us to increase premiums or limit
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those increases during the life of the policy or contract. Sig-
nificant deviations in experience from pricing expectations
regarding persistency could have an adverse effect on the
profitability of our products.

We cannot provide assurance that we will be able to continue
to implement actions to mitigate the impact of Regulations
XXX or AXXX and as a result we may incur higher operating
costs that could have an adverse effect on our financial
condition and results of operations.

We have increased term and universal life insurance stat-
utory reserves in response to the Model Regulation entitled
“Valuation of Life Insurance Policies,” commonly known as
“Regulation XXX,” and the Valuation of Life Insurance Poli-
cies Regulation, as clarified by Actuarial Guideline 38 (more
commonly known as “Regulation AXXX”) and have taken
steps to mitigate the impact the regulations have had on our
business, including increasing premium rates and implement-
ing capital solutions. We cannot provide assurance that we will
be able to continue to implement actions to mitigate further
impacts of Regulations XXX or AXXX on our term and univer-
sal life insurance products. Recent market conditions have lim-
ited the capacity or increased prices for these reserve funding
options. If capacity continues to be limited for a prolonged
period of time, our ability to obtain new funding for these
structures may be hindered. Additionally, we cannot provide
assurance that there will not be regulatory, tax or other chal-
lenges to the actions we have taken to date. The result of those
potential challenges could require us to increase statutory
reserves or incur higher operating and/or tax costs.

If demand for long-term care insurance either declines or
remains flat, we may not be able to execute our strategy to
expand our long-term care insurance business.

We have devoted significant resources to developing our
long-term care insurance business and our growth strategy relies
partly upon continued growth of the sale of this product. In
recent years, industry sales of individual long-term care
insurance have varied. In some years, sales have declined while
in other years sales have grown moderately. Annualized first-
year premiums for insurance companies’ sales of individual
long-term care insurance achieved a historical high in 2002 at
approximately $1.0 billion and decreased by 41% to approx-
imately $608 million in 2006, according to LIMRA Interna-
tional, Inc. We believe that the decrease during this period was
due primarily to decisions by several providers to cease offering
long-term care insurance, to raise premiums on in-force policies
and/or to introduce new products with higher prices. These
actions resulted in decreased purchases of long-term care
insurance products and have caused some distributors to reduce
their sales focus on these products. In addition, certain aspects
of healthcare reform could impact our long-term care insurance
business. If the market for long-term care insurance continues
to remain flat or declines, we may be unable to realize our



growth strategy in this area and our financial condition and
results of operations could be adversely affected.

We have significant operations internationally that could be
adversely affected by changes in political or economic stability
or government policies where we operate.

We have a presence in more than 25 countries around the
world. Global economic and regulatory developments could
affect our business in many ways. For example, our operations
are subject to local laws and regulations, which in many ways
are similar to the state laws and regulations outlined above.
Many of our international customers and independent sales
intermediaries also operate in regulated environments. Changes
in the regulations that affect their operations also may affect
our business relationships with them and their ability to pur-
chase or to distribute our products. These changes could have
an adverse effect on our financial condition and results of oper-
ations. In addition, compliance with applicable laws and regu-
lations is time consuming and personnel-intensive, and changes
in these laws and regulations may increase materially our direct
and indirect compliance and other expenses of doing business,
thus having an adverse effect on our financial condition and
results of operations.

Local, regional and global economic conditions, including
changes in housing markets, employment levels, government
benefit levels, credit markets, trade levels, inflation, recession
and currency fluctuations, as discussed above, also could affect
our international businesses. Political changes, some of which
may be disruptive, can also interfere with our customers and all
of our activities in a particular location. Attempts to mitigate
these risks can be costly and are not always successful.

Many European countries which use the euro as a com-
mon currency have experienced levels of economic stress. Fail-
ure of European officials to resolve the current euro area debt
situation or the breakup of the European Union may result in
significant financial market volatility and instability and neg-
atively influence our business within European countries, as
well as other countries around the world.

Fluctuations in foreign currency exchange rates and
international securities markets could negatively affect
our profitability.

Our international operations generate revenues denomi-
nated in local currencies and because we derive a significant
portion of our income from non-U.S.-denominated revenue,
our results of operations could be adversely affected to the
extent the dollar value of non-U.S.-denominated revenue is
reduced due to a strengthening of the U.S. dollar. We generally
invest cash generated by our international operations in secu-
rities denominated in local currencies. As of December 31,
2011 and 2010, approximately 25% and 22%, respectively, of
our invested assets were held by our international operations

and were invested primarily in non-U.S.-denominated secu-
rities. Although investing in securities denominated in local
currencies limits the effect of currency exchange rate fluctua-
tion on local operating results, we remain exposed to the
impact of fluctuations in exchange rates as we translate the
operating results of our foreign operations into our con-
solidated financial statements. We currently do not hedge this
exposure, and as a result, period-to-period comparability of our
results of operations is affected by fluctuations in exchange
rates. Our investments in non-U.S.-denominated securities are
subject to fluctuations in non-U.S. securities and currency
markets, and those markets can be volatile. Non-U.S. currency
fluctuations also affect the value of any dividends paid by our
non-U.S. subsidiaries to their parent companies in the United
States.

We may face higher than anticipated losses if unemployment
rates differ significantly from our pricing expectations.

We set prices for our lifestyle protection insurance prod-
ucts based upon expected claims and payment patterns. For our
employment-related products, these expectations reflect our
assumptions regarding unemployment levels. The long-term
profitability of many of these products depends upon how our
actual experience compares with our pricing assumptions with
the exception being many of our monthly premium accounts,
where we have the ability to re-price our in-force policies in the
event of higher than anticipated unemployment-related losses.
If unemployment levels are higher than our pricing assump-
tions, the claims frequency could be higher for our lifestyle
protection insurance business than we had projected. Addition-
ally, rising unemployment rates can impact a borrower’s ability
to pay their mortgage, thereby increasing the likelihood that we
could incur additional losses in our international mortgage
insurance business.

Our claims expenses would increase and our results of
operations would suffer if the rate of defaults on mortgages
covered by our international mortgage insurance increases or
the severity of such defaults exceeds our expectations.

As in the United States, deterioration in economic con-
ditions internationally may increase the likelihood that bor-
rowers in a given country will not have sufficient income to pay
their mortgages, and can also adversely affect home values,
which increases our risk of loss. A decline in home prices,
whether or not in conjunction with detetiorating economic
conditions, would also increase our risk of loss. A substantial
economic downturn or decline in home prices could have a
significant adverse effect on our financial condition and results
of operations. We also may be particularly affected by
economic downturns or reversals of recent significant home
price appreciation in areas where a large portion of our business
is concentrated.



A significant portion of our international mortgage insurance
risk in-force consists of loans with high loan-to:value ratios;
which generally result in more and larger claims than loans
with lower loan-to-value ratios. ~

Mortgage loans with higher loan-to-value ratios typically
have claim incidence rates sibstantially higher than mortgage
loans with lower loan-to-value ratios. In Canada, Australia, and
New Zealand, the risks of having a portfolio with a significant
portion of high loan-to-value miortgages are greater than in the
United States and Europe because we generally agree to cover
100% of the losses associated with mottgage defaults in those
markets, compared to percentages in the United States and
Europe that are typically 12% to 35% of the loan amount:’

Although "mortgage insurance premiums for higher
loan-to-value ratio loans generally are higher than for loans
with lower loan-to-value ratios, the difference in premium rates
may not be sufficient to compensate us for the enhanced risks
associated with mortgage loans bearing higher loan-to-value
ratios.

Our international mortgage insurance business is subject to
substantial competition from government-owned and
government-sponsored enterprises, and this may put us ata
competitive disadvantage on pricing and other terms and
conditions. ‘

Like our U.S. mortgage insurance business, our interna-
tional mortgage insurance -business competes with government-
owned and government-sponsored enterprises. In Canada, we
compete with CMHC, a Crown corporation owned by the
Canadian government. In Europe, these enterprises include
public mortgage guarantee facilities in a number of countries.
Like government-owned and government-sponsored enterprises
in the United States, these competitors may establish pricing
terms and business practices that may be influenced by motives
such as advancing social housing policy or stabilizing the mort-
gage lending industry, which may not be consistent with
maximizing return on capital or other profitability measures. In
the event that a government-owned or sponsored entity in one
of our markets determines to reduce prices significantly or alter
the terms and conditions of its mortgage insurance or other
credit enhancement products in furtherance of social or other
goals rather than a profit motive, we may be unable to compete
in that markert effectively, which could have an adverse effect
on our financial condition and results of operations. See “—We
compete with government—owned and government-sponsored
enterprises in our U.S. mortgagc insurance business, and this
may put us at a competitive dlsadvantage on pricing and other
terms and conditions.” '

In Canada, CMHC is a sovereign entity that provides
mortgage lenders a lower capital charge ad a 100% govern-
ment guarantee as compared to loans covered by our policy
which benefit from a'90% government guarantee. CMHC also
operates the Canadian Mortgage Bond Program, which pro-
vides lenders the ability to efficiently guaranty and securitize
their mortgage loan portfolios. If we are unable to effectively
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distinguish ourselves competitively with our Canadian mort-
gage lender customers, under current market conditions or in
the future, we may be unable to compete effectively with
CMHC as a result of the more favorable capital relief it can
provide or the other products and incentives that it offers to
lenders.

Recent conditions in the international financial markets
could lead other countries to nationalize our competitors or
establish competing govcrnmental agencnes, which would fur-
ther limit our competitive position in international markets
and, therefore, materially affect our results of operations.

Changes in regulations could affect our international
operations significantly and could reduce the demand for
mortgage insurance.

In addition to the general regulatory risks that are
described above under “—Our insurance businesses are heavily
regulated and changes in regulation may reduce our profit-
ability and limit our growth,” we are also affected by various
additional regulations relating particularly to our international
mortgage insurance operations.

In the second quarter of 2008, the aggregate cap for guar-
anteed polices of all Canadian licensed mortgage insurers was
increased to CAD$250.0 billion, which facilitates our ongoing
ability to offer mortgage insurance products under. the
Government Guarantee Agreement. The failure of the Cana-
dian government to maintain the Government Guarantee
Agreement on terms similar to the current Government
Guarantee Agreement could have an adverse effect.on our abil-
ity to offer mortgage insurance products in Canada and could
adversely affect our financial condition and results of aper-
ations. In July 2008, the Government of Canada announced
adjustments to the rules for government guaranteed mortgages.
We have incorporated these adjustments into our underwriting
guidelines effective October 15, 2008.. These new standards
have resulted in a modest reduction of mortgage originations in
Canada. Legislation became effective in Canada in 2010 that
among other things, amends the statutes applicable to federally
regulated lenders to prohibit such lenders from charging bor-
rowers amounts for mortgage insurance that exceed the lender’s
actual costs and impose new disclosure obligations in respect of
mortgage insurance. In 2010, the Canadian government made
additional changes, and in January 2011, it announced further
adjustments to the rules for government guaranteed mortgages,
which are more fully described above under “International
Mortgage Insurance—Canada—Government Guarantee.”

As also described under “International Mortgage
Insurance—Canada—Government Guarantee,” amendments
to the Government Guarantee Agreement have been com-
pleted. In June 2011, the Canadian govcrnment passed legis-
lation, that when effective, will formahzc exxstmg mortgage
insurance arrangements with private mortgage insurers and
terminate the existing Government Guarantee Agreement
including the elimination of the Canadian government guaran-
tee fund. This legislation does not change the current govern-



ment guarantee of 90% provided on mortgages we insure.
Regulations to implement this legislation have not been
enacted to date. While we do not anticipate any significant
impacts to our business as a result of this legislation, a full
assessment of the impact on our business cannot be completed
until the regulations are finalized.

APRA regulates all ADIs in Australia and life, general, and
mortgage insurance companies. APRA also determines the
minimum regulatory capital requirements for ADIs. APRA’s
current regulations provide for reduced capital requirements for
certain  ADIs that insure residential mortgages with an
“acceptable” mortgage insurer for all non-standard mortgages
and for standard mortgages with loan-to-value ratios above
80%. APRA’s regulations currently set out a number of
circumstances in which a loan may be considered to be
non-standard from an ADT’s perspective.

Under rules adopted by APRA effective January 1, 2008,
in connection with the revisions to a set of regulatory rules and
procedures governing global bank capital standards that were
introduced by the Basel Committee of the Bank for Interna-
tional Settlements, ADIs in Australia that are accredited as
standardized now receive a reduced capital incentive for using
mortgage insurance for high loan-to value mortgage loans when
compared to previous regulations in Australia. ADIs that are
considered to be advanced accredited and determine their own
capital estimates, are currently working with the mortgage
insurers and APRA to determine the appropriate level of
incentive mortgage insurance provides for high loan-to-value
mortgage loans. The rules also provide that ADIs would need
to acquire mortgage insurance coverage levels lower than exist-
ing requirements in order to obtain these reduced capital
incentives. Accordingly, lenders in Australia may be able to
reduce their use of mortgage insurance for high loan-to-value
ratio mortgages, or limit their use to the higher risk portions of
their portfolios, which may have an adverse effect on our Aus-
tralian mortgage insurance business.

In December 2010, revisions to a set of regulatory rules
and procedures governing global bank capital standards were
introduced by the Basel Committee of the Bank for Interna-
tional Settlements to strengthen regulatory capital, liquidity
and other requirements for banks, known as Basel III.
Although we believe these revisions may encourage further use
of mortgage insurance as a risk and capital management tool in
international markets, their adoption by individual countries
internationally and in the United States has only begun and we
cannot be sure that this will be the case. Since the Basel III
framework continues to evolve, we cannot predict the mortgage
insurance benefits, if any, that ultimately will be provided to
lenders, or how any such benefits may affect the opportunities
for the growth of mortgage insurance. If countries implement
Basel III in a manner that does not reward lenders for using
mortgage insurance as a credit risk mitigant on high
loan-to-value mortgage loans, or if lenders conclude that mort-
gage insurance does not provide sufficient capital incentives,
then we may have to revise our product offerings to meet the

new requirements and our results of operations may be
adversely affected.

During 2010, APRA issued detailed proposals to revise the
capital requirements for all insurers it regulates. Following
receipt of feedback from the industry, including quantitative
analyses, from market participants, APRA published updated
proposals in March and December 2011. These proposals will,
subject to feedback, be incorporated in revised prudential and
reporting standards during 2012 with an effective date in 2013.
The current drafts of the new standards do not appear to
indicate a material change to the regulatory capital require-
ments for our business. However, because these standards have
not yet been finalized, we are unable to determine the ultimate
impact that these new regulations will have on our regulatory
capital requirements.

Our claims expenses and loss reserves in our U.S. mortgage
insurance business have increased in recent periods and could
continue to increase if the rate of defaults on mortgages
covered by our mortgage insurance continues to increase, and
in some cases we expect that paid claims and loss reserves will
increase.

Since 2007, we have experienced increases in paid claims
and increases in loss reserves as a result of a significant increase
in delinquencies and foreclosures in our more recent books of
business, particularly those of 2005, 2006, 2007 and the first
half of 2008. This impact was evident in all products across all
regions of the country and was particularly evident in our A
minus, Alt-A, ARMs and certain 100% loan-to-value products
in Florida, California, Arizona and Nevada. In addition,
throughout the United States, we have experienced an increase
in the average loan balance of mortgage loans, including on
delinquent loans, as well as a significant decline in home price
appreciation, which has turned negative in the majority of U.S.
markets. Certain regions around the country, particularly
Florida, California, Arizona, Nevada and Michigan, continue
to experience an economic slowdown.

The foregoing factors have contributed to, and are
expected to continue to contribute to, an increase in our
incurred losses and loss reserves. While approximately 93% of
our primary risk in-force in the United States as of
December 31, 2011 is considered prime, based on FICO credit
scores of the underlying mortgage loans, continued low or
negative home price appreciation, coupled with worsening
economic conditions, is likely to cause further increases in our
incurred losses and related loss ratios. As of December 31, 2011
and 2010, approximately 19% and 36%, respectively, of our
U.S. mortgage insurance risk in-force had not yet reached its
anticipated highest claim frequency years, which are generally
between the third and seventh year of the loan. As a result, we
expect our loss experience will increase as policies continue to
age. If the claim frequency on the risk in-force significantly
exceeds the claim frequency that was assumed in setting pre-
mium rates, our financial condition, results of operations and
cash flows would be adversely affected.
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During 2010 and 2011, we experienced higher levels of
paid claims and a decline in the level of loan modifications for
borrowers of mortgage loans underlying our delinquency pop-
ulation. If the loan modification trend worsens in 2012 beyond
our expectations, we would expect further aging of our delin-
quent loan inventory, which would pressure our loss reserves.
Additionally, if elevated levels of unemployment or under-
employment continue or increase in 2012, we would expect
further increases in delinquencies and foreclosures to cause
upward pressure on our paid claims and loss reserves. With
respect to home prices, while housing inventory has demon-
strated some improvement in recent months, the inventory of
available homes has increased. The inventory of homes on the
market is expected to. rise substantially as vacant properties
make their way through the foreclosure process. As these homes
eventually make their way through an already strained and
unpredictable foreclosure cycle and increase an already high
level of inventory of homes available for sale, we expect home
prices to be pressured downward depending upon the level and
timing of this process. These conditions could result in an
adverse impact on our financial condition and results of oper-
ations.

Our premium rates vary with the perceived risk of a claim
on the insured loan, which takes into account factors such as
the loan-to-value ratio, our long-term historical loss experience,
whether the mortgage provides for fixed payments or variable
payments, the term of the mortgage, the borrower’s credit his-
tory and the level of documentation and verification of the
borrower’s income and assets. Our ability to propetly
determine eligibility and accurate pricing for the mortgage
insurance we issue is dependent upon our underwriting and
other operational routines. These underwriting routines may
vary across the jurisdictions in which we do business. Deficien-
cies in actual practice in this area could have an adverse impact
on our results. We establish renewal premium rates for the life
of a mortgage insurance policy upon issuance, and we cannot
cancel the policy or adjust the premiums after the policy is
issued. As a result, we cannot offset the impact of unanticipated
claims with premium increases on policies in-force, and we
cannot refuse to renew mortgage insurance coverage. The
premiums we agree to charge upon writing a mortgage
insurance policy may not adequately compensate us for the
risks and costs associated with the coverage we provide for the
entire life of that policy.

Certain types of mortgages have higher probabilities of
claims. These include Alt-A loans, loans with an initial Interest
Only payment option and other non-traditional loans that we
have insured in prior years, including A minus loans and 100%
loan-to-value products. Alt-A loans are originated under pro-
grams in which there are a reduced level of verification or dis-
closure of the borrower’s income or assets and a higher
historical and expected default rate at origination than standard
documentation loans. Standard documentation loans include
loans with reduced or different documentation requirements
that meet specifications of GSE' approved or other lender
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proprietary underwriting systems and other reduced doc-
umentation programs with historical and expected delinquency
rates at origination consistent with our standard portfolio. The
Interest Only payment option allows the borrower flexibility to
pay interest only or pay interest and as much principal as
desired, during an initial period of time. A minus loans gen-
erally are loans where the borrowers have FICO credit scores
between 575 and 660, and where the borrower has a blemished
credit history. A material portion of our Alt-A and Interest
Only loans was written in 2005 through 2007. At the end of
2007, we began to adopt changes to our underwriting guide-
lines to substantially eliminate new insurance on these loans.
However, the new guidelines only affect business written after
those guidelines became effective. Business written before the
effectiveness of those guidelines was insured in accordance with
the guidelines in effect at time of the commitment, even
though that business would not meet the new guidelines.
Although historical information is limited, we believe that
Alt-A and Interest Only loans written prior to the adoption of
the new guidelines may pose a higher risk of claims that would
have an adverse impact on our operating results due to features
such as deferred amortization of the loan principal on an Inter-
est Only product and Interest Only loans that contain an
adjustable interest rate feature and may reset to a rate above the
existing rate. If defaults on Alt-A or Interest Only or other
non-traditional loans are higher than the assumptions we made
in pricing our mortgage insurance on those loans, then we
would be required to make greater claims payments than we
had projected, which could have an adverse effect on our finan-
cial condition and results of operations.

Our U.S. mortgage insurance subsidiaries are subject to
minimum statutory capital requirements and hazardous
financial condition standards which, if not met or waived to
the extent necessary, would result in restrictions or
prohibitions on our doing business and could have an adverse
impact on our results of operations. Our primary U.S.
mortgage insurance subsidiary continues to exceed its
minimum statutory capital requirements, and while we have
obtained waivers for that insurer to continue to write new
business in most states and are using other insurance
company subsidiaries to write new business in other states,
there can be no assurance that these waivers will continue in
effect or that our other insurers will be able to continue to
satisfy their own minimum statutory capital requirements
over time.

The elevated levels of paid claims and increases in loss
reserves continue to reduce the statutory capital base of our
U.S. mortgage insurance subsidiaries. Sixteen states have
insurance laws or regulations which require a mortgage insurer
to maintain a minimum amount of statutory capital relative to
its level of risk in-force. While formulations of minimum capi-
tal vary in certain states, the most common measure applied
allows for a maximum permitted risk-to-capital ratio of 25:1. If
one of our U.S. mortgage insurance subsidiaries that is writing



business in a particular state fails to maintain that state’s
required minimum capital level, we would generally be required
to immediately stop writing new business in the state until the
insurer re-establishes the required level of capital or receives a
waiver of the requirement from the state’s insurance regulator,
or until we establish an alternative source of underwriting
capacity acceptable to the regulator.

GEMICO, our primary U.S. mortgage insurance sub-
sidiary, continues to exceed the maximum risk-to-capital ratio
of 25:1 established under North Carolina law and enforced by
the NCDOI, which is GEMICO’s domestic insurance regu-
lator. As of December 31, 2011 and 2010, GEMICO’s
risk-to-capital ratio was approximately 32.9:1 and 23.8:1,
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 magni-
tude of future losses suffered by GEMICO and the amount of
additional capital that is generated within the business or capi-
tal 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 GEM-
ICO 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, not-
withstanding that GEMICO’s risk-to-capital ratio exceeds
25:1. Thirty-four of the states in which GEMICO operates do
not impose their own risk-to-capital requirements; con-
sequently, 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, although two such waivers are no longer in
effect as of December 31, 2011. Consequently, GEMICO was
authorized to write new business in 44 states as of
December 31, 2011.

New insurance written in North Carolina and in the 34
states which do not impose their own risk-to-capital require-
ments represented approximately 49% of our total new
insurance written for the years ended December 31, 2011 and
2010. New insurance written in the other nine states that have
effective revocable waivers (or the equivalent) of their
risk-to-capital requirements represented approximately 33%
and 29%, respectively, of total new insurance written for the
years ended December 31, 2011 and 2010.

GEMICO is unable to write new business in the six states
with risk-to-capital requirements where it was either not able to
obtain or no longer operates with the benefit of a waiver or
where certain of the conditions contained in a waiver previously
granted were breached. Accordingly, from December 31, 2010

until July 31, 2011 in the case of three of these states (and for a
longer period for the fourth state), we wrote new insurance
through another of our U.S. mortgage insurance subsidiaries,
GRMIC-NC. With the approval of applicable state insurance
regulators and the GSEs, after July 31, 2011, we began writing
new business through GRMAC in three of these states (and
after December 15, 2011, in the two additional states with the
alternative risk-to-capital waiver limitations) while continuing
to use GRMIC-NC to write new business in the sixth state.
Freddie Mac’s and Fannie Mae’s approvals of this arrangement
expire on July 31, 2012 and December 31, 2012, respectively.

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. Each of the GSE:s retains the right to revoke or limit,
or may not extend, GRMACs status as an eligible insurer, in
which event GRMAC would not be able to write any new
business. GRMAC’s ability to replace GEMICO as our princi-
pal writer of U.S. mortgage insurance (to the extent necessary)
is also dependent upon GRMAC continuing to satisfy its own
regulatory requirements, which is principally a function of the
amount of GRMAC’s statutory capital levels and the amount
of new insurance it writes (which is in turn dependent upon the
number of states in which GRMAC is writing new business).
We cannot provide assurances that GRMAC will be able to
continue to satisfy these requirements. We continue to discuss
our ongoing use of these and other alternative arrangements
with our state insurance regulators and the GSEs.

If any state insurance regulator revokes or fails to extend
our waiver of the maximum risk-to-capital requirements (as
regulators have recently done with respect to waivers for certain
of our competitors in certain circumstances), we would be
required to cease writing new insurance in that state unless an
alternative source of underwriting capacity acceptable to the
regulator and the GSE:s is established. In addition, if the waiver
granted by the NCDOI is not extended or is revoked, we
would be required to cease writing new business in North
Carolina and the 34 states that do not have their own
risk-to-capital requirements unless an alternative source of
underwriting capacity acceptable to the NCDOI and the GSEs
is established. There can be no certainty as to whether and the
extent to which such waivers will be subject to discretionary
modification or early termination by any state insurance regu-
lator, whether any state insurance regulator will impose addi-
tional conditions on our ability to write new business or
whether alternative underwriting entities will be available or
approved by regulators. There can also be no assurances that an
extension of any such waiver would be approved, whether any
waiver granted will be terminated or otherwise limited after
being granted or whether any alternative underwriting solution
will be in place. The arrangement in those three states where
GRMAC writes new business has been approved by the GSEs,
subject to specified terms and conditions. Given the discre-
tionary nature of all of the waivers and approvals that are
required to continue to operate in this manner, there can be no

55



assurance of the continuation or extension of any waivers or
approvals when required.

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 sub-
sidiaries 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
Canada). Our existing intercompany reinsurance arrangements
are conducted through affiliated insurance subsidiaries, and
therefore, remain subject to regulation by state insurance regu-
lators 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 rea-
sons, there is no assurance that we will provide additional capi-
tal to support our U.S. mortgage insurance subsidiaries in the
future.

To the extent we are not authorized to write new business
in states for any of the reasons discussed above or otherwise,
our customer relationships, our other businesses and our results
of operations and financial condition could be adversely
affected. For example, we could elect or effectively be required
to place our U.S. mortgage insurance business into runoff
(meaning no new loans would be insured but loans previously
insured would continue to be covered, with premiums continu-
ing to be received and losses continuing to be paid on those
loans) or be subject to other regulatory actions, including a
request or demand that we provide additional financial support
to our U.S. mortgage insurance subsidiaries. Depending upon
our response to any such regulatory requests or demands, any
subsequent regulatory response could have a material adverse
effect on our business. In the unlikely event that that regulatory
response involves the entry of a decree or order by a court with
respect to certain bankruptcy, insolvency, reorganization,
receivership or liquidation matters relating-to any of our U.S.
mortgage insurance subsidiaries that constitute significant sub-
sidiaries under our senior debt indenture, and we have not
received appropriate amendments or waivers with respect
thereto under our senior debt indenture, it would constitute an
event of default,under such indenture and the maturity of the
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debt thereunder would accelerate, which would have a material
adverse effect on our business.

A failure to meet the minimum regulatory capital require-
ments to write new business does not necessarily mean that
GEMICO will not have sufficient resources to pay claims on its
insurance liabilities. While we believe that GEMICO has suffi-
cient claims paying resources to meet its claims obligations on
its insurance in-force, this estimate of GEMICO’s claims pay-
ing resources and claims obligations is based on various
assumptions, is subject to inherent uncertainty, requires judg-
ment by management and could result in a range of outcomes.

In addition to the minimum statutory capital require-
ments, our U.S. mortgage insurance business is subject to stan-
dards by which insurance regulators in a particular state
evaluate the financial condition of the insurer. Typically, regu-
lators are required to evaluate specified criteria to determine
whether or not a company may: be found to be in hazardous
financial condition, in which event restrictions on the business
may be imposed. Among these criteria are formulas used in
assessing trends relating to statutory capital. One or more of
our U.S. mortgage insurance subsidiaries have from time to
time failed to satisfy one or more of these standards for
individual states. We typically meet or correspond with the
appropriate regulator in such circumstances and, to date, no
regulator has issued a determination that any of our U.S. mort-
gage insurance subsidiaries is in hazardous financial condition.
Nevertheless, this evaluation of our U.S. mortgage insurers’
financial condition is ongoing and we presently provide various
insurance regulators with substantial financial information for
that purpose. We can provide no assurance as to whether or
when a regulator may make a determination of hazardous
financial condition and for which entity. Such a determination
could likely lead to restrictions or prohibitions on our doing
business in that state and could have a material adverse impact
on results of operations depending on the number of states
involved.

We expect to continue to investigate insured U.S. mortgage
loans and in some cases may rescind coverage, although we
cannot give assurance on the extent to which we may
continue to realize benefits from rescissions. We also expect
to continue to evaluate the compliance of the insured or its
loan servicer with the obligations under our master policy for
insured loans they service and may curtail the amount of the
claim payable based upon this evaluation, although we cannot
give assurance on the extent to which we will continue to see
such curtailments.

As part of our loss mitigation efforts, we routinely inves-
tigate insured loans and evaluate the related servicing to ensure
compliance with applicable guidelines and to detect possible
fraud or misrepresentation. As a result, we have, and may in the
future, rescind coverage on loans that do not meet our guide-
lines or curtail the amount of claims payable for
non-compliance. In the past, we recognized significant benefits
from taking action on these investigations and evaluations



under our master policy. While we believe these actions are
valid and expect additional actions based on future inves-
tigations and evaluations, we can give no assurance on the
extent to which we may continue to see such rescissions or
curtailments. In addition, insured lenders may object to our
actions and we continue to have discussions with certain of
those lenders regarding their objections to our actions that in
the aggregate are material. If disputed by the insured and a legal
proceeding were instituted, the validity of our actions would be
determined by arbitration or judicial proceedings unless other-
wise settled. Further, our loss reserving methodology includes
estimates of the number of loans in our delinquency inventory
that will be rescinded or have their claims curtailed. A variance
between ultimate action rates and these estimates could sig-
nificantly affect our financial position and results of operations.
In the near term, sales could be reduced or eliminated as a
result of a dispute with one or more lenders and such disputes
could have an adverse effect on our long-term relationships
with those lenders that are impacted.

The extent to which loan modifications and other similar
programs may provide benefits to our U.S. Mortgage
Insurance segment is uncertain.

The mortgage finance industry (with government support)
has adopted various programs to modify loans to make them
more affordable to borrowers with the goal of reducing the
number of foreclosures. The effect on us of a loan modification
depends on re-default rates, which in turn can be affected by
factors such as changes in housing values and unemployment.
We cannot predict what actual volume of loan modifications
will be or the ultimate re-default rate will be, and therefore, we
cannot be certain whether these programs will provide material
benefits to us. Our estimates of the number of loans qualifying
for modification programs are inherently uncertain. Various
government entities and private parties have enacted foreclosure
moratoriums. Although a moratorium does not affect the
accrual of interest and other expenses on a loan, our master
insurance policies contain covenants that require cooperation
and loss mitigation by insured lenders. Unless a loan is modi-
fied during a moratorium to cure the default, at the expiration
of the moratorium additional interest and expenses would be
due which could result in our losses on loans subject to the
moratorium being higher than if there had been no mor-
atorium.

We may face higher than anticipated losses if unemployment
or underemployment rates in the United States differ
significantly from our expectations.

We set loss reserves for our U.S. mortgage insurance busi-
ness based in part on expected claims and delinquency cure rate
patterns. These expectations reflect our assumptions regarding
unemployment and underemployment levels. If such levels are
higher than those within our loss reserving assumptions, the
claims frequency could be higher for our U.S. mortgage

insurance business than we had projected. Additionally, rising
unemployment or underemployment rates can impact a
borrower’s ability to pay their mortgage, thereby increasing the
likelihood that we could incur a loss in our U.S. mortgage
insurance business.

A further deterioration in economic conditions or a further
decline in home prices in the United States may adversely
affect our loss experience in mortgage insurance.

Losses in our U.S. mortgage insurance business generally
result from events, such as reduction of income, unemploy-
ment, underemployment, divorce, illness and inability to
manage credit and interest rate levels that reduce a borrower’s
ability to continue to make mortgage payments. The amount of
the loss we suffer, if any, depends in part on whether the home
of a borrower who defaults on a mortgage can be sold for an
amount that will cover. unpaid principal and interest and the
expenses of the sale. A deterioration in economic conditions
generally increases the likelihood that borrowers will not have
sufficient income to pay their mortgages and can also adversely
affect housing values, which increases our risk of loss. A decline
in home prices, whether or not in conjunction with deteriorat-
ing economic conditions, may also increase our risk of loss.

The United States has experienced an economic slowdown
and has seen a pronounced weakness in its housing markets, as
well as declines in home prices. This slowdown and the result-
ing impact on the housing markets are reflected in our elevated
level of delinquencies. However, there has been a lag in the rate
at which delinquent loans are going to foreclosure due to vari-
ous local and lender foreclosure moratoria as well as servicer
and court-related backlog issues. As these loans eventually go to
foreclosure, our delinquency counts will be reduced and our
paid. claims will increase accordingly. In addition, foreclosure
moratoria could cause our losses to increase-as expenses accrue
for longer periods or if the value of foreclosed homes further
decline during such delays. If we experience an increase in
delinquencies that is higher than expected, our financial con-
dition and results of operations could be adversely affected.

Problems associated with foreclosure process defects in the
United States may cause claim payments to be deferred to
later periods.

In the United States, some large mortgage lenders and
servicers have voluntarily suspended foreclosure actions in
response to reports that certain mortgage servicers and other
parties may have acted improperly in foreclosure proceedings.
Where this has occurred, we will evaluate our options under the
applicable master policies to curtail interest and expense pay-
ments that could have been avoided absent a delay in the fore-
closure action. While delays in foreclosure completion may
temporarily delay the receipt of claims and increase the length
of time a loan remains in our delinquent inventory, our esti-
mated claim rates and claim amounts represent our best esti-
mate of what we actually expect to pay on the loans in default
as of the reserve date. : ;
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Any changes to the role or structure of Freddie Mac or Fannie
Mae could have an adverse impact on our U.S. mortgage
insurance business.

In September 2008, the FHFA was appointed conservator
of the GSEs. Congress has stated its intent to examine the role
of the GSEs in the U.S. housing market, and the Obama
administration has also stated that it is considering options
regarding the future status of the GSEs. If legislation is enacted
that reduces or eliminates the need for the GSEs to obtain
credit enhancement on above 80% loan-to-value loans or that
otherwise reduces or eliminates the role of the GSEs in single
family housing finance, the demand for private mortgage
insurance in the United States could be significantly reduced.
On February 11, 2011, the Obama Administration issued a
white paper setting forth various proposals to gradually elimi-
nate Fannie Mae and Freddie Mac. We cannot predict whether
or when any proposals will be implemented, and if so in what
form, nor can we predict the effect of such a proposal, if so
implemented, would have on our business, results of operations
or financial condition. '

We compete with government-owned and government-
sponsored enterprises in our U.S. mortgage insurance
business, and this may put us at a competitive disadvantage
on pricing and other terms and conditions.

Our U.S. mortgage insurance business competes with
government-owned and government-sponsored enterprises,
including the FHA and, to a lesser degree, the VA, Fannie Mae
and Freddie Mac, as well as local and state housing finance
agencies. Since 2008, there has been a significant increase in
the number of loans insured by the FHA.

Those competitors may establish pricing terms and busi-
ness practices that may be influenced by motives such as
advancing social housing policy or stabilizing the mortgage
lending industry, which may not be consistent with max-
imizing return on capital or other profitability measures. In
addition, those governmental enterprises typically do not have
the same capital requirements that we and other mortgage
insurance companies have and therefore may have financial
flexibility in their pricing and capacity that could put us at a
competitive disadvantage. In the event that a government-
owned or sponsored entity in one of our markets determines to
reduce prices significantly or alter the terms and conditions of
its mortgage insurance or other credit enhancement products in
furtherance of social or other goals rather than a profit or risk
management motive, we may be unable to compete in that
market effectively, which could have an adverse effect on our
financial condition and results of operations.

Changes in regulations that affect the U.S. mortgage
insurance business could affect our operations significantly
and could reduce the demand for mortgage insurance.

In addition to the general regulatory risks. that are
described above under “—Qur insurance businesses are heavily
regulated and changes in regulation may reduce our profit-
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ability and limit our growth” and under “—The enactment of
the Dodd-Frank Wall Street Reform and Consumer Protection
Act will subject us to additional federal regulation, and we
cannot predict the effect of such regulation on our business,
results of operations, cash flows or financial condition,” we are
also affected by various additional regulations relating partic-
ularly to our U.S. mortgage insurance operations.

U.S. federal and state regulations affect the scope of our
competitors’ operations, which has an effect on the size of the
mortgage insurance market and the intensity of the competi-
tion in our U.S. mortgage insurance business. This competition
includes not only other private mortgage insurers, but also U.S.
federal and state governmental and quasi-governmental agen-
cies, principally the FHA, and to a lesser degree, the VA, which
are governed by federal regulations. Increases in the maximum
loan amount that the FHA can insure, and reductions in the
mortgage insurance premiums the FHA charges, can reduce the
demand for private mortgage insurance. In 2010, Congress
extended aspects of the American Recovery and Reinvestment
Act of 2009 providing for a continuation of raised FHA and
GSE loan limits, including the limits for loans in high-cost
areas of the country. The FHA has also streamlined its down-
payment formula and made FHA insurance more competitive
with private mortgage insurance in areas with higher home
prices. These and other legislative and regulatory changes could
cause demand for private mortgage insurance to decrease.

In December 2010, revisions to a set of regulatory rules
and procedures governing global bank capital standards were
introduced by the Basel Committee of the Bank for Interna-
tional Settlements to strengthen regulatory capital, liquidity
and other requirements for banks, known as Basel IIL
Although we believe these revisions may encourage further use
of mortgage insurance as a risk and capital management tool in
international markets, their adoption by individual countries
internationally and in the United States has only begun and we
cannot be sure that this will be the case. Since the Basel III
framework continues to evolve, we cannot predict the mortgage
insurance benefits, if any, that ultimately will be provided to
lenders, or how any such benefits may affect the opportunities
for the growth of mortgage insurance. If countries implement
Basel III in a manner that does not reward lenders for using
mortgage insurance as a credit risk mitigant on high
loan-to-value mortgage loans, or if lenders conclude that mort-
gage insurance does not provide sufficient capital incentives,
then we may have to revise our product offerings to meet the
new requirements and our results of operations may be
adversely affected. The heightened prudential standards for
large bank holding companies and systemically significant
financial companies that were proposed by the Federal Reserve
Board in December 2011 may also increase the usefulness of
mortgage insurance if insurance of that kind is treated as
reducing counterparty credit exposure. However, if mortgage
insurance is used in that way, it will create a new counterparty
credit exposure to the issuer of the insurance, which could limit
any usefulness it may otherwise have.



Our U.S. mortgage insurance business, as a credit enhance-
ment provider in the residential mortgage lending industry, also
is subject to compliance with various federal and state
consumer protection and insurance laws, including RESPA, the
ECOA, the FHA, the Homeowners Protection Act, the FCRA,
the Fair Debt Collection Practices Act and others. Among
other things, these laws prohibit payments for referrals of
settlement service business, providing services to lenders for no
or reduced fees or payments for services not actually performed,
require fairness and non-discrimination in granting or facilitat-
ing the granting of credit, require cancellation of insurance and
refund of unearned premiums under certain circumstances,
govern the circumstances under which companies may obtain
and use consumer credit information, and define the manner in
which companies may pursue collection activities. Changes in
these laws or regulations could adversely affect the operations
and profitability of our U.S. mortgage insurance business.

Fannie Mae, Freddie Mac and a small number of large
mortgage lenders exert significant influence over the U.S.
mortgage insurance market.

Our U.S. mortgage insurance products protect mortgage
lenders and investors from default-related losses on residential
first mortgage loans made primarily to home buyers with high
loan-to-value mortgages, generally, those home buyers who
make down payments of less than 20% of their home’s pur-
chase price. Fannie Mae and Freddie Mac purchased approx-
imately 63%, 63% and 70% for the years ended December 31,
2011, 2010 and 2009, respectively, of all the mortgage loans
originated in the United States, according to statistics pub-
lished by Inside Morigage Finance. We believe the mortgages
purchased by Fannie Mae and Freddie Mac have increased the
market size for flow private mortgage insurance during recent
years. However, while Fannie Mae’s and Freddie Mac’s pur-
chase activity increased in recent years, mortgage insurance
penetration did not increase proportionately due to a combina-
tion of tighter mortgage insurance guidelines and the impact of
GSE loan-level pricing on high loan-to-value loans. Changes by
the GSEs in underwriting requirements or pricing terms on
mortgage purchases could affect the market size for private
mortgage insurance. Fannie Mae’s and Freddie Mac’s charters
generally prohibit them from purchasing any mortgage with a
face amount that exceeds 80% of the home’s value, unless that
mortgage is insured by a qualified insurer or the mortgage seller
retains at least a 10% participation in the loan or agrees to
repurchase the loan in the event of default. As a result, high
loan-to-value mortgages purchased by Fannie Mae or Freddie
Mac generally are insured with private mortgage insurance.
Fannie Mae and Freddie Mac independently establish eligibility
standards for U.S. mortgage insurers. The provisions in Fannie
Mae’s and Freddie Mac’s charters create much of the demand
for private mortgage insurance in the United States. Fannie
Mae and Freddie Mac are also subject to regulatory oversight
by HUD and the FHFA. As of December 31, 2011, Fannie
Mae and Freddie Mac purchased the majority of the flow

mortgage loans that we insured. As a result, a change in the
charter provisions or other statutes or regulations relating to
their purchase or guarantee activity, as well as to the mortgage
insurer eligibility standards, could have an adverse effect on our
financial condition and results of operations.

Increasing consolidation among mortgage lenders, includ-
ing the recent mergers in the U.S. banking industry, will con-
tinue to result in significant customer concentration for U.S.
mortgage insurers. As a result of this significant concentration,
Fannie Mae, Freddie Mac and the largest mortgage lenders
possess substantial market power, which enables them to influ-
ence our business and the mortgage insurance industry in gen-
eral. Although we actively monitor and develop our
relationships with Fannie Mae, Freddie Mac and our largest
mortgage lending customers, a deterioration in any of these
relationships, or the loss of business from any of our key cus-
tomers, could have an adverse effect on our financial condition
and results of operations.

In addition, if the FHLBs reduce their purchases of mort-
gage loans, purchase uninsured mortgage loans or use other
credit-enhancement products, this could have an adverse effect
on our financial condition and results of operations.

A decrease in the volume of high loan-to-value home
mortgage originations or an increase in the volume of
mortgage insurance cancellations in the United States
could result in a decline in our revenue.

We provide mortgage insurance primarily for high
loan-to-value mortgages. Factors that could lead to a decrease
in the volume of high loan-to-value mortgage originations
include:

— a change in the level of home mortgage interest rates;

— a decline in economic conditions generally, or in conditions

in regional and local economies;

the level of consumer confidence, which may be adversely

affected by economic instability, war or terrorist events;

declines in the price of homes;

adverse population trends, including lower homeownership

rates;

— high rates of home price appreciation, which in times of
heavy refinancing affect whether refinanced loans have
loan-to-value ratios that require mortgage insurance; and

— changes in government housing policy encouraging loans to
first-time home buyers.

I

Many of these factors have emerged in the current
economic downturn. A decline in the volume of high
loan-to-value mortgage originations would reduce the demand
for mortgage insurance and, therefore, could have an adverse
effect on our financial condition and results of operations.

In addition, a significant percentage of the premiums we
earn each year in our U.S. mortgage insurance business are
renewal premiums from insurance policies written in previous
years. We estimate that approximately 95%, 95% and 96%,
respectively, of our U.S. gross premiums earned in each of the
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years ended December 31, 2011, 2010 and 2009 were renewal
premiums. As a result, the length of time insurance: remains
in-force is an important determinant of our mortgage insurance
revenues. Fannie Mae, Freddie Mac and many other mortgage
investors in the United States generally permit a homeowner to
ask his loan servicer to cancel his mortgage insurance when the
principal amount of the mortgage falls below 80% of the
home’s value. Factors that tend to reduce the length of time our
mortgage insurance remains in-force include:

— declining interest rates, which may result in the refinancing
of the mortgages underlying our insurance policies with new
mortgage loans that may not require mortgage insurance or
that we do not insure;

~ significant appreciation in the value of homes, which causes
the size of the mortgage to decrease below 80% of the value
of the home and enables the borrower to request cancellation
of the mortgage insurance; and

— changes in mortgage insurance cancellation requirements
under applicable federal law or mortgage insurance cancella-
tion practices by mortgage lenders and investors.

Our U.S. policy persistency rates increased from 46% for
the year ended December 31, 2003 to 84%, 85% and 85% for
the years ended December 31, 2009, 2010 and 2011,
respectively. A decrease in persistency in the United States
generally would reduce the amount of our insurance in-force
and have an adverse effect on our financial condition and
results of operations. However, higher persistency on certain
products, especially A minus, Ale-A, ARMs and certain 100%
Joan-to-value loans, could have an adverse effect if claims gen-
erated by such products continue to increase.

The amount of mortgage insurance we write in the United
States could decline significantly if alternatives to private
mortgage insurance are used or lower coverage levels of
mortgage insurance are selected.

There are a variety of alternatives to private mortgage
insurance that may reduce the amount of mortgage insurance
we write in the United States. These alternatives include:

— originating mortgages that consist of two simultaneous loans,
known as “simultaneous seconds,” comprising a first mort-
gage with a loan-to-value ratio of 80% and a simultaneous
second mortgage for the excess portion of the loan, instead of
a single mortgage with a loan-to-value ratio of more than
80%;

~ using government mortgage insurance programs, including

- those of the FHA and the VA;

— holding mortgages in the lenders’ own loan portfolios and
self-insuring; .

— using programs, such as those offered by Fannie Mac and
Freddie Mac, requiring lower mortgage insurance coverage
levels;

— originating' and- securitizing loans in mortgage-backed secu-
rities whose underlying mortgages are not insured with pri-
vate mortgage insurance or which are structured so that the
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risk of default lies with the investor, rather than a private
mortgage insurer; and :

— using credit default swaps or similar instruments, instead of
private mortgage insurance, to transfer credit risk on mort-

gages.

A decline in the use of private mortgage insurance in
connection with high loan-to-value home mortgages for any
reason would reduce the demand for flow mortgage insurance.

We cede a portion of our U.S. mortgage insurance business to
mortgage reinsurance companies affiliated with our mortgage
lending customers, and this could reduce our profitability.

We, like other mortgage insurers, offer opportunities to
our mortgage lending customers that are designed to allow
them to participate in the risks and rewards of the mortgage
insurance business. Many of the major mortgage lenders with
which we do business have established captive mortgage
reinsurance subsidiaries. These reinsurance subsidiaries assume
a portion of the risks associated with the lender’s insured mort-
gage loans in exchange for a percentage of the premiums. In
most cases, our reinsurance coverage is an “excess of loss”
arrangement with a limited band of exposure for the reinsurer.
This means that we are required to pay. the first layer of losses
arising from defaults in the covered mortgages, the reinsurer
indemnifies us for the next layer of losses, and we pay any losses
in excess of the reinsurer’s obligations. The effect of these
arrangements historically has been a reduction in the profit-
ability and return on capital of this business to us. We advised
each captive reinsurer with whom we do business under an
excess of loss arrangement that effective January 1, 2009 we
will reinsure only on a quota share basis. For the years ended
December 31, 2011 and 2010, approximately 2% and 3%,
respectively, of our U.S. primary new risk written was subject
to captive mortgage reinsurance. U.S. mortgage insurance
premiums ceded to these reinsurers were $93 million, $122
million and $153 million for the years ended December 31,
2011, 2010 and 2009, respectively. U.S. mortgage insurance
loss reserves ceded to these reinsurers were $178 million, $351
million and $673 million for the years ended December 31,
2011, 2010 and 2009, respectively. These arrangements can
either favorably or unfavorably affect our profitability within a
given calendar year depending upon whether or not the
reinsurer’s layer of coverage is attaching and whether or not
there are sufficient assets in the captive trust available for pay-
ment of claims, thereby covering some portion of losses.

Given the recent business changes to captive reinsurance
arrangements, at the end of 2008, the majority of our excess of
loss captive reinsurance arrangements was in -runoff with no
new books of business expected to. be added going forward.
Additionally, throughout 2009, many lender captive reinsurers
have chosen to place their captives into runoff as well
Nonetheless, we will continue to benefit from captive
reinsurance on our 2005 through 2008 books of business.



Our U.S. mortgage insurance business could be adversely
affected by legal actions under RESPA.

From time to time, lawsuits, including some that were
class actions, have challenged the actions of private mortgage
insurers, including our company and lenders, under RESPA.
We cannot predict whether plaintiffs will institute new liti-
gation seeking damages or relief under RESPA. In addition,
U.S. federal and state officials are authorized to enforce RESPA
and to seek civil and criminal penalties, and we cannot predict
whether these proceedings might be brought against us or other
mortgage insurers. Any such proceedings could have an adverse
effect on our financial condition and results of operations.

Potential liabilities in connection with our U.S. contract
underwriting services could have an adverse effect on our
financial condition and results of operations.

We offer contract underwriting services to certain of our
mortgage lenders in the United States, pursuant to which our
employees and contractors work directly with the lender to
determine whether the data relating to a borrower and a pro-
posed loan contained in a mortgage loan application file com-
plies with the lender’s loan underwriting guidelines or the
investor’s loan purchase requirements. In connection with that
service, we also compile the application data and submit it to
the automated underwriting systems of Fannie Mae and Fred-
die Mac, which independently analyze the data to determine if
the proposed loan complies with their investor requirements.

Under the terms of our contract underwriting agreements,
we agree to indemnify the lender against losses incurred in the
event that we make material errors in determining whether
loans processed by our contract underwriters meet specified
underwriting or purchase criteria, subject to contractual limi-
tations on liability. As a result, we assume credit and interest
rate risk in connection with our contract underwriting services.
Worsening economic conditions, a deterioration in the quality
of our underwriting services or other factors could cause our
contract underwriting liabilities to increase and have an adverse
effect on our financial condition and results of operations.
Although we have established reserves to provide for potential
claims in connection with our contract underwriting services,
we have limited historical experience that we can use to estab-
lish reserves for these potential liabilities, and these reserves may
not be adequate to cover liabilities that may arise.

OTHER RISKS

Adverse market or other conditions might delay or impede
the planned IPO of our mortgage insurance business in
Australia.

On November 3, 2011, we announced our plan to sell a
minority position of up to 40% of our Australian mortgage
insurance business through an IPO in Australia during 2012,
An IPO execution is subject to regulatory reviews and market
conditions. While we expect this transaction is achievable, there

can be no assurance that this transaction can be executed
within the targeted timeframe or on the desired terms.

The information in this Annual Report concerning the
IPO securities is not an offer to sell, or a solicitation of an offer
to buy, any securities. The IPO securities referred to in this
Annual Report have not been and will not be registered under
the U.S. Securities Act of 1933 and may not be offered or sold
in the United States except pursuant to an exemption from, or
in a transaction not subject to, the registration requirements of
the U.S. Securities Act of 1933. If an offer of IPO securities
which requires disclosure in Australia is made, a disclosure
document for the offer will be prepared at that time. Any per-
son who wishes to apply to acquire IPO securities will need to
complete the application form that will be in or will accompany
the disclosure document. In addition, the information in this
Annual Report concerning the IPO securities is not intended
for public distribution in Australia.

We have agreed to make payments to GE based on the
projected amounts of certain tax savings we expect to realize
as a result of the Genworth IPO. We will remain obligated to
make these payments even if we do not realize the related tax
savings and the payments could be accelerated in the event of
certain changes in control.

Under the Tax Matters Agreement, we have an obligation
to pay GE a fixed amount over approximately the next 12
years. This fixed obligation, the estimated present value of
which was $310 million and $339 million as of December 31,
2011 and 2010, respectively, equals 80% (subject to a cumu-
lative $640 million maximum amount) of the tax savings pro-
jected as a result of the Genworth IPO in 2004. Even if we fail
to generate sufficient taxable income to realize the projected tax
savings, we will remain obligated to pay GE, and this could
have a material adverse effect on our financial condition and
results of operations. We could also, subject to regulatory
approval, be required to pay GE on an accelerated basis in the
event of certain changes in control of our company.

Provisions of our certificate of incorporation and bylaws
and our Tax Matters Agreement with GE may discourage
takeover attempts and business combinations that
stockholders might consider in their best interests.

Our certificate of incorporation and bylaws include provi-
sions that may have anti-takeover effects and may delay, deter
or prevent a takeover attempt that our stockholders might con-
sider in their best interests. For example, our certificate of
incorporation and bylaws:

— permit our Board of Directors to issue one or more series of
preferred stock;

— limit the ability of stockholders to remove directors;

— limit the ability of stockholders to fill vacancies on our Board
of Directors;

— limit the ability of stockholders to call special meetings of
stockholders and take action by written consent; and

61



— impose advance notice requirements for stockholder pro-
posals and nominations of directors to be considered at
stockholder meetings.

Under our Tax Matters Agreement with GE, if any person
or group of persons other than GE or its affiliates gains the
power to direct the management and policies of our company,
we could become obligated immediately to pay to GE the total
present value of all remaining tax benefit payments due to GE
over the full term of the agreement. The estimated present
value of our fixed obligation as of December 31, 2011 and
2010 was $310 million and $339 million, respectively. Sim-
ilarly, if any person or group of persons other than us or our
affiliates gains effective control of one of our subsidiaries, we
could become obligated to pay to GE the total present value of
all such payments due to GE allocable to that subsidiary, unless
the subsidiary assumes the obligation to pay these future
amounts under the Tax Matters Agreement and certain con-
ditions are met. The acceleration of payments would be subject
to the approval of certain state insurance regulators, and we are
obligated to use our reasonable best efforts to seck these appro-
vals. This feature of the agreement could adversely affect a
potential merger or sale of our company. It could also limit our
flexibility to dispose of one or more of our subsidiaries, with
adverse implications for any business strategy dependent on
such dispositions.

RISKS RELATING TO OUR COMMON
STOCK

The Board of Directors has decided to suspend dividends on

our common stock until further notice.

We paid quarterly dividends on our common stock since
our IPO in May 2004 until November 2008 when the Board
of Directors decided to suspend the payment of dividends on
our common stock to enhance our liquidity and capital posi-
tion in the current challenging environment. We cannot assure
you when, whether or at what level we will resume paying divi-
dends on our common stock.

Our stock price will fluctuate.

Stock markets in general, and our common stock in partic-
ular, have experienced significant price and volume volatility
since late 2008. The market price and volume of our common
stock may continue to be subject to significant fluctuations due
not only to general stock market conditions but also to a
change in sentiment in the matket regarding our industry gen-
erally, as well as our operations, business prospects, liquidity
and capital positions. In addition to the risk factors discussed
above, the price and volume volatility of our common stock
may be affected by:

— operating results for future periods that vary from the expect-
ations of securities analysts and investors;
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— operating and securities price performance of companies that
investors consider to be comparable to us;

— announcements of strategic developments, acquisitions and
other material events by us or our competitors; and

— changes in global financial markets and global economies and
general market conditions, such as interest or foreign
exchange rates, availability of credit, equity prices and the
value of financial assets.

Stock price volatility and a decrease in our stock price
could make it difficult for us to raise equity capital or, if we are
able to raise equity capital, could result in substantial dilution
to our existing stockholders.

ITEM 1B. UNRESOLVED STAFF
COMMENTS

We have no unresolved comments from the staff of the
SEC.

ITEM 2. PROPERTIES

We own our headquarters facility in‘Richmond, Virginia,
which consists of approximately 461,190 square feet in four
buildings, as well as several facilities in Lynchburg, Virginia
with approximately 450,360 square feet. In addition, we lease
approximately 568,619 square feet of office space in 37 loca-
tions throughout the United States. We also own one building
outside the United States with approximately 4,560 square feet,
and we lease approximately 427,870 square feet in 45 locations
outside the United States.

Most of our leases in the United States and other countries
have lease terms of three to five years. Although some leases
have longer terms, no lease has an expiration date beyond
2022. Our aggregate annual rental expense under all leases was
$28 million during the year ended December 31, 2011.

We believe our properties are adequate for our business as
presently conducted. ' )

ITEM 3. LEGAL PROCEEDINGS

We face the risk of litigation and regulatory investigations
and actions in the ordinary course of operating our businesses,
including the risk of 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 under-
writing services, violations of 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 addi-
tion, we are also subject to various regulatory inquiries, such as
information requests, subpoenas, books and record examina-
tions 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 business, finan-
cial condition and results of operations. Moreover, even if we
uldimately prevail in the litigation, regulatory action or inves-
tigation, we could suffer significant reputational harm, which
could have an adverse effect on our business, financial con-
dition or results of operations. At this time, it is not feasible to
predict, nor determine the ultimate outcomes of any pending
investigations and legal proceedings, nor to provide reasonable
ranges of possible losses.

In May 2005, each of our U.S. mortgage insurance sub-
sidiaries received an information request from the State of New
York Insurance Department with respect to captive reinsurance
transactions with lender-affiliated reinsurers and other types of
arrangements in which lending institutions receive from our
subsidiaries any form of payment, compensation or other con-
sideration in connection with issuance of a policy covering a
mortgagor of the lending institution. In February 2006, we
received a follow-up industry-wide inquiry from New York
requesting supplemental information. In addition, in early
2006 as part of an industry-wide review, one of our U.S. mort-
gage insurance subsidiaries received an administrative subpoena
from the Minnesota Department of Commerce, which has
jurisdiction over insurance matters, with respect to our
reinsurance arrangements, including captive reinsurance trans-
actions. In addition, in June 2008, the same subsidiary received
from the Minneapolis, Minnesota office of the Inspector Gen-
eral for HUD, a subpoena requesting information substantially
similar to the Minnesota Department of Commerce’s request.
Since 2008, the Minnesota Department of Commerce has

petiodically requested additional information. In December
2011, the same subsidiary received a subpoena from the United
States Department of Housing and Urban Development,
Office of Inspector General with respect to reinsurance
arrangements, including captive reinsurance transactions. In
January 2012, we received an information request from the
Consumer Financial Protection Bureau requesting information
from our mortgage insurance subsidiaries with respect to
reinsurance arrangements, including captive reinsurance trans-
actions. We have responded or will respond to these industry-
wide regulatory inquiries and follow-up inquiries, and will
cooperate as appropriate with respect to any follow-up requests
or inquiries.

In December 2011 and January 2012, one of our U.S.
mortgage insurance subsidiaries was named along with several
other mortgage insurance industry participants and mortgage
lenders as a defendant in three putative class action lawsuits
captioned as follows: Samp, et al. v. [PMorgan Chase Bank,
N.A., et al, United States District Court for the Central District
of California; White, et al v. The PNC Financial Services Group,
Inc., et al, United States District Court for the Eastern District
of Pennsylvania; and Menichino, et al v. Citibank NA, et al,
United States District Court for the Western District of Penn-
sylvania. Plaintiffs allege that “captive reinsurance arrange-
ments” with providers of private mortgage insurance whereby a
mortgage lender through captive reinsurance arrangements
received a portion of the borrowers’ private mortgage insurance
premiums were in violation of RESPA and unjustly enriched
the defendants for which plaintiffs seek declaratory relief and
unspecified monetary damages, including restitution. We
intend to vigorously defend these actions.

In November 2006, one of our subsidiaries received a
grand jury subpoena from the United States Department of
Justice, Antitrust Division, and a subpoena from the SEC, each
requiring the production of documents and information related
to an investigation into alleged bid-rigging involving the sale of
GICs to municipalities. In June 2008, the same subsidiary also
received subpoenas from the Office of the Florida Attorney
General and the Office of the Connecticut Attorney General,
representing multiple state Attorney General offices, secking
information relating to an investigation into alleged antitrust
violations involving the sale of GICs to municipalities. We have
not issued and do not currently issue GICs to municipalities,
but from January 2004 to December 2006, our subsidiary
provided management and administrative services to a third-
party that does issue GICs to municipalities. We are cooperat-
ing fully with respect to these investigations and responding to
the subpoenas.

Between March and December 2008, we and/or the same
subsidiary were named along with several other GIC industry
participants as a defendant in several class action and non-class
action lawsuits alleging antitrust and other violations
(including, in certain of the cases, California state law claims)
involving the sale of GICs to municipalities and seeking mone-
tary damages, including treble damages. The United States
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Judicial Panel on Multi-District Litigation has consolidated
these federal cases for pre-trial proceedings in the United States
District Court for the Southern District of New York under the
case name In re Municipal Derivatives Antitrust Litigation.
Certain plaintiffs have filed a consolidated amended complaint
that names as a defendant only our subsidiary. However, in
2009, plaintiffs in these actions amended their complaints, and
in 2010 additional individual lawsuits were filed, and those
amended complaints and individual lawsuits do not presently
name Genworth or any subsidiary as a defendant.

The U.K. antitrust authorities conducted a review of the
payment protection insurance sector and in January 2009, the
antitrust authorities issued their final report that included the
remedies to address the antitrust issues identified in their find-
ings. The remedies included prohibitions on the sale of single
premium payment protection insurance products, or the sale
of payment protection products within seven days of the sale of
the underlying credit product unless the consumer contacts the
distributor after 24 hours of sale of the credit product, as well
as additional informational remedies. Though it was previously
anticipated that the remedies would be implemented during
2010, a successful appeal brought against key elements of the
findings by a large U.K. retail bank delayed implementation of
the full remedies package. The remedies package is expected to
be fully implemented by mid-2012.

In December 2009, one of our non-insurance subsidiaries,
one of the subsidiary’s officers and Genworth Financial, Inc.
were named in a putative class action lawsuit captioned Michael
J. Goodman and Linda Brown v. Genworth Financial Wealth
Management, Inc., et al, in the United States District Court for
the Eastern District of New York. Plaintiffs allege securities law
and other violations involving the selection of mutual funds by
our subsidiary on behalf of certain of its Private Client Group
clients. The lawsuit seeks unspecified monetary damages and
other relief. In response to our motion to dismiss the complaint
in its entirety, the Court granted on March 30, 2011 the
motion to dismiss the state law fiduciary duty claim and denied
the motion to dismiss the remaining federal claims. We con-
tinue to vigorously defend this action.
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In July 2010, we received a subpoena from the office of
the New York Attorney General, relating to an industry-wide
investigation of the use of retained asset accounts as a:settle-
ment option for life insurance death benefit payments. When a
retained asset account is established for a beneficiary, our
insurance company subsidiary retains the death benefit pro-
ceeds in its general account and pays interest on those proceeds.
Beneficiaries can withdraw all of the funds or a portion of the
funds held in the account at any time. In addition to the sub-
poena, we have been contacted by state insurance regulators
regarding retained asset accounts. We have responded to the
New York Attorney General subpoena and state insurance
regulator information requests, and will cooperate with respect
to any follow-up requests or inquiries.

In June 2011, we received a subpoena from the office of
the New York Attorney General relating to an industry-wide
investigation of unclaimed property and escheatment practices
and procedures. In addition to the subpoena, other state regu-
lators are conducting reviews and examinations on the same
subject. We are cooperating with these requests and inquiries.

We cannot ensure that the current investigations and
proceedings will not have a material adverse effect on our busi-
ness, financial condition or results of operations. In addition, it
is possible that related investigations and proceedings may be
commenced in the future, and we could become subject to
further investigations and have lawsuits filed against us. In
addition, increased regulatory scrutiny and any resulting inves-
tigations or proceedings could result in new legal precedents
and industry-wide regulations or practices that could adversely
affect our business, financial condition and results of oper-
ations.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable.
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ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Market for Common Stock

Our Class A Common Stock is listed on the New York Stock Exchange under the symbol “GNW.” The following table sets
forth the high and low intra-day sales prices per share of our Class A Common Stock, as reported by the New York Stock Exchange,
for the periods indicated:

As of February 13, 2012, we had 251 holders of record of our Class A Common Stock.

High Low
2011
First Quarter $14.77 $12.02
Second Quarter $13.64 $ 9.75
Third Quarter $10.71  $ 4.80
Fourth Quarter $738 $ 484
High Low
2010
First Quarter $18.70  $11.52
Second Quarter $19.36 $12.98
Third Quarter $16.10  $10.26
Fourth Quarter $13.72  $10.61

Common Stock Performance Graph
The following performance graph and related information shall not be deemed “soliciting material” nor to be “filed” with the

SEC, nor shall such information be incorporated by reference into any future filings under the Securities Act of 1933 or the

Securities Exchange Act of 1934, each as amended, except to the extent we specifically incorporate it by reference into such filing.
The following graph compares the cumulative stockholder return on our Class A Common Stock with the cumulative total

return on the S&P 500 Stock Index and the S&P 500 Insurance Index.

——@— Genworth Financial == S&P 500 Insurance Index wngfyen S&P 500
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120 /\\ / -
$100 ) & \
$40 N / \
$20 V
$0
12/31/2006 12/31/2007 12/31/2008 12/31/2009 12/31/2010 12/31/2011
2006 2007 2008 2009 2010 2011
Genworth Financial, Inc. $100.00 $ 97.16 $11.19 $ 44.88 $ 40.19 $ 20.04
S&P 500 Insurance Index $100.00 $118.56 $49.63 $ 56.50 $ 57.43 $ 52.67
S&P 500® $100.00 $128.13 $80.73 $102.10 $112.01 $114.35
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Dividends

In November 2008, to enhance our liquidity and capital
position in the challenging market environment, our Board of
Directors suspended the payment of dividends on our
common stock indefinitely. The declaration and payment of
future dividends to holders of our common stock will be at the
discretion of our Board of Directors and will depend on many
factors including our receipt of dividends from our operating
subsidiaries, our financial condition and net income, the
capital requirements of our subsidiaries, legal requirements,
regulatory constraints, our credit and financial strength ratings
and such other factors as the Board of Directors deems
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relevant. We cannot assure you when, whether or at what level
we will resume paying dividends on our common stock.

See “Item 7—Management’s Discussion and Analysis of
Financial Condition and Results of Operations” for additional
information. :

We are a holding company and have no direct
operations. As a result, our ability to pay dividends in the
future will depend on receiving dividends from our
subsidiaries. Qur insurance subsidiaries are subject to the laws
of the jurisdictions in which they are domiciled and licensed
and consequently are limited in the amount of dividends that
they can pay. See “Item 1—Business—Regulation.”



ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth selected financial information. The selected financial information as of December 31, 2011 and
2010 and for the years ended December 31, 2011, 2010 and 2009 has been derived from our consolidated financial statements,
which have been audited by KPMG LLP and are included in “Item 8—Financial Statements and Supplementary Data.” You should
read this information in conjunction with the information under “Item 7—Management’s Discussion and Analysis of Financial
Condition and Results of Operations,” our consolidated financial statements, the related notes and the accompanying independent
registered public accounting firm’s report (which refers to changes in accounting for embedded credit derivatives and variable inter-
est entities in 2010 and for other-than-temporary impairments in 2009), which are included in “Item 8—Financial Statements and

Supplementary Data.”
Years ended December 31,

(Amounts in millions) 2011 2010 2009 2008 2007
Consolidated Statements of Income Information
Revenues:
Premiums $ 5,705 $ 5,854 $ 6,019 $ 6,777 $ 6,330
Net investment income 3,380 3,266 3,033 3,730 4,135
Net investment gains (losses) (1) (220) (143) (1,041) (1,709) (332)
Insurance and investment product fees and other 1,479 1,112 1,058 1,150 992

Total revenues 10,344 10,089 9,069 9,948 11,125
Benefits and expenses:
Benefits and operating expenses 9,524 9,556 9,468 10,420 9,038
Interest expense 506 457 393 470 481

Total benefits and expenses 10,030 10,013 9,861 10,890 9,519
Income (loss) from continuing operations before income taxes 314 76 (792) (942) 1,606
Provision (benefit) for income taxes 53 (209) (393) (370) 452
Income (loss) from continuing operations 261 285 (399) (572) 1,154
Income from discontinued operations, net of taxes (2) — — — — 15
Gain on sale of discontinued operations, net of taxes (2) —_ — — — 51
Net income (loss) 261 285 (399) (572) 1,220
Less: net income attributable to noncontrolling interests (3) 139 143 61 — —
Net income (loss) available to Genworth Financial, Inc.’s common stockholders $ 122 $ 142 $ (460) $ (572) $ 1,220
Income (loss) from continuing operations per common share:

Basic $ 053 $ 058 $ (0.88) $ (1.32) $ 262

Diluted (4) $ 053 $ 0.58 $ (0.88) $ (1.32) $ 258
Net income (loss) available to Genworth Financial, Inc.’s common stockholders per common

share

Basic $ 025 $ 0.29 $ (1.02) $ (1.32) $ 277

Diluted (4) $ 0.25 $ 029 $ (1.02) $ (1.32) $ 273
Weighted-average common shares outstanding: (5)

Basic 490.6 489.3 451.1 433.2 439.7

Diluted (4) 493.5 493.9 451.1 433.2 447.6
Cash dividends declared per common share (6) $ — $ — $ — $ 0.30 $ 038
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Years ended December 31,

(Amounts in millions) 2011 2010 2009 2008 2007
Selected Segment Information
Total revenues:
U.S. Life Insurance $ 6,130 $ 5,786 $ 4,797 $ 5,589 $ 6,093
International Protection 1,022 1,112 1,301 1,557 1,529
Wealth Management 453 352 278 330 336
International Mortgage Insurance 1,507 1,372 1,259 1,350 - 1,160
U.S. Mortgage Insurance 719 754 826 851 805
Runoff 501 665 672 252 1,129
Corporate and Other 12 48 64) 19 73
Total $ 10344 $1008 $ 9069 § 9948 $ 11,125
Income (loss) from continuing operations:
U.S. Life Insurance $ 432 $ 292 $ (115 $ (64) $ 494
International Protection 93 74 45 127 127
Wealth Management 47 40 28 42 43
International Mortgage Insurance 496 513 396 481 453
U.S. Mortgage Insurance (477) (559) (427) (368) 171
Runoff (53) 25 (75) (598) 28
Corporate and Other 277) (100) (251) (192) (162)
Total $ 261 $ 285 $ (399) $ (572) § L154
Consolidated Balance Sheet Information
Total investments $ 71,904 $ 68,437 $ 63,515 $ 60,612 $ 70,800
All other assets (7) 42,398 43,958 44,672 46,777 43,515
Total assets $114,302 $112,395 $108,187 $107,389 $114,315
Policyholder liabilities $ 70,193 $ 69,169 $ 69,220 $ 73,291 $ 72,977
Non-recourse funding obligations 3,256 3,437 3,443 3,455 3,455
Short-term borrowings - — 930 1,133 200
Long-term borrowings 4,726 4,952 3,641 4,261 3,903
All other liabilities 18,462 19,866 17,603 16,323 20,302
Total liabilities $ 96,637 $ 97,424 $ 94,837 $ 98,463 $100,837
Accumulated other comprehensive income (loss) $ 4,021 $ 1,492 $  (164) $ (3,062) $ 727
Noncontrolling interests (3) $ 1,124 $ 1,110 $ 1,074 $ — $ —_
Total stockholders” equity $ 17,665 $ 14,971 $ 13,350 $ 8926 $ 13,478
U.S. Statutory Financial Information (8)
Statutory capital and surplus (9) $ 4,604 $ 4,885 $ 5,878 $ 6,436 $ 6,597
Asset valuation reserve $ 149 $ 133 $ 56 $ 320 $ 430
(1) On April 1, 2009, we adopted new ing guidance related to the recognition and presentation of other-than-temporary impairments. This accounting guidance
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modified the presentation of other-than-temporary impairments for certain debt securities to only present the impairment loss in net income (loss) vhat represents the
credit loss associated with the other-than-temporary impairment with the remaining impairment loss being presented in other comprehensive income (loss). For further
discussion, refer to note 2 in our consolidated financial #s under “Ttem 8—Financial Statements and Supplementary Data.”

On May 31, 2007, we completed the sale of our group life and health insurance business. Accordingly, the business was acc d for as discontinued operations and its
results of operations, financial position and cash flows were separately reported for all periods pr d. The sale resulted in a gain on sale of discontinued operations of
$51 million, net of taxes.

Noncontrolling interests relate to the initial public offering of our Canadian mortgage insurance business in July 2009 which reduced our ownership percentage to
57.5%.

Under applicable accounting guidance, companies in a loss position are required to use basic weighted-average c shares ding in the calculation of diluted
loss per share. Therefore, as a result of our net loss for December 31, 2009 and 2008, the inclusion of 1.9 million and 1.7 million, respectively, of shares for stock
options, restricted stock units (“RSUs”) and stock appreciation rights (“SARs”) would have been antidilutive to the calculation. If we had not incurred a net loss for 2009
and 2008, dilutive potential common shares would have been 453.0 million and 434.9 million, respectively.

The number of shares used in our calculation of diluted earnings per common share in 2007, 2008, 2009, 2010 and 2011 was affected by the additional shares of
Class A Common Stock issuable under Equity Units, stock options, RSUs and SARs and was calculated using the treasury method. In May 2009, stockholders approved,

and in July 2009 we commenced, an offer to eligible employees to exchange eligible stock options and SARs (the “Eligible Options and SARs’) for a reduced number of
stock options and SARs (collectively, the “Replacement Awards”). In August 2009, we granted the Replacement Awards, consisting of an aggregate of 2.6 million new
stock options and 308,210 new SARs, in exchange for the Eligible Options and SARs surrendered in the exchange offer. Weighted-average shares outstanding also

increased reflecting a public offering of 55.2 million shares of our Class A Common Stock in September 2009. See note 16 in our consolidated financial 75 under
“Item 8—Financial Statements and Supplementary Data” for a discussion of the exchange offer completed in August 2009 and note 3 for a discussion of the equity offer-
ing in September 2009.

During the first and second quarters of 2007, we declared dividends of $0.09 per common share. During the third quarter of 2007, we increased the quarterly dividend
11% and declared dividends of $0.10 per common share in the third and fourth quarters of 2007 and the first, second and third quarters of 2008. In November 2008,
to enhance our liquidity and capital position in the challenging market environment, our Board of Directors suspended the payment of dividends on our common stock
indefinitely. Therefore, no dividends were declared in the fourth quarter of 2008 or in 2009, 2010 and 2011.
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Prior o the completion of our IPO, we entered into several significant reinsurance transactions with UFLIC, an affiliate of our former parent, in which we ceded certain
blocks of structured sestlement annuities, variable annuities and long-term care insurance. As a result of these transactions, we transferred investment securities to UFLIC
and recorded a reinsurance recoverable that was included in “all other assers.” For a discussion of this transaction, refer to note 9 in our consolidated financial statements
under “Ttem 8—Financial Statements and Supplementary Data.”

We derived the U.S. Statutory Financial Information from Annual Statements of our U.S. insurance company subsidiaries that were filed with the insurance depart-
ments in states where we are domiciled and were prepared in accordance with statutory accounting practices prescribed or permitted by the insurance departments in
states where we are domiciled. These statutory accounting practices vary in certain material respects from U.S. GAAP.

Combined statutory capital and surplus for our U.S. domiciled insurance subsidiaries includes surplus notes issued by our U.S. life insurance subsidiaries and statutorily
required contingency reserves held by our U.S. mortgage insurance subsidiaries.
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ITEM 7. MANAGEMENT’S DISCUSSION
AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF
OPERATIONS

The following discussion and analysis of our consolidated
financial condition and results of operations should be read in
conjunction with our audited consolidated financial statements
and related notes included in “Ttem 8—Financial Statements and
Supplementary Data.”

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. Beginning in the fourth

quarter of 2011, we changed our operating business segments
to better align our businesses. Under the new structure, we
operate through three divisions: Insurance and Wealth

Management, Mortgage Insurance and Corporate and Runoff.

Under these divisions, there are six operating business seg-

ments. The Insurance and Wealth Management Division

includes the following operating business segments: U.S. Life

Insurance (which includes our life insurance, long-term care

insurance and fixed annuities businesses), International Pro-

tection (which includes our lifestyle protection insurance busi-
ness) and Wealth Management. The Mortgage Insurance

Division includes the following operating business segments:

International Mortgage Insurance and U.S. Mortgage

Insurance. The Corporate and Runoff Division includes the

Runoff segment and Corporate and Other activities. The

Runoff segment includes the results of non-strategic products

which are no longer actively sold. These changes allow us to

sharpen our focus on common aspects within each group of
businesses while taking advantage of current financial synergies.

Financial information has been updated for all periods to reflect

the reorganized segment reporting structure. The following

discussion reflects our reorganized 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 pro-
tection) in multiple European countries. Our lifestyle pro-
tection 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 products that include managed account
programs together with advisor support and financial plan-
ning services.
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— International Mortgage Insurance. We are a leading pro-
vider 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 pro-
vide mortgage insurance on a bulk basis with essentially all of
our bulk writings prime-based. Additionally, we offer serv-
ices, 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, FABNs and 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 com-
pany level, unallocated corporate income and expenses, elimi-
nations of inter-segment transactions and the results of other
non-core businesses.

Our financial information

The financial information in this Annual Report on
Form 10-K has been derived from our consolidated financial
statements.

Revenues and expenses
Our revenues consist primarily of the following:

~ U.S. Life Insurance. The revenues in our U.S. Life

Insurance segment consist primarily of:

— net premiums earned on individual term life insurance,
individual and group long-term care insurance and single
premium immediate annuities with life contingencies;

— net investment income and net investment gains (losses)
on the segment’s separate investment portfolios; and

— insurance and investment product fees and other, includ-
ing surrender charges, mortality and expense risk charges,
primarily from universal life insurance policies, and other
administrative charges.



— International Protection. The revenues in our International
Protection segment consist primarily of:
— net premiums earned on lifestyle protection insurance
policies;
— net investment income and net investment gains (losses)
on the segment’s separate investment portfolio; and
— insurance and investment product fees and other, primar-
ily third-party administration fees.
— Wealth Management. The revenues in our Wealth
Management segment consist primarily of:

— management fees and commissions and other admin-

istrative charges.
~ International Mortgage Insurance. The revenues in our

International Mortgage Insurance segment consist primarily

of:

— net premiums earned on international mortgage insurance
policies; and

— net investment income and net investment gains (losses)
on the segment’s separate investment portfolio.

~ U.S. Mortgage Insurance. The revenues in our U.S. Mort-
gage Insurance segment consist primarily of:

— net premiums earned on U.S. mortgage insurance policies
and premiums assumed through our inter-segment
reinsurance with our international mortgage insurance
business;

— net investment income and net investment gains (losses)
on the segment’s separate investment portfolio; and

— fee revenues from contract underwriting services.

— Runoff- The revenues in our Runoff segment consist primar-
ily of:

— net investment income and net investment gains (losses)
on the segment’s separate investment portfolios; and

— insurance and investment product fees and other, includ-
ing mortality and expense risk charges, primarily from
variable annuity contracts, and other administrative charg-
es.

— Corporate and Other. The revenues in Corporate and

Other consist primarily of:

— unallocated net investment income and net investment
gains (losses); and

— insurance and investment product fees from non-core
businesses and eliminations of inter-segment transactions.

Our expenses consist primarily of the following:

— benefits provided to policyholders and contractholders and
changes in reserves;

— interest credited on general account balances;

— acquisition and operating expenses, including commissions,
marketing expenses, policy and contract servicing costs,
overhead and other general expenses that are not capitalized
(shown net of deferrals);

— amortization of DAC and other intangible assets;

— goodwill impairment charges;

— interest and other financing expenses; and

— income taxes.

We allocate corporate expenses to each of our operating
segments using a methodology that includes allocated capital.

Management’s discussion and analysis by segment 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, long-term care and Medicare supplement
insurance; (2) new and additional premiums/deposits for
universal and term universal life insurance, linked-benefits,
fixed and variable products; (3) gross and net flows, which
represent gross flows less redemptions, for our wealth manage-
ment business; (4) 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 (5) 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, new
premiums/deposits, gross and net flows, written premiums,
premium equivalents and new insurance written to be a meas-
ure 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 state-
ments. 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 interna-
tional 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, Australia and New Zealand. Risk
in-force for our U.S. mortgage insurance business is our obliga-
tion 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 rev-
enues and profits in a future period, rather than a measure of
our revenues or profitability during that period.
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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 rescissions are the reduction in
carried loss reserves, net of premium refunds and reinstatement
of prior rescissions. Estimated savings related to loan mod-
ifications and other cure related loss mitigation actions repre-
sent 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 operat-
ing performance across periods without regard to revenues or
profitability related to policies or contracts sold in prior periods
or from investments or other sources.

BUSINESS TRENDS AND CONDITIONS

Our business is, and we expect will continue to be, influ-
enced 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 oper-
ate impacts the sales, revenue growth and profitability trends of
our businesses. Equity markets, credit markets and interest rate
spreads generally improved during 2011 but experienced higher
volatility and widening spreads in the second half of 2011.
Although global financial markets experienced some improve-
ment since 2010, the European debt crisis and concerns regard-
ing the U.S. economy impacted the 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 cerrain
regions while others declined. Unemployment and under-
employment levels in the United States remained relatively
constant with the fourth quarter of 2010 and throughout 2011
with 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 Cana-
da, the housing market was pressured by a smaller refinance
market while home prices remained relatively stable in the
market segment we serve and unemployment levels increased
slightly from the third quarter of 2011. In Australia, the hous-
ing market has remained fairly stable with home prices and
unemployment remaining consistent with the third quarter of
2011. Consumers in Australia remained cautious given higher
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interest rates, higher costs of living, general concerns about the
global economy and slow recovery in regions impacted by the
recent natural disasters. Europe remained a slow growth envi-
ronment with lower lending activity and reduced consumer
spending, particularly in Greece, Spain, Portugal, Ireland and
Italy, in parc as a result of the European debt crisis and actual
or anticipated austerity initiatives. See “—Trends ‘and con-
ditions 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 legis-
lative and regulatory bodies have taken certain actions to sup-
port 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 finan-
cial systems and improve market liquidity. In general, these
actions had a positive effect on these countries and their mar-
kets; however, there can be no assurance as to the future level of
impact these types of actions may have on the economic and
financial markets, including levels of volatility. A delayed eco-
nomic 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 con-
ditions. In addition, we continue to review our product and
distribution management strategies to align with our strengths,
profitability targets and risk tolerance. These and other com-
pany actions should enhance our competitive position as well as
our capital flexibility and liquidity.

Volatility in credit and investment markets. During the
fourth quarter of 2011, markets were characterized by volatility
due to increased uncertainty regarding the European economy



and continuing concern over potential financial disruption
emanating from the region, particularly early in the fourth
quarter of 2011. Despite steps taken by the European Union
and U.S. Federal Reserve to increase liquidity, stabilize bank
funding and reduce funding costs for the European peripherals,
markets remained skittish. Positive signs in the U.S. economy
began to appear, but European contagion fears and year-end
risk aversion dampened demand for riskier asset classes, and the
continuing flight to quality kept U.S. Treasury yields low.
Demand for both high quality corporate bonds and structured
products did increase toward the end of the quarter, resulting
in some spread tightening, particularly once U.S. domestic data
began to beat market expectations, and the correlation to neg-
ative sentiment related to Europe’s issues subsided.

We recorded net other-than-temporary impairments of
$132 million during 2011, which were lower than 2010 levels
and we expect losses to moderate further from prior year levels.
Even though certain segments of the marketplace are still
expetiencing declines in the performance of collateral under-
lying certain structured securities, impairments of structured
securities in our investment portfolio declined further in 2011
from the 2010 levels. However, impairments related to corpo-
rate securities increased during 2011 largely as a result of
expected restructuring of two private placement debt securities
in the third quarter of 2011. Although economic conditions
may continue to negatively impact certain investment valu-
ations, the underlying collateral associated with our securities
that have not been impaired continues to perform.

Looking ahead, we believe that the current credit environ-
ment provides us with opportunities to invest across a variety of
asset classes to meet our yield requirements, as well as to con-
tinue execution of various risk management disciplines involv-
ing 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. Addi-
tionally, sales of our products and persistency of our insurance
in-force are dependent on competitive product features and
pricing, effective distribution and customer service.

Life insurance sales increased during 2011 compared to
2010 from sales of our term universal and universal life
insurance products. Sales of our term universal life insurance
product were up 16% in 2011 versus the traditional term and
term universal life insurance sales in the prior year. Annualized
first-year deposits of our universal life insurance products
increased 14% in 2011 compared to the prior year. We believe
our life insurance products have been effectively priced for the
middle and emerging affluent markets as reflected in recent
trends. More recently, we have raised certain product prices,

chosen not to follow certain competitors’ price reductions and
moved to tighten pricing assumptions given the low interest
rate environment. Therefore, we expect reduced sales levels in
2012. Shifts in consumer demand, relative pricing, return on
capital or reinsurance decisions and other factors could also
affect our sales levels.

Throughout 2010 and into 2011, we experienced favor-
able mortality results in our term life insurance products as
compared to priced mortality assumptions. During this same
period, while less severe in 2011 than in prior years, we have
experienced lower persistency as compared to pricing assump-
tions 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 there-
after.

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. The alternatives
available to finance the increased reserve requirements on some
of our in-force books of business have over time become lim-
ited or more expensive. Despite this, committed funding sour-
ces are in place for approximately 95% of our anticipated peak
level reserves required under Regulations XXX and AXXX.

In addition, the NAIC has formed a Joint Working Group
to review the statutory reserve requirements of Regulation
AXXX impacting certain universal life insurance policies with
secondary guarantees. While the Joint Working Group has
issued a draft conceptual framework for public comment, it is
too early to assess the magnitude of the affect the framework
would have on reserving requirements, if adopted, or changes
to regulatory capital requirements. However, we expect changes
to such requirements and this could impact future sales and
product design.

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.

In recent years, industry-wide first-year annualized pre-
miums of long-term care insurance declined during the
recession and rebounded as the economy stabilized. This pos-
itive trend continued during 2011. Sales of our individual long-
term care insurance product increased 45% in 2011 versus the
prior year due in part to overall sales growth in the market and
to competitor actions. These trends combined with the impacts
of the progress made on our multiple growth initiatives relating
to distribution effectiveness and broadening of our individual
and group offerings have resulted in increased sales. Given
these developments, we have increased both pricing and uti-
lization of reinsurance in the form of coinsurance to improve
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profitability and capacity for new business. We have reinsured
through coinsurance 40% of our most recent individual long-
term care product offerings. Sales of our individual long-term
care insurance products increased in the fourth quarter of 2011
due in part to the recent introduction of a new, higher priced
product with the higher pricing catalyzing sales of the prior
product. We expect sales to moderate in 2012. We expect our
sales levels could be further impacted by shifts in consumer
demand, relative pricing, pricing of next generation products,
return on capital and reinsurance decisions and other factors.
We have experienced, and may continue to experience, higher
claims than priced for in older issued policies which negatively
impact our results of operations.

We continue pursuing initiatives 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 business profitability
and 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
December 31, 2011, we have received approvals in 39 states
which represent approximately 65% of the targeted premiums.
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 develop-
ments.

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 rela-
tive 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 have

74

expanded distribution relationships with new financial
institutions, independent financial planners and BGAs and we
expect to continue to build these distribution relationships
while selectively adding or shifting towards other product offer-
ings, 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 appro-
priate risk-adjusted returns. Sales increased in 2011 reflecting
the opportunistic use of reduced commission products. In
2012, we expect moderate growth in sales driven by our new
fixed indexed annuity products.

International Protection

Growth and petformance of our lifestyle protection
insurance business is dependent in part on economic con-
ditions, including consumer lending and spending levels,
unemployment trends, client account penetration and mortal-
ity and morbidity trends. Additionally, the types and mix of
our products will vary based on regulatory and consumer
acceptance of our products. :

The profitability of our lifestyle protection insurance busi-
ness improved during 2011 driven by lower new claim registra-
tions resulting in lower claim reserves and claim payments, as
well as the impact of our policy re-pricing and distribution
contract restructuring initiatives. Sales during 2011 decreased
primarily 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 cri-
teria and consumer demand declined. During the second half
of 2011, sales declined in Southern Europe, most notably in
Italy and Portugal, as our commercial growth initiatives were
more than offset by reduced levels of consumer lending. How-
ever, these declines were partially offset as a result of signing
new clients and increasing production with our large clients
during 2011. We are pursuing various targeted initiatives to
launch in select new markets such as South America and Chi-
na, enhance our distribution capabilities and optimize our
product offerings, which have begun to help to mitigate lower
consumer lending levels. 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.

New claim registrations continued to decline in 2011 and
remain at the lowest levels since the third quarter of 2008.
This, combined with stabilizing claim durations, has led to a
return to pre-recession loss ratio levels. The improvement in
our loss ratio has been most notable in the Nordic and Western
Europe regions. Our loss ratio in the fourth quarter of 2011 has
remained consistent with the fourth quarter of 2010 and is at a
level that we expect going forward.

Consumer lending levels remain challenged particularly
given concerns regarding the European debt crisis.
Unemployment rates in Europe are expected to trend upwards
slightly during 2012 with regional variation, although the



impact is expected to be less severe than the previous recession.
Additionally, we expect flat to negative European gross domes-
tic product growth.

During 2011, continued progress was made in improving
profitability through pricing, coverage or distribution contract
changes on both new and eligible in-force policies. With most
of these contract restructuring projects complete, we are focus-
ing on supporting sales strategies through expansion into select
new markets, targeted product offerings and enhanced dis-
tribution capabilities. We expect these efforts, along 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 lend-
ing.

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.

Although we experienced negative net asset flows in the
fourth quarter of 2011, driven primarily by difficult market
conditions and the movement of a legacy block of managed
accounts, asset flows for the prior nine sequential quarters as
well as net flows for 2011 were positive, driven by the
introduction of new investment strategies, the expansion of
investment solutions and services we offer to our advisors and
an increase in the number of advisors that do business with
us. We expect additional outflows from the legacy block of
managed accounts in the first quarter of 2012 to impact net
flows. 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 manage-
ment.

On December 31, 2010, we purchased the operating assets
of Altegris. This acquisition provided a platform of alternative
investments including hedge funds and managed futures prod-
ucts and had approximately $2.2 billion in client assets as of
December 31, 2010.

In January 2012, we reached an agreement to sell our tax
and accounting financial advisor unit, GFIS, for approximately
$79 million at closing, plus an earnout provision. We expect to
recognize a realized gain on the sale, with the closing of the sale
expected in the first half of 2012, subject to customary closing
conditions and regulatory approvals.

International Mortgage Insurance

Results of our international mortgage insurance business
are affected by changes in regulatory environments, employ-
ment levels, consumer borrowing behavior, lender mortgage-
related strategies and other economic and housing market
influences, including interest rate trends, home price apprecia-
tion or depreciation, mortgage origination volume, levels 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 57%. We
expect that 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 interna-
tional markets will remain selective and disciplined.

In Canada, during 2011, favorable economic conditions
persisted with housing affordability benefiting from low inter-
est rates and unemployment levels. Since September 2010, the
Bank of Canada has maintained the overnight rate at 1.0% and
we expect this rate to be maintained at this level through at
least the first half of 2012. The unemployment rate in Canada
has gradually decreased during the last two years and is
expected to remain near current levels throughout 2012. Addi-
tionally, home prices increased modestly during the first half of
2011 and remained stable for the remainder of the year. We
expect home prices to remain stable through most 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 primarily due to a smaller market,
particularly for high loan-to-value refinance transactions, which
was partially offset by improved market penetration. As a resul,
flow new insurance written in Canada during 2011 was slightly
below 2010 levels. We expect our level of flow new insurance
written in 2012 to increase modestly from the 2011 levels. As
of December 31, 2011, our 2010 and 2011 books of business
represent 22% of our insurance in-force while our 2007 and
2008 book years, the two largest in our portfolio, together
represent 29% of our insurance in-force. As a result of our large
2007 and 2008 book years and subsequent smaller books sea-
soning during 2011, earned premiums in Canada declined rela-
tive to 2010 levels and are expected to decline modestly in
2012.

During 2011, losses in Canada increased from levels experi-
enced during 2010 despite improving overall economic con-
ditions 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, partic-
ularly from Alberta. In Alberta, the economy and housing
market have not recovered to pre-recession levels, driving
increased severity, although conditions did improve during
2011. We expect our overall loss levels in Canada to improve
slightly in 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 Government Guarantee Agreement, 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. While we do not
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anticipate any significant impacts to our business as a result of
this legislation, a full assessment of the impact on our business
cannot be completed until the regulations are finalized.

In Australia, economic growth slowed during 2011, partic-
ularly in Queensland, given the economic impact of the flood-
ing in January 2011, pressures from higher interest rates, higher
costs of living, higher exchange rates and cautious consumer
spending. As a result, increased levels of new delinquencies
were reported by financial institutions in this market, which
adversely impacted the results of our operations. The housing
market in Australia experienced some modest home price
declines in 2011 and we expect home prices to remain near
current levels throughout 2012.. Unemployment levels
increased slightly during 2011 compared to 2010, and we
expect a modest increase in 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. There is a market
expectation of a further decrease in rates during 2012.

Total mortgage market activity in Australia continued to
slow during the first half 2011 as consumers became more cau-
tious about higher interest rates and global economic
uncertainty together with the economic impact of natural dis-
asters. 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. During the
second half of 2011, total mortgage market activity began to
increase driven by first-time home buyers and higher refinance
transactions reflecting modestly improving consumer con-
fidence and stable to declining interest rates from rate decreases
in the fourth quarter of 2011. As a result, our flow new
insurance written decreased marginally overall during 2011
compared to 2010. We expect our level of flow new insurance
written in 2012 to be similar to 2011 levels. As of
December 31, 2011, our 2010 and 2011 books of business
represent 19% of our insurance in-force while our 2007, 2008
and 2009 book years, the three largest in our portfolio, together
represent 37% of our insurance in-force. As a result of our large
2007 to 2009 book years and subsequent smaller books season-
ing during 2011, earned premiums in Australia declined mar-
ginally relative to 2010 levels and this trend is expected to
continue in 2012.

Losses in Australia improved throughout most of 2010 as a
result of continued loss mitigation activities and the benefits of
the improving economic environment. In the first quarter of
2011, losses began to increase driven by higher rates, lower
retail spending and higher reserves for claims anticipated from
the natural disasters during that quarter, particularly the flood-
ing in Queensland. During the second and third quarters of
2011, there was an increase in the number of outstanding
delinquencies and reserves as the cumulative impact of the fac-
tors noted previously exerted pressure on elements of the
portfolio. During the fourth quarter of 2011, total delin-
quencies decreased but remained above 2010 levels and the rate
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of new delinquencies slowed. We expect overall 2012 losses to
remain near 2011 levels. . : '

We plan to pursue a sale of a minority interest position of
our Australian mortgage insurance business through an IPO in
Australia during 2012, subject to market conditions and regu-
latory approval. This move is part of a broader strategy to
rebalance the business portfolio, support future growth oppor-
tunities for the Australian business with expanded access to
capital markets, maintain control positions of strategic mort-
gage insurance platforms in Australia and Canada, and together
with other actions, free material capital for redeployment.

In many of our European mortgage insurance markets, we
have observed ecarly signs of economic stabilization . as
unemployment rates appear to be peaking and declines in home
prices have moderated. The overall economic environment in
Europe, however, continues to be dominated. by. concerns
about the fiscal health of the region, which has ‘created
uncertainty about the timing and speed of economic recovery.:
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 driven by prolonged economic and housing mar-
ket stress and we expect this to continue into 2012.

Over the past several years, our global loss mitigation oper-
ations 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 loan
modification programs designed to help borrowers maintain
mortgage payments while they are experiencing personal hard-
ships. These programs allow lenders to maintain their relation-
ship 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 partner-
ing 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 eco-
nomic 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 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 several outcomes includ-
ing rising foreclosures, more borrowers seeking loan mod-
ifications and elevated housing inventories which place
downward pressure on home values. Overall, we anticipate
additional declines in home values into 2012. 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.

Continuing from the prior year and throughout 2011, 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, the mortgage
insurance penetration rate and overall market size was driven
down by growth in 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. However, given ongoing FHA risk management
actions, we have seen the private mortgage insurance penetration
rate increase through the fourth quarter of 2011 and expect this
to continue given the additional FHA pricing changes effective in
April 2011. This increase 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 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 was larger com-
pared to the prior year, our U.S. mortgage insurance market
share remained relatively flat in 2011 driven by the shift in
private mortgage insurance penetration versus the FHA, chang-
ing competitive landscape within the U.S. mortgage insurance
industry, including the exit of some competitors from the
market and the impact of competitor pricing pressure. While

we expect these trends to continue into 2012, we also expect to
increase our overall market share in the coming year. Mean-
while, 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.

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, delin-
quencies 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 tradi-
tional products reflecting the elevated unemployment and
underemployment levels throughout the United States. Begin-
ning 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. While these trends continue, both the levels of
foreclosure starts and paid claims declined in the current year
from elevated levels seen a year ago. 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.

Expanded efforts in the mortgage lending market to modify
loans and improved performance of our second half of 2008 and
the 2009 and 2010 book years compared with the performance
of prior book years, resulted in continued reductions in
delinquency levels during the fourth quarter of 2011. However,
loan modification efforts remained challenged and aging of
delinquencies continued to increase through the remainder of
2010 and through the fourth quarter of 2011; 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, we have
seen the level of loan modification actions moderating against the
levels we experienced during the fourth quarter of 2010. We 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

77



administration (including curtailment of claim amounts) and
targeted settlements, net of reinstatements, which occurred
during the year ended December 31, 2011 resulted in a reduc-
tion of expected losses of $567 million compared to $734 mil-
lion during the year ended December 31, 2010.

Workouts and loan modifications, which related to loans
representing 4% of our primary risk in-force as of December 31,
2011, and occurred during the period then ended, resulted in a
reduction of expected losses during the year ended December 31,
2011 of $414 million compared to $521 million during the year
ended December 31, 2010. 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 at anticipated levels. In addition, pre-sales, claims
administration and other non-cure workouts that occurred
during the year ended December 31, 2011 resulted in a
reduction of expected losses of $108 million compared to $55
million that occurred during the year ended December 31, 2010.

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 year ended December 31, 2011 which reduced our
expected losses at the time of rescission by $45 million com-
pared to $158 million that occurred during the year ended
December 31, 2010. 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 com-
pliance 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 alter-
native 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
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loan that qualifies for principal reduction under HAMP are
being increased and, for the first time, will be offered to the
GSEs. 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 develop-
ment 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 cap-
tive insurance entities of these lenders in exchange for an agreed
upon level of loss coverage above a specified attachment point.
For the year ended December 31, 2011, we recorded
reinsurance recoveries of $101 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, Once
the captive reinsurance or trust assets are exhausted, we are
responsible for additional losses incurred. We have begun to
experience constraints on the recognition of captive benefit
recovery due to the amount of funds held in certain captive
trusts and the exhaustion of captive loss tiers for certain
reinsurers. 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. As of Jan-
uary 1, 2009, we no longer enter into excess loss of captive
reinsurance transactions and, therefore, only participate in
quota share reinsurance arrangements. The majority of our.
excess of loss captive reinsurance arrangements are in runoff
with no new books of business being added going forward.

In August 2011, we executed a non-cash intercompany
transaction to increase the statutery capital in our U.S. mort-
gage insurance companies by contributing to those companies a
portion of common shares of Genworth Canada that were held
by Brookfield, our indirect wholly-owned subsidiary, outside of
our U.S. mortgage insurance business, with an estimated mar-
ket value of $375 million. We continue to hold approximately
57.5% of the outstanding common shares of Genworth
Canada on a consolidated basis. In addition, Brookfield has the
right, exercisable at its discretion, to purchase for cash these
common shares of Genworth Canada from our U.S. mortgage
insurance companies at the then-current market price. Brook-
field also has a right of first refusal with respect to the transfer
of these common shares of Genworth Canada by the U.S.
mortgage insurance companies.

GEMICO, our primary U.S. mortgagc insurance sub-
sidiary, continues to exceed .the maximum risk-to-capital ratio

of 25:1 established under North Carolina law and enforced by



the NCDOI, which is GEMICO’s domestic insurance regu-
lator. As of December 31, 2011 and 2010, GEMICO’s
risk-to-capital ratio was approximately 32.9:1 and 23.8:1,
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 magni-
tude 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 tim-
ing of future losses is inherently uncertain, requires significant
judgment and may change significantly over time.

Effective January 31, 2011, the NCDOI granted GEM-
ICO 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, not-
withstanding that GEMICO’s risk-to-capital ratio exceeds
25:1. Thirty-four of the states in which GEMICO operates do
not impose their own risk-to-capital requirements; con-
sequently, 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, although two such waivers no longer are in
effect as of December 31, 2011 due to the imposition of alter-
native risk-to-capital limitations contained in these two waivers
as they were granted to GEMICO. Consequently, GEMICO
was authorized to write new business in 44 states as of
December 31, 2011.

New insurance written in North Carolina and in the 34
states which do not impose their own risk-to-capital require-
ments represented approximately 49% of our total new
insurance written for the years ended December 31, 2011 and
2010. New insurance written in the other nine states that have
granted revocable waivers (or the equivalent) of their
risk-to-capital requirements represented approximately 33%
and 29%, respectively, of total new insurance written for the
years ended December 31, 2011 and 2010.

With respect to the six states where GEMICO is not
authorized to write new business, from December 31, 2010
until July 31, 2011 in the case of three of these states (and for a
longer period for the fourth state), we wrote new insurance
through another of our U.S. mortgage insurance subsidiaries,
GRMIC-NC. With the approval of applicable state insurance
regulators and the GSEs, after July 31, 2011, we began writing
new business through GRMAC in three of these states (and
after December 15, 2011, in the two additional states with
alternative risk-to-capital waiver limitations) while continuing
to use GRMIC-NC to write new business in the sixth state.
Freddie Mac’s and Fannie Mae’s approvals of this arrangement
expire on July 31, 2012 and December 31, 2012, respectively.

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 con-
tinue 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 sub-
sidiaries 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
Canada). Our existing intercompany reinsurance arrangements
are conducted through affiliated insurance subsidiaries, and
therefore, remain subject to regulation by state insurance regu-
lators 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 2 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 rea-
sons, there is no assurance that we will or will not provide addi-
tional capital to support our U.S. mortgage insurance
subsidiaries in the future.

For further discussion of the importance of risk-to-capital
requirements to our U.S. mortgage insurance subsidiaries, see
“Item 1A. Risk Factors—Our U.S. mortgage insurance sub-
sidiaries are subject to minimum statutory capital requirements
and hazardous financial condition standards which, if not met
or waived to the extent needed, would result in restrictions or
prohibitions on our doing business and may have an adverse
impact on our results of operations. Our primary U.S. mort-
gage insurance subsidiary continues to exceed its minimum
statutory capital requirements, and while we have obtained
waivers for that insurer to continue to write new business in
most states and are using other insurance company subsidiaries
to write new business in other states, there can be no assurance
that these waivers will continue in effect or that our other
insurers will be able to continue to satisfy their own minimum
statutory capital requirements over time.”
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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 con-
tinues 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 busi-
ness 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 oper-
ations. Key considerations taken into account by us in identify-
ing 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 flexi-
bility; maintenance of adequate liquidity and financial flexi-
bility; protection of the value, reputation, ratings and
regulatory relationships of our U.S. mortgage insurance busi-
ness 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, opera-
tional, reputational and regulatory perspective. We will con-
tinue 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 bene-
fit of regulatory waivers and the use of alternative subsidiaries
to generate new insurance written.

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 2011, a low interest rate environ-
ment and continued volatility in equity market performance
unfavorably impacted the results of our variable annuity prod-
ucts 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 asso-
ciated hedging activities are expected to mitigate most of these
impacts. Volatility in the results of our variable annuity prod-
ucts can result in favorable or unfavorable impacts on capital
and earnings. In addition to the use of hedging activities to
mitigate impacts related to cquity 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
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believe our liquidity planning and our asset-liability manage-
ment 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 $20 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. See note 8 in our consolidated financial statements
under “Item 8—Financial Statements and Supplementary
Data” for additional information related to the sale.

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.

CRITICAL ACCOUNTING ESTIMATES

The accounting estimates discussed in this section are
those that we consider to be particularly critical to an under-
standing of our consolidated financial statements because their
application places the most significant demands on our ability
to judge the effect of inherently uncertain matters on our
financial results. For all of these policies, we caution that future
events rarely develop exactly as forecasted, and management’s
best estimates may require adjustment.

Valuation of fixed maturity securities. Our portfolio of fixed
maturity securities is comprised primarily of investment grade
securities, which are carried at fair value.

Fair value measurements are based upon observable and
unobservable inputs. Observable inputs reflect market data
obtained from independent sources, while unobservable inputs
reflect our view of market assumptions in the absence of
observable market information. We utilize valuation techniques
that maximize the use of observable inputs and minimize the
use of unobservable inputs. All assets carried at fair value are
classified and disclosed in one of the following three categories:
— Level 1—Quoted prices for identical instruments in active

markets.

— Level 2—Quoted prices for similar instruments in active
markets; quoted prices for identical or similar instruments in
markets that are not active; and model-derived valuations
whose inputs are observable or whose significant value drivers
are observable.

— Level 3—Instruments whose significant value drivers are
unobservable.

Estimates of fair values for fixed maturity securities are
obtained primarily from industry-standard pricing method-
ologies utilizing market observable inputs. For our less liquid
securities, such as our privately placed securities, we utilize
independent market data to employ alternative valuation
methods commonly used in the financial services industry to



estimate fair value. Based on the market observability of the
inputs used in estimating the fair value, the pricing level is
assigned.

Security pricing is applied using a hierarchy approach. The
vast majority of our fixed maturity securities use Level 2 inputs
for the determination of fair value. These fair values are
obtained primarily from industry-standard pricing method-
ologies utilizing market observable information, when available.
Because many fixed-income securities do not trade on a daily
basis, fair value is determined using industry-standard method-
ologies by applying available market information through proc-
esses such as benchmark curves, benchmarking of like-
securities, sector groupings, quotes from market participants
and matrix pricing. Observable information is compiled and
integrates relevant credit information, perceived market move-
ments and sector news. Additionally, security prices are
periodically back-tested to validate and/or refine models as
conditions warrant. Market indicators and industry and eco-
nomic events are also monitored as triggers to obtain additional
data. For certain structured securities with limited trading
activity, industry-standard pricing methodologies utilize
adjusted market information, such as index prices or discount-
ing expected future cash flows, to estimate fair value. These
measures are not deemed observable for a particular security
and results in the measurement being classified as Level 3.

Where specific market information is unavailable for cer-
tain securities, such as privately placed securities, internally
developed pricing models produce estimates of fair value pri-
marily utilizing Level 2 inputs along with certain Level 3
inputs. The internally developed models include matrix pricing.
The pricing matrix begins with current treasury rates and uses
credit spreads received from third-party sources to estimate fair
value. The credit spreads incorporate the issuer’s industry or
issuer-specific credit characteristics and the security’s time to
maturity, if warranted. Remaining un-priced securities are val-
ued using an estimate of fair value based on indicative market
prices that include significant unobservable inputs not based
on, nor corroborated by, market information, including the
utilization of non-binding broker quotes.

See notes 2 and 17 in our consolidated financial state-
ments under “Item 8—Financial Statements and Supple-
mentary Data” for additional information related to the
valuation of fixed maturity securities.

Other-than-temporary impairments on  available-for-sale
securities. As of each balance sheet date, we evaluate securities in
an unrealized loss position for other-than-temporary impair-
ments. For debt securities, we consider all available information
relevant to the collectability of the security, including
information about past events, current conditions, and reason-
able and supportable forecasts, when developing the estimate of
cash flows expected to be collected. For equity securities, we
recognize an impairment charge in the period in which we
determine that the security will not recover to book value
within a reasonable period.

On April 1, 2009, we adopted new accounting guidance
related to investments that amended the requirement for man-
agement to positively assert the ability and intent to hold a debt
security to recovery in determining whether an impairment was
other-than-temporary and replaced that provision with the
assertion that management does not intend to sell or it is not
more likely than not that we will be required to sell a security
prior to recovery. Prior to the adoption of the new accounting
guidance related to investments, management would only
authorize the sale of securities not deemed to be other-than-
temporarily impaired in response to unforeseen events. If evi-
dence of the conditions or events resulting in our change in
intent to hold to recovery was insufficient to prove the events
could not have been foreseen, the sale of the security would
have been prohibited to ensure consistency with management’s
previous assertion of having the intent and ability to hold the
security to recovery. Subsequent to the adoption of the new
accounting guidance related to investments, management may
decide to sell certain securities as a part of our normal portfolio
management. See note 2 in our consolidated financial state-
ments under “Item 8—Financial Statements and Supple-
mentary Data” for additional information related to other-
than-temporary impairments on available-for-sale securities and
accounting changes related to other-than-temporary impair-
ments.

Derivatives. We enter into freestanding derivative trans-
actions primarily to manage the risk associated with variability
in cash flows or changes in fair values related to our financial
assets and liabilities. We also use derivative instruments to
hedge certain currency exposures. Additionally, we purchase
investment securities, issue ‘certain insurance policies and
engage in certain reinsurance contracts that have embedded
derivatives. The associated financial statement risk is the vola-
tility in net income which can result from: (i) changes in the
fair value of derivatives not qualifying as accounting hedges;
(i) changes in the fair value of embedded derivatives required
to be bifurcated from the related host contract;
(iii) ineffectiveness of designated hedges; and (iv) counterparty
default. Accounting for derivatives is complex, as evidenced by
significant authoritative interpretations of the primary account-
ing standards which continue to evolve. See notes 2 and 5 in
our consolidared financial statements under “Item 8—Financial
Statements and Supplementary Data” for an additional descrip-
tion of derivative instruments and fair value measurements of
derivative instruments.

Deferred acquisition costs. DAC represents costs that vary
with, and are primarily related to, the sale and issuance 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, solicitation and printing costs, sales
material and some support costs, such as underwriting and
contract and policy issuance expenses. DAC is subsequently
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amortized to expense over the lives of the underlying contracts,
in relation to the anticipated recognition of premiums or gross
profits.

The amortization of DAC for traditional long-duration
insurance products (including guaranteed renewable term life
insurance, life-contingent structured settlements and immediate
annuities and long-term care insurance) is determined as a level
proportion of premium based on commonly accepted actuarial
methods and reasonable assumptions about mortality, morbid-
ity, lapse rates, expenses, and future yield on related invest-
ments, established when the contract or policy is issued. U.S.
GAAP requires that assumptions for these types of products not
be modified (or unlocked) unless recoverability testing deems
them to be inadequate. Amortization is adjusted each period to
reflect policy lapse or termination rates as compared to antici-
pated experience. Accordingly, we could experience accelerated
amortization of DAC if policies terminate earlier than origi-
nally assumed.

Amortization of DAC for annuity contracts without sig-
nificant mortality risk and for investment and universal life
insurance products is based on expected gross profits. Expected
gross profits are adjusted quarterly to reflect actual experience
to date or for the unlocking of underlying key assumptions
based on experience studies such as mortality, withdrawal or
lapse rates, investment margin or maintenance expenses. The
estimation of expected gross profits is subject to change given
the inherent uncertainty as to the underlying key assumptions
employed and the long duration of our policy or contract
liabilities. Changes in expected gross profits reflecting the
unlocking of underlying key assumptions could result in a
material increase or decrease in the amortization of DAC
depending on the magnitude of the change in underlying
assumptions. Significant factors that could result in a material
increase or decrease in DAC amortization for these products
include material changes in withdrawal or lapse rates, invest-
ment spreads or mortality assumptions. For the years ended
December 31, 2011, 2010 and 2009, key assumptions were
unlocked in our U.S. Life Insurance and Runoff segments to
reflect our current expectation of future investment spreads,
lapse rates, mortality and reinsurance costs.

The amortization of DAC for mortgage insurance is based
on expected gross margins. Expected gross margins, defined as
premiums less losses, are set based on assumptions for future
persistency and loss development of the business. These
assumptions are updated for actual experience to date or as our
expectations of future experience are revised based on experi-
ence studies. Due to the inherent uncertainties in making
assumptions about future events, materially different experience
from expected results in persistency or loss development could
result in 2 material increase or decrease to DAC amortization
for this business. For the years ended December 31, 2011,
2010 and 2009, key assumptions were unlocked in our interna-
tional mortgage insurance business to reflect our current
expectation of future persistency and loss projections.
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The following table sets forth the increase (decrease) on
amortization of DAC related to unlocking of underlying key
assumptions by segment for the years ended December 31:

(Amounts in millions) 2011 2010 2009
U.S. Life Insurance $(15) $(14)  $(15)
International Mortgage Insurance 5 5 3
Runoff — 6 —
Total $(10) $(3 3312

The DAC amortization methodology for our variable
products (variable annuities and variable universal life
insurance) includes a long-term equity market average
appreciation assumption of 8.5%. When actual returns vary
from the expected 8.5%, we assume a reversion to the expected
return over a three-year period. The assumed returns over this
reversion to the expected return period are limited to the 85th
percentile of historical market performance.

We regularly review DAC to determine if it is recoverable
from future income as part of our loss recognition testing. For
deposit products, if the current present value of estimated
future gross profits is less than the unamertized DAC for a line
of business, a charge to income is recorded for additional DAC
amortization, and for certain products, an increase in benefit
reserves may be required. For other products, if the benefit
reserves plus anticipated future premiums and interest income
for a line of business are less than the current estimate of future
benefits and expenses (including any unamortized DAC), a
charge to income is recorded for additional DAC amortization
and potentially an increase in benefit reserves, to address any
premium deficiency. The establishment of such a reserve is
subject to inherent uncertainty and requires significant judg-
ment and estimates to determine the present values of future
premium, estimated gross profits and expected losses and
expenses of our businesses. As of December 31, 2011, we
believe all of our businesses have sufficient future income where
the related DAC is recoverable based on our best estimates of
morbidity, mortality, expected premiums, claim loss develop-
ment, withdrawal or lapse rate, maintenance expense or interest
rates expected to occur.

In 2009, loss recognition testing of our variable annuity
products in our Runoff segment resulted in an increase in
amortization of DAC of $54 million reflecting unfavorable
equity market performance.

Continued low interest rates have impacted the margins on
our immediate annuity products. As of December 31, 2011
and 2010, we had margin of approximately $56 million and
$70 million, respectively, on $7,067 million and $7,370 mil-
lion, respectively, of net U.S. GAAP liability related to our
immediate annuity products. The risks we face include adverse
variations in interest rates and/or mortality. Adverse experience
in one or both of these risks could result in the DAC associated
with our immediate annuity products being no longer fully
recoverable as well as the establishment of additional benefit



reserves. Any favorable variation would result in additional
margin in our DAC loss recognition analysis and would result
in higher income recognition over the remaining duration of
the in-force block. As of December 31, 2011, we believe all of
our other businesses have sufficient future income where the
related DAC would be recoverable under adverse variations in
morbidity, mortality, claim loss development, withdrawal or
lapse rate, maintenance expense or interest rates that could be
considered reasonably possibie to occur. See notes 2 and 6 in
our consolidated financial statements under “Item 8—Financial
Statements and Supplementary Data” for additional
information related to DAC.

Present value of future profits. In conjunction with the
acquisition of a block of insurance policies or investment con-
tracts, a portion of the purchase price is assigned to the right to
receive future gross profits arising from existing insurance and
investment contracts. This intangible asset, called PVFP, repre-
sents the actuarially estimated present value of future cash flows
from the acquired policies. PVFP is amortized, net of accreted
interest, in a manner similar to the amortization of DAC.

We regularly review our assumptions and periodically test
PVFP for recoverability in a2 manner similar to our treatment of
DAC. As of December 31, 2011, we believe all of our busi-
nesses have sufficient future income where the related PVFP is
recoverable based on our best estimates of morbidity, mortality,
withdrawal or lapse rate, maintenance expense and interest rates
that are expected to occur.

Continued low interest rates and lower than expected
termination rates have impacted the margins on our acquired
long-term care insurance business. As of December 31, 2011
and 2010, we had margin of approximately $11 million and
$115 million, respectively, on $2,819 million and $2,857 mil-
lion, respectively, of net U.S. GAAP liability related to our
individual and group long-term care insurance products. The
risks we face include adverse variations in morbidity, interest
rates, lapse and mortality. Adverse variation in one or more of
these risks could result in additional amortization of PVFP or
the establishment of additional benefit reserves. As of
December 31, 2011, adverse variation that we consider reason-
ably possible would result in an additional charge to income of
up to approximately $46 million. However, more adverse varia-
tion could result in additional amortization of PVFP or estab-
lishment of additional benefit reserves, while any favorable
variation would result in additional margin in our PVEP loss
recognition analysis and would result in higher earnings recog-
nition over the remaining duration of the in-force block. As of
December 31, 2011, we believe all of our other businesses have
sufficient future income where the related PVFP would be
recoverable under adverse variations in morbidity, mortality,
expected premiums, claim loss development, withdrawal or
lapse rate, maintenance expense or interest rates that could be
considered reasonably possible to occur. For the years ended
December 31, 2011, 2010, and 2009, there were no charges to
income as a result of our PVFP recoverability or loss recog-
nition testing. See notes 2 and 7 in our consolidated financial

statements under “Item 8—Financial Statements and Supple-
mentary Data” for additional information related to PVEP.

Goodwill. Goodwill represents the excess of the amounts
paid to acquire a business over the fair value of its net assets at
the date of acquisition. Subsequent to acquisition, goodwill
could become impaired if the fair value of a reporting unit as a
whole were to decline below the value of its individually identi-
fiable assets and liabilities. This may occur for various reasons,
including changes in actual or expected income or cash flows of
a reporting unit or generation of income by a reporting unit at
a lower rate of return than similar businesses.

Under U.S. GAAP, we test the carrying value of goodwill
for impairment at least annually at the “reporting unit” level,
which is either an operating segment or a business one level
below the operating segment. Under certain circumstances,
interim impairment tests may be required if events occur or
circumstances change that would more likely than not reduce
the fair value of a reporting unit below its carrying value.

The determination of fair value for our reporting units is
primarily based on an income approach whereby we use dis-
counted cash flows for each reporting unit. When available,
and as appropriate, we use market approaches or other valu-
ation techniques to corroborate discounted cash flow results.
The discounted cash flow model used for each reporting unit is
based on either operating income or statutory distributable
income, depending on the reporting unit being valued.

For the operating income model, we determine fair value
based on the present value of the most recent income projec-
tions for each reporting unit and calculate a terminal value uti-
lizing a terminal growth rate. We primarily utilize the operating
income model to determine fair value for all reporting units
except for our life and long-term care insurance reporting units.
In addition to the operating income model, we also consider
the valuation of our Canadian mortgage insurance subsidiary’s
publicly traded stock price in determining fair value for that
reporting unit. The significant assumptions in the operating
income model include: income projections, which are depend-
ent on new business production, customer behavior, operating
expenses and market conditions; discount rate; and terminal
growth rate.

For the statutory distributable income model, we
determine fair value based on the present value of projected
statutory net income and changes in required capital to
determine distributable income for the respective reporting
unit. We utilize the statutory distributable income model to
determine fair value for our life and long-term care insurance
reporting units. The significant assumptions in the statutory
distributable income model include: required capital levels;
income projections, which are dependent on mortality or
morbidity, new business production growth, new business
projection period, policyholder behavior and other specific
industry and market conditions; and discount rate.

The cash flows used to determine fair value are dependent
on a number of significant assumptions based on our historical
experience, our expectations of future performance and

83



expected economic environment. We determine the best esti-
mate of our income projections based on current market con-
ditions as well as our expectation of future market conditions.
Our estimates of projected income are subject to change given
the inherent uncertainty in predicting future results, which are
impacted by the significant assumptions noted above for the
respective model used to determine fair value. Additionally, the
discount rate used to determine fair value is based on our
judgment of the appropriate rate for each reporting unit based
on the relative risk associated with the projected cash flows as
well as our expectation of the discount rate that would be uti-
lized by a hypothetical market participant.

We consider our market capitalization in assessing the
reasonableness of the fair values estimated for our reporting
units in connection with our goodwill impairment testing. In
2008, we impaired all goodwill associated with our U.S. mort-
gage insurance business and annuity and institutional products.
Accordingly, these businesses are no longer subject to goodwill
impairment testing but do have a significant impact on the
valuation of our market capitalization in comparison to our
book value. When reconciling to our market capitalization, we
estimate the values for these businesses and also consider the
negative value that would be associated with corporate debt,
which would be subtracted from the fair value of our businesses
o calculate the total value attributed to equity holders. We
then compare the total value attributed to equity holders to our
market capitalization.

During the third quarter of 2011, we completed our
annual goodwill impairment analysis as of July 1, 2011. As a
result of this analysis, we determined fair value was in excess of
book value for of our reporting units, except for our long-term
care insurance reporting unit discussed further below. While
the remaining reporting units had fair values in excess of their
respective book values, we noted that our life insurance report-
ing unit had a fair value that was relatively close to book value
and was at greater risk compared to our other reporting units of
a future failure.

In our annual goodwill assessment of our life insurance
reporting unit, we used our best estimate of the future
petformance of the business and discounted these projections
using a-10.3% discount rate. We determined the discount rate
assumption used in our valuation after considering certain
external data points from acquisitions/disposals, relevant
reinsurance transactions and calculations of the expected
weighted-average cost of capital for hypothetncal market partic-
ipants in an acquisition.

As a result of declines in interest rates that mcreased our
life insurance reporting unit’s book value during the third quar-
ter of 2011, we performed an interim impairment assessment
on our life insurance reporting unit as of September 30, 2011.
Accordingly, we updated the related discount rate analysis and
our determination of fair value on the evaluation date. Based
on the updated analysis, we utilized a discount rate of 9.0%
and noted the decline in the discount rate utilized was primar-
ily the result of a decrease in interest rates during the third
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quarter of 2011. Based on this interim evaluation as of Sep-
tember 30, 2011, our life insurance reporting unit’s fair value
continued to exceed book value by approximately 15% with a
goodwill balance of $495 million. There were no events or
circumstances during the fourth quarter of 2011 that triggered
another interim evaluation of goodwill for our life insurance
reporting unit.

If the discount rate used in our valuation increased by 100
basis points, our life insurance reporting unit’s fair value would
be below its book value as of September 30, 2011. This sensi-
tivity does not consider that there could be corresponding
changes in our projections and book value resulting from the
market changes that impacted the discount rate. Shifts in busi-
ness strategy or capital allocation as well as deterioration or
adverse market conditions for certain businesses could have a
significant impact on the fair value of our reporting units and
could result in additional future impairments of goodwill.

As part of our annual goodwill impairment testing, we
noted that our long-term care insurance reporting unit’s fair
value was less than its book value. If fair value is lower than
book value, the reporting unit’s fair value is allocated to assets
and liabilities as if the reporting unit had been acquired in a
business combination. If this “implied goodwill” exceeds the
reporting unit’s goodwill balance, goodwill is deemed recover-
able. Accordingly, we evaluated our long-term care insurance
reporting unit’s goodwill balance of $426 million' and
determined that the amount of implied goodwill was approx-
imately 66% more than the amount of goodwill currently
recorded. Accordingly, goodwill was recoverable and not
impaired.

The key assumptions that impact our evaluation of good-
will for our long-term care insurance reporting unit under our
goodwill impairment assessment primarily relate to the dis-
count rate utilized to determine the present value of the pro-
jected cash flows and the valuation of new business. While the
valuation of our in-force business for long-term care insurance
is included in the fair value of the reporting unit, the in-force
value does not contribute significant, incremental value to
support goodwill based on a hypothetical acquisition under our
goodwill impairment assessment. We determine the appro-
priate discount rate based on our experience and understanding
of common actuarial appraisal methodologies that we believe
market participants would also utilize when evaluating similar
product lines where there is significant experience for a product
and policyholder assumptions (i.e., lapse, mortality and
morbidity). The valuation of new business is determined by
utilizing several inputs such as expected new business pro-
duction, both in terms of the quantity and number of years of
new production assumed, as well as profitability of the new
business, which is primarily dependent on policyholder
assumptions, expected investment returns and targeted capital
levels.

During the fourth quarter of 2011, as a result of our reor-
ganized operating segments, our reverse mortgage business was
newly identified as a separate reporting unit. Previously, this



business was a component of the long-term care insurance
reporting unit. Due to historical business performance and
recent adverse developments within the industry that negatively
impacted the valuation of the business, we impaired all of the
goodwill related to our reverse mortgage business reported in
Corporate and Other activities in the fourth quarter of 2011,
The key assumptions utilized in this valuation included
expected future business performance and the discount rate,
both of which were adversely impacted as a result of the recent
industry developments. There were no goodwill impairment
charges recorded in 2010 and 2009. Deteriorating or adverse
market conditions for certain businesses may have a significant
impact on the fair value of our reporting units and could result
in future impairments of goodwill.

See notes 2 and 8 in our consolidated financial statements
under “Item 8—Financial Statements and Supplementary
Data” for additional information related to goodwill.

Insurance liabilities and reserves. We calculate and maintain
reserves for the estimated future payment of claims to our poli-
cyholders and contractholders based on actuarial assumptions
and in accordance with industry practice and U.S. GAAP.
Many factors can affect these reserves, including economic and
social conditions, mortality and morbidity trends, inflation,
healthcare costs, changes in doctrines of legal liability and
damage awards in litigation. Therefore, the reserves we establish
are necessarily based on estimates, assumptions and our analysis
of historical experience. Our results depend significantly upon
the extent to which our actual claims experience is consistent
with the assumptions we used in determining our reserves and
pricing our products. Our reserve assumptions and estimates
require significant judgment and, therefore, are inherently
uncertain. We cannot determine with precision the ultimate
amounts that we will pay for actual claims or the timing of
those payments.

Insurance reserves differ for long- and short-duration
insurance policies. Measurement of long-duration insurance
reserves (such as guaranteed renewable term life insurance,
annuity and long-term care insurance products) is based on
approved actuarial methods, and includes assumptions about
expenses, mortality, morbidity, lapse rates and future yield on
related investments. Short-duration contracts (such as lifestyle
protection insurance) are accounted for based on actuarial
estimates of the amount of loss inherent in that period’s claims,
including losses incurred for which claims have not been
reported. Short-duration contract loss estimates rely on actua-
rial observations of ultimate loss experience for similar histor-
ical events.

Estimates of mortgage insurance reserves for losses and loss
adjustment expenses are based on notices of mortgage loan
defaults and estimates of defaults that have been incurred but
have not been reported by loan servicers, using assumptions
developed based on past experience and our expectation of
future development. These assumptions include claim rates for
loans in default, the average amount paid for loans that result
in a claim and an estimate of the number of loans in our delin-

quency inventory that will be rescinded or modified
(collectively referred to as “loss mitigation actions”) based on
the effects that such loss mitigation actions have had on our
historical claim frequency rates, including an estimate for
reinstatement of previously rescinded coverage. Each of these
assumptions is established by management based on historical
and expected experience. We have established processes, as well
as contractual rights, to ensure we receive timely information
from loan servicers to aid us in the establishment of our esti-
mates. In addition, when we have obtained sufficient facts and
circumstances through our investigative process, we have the
unilateral right under our master policies and at law to rescind
coverage ab initio on the underlying loan certificate as if cover-
age never existed. As is common accounting practice in the
mortgage insurance industry and in accordance with U.S.
GAAP, loss reserves are not established for future claims on
insured loans that are not currently in default.

Management reviews quarterly the loss reserves for
adequacy, and if indicated, updates the assumptions used for
estimating and calculating such reserves based on actual experi-
ence and our historical frequency of claim and severity of loss
rates that are applied to the current population of delin-
quencies. Factors considered in establishing loss reserves
include claim frequency patterns (reflecting the loss mitigation
actions on such claim patterns), the aged category of the delin-
quency (i.e., age and progtession of delinquency to claim) and
loan coverage percentage. The establishment of our mortgage
insurance loss reserves is subject to inherent uncertainty and
requires judgment by management. The actual amount of the
claim payments may vary significantly from the loss reserve
estimates. Our estimates could be adversely affected by several
factors, including a deterioration of regional or national eco-
nomic conditions leading to a reduction in borrowers’ income
and thus their ability to make mortgage payments, a drop in
housing values that could expose us to greater loss on resale of
properties obtained through foreclosure proceedings and an
adverse change in the effectiveness of loss mitigation actions
that could result in an increase in the frequency of expected
claim rates. Our estimates are also affected by the extent of
fraud and misrepresentation that we uncover in the loans that
we have insured and the coverage upon which we have con-
sequently rescinded or may rescind going forward. Our loss
reserving methodology includes estimates of the number of
loans in our delinquency inventory that will be rescinded or
modified, as well as estimates of the number of loans for which
coverage may be reinstated under certain conditions following a
rescission action.

In considering the potential sensitivity of the factors under-
lying management’s best estimate of our U.S. and international
mortgage insurance reserves for losses, it is possible that even a
relatively small change in estimated claim rate (“frequency”) or
a relatively small percentage change in estimated claim amount
(“severity”) could have a significant impact on reserves and,
correspondingly, on results of operations. Based on our actual
experience during 2011 in our U.S. mortgage insurance busi-
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ness, a reasonably possible quarterly change could be a 9%
change in the average frequency reserve factor, which would
change the gross reserve amount for such quarter by approx-
imately $350 million for our U.S. mortgage insurance business.
Based on our actual experience during 2011 in our interna-
tional mortgage insurance business, a reasonably possible quar-
terly change could be a $1,000 change in the average severity
reserve factor combined with a 1% change in the average fre-
quency reserve factor, which would change the gross reserve
amount by approximately $27 million for our international
mortgage insurance business based on current exchange rates.
As these sensitivities are based on our 2011 experience, given
the high level of uncertainty in the economic environment,
there is a reasonable likelihood that these changes in assump-
tions could occur in the near term. Adjustments to our reserve
estimates are reflected in the consolidated financial statements
in the years in which the adjustments are made.

In addition to the sensitivities discussed above, our more
recent books of business in both our U.S. and certain interna-
tional mortgage insurance businesses have experienced higher
losses than our previous book years as a result of the global
economic environment. In our U.S. mortgage insurance busi-
ness, our 2005, 2006, 2007 and the first half of 2008 books of
business have been expetiencing delinquencies- and incurred
losses substantially higher than those generated from previous
book years we have written. Early loss development patterns
from these book years indicate that we would expect a higher
level of total losses generated. Variations we consider reasonably
possible could include an increase of 10% in these expected
losses over a three-year period ending December 31, 2014 that
would result in a decrease in after-tax operating results of
approximately $78 million. Additional adverse variation could
result in additional negative impacts while favorable variations
would result in improved margins. Regardless of the ultimate
loss development pattern on these books, we expect they will
continue to generate significant paid and incurred losses for at
least the next two years and thus will continue to have a sig-
nificant adverse impact on our operating results over these same
periods.

In our international mortgage insurance business, we
anticipate reduced levels of losses as a result of stable housing
markets and economies. However, if housing markets and
economies do not remain stable and instead deteriorate, we
may experience increased losses. Variations we consider reason-
ably possible to occur could include an increase in projected
losses for our international mortgage insurance business of
between 15% and 20% over the next year. If changes at these
levels were to occur, after-tax operating results could be neg-
atively impacted by approximately $45 million to approx-
imately $55 million over this same period based on current
foreign exchange rates and leaving other assumptions constant.
The potential for either additional adverse loss development or
favorable loss development exists that could further impact our
business underwriting margins.
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Unearned premiums. In our .international mortgage
insurance business, the majority of our insurance contracts are
single premium. For single premium insurance contracts, we
recognize premiums over the policy life in accordance with the
expected pattern of risk emergence. We. recognize a portion of
the revenue in premiums earned in the current period, while
the remaining portion is deferred as unearned premiums and
carned over time in accordance with the expected pattern of
risk emergence. If single premium policies are cancelled and the
premium is non-refundable, then the remaining unearned
premium related to each cancelled policy is recognized to
carned premiums upon notification of the cancellation, if not
included in our expected earnings pattern. The expected pat-
tern of risk emergence on which we base premium recognition
is inherently judgmental and is based on actuarial- analysis of
historical and expected experience. Changes in market con-
ditions could cause a decline in mortgage originations, mort-
gage insurance penetration rates or our market share, all of
which could impact new insurance written. For example, a
decline in flow new. insurance written of $1.0 billion would
result in approximately a $4 million reduction in earned pre-
miums in the first full year based on current pricing and
expected pattern of risk emergence. However, this decline
would be partially offset by the recognition of earned premiums
from established unearned premium reserves primarily from the
last three years of business. _

As of December 31, 2011 and 2010, we had $4.3 billion
and $4.5 billion, respectively, of unearned premiums, of which
$2.9 billion and $3.1 billion, respectively, related to our
international mortgage insurance business. We recognize inter-
national mortgage insurance unearned premiums over a period
of up to 25 years, most of which are recognized between.three
and seven years from issue date. The recognition of earned
premiums for our international mortgage insurance business
involves significant estimates and assumptions as to future loss
development and policy cancellations. These assumptions are
based on our historical experience and our expectations of
future performance, which are highly dependent on assump-
tions as to long-term macroeconomic conditions including
interest rates, home price appreciation and the rate of
unemployment. We regularly review our expected pattern of
risk emergence and make adjustments based on actual experi-
ence and changes in our expectation of future performance
with any adjustments reflected in current period income. For
the years ended December 31, 2011, 2010 and 2009, increases
to earned premiums in our international mortgage insurance
business as a result of adjustments made to our expected pat-
tern of risk emergence and policy cancellation assumptions
were $46 million, $52 million and $49 million, respectively.

Our expected pattern of risk emergence for our interna-
tional mortgage insurance business is subject to change given
the inherent uncertainty as to the underlying loss development.
and policy cancellation assumptions and the long duration of
our international mortgage insurance policy contracts. Actual



experience that is different than expected for loss development
or policy cancellations could result in a material increase or
decrease in the recognition of earned premiums depending on
the magnitude of the difference between actual and assumed
experience. Loss development and policy cancellation variations
that could be considered reasonably possible to occur in the
future could result in an increase in after-tax operating results
of up to $84 million or a decrease in operating results of up to
$27 million, depending on the magnitude of variation experi-
enced and leaving other assumptions constant. It is important
to note that the variation discussed above is not meant to be a
best-case or worst-case scenario, and therefore, it is possible that
future variation may exceed the amounts discussed above.

In our U.S. mortgage insurance business, the majority of
our insurance contracts have recurring premiums. We recognize
recurring premiums over the terms of the related insurance
policy on a pro-rata basis (i.e., monthly). Changes in market
conditions could cause a decline in mortgage originations,
mortgage insurance penetration rates and our market share, all
of which could impact new insurance written. For example, a
decline in flow new insurance written of $1.0 billion would
result in approximately a $5 million reduction in earned pre-
miums in the first full year. Likewise, if flow persistency
declined on our existing insurance in-force by 10%, earned
premiums would decline by approximately $50 million during
the first full year, potentially offset by lower reserves due to
policies no longer being in-force.

The remaining portion of our unearned premiums relates
to our lifestyle protection and long-term care insurance busi-
nesses where the underlying assumptions as to risk emergence
are not subject to significant uncertainty. Accordingly, changes
in underlying assumptions as to premium recognition we con-
sider being reasonably possible for these businesses would not
result in a material impact on our results of operations.

Valuation of deferred tax assets. Deferred tax assets represent
the tax benefit of future deductible temporary differences and
operating loss and tax credit carryforwards. Deferred tax assets
are measured using the enacted tax rates expected to be in effect
when such benefits are realized if there is no change in tax law.
Under U.S. GAAP, we test the value of deferred tax assets for
impairment on a quarterly basis at our taxpaying component
level within each tax jurisdiction, consistent with our filed tax
returns. Deferred tax assets are reduced by a valuation allow-
ance if, based on the weight of available evidence, it is more
likely than not that some portion, or all, of the deferred tax
assets will not be realized. In determining the need for a valu-
ation allowance, we consider carryback capacity, reversal of
existing temporary differences, future taxable income and rax
planning strategies. Tax planning strategies are actions that are
prudent and feasible, that an entity ordinarily might not take,
but would take to prevent an operating loss or tax credit carry-
forward from expiring unused. The determination of the valu-
ation allowance for our deferred tax assets requires management
to make certain judgments and assumptions regarding future
operations that are based on our historical experience and our

expectations of future performance. Our judgments and
assumptions are subject to change given the inherent
uncertainty in predicting future performance, which is
impacted by such things as policyholder behavior, competitor
pricing, new product introductions, and specific industry and
market conditions. Tax planning strategies are incorporated
into our analysis and assessment. Based on our analysis, we
believe it is more likely than not that the results of future oper-
ations and the implementation of tax planning strategies will
generate sufficient taxable income to enable us to realize the
deferred tax assets for which we have not established valuation
allowances. Tax planning strategies considered include the
restructuring of certain operations, reallocation of investments
away from tax-exempt securities and a life/non-life election.
These measures would accelerate the use of NOL carryforwards
and other deferred tax asset components.

As of December 31, 2011, we have a net deferred tax
liability of $1,636 million with a $234 million valuation allow-
ance related to state and foreign gross deferred tax assets. We
have a consolidated gross deferred tax asset of $1,760 million
related to NOL carryforwards of $5,048 million as of
December 31, 2011, which, if unused, will expire beginning in
2022. Foreign tax credit carryforwards amounted to $120 mil-
lion as of December 31, 2011, which, if unused, will expire
beginning in 2015.

Deferred taxes on permanently reinvested foreign income. We
do not record U.S. deferred taxes on foreign income that we do
not expect to remit or repatriate to U.S. corporations within
our consolidated group. Under U.S. GAAP, we are generally
required to record U.S. deferred taxes on the anticipated repa-
triation of foreign income as the income is recognized for
financial reporting purposes. An exception under certain
accounting guidance permits us not to record a U.S. deferred
tax liability for foreign income that we expect to reinvest in our
foreign operations and for which remittance will be postponed
indefinitely. If it becomes apparent that some or all undis-
tributed income will be remitted in the foreseeable future, the
related deferred taxes are recorded in that period. In determin-
ing indefinite reinvestment we regularly evaluate the capital
needs of our domestic and foreign operations considering all
available information, including operating and capital plans,
regulatory capital requirements, parent company financing and
cash flow needs, as well as, the applicable tax laws to which our
domestic and foreign subsidiaries are subject. Our estimates are
based on our historical experience and our expectation of future
performance. Our judgments and assumptions are subject to
change given the inherent uncertainty in predicting future capi-
tal needs, which are impacted by such things as regulatory
requirements, policyholder behavior, competitor pricing, new
product introductions, and specific industry and market con-
ditions. As of December 31, 2011, U.S. deferred income taxes
were not provided on approximately $2,886 million of
unremitted foreign income we considered permanently
reinvested. Our international businesses held cash and short-
term investments of $644 million related to the unremitted
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earnings of foreign operations considered to be permanently
reinvested as of December 31, 2011.

Contingent liabilities. A liability is contingent if the
amount is not presently known, but may become known in the
future as a result of the occurrence of some uncertain future
event. We estimate our contingent liabilities based on
management’s estimates about the probability of outcomes and
their ability to estimate the range of exposure. Accounting
standards require that a liability be recorded if management
determines that it is probable that a loss has occurred and the
loss can be reasonably estimated. In addition, it must be prob-
able that the loss will be confirmed by some future event. As
part of the estimation process, management is required to make
assumptions about matters that are by their nature highly
uncertain.

The assessment of contingent liabilities, including legal
and income tax contingencies, involves the use of critical esti-
mates, assumptions and judgments. Management’s estimates
are based on their belief that future events will validate the
current assumptions regarding the ultimate outcome of these
exposures. However, there can be no assurance that future
events, such as court decisions or IRS positions, will not differ
from management’s assessments. Whenever practicable, man-
agement consults with third-party experts (including attorneys,
accountants and claims administrators) to assist with the
gathering and evaluation of information related to contingent
liabilities. Based on internally and/or externally prepared
evaluations, management makes a determination whether the
potential exposure requires accrual in the consolidated financial
statements.

Changes in Accounting Effective January 1, 2012

Deferred Acquisition Costs

In October 2010, the FASB issued new accounting guid-
ance related to accounting for costs associated with acquiring or
renewing insurance contracts. This new guidance will be effec-
tive for us on January 1, 2012. We will adopt this new guid-
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ance retrospectively, which will reduce retained earnings and
stockholders’ equity by $1.4 billion as of January 1, 2012, and
will reduce net income (loss) by $63 million, $86 million and
$12 million for the years ended December 31, 2011, 2010 and
2009, respectively. When adopted in 2012, this new guidance
will result in lower amortization and fewer deferred costs,
specifically related to underwriting, inspection and processing
for contracts not issued, as well as customer solicitation, and
will decrease earnings.

Future Policy Benefits

On January 1, 2012, we elected to change our accounting
policy for the liability for future policy benefits (i.e., policy
benefit reserves) of our level premium term life insurance
products when the liability for an individual policy falls below
zero. To date, approximately $2.0 billion of aggregate policy
benefit reserves has been recorded on level premium term life
insurance products under the historical accounting poli-
cy. Some of the individual policy benefit reserve values are
negative (i.e., amounts less than zero) which are being netted
against policies with positive benefit reserve values. The histor-
ical U.S. GAAP compliant accounting policy strictly followed
the accounting for traditional, long-duration insurance con-
tracts where profits emerge as a level percentage of pre-
miums. For products with an increasing premium stream, this
can only occur if individual policy benefit reserve values are
permitted to go negative. Our new accounting policy is to floor
individual policy benefit reserve values at zero. We believe that
flooring policy benefit reserves at zero is preferable in our cir-
cumstances as this alternative accounting policy will not allow
negative reserves for individual policies to be included in the
overall determination of benefit reserves. In implementing this
change in accounting, no changes were made to the assump-
tions locked-in at policy inception. The accounting change will
be implemented retrospectively, which will reduce retained
earnings and stockholders’ equity by approximately $120 mil-
lion as of January 1, 2012 and will reduce net income (loss) by
approximately $10 million, $4 million and $32 million for the
years ended December 31, 2011, 2010 and 2009, respectively.



Impact on Financial Statements

We elected to implement these accounting changes on a retrospective basis as we believe this provides the most comparable and
useful information for financial statement users and is more consistent with the information that management uses to evaluate the
business. We will re-present certain historical financial statements for both of these accounting changes beginning with the filing of
our Quarterly Report on Form 10-Q for the period ended March 31, 2012. 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 reflecting

these accounting changes for the years ended December 31:

(Amounts in millions) 2011 2010 2009
U.S. Life Insurance segment:
Life insurance $ 211 $ 106 $ 166
Long-term care insurance 99 121 156
Fixed annuities 78 82 9)
U.S. Life Insurance segment’s net operating income 388 309 313
International Protection segment’s net operating income 91 70 56
Wealth Management segment’s net operating income 47 40 28
International Mortgage Insurance segment:
Canada 159 176 202
Australia 196 203 146
Other Countries 27) (17) (23)
International Mortgage Insurance segment’s net operating income 328 362 325
U.S. Mortgage Insurance segment’s net operating loss (513) (585) (460)
Runoff segment’s net operating income 27 23 67
Corporate and Other’s net operating loss (239) (184) (184)
Net operating income available to Genworth Financial, Inc.’s common stockholders 129 35 145
Net investment gains (losses), net of taxes and other adjustments (116) (89) (649)
Gain on sale of business, net of taxes 36 — —
Net tax benefit related to separation from our former parent — 106 —
Net income (loss) available to Genworth Financial, Inc.’s common stockholders 49 52 (504)
Add: net income attributable to noncontrolling interests 139 143 61
Net income (loss) $ 188 $ 195 $(443)

For additional information related to these accounting changes, see note 2 in our consolidated financial statements under

“Item 8—Financial Statements and Supplementary Data.”
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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.”

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

Increase (decrease) and

Years ended December 31, percentage change
(Amounts in millions) 2011 2010 2009 2011 vs. 2010 2010 vs. 2009
Revenues:
Premiums $ 5705 $ 5854 $6,019 $(149) (3)% $ (165 (3%
Net investment income 3,380 3,266 3,033 114 3% 233 8%
Net investment gains (losses) (220) (143) (1,041) 77) (54)% 898 86%
Insurance and investment product fees and other 1,479 1,112 1,058 367 33% 54 5%
Total revenues 10,344 10,089 9,069 255 3% 1,020 11%
Benefits and expenses:
Benefits and other changes in policy reserves 5,926 5,994 5,818 ©68) (1)% 176 3%
Interest credited 794 841 984 (47) (6)% (143) (15)%
Acquisition and operating expenses, net of deferrals 2,032 1,965 1,884 67 3% 81 4%
Amortization of deferred acquisition costs and intangibles 743 756 782 (13) 2)% 26) (3%
Goodwill impairment 29 — — 29 NM(!) —_ %
Interest expense 506 457 393 49 11% 64  16%
Total benefits and expenses 10,030 10,013 9,861 17 —% 152 2%
Income (loss) before income taxes 314 76 (792) 238 NM(1) 868 110%
Provision (benefit) for income taxes 53 (209) (393) 262 125% - 184 47%
Net income (loss) 261 285 (399) 24) (8)% 684 171%
Less: net income attributable to noncontrolling interests 139 143 61 (4) (3)% 82 134%
Net income (loss) available to Genworth Financial, Inc.’s common stockholders $ 122 $ 142 $ (460) $ (20) (4% $ 602 131%
(1) We define “NM” as not meaningful for increases or decreases greater than 200%.
2011 compared to 2010 — Our International Mortgage Insurance segment increased

$69 million, including an increase of $75 million attribut-
able to changes in foreign exchange. Excluding the impact
of foreign exchange, premiums decreased as a result of sea-
soning of our in-force blocks of business in Canada and
Australia, partially offset by lower ceded affiliated
reinsurance premiums and lower cancellations in Australia.
In Europe, the decrease was attributable to lender settle-
ments in 2010 and an actuarial update in 2010 that did not
recur, as well as lower new business volume.

Premiums. Premiums consist primarily of premiums earned on
insurance products for life, long-term care and Medicare sup-
plement insurance, single premium immediate annuities and
structured settlements with life contingencies, lifestyle pro-
tection insurance and mortgage insurance.

— Our International Protection segment decreased $100 mil-
lion, including an increase of $40 million attributable to
changes in foreign exchange, from our runoff block of busi-
ness and a decrease in premium volume driven by reduced
levels of consumer lending.

— Our Runoff segment decreased $62 million primarily attrib-
utable to the sale of our Medicare supplement insurance
business in the fourth quarter of 2011.

— Our U.S. Mortgage Insurance segment decreased $31 mil-
lion largely related to lower insurance in-force and lower
assumed affiliated premiums, partially offset by benefits
associated with our previously implemented rate increases.

— Our U.S. Life Insurance segment decreased $25 million pri-
marily related to our term and whole life insurance products as

we no longer sell these products and lower life-contingent . .
& p 8 nerships accounted for under the equity method as com-

i’:;d ?ﬁszﬁgczdglflgﬂgofse;z gs;(l)::d:\.:; Oiur:-:,(o)?cge't::; pared to $13 million of losses for the year ended
December 31, 2010.

actions. We also recorded unfavorable reinsurance adjustments
of $15 million in 2010 that did not recur.

Net investment income. Net investment income represents the

income earned on our investments.

— Weighted-average investment yields increased to 4.9% for
the year ended December 31, 2011 from 4.8% for the year
ended December 31, 2010. The increase in weighted-
average investment yields was primarily attributable to
improved performance of limited partnerships and $14 mil-
lion of higher bond calls and prepayments in 2011.

— Net investment income for the year ended December 31,
2011 included $28 million of gains related to limited part-
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Net investment gains (losses). Net investment gains (losses)
consist primarily of realized gains and losses from the sale or
impairment of our investments, unrealized and realized gains
and losses from our trading securities and derivative instru-
ments. 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 $132 million of net other-than-temporary
impairments in 2011 as compared to $208 million in 2010.
Of total impairments, $66 million and $152 million,
respectively, related to structured securities, including $37
million and $92 million, respectively, related to sub-prime
and Alt-A residential mortgage-backed and asset-backed
securities in 2011 and 2010. Impairments related to corpo-
rate fixed maturity securities which were a result of bank-
ruptcies, receivership or concerns about the issuer’s ability to
continue to make contractual payments or intent to sell were
$56 million in 2011 compared to $30 million in 2010. In
2011 and 2010, we recorded $5 million and $10 million,
respectively, of impairments related to commercial mortgage
loans and $2 million and $10 million, respectively, of
impairments related to limited partnership investments. In
2011, we also recorded $3 million of impairments related to
real estate held-for-investment. In 2010, we also recorded $6
million of impairments related to financial hybrid securities.

— Net investment losses related to derivatives of $99 million in
2011 were primarily due to net losses associated with
derivatives and embedded derivatives related to variable
annuity products with GMWB riders. These GMWB losses
were primarily attributed to underperformance of the under-
lying variable annuity funds as compared to market indices
and markert losses resulting from increased volatility. Addi-
tionally, there were losses from the change in market value of
our credit default swaps due to widening credit spreads.
These losses were partially offset by ineffectiveness gains from
our cash flow hedge programs related to our long-term care
insurance business attributable to significant long-term inter-
est rate declines. Net investment gains related to derivatives
of $50 million in 2010 were primarily related to gains asso-
ciated with derivatives and embedded derivatives related to
variable annuity products with GMWB riders, which
included a reduction in the GMWB embedded derivative as
a resuit of changes in the assumption used to incorporate
non-performance risk into the discount rate used to value
GMWB embedded derivatives. The net gains related to
derivatives also included gains from our non-qualifying
interest rate swaps due to decreases in long-term interest rates
and gains from our credit default swaps due to narrowing
credit spreads. These gains were partially offset by losses
associated with derivatives used to hedge foreign currency
risk associated with near-term expected dividend payments
from certain international subsidiaries.

— Net gains related to the sale of available-for-sale securities
were $50 million in 2011 compared to $5 million in 2010.
We recorded $44 million of higher net losses related to

securitization entities during 2011 compared to 2010 primar-
ily associated with derivatives. We recorded $6 million of
gains related to commercial mortgage loans during 2011
attributable to a decrease in the allowance compared to $29
million of losses during 2010 from a lower of cost or market
adjustment on loans held-for-sale and an increase in the
allowance. We also recorded $8 million of higher gains
related to trading securities during 2011 compared to 2010.
We recorded a $25 million contingent purchase price valu-
ation adjustment in 2011 related to the purchase of Altegris
in 2010. There was also a net gain of $16 million from the
recovery of a counterparty receivable in 2010.

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

— Our U.S. Life Insurance segment increased $218 million
mainly driven by our life insurance business from growth of
our term universal life insurance product and gains on the
repurchase of notes secured by our non-recourse funding
obligations in 2011.

— Our Wealth Management segment increased $101 million
from higher average assets under management from the
purchase of Altegtis in the fourth quarter of 2010 and pos-
itive net flows, partially offset by difficult market conditions
during the second half of 2011.

— Our Runoff segment increased $60 million mainly attribut-
able to the gain recognized on the sale of our Medicare sup-
plement insurance business in the fourth quarter of 2011.

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 bene-
fits on insurance and investment products for life, long-term
care and Medicare supplement insurance, structured settle-
ments and single premium immediate annuities with life con-
tingencies, lifestyle protection insurance and claim costs
incurred related to mortgage insurance products.

— Our U.S. Mortgage Insurance segment decreased $166 mil-
lion mainly from lower net paid claims driven by lower claim
counts and lower average claim payments reflecting lower
foan balances, partially offset by lower benefits from our
captive reinsurance arrangements. We strengthened reserves
by $299 million in 2011 that was partially offset by lower
new delinquencies along with stable aging of existing delin-
quencies in the second half of 2011. In 2010, we strength-
ened reserves by $435 million that was partially offset by a
settlement with a counterparty related to our GSE Alt-A
business.
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— Our International Protection segment decreased $61 million,
including an increase of $7 million attributable to changes in
foreign exchange, from a decrease in claim reserves and claim
payments from declining claim registrations.

— Our Runoff segment decreased $35 million principally from
the sale of our Medicare supplement insurance business in
the fourth quarter of 2011, partially offset by an increase in
GMWBs in our variable annuity products due to unfavorable
equity market impacts in 2011.

— Our U.S. Life Insurance segment increased. $126 million
primarily attributable to our long-term care insurance busi-
ness from the aging and growth of our in-force block and
higher claims and lower termination rates on older issued
policies. Our long-term care insurance business also included
$13 million of favorable adjustments in 2011. Our life
insurance business increased from growth of our term
universal and universal life insurance products and
unfavorable mortality in our universal life insurance prod-
ucts. Our life insurance business also included a $17 million
unfavorable claims adjustment in 2011. These increases were
partially offset by a decrease in our term life insurance prod-
ucts from improved persistency and favorable mortality in
2011 as compared to 2010, as well as we no longer sell these
products. Our fixed annuities business decreased driven by a
decline in sales of our life-contingent fixed annuity products,
favorable mortality in 2011 compared to 2010 and a $10
million favorable reserve adjustment in 2011.

— Our International Mortgage Insurance segment increased
$68 million, including an increase of $33 million attributable
to changes in foreign exchange. Australia increased as a result
of higher new delinquencies from seasoning of our in-force
block of business, regional economic pressures and a higher
average reserve per delinquency from the aging of existing
loans. In Canada, losses increased largely related to higher
paid claims. Losses on existing delinquencies were strength-
ened driven by increased severity on older seasoning books of
business, particularly from Alberta, which has a higher aver-
age reserve per delinquency. Europe declined from lender
settlements in 2010 and ongoing loss mitigation activities,
partially offset by higher new delinquencies and aging of
existing delinquencies, particularly in Ireland.

Interest credited. Interest credited represents interest credited
on behalf of policyholder and contractholder general account
balances.

~ Our US. Life Insurance segment decreased $26 million
primarily attributable to lower account values and lower
crediting rates on our fixed annuities, partially offset by
growth of our universal life insurance products.

— Our Runoff segment decreased $21 million related to lower
interest rates. paid on our floating rate policyholder liabilities
due to lower interest rates and a decrease in average out-
standing liabilities.
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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 primarily costs and
expenses that vary with and are primarily related to the sale and
issuance of our insurance policies and investment contracts,
such as first-year commissions in excess of ultimate renewal
commissions-and other policy issuance expenses.

— Qur Wealth Management segment increased $85 million
from higher asset-based expenses from the purchase of Alte-
gris in the fourth quarter of 2010 and positive net flows,
partially offset by difficult market conditions and increased
redemptions.

~ Our US. Life Insurance segment increased $20 million
primarily attributable to growth of our long-term care
insurance business, growth of our term universal life
insurance product and a $10 million accrual related to guar-
antee funds in our fixed annuities business. Partially off-
setting these increases was a $13 million favorable cumulative
impact from a recent change in premium taxes in Virginia.

— Our International Mortgage Insurance segment increased $4
million, including an increase of $10 million artributable to
changes in foreign exchange. Excluding the effects of foreign
exchange, operating expenses decreased largely attributable to
lower stock-based compensation expense in Canada and
lower non-deferrable expenses and lower overall expenses in
Australia.

— Our International Protection segment decreased $23 million,
including an increase of $22 million attributable to changes
in foreign exchange, as a result of lower paid commissions
from a decline in new business, partially offset by an increase
in profit commissions driven by lower claims, higher costs
associated with a workforce reduction as part of a cost-
savings initiative in 2011 and higher regulatory expenses.

— Corporate and Other activities decreased $22 million as a
result of higher allocated expenses to the operating segments
in 2011, partially offset by an increase in broker commissions
on loans related to our reverse mortgage business.

Amortization of deferred acquisition costs and intangibles.
Amortization of DAC and intangibles consists primarily of the
amortization of acquisition costs that are capitalized, PVFP and
capitalized software.

- Qur International Protection segment decreased $18 million,
including an increase of $7 million attributable to changes in
foreign exchange, mainly from lower premium volume.

— Our Runoff segment decreased $8 million largely from the
sale of our Medicare supplement insurance business in the
fourth quarter of 2011.



— Our International Mortgage Insurance segment increased
$11 million, including an increase of $8 million primarily
attributable to changes in foreign exchange, largely attribut-
able to higher software amortization.

~ Our U.S. Life Insurance segment increased $5 million princi-
pally from an increase in our long-term care insurance busi-
ness of $16 million from a favorable adjustment in the fourth
quarter of 2010 to defer costs associated with the sale of joint
policies that were incorrectly expensed as result of a system
conversion in late 2008 that were identified and corrected
thart also reduced amortization in 2011. This increase was
partially offset by the growth of our in-force block. Our fixed
annuities business increased $16 million driven by less favor-
able adjustments related to surrenders and a favorable
unlocking in 2010 that did not recur. Our life insurance
business decreased $27 million largely attributable to lower
DAC amortization in the post-level rate period and from a
$12 million favorable impact related to an actuarial system
conversion in 2011, as well as unfavorable mortality experi-
ence in our universal life insurance products. These decreases
were partially offset by growth of our universal life insurance
products.

Goodwill impairment. Charges for impairment of goodwill are
as a result of declines in the fair value of the reporting units.
The goodwill impairment charge in the fourth quarter of 2011
related to our reverse mortgage business included in Corporate
and Other activities.

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 increased $38 million primar-
ily from the issuance of debt in June and November 2010
and March 2011, partially offset by the maturity of our
¥57.0 billion of senior notes in June 2011.

— Our International Mortgage Insurance segment increased
$23 million, including an increase of $2 million attributable
to changes in foreign exchange, from the issuance of debt by
our majority-owned Canadian mortgage insurance subsidiary
in June and December 2010 and by our wholly-owned Aus-
tralian mortgage insurance subsidiary in June 2011.

— Our International Protection segment decreased $13 million
related to reinsurance arrangements accounted for under
deposit accounting as certain of these arrangements were in a
lower loss position in 2011.

Provision (benefit) for income taxes. The effective tax rate
increased to 16.9% for the year ended December 31, 2011
from (275.0)% for the year ended December 31, 2010. The
increase in the effective tax rate was attributable to the release
of uncertain tax benefits in the prior year related to our separa-
tion from our former parent. The effective tax rate also
increased due to higher pre-tax earnings in 2011, which

decreased the relative magnitude of tax provision items. The
year ended December 31, 2011 included an increase of
$17 million attributable to changes in foreign exchange rates.

Net income attributable to noncontrolling interests. Net
income attributable to noncontrolling interests represents the
portion of equity in a subsidiary attributable to third parties.
The year ended December 31, 2011 included an increase of
$6 million attributable to changes in foreign exchange rates.

Net income available to Genworth Financial, Inc.’s common
stockholders. Lower net income available to Genworth Finan-
cial, Inc.’s common stockholders in 2011 was primarily related
to lower tax benefits. 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 year
ended December 31, 2011 was an increase of $45 million, net
of taxes, attributable to changes in foreign exchange rates.

2010 compared to 2009

Premiums

— Our International Protection segment decreased $202 mil-
lion, including a decrease of $23 million attributable to
changes in foreign exchange, due to a decline in overall pre-
mium volumes driven by slower lending in Europe and our
runoff block of business.

— Our US. Life Insurance segment decreased $13 million
mainly attributable to the introduction of our term universal
life insurance product designed to replace our existing term
life insurance products with fees associated with deposits of
the new product reflected in insurance and investment prod-
uct fees and other. This decrease was partially offset by an
increase in our long-term care insurance business largely
from growth of our in-force block from new sales and
in-force rate actions.

~ Our U.S. Mortgage Insurance segment decreased $41 mil-
lion related to lower new insurance written as a result of a
smaller mortgage insurance market, partially offset by lower
premium refunds related to rescission activity.

— Our International Mortgage Insurance segment increased
$67 million, including an increase of $98 million attributable
to changes in foreign exchange. Excluding the impact of for-
eign exchange, the decrease was largely related to Australia as
seasoning of our in-force block of business was more than
offset by increased ceded affiliated reinsurance premiums and
lower new business volumes, as well as lower cancellations. In
Canada, premiums were relatively flat as new business vol-
ume in 2010 was more than offset by lower policy cancella-
tions. In Europe, the decrease was attributable to rescissions
and other terminations related to loss mitigation activities,
particularly in Spain.

— Our Runoff segment increased $25 million primarily driven
by growth of our Medicare supplement insurance business.
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Net investment income

~ Weighted-average investment yields increased to 4. 8% for
the year ended December 31, 2010 from 4.4% for the year
ended December 31, 2009. The increase in weighted-average
investment yields was primarily attributable to the reinvest-
ment of the high cash balances we were holding during 2009
and lower losses on limited partnerships. Additionally, there
was an increase in net investment income related to the
consolidation of certain securitization entities as of January 1,
2010. These increases were partially offset by a decrease in
investment income related to policy loans from a
bankruptcy-related lapse in 2009 of a large group corporate-
owned life insurance policy.

— Net investment income for the year ended December 31,
2010 included $147 million of lower losses related to limited
partnerships as compared to the year ended December 31,
2009. ‘

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 $208 million of net other-than-temporary
impairments in 2010 as compared to $1,058 million in
2009. Of total impairments, $152 million and $578 million,
respectively, related to structured securities, including $92
million and $414 million, respectively, related to sub-prime
and Alt-A residential mortgage-backed and asset-backed
securities for the years ended December 31, 2010 and 2009.
Impairments related to corporate fixed maturity securities
which were a result of bankruptcies, receivership or concerns
about the issuer’s ability to continue to make contractual
payments or intent to sell were $30 million in 2010 com-
pared to $90 million in 2009. We also recorded $6 million
and $323 million of impairments related to financial hybrid
securities primarily from banks in the United Kingdom, Ire-
land and the Netherlands during 2010 and 2009,
respectively. We recorded $9 million of higher impairments
related to limited partnership investmerits in 2010 compared
to 2009. Additionally, we had $36 million of i impairment
related to a retained interest in securitized assets in 2009.
Based on revised assumptions regarding cash flows from the
assets underlying this securitization transaction, we con-
cluded the value of our retained interest was zero and recog-
nized the full impairment. -

~ Net investment gains related to derivatives of $50 million in
2010 were primarily related to gains associated with
derivatives and embedded derivatives related to variable
annuity products with GMWB riders, which included a
reduction in the GMWB embedded derivative as a result of
changes in the assumption used to incorporate
non-performance risk into the discount rate used to value
GMWB embedded derivatives. The net gains related to
derivatives also included gains from our non-qualifying
interest rate swaps due to decreases in long-term interest rates
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and gains from our credit default swaps due to narrowing
credit spreads. These gains were partially offset by losses
associated with derivatives used to hedge foreign currency
risk associated with near-term expected dividend payments
from certain international subsidiaries. Net investment gains
of $21 million related to derivatives in 2009 were primarily
related to net gains associated with derivatives and embedded
derivatives related to variable annuity. products with GMWB
riders. The GMWB gains were primarily due to the policy-
holder funds outperforming the benchmark indices used for
hedging. Additionally, there were gains from the widening of

- credit spreads associated with credit default swaps where we

sold protection to improve diversification and portfolio yield.
These gains were partially -offset by losses attributable to
increases in long-term interest rates that were related to a
non-qualified derivative strategy to mitigate interest rate risk
associated with our statutory capital position as well as hedge
ineffectiveness from our cash flow hedge programs related to
our long-term care insurance business.

We also recorded $24 million of lower net gains related to
available-for-sale securities in 2010 compared to 2009. We
recorded $3 million of net losses related to securitization
entities primarily associated with derivatives during 2010.
There was also a net gain of $16 million from the recovery of
a counterparty receivable in 2010. We also recorded $40
million of net investment losses related to the sale of limited
partnerships in 2009.

Insurance and investment product fees and other
— Our Wealth Management segment increased $73 million

driven by higher average assets under management from
‘market growth and positive net flows.

Our US. Life Insurance segment increased $55 million
mainly driven by growth of our term universal life insurance
product that is designed to replace sales of our traditional
term life insurance products. Our universal life insurance
products also included a favorable adjustment related to
estimated gross profit assumptions in 2009 that did not
recur.

Corporate and Other activities increased $18 million mainly
related to non-functional currency transactions attributable
to changes in foreign exchange rates, partially offset by a gain
associated with the repurchase of senior notes in 2009 that
did not recur.

Our Runoff segment decreased $91 million primarily as a
result of income from the early retirement of institutional
contracts at a discount to contract values in 2009 that did
not recur.

Benefits and other changes in policy reserves
— Our U.S. Life Insurance segment increased $288 million

primarily attributable to our long-term care insurance busi-
ness as a result of the aging and growth of the in-force block.
In the fourth quarter of 2010, we recorded an increase in
claim reserves of $19 million associated with an annual



review of claims duration. Our long-term care insurance
business also included a favorable reinsurance adjustment in
2009 that did not recur. Our life insurance business
increased from higher claims associated with higher mortal-
ity, as well as growth of our in-force block. Our fixed
annuities business increased from higher amortization of sales
inducements as a result of lower net investment losses in
2010 and higher surrenders, partially offset by lower life-
contingent sales in 2010.

Our U.S. Mortgage Insurance segment increased $99 million
mainly due to an increase in paid claims principally attribut-
able to higher claim counts within the 2006, 2007 and 2008
book years and continued aging of the delinquency
inventory, partially offset by lower average claim payments
reflecting lower loan balances. This increase was partially
offset by lower new delinquencies throughout 2010 and an
overall decrease in expected claims related to our loss miti-
gation efforts. We strengthened reserves in 2010 by $435
million which was partially offset by a settlement with a
counterparty related to our GSE Alt-A business.

Our International Protection segment decreased $147 mil-
lion, including a decrease of $3 million attributable to
changes in foreign exchange, related to a decrease in claim
reserves from declining claim registrations, partially offset by
higher paid claims.

Our International Mortgage Insurance segment decreased
$74 million, including an increase of $37 million attributable
to changes in foreign exchange, largely driven by lower aver-
age reserve per delinquency from an improving economy and
loss mitigation activities in Canada, lender settlements in
Europe and lower reserves per delinquency in Australia.

Interest credited

— Our Runoff segment decreased $102 million largely related
to our institutional products from lower interest paid on our
floating rate policyholder liabilities due to lower interest rates
and a decrease in average outstanding liabilities. There was
also a decrease as a result of a bankruptcy-related lapse in
2009 of a large group corporate-owned life insurance policy.
— Our U.S. Life Insurance segment decreased $41 million
primarily attributable to our fixed annuities business from
lower account values and lower crediting rates.

Acquisition and operating expenses, net of deferrals

~ Our Wealth Management segment increased $58 million
driven by higher asset-based expenses as assets under
management increased from market growth and positive net
flows.

— Our International Mortgage Insurance segment increased
$31 million, including an increase of $13 million attributable
to changes in foreign exchange, as a result of higher public
company expenses in Canada and higher non-deferrable
expenses in Australia.

— Our U.S. Life Insurance segment increased $26 million
primarily attributable to growth of our term universal life

insurance product and our long-term care insurance in-force
block, partially offset by lower production of fixed annuities.

— Our International Protection segment decreased $52 million,

including a decrease of $13 million attributable to changes in
foreign exchange, driven by a decrease in commissions
related to a decline in new business, partially offset by an
increase in profit commissions from lower claims.

— Our Runoff segment increased $14 million from the growth

of our variable annuity products and our Medicare supple-
ment insurance business.

Ameortization of deferred acquisition costs and intangibles
— Our Runoff segment decreased $81 million from additional

DAC amortization in 2009 from loss recognition testing that
did not recur and from lower gains related to embedded
derivatives association with our variable annuity products in
2010, partially offset by an unfavorable refinement of
assumptions in 2010.

Our International Protection segment decreased $33 million,
including a decrease of $4 million attributable to changes in
foreign exchange, attributable to our runoff business and a
decrease in the United Kingdom from lower single premium
sales related to new business regulations.

Our U.S. Life Insurance segment increased $74 million
primarily attributable to our life insurance business from a
favorable adjustment to estimated gross profits and a favor-
able unlocking in 2009 that did not recur. The increase was
also attributable to growth of our universal and term univer-
sal life insurance products and higher lapses on our term life
insurance products. Fixed annuities increased from higher
DAC amortization related to lower net investment losses,
partially offset by a favorable unlocking related to lower sur-
render trends in 2010 compared to an unfavorable unlocking
related to spread assumptions in 2009. Our long-term care
insurance business decreased from a favorable adjustment in
the fourth quarter of 2010 and lower terminations, partially
offset by growth of our in-force block.

Our International Mortgage Insurance segment increased
$18 million, including an increase of $9 million attributable
to changes in foreign exchange, as a result of seasoning of our
in-force blocks of business in Australia and Canada and
higher software amortization in Australia.

Interest expense
— Corporate and Other activities increased $48 million largely

related to the consolidation of certain securitization entities
as of January 1, 2010 and debt issued in the fourth quarter of
2009 and in 2010.

Our International Mortgage Insurance segment increased $7
million related to Canada from the issuance of debt by our
majority-owned subsidiary in June and December 2010.

Our U.S. Life Insurance segment increased $6 million pri-
marily attributable to higher letter of credit fees in our life
insurance business.

95



Benefit for income taxes. The effective tax rate decreased to
(275.0)% for the year ended December 31, 2010 from 49.6%
for the year ended December 31, 2009. The decrease in the
effective tax rate was attributable to the release of uncertain tax
benefits related to our separation from our former parent, lower
taxed foreign income and tax favored investments. The year
ended December 31, 2010 included an increase of $22 million
attributable to changes in foreign exchange rates.

Net income attributable to noncontrolling interests. The
increase related to the initial public offering of our Canadian
mortgage insurance business in July 2009 which reduced our
ownership percentage to 57.5%. The year ended December 31,
2010 included an increase of $13 million attributable to
changes in foreign exchange rates.

Net income (loss) available to Genworth Financial, Inc.’s
common stockholders. Net income available to Genworth
Financial, Inc.’s common stockholders in 2010 was primarily
related to improved investment performance, partially offset by
a higher loss in our U.S. mortgage insurance business. For a
discussion of each of our segments and Corporate and Other
activities, see the “—Results of Operations and Selected Finan-
cial and Operating Performance Measures by Segment.”
Included in net income available to Genworth Financial, Inc.’s
common stockholders for the year ended December 31, 2010
was an increase of $34 million, net of taxes, attributable to
changes in foreign exchange rates.

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

Net operating income available to Genworth Financial,
Inc.’s common stockholders for the years ended December 31,
2011, 2010 and 2009 was $214 million, $126 million and
$198 million, respectively. We define net operating income
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 activ-
ities. A significant 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) are often subject to our discretion and are influenced by
market opportunities, as well as asset-liability matching consid-
erations. Infrequent or unusual non-operating items are also
excluded from net operating income 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 available to Genworth Financial, Inc’s
common stockholders during the periods presented other than
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a $20 million gain related to the sale of our Medicare supple-
ment insurance business in the fourth quarter of 2011 and a
$106 million tax benefit related to separation from our former
parent recorded in the first quarter of 2010.

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 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, are appro-
priate measures that are useful to investors because they identify
the income (loss) attributable to the ongoing operations of the
business. However, net operating income available to
Genworth Financial, Inc.’s common stockholders is not a sub-
stitute 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 available to Genworth Financial, Inc.’s common stock-
holders may differ from the definitions used by other compa-
nies.

The following table includes a reconciliation of net income
(loss) to net operating income available to Genworth Financial,
Inc.’s common stockholders for the years ended December 31:

(Amounts in millions) 2011 2010 2009
Net income (loss) $261 $ 285 $(399)
Less: net income attributable to

noncontrolling interests 139 143 61

Net income (loss) available to Genworth

Financial, Inc.’s common stockholders 122 142 (460)
Adjustments to net income (loss) available

to Genworth Financial, Inc.’s common

stockholders:
Net investment (gains) losses, net of taxes

and other adjustments 112 90 658
Gain on sale of business, net of taxes (20) — —_
Net tax benefit related to separation from

our former parent — (106) —

Net operating income available to Genworth

Financial, Inc.’s common stockholders $214 $ 126 $ 198

Earnings (loss) per share
The following table provides basic and diluted earnings
(loss) per common share for the years ended December 31:

(Amounts in millions, except per share
amounts) 2011 2010 2009
Net income (loss) available to Genworth

Financial, Inc.’s common
stockholders per common share:

Basic $ 0.25 $ 0.29 $(1.02)

Diluted $025 $029  $(1.02)
Net operating income available to

Genworth Financial, Inc.’s common

stockholders per common share:

Basic $ 0.44 $ 0.26 $ 0.44

Diluted $ 043 $ 0.25 $ 0.44
Weighted-average common shares

outstanding:

Basic 490.6 489.3 451.1

Diluted 493.5 493.9 451.1




(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 for
the year ended December 31, 2009, the inclusion of 1.9 million of shares for
stock options, RSUs and SARs would have been antidilutive to the calcu-
lation. If we had not incurred a net loss for 2009, dilutive potential common
shares would have been 453.0 million. The inclusion of these shares would
have been antidilutive to the calculation.

Diluted weighted-average shares outstanding for 2011
and 2010 reflect the effects of potentially dilutive securities
including stock options, RSUs and other equity-based
compensation.

Weighted-average shares outstanding increased reflecting
a public offering of 55.2 million shares of our Class A Com-
mon Stock in the third quarter of 2009. See note 16 in our
consolidated financial statements under “Item 8—Financial
Statements and Supplementary Data” for a discussion of the
exchange offer completed in August 2009 and note 3 for a
discussion of the equity offering in September 2009.

RESULTS OF OPERATIONS AND SELECTED
FINANCIAL AND OPERATING
PERFORMANCE MEASURES BY SEGMENT

Our chief operating decision maker evaluates segment
performancé and allocates resources on the basis of net operat-
ing income (loss) available to Genworth Financial, Inc.’s
common stockholders. See note 20 in our consolidated finan-
cial statements under “Item 8—Financial Statements and
Supplementary Data” for a reconciliation of net operating
income (loss) available to Genworth Financial, Inc.’s common
stockholders of our segments and Corporate and Other activ-
ities to net income (loss) available to Genworth Financial,
Inc.’s common stockholders.

The following discussions of our segment results of oper-
ations 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. See below

for a discussion by segment.

Increase (decrease) and

Years ended December 31, percentage change

(Amounts in millions) 2011 2010 2009 2011 vs. 2010 2010 vs. 2009
Net operating income (loss) available to Genworth Financial, Inc.’s common stockholders:
U.S. Life Insurance segment:
Life insurance $256 $144 $ 217 $112 78% $(73) (34)%
Long-term care insurance 132 163 168 3B (19% 6 B%
Fixed annuities 74 79 9 (5) (6)% 88 NM(1)
U.S. Life Insurance segment 462 386 376 76 20% 10 3%
International Protection segment 94 71 56 23 32% 15 27%
Wealth Management segment 47 40 28 7 18% 12 43%
Total net operating income available to Genworth Financial, Inc.’s common stockholders 603 497 460 106 21% 37 8%
Adjustment to net operating income available to Genworth Financial, Inc.’s common
stockholders:
Net investment gains (losses), net of taxes and other adjustments 31) 91) (502) 60 66% 411 82%
Net income (loss) available to Genworth Financial, Inc.’s common stockholders $572 $406 $ (42) %166 41%  $448 NM()

(1) Wedefine “NM” as not meaningful for increases or decreases greater than 200%.
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U.S. LIFE INSURANCE SEGMENT

Segment results of operations

The following table sets forth the results of operations relating to our U.S. Life Insurance segment for the periods indicated:

Increase (decrease) and

Years ended December 31, percentage change

(Amounts in millions) 2011 2010 2009 2011vs.2010 2010 vs. 2009
Revenues:
Premiums $2,979 $3,004 $3,017 $(25 D% $ (13) —%
Net investment income 2,538 2,473 2,207 65 3% 266 12%
Net investment gains (losses) (73) (159) (840) 86 54% 681 81%
Insurance and investment product fees and other 686 468 413 218  47% 55 13%

Total revenues 6,130 5,786 4,797 344 6% 989 21%
Benefits and expenses::
Benefits.and other changes in policy reserves 3,774 3,648 3,360 126 3% 288 9%
Interest credited 659 685 726 (26) 4% (41) (6)%
Acquisition and operating expenses, net of deferrals 562 542 516 20 4% 26 5%
Amortization of deferred acquisition costs and intangibles 370 365 291 5 1% 74 25%
Interest expense 104 103 - 97 1 1% 6 6%

Total benefits and expenses 5469 5343 4,990 126 2% 353 7%
Income (loss) before income taxes 661 443 (193) 218 49% 636 NM(1)
Provision (benefit) for income taxes 229 151 (78) 78  52% 229 NM()
Net income (loss) available to Genworth Financial, Inc’s common stockholders 432 292 (115) 140 48% 407 NM(1)
Adjustment to net income (loss) available to Genworth Financial, Inc.’s common stockholders:
Net investment (gains) losses, net of taxes and other adjustments 30 94 491 (64) (68)% (397) (81)%
Net operating income available to Genworth Financial, Inc.’s common stockholders $ 462 $ 386 $ 376 $76 2% $ 10 3%

(1) Wedefine “NM” as not meaningful for increases or decreases greater than 200%.

The following table sets forth net operating income available to Genworth Financial, Inc.’s common stockholders for the busi-

nesses included in our U:S. Life Insurance segment for the periods indicated:

Years ended
December 31,

Increase (decrease) and

percentage change

(Amounts in millions) 2011

2010 2009 2011 vs. 2010

2010 vs. 2009

Net operating income available to Genworth Financial, Inc.’s common stockholders:

Life insurance $256 $144 $217 $112  78% $(73) (34)%
Long-term care insurance 132 163 168 (31) (19)% (5) (3)%
Fixed annuities 74 79 9) 5) (6)% 88 NM()
Total net operating income available to Genworth Financial, Inc.’s common stockholders $462 $386 $376 $76 20% $10 3%

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

2011 compared to 2010

Net operating income available to Genworth Financial, products.

our term life insurance products as we no longer sell these

Inc.’s common stockholders

— Oour life insurance business increased $112 million primarily
from growth of our term universal life insurance product, a
$31 million gain on the repurchase of notes secured by our
non-recourse funding obligations, a $10 million favorable
impact from a conversion to a new actuarial system, an $8
million favorable cumulative impact from a recent change in
premium taxes in Virginia and improved persistency and
favorable mortality in our term life insurance products.
These increases were partially offset by a decrease related to
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— Our long-term care insurance business decreased $31 mil-

lion as higher claims and lower claim termination rates in
older issued policies were partially offset by the growth in
earnings of newer issued policies, in-force rate actions on
older issued policies and $8 million of favorable valuation
adjustments in 2011.

Our fixed annuities business decreased $5 million due to an
increase in amortization from less favorable adjustments
related to surrenders and lower net investment income,
partially offset by more favorable mortality in our single
premium immediate annuity product.



Revenues

Premiums

— Our life insurance business decreased $40 million primarily
from our term and whole life insurance products as we no
longer sell these products, partially offset by an unfavorable
reinsurance adjustment of $8 million in 2010 thac did not
recur.

— Oour long-term care insurance business increased $75 million
mainly attributable to growth of our in-force block from new
sales and in-force rate actions. Premiums included a $7 mil-
lion unfavorable reinsurance adjustment in 2010 that did not
recur.

— Our fixed annuities business decreased $60 million primarily
driven by lower life-contingent sales in 2011.

Net investment income

— Our life insurance business increased $56 million mainly
related to higher average invested assets and higher gains of
$9 million from limited partnerships accounted for under the
equity method in 2011.

— Our long-term care insurance business increased $57 million
largely as a result of an increase in average invested assets due
to growth of our in-force block, partially offset by an
unfavorable adjustment of $6 million related to the account-
ing for interest rate swaps in 2011.

— Odur fixed annuities business decreased $48 million primarily
attributable to a decline in average invested assets. The
decrease was partially offset by $8 million of additional
investment income from bond calls and prepayments and $4
million of higher gains from limited partnerships accounted
for under the equity method in 2011.

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

— Net investment losses in our life insurance business decreased
$29 million primarily driven by lower impairments in 2011,
partially offset by higher net losses from the sale of invest-
ment securities related to portfolio repositioning,

— Our long-term care insurance business had net investment
gains of $19 million in 2011 compared to net investment
losses of $17 million in 2010 driven by lower impairments
and higher net gains on the sale of investment securities
related to portfolio repositioning, partially offset by lower
derivative gains in 2011.

— Net investment losses in our fixed annuities business
decreased $21 million principally related to lower net losses
from the sale of investment securities and lower derivative
losses in 2011.

Insurance and investment product fees and other. The increase
is predominately attributable to an increase in our life insurance
business from growth of our term universal and universal life
insurance products and also included a gain of $48

million from the repurchase of notes secured by our
non-recourse funding obligations in 2011.

Benefits and expenses

Benefits and other changes in policy reserves

— Our life insurance business increased $66 million principally
related to growth of our term universal and universal life
insurance products and unfavorable mortality in our univer-
sal life insurance products in 2011 as compared to 2010.
Additionally, we recorded an unfavorable claims adjustment
in 2011 of $17 million from the use of the U.S. Social Secu-
rity Administration’s Death Master File to identify certain
life insurance policies where the covered person may be
deceased but a claim had not yet been reported. These
increases were partially offset by a decrease due to our term
life insurance products as we no longer sell these products
and from improved persistency and favorable mortality in
2011 as compared to 2010.

— Our long-term care insurance business increased $155 mil-
lion primarily as a result of the aging and growth of our
in-force block and higher claims and lower claim termination
rates on older issued policies, partially offset by $13 million
of favorable valuation adjustments in 2011 and a decrease in
reserves in the fourth quarter of 2011 from terminating poli-
cies related to the processing of deaths that had not been
previously confirmed. Additionally, in the fourth quarter of
2010, we recorded $19 million of an increase in claim
reserves associated with an annual review of claims duration
that did not recur.

— Our fixed annuities business decreased $95 million largely
attributable to a decline in sales of our life-contingent prod-
ucts in 2011 and more favorable mortality in 2011 compared
to 2010. In addition, we recorded a favorable reserve
adjustment in 2011 of $10 million from terminating con-
tracts related to deaths that had not been previously reported.

Interest credited

— Our life insurance business increased $12 million primarily
from growth of our universal life insurance products.

— Our long-term care insurance business decreased $4 million
due to a change in reporting related to our linked-benefits
products that are no longer reported in our long-term care
insurance business.

— Our fixed annuities business decreased $34 million mainly
from lower crediting rates as these products reach the end of
their initial crediting rate guarantee period in a low interest
rate environment.

Acquisition and operating expenses, net of deferrals

— Our life insurance business decreased $4 million primarily
related to a $13 million favorable cumulative impact from a
recent change in premium taxes in Virginia in 2011, partially
offset by higher expenses from growth of our term universal
life insurance product.
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— Our long-term care insurance business increased $21 million
largely attributable to growth of our in-force block.

— Our fixed annuities business increased $3 million largely
driven by a $10 million accrual related to guarantee funds in
2011, partially offset by a decrease in expenses related to
lower average account values of these products.

Amortization of deferred acquisition costs and intangibles

— Our life insurance business decreased $27 million. Our term
life insurance products decreased primarily attributable to
lower DAC amortization in the post-level rate period and
from a $12 million favorable impact related to an actuarial
system conversion in 2011. Our term universal life insurance
product decreased primarily from an $8 million favorable
unlocking related to a refinement of estimated gross profit
assumptions in 2011. Our universal life insurance products
increased primarily related to an increase in DAC amor-
tization due to growth and a $7 million unfavorable unlock-
ing related to a refinement of estimated gross profit
assumptions, partially offset by unfavorable mortality experi-
ence in 2011.

— Our long-term care insurance business increased $16 million
primarily from a $25 million favorable adjustment in the
fourth quarter of 2010 to defer costs associated with the sale
of joint policies that were incorrectly expensed as a result of a
system conversion in late 2008 that were identified and cor-
rected that also reduced amortization in 2011. The increase
was also attributable to growth of our in-force block.

— Our fixed annuities business increased $16 million mainly
from less favorable adjustments related to surrenders and a
favorable unlocking of $14 million related to lower surrender
trends in 2010 that did not recur. These increases were
partially offset by a decrease in the account values of these
products and higher net investment losses in 2011.

Provision for income taxes. The effective tax rate increased to
34.6% for the year ended December 31, 2011 from 34.1% for
the year ended December 31, 2010. The increase in the effec-
tive tax rate was primarily attributable to changes in uncertain
tax positions.

2010 compared to 2009

Net operating income available to Genworth Financial,

Inc.’s common stockholders

— Our life insurance business decreased $73 million primarily
atributable to an increase in claims as a result of higher
mortality in both our universal life and term life insurance
products compared to 2009, higher lapses compared to pric-
ing assumptions on our term life insurance policies issued in
1999 and 2000 as they go through their post-level rate
period and a favorable unlocking related to estimated gross
profit assumptions in our universal life insurance products in
2009 that did not recur. These decreases were partially offset
by higher net investment income.
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— Our long-term care insurance business decreased $5 million
from higher claims and lower claim termination rates from
the aging of our in-force block, partially offset by growth of
our in-force block from new sales and in-force rate actions
and higher investment income in 2010.

— Our fixed annuities business increased $88 million primarily
from an increase in net investment spreads.

Revenues

Premiums

— Our life insurance business decreased $49 million mainly
attributable to the introduction of our term universal life
insurance product that is designed to replace new sales of our
existing term life insurance products with fees associated with
deposits of the new product reflected in insurance and
investment product fees and other. The decrease was also a
result of higher lapses on our term life insurance policies as
they go through their post-level rate period and an
unfavorable reinsurance adjustment of $8 million in 2010.

~ Our long-term care insurance business increased $35 million
mainly attributable to growth of the in-force block from new
sales and in-force rate actions. Premiums included an
unfavorable reinsurance adjustment of $7 million in 2010
compared to an unfavorable reinsurance adjustment of $16
million in 2009.

Net investment income

— Our life insurance business increased $51 million primarily
attributable to limited partnerships accounted for under the
equity method. Net investment income included $2 million
of gains related to limited partnerships in 2010 compared to
$34 million of losses related to limited partnerships in 2009.
The increase was also attributable to higher average invested
assets due to growth of our in-force block.

— Our long-term care insurance business increased $121 mil-
lion largely as a result of an increase in average invested assets
due to growth of our in-force block. Additionally, net
investment income in 2010 included $3 million of gains
related to limited partnerships accounted for under the
equity method compared to $25 million of losses in 2009.

— Our fixed annuities business increased $94 million primarily
related to limited partnerships accounted for under the
equity method and the reinvestment of high cash balances
held during 2009, partially offset by lower average invested
assets. Net investment income included $3 million of gains
related to limited partnerships in 2010 compared to $81
million of losses in 2009.

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.”

— Net investment losses in our life insurance business decreased
$229 million primarily driven by lower impairments

recorded in 2010 and lower net losses from the sale of



investment securities related to portfolio repositioning,

— Net investment losses in our long-term care insurance busi-
ness decreased $245 million primarily from higher net gains
from sales of investment securities related to portfolio
repositioning, lower impairments and higher derivative gains
in 2010.

— Net investment losses in our fixed annuities business
decreased $207 million primarily related to lower net losses
from the sale of investment securities related to portfolio
repositioning and lower impairments, partially offset by
derivative losses in 2010.

Insurance and investment product fees and other

— Our life insurance business increased $62 million primarily
from growth of our new term universal life insurance product
that is designed to replace sales of our traditional term life
insurance products. Our universal life insurance products
also included a favorable adjustment related to estimated
gross profit assumptions in 2009 that did not recur.

— Our long-term care insurance business decreased $3 million
predominately from a cost of insurance adjustment related to
our linked-benefits product.

— Our fixed annuities business decreased $4 million attribut-
able to a decrease in fees associated with lower surrenders.

Benefits and expenses

Benefits and other changes in policy reserves

— Our life insurance business increased $107 million princi-
pally related to increased claims associated with higher mor-
tality in our universal life and term life insurance products
compared to 2009, growth of our in-force block and an
increase in reserves due to growth of our term universal life
insurance product.

— Our long-term care insurance business increased $170 mil-
lion primarily as a result of the aging and growth of our
in-force block and lower terminations in 2010. Additionally,
in the fourth quarter of 2010, we recorded a $19 million
increase in claim reserves associated with an annual review of
claims duration. We recorded a favorable reinsurance
adjustment of $15 million in 2009 that did not recur.

— Our fixed annuities business increased $11 million primarily
attributable to higher amortization of sales inducements as a
result of lower net investment losses in 2010 and higher sur-
renders, partially offset by lower life-contingent sales in
2010.

Interest credited. Interest credited decreased primarily related to
our fixed annuities business from lower account values and
lower crediting rates as these products reach the end of their
initial crediting rate guarantee period.

Acquisition and operating expenses, net of deferrals

— Our life insurance business increased $18 million primarily
from growth of our term universal life insurance product.

— Our long-term care insurance business increased $18 million
from growth of our in-force block.

— Our fixed annuities business decreased $10 million mainly
attributable to lower production.

Amortization of deferred acquisition costs and intangibles

~ Our life insurance business increased $81 million primarily
attributable to a favorable adjustment to estimated gross
profits of $44 million and lower amortization of $5 million
from a favorable unlocking related to estimated gross profit
assumptions in our universal life insurance products in 2009
that did not recur. Also contributing to the increase was
higher amortization from growth of our universal and term
universal life insurance products and higher lapses on our
term life insurance policies as they go through their post-level
rate period.

— Our long-term care insurance business decreased $31 million
largely driven by a $25 million favorable adjustment in the
fourth quarter of 2010 to defer costs associated with the sale
of joint policies that were incorrectly expensed as a result of a
systems conversion in late 2008. The decrease was also
attributable to lower terminations in 2010. These decreases
were partially offset by growth of our in-force block.

— Our fixed annuities business increased $24 million mainly
from higher DAC amortization attributable to lower net
investment losses in 2010, partially offset by a favorable
unlocking of $14 million primarily related to lower surrender
trends in 2010 as compared to an unfavorable DAC unlock-
ing of $8 million primarily related to spread assumptions in
2009.

Interest expense. Interest expense increased primarily related to
our life insurance business from higher letter of credit fees in
2010.

Provision (benefit) for income taxes. The effective tax rate
decreased to 34.1% for the year ended December 31, 2010
from 40.4% for the year ended December 31, 2009. The
decrease in the effective tax rate was primarily attributable to
changes in uncertain tax positions.
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U.S. Life Insurance selected operating performance measures
Life insurance

The following table sets forth selected operating performance measures regarding our life insurance business as of or for the
dates indicated:

As of or for years ended Increase (decrease) and
December 31, percentage change
(Amounts in millions) 2011 2010 2009 2011 vs. 2010 2010 vs. 2009
Term and whole life insurance (1)
Net earned premiums $ 864 $ 204 $ 954 $ 40) (4% $ 50y (5%
Annualized first-year premiums 1 19 78 (18) (95)% (59) (76)%
Life insurance in-force, net of reinsurance 439,743 459,763 476,440 (20,020) (4% (16,677) (4)%
Life insurance in-force before reinsurance 568,261 598,333 626,351 (30,072) (5)% (28,018) (4%
Term universal life insurance
Net deposits $ 185 § 66 $ — $ 119 180% $ 66 NM(2)
Annualized first-year deposits 132 96 — 36 38% 96 NM2)
Life insurance in-force, net of reinsurance 99,753 45,256 — 54,497 120% 45,256 NM(2)
Life insurance in-force before reinsurance 100,476 45,562 — 54,914 121% 45,562 NM(2)
Universal life insurance (1)
Net earned premiums and deposits $ 614 $ 468 $ 447 $ 146 31% $ 21 5%
Universal life annualized first-year deposits 42 37 33 5 14% 4 12%
Universal life excess deposits 148 106 99 42 40% 7 7%
Linked-benefits (3) 88 — — 88 NM©2) — —%
Life insurance in-force, net of reinsurance 42,363 41,183 40,842 1,180 3% 341 1%
Life insurance in-force before reinsurance 49,204 47,528 47,368 1,676 4% 160 —%

Total life insurance
Net earned premiums and deposits
Annualized first-year premiums
Annualized first-year deposits
Excess deposits
Linked-benefits (3)
Life insurance in-force, net of reinsurance
Life insurance in-force before reinsurance

$ 1663 $ 1,438 $ 1401 $ 225 16% $ 37 3%

1 19 78 (18) (95)% (59) (76)%

174 133 33 41 31% 100 NM(2)
148 - 106 99 42 40% 7 7%
88 — — 88 NM@2) — %
581,859 546,202 517,282 35,657 7% 28,920 6%

717,941 691,423 673,719 26,518 4% 17,704 3%

(1) The prior period amounts have been re-presented to repors whole life insurance with term life insurance. Amounss for whole life insurance were previously reported with

universal life insurance.

(2) We define “NM” as not meaningful for increases or decreases greater than 200%.
(3) In the first quarter of 2011, we began reporting the results of the linked-benefirs product for universal life insurance in our life i eb

The linked-benefits

product for universal life insurance was previously reported in our long-term care insurance business. The amounts associated with this product were not material and the

prior period amounts were not re-presented.

2011 compared to 2010

Term and whole life insurance

Net earned premiums decreased mainly related to our
term life insurance products as we no longer sell these prod-
ucts. The decrease in 2011 was partially offset by an
unfavorable reinsurance adjustment of $8 million in 2010 that
did not recur. Annualized first-year premiums decreased sig-
nificantly driven by a shift in sales to our term universal life
insurance product. Our in-force block also decreased as we no
longer sell term and whole life insurance products.

Term universal life insurance

Net deposits increased due to growth of this product since
its introduction in late 2009. Our in-force block has increased
primarily driven by higher sales.

Universal life insurance

Net earned premiums and deposits increased primarily
from the growth of our universal life insurance products.
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2010 compared to 2009

Term and whole life insurance

Net earned premiums decreased mainly as a result of
lower sales in 2010 from the introduction of our term univer-
sal life insurance product that is designed to replace new sales
of our existing term life insurance products and higher lapses
on policies as they go through their post-level rate period.

Term universal life insurance

In late 2009, we introduced a new term universal life
insurance product that is designed to replace new sales of our
existing term life insurance products. The increase was related
to the continued growth of our in-force block.

Universal life insurance
The increase in net earned premiums and deposits was
due to the growth of our in-force block.



Long-term care insurance

The following table sets forth selected operating performance measures regarding our individual and group long-term care
insurance products for the periods indicated:

Increase (decrease) and

Years ended December 31, percentage change

(Amounts in millions) 2011 2010 2009 2011 vs. 2010 2010 vs. 2009
Net earned premiums:

Individual long-term care insurance $1,961 $1,895 $1,874 $66 3%  $21 1%

Group long-term care insurance 59 50 36 9 18% 14 39%

Total $2,020 $1,945 $1,910 $75 4%  $35 2%
Annualized first-year premiums and deposits:

Individual long-term care insurance $ 206 $ 142 §$ 107 $64 45% 335 33%

Group long-term care insurance 13 17 9 (4) (24)% 8 89%

Linked-benefits — 57 28 (57) (100)% 29  104%

Total $ 219 $ 216 §$ 144 $ 3 1% $72  50%
Loss ratio 68% 67% 65% 1% 2%

The loss ratio is the ratio of benefits and other changes in
reserves less tabular interest on reserves less loss adjustment
expenses to net earned premiums.

2011 compared to 2010

Net earned premiums increased mainly attributable to
growth of our in-force block from new sales and in-force rate
actions. The increase in annualized first-year premiums and
deposits was primarily attributable to growth of our individual
long-term care insurance products, partially offset by a change
in reporting related to our linked-benefits products. In the first
quarter of 2011, we began reporting the results of the universal
life insurance and single premium deferred annuity linked-
benefits products in our life insurance and fixed annuities
businesses, respectively. The linked-benefits products were
previously reported in our long-term care insurance business.

The loss ratio was relatively flat as higher claims and lower
claim termination rates on older issued policies were offset by
an increase in premiums from growth of our in-force block
from new sales and in-force rate actions.

2010 compared to 2009

Net earned premiums increased mainly attributable to
growth of our in-force block from new sales and in-force rate
actions. The increase in annualized first-year premiums and
deposits was primarily attributable to growth of our in-force
block.

The increase in the loss ratio is primarily driven by aging
and growth of our in-force block and lower terminations.
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Fixed annuities

The following table sets forth selected operating performance measures regarding our fixed annuities as of or for the dates
indicated:

As of or for years ended Increase (decrease) and
December 31, percentage change
(Amounts in millions) 2011 2010 2009 2011 vs. 2010 2010 vs. 2009

Single premium deferred annuities

Account value, beginning of period

$10,819 $11,409 $11,996 $(590)' (5)% $(587) (5)%

Deposits 1,140 377 571 763 NM() (194) (349)%
Surrenders, benefits and product charges (1,479)  (1,345) (1,565) (134) (10)% 220 14%
Net flows (339) (968) 994) 629 65% 26 3%
Interest credited 351 378 407  (27) 7)% __(_2_9) 7%
Account value, end of period $10,831 $10,819 $11,409 $ 12 —% $(590) (5%
Single pr di
Account value, beginning of period $ 6,528 $ 6,675 $ 6,957 $(147) 2)% $(282) (4)%
Premiums and deposits 343 413 400 70)  (17)% 13 3%
Surrenders, benefits and product charges (1,004) (1,028)  (1,044) 24 2% 16 2%
Net flows (661) (615) (644) (46) (7)% 29 5%
Interest credited 324 344 362 (20) 6)% (18) (5)%
Effect of accumulated net unrealized investment gains (losses) 242 124 — 118 95% 124  NM(1)
Account value, end of period $ 6,433 $ 6528 $ 6,675 $ (95) D% $(147) )%
Structured settlements
Account value, net of reinsurance, beginning of period $1,113 $ 1,115 $1,106 $ 2) —% $ 9 1%
Premiums and deposits —_ _ 10 —_ —% (10) (100)%
Surrenders, benefits and product charges (64) (61) (59) 3) (5)% 2) %
Net flows (64) (61) (49) (3) 5)% (12) (4%
Interest credited 58 59 58 m 2)% 1 2%
Account value, net of reinsurance, end of period $ 1,107 $ 1,113 $ 1,115 $ (6 Mm% $ 2 —%
Total premiums from fixed annuities $ 95 $ 155 $ 154 $(60) (39)% .$ 1 1%

Total deposits on fixed annuities

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

$1,38 $ 635 $ 827 $753 119% $(192) (23)%

2011 compared to 2010

Single premium deferred annuities

Account value of our single premium deferred annuities
increased as deposits and interest credited outpaced surrenders.
Sales increased in 2011 driven by a more competitive offering.

Single premium immediate annuities

Account value of our single premium immediate annuities
decreased as surrenders exceeded premiums and deposits,
partially offset by an increase in net unrealized investment
gains. Sales have slowed given the low interest rate environ-
ment and other market conditions.

Structured settlements

We no longer solicit sales of structured settlements; how-
ever, we continue to service our existing block of business.
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2010 compared to 2009

Single premium deferred annuities

Account value of our single premium deferred annuities
decreased as surrenders exceeded deposits. Sales have slowed
significantly given the low interest rate environment and other
market conditions.

Single premium immediate annuities

Account value of our single premium immediate annuities
decreased as surrenders exceeded deposits and premiums. Sales
have slowed significantly given the low interest rate environ-
ment and other market conditions.

Structured settlements
We no longer solicit sales of structured settlements; how-
ever, we continue to service our existing block of business.



Valuation systems and processes

Over the next six to 12 months, our U.S. Life Insurance
segment will continue to migrate to a new valuation and pro-
jection platform. This migration is part of our ongoing efforts
to improve the infrastructure and capabilities of our
information systems and our routine assessment and refine-
ment of financial, actuarial, investment and risk management

INTERNATIONAL PROTECTION SEGMENT

capabilities enterprise wide. This migration will also provide
our U.S. Life Insurance segment with a platform to support
emerging accounting guidance and ongoing changes in capital
regulations. Concurrently, valuation processes and method-
ologies will be reviewed. Any material changes in balances or
income trends that may result from these activities will be dis-
closed accordingly.

Segment results of operations

The following table sets forth the results of operations relating to our International Protection segment for the periods

indicated:

(Amounts in millions)

Increase (decrease) and
percentage change

2009 2011 vs. 2010 2010 vs. 2009

Years ended December 31,
2011 2010

Revenues:

Premiums

Net investment income

Net investment gains (losses)

Insurance and investment product fees and other

$ 839 $ 939 $1,141 $(100) (1% $(202) (18)%

173 154 157 19 12% 3) )%
(1 5 17) 6) (120)% 22 129%
11 14 20 3) (2% ©6) (30)%

Total revenues

1,022 1,112 1,301 (90) 8% (189) (15)%

Benefits and expenses:

Benefits and other changes in policy reserves

Acquisition and operating expenses, net of deferrals
Amortization of deferred acquisition costs and intangibles

135 196 343  (61) (3% (147) (43)%
570 593 645  (23) 4% (52) (8)%
159 177 210 (18) (10)% (33) (16)%

Interest expense 38 51 50 (13) (25)% 1 2%
Total benefits and expenses 902 1,017 1,248 (115) (11)% (231) (19%
Income before income taxes 120 95 53 25 26% 42 79%
Provision for income taxes 27 21 8 6 29% 13 163%
Net income available to Genworth Financial, Inc’s common stockholders 93 74 45 19 26% 29 64%
Adjustment to net income available to Genworth Financial, Inc.’s common stockholders:
Net investment (gains) losses, net of taxes and other adjustments 1 3) 11 4  133% (14) (127)%
Net operating income available to Genworth Financial, Inc.’s common stockholders $ 9 $ 71 $ 56 $ 23 32% $ 15 27%

2011 compared to 2010

Net operating income available to Genworth Financial,
Inc.’s common stockholders

Net operating income available to Genworth Financial,
Inc.’s common stockholders increased as a result of lower new
claim registrations from improving economic conditions in
certain regions, a favorable impact from our re-pricing actions
taken in 2010 and distribution contract changes, partially oft-
set by reduced levels of consumer lending. The year ended
December 31, 2011 included an increase of $9 million
attributable to changes in foreign exchange rates.

Revenues

Premiums decreased primarily due to our runoff block of
business and a decrease in premium volume driven by reduced
levels of consumer lending. The year ended December 31,
2011 included an increase of $40 million attributable to
changes in foreign exchange rates.

Net investment income increased principally attributable
to reinsurance arrangements accounted for under the deposit
method as certain of these arrangements were in a higher gain
position. The year ended December 31, 2011 included an
increase of $5 million attributable to changes in foreign
exchange rates.

Net investment losses in 2011 were mainly related to
losses on the sale of investments from portfolio repositioning
activities compared to net investment gains in 2010.

Insurance and investment product fees and other
decreased mainly attributable to changes in foreign exchange
rates on non-functional currency transactions.

Benefits and expenses

Benefits and other changes in policy reserves decreased
primarily driven by a decrease in claim reserves and claim
payments from declining claim registrations from improving
economic conditions in certain regions. The year ended
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December 31, 2011 included an increase of $7 million attribut-
able to changes in foreign exchange rates.

Acquisition and operating expenses, net of deferrals,
decreased largely from a decrease in paid commissions related
to a decline in new business. This decrease was partially offset
by an increase in profit commissions driven by lower claims,
higher costs associated with a workforce reduction as part of a
cost-saving initiative in 2011 and higher regulatory expenses.
The year ended December 31, 2011 included an increase of
$22 million attributable to changes in foreign exchange rates.

Amortization of DAC and intangibles decreased primarily
as a result of lower premium volume. The year ended
December 31, 2011 included an increase of $7 million
attributable to changes in foreign exchange rates.

Interest expense decreased due to reinsurance arrange-
ments accounted for under the deposit method of accounting
as certain of these arrangements were in a lower loss position
in 2011.

Provision for income taxes. The effective tax rate increased to
22.5% for the year ended December 31, 2011 from 22.1% for
the year ended December 31, 2010. This increase in the effec-
tive tax rate was primarily attributable to lower taxed foreign
income in 2011 compared to 2010. The year ended
December 31, 2011 also included an increase of $1 million
attributable to changes in foreign exchange rates.

2010 compared to 2009

Net operating income available to Genworth Financial,
Inc.’s common stockholders

Net operating income available to Genworth Financial,
Inc.’s common stockholders increased primarily due to the
benefit from price and distribution contract changes coupled
with stabilization of economic conditions. This was partially
offset by lower sales from reduced levels of consumer lending.
The year ended December 31, 2010 included a decrease of $8

million attributable to changes in foreign exchange rates.

Revenues
Premiums decreased attributable to a decrease in overall
premium volumes driven by slower lending in Europe and our

runoff block of business. The year ended December 31, 2010
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included a decrease of $23 million attributable to changes in
foreign exchange rates.

Net investment income decreased largely due to lower
yields and lower invested assets which were partially offset by
reinsurance arrangements accounted for under the deposit
method of accounting as these arrangements were in a gain
position. The year ended December 31, 2010 included a
decrease of $2 million attributable to changes in foreign
exchange rates.

Insurance and investment product fees and other
decreased mainly ateributable to lower income from the sale of
our Mexican property and casualty insurance business in 2009,

Benefits and expenses

Benefits and other changes in policy reserves decreased
mainly attributable to a decrease in claim reserves from declin-
ing claim registrations as a result of stabilization of economic
conditions in Europe. These decreases were partially offset by
higher paid claims. The year ended December 31, 2010
included a decrease of $3 million attributable to changes in
foreign exchange rates.

Acquisition and operating expenses, net of deferrals,
decreased primarily related to a decrease in commissions
related to a decline in new business. This decrease was partially
offset by an increase in profit commissions driven by lower
claims. The year ended December 31, 2010 included a
decrease of $13 million attributable to- changes in foreign
exchange rates.

Amortization of DAC and intangibles decreased princi-
pally attributable to our runoff business and a decrease in the
United Kingdom from lower single premium sales related to
new business regulations. The year ended December 31, 2010
included a decrease of $4 million attributable to changes in
foreign exchange rates.

Provision for income taxes. The effective tax rate increased to
22.1% for the year ended December 31, 2010 compared to
15.1% for the year ended December 31, 2009. This increase
in the effective tax rate was primarily attributable to a change
in uncertain tax positions and lower taxed foreign income in
2010. The year ended December 31, 2010 also included an
increase of $1 million attributable to changes in foreign
exchange rates.



International Protection selected operating performance measures

The following table sets forth selected operating performance measures regarding our International Protection segment for the

periods indicated:

Years ended Increase (decrease) and
December 31, percentage change
(Amounts in millions) 2011 2010 2009 2011 vs. 2010 2010 vs. 2009
Lifestyle protection insurance: ‘
Traditional indemnity premiums $ 998 $ 941 $1,109 $57 6%  $(168) (15)%
Premium equivalents for administrative services only business 22 19 19 3 16% $ — —%
Reinsurance premiums assumed accounted for under the deposit method 716 765 673 (49) 6% $ 92 14%
Total lifestyle protection insurance 1,736 1,725 1,801 11 1% (76) (4)%
Mexico operations (1) — — 50 — —% (50) (100)%
Total $1,736 $1,725 §$1,851 $11 1% $(126) (7)%
Loss ratio 16% 21% 28% (5)% (7)%

(1) Relates to a small Mexican property and casualty insurance business which was sold in September 2009.

The loss ratio is the ratio of incurred losses and loss
adjustment expenses to net earned premiums excluding
amounts associated with the Mexico operations.

2011 compared to 2010

Excluding the effects of foreign exchange, sales declined as
re-pricing initiatives were more than offset by reduced levels of
consumer lending. The year ended December 31, 2011
included an increase of $71 million attributable to changes in
foreign exchange rates.

The loss ratio decreased mainly attributable to a decrease
in claim reserves and claim payments from declining claim
registrations from improving economic conditions in certain
regions, lower premiums from our runoff block of business

WEALTH MANAGEMENT SEGMENT

and a decrease in overall premium volumes driven by reduced
levels of consumer lending.

2010 compared to 2009

Sales decreased mainly attributable to reduced levels of
consumer lending. We sold our property and casualty insurance
business in Mexico in the third quarter of 2009; therefore, there
were no sales in 2010. The year ended December 31, 2010
included a decrease of $36 million attributable to changes in
foreign exchange rates.

The loss ratio decreased mainly attributable to a decrease
in claim reserves from declining claim registrations as a result
of stabilization of economic conditions in Europe and overall
premium volumes declined driven by slower lending in Europe
and our runoff block of business.

Segment results of operations

The following table sets forth the results of operations relating to our Wealth Management segment for the periods indicated:

Increase (decrease) and

Years ended December 31, percentage change
(Amounts in millions) 2011 2010 2009 2011vs.2010 2010 vs. 2009
Revenues:
Net investment gains (losses) $— $— $( $— —% $1 100%
Insurance and investment product fees and other 453 352 279 100 29% 73 26%
Total revenues 453 352 278 101 29% 74 27%
Benefits and expenses:
Acquisition and operating expenses, net of deferrals 372 287 229 85  30% 58  25%
Amortization of deferred acquisition costs and intangibles 5 4 4 1 5% @ — %
Total benefits and expenses 377 291 233 86  30% 58  25%
Income before income taxes 76 61 45 15 25% 16 36%
Provision for income taxes 29 21 17 8 38% 4 24%
Net income available to Genworth Financial, Inc.’s common stockholders 47 40 28 7 18% 12 43%
Adjustment to net income available to Genworth Financial, Inc.’s common stockholders:
Net investment (gains) losses, net of taxes and other adjustments — — — - =% — =%
Net operating income available to Genworth Financial, Inc.’s common stockholders $47 $40 $28 $ 7 18% $12 43%
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2011 compared to 2010

Net operating income available to Genworth Financial,
Inc.’s common stockholders

The increase in net operating income available to
Genworth Financial, Inc’s common stockholders was the
result of higher average assets under management from the
acquisition of Altegris in the fourth quarter of 2010 and pos-
itive net flows, partially offset by difficult market conditions
and increased redemptions during the second half of 2011.

Revenues

Insurance and investment product fees and other
increased primarily attributable to higher average assets under
management from the purchase of Altegris in the fourth quar-
ter of 2010 and positive net flows, partially offset by difficult
market conditions and increased redemptions during the sec-

ond half of 2011.

Benefits and expenses

Acquisition and operating expenses, net of deferrals,
increased primarily from higher asset-based expenses from the
acquisition of Altegris in the fourth quarter of 2010 and pos-
itive net flows, partially offset by difficult market conditions
and increased redemptions during the second half of 2011.

Provision for income taxes. The effective tax rate increased to
38.2% for the year ended December 31, 2011 from 34.4% for
the year ended December 31, 2010. The increase in the effec-
tive tax rate was primarily attributable to changes in uncertain
tax positions in 2010.

Wealth Management selected operating performance measures

2010 compared to 2009

Net operating income available to Genworth Financial,
Inc.’s common stockholders

The increase in net operating income available to
Genworth Financial, Inc’s common stockholders was
attributable to higher average assets under management from
market growth and positive net flows.

Revenues

Insurance and investment product fees and other
increased primarily atiributable to higher average assets under
management from market growth and positive net flows.

Benefits and expenses

Acquisition and operating expenses, net of deferrals,
increased primarily from higher asset-based expenses as assets
under management increased from market growth and positive
net flows.

Provision for income taxes. The effective tax rate decreased to
34.4% for the year ended December 31, 2010 from 37.8% for
the year ended December 31, 2009. The decrease in the effec-
tive tax rate was primarily attributable to changes in uncertain
tax positions.

The following table sets forth selected operating performance measures regarding our Wealth Management segment as of or for

the dates indicated:

(Amounts in millions)

Increase (decrease) and
percentage change

2011 vs. 2010 2010 vs. 2009

As of or for years ended
December 31,

2011 2010 2009

Assets under management, beginning of period $24,740 $18,865 $15,447 $ 5,875 31% $3418 22%
Gross flows 6,869 5,773 4,778 1,096 19% 995 21%
Redemptions (5,420) (3,726) (4,023) (1,694) (45)% 297 7%

Net flows 1,449 2,047 755 (598) (29)% 1,292 171%
Market performance (1,102) 1,639 2,663  (2,741) (167)% (1,029 (38)%
Acquisition (1) —_ 2,189 — - (2,189) (100)% 2,189 NM@2)

Assets under management, end of period

$25,087 $24,740 $18,865 $ 347 1% $5,875 31%

(1) Relates to the acquisition of Altegris on December 31, 2010. See note 8 in our consolidated financial statements under “lrem 8—Financial Statements and Supple-

mentary Data” for additional information related to the acquisition.

(2) We define “NM” as not meaningful for increases or decreases greater than 200%.

Wealth Management results represent Genworth Finan-
cial Wealth Management, Inc., Genworth Financial Invest-
ment Services, Inc., Genworth Financial Trust Company,
Centurion Financial Advisers, Inc., Quantivus Consulting,
Inc. and the Altegris companies.
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2011 compared to 2010

The increase in assets under management was principally
attributable to the acquisition of Altegris on December 31,
2010 and positive net flows. These increases were partially
offse by difficult market conditions and increased



redemptions during the second half of 2011. Net flows were 2010 compared to 2009

negative in the fourth quarter of 2011 reflecting difficult
market conditions and increased redemptions.

acquisition of Altegris on December 31, 2010.

MORTGAGE INSURANCE DIVISION

Division results of operations

The increase in assets under management was primarily
attributable to market growth, positive net flows and the

The following table sets forth the results of operations relating to our Mortgage Insurance Division. See below for a discussion

by segment.

Increase (decrease) and

Years ended December 31, percentage change
(Amounts in millions) 2011 2010 2009 2011 vs. 2010 2010 vs. 2009
Ner operating income (loss) available to Genworth Financial, Inc.’s common stockholders:
International Mortgage Insurance segment:
Canada $161 $176 $206 $(15) (9% $ (30) (15%
Australia 200 205 148 (5) 2)% 57 39%
Other Countries 29) (18) (25) (11) (61)% 7 28%
International Mortgage Insurance segment 332 363 329 (3l) 9% 34 10%
U.S. Mortgage Insurance segment (507) (580) (459) 73 13% (121) (26)%
Total net operating income (loss) available to Genworth Financial, Inc.’s common stockholders (175) (217) (130) 42 19% 87) (67)%
Adjustment to net operating income available to Genworth Financial, Inc.’s common stockholders:
Net investment gains (losses), net of taxes and other adjustments 55 28 38 27 96% (10) (26)%
Net income (loss) available to Genworth Financial, Inc.’s common stockholders (120) (189) (92) 69 37% (97) (105)%
Add: net income attributable to noncontrolling interests 139 143 61 4 (3% 82 134%
Nert income (loss) $ 19 $(46) $(31) $65 141% $ (15) (48)%

INTERNATIONAL MORTGAGE INSURANCE SEGMENT

Segment results of operations

The following table sets forth the results of operations relating to our International Mortgage Insurance segment for the periods

indicated:

Years ended December 31,

Increase (decrease) and

percentage change

2011 vs. 2010

2010 vs. 2009

(Amounts in millions) 2011 2010 2009
Revenues:
Premiums $1,063 $ 994 $ 927 $ 69
Net investment income 393 355 313 38
Net investment gains (losses) 42 15 13 27
Insurance and investment product fees and other 9 8 6 1
Total revenues 1,507 1,372 1,259 135
Benefits and expenses:
Benefits and other changes in policy reserves 458 390 464 68
Acquisition and operating expenses, net of deferrals 209 205 174 4
Amortization of deferred acquisition costs and intangibles 101 90 72 11
Interest expense 31 8 1 23
Total benefits and expenses 799 693 711 106
Income before income taxes 708 679 548 29
Provision for income taxes 212 166 152 46
Net income 496 513 396 (17)
Less: net income attributable to noncontrolling interests 139 143 61 (4)
Net income available to Genworth Financial, Inc.s common stockholders 357 370 335 (13)
Adjustment to net income available to Genworth Financial, Inc.’s common stockholders:
Net investment (gains) losses, net of taxes and other adjustments (25) )] ©6) (18)
Net operating income available to Genworth Financial, Inc.’s common stockholders $ 332 $ 363 $ 329 $(31)
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(1) We define “NM” as not meaningful for increases or decreases greater than 200%.
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The following table sets forth net operating income (loss) available to Genworth Financial, Inc.’s common stockholders for the
businesses included in our International Mortgage Insurance segment for the periods indicated:

Increase (decrease) and

Years ended December 31, percentage change
(Amounts in millions) 2011 2010 2009 2011 vs. 2010 . 2010 vs. 2009
Net operating income available to Genworth Financial, Inc.’s common stockholders:
Canada $161 $176 $206  $(15) (9% $(30) (15%
Australia 200 205 148 5) @% 57 3%
Other Countries (29) (18) (25) (11) (61)% 7 28%
Total net operating income available to Genworth Financial, Inc.’s common stockholders $332 $363 $329 $31) (9% $34 10%
2011 compared to 2010 attributable to lower investment yields, partially offset by

higher average invested assets.

— Our Australian mortgage insurance business increased $30
million, including an increase of $22 million attributable to
changes in foreign exchange rates, largely from higher aver-
age invested assets, partially offset by lower investment
yields.

Net operating income available to Genworth Financial,

Inc.’s common stockholders

— The year ended December 31, 2011 included an increase of
$33 million attributable to changes in foreign exchange
rates.

— Our Canadian mortgage insurance business decreased
largely from higher overall losses, taxes and interest expense
and lower premiums.

— Our Australian mortgage insurance business decreased from
higher overall losses, taxes and interest expense, partially
offset by an increase in premiums and net investment

Net investment gains (losses). The increase in net investment
gains was predominately related to Australia from the sale of
securities in 2011.

Benefits and expenses

income.
— Other Countries decreased from higher taxes and lower Bencefits and other changes in policy reserves
premiums, partially offset by lower overall losses and general — Our Canadian mortgage insurance business increased $28
expenses. million, including an increase of $10 million attributable to
changes in foreign exchange rates. Losses increased primarily
Revenues as a result of higher paid claims. In addition, loss reserves on
Premi existing delinquencies were strengthened driven by increased
remiums

severity on older seasoning books of business, particularly
from Alberta, which has a higher average reserve per delin-
quency. These increases were partially offset by lower exist-
ing delinquencies and an increased benefit from loss
mitigation activities.

— Our Australian mortgage insurance business increased $48
million, including an increase of $21 million atcributable to
changes in foreign exchange rates, primarily as a result of
higher new delinquencies from seasoning of our in-force
block of business, regional economic pressures and a higher
average reserve per delinquency driven by the aging of exist-
ing delinquent loans. In the fourth quarter of 2011, we
increased reserves $13 million for existing delinquencies as
lenders accelerated actions to transition delinquencies to
claim and from higher severity experience in New Zealand.
These increases were partially offset by lower paid claims in
2011.

— Other Countries decreased $8 million, including an increase
of $2 million attributable to changes in foreign exchange
rates, primarily in Europe related to lender settlements in
2010 and ongoing loss mitigation activities. This decrease
was partially offset by higher new delinquencies and aging of
existing delinquencies, particularly in Ireland, in 2011.

— Our Canadian mortgage insurance business increased $19
million, including an increase of $28 million attributable to
changes in foreign exchange rates. Excluding the impact of
foreign exchange, premiums decreased from the seasoning of
our in-force block of business.

~ Our Australian mortgage insurance business increased $55
million, including an increase of $45 million attributable to
changes in foreign exchange rates, primarily from lower
ceded affiliated reinsurance premiums. This increase was
partially offset by lower premiums attributable to the
seasoning of our in-force block of business and lower policy
cancellations in 2011.

— Other Countries decreased $5 million, including an increase
of $2 million attributable to changes in foreign exchange
rates, primarily in Europe as a result of lender settlements in
2010 and an actuarial update in 2010 that did not recur, as
well as lower new business volume in 2011.

Net investment income

— Our Canadian mortgage insurance business increased $8
million, including an increase of $9 million attributable to
changes in foreign exchange rates. Excluding the impact of
foreign exchange, net investment income decreased mainly
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Acquisition and operating expenses, net of deferrals

— Our Canadian mortgage insurance business increased $1
million, including an increase of $3 million attributable to
changes in foreign exchange rates. Excluding the impact of
foreign exchange, acquisition and operating expenses, net of
deferrals, decreased primarily from lower stock-based com-
pensation expense driven by the decline in the stock price of
Genworth Canada in 2011.

— Our Australian mortgage insurance business increased $3
million, including an increase of $6 million attributable to
changes in foreign exchange rates. Excluding the impact of
foreign exchange, acquisition and operating expenses, net of
deferrals, decreased as the result of higher deferrable expenses
and lower overall expenses.

Amortization of deferred acquisition costs and intangibles

— Our Canadian mortgage insurance business increased $5
million, including an increase of $3 million attributable to
changes in foreign exchange rates, primarily from higher
software amortization.

— Our Australian mortgage insurance business increased $8
million, including an increase of $5 million attributable to
changes in foreign exchange rates, mainly from higher soft-
ware amortization.

— Other Countries decreased $2 million from lower DAC
amortization in Europe as the result of lender settlements in
2010.

Interest expense

— Our Canadian mortgage insurance business increased $15
million, including an increase of $1 million attributable to
changes in foreign exchange rates, from the issuance of debt
by our majority-owned subsidiary in June and December
2010.

— Our Australian mortgage insurance business increased $8
million, including an increase of $1 million attributable to
changes in foreign exchange rates, from the issuance of debt
by our wholly-owned subsidiary in June 2011.

Net income attributable to noncontrolling interests. The year
ended December 31, 2011 included an increase of $6 million
attributable to changes in foreign exchange rates.

Provision for income taxes. The effective tax rate increased to
29.9% for the year ended December 31, 2011 from 24.4% for
the year ended December 31, 2010. This increase in the effec-
tive tax rate was primarily attributable to changes in uncertain
Australian tax positions and a Canadian legislative change in
2011, compared to an Australian tax legislative benefit in 2010.
The Canadian legislation change passed in June 2011 elimi-
nates the Canadian government guarantee fund. The elimi-
nation of the guarantee fund is expected to increase the
effective tax rate on our U.S. GAAP earnings as prior
deductions for contributions to the fund reduced the effective
tax rate on U.S. GAAP earnings. The year ended December 31,
2011 included an increase of $16 million attributable to
changes in foreign exchange rates.

2010 compared to 2009

Net operating income available to Genworth Financial,

Inc.’s common stockholders

~ The year ended December 31, 2010 included an increase of
$43 million attributable to changes in foreign exchange rates.

— Our Canadian mortgage insurance business decreased largely
from the timing of the initial public offering of our Canadian
mortgage insurance business in 2009 which resulted in lower
net operating income of $82 million in 2010. This decrease
was partially offset by lower losses in 2010.

— Our Australian mortgage insurance business increased mainly
from lower losses and a benefit from newly enacted Austral-
ian tax legislation in 2010, partially offset by a decrease in
premiums.

— Other Countries decreased mainly from lower losses.

Revenues

Premiums

— Our Canadian mortgage insurance business increased $55
million, including an increase of $54 million attributable to
changes in foreign exchange rates. Excluding the impact of
foreign exchange, premiums were relatively flat as new busi-
ness volume in 2010 and the seasoning of our in-force block
of business were offset by lower policy cancellations.

— Our Australian mortgage insurance business increased $24
million, including an increase of $45 million attributable to
changes in foreign exchange rates. Excluding the impact of
foreign exchange, premiums decreased primarily as the resulc
of seasoning of our in-force block of business which was
more than offset by increased ceded affiliated reinsurance
premiums, lower new business volumes in 2010 and lower
cancellations.

— Other Countries decreased $12 million, including a decrease
of $1 million attributable to changes in foreign exchange
rates, primarily attributable to rescissions and other termi-
nations related to loss mitigation activities in Europe, partic-
ularly in Spain.

Net investment income

— Our Canadian mortgage insurance business increased $17
million, including an increase of $17 million attributable to
changes in foreign exchange rates. Excluding the impact of
foreign exchange, net investment income was flat as
reinvestment of cash balances were offset by lower yields on
assets acquired during the year.

— Our Australian mortgage insurance business increased $29
million, including an increase of $20 million attributable to
changes in foreign exchange rates, primarily from higher
average invested assets.

Benefits and expenses

Benefits and other changes in policy reserves
— Our Canadian mortgage insurance business decreased $28
million, including an increase of $19 million attributable to
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changes in foreign exchange rates, primarily driven by lower
average reserve per delinquency from an improving econo-
my, as well as loss mitigation activities.

— Our Australian mortgage insurance business decreased $22
million, including an increase of $19 million attributable to
changes in foreign exchange rates, primarily as a result of
lower reserves per delinquency.

— Other Countries decreased $24 million, including a decrease
of $1 million attributable to changes in foreign exchange
rates, primarily in Europe related to ongoing loss mitigation
activities.

Acquisition and operating expenses, net of deferrals

— Our Canadian mortgage insurance business increased $17
million, including an increase of $6 million attributable to
changes in foreign exchange rates, mainly related to higher
public company expenses.

— Our Australian mortgage insurance business increased $12
million, including an increase of $7 million attributable to
changes in foreign exchange rates, largely attributable to an
increase in non-deferrable expenses.

Amortization of deferred acquisition costs and intangibles

— Our Canadian mortgage insurance business increased $10
million, including an increase of $5 million attributable to
changes in foreign exchange rates, principally from an

increase in DAC amortization from the seasoning of our
in-force block of business.

- Our Australian mortgage insurance business increased $11
million, including an increase of $4 million attributable to
changes in foreign exchange rates, primarily from an
increase in DAC amortization from the seasoning of our
in-force block of business and higher software amortization.

Interest expense. The increase in interest expense related to
Canada from the issuance of debt by our majority-owned sub-
sidiary in June and December 2010.

Provision for income taxes. The effective tax rate decreased to
24.4% for the year ended December 31, 2010 compared to
27.7% for the year ended December 31, 2009. This decrease
in the effective tax rate was primarily attributable to a change
in uncertain tax positions, the favorable impact of newly
enacted Australian tax legislation and lower taxed foreign
income in 2010. The year ended December 31, 2010 also
included an increase of $21 million attributable to changes in
foreign exchange rates.

Net income attributable to noncontrolling interests. The
increase related to the initial public offering of our Canadian
mortgage insurance business in July 2009 which reduced our
ownership percentage to 57.5%. The year ended
December 31, 2010 included an increase of $13 million
attributable to changes in foreign exchange rates.

International Mortgage Insurance selected operating performance measures

The following table sets forth selected operating performance measures regarding our International Mortgage Insurance seg-

ment as of or for the dates indicated:

(Amounts in millions)

As of or for the years ended Increase (decrease) and
December 31, percentage change
2011 2010 2009 2011 vs. 2010 2010 vs. 2009

Primary insurance in-force:

Canada $261,300 $246,300 $213,500 $15,000 6%  $32,800 15%
Australia 281,500 283,500 248,000 (2,000) (1)% 35,500 14%
Other Countries 32,600 34,300 37,200 (1,700) (5)% (2,900) 8)%
Total $575,400 $564,100 $498,700 $11,300 2%  $65,400 13%
Risk in-force:
Canada $ 91,500 $ 86,200 $ 74,700 $ 5,300 6%  $11,500 15%
Australia 98,500 99,300 86,800 (800) ()% 12,500 14%
Other Countries 4,500 4,900 5,200 (400) (8)% (300) (6)%
Total $194,500 $190,400 $166,700 $ 4,100 2%  $23,700 14%
New insurance written:
Canada $ 27,000 $ 26,600 $ 16000 $ 400 2%  $10,600 66%
Australia 31,700 29,000 32,900 2,700 9% (3,900) (12)%
Other Countries 3,100 4,300 3,400 (1,200) (28)% 900 26%
Total $ 61,800 $ 59,900 $ 52,300 $ 1,900 3% $ 7,600 15%
Net premiums written:
Canada $ 542-% 534 $ 320 $ 8 1% $ 214 67%
Australia 347 257 392 90  35% (135)  (39)%
Other Countries 34 28 (14) 6 21% 42 NM(1)
Total $ 923 $ 819 $ 698 $ 104 13% $ 121 17%

(1) We define “NM” as not meaningful for increases or decreases greater than 200%.
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2011 compared to 2010

Primary insurance in-force and risk in-force

Our businesses in Australia and Canada currently provide
100% coverage on the majority of the loans we insure in those
markets. For the purpose of representing our risk in-force, 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. Effec-
tive risk in-force has been calculated by applying to insurance
in-force a factor that represents our highest expected average
per-claim payment for any one underwriting year over the life
of our businesses in Australia and Canada. For the years ended
December 31, 2011 and 2010, this factor was 35%.

Primary insurance in-force and risk in-force increased
primarily as a result of new insurance written in Canada and
Australia, partially offset by cancellations in Australia and loss
mitigation activities in Europe. Primary insurance in-force and
risk in-force included decreases of $8.0 billion and $2.5 billion,
respectively, attributable to changes in foreign exchange rates as
of December 31, 2011.

New insurance written

Excluding the effects of foreign exchange, new insurance
written decreased primarily as a result of declines in flow new
insurance written in Canada, Europe and Australia. In Canada,
flow new insurance written declined primarily attributable to
smaller mortgage originations markets, particularly high
loan-to-value refinance transactions, partially offset by an
increase in our estimated market share. In Australia, the
decrease was related to a share shift among bank distributors in
the mortgage origination market. In Europe, flow new
insurance written declined due to lower volume from existing
lenders, as well as no new business was written in Spain during
2011. Additionally, in the second half of 2011, no new busi-
ness was written in Ireland. The year ended December 31,
2011 included an increase of $5.0 billion attributable to
changes in foreign exchange rates.

Net premiums written

Most of our international mortgage insurance policies
provide for single premiums at the time that loan proceeds are
advanced. We initially record the single premiums to unearned
premium reserves and recognize the premiums earned over time
in accordance with the expected pattern of risk emergence. As
of December 31, 2011, our unearned premium reserves were
$2.9 billion, including a decrease of $48 million attributable to
changes in foreign exchange rates, compared to $3.1 billion as
of December 31, 2010. Our unearned premium reserves
decreased primarily related to seasoning of our in-force blocks
of business.

Net premiums written increased in Australia from higher
average price and lower ceded affiliated reinsurance premiums
partially offset by lower flow and bulk volumes in 2011. In
Europe, net premiums written increased from bulk new
insurance written in 2011, partially offset by lower flow volume

from existing lenders, higher ceded reinsurance in 2011 and
lender settlements in 2010. Excluding the effects of foreign
exchange, net premiums written in Canada decreased primarily
attributable to smaller mortgage originations markets partially
offset by higher average price and bulk new insurance written.
The year ended December 31, 2011 included an increase of
$65 million attributable to changes in foreign exchange rates.

2010 compared to 2009

Primary insurance in-force and risk in-force

Our businesses in Australia, New Zealand and Canada
currently provide 100% coverage on the majority of the loans
we insure in those markets. For the purpose of representing our
risk in-force, 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 that represents our highest
expected average per-claim payment for any one underwriting
year over the life of our businesses in Australia, New Zealand
and Canada. For the years ended December 31, 2010 and
2009, this factor was 35%.

Primary insurance in-force and risk in-force increased
mainly as a result of new insurance written in Canada and
Australia, partially offset by loss mitigation activities in Europe
and cancellations in Australia. Primary insurance in-force and
risk in-force included increases of $46.1 billion and $16.4 bil-
lion, respectively, attributable to changes in foreign exchange
rates as of December 31, 2010.

New insurance written o

In Canada, flow new insurance written increased primarily
driven by growth of the mortgage origination market. Also
contributing to the increase was growth in bulk new insurance
written in Australia, Canada and Mexico. New bulk trans-
actions in Australia resulted from some liquidity returning to
the securitization market; while in Canada, new bulk trans-
actions were driven by select lenders seeking capital relief as
well as credit enhancement for government securitization pro-
grams. Partially offsetting these increases was a decrease in flow
new insurance written in Australia reflecting higher interest
rates and lower mortgage originations primarily driven by a
reduction in firs-time homebuyer benefits and in Europe
where we have taken actions to selectively reduce new business
including exiting selected distribution relationships. The year
ended December 31, 2010 included an increase of $6.2 billion
attributable to changes in foreign exchange rates.

Net premiums written

Most of our international mortgage insurance policies
provide for single premiums at the time that loan proceeds are
advanced. We initially record the single premiums to unearned
premium reserves and recognize the premiums earned over time
in accordance with the expected pattern of risk emergence. As
of December 31, 2010, our unearned premium reserves were
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$3.1 billion, including an increase of $0.2 billion artributable
to changes in foreign exchange rates, compared to $3.1 billion
as of December 31, 2009. Excluding the effects of foreign
exchange, our unearned premium reserves decreased primarily
related to seasoning of our in-force block of business.

Net premiums written increased primarily driven by an
increase in new insurance written in Canada and higher

activities in Europe during 2009. This increase was partially
offset by a decrease in new insurance written in Australia as
well as a decrease in average price driven by a decline in new
business volume with loan-to-value ratios of more than 90%
and higher ceded reinsurance premlums The year ended
December 31, 2010 included an increase of $79 million
attributable to changes in foreign exchange rates.

rescissions and other terminations related to loss mitigation

Loss and expense ratios
The following table sets forth the loss and expense ratios for the businesses included in our International Mortgage Insurance
segment for the dates indicated:

Years ended December 31,
2011 2010 2009

Increase (decrease)

2011 vs. 2010 2010 vs. 2009

Loss ratio: ) )

Canada ) 37% 33% 42% 4% (9)%

Australia 47% 40% 50% 7% (10)%

Other Countries 91% 96% 115% (5)% 19)%
Total 43% 39% 50% 4% (11)%

Expense ratio:

Canada 28% 27% 36% 1% 9%

Auscralia 33% 40% 20% (7)% 20%

Other Countries 135% 170%  (341)% (35)% NM(1)
Total ) 34% 36% 35% 2)% 1%

(1) We define “NM” as not meahingﬁ;l  for increases or decreases greater than 200%.

The loss ratio is the ratio of incurred losses and loss
adjustment expenses to net earned premiums. The expense
ratio is the ratio of general expenses to net premiums written.
In our international mortgage insurance business, general
expenses consist of acquisition and operating expenses, net of
deferrals, and amortization of DAC and intangibles.

2011 compared to 2010

The increase in the loss ratio for the year ended
December 31, 2011 was primarily attributable to higher losses
in Australia and Canada. In Australia, losses increased primar-
ily as a result of higher new delinquencies from seasoning of
our in-force block of business, regional economic pressures
and a higher average reserve per delinquency driven by the
aging of existing delinquent loans. In the fourth quarter of
2011, we increased reserves $13 million for existing delin-
quencies as lenders accelerated actions to transition delin-
quencies to claim and from higher severity experience in New
Zealand. These increases were partially offset by lower paid
claims in 2011. In Canada, loss reserves on existing delin-
quencies were strengthened driven by increased severity on
older seasoning books of business, particularly from Alberta,
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which has a higher average reserve per delinquency. These
increases were partially offset by lower existing delinquencies
and an increased benefit from loss mitigation activities. In
Other Countries, losses decreased primarily in Europe related
to lender settlements in 2010 and ongoing loss mitigation
activities. This decrease was partially offset by higher new
delinquencies, particularly in Ireland, in 2011.

The decrease in the expense ratio for the year ended
December 31, 2011 was primarily attributable to an increase
in net premiums written and lower general expenses.

2010 compared to 2009

The decrease in the loss ratio was primarily attributable to
lower losses in Canada driven by lower average reserve per
delinquency from an improving economy, as well as loss miti-
gation activities. In Australia, losses decreased as a result of
lower average reserve per delinquency. There were also
decreased losses in Europe related to ongoing loss mitigation
activities.

The expense ratio was relativcly flat as higher expenses in
both Canada and Australia were offset by an increase in net
premiums written.



International mortgage insurance loan portfolio

The following table sets forth selected financial
information regarding the loan-to-value ratio of effective risk
in-force of our international mortgage insurance loan portfolio
as of December 31:

In Canada, risk in-force in all loan-to-value categories
increased primarily as a result of flow new insurance written.
In Australia, overall risk in-force decreased primarily as a result
of policy cancellation in 2010, partially offset by new
insurance written, primarily in the risk in-force loan-to-value
categories of 80.00% and below. In Other Countries, risk

(Amounts in millions) 2011 2010 2009 in-force in all loan-to-value categories decreased primarily as a
Canada: result of loss mitigation efforts in Europe. Total risk in-force
95.01% and above $ 32,098 $ 29851  $ 25251 included an increase of $2.5 billion attributable to changes in
90.01% 10 95.00% 24,059 22,899 19,703 foreign exchange rates as of December 31, 2011.
80.01% to 90.00% 16,730 15,247 13,160 Th followi bl forth I d 6 ial
80.00% and below 18,571 18,204 16,617 ) ¢ [lollowing table sets forth selected hnanct
information regarding the risk in-force of our international
Total $ 91,458 $ 86,201 $ 74,731 . .
mortgage insurance loan portfolio as of December 31:
Australia:
95.01% and above $ 16,653 $ 15,911 $ 13,760 (Amounts in millions) 2011 2010 2009
90.01% to 95.00% 20,853 20,027 16,545
80.01% to 90.00% 25,111 25,151 21,548 Loan type (1):
80.00% and below 35,901 38,138 34,941 Fixed rate mortgage $ 3555 $ 3720 § 3,368
Adjustabl 190,910 186,644 163,350
Totl $ 98518  $99227  $ 86,794 Justane fate MoTeRe”
- Total $194,465 $190,364 $166,718
Other Countries:
95.01% and above $ 793 $ 913 $ 1,166
90.01% to 95.00% 2,051 2,152 2,240 Mortgage term:
80.01% to 90.00% 1,360 1,513 1,557 15 years and under $ 93,774 $ 88,591 $ 76,684
80.00% and below 285 358 230 More than 15 years 100,691 101,773 90,034
Total $ 4,489 $ 4,936 $ 5,193 Total $194,465 $190,364 $166,718
Total: L . . .

’ 1) For bo this table, any lo th terest rate that d
95.01% and above $ 49,544 $ 46,675 § 40,177 v inoirriala z:r?np:ff fnive L:’atrls or l::nsyis :z:leu;;rizejfnﬁ.:na;r:d'Zt:bleamt;ﬁr::rtgﬁ;rem
90.01% to 95.00% 46,963 45,078 38,488 7 € / g
80.01% to 90.00% 43,201 41,911 36,265
80.00% and below 54,757 56,700 51,788

Total $194,465 $190,364 $166,718
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Delinquent loans and claims

Our delinquency management process begins with notification by the loan servicer of a delinquency on an insured loan.
“Delinquency” is defined in our master policies as the borrower’s failure to pay when due an amount equal to the scheduled
monthly mortgage payment under the terms of the mortgage. Generally, the master policies require an insured to notify us of a
delinquency no later than 30 days after the borrower has been in default by three monthly payments. We generally consider a loan
to be delinquent and establish required reserves if the borrower has failed to make a scheduled mortgage payment. Borrowers default
for a variety of reasons, including a reduction of income, unemployment, divorce, illness, inability to manage credit and interest rate
levels. Borrowers may cure delinquencies by making all of the delinquent loan payments, agreeing to a loan modification, or by sell-
ing the property in full satisfaction of all amounts due under the mortgage. In most cases, delinquencies that are not cured result in
a claim under our policy. The following table sets forth the number of loans insured, the number of delinquent loans and the delin-
quency rate for our international mortgage insurance portfolio as of December 31:

2011 2010 2009

Canada:

Primary insured loans in-force

Delinquent loans

Percentage of delinquent loans (delinquency rate)
Flow loan in-force

Flow delinquent loans

Percentage of flow delinquent loans (delinquency rate)
Bulk loans in-force

Bulk delinquent loans (1)

Percentage of bulk delinquent loans (delinquency rate)
Australia:

Primary insured loans in-force

Delinquent loans

Percentage of delinquent loans (delinquency rate)
Flow loan in-force

Flow delinquent loans

Percentage of flow delinquent loans (delinquency rate)
Bulk loans in-force

Bulk delinquent loans (1)

Percentage of bulk delinquent loans (delinquency rate)
Other Countries:

Primary insured loans in-force

Delinquent loans

Percentage of delinquent loans (delinquency rate)
Flow loan in-force

Flow delinquent loans

Percentage of flow delinquent loans (delinquency rate)
Bulk loans in-force

Bulk delinquent loans (1)

Percentage of bulk delinquent loans (delinquency rate)
Total:

Primary insured loans in-force

Delinquent loans

Percentage of delinquent loans (delinquency rate)
Flow loan in-force

Flow delinquent loans

Percentage of flow delinquent loans (delinquency rate)
Bulk loans in-force

Bulk delinquent loans (1)

Percentage of bulk delinquent loans (delinquency rate)

1,362,092 1,287,153 1,213,080

2,752 3,401 3,381
0.20% 0.26% 0.28%
1,064,942 1,000,254 931,882
2,477 3,117 3,149
0.23% 0.31% 0.34%
297,150 286,899 281,198
275 284 232
0.09% 0.10% 0.08%

1,437,380 1,468,773 1,475,157

7,874 7,062 6,834
0.55% 0.48% 0.46%
1,289,200 1,304,337 1,306,302
7,626 6,872 6,724
0.59% 0.53% 0.51%
148,180 164,436 168,855
248 190 110
0.17% 0.12% 0.07%
217,141 230,133 223,368
12,258 10,619 12,606
5.65% 4.61% 5.64%
149,036 163,763 179,960
8,919 7,695 9,779
5.98% 4.70% 5.43%
68,105 66,370 43,408
3,339 2,924 2,827
4.90% 4.41% 6.51%

3,016,613 2,986,059 2,911,605

22,884 21,082 22,821
0.76% 0.71% 0.78%
2,503,178 2,468,354 2,418,144
19,022 17,684 19,652
0.76% 0.72% 0.81%
513,435 517,705 493,461
3,862 3,398 3,169
0.75% 0.66% 0.64%

(1) Included loans where we were in a secondary loss position for which no reserve was established due to an existing deductible. Excluding these loans, bulk delinquent loans
were 3,840, 3,376 and 3,154 as of December 31, 2011, 2010 and 2009, respectively.

In Canada, flow and bulk loans in-force increased primar-
ily from continued growth. In Australia, flow and bulk loans
in-force decreased primarily due to policy cancellations in
2011. In Other Countries, flow and bulk loans in-force
decreased primarily from loss mitigation activities in Europe.
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In Canada, delinquent loans decreased as a result of higher
paid claims and lower net new delinquencies in 2011. In Aus-
tralia and Europe, delinquent loans increased from higher
delinquencies as a result of the seasoning of our in-force blocks
of business and regional economic pressures.



U.S. MORTGAGE INSURANCE SEGMENT

Segment results of operations

The following table sets forth the results of operations relating to our U.S. Mortgage Insurance segment for the periods
indicated:

Increase (decrease) and

Years ended December 31, percentage change

(Amounts in millions) 2011 2010 2009  2011vs.2010 2010 vs. 2009
Revenues:
Premiums $ 564 $ 595 § 636 $ (31) 5)% $ (41) ()%
Net investment income 104 116 134 (12) (10)% (18) (13)%
Net investment gains (losses) 46 33 49 13 39% (16) (33)%
Insurance and investment product fees and other 5 10 7 5) (50)% 3 43%

Total revenues 719 754 826 (35) (5)% 72) (9%
Benefits and expenses:
Benefits and other changes in policy reserves 1,325 1,491 1,392 (166) (11)% 99 7%
Acquisition and operating expenses, net of deferrals 136 131 132 5 4% 1 (1)%
Amortization of deferred acquisition costs and intangibles 16 19 22 (3) 16)% 3) (149%

Total benefits and expenses 1,477 1,641 1,546 (164) (10)% 95 6%
Loss before income taxes (758) (887) (720) 129 15% (167) (23)%
Benefit for income taxes (281) (328) (293) 47 14% (35) (12)%
Net loss available to Genworth Financial, Inc.’s common stockholders (477) (559) (427) 82 15% (132) (31)%
Adjustment to net loss available to Genworth Financial, Inc.’s common stockholders:
Net investment (gains) losses, net of taxes and other adjustments (30) 21 (32) 9) 43)% 11 34%
Net operating loss available to Genworth Financial, Inc.’s common stockholders $ (507) $(580) $ (459) $ 73 13%  $(121) (26)%
2011 compared to 2010 counts and lower average claim payments reflecting lower loan

balances, partially offset by lower benefits from our captive
reinsurance arrangements. The overall increase in loss reserves
in 2011 was driven by a reserve strengthening of $299 million
in the second quarter of 2011. This reserve strengthening was
primarily related to a decline in cure rates in the second quar-
ter of 2011 for delinquent loans and continued aging of exist-
ing delinquencies. ~Of this reserve strengthening,
approximately $102 million was associated with worsening
trends experienced through the second quarter of 2011. These
trends were associated with a range of factors, including
reduced opportunities to mitigate losses through loan mod-
ification actions due to a higher percentage of early stage

Net operating loss available to Genworth Financial, Inc.’s
common stockholders

The decrease in the net operating loss available to
Genworth Financial, Inc.’s common stockholders was mainly
related to lower paid claims and fewer new delinquencies,
partially offset by continued aging of existing delinquencies in
2011.

Revenues

Premiums decreased driven by lower insurance in-force
and lower assumed affiliated reinsurance premiums, partially
offset by benefits associated with our previously implemented

. delinquencies shifting to a more aged delinquency status. Spe-
rate increases.

cifically, reduced cure rates were driven by lower levels of
borrower self-cures and lender loan modifications outside of
government-sponsored modification programs. In addition,
our expectations going forward include further deterioration in
cure rates from a continuation of current market trends and an
ongoing weakness in the U.S. residential housing market.
Accordingly, these expectations going forward resulted in an
additional layer of reserve strengthening of approximately
$197 million in the second quarter of 2011 bringing the total
reserve strengthening to $299 million in 2011. Emerging loss
development patterns within our portfolio of delinquencies
during the second half of 2011 have remained consistent with
the expectations underlying our reserve strengthening in the
second quarter of 2011. These increases were partially offset by
lower new delinquencies in 2011 along with stable aging of
existing delinquencies in the second half of 2011.

Net investment income decreased primarily related to
lower average invested assets and holding higher cash balances,
partially offset by preferred stock dividends in 2011. _

Net investment gains increased primarily driven by higher
gains on the sale of investments from portfolio repositioning
activities in 2011.

Insurance and investment product fees and other income
decreased mainly attributable to changes in foreign exchange
rates on non-functional currency transactions and the commu-
tation of a captive trust in 2010 that did not recur.

Benefits and expenses :

Benefits and other changes in policy reserves decreased
due to a decline in net paid claims of $229 million, partially
offset by an increase in change in reserves of $63 million. T he
decline in net paid claims was primarily driven by lower claim
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In the third quarter of 2010, we strengthened reserves by
$85 million principally related to Florida as opportunities to
mitigate losses through loan modifications were reduced due to
a higher level of later stage delinquencies and a larger base of
investor-owned properties within the state of Florida as com-
pared to our broader portfolio. In the fourth quarter of 2010,
we strengthened reserves by $350 million mainly related to
decreased loan modifications throughout all geographic regions
of the country and increased foreclosure starts, particularly in
Florida. Claims experience in the fourth quarter of 2010
indicated that decreased loan modifications were driven by
underperforming loan servicers and increased foreclosures in
Florida, California, Arizona and Nevada. This experience
within our portfolio accounted for approximately $150 million
of reserve strengthening in the fourth quarter of 2010 and was
based on reduced levels of loan modifications and increased
foreclosure levels that we saw emerging during the fourth quar-
ter of 2010. In addition, our expectations going forward are
that loan modifications will continue trending downward and
foreclosure levels will continue increasing beyond current levels.
Consequently, these expectations going forward resulted in the
additional reserve strengthening of approximately $200 million
in the fourth quarter of 2010 bringing the total reserve
strengthening to $435 million in 2010. We also recorded a set-
tlement with a counterparty related to our GSE Alt-A business
of $5 million, consisting of net paid claims of $180 million and
a decrease in change in reserves of $185 million, in 2010 that
did not recur. ‘

Acquisition and operating expenses, net of deferrals,
increased primarily from an increase in costs associated with a
workforce reduction as part of a cost-saving initiative in 2011.

Benefit for income taxes. The effective tax rate remained rela-
tively flat at 37.1% for the year ended December 31, 2011
compared to 37.0% for the year ended December 31, 2010.

2010 compared to 2009

Net operating loss available to Genworth Financial, Inc.’s
common stockholders

The increase in the net operating loss available to Genworth
Financial, Inc.’s common stockholders was the result of an increase
in losses, lower premiums and a decrease in net investment
income. In the fourth quarter of 2010, we had a net operating loss
of $352 million primarily related to reserve strengthening. -

Revenues ' !

Premiums decreased primarily driven by lower new
insurance written as a result of a smaller mortgage insurance
market, partially offset by lower premium refunds related to
rescission activity. Our flow persistency was 85% for the year
ended December 31, 2010 compared to 84% in 2009.

Net investment income decreased primarily from lower
average invested assets. Net investment income in 2010 also
included $3 million of lower losses related to limited partner-
ships accounted for under the equity method.
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The decrease in net investment gains was primarily driven
by lower gains on sales of investments from portfolio
repositioning activities in 2010.

Benefits and expenses

Benefits and other changes in policy reserves increased due
to an increase in net paid claims of $193 million and a decrease
in change in reserves of $94 million. The increase in net paid
claims was principally attributable to higher claim counts
within the 2006, 2007 and 2008 book years and continued
aging of the delinquency inventory, partially offset by lower
average claim payments reflecting lower loan balances.

The overall decrease in the change in loss reserves in 2010
was driven by lower new delinquencies throughout 2010 and
an overall decrease in expected claims since the fourth quarter
of 2009 related to our loss mitigation efforts. In the third quar-
ter of 2010, we strengthened reserves by $85 million principally
related to Florida as opportunities to mitigate losses through
loan modifications were reduced due to a higher level of later
stage delinquencies and a larger base of investor-owned proper-
ties within the state of Florida as compared to our broader
portfolio. In the fourth quarter of 2010, we strengthened
reserves by $350 million mainly related to decreased loan mod-
ifications throughout all geographic regions of the country and
increased foreclosure starts, particularly in Florida. Current
claims experience within our portfolio indicated that decreased
loan modifications were driven by underperforming loan serv-
icers and increased foreclosures in Florida, California, Arizona
and Nevada. This current experience within our portfolio
accounted for approximately $150 million of reserve
strengthening in the fourth quarter of 2010 and was based on
reduced levels of loan modifications and increased foreclosure
levels that we saw emerging during the fourth quarter of 2010.
In addition, our expectations going forward are that loan mod-
ifications will continue trending downward and foreclosure
levels will continue increasing beyond current levels. Con-
sequently, these expectations going forward resulted in the
additional reserve strengthening of approximately $200 million
in the fourth quarter of 2010 bringing the total reserve
strengthening to $435 million in 2010.

Benefits and other changes in reserves also included a
reinsurance credit under certain of our captive reinsurance
arrangements of $214 million and $275 million for the years
ended December 31, 2010 and 2009, respectively. In the first
quarter of 2010, we reached a settlement with a counterparty
related to our GSE Alt-A business of $5 million, consisting of
net paid claims of $180 million and a decrease in change in
reserves of $185 million that did not recur. In the third quarter
of 2009, we reached a settlement of arbitration proceedings
with a lender regarding bulk transactions of $95 million, con-
sisting of $203 million of paid claims and a decrease in reserves
of $108 million that did not recur.

Benefit for income taxes. The effective tax rate decreased to
37.0% for the year ended December 31, 2010 from 40.7% for
the year ended December 31, 2009. This decrease in the effec-
tive tax rate was primarily ateributable to tax favored invest-
ments.



U.S. Mortgage Insurance selected operating performance measures

The following table sets forth selected operating performance measures regarding our U.S. Mortgage Insurance segment as of or

for the dates indicated:

As of or for the years ended Increase (decrease) and

December 31, percentage change
(Amounts in millions) 2011 2010 2009  2011vs. 2010 2010 vs. 2009
Primary insurance in-force $116,500 $125,900 $145,100 $(9,400) (7)% $(19,200) (13)%
Risk in-force 27,400 29,300 32,100 (1,900) (6)% (2,800) (9%
New insurance written 10,200 9,800 11,300 400 4% (1,500) (13)%
Net premiums written 573 593 625 20) (3)% (32) (5%

2011 compared to 2010

Primary insurance in-force and risk in-force

Primary insurance in-force decreased primarily as a result of
rescission and other loss mitigation actions, as well as a smaller
mortgage insurance market in 2011. In addition, risk in-force
decreased due to tighter mortgage insurance guidelines and mort-
gage lender underwriting standards, as well as a weak housing
market and reduced mortgage credit liquidity. Flow persistency
was 85% for the years ended December 31, 2011 and 2010.

New insurance written

New insurance written increased primarily driven by an
increase in the overall mortgage insurance market following
FHA pricing changes and increased refinancing activity, as
well as an increase in our mortgage insurance market share
following the exit of several competitors from the market.

Net premiums written

Net premiums written decreased due to lower reinsurance
premiums, partially offset by higher new insurance written as a
result of an overall increase in the mortgage insurance market.

2010 compared to 2009

Primary insurance in-force and risk in-force

Primary insurance in-force and risk in-force decreased
primarily as a result of rescission and other loss mitigation
actions, including agreements with a counterparty that

Loss and expense ratios
The following table sets forth the loss and expense ratios for our

reduced our bulk risk in-force exposure. This decrease was
partially offset by an increase in flow new insurance written
from an increase in our mortgage insurance market share,
partially offset and limited by tight domestic credit markets
and lending guidelines, as well as a weak housing market and
limited mortgage credit liquidity. Our flow persistency was
85% and 84% for the years ended December 31, 2010 and
2009, respectively.

New insurance written

New insurance written decreased primarily driven by con-
straints in the bulk market. This decrease was partially offset by an
increase in flow new insurance written from an increase in our
mortgage insurance market share, partially offset by tighter mort-
gage insurance guidelines and mortgage lender underwriting stan-
dards.

Net premiums written

Net premiums written decreased principally from lower
new insurance written during 2010 as a result of a smaller
mortgage insurance origination market.

U.S. Mortgage Insurance segment for the dates indicated:

Years ended December 31, Increase (decrease)

2011 2010 2009 2011 vs. 2010 2010 vs. 2009
Loss ratio 234% 251% 219% (17)% 32%
Expense ratio 27% 25% 25% 2% —%

The loss ratio is the ratio of incurred losses and loss adjust-
ment expenses to net earned premiums. The expense ratio is the
ratio of general expenses to net premiums written. In our U.S.
mortgage insurance business, general expenses consist of acquis-
ition and operating expenses, net of deferrals, and amortization of
deferred acquisition costs and intangibles.

2011 compared to 2010

The decrease in the loss ratio was primarily attributable to a
decline in net paid dlaims, partially offset by an increase in change
in reserves and a decrease in net earned premiums. The decline in
net paid claims was primarily driven by lower claim counts and
average claim payments reflecting lower loan

lower
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balances, partially offset by lower benefits from our captive
reinsurance arrangements. The overall increase in loss reserves
in 2011 was driven by a reserve strengthening of $299 million
in the second quarter of 2011. This reserve strengthening was
primarily related to a decline in cure rates in the second quarter
of 2011 for delinquent loans and continued aging of existing
delinquencies. Of this reserve strengthening, approximately
$102 million was associated with worsening trends experienced
through the second quarter of 2011. These trends were asso-
ciated with a range of factors, including reduced opportunities
to mitigate losses through loan modification actions due to a
higher percentage of early stage delinquencies shifting to a more
aged delinquency status. Specifically, reduced cure rates were
driven by lower levels of borrower self-cures and lender loan
modifications outside of government-sponsored modification
programs. In addition, our expectations going forward include
further deterioration in cure rates from a continuation of cur-
rent market trends and an ongoing weakness in the U.S. resi-
dential housing market. Accordingly, these expectations going
forward resulted in an additional layer of reserve strengthening
of approximately $197 million in the second quarter of 2011
bringing the total reserve strengthening to $299 million in
2011. Emerging loss development patterns within our portfolio
of delinquencies during the second half of 2011 have remained
consistent with the expectations underlying our reserve
strengthening in the second quarter of 2011. These increases
were partially offset by lower new delinquencies in 2011 along
with stable aging of existing delinquencies in the second half of
2011.

In the third quarter of 2010, we strengthened reserves by
$85 million principally related to Florida as opportunities to
mitigate losses through loan modification were reduced due to
a higher level of later stage delinquencies and a larger base of
investor-owned properties within the state of Florida as com-
pared to our broader portfolio. In the fourth quarter of 2010,
we strengthened reserves by $350 million mainly related to
decreased loan modifications throughout all geographic regions
of the country and increased foreclosure starts, particularly in
Florida. Claims experience in the fourth quarter of 2010
indicated that decreased loan modifications were driven by
underperforming loan servicers and increased foreclosures in
Florida, California, Arizona and Nevada. This experience
within our portfolio accounted for approximately $150 million
of reserve strengthening in the fourth quarter of 2010 and was
based on reduced levels of loan modifications and increased
foreclosure levels that we saw emerging during the fourth quar-
ter of 2010. In addition, our expectations going forward are
that loan modifications will continue trending downward and
foreclosure levels will continue increasing beyond current levels.
Consequently, these expectations going forward resulted in the
additional reserve strengthening of approximately $200 million
in the fourth quarter of 2010 bringing the total reserve
strengthening to $435 million in 2010. We also recorded a set-
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tlement with a counterparty related to our GSE Alt-A business
of $5 million, consisting of net paid claims of $180 million and
a decrease in change in reserves of $185 million, in 2009 that
did not recur.

The expense ratio increased as a result of an increase in
costs associated with a workforce reduction as part of a cost-
saving initiative, as well as lower net premiums written for the
year ended December 31, 2011.

2010 compared to 2009

The increase in the loss ratio was primarily attributable to
an increase in net paid claims, partially offset by a decrease in
change in reserves and a decline in net earned premiums. The
increase in paid claims was principally attributable to higher
claim counts within the 2006, 2007 and 2008 book years,
partially offset by lower average claim payments reflecting lower
loan balances. The overall decrease in the change in loss
reserves in 2010 was driven by lower new delinquencies
throughout 2010 and an overall decrease in expected claims
since the fourth quarter of 2009 related to our loss mitigation
efforts.

In the third quarter of 2010, we strengthened reserves by
$85 million principally related to Florida as opportunities to
mitigate losses through loan modifications were reduced due to
a higher level of later stage delinquencies and a larger base of
investor-owned properties within the state of Florida as com-
pared to our broader portfolio. In the fourth quarter of 2010,
we strengthened reserves by $350 million mainly related to
decreased loan modifications throughout all geographic regions
of the country and increased foreclosure starts, particularly in
Florida. Current claims experience within our portfolio
indicated that decreased loan modifications were driven by
underperforming loan servicers and increased foreclosures in
Florida, California, Arizona and Nevada. This current experi-
ence within our portfolio accounted for approximately $150
million of reserve strengthening in the fourth quarter of 2010
and was based on reduced levels of loan modifications and
increased foreclosure levels that we saw emerging during the
fourth quarter of 2010. In addition, our expectations going
forward are that loan modifications will continue trending
downward and foreclosure levels will continue increasing
beyond current levels. Consequently, these expectations going
forward resulted ‘in the additional reserve strengthening of
approximately $200 million in the fourth quarter of 2010
bringing the total reserve strengthening to $435 million in
2010.

In the third quarter of 2009, we reached a $95 million
settlement with a lender regarding certain bulk transactions.
Excluding the effect of this settlement, the loss ratio for the
year ended December 31, 2009 would have been 204%.

The expense ratio was flat as lower expenses were offset by
a decrease in net premiums written for the year ended
December 31, 2010.



U.S. mortgage insurance loan portfolio

The following table sets forth selected financial information regarding our U.S. primary mortgage insurance loan portfolio as of
December 31:

(Amounts in millions) 2011 2010 2009
Primary risk in-force lender concentration (by original applicant) $27,180  $29,037 $31,722
Top 10 lenders 13,355 14,647 15,814
Top 20 lenders 15,306 16,729 18,540
Loan-to-value ratio:
95.01% and above $ 6848 $ 7274 $ 7962
90.01% to 95.00% 9,563 10,044 10,832
80.01% to 90.00% . 10,311 11,243 12,245
80.00% and below 458 476 683
Total $27,180  $29,037 $31,722
Loan grade:
Prime $24,625 $26,139  $28,376
A minus and sub-prime 2,555 2,898 3,346
Total $27,180  $29,037 $31,722
Loan type (1):
Fixed rate mortgage:
Flow $26,133  $27,874 $30,196
Bulk 500 517 690
Adjustable rate mortgage:
Flow 527 624 755
Bulk ' 20 22 81
Tortal $27,180 $29,037 $31,722
Type of documentation:
Ale-A (2):
Flow $ 747 $ 872 §$ 1,064
Bulk 38 41 244
Standard (3):
Flow 25913 27,626 29,887
Bulk 482 498 527
Total $27,180  $29,037 $31,722
Mortgage term:
15 years and under $ 534 $ 425 § 367
More than 15 years 26,646 28,612 31,355
Total $27,180  $29,037 $31,722

(1) For loan type in this table, any loan with an interest rate that is fixed for an initial term of five years or more is categorized as a fixed rate mortgage.

(2) Alt-A loans are originated under programs in which there is a reduced level of verification or disclosure of the borrower’s income or assets and a higher historical and
expected delinquency rate than standard documentation loans.

(3) Standard includes loans with reduced or different documentation requirements that meet specifications of GSE approved underwriting systems with bistorical and
expected delinquency rates consistent with our standard portfolio.
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Delinquent loans and claims .

The claim process in our U.S. Mortgage Insurance segment is similar to the process we follow in our international mortgage
insurance business except that in the United States, the master policies generally require an insured to notify us of a delinquency no
later than ten days after the borrower has been in default by three monthly payments. See “—International Mortgage Insurance—
Delinquent loans and claims.” The following table sets forth the number of loans insured, the number of delinquent loans and the
delinquency rate for our U.S. mortgage insurance portfolio as of December 31:

2011 2010 2009
Primary insurance:
Insured loans in-force 714,467 781,024 890,730
Delinquent loans 87,007 95,395 122,279
Percentage of delinquent loans (delinquency rate) 12.18% 12.21% 13.73%
Flow loan in-force 633,246 687,964 753,370
Flow delinquent loans 83,931 92,225 107,495
Percentage of flow delinquent loans (delinquency rate) 13.25% 13.41% 14.27%
Bulk loans in-force 81,221 93,060 137,360
Bulk delinquent loans (1) 3,076 3,170 14,784
Percentage of bulk delinquent loans (delinquency rate) 3.79% 3.41% 10.76%
A minus and sub-prime loans in-force 68,487 77,822 89,678
A minus and sub-prime loans delinquent loans 19,884 22,827 29,238
Percentage of A minus and sub-prime delinquent loans (delinquency rate) 29.03% 29.33% 32.60%
Pool insurance:
Insured loans in-force 14,418 17,880 20,370
Delinquent loans 778 989 781
Percentage of delinquent loans (delinquency rate) 5.40% 5.53% 3.83%

(1) Included loans where we were in a secondary loss position for which no reserve was established due to an existing deductible. Excluding these loans, bulk delinquent loans
were 1,592, 1,713 and 11,319 as of December 31, 2011, 2010 and 2009, respectively.

Delinquency and foreclosure levels that developed principally in our 2006, 2007 and 2008 book years have remained high as
the United States continues to experience an economic recession and weakness in its residential housing market. These trends con-
tinue to be especially evident in Florida, California, Arizona and Nevada, as well as in our A minus, Alt-A, ARMs and certain 100%
loan-to-value products. However, we have seen a decline in new delinquencies in 2011,

The following tables set forth flow delinquencies, direct case reserves and risk in-force by aged missed payment status in our
U.S. mortgage insurance portfolio as of the dates indicated:

December 31, 2011

Direct case Risk Reserves as %
(Dollar amounts in millions) Delinquencies reserves (1) in-force of risk in-force
Payments in default:
3 payments or less 21,272 $ 193 $ 835 23%
4 - 11 payments 24,493 646 1,075 60%
12 payments or more 38,166 1,360 1,870 73%
Total 83,931 $2,199 $3,780 58%

(1) Direct flow case reserves exclude loss adjustment expenses, incurred but not reported and reinsurance reserves.

December 31, 2010

Direct case Risk Reserves as %
(Dollar amounts in millions) Delinquencies reserves (1) in-force of risk in-force
Payments in default:
3 payments or less 24,104 $ 152 $ 959 16%
4 - 11 payments 33,635 754 1,546 49%
12 payments or more 34,486 1,142 1,757 65%
Total 92,225 $2,048 $4,262 48%

(1) Direct flow case reserves exclude loss adjustment expenses, incurred but not reported and reinsurance reserves.
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Primary insurance delinquency rates differ from region to region in the United States at any one time depending upon
economic conditions and cyclical growth patterns. The tables below set forth our primary delinquency rates for the various regions
of the United States and the ten largest states by our risk in-force as of the dates indicated. Delinquency rates are shown by region
based upon the location of the underlying property, rather than the location of the lender.

Percent of primary Percent of total .
risk in-force as of reserves as of Delinquency rate as of December 31,
December 31, 2011 December 31, 2011 (1) 2011 2010 2009
By Region:
Southeast (2) 22% 35% 17.10% 16.79% 18.36%
South Central (3) 16 11 10.15% 11.00% 12.42%
Northeast (4) 14 12 12.80% 11.66% 11.60%
North Central (5) 12 12 11.89% 11.51% 12.20%
Pacific (6) 11 13 12.52% 14.39% 19.43%
Great Lakes (7) 9 7 9.00% 8.92% 10.20%
Plains (8) 6 3 7.87% 8.14% 8.29%
New England (9) 5 3 10.59% 10.71% 12.48%
Mid-Atlantic (10) 5 4 10.73% 10.67% 13.08%
Total 100% 100% 12.18% 12.21% 13.73%
(1) Total reserves were $2,488 million as of December 31, 2011. (7) Indiana, Kentucky, Michigan and Obhio.
(2) Alabama, Arkansas, Florida, Georgia, Mississippi, North Carolina, South (8) Idabo, lowa, Kansas, Montana, Nebraska, North Dakota, South Dakota
Carolina and Tennessee. and Wyoming.
(3) Arizona, Colorado, Louisiana, New Mexico, Oklahoma, Texas and Utah. (9) Connecticur, Maine, Massachusetts, New Hampshire, Rhode Island and
(4) New Jersey, New York and Pennsylvania. Vermont.
(5) 1llinois, Minnesota, Missouri and Wisconsin. ) . (10) Delaware, Maryland, Virginia, Washington D.C. and West Virginia.
(6) Alaska, California, Hawaii, Nevada, Oregon and Washington.
Percent of primary Percent of total -
risk in-force as of reserves as of Delinquency rate as of December 31,
December 31, 2011 December 31, 2011 (1) 2011 2010 2009
By State:
Florida 7% 24% 29.30% 28.31% 30.77%
Texas 7% 3% 8.34% 8.71% 9.49%
New York 7% 5% 10.66% 9.76% 9.42%
California . 6% 6% 10.86% 13.99% 21.87%
1llinois 5% 8% 16.70% 15.79% 16.40%
Georgia 4% 4% 14.79% 16.16% 17.62%
North Carolina 4% 3% 11.89% 11.23% 11.73%
New Jersey ‘ 4% 5% 19.07% 17.30% 17.35%
Pennsylvania 4% 2% 11.85% 10.94% 11.13%
Ohio 3% 2% 8.73% 8.19% 8.47%

(1) Total reserves were $2,488 million as of December 31, 201 1.

The frequency of delinquencies may not correlate directly with the number of claims received because the rate at which delin-
quencies are cured is influenced by borrowers’ financial resources and circumstances and regional economic differences. Whether an
uncured delinquency leads to a claim principally depends upon the borrower’s equity at the time of delinquency and the borrower’s
or the insured’s ability to sell the home for an amount sufficient to satisfy all amounts due under the mortgage loan. When we
receive notice of a delinquency, we use a proprietary model to determine whether a delinquent loan is a candidate for workout.
When the model identifies such a candidate, our loan workout specialists prioritize cases for loss mitigation based upon the like-
lihood that the loan will result in a claim. Loss mitigation actions include loan modification, extension of credit to bring a loan
current, foreclosure forbearance, pre-foreclosure sale and deed-in-lieu. These loss mitigation efforts often are an effective way to
reduce our claim exposure and ultimate payouts.
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The following table sets forth the dispersion of our total reserves and primary insurance in-force and risk in-force by year of
policy origination and average annual mortgage interest rate as of December 31, 2011:

Primary Primary
Average Percent of total insurance Percent risk Percent
(Amounts in millions) rate reserves (1) in-force of total in-force of total
Policy Year
2000 and prior 7.82% 1.3% $ 1,669 14% $ 426 1.6%
2001 7.61% 0.7 841 0.7 210 0.8
2002 6.65% 1.5 1,981 1.7 492 1.8
2003 5.65% 3.7 8,193 7.0 1,361 5.0
2004 5.89% 4.4 5,400 4.6 1,234 4.5
2005 5.98% 12.5 8,957 7.7 2,319 8.5
2006 6.47% 19.3 12,198 10.5 3,000 11.0
2007 6.53% 39.7 27,201 23.4 6,712 24.7
2008 6.12% 16.5 24,748 21.2 6,158 22,7
2009 5.08% 0.3 7,018 6.0 1,270 4.7
2010 4.66% 0.1 8,460 7.3 1,767 6.5
2011 4.43% — 9,867 8.5 2,231 8.2
Total portfolio 5.99% 100.0% $116,533 100.0%  $27,180 100.0%

(1) Total reserves were $2,488 million as of December 31, 201 1.

Typically, claim activity is not spread evenly throughout
the coverage period of a primary insurance book of business.
Based upon our experience, the majority of claims on primary
U.S. mortgage insurance loans occur in the third through
seventh years after loan origination. Historically, few claims
were paid during the first two years after loan origination.
However, the pattern of claims frequency can be affected by
factors such as deteriorating economic conditions that can
result in increasing claims which was the case with our 2007
and 2006 books, but we expect the pattern of claims frequency
within our 2009 book to return to that of a more traditional
claim trend level. Primary insurance written for the period
from January 1, 2004 through December 31, 2008 repre-
sented 67% of our primary insurance in-force as of
December 31, 2011. Historically, traditional primary loans
reach their expected peak claim level within a three- to seven-
year period. Therefore, the primary loans written during the
five-year period ended December 31, 2008, are now within or
past their peak claim period. Our A minus and sub-prime
loans continue to have earlier incidences of default than our
prime loans. A minus and sub-prime loans represented 9%
and 10% of our primary risk in-force as of December 31,
2011 and 2010, respectively.
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Primary mortgage insurance claims paid, including loss
adjustment expenses, for the year ended December 31, 2011
were $942 million, compared to $1,173 million and $981
million for the years ended December 31, 2010 and 2009,
respectively. Pool insurance claims paid were $4 million or less
for the years ended December 31, 2011, 2010 and 2009.

The ratio of the claim paid to the current risk in-force for
a loan is referred to as “claim severity.” The current risk
in-force is equal to the unpaid principal amount multiplied by
the coverage percentage. The main determinants of claim
severity are the age of the mortgage loan, the value of the
underlying property, accrued interest on the loan, expenses
advanced by the insured and foreclosure expenses. These
amounts depend partly upon the time required to complete
foreclosure, which varies depending upon state laws.
Pre-foreclosure sales, acquisitions and other early workout and
claim administration actions help to reduce overall claim
severity. Our average primary flow mortgage insurance claim
severity was 104%, 110% and 108% for the years ended
December 31, 2011, 2010 and 2009, respectively.



CORPORATE AND RUNOFF DIVISION

Division results of operations

The following table sets forth the results of operations relating to our Corporate and Runoff Division. See below for a dis-

cussion by segment and Corporate and Other activities.

Increase (decrease) and

Years ended December 31, percentage change

(Amounts in millions) 2011 2010 2009 2011 vs. 2010 2010 vs. 2009
Net operating income (loss) available to Genworth Financial, Inc.’s common

stockholders:
Runoff segment $ 25 $ 30 $ 52 $ (5 17)% $(22) (42)%
Corporate and Other activities (239) (184) (184) (55) (30)% — —%
Total net operating loss available to Genworth Financial, Inc.’s common

stockholders (214) (154) (132) (60) (39)% (22) 17)%
Adjustments to net operating loss available to Genworth Financial, Inc.’s common

stockholders:
Net investment gains (losses), net of taxes and other adjustments (136) 27) (194) (109) NM(1) 167 86%
Gain on sale of business, net of taxes 20 — — 20 NM(1) — —%
Net tax benefit related to separation from our former parent — 106 — (106) (100)% 106 NM(1)
Net loss available to Genworth Financial, Inc.’s common stockholders $(330) $ (75) $(326) $(255) NM(1) $251 77%

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

RUNOFF SEGMENT

Segment results of operations

The following table sets forth the results of operations relating to our Runoff segment for the periods indicated:

(Amounts in millions)

Years ended Increase (decrease) and
December 31, percentage change
2011 2010 2009 2011 vs.2010 2010 vs. 2009

Revenues: )
Premiums $260 $322 $297 $(62) (19% $ 25 8%
Ner investment income 140 130 213 10 8% 83) (39)9%
Net investment gains (losses) (174) (2) (144) (172) NM() 142 99%
Insurance and investment product fees and other 275 215 306 60 28% 91)  (30)%
Total revenues 501 665 672 (164 (25)% @) (1)%
Benefits and expenses:
Benefits and other changes in policy reserves 234 269 260 (35) (13)% 9 3%
Interest credited 135 156 258 21) (13)% (102) (40)%
Acquisition and operating expenses, net of deferrals 133 135 121 (2) 1% 14 12%
Amortization of deferred acquisition costs and intangibles 80 88 169 (8) 9)% (81) (48)%
Interest expense 2 2 —_ — —% 2 NM(@)
Total benefits and expenses 584 650 808 66) (10)% (158) (20)%
Income (loss) before income taxes (83) 15 (136) (98) NM(1) 151 111%
Benefit for income taxes 30) (0 (61) (20) (200)% 51 84%
Net income (loss) available to Genworth Financial, Inc.’s common stockholders (53) 25 (75) (78) NM(I) 100  133%
Adjustments to net income (loss) available to Genworth Financial, Inc.’s common stockholders:
Net investment (gains) losses, net of taxes and other adjustments 98 5 127 93 NM(1) (122)  (96)%
Gain on sale of business, net of taxes (20) — — 200 NM(1) — %
Net operating income available to Genworth Financial, Inc.’s common stockholders $ 25 $30 $ 52 $ (5 (A% § (22) (42)%

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

2011 compared to 2010

Net operating income available to Genworth Financial,
Inc.’s common stockholders

We reported lower net operating income available to
Genworth Financial, Inc.’s common stockholders in 2011
compared to 2010 primarily related to our variable annuity
products largely driven by unfavorable equity market perform-

ance in 2011 and a $7 million charge in the first quarter of
2011 from the discontinuance of our variable annuity offer-
ings. Also contributing to the decrease was the sale of our
Medicare supplement insurance business in the fourth quarter
of 2011. These decreases were partially offset by an increase
from our institutional products from lower interest paid on
our floating rate policyholder liabilities.
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Revenues

Premiums decreased mainly driven by the sale of our
Medicare supplement insurance business.

Net investment income increased primarily driven by lim-
ited partnership investments accounted for under the equity
method, partially offset by a decline in average invested assets.
Net investment income included $4 million of gains related to
limited partnerships in 2011 compared to $20 million of losses
in 2010.

Net investment losses increased mostly related to losses on
embedded derivatives associated with our variable annuity
products with GMWBs in 2011 compared to gains in 2010.
This was partially offset by derivative gains and lower impair-
ments in 2011.

Insurance and investment product fees and other increased
mainly attributable to a $55 million gain recognized on the sale
of our Medicare supplement insurance business.

Benefits and expenses

Benefits and other changes in policy reserves decreased
primarily attributable to the sale of our Medicare supplement
insurance business, partially offset by an increase in our
GMDBs in our variable annuity products due to unfavorable
equity market impacts in 2011.

Interest credited decreased principally related to our institu-
tional products from lower interest paid on our floating rate
policyholder liabilities due to lower interest rates and a decrease
in average outstanding liabilities.

Acquisition and operating expenses, net of deferrals,
decreased principally from the sale of our Medicare supplement
insurance business. This decrease was partially offset by a $9
million charge in the first quarter of 2011 from the dis-
continuance of our variable annuity offerings.

Amortization of DAC and intangibles decreased largely

from the sale of our Medicare supplement insurance business.

Benefit for income taxes. The effective tax rate increased to
36.1% for the year ended December 31, 2011 from (66.7)%
for the year ended December 31, 2010. The increase in the
effective tax rate was primarily attributable to the sale of a sub-
sidiary and changes in tax favored investments.

2010 compared to 2009

Net operating income available to Genworth Financial,
Inc.’s common stockholders

The decrease in net operating income available to
Genworth Financial, Inc.’s common stockholders in 2010 was
primarily attributable to income from the early retirement of
institutional contracts at a discount to contract values in 2009
that did not recur, partially offset by higher net operating
income in our variable annuity business mainly attributable. to
market growth.
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Revenues

Premiums increased mainly driven by growth of our
Medicare supplement insurance business.

Net investment income decreased primarily driven by
lower investment income related to policy loans from a
bankruptcy-related lapse in 2009 of a large group corporate-
owned life insurance policy, lower yields on floating rate
investments and a decline in average invested assets. Net
investment income also included $9 million of lower losses in
2010 related to limited partnership investments accounted for
under the equity method.

Net investment losses decreased mostly related to lower
gains associated with our variable annuity products with
GMWBs as a result of changes in non-performance risk
incorporated into the discount rate used to value GMWB
embedded derivatives, partly offset by lower derivative losses.

Insurance and investment product fees and other decreased
primarily as a result of income from the early retirement of
institutional contracts at a discount to contract values in 2009
that did not recur.

Benefits and expenses

Benefits and other changes in policy reserves increased
principally related to the growth of our Medicare supplement
insurance business and from our guaranteed minimum benefit
liabilities driven by less favorable market performance in 2010
compared to 2009, partially offset by a decrease in our GMDB
claims.

Interest credited decreased mainly attributable to our
institutional products from lower interest paid on our floating
rate policyholder liabilities due to lower interest rates and a
decrease in average outstanding liabilities. There was also a
decrease as a result of a bankruptcy-related lapse in 2009 of a
large group corporate-owned life insurance policy.

Acquisition and operating expenses, net of deferrals,
increased from the growth of our variable annuity products and
our Medicare supplement insurance business.

Amortization of DAC and intangibles decreased from
additional DAC amortization of $54 million in 2009 from loss
recognition testing that did not recur. Additionally, amor-
tization decreased as a result of lower gains in 2010 related to
embedded derivatives associated with our variable annuity
products with GMWBs, partially offset by an unfavorable
refinement of assumptions of $9 million in 2010.

Benefit for income taxes. The effective tax rate decreased to
(66.7)% for the year ended December 31, 2010 as compared to
44.9% for the year ended December 31, 2009 primarily attrib-
utable to changes in tax favored investments.



Runoff selected operating performance measures

Variable annuity products

The following table sets forth selected operating performance measures regarding our variable annuity products as of or for the

dates indicated:

As of or for the years ended Increase (decrease) and
December 31, percentage change

(Amounts in millions) 2011 2010 2009 2011 vs. 2010 2010 vs. 2009

Income Distribution Series (1)

Account value, beginning of period $6,590 $5,943 $5,234 $ 647 11% $709 14%
Deposits 203 659 620 (456) (69)% 39 6%
Surrenders, benefits and product charges (686) (565) (449) (121) 21D)% (116) (26)%

Net flows (483) 94 171 (577) NM©2) 77) (45)%
Interest credited and investment performance 158 553 538 (395) (71)% 15 3%

Account value, end of period $6,265 $6,590 $5,943 $(325) 5)% $ 647 11%

Traditional variable

Account value, net of reinsurance, beginning of period $2,078 $2,016 $1,756 $ 62 3% $260 15%
Deposits 27 108 90 (81) (75)% 18 20%
Surrenders, benefits and product charges (343) (275) (229) (68) (25)% (46) (20)%

Net flows (316) (167) (139) (149) (89)% (28) (20)%
Interest credited and investment performance 4 229 399 (225) 98)% (170) (43)%

Account value, net of reinsurance, end of period $1,766 $2,078 $2,016 $(312) (15)% $ 62 3%

Variable life insurance

Account value, beginning of period $ 313 $ 298 $ 266 $ 15 5% $ 32 12%
Deposits 11 12 13 (1) (8)% (1) (8)%
Surrenders, benefits and product charges (42) (37) (40) 5) (14)% 3 8%

Net flows (31) (25) (27) 6) 24)% 2 7%
Interest credited and investment performance 2 40 59 (38) (95)% (19) (32)%
Account value, end of period $ 284 $ 313 $ 298 $ (29) 9% $ 15 5%

(1) The Income Distribution Series products are comprised of our deferred and immediate variable annuity products, including those variable annuity products with rider
options that provide guaranteed income benefits, including GMWBs and certain types of guaranteed annuitization benefits. These products do not include fixed single
premium immediate annuities or deferred annuities, which may also serve income distribution needs.

(2) We define “NM” as not meaningful for increases or decreases greater than 200%.

2011 compared to 2010

Income Distribution Series

Account value related to our income distribution series
products decreased from 2010 mainly attributable to
unfavorable equity market performance and surrenders out-
pacing deposits. Beginning in the first quarter of 2011, we no
longer solicit sales of our variable annuities; however, we con-
tinue to service our existing block of business and accept addi-
tional deposits on existing contracts.

Traditional variable annuities

In our traditional variable annuities, the decrease in
account value from 2010 was driven by unfavorable equity
market performance and surrenders outpacing deposits.
Beginning in the first quarter of 2011, we no longer solicit
sales of our variable annuities; however, we continue to service
our existing block of business and accept additional deposits
on existing contracts.

Variable life insurance
We no longer solicit sales of variable life insurance; how-
ever, we continue to service our existing block of business.

2010 compared to 2009

Income Distribution Series

Account value related to our income distribution series
products increased from 2009 attributable to market growth
and positive net flows.

Traditional variable annuities

In our traditional variable annuities, the increase in
account value from 2009 was principally as a result of market
growth, partially offset by surrenders outpacing sales.

Variable life insurance

We no longer solicit sales of variable life insurance; how-
ever, we continue to service our existing block of business.
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Institutional products

The following table sets forth selected operating performance measures regarding our institutional products as of or for the

dates indicated:

(Amounts in millions)

Increase (decrease) and
percentage change

2011 vs. 2010 2010 vs. 2009

As of or for the years ended
December 31,

2010

2011 2009

GICs, FABNs and Funding Agreements

Account value, beginning of period $3,717 $4,502 $8104 $ (785) (17)% $(3.602) (44)%
Deposits — 493 —_ (493) (100)% 493 NM@2)
Surrenders and benefits (1) (1,199) (1,452) (3,792) 253 17% 2,340 62%

Net flows (1,199) 959) (3,792) (240) (25)% 2,833 75%
Interest credited 106 163 205 (57} (35)% 42) (20)%
Foreign currency translation (1) 11 (15) (12) (109)% 26 173%

Account value, end of period $2,623 $3,717 $4,502 $(1,094) (299% $ (7850 (17)%

(1) We have included in surrenders the early retirement of institutional contracts as a discount to contract values.

(2) We define “NM” as not meaningful for increases or decreases greater than 200%.

2011 compared to 2010

Account value related to our institutional products
decreased from 2010 mainly attributable to scheduled matu:-
ities of these products. Interest credited declined due to a
decrease in average outstanding liabilities and lower average
crediting rates. We had no new sales in 2011 as we explore the
issuance of our institutional contracts on an opportunistic
basis.

CORPORATE AND OTHER ACTIVITIES

2010 compared to 2009

Account value related to our institutional products
decreased from 2009 mainly attributable to scheduled matur-
ities of these products. Interest credited declined due to a
decrease in average outstanding liabilities. Deposits in 2010
related to our participation in the FHLB program. We explore
the issuance of our institutional contracts on an opportunistic
basts.

Results of operations

The following table sets forth the results of operations relating to Corporate and Other activities for the periods indicated:

Increase (decrease) and

Years ended December 31, percentage change

{Amounts in millions) 2011 2010 2009 2011 vs. 2010 2010 vs. 2009
Revenues:
Premiums $ — $ — $ 1 $ — —% $ (1) (100)%
Net investment income 32 38 9 (6) (16)% 29 NM(1)
Net investment gains (losses) (60) (35) (101) (25) 71)% 66 65%
Insurance and investment product fees and other 40 45 27 (5) (11)% 18 67%

Total revenues 12 48 (64) (36) (75)% 112 175%
Benefits and expenses:
Benefits and other changes in policy reserves — — (1) — — % 1 (100)%
Acquisition and operating expenses, net of deferrals 50 72 67 (22) 3B1)% 5 7%
Amortization of deferred acquisition costs and intangibles 12 13 14 (1) (8)% 1) (7)%
Goodwill impairment 29 — — 29 NM(1) — — %
Interest expense 331 293 245 38 13% 48 20%

Total benefits and expenses 422 378 325 44 12% 53 16%
Loss before income taxes (410) (330) (389) (80) (24)% 59 15%
Benefit for income taxes (133) (230) (138) 97 42% 92) 67)%
Net loss available to Genworth Financial, Inc.’s common stockholders 277) (100) (251) (177) (177)% 151 (60)%
Adjustments to net loss available to Genworth Financial, Inc.’s common

stockholders:
Net investment (gains) losses, net of taxes and other adjustments 38 22 67 16 73% (45) (67)%
Net tax benefit related to separation from our former parent — (106) — 106 100% (106) NM(1)
Net operating loss available to Genworth Financial, Inc.’s common stockholders $(239) $(184) $(184) $ (55) 30)% $ — — %

(1) We define “NM” as not meaningful for increases or decreases greater than 200%.
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2011 compared to 2010

Net operating loss available to Genworth Financial, Inc.’s
common stockholders

We reported a higher net operating loss available to
Genworth Financial, Inc.’s common stockholders in 2011
compared to 2010 primarily as a result of a goodwill impair-
ment and higher interest expense, partially offset by lower
operating expenses and net investment income.

Revenues

Lower investment income was primarily driven by the
elimination of an affiliated preferred stock dividend in 2011.

Net investment losses increased largely as a result of net
losses from the sale of investment securities related to portfolio
repositioning compared to net gains in 2010 and an increase in
impairments in 2011.

Insurance and investment product fees and other decreased
mainly due to non-functional currency transactions attributable
to changes in foreign exchange rates in 2011, partially offset by
higher income related to our reverse mortgage business.

Benefits and expenses

Operating expenses decreased as a result of higher allocated
expenses to the operating segments in 2011, partially offset by
an increase in broker commissions on loans related to our
reverse mortgage business.

The goodwill impairment related to our reverse mortgage
business and was recorded in the fourth quarter of 2011.

Interest expense increased related to the debt issuances in
June and November 2010 and March 2011, partially offset by
the maturity of our ¥57.0 billion of senior notes in June 2011.

The income tax benefit decreased primarily related to the
release of uncertain tax positions related to separation from our
former parent company in 2010.

2010 compared to 2009

Net operating loss available to Genworth Financial, Inc.’s
common stockholders

The increase in the net operating loss available to
Genworth Financial, Inc.’s common stockholders in 2010 was
primarily attributable to higher investment income and other
income and fees, partially offset by higher interest expense.

Revenues

Higher net investment income was largely related to the
consolidation of certain securitization entities as of January 1,
2010.

Net investment losses decreased primarily related to lower
impairments in 2010 and higher gains from the sale of invest-
ment securities related to portfolio repositioning, partially offset
by higher derivative losses in 2010.

Insurance and investment product fees and other increased
mainly due to non-functional currency transactions attributable
to changes in foreign exchange rates in 2010, partially offset by
a gain of $5 million related to the repurchase of senior notes in
2009 that did not recur.

Benefits and expenses

Operating expenses increased as a result of an increase in
broker commissions on loans related to our reverse mortgage
business, partially offset by higher allocated expenses to the
operating segments in 2010.

Interest expense increased largely related to the con-
solidation of certain securitization entities as of January 1, 2010
and debt issued in the fourth quarter of 2009 and in 2010.

The income tax benefit increased primarily related to the
release of uncertain tax positions related to separation from our
former parent company in 2010.
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INVESTMENTS AND DERIVATIVE INSTRUMENTS

Investment results

The following table sets forth information about our investment income, excluding net investment gains (losses), for each
component of our investment portfolio for the periods indicated:

Years ended December 31, Increase (decrease)
2011 2010 2009 2011 vs. 2010 2010 vs. 2009
(Amounts in millions) Yield Amount Yield Amount Yield Amount Yield Amount Yield Amount
Fixed maturity securities—taxable 5.0% $2,697 5.0% $2,619 5.2% $2,458 —% $ 78 (0.2)% $161
Fixed maturity securities—non-taxable
4.0% 35 4.3% 59 47% 107 0.3)% (24) (0.4)% (48)

Commercial mortgage loans 5.7% 365 5.6% 391 5.5% 432 0.1% (26) 0.1% (41)
Restricted commercial mortgage loans

related to securitization entities (1) 8.8% 40 7.4% 39 —% —_ 1.4% 1 7.4% 39
Equity securities 5.4% 19 6.7% 14 7.0% 16 1.3)% 5 (0.3)% 2)
Other invested assets 12.1% 162 8.6% 104 (4.1)% (82) 3.5% 58 12.7% 186
Restricted other invested assets related

to securitization entities (1) —% —_ 0.5% 2 —% — (0.5)% 2) 0.5% 2
Policy loans 7.9% 120 7.8% 112 8.4% 143 0.1% 8 (0.6)% (31)
Cash, cash equivalents and short-term

investments 1.0% 37 0.5% 21 0.6% 49 0.5% 16 0.1)% (28)

Gross investment income before

expenses and fees 5.0% 3,475 4.9% 3,361 4.5% 3,123 0.1% 114 0.4% 238

Expenses and fees 0.1)% (95) 0.1)% (95) 0.1)% (90) —% —_ —% (5)

Net investment income 49%  $3,380 4.8% $3,266 4.4% $3,033 0.1% $114 0.4% $233

(1) See note 18 to our
securitization entities.

lidated financial

Yields for fixed maturity and equity securities are based on
weighted-average amortized cost or cost, respectively. Yields
for other invested assets, which include securities lending
activity, are calculated net of the corresponding securities lend-
ing liability. All other yields are based on average carrying
values.

The increase in overall weighted-average investment yields
in 2011 was primarily attributable to improved performance of
limited partnerships and $14 million of higher bond calls and
prepayments. Net investment income in 2011 included $28
million of gains related to limited partnerships accounted for
under the equity method as compared to $13 million of losses
in 2010.

The increase in overall weighted-average investment yields
in 2010 was primarily attributable to the reinvestment of the
high cash balances we were holding during 2009 and lower
losses on limited partnerships. Net investment income in 2010
included $147 million of lower losses related to limited
partnerships accounted for under the equity method as com-
pared to 2009. Additionally, there was an increase in net
investment income related to the consolidation of certain
securitization entities as of January 1, 2010. These increases
were partially offset by a decrease in investment income related
to policy loans from a bankruptcy-related lapse in 2009.
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The following table sets forth net investment gains (losses)
for the years ended December 31:

(Amounts in millions) 2011 2010 2009
Available-for-sale securities:
Realized gains $210 $ 156 $ 255
Realized losses (160) (151) (226)
Net realized gains (losses) on
available-for-sale securities 50 5 29
Impairments:
Total other-than-temporary
impairments (118) (122) (1,499)

Portion of other-than-temporary
impairments included in other

comprehensive income (loss) (14) (86) 441
Net other-than-temporary
impairments (132) (208) (1,058)
Trading securities 27 19 22
Commercial mortgage loans 6 29) (28)
Net gains (losses) related to
securitization entities (1) (47) 3) —
Derivative instruments 99) 50 21
Contingent purchase price valuation
change (25) —_— —
Other —_ 23 27)
Net investment gains (losses) $(220) $(143) $(1,041)

(1) See note 18 to our consolidated financial statements under “Item 8—
Financial Statements and Supplementary Data” for additional information
related to consolidated securitization entities.



2011 compared to 2010

— We recorded $132 million of net other-than-temporary
impairments in 2011 as compared to $208 million in 2010.
Of total impairments, $66 million and $152 million,
respectively, related to structured securities, including $37
million and $92 million, respectively, related to sub-prime
and Alt-A residential mortgage-backed and asset-backed
securities in 2011 and 2010. Impairments related to corpo-
rate fixed maturity securities which were a result of bank-
ruptcies, receivership or concerns about the issuer’s ability to
continue to make contractual payments or intent to sell were
$56 million in 2011 compared to $30 million in 2010. In
2011 and 2010, we recorded $5 million and $10 million,
respectively, of impairments related to commercial mortgage
loans and $2 million and $10 million, respectively, of
impairments related to limited partnership investments. In
2011, we also recorded $3 million of impairments related to
real estate held-for-investment. In 2010, we recorded $6
million of impairments related to financial hybrid securities.
Net investment losses related to derivatives of $99 million in
2011 were primarily due to net losses associated with
derivatives and embedded derivatives related to variable
annuity products with GMWB riders. These GMWB losses
were primarily attributed to underperformance of the under-
lying variable annuity funds as compared to market indices
and market losses resulting from. increased volatility. Addi-
tionally, there were losses from the change in market value of
our credit default swaps due to widening credit spreads.
These losses were partially offset by ineffectiveness gains from
our cash flow hedge programs related to our long-term care
insurance business attributable to significant long-term inter-
est rate declines. Net investment gains related to derivatives
of $50 million in 2010 were primarily related to gains asso-
ciated with derivatives and embedded derivatives related to
variable annuity products with GMWB riders, which
included a reduction in the GMWB embedded derivative as
a result of changes in the assumption used to incorporate
non-performance risk into the discount rate used to value
GMWB embedded derivatives. The net gains related to
derivatives also included gains from our non-qualifying
interest rate swaps due to decreases in long-term interest rates
and gains from our credit default swaps due to narrowing
credit spreads. These gains were partially offset by losses
associated with derivatives used to hedge foreign currency
risk associated with near-term expected dividend payments
from certain international subsidiaries.

Net gains related to the sale of available-for-sale securities
were $50 million in 2011 compared to $5 million in 2010.
We recorded $44 million of higher net losses related to
securitization entities during 2011 compared to 2010
primarily associated with derivatives. We recorded $6 million
of gains related to commercial mortgage loans during 2011
attributable to a decrease in the allowance compared to $29
million of losses during 2010 from a lower of cost or market
adjustment on loans held-for-sale and an increase in the

allowance. We also recorded $8 million of higher gains
related to trading securities during 2011 compared to 2010.
We recorded a $25 million contingent purchase price valu-
ation adjustment in 2011 related to the purchase of Altegris
in 2010. There was also a net gain of $16 million from the
recovery of a counterparty receivable in 2010.

The aggregate fair value of securities sold at a loss during the
years ended December 31, 2011 and 2010 was $1,884 mil-
lion from the sale of 326 securities and $1,932 million from
the sale of 338 securities, respectively, which was approx-
imately 93% of book value in both years. The loss on sales of
securities in 2011 was primarily driven by widening credit
spreads. Generally, securities that are sold at a loss represent
either small dollar amounts or percentage losses upon dis-
position. The securities sold at a loss during 2011 included
two U.S. corporate securities that were sold for a total loss of
$11 million in the first quarter of 2011, one foreign corpo-
rate security that was sold for a total loss of $11 million in
the second quarter of 2011, one U.S. corporate security that
was sold for a total loss of $4 million in the third quarter of
2011 and one commercial mortgage obligation that was sold
for a total loss of $10 million, one U.S. corporate security
that was sold for a total loss of $10 million, one equity secu-
rity that was sold for a total loss of $7 million and one for-
eign bond that was sold for a total loss of $4 million in the
fourth quarter of 2011 related to portfolio repositioning
activities. The securities sold at a loss during 2010 included
one non-U.S. government security that was sold for a total
loss of $7 million in the first quarter of 2010, one mortgage-
backed security that was sold for a total loss of $4 million in
the second quarter of 2010 related to portfolio repositioning
activities, one U.S. corporate security, one municipal bond
and one collateralized mortgage obligation security that were
sold for total losses of $6 million, $6 million and $5 million,
respectively, in the third quarter of 2010 and one asset-
backed security that was sold for a total loss of $9 million in
the fourth quarter of 2010.

2010 compared to 2009

— We recorded $208 million of net other-than-temporary

impairments in 2010 as compared to $1,058 million in
2009. Of total impairments, $152 million and $578 million,
respectively, related to structured securities, including $92
million and $414 million, respectively, related to sub-prime
and Alt-A residential mortgage-backed and asset-backed
securities in 2010 and 2009. Impairments related to corpo-
rate fixed maturity securities which were a result of bank-
ruptcies, receivership or concerns about the issuer’s ability to
continue to make contractual payments or intent to sell were
$30 million in 2010 compared to $90 million in 2009. We
also recorded $6 million and $323 million of impairments
related to financial hybrid securities primarily from banks in
the United Kingdom, Ireland and the Netherlands during
2010 and 2009, respectively. We recorded $9 million of
higher impairments related to limited partnership
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investments in 2010 compared to 2009. Additionally, we
had $36 million of impairment related to a retained interest
in securitized assets in 2009. Based on revised assumptions
regarding cash flows from the assets underlying this
securitization transaction, we concluded the value of our
retained interest was zero and recognized the full impair-
ment.

— Net investment gains related to derivatives of $50 million in
2010 were primarily related to gains associated with
derivatives and embedded derivatives related to variable
annuity products with GMWB riders, which included a
reduction in the GMWB embedded derivative as a result of
changes in the assumption used to incorporate
non-performance risk into the discount rate used to value
GMWB embedded derivatives. The net gains related to
derivatives also included gains from our non-qualifying
interest rate swaps due to decreases in long-term interest rates
and gains from our credit default swaps due to narrowing
credit spreads. These gains were partially offset by losses
associated with derivatives used to hedge foreign currency
risk associated with near-term expected dividend payments
from certain international subsidiaries. Net investment gains
of $21 million related to derivatives in 2009 were primarily
related to net gains associated with derivatives and embedded
derivatives related to variable annuity products with GMWB
riders. The GMWB gains were primarily due to the policy-
holder funds outperforming the benchmark indices used for
hedging. Additionally, there were gains from the widening of
credit spreads associated with credit default swaps where we
sold protection to improve diversification and portfolio yield.
These gains were partially offset by losses attributable to
increases in long-term interest rates that were related to a
non-qualified derivative strategy to mitigate interest rate risk
associated with our statutory capital position as well as hedge
ineffectiveness from our cash flow hedge programs related to
our long-term care insurance business.

— We also recorded $24 million of lower net gains related to
available-for-sale securities in 2010 compared to 2009. We
recorded $3 million of net losses related to securitization
entities primarily associated with derivatives during 2010.
There was also a net gain of $16 million from the recovery of
a counterparty receivable in 2010. We also recorded $40
million of net investment losses related to the sale of limited
partnerships in 2009.

— The aggregate fair value of securities sold at a loss during the
years ended December 31, 2010 and 2009 was $1,932 mil-
lion from the sale of 338 securities and $1,513 million from
the sale of 328 securities, respectively, which was approx-
imately 93% and 88%, respectively, of book value. The loss
on sales of securities in 2010 was primarily driven by widen-
ing credit spreads. Generally, securities that are sold at a loss
represent either small dollar amounts or percentage losses
upon disposition. The securities sold at a loss during 2010
included one non-U.S. government security that was sold for
a total loss of $7 million in the first quarter of 2010, one
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mortgage-backed security that was sold for a total loss of $4
million in the second quarter of 2010 related to portfolio
repositioning activities, one U.S. corporate security, one
municipal bond and one collateralized mortgage obligation
security that were sold for total losses of $6 million, $6 mil-
lion and $5 million, respectively, in the third quarter of
2010, and one asset-backed security that was sold for a total
loss of $9 million in the fourth quarter of 2010. The secu-
rities sold at a loss in 2009 included one in the financial serv-
ices sector that was sold for a total loss of $49 million due to
portfolio repositioning. '

Investment portfolio
The following table sets forth our cash, cash equivalents
and invested assets as of December 31:

2011 2010

Carrying % of Carrying % of

(Amounts in millions) value total value total
Fixed maturity securities, available-for-sale:

Public $45,420 59% $42,526 59%

Private 12,875 17 12,657 18
Commercial mortgage loans 6,092 8 6,718 9
Other invested assets 4,819 6 3,854 5
Policy loans 1,549 2 1,471 2
Restricted commercial mortgage loans

related to securitization entities (1) 411 1 507 1
Restricted other invested assets related to

securitization entities (1) - 377 1 372 1
Equity securities, available-for-sale 361 — 332 1

Cash and cash equivalents 3,132 4

4488 6

Total cash, cash equivalents and invested
assets $76,392 100% $71,569 100%

(1) See note 18 to our consolidated ﬁnana}{l statements under “Trem 8—
Financial Statements and Supplementary Data” for additional information
related to ¢ lidated 7 iti

securiti;

For a discussion of the change in cash, cash equivalents
and invested assets, see the comparison for this line item under
“—Consolidated Balance Sheets.” See note 4 to our con-
solidated financial statements under “Item 8-—Financial
Statements and Supplementary Data” for additional
information related to our investment portfolio.

We hold fixed maturity, equity and trading securities,
derivatives, embedded derivatives, securities held as collateral
and certain other financial instruments, which are carried at fair
value. Fair value is the price that would be received to sell an
asset in an orderly transaction between market participants at
the measurement date. As of December 31, 2011, approx-
imately 8% of our investment holdings recorded at fair value
was based on significant inputs that were not market observable
and were classified as Level 3 measurements. See note 17 in our
consolidated financial statements under “Item 8—Financial
Statements and Supplementary Data” for additional
information related to fair value.



Fixed maturity and equity securities

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
Amortized Not other-than- Other-than- Not other-than- Other-than-
cost or temporarily temporarily temporarily temporarily Fair
(Amounts in millions) cost impaired impaired impaired impaired value
Fixed maturity securities:
U.S. government, agencies and government-
sponsored enterprises $ 3,946 $ 918 $— $ ) $ — $ 4,863
Tax-exempt (1) 564 15 — (76) — 503
Government—non-U.S. (2) 2,017 196 — 2) — 2,211
U.S. corporate (2),(3) 23,024 2,542 18 (325) (1) 25,258
Corporate—non-U.S. (2) 13,156 819 —_ (218) — 13,757
Residential mortgage-backed (4) 5,695 446 9 (252) (203) 5,695
Commercial mortgage-backed 3,470 157 4 (179) (52) 3,400
Other asset-backed (4) 2,686 18 — 95) (1) 2,608
Total fixed maturity securities 54,558 5,111 31 (1,148) (257) 58,295
Equity securities 356 19 — (14) - 361
Total available-for-sale securities $54,914 $5,130 $31 $(1,162) $(257)  $58,656

(1)

)
3
4)

Fair value included municipal bonds of $296 million related to special revenue bonds, $185 million related to general obligation bonds and $22 million related to other
municipal bonds.

Fair value included $689 million of European periphery exposure.
Fair value included municipal bonds of $881 million related to special revenue bonds and $416 million related to general obligation bonds.
Fair value included $362 million collateralized by sub-prime residential mortgage loans and $261 million collateralized by Alt-A residential mortgage loans.

As of December 31, 2010, 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

Amortized Not other-than- Other-than- Not other-than- Other-than-

cost or temporarily temporarily temporarily temporarily Fair
(Amounts in millions) cost impaired impaired impaired impaired value
Fixed maturity securities:
U.S. government, agencies and government-
sponsored enterprises $ 3,568 $ 145 $— $ 8 $ — $ 3,705
Tax-exempt (1) 1,124 19 — (113) —_— 1,030
Government—non-U.S. (2) 2,257 118 — 6) —_ 2,369
U.S. corporate (2),(3) 23,282 1,123 10 (448) — 23,967
Corporate—non-U.S. (2) 13,180 485 _ (167) — 13,498
Residential mortgage-backed (4) 4,821 116 18 (304) (196) 4,455
Commercial mortgage-backed 3,936 132 6 (286) (45) 3,743
Other asset-backed (4) 2,494 18 —_ (94) (2) 2,416
Toral fixed maturity securities 54,662 2,156 34 (1,426) (243) 55,183
Equity securities 323 13 — “4) — 332
Total available-for-sale securities $54,985 $2,169 $34 $(1,430) $(243)  $55,515
(1) Fair value included municipal bonds of $666 million related to special revenue bonds, $309 million related to general obligation bonds and $55 million related to other
municipal bonds.
(2) Fair value included $1,169 million of European periphery exposure.
(3) Fair value included municipal bonds of $682 million related to special revenue bonds and $394 million relaed vo general obligation bond.
(4) Fair value included $457 million collateralized by sub-prime residential mortgage loans and $376 million collateralized by Als-A residential mortgage loans.

Fixed maturity securities increased $3.1 billion primarily due to the decline in interest rates.
The majority of our unrealized losses were related to securities held in our U.S. Life Insurance segment. Our U.S. Mortgage

Insurance segment had gross unrealized losses of $81 million and $128 million as of December 31, 2011 and 2010, respectively.
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Our exposure in peripheral European countries consist of fixed maturity securities and trading bonds in Greece, Portugal, Ire-
land, Italy and Spain. Investments in these countries are primarily made to support our international businesses and to diversify our
U.S. corporate fixed maturity securities with European bonds denominated in U.S. dollars. The following table sets forth the fair
value of our exposure to these peripheral European countries as of December 31:

Sovereign Debt Non-Financial Financial-—Hybrids Financial—Non-Hybrids Total

(Amounts in millions) 2011 2010 2011 2010 2011 2010 2011 2010 2011 2010
Spain $13 $36 $147 $232 $24 $47 $ 89 $130 $273 $ 445
Ireland 3 5 194 325 — 1 23 1 220 332
Italy 2 13 165 287 — 8 11 23 178 331
Portugal — — 25 40 - — — — 25 40
Greece — — 1 13 — — 2 8 3 21

Total $18 $54 $532 $897 $24 $56 $125 $162 $699  $1,169

During the fourth quarter of 2011, financial markets were 2010

characterized by significant volatility due to increased Total Delinquent Number of

uncertainty regarding both the U.S. and European economies
and concerns over the spread of economic and financial system
risk from peripheral European countries to the larger Euro-
pean countries and the impact on the European banking sector
of a possible default on Greek debt. During 2011, we reduced
our exposure to the peripheral European countries by $470
million to $699 million with unrealized losses of $66 million.

Our exposure as of December 31, 2011 is diversified with -

direct exposure to local economies of $270 million, indirect
exposure through debt issued by subsidiaries outside of the
European periphery of $136 million and exposure to multina-
tional companies where the majority of revenues come from
outside of the country of domicile of $293 million.

Commercial mortgage loans

The following tables set forth additional information
regarding our commercial mortgage loans as of December 31:

2011

Total Delinquent Number of
(Dollar amounts in recorded Number Loan-to-  principal delinquent
millions) investment of loans value (1) balance loans
Loan Year
2004 and prior $1,805 792 49% $19
2005 1,366 302 63% 3 1
2006 1,208 268 71% — —
2007 1,099 180 75% — —_
2008 267 56 75% — —
2009 — — —% — —
2010 101 17 63% — —
2011 294 55 65% —_ —_
Total $6,140 1,670 63% $22 3

(1)  Represents weighted-average loan-to-value as of December 31, 2011.
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(Dollar amounts recorded Number Loan-to-  principal delinquent

in millions) investment (1) of loans value (2) balance loans
Loan Year

2004 and prior $2,167 908 51% $21 6
2005 1,457 312 65% — —
2006 1,417 283 73% 9 1
2007 1,347 193 79% 9 2
2008 280 58 77% 11 2
2009 — —_ —% —_ —_
2010 104 17 58% — —
Total $6,772 1,771 65% $50 11
(1) Re-presented to include $4 million of net p /discount on our ¢

cial mortgage loans.

(2)  Represents weighted-average loan-to-value as of December 31, 2010.

The following table sets forth the allowance for credit
losses and recorded investment in commercial mortgage loans
as of or for the years ended December 31:

(Amounts in millions) 2011 2010
Allowance for credit losses:
Beginning balance $ 59 $ 48
Charge-offs (1) (5) (23)
Recoveries — —
Provision (3) 34
Ending balance $ 51 $ 59
Ending allowance for individually impaired loans $ — $ —
Ending allowance for loans not individually
impaired that were evaluated collectively for
impairment $ 51 $ 59
Recorded investment:
Ending balance $6,140 $6,772
Ending balance of individually impaired loans $ 10 $ 30
Ending balance of loans not individually
impaired that were evaluated collectively for
impairment $6,130 $6,742

(1) Charge-offs in 2010 included $13 million related to held-for-sale commercial

morigage loans vhat were sold in the third quarter of 2010.



The charge-offs during 2011 were related to individually
impaired commercial mortgage loans.

The increase in the provision during 2010 was related to a
change in reserving assumptions to reflect the current market
environment, partially offset by charge-offs related to
individually impaired commercial mortgage loans.

The following table presents the activity in the allowance
for losses as of or for the year ended December 31:

{Amounts in millions) 2009
Beginning balance $23
Provision 25
Release —
Ending balance $48

Restricted commercial mortgage loans related to securitization
entities

See note 4 to our consolidated financial statements under
“Item 8—Financial Statements and Supplementary Data” for

additional information related to restricted commercial mort-
gage loans related to securitization entities.

Other invested assets

The following table sets forth the carrying values of our
other invested assets as of December 31:

2011 2010

Carrying % of  Carrying % of

(Amounts in millions) value toral value total
Derivatives $1,485 31% $1,047 27%
Derivatives counterparty collateral 1,023 21 794 21
Trading securities 788 16 677 18
Short-term investments 657 14 139 3
Securities lending collateral 406 9 772 20
Limited partnerships 344 7 340 9
Other investments 116 2 85 2
Total other invested assets $4,819 100% $3,854 100%

Our investments in derivatives and derivative counter-
party collateral increased primarily as a result of a decrease in
interest rates, partially offset by the maturity of the swap
arrangements associated with the maturity of ¥57.0 billion of
senior notes in June 2011 and significant terminations of
interest rate swaps in an asset position. Short-term investments
and trading securities increased primarily related to purchases
exceeding sales and maturities. Securities lending collateral
decreased primarily due to no longer recording the non-cash
collateral asset related to the securities lending program in
Canada during the second quarter of 2011 as a result of not
having any rights to sell or re-pledge the collateral assets.
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Derivatives

The activity associated with derivative instruments can generally be measured by the change in notional value over the periods
presented. However, for GMWB 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:

December 31, Maturities/ December 31,
(Notional in millions) Measurement 2010 Additions terminations 2011
Derivatives designated as hedges
Cash flow hedges:
Interest rate swaps Notional $12,355 $11,781 $(11,737) $12,399
Forward bond purchase commitments Notional — 504 — 504
Inflation indexed swaps Notional 525 19 — 544
Foreign currency swaps Notional 491 — (491) —
Total cash flow hedges 13,371 12,304 (12,228) 13,447
Fair value hedges:
Interest rate swaps Notional 1,764 — (725) 1,039
Foreign currency swaps Notional 85 — — 85
Total fair value hedges 1,849 — (725) 1,124
Total derivatives designated as hedges 15,220 12,304 (12,953) 14,571
Derivatives not designated as hedges
Interest rate swaps Notional 7,681 1,433 (1,914) 7,200
Equity return swaps Notional 208 363 (245) 326
Interest rate swaps related to securitization entities (1) Notional 129 — (12) 117
Interest rate swaptions Notional 200 —_ (200) —_
Credit default swaps Notional 1,195 115 (200) 1,110
Credit default swaps related to securitization entities (1) Notional 317 — (3) 314
Equity index options Notional 744 614 (836) 522
Financial futures Notional 3,937 6,393 (7,406) 2,924
Other foreign currency contracts. Notional 521 868 (610) 779
Reinsurance embedded derivatives Notional 72 317 (161) 228
Total derivatives not designated as hedges 15,004 10,103 (11,587) 13,520
Total derivatives $30,224 $22,407 $(24,540) $28,091
(1) See note 18 to our consolidated financial s ts under “ltem 8—Financial St s and Supple ry Data” for additional information related to consolidated
securitization entities.
December 31, - Maturities/ December 31,
(Number of policies) Measurement 2010 Additions terminations 2011
Derivatives not designated as hedges
GMWB embedded derivatives Policies 49,566 701 (2,551) 47,716
The decrease in the notional value of derivatives was alents. Our fixed maturity securities portfolio increased $3.1
primarily attributable to a $1.9 billion notional decrease in billion resulting primarily from the decline in interest rates.
interest rate swaps and financial futures used to hedge Other invested assets increased $1.0 billion primarily driven
liabilities related to our institutional products and a $1.0 bil- by an increase in derivatives, derivatives counterparty collat-
lion notional decrease from maturing cross currency swaps and eral, short-term investments and trading securities. These
options related to the maturity of ¥57.0 billion of senior notes increases were offset by a decrease in securities lending as a
in June 2011. These decreases were partially offset by a $0.6 result of no longer recording the non-cash collateral asset
billion notional increase in derivatives used to hedge foreign related to the securities lending program in Canada during
currency and equity market risk. the second quarter of 2011 as a result of not having any

rights to sell or re-pledge the collateral assets. Commercial
mortgage loans also decreased $0.6 billion as collections
CONSOLIDATED BALANCE SHEETS exceeded originations during 2011.
— Deferred tax asset decreased $1.1 billion as a result of an
increase in unrealized investment gains in 2011.

Total assets. Total assets increased $1.9 billion from
$112.4 billion as of December 31, 2010 to $114.3 billion as of — Separate account assets decreased $1.5 billion primarily as a

December 31, 2011. result of death and surrender benefits outpacing deposits

— Cash, cash equivalents and invested assets increased $4.8 largel.y' from the discontinuance of new sales of variab.le
billion primarily from an increase of $3.5 billion in invested annuities, as well as unfavorable market performance in

assets and an increase of $1.3 billion in cash and cash equiv- 2011.
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Total liabilities. Tortal liabilities decreased $0.8 billion from
$97.4 billion as of December 31, 2010 to $96.6 billion as of
December 31, 2011.

— Our policyholder-related liabilities increased $1.0 billion.
Our long-term care insurance business increased from
growth of our in-force block and higher claims. Our U.S.
mortgage insurance business increased from a reserve
strengthening in 2011 which was partially offset by higher
paid claims. These increases were partially offset by a
decrease in our fixed annuity products from benefit pay-
ments and scheduled maturities of our fixed annuity and
institutional products.

— Other liabilities increased $0.2 billion primarily as a result of
an increase in derivatives and derivatives counterparty collat-
eral from the long-term interest rate environment. These
increases were partially offset by a decrease in securities lend-
ing as a result of no longer recording the offsetting liability to
the non-cash collateral asset related to the securities lending
program in Canada during the second quarter of 2011 as a
result of not having any rights to sell or re-pledge the
collateral assets and a decrease in our repurchase program.

— Long-term borrowings decreased $0.2 billion principally
from the maturity of our ¥57.0 billion of senior notes in
June 2011 and the redemption of the remaining outstanding
shares of the Series A Preferred Stock for $57 million in June
2011. These decreases were partially offset by the issuance of
$400 million of senior notes in March 2011 and the issuance
of AUD$140 million of subordinated floating rate notes by
our indirect wholly-owned subsidiary, Genworth Financial
Mortgage Insurance Pty Limited, in June 2011.

~ Non-recourse funding obligations decreased $0.2 billion
principally from repurchases during 2011.

— Separate account liabilities decreased $1.5 billion primarily as
a result of death and surrender benefits outpacing deposits
largely from the discontinuance of new sales of variable
annuities, as well as unfavorable market performance in
2011.

Total stockholders’ equity. Total stockholders’ equity
increased $2.7 billion from $15.0 billion as of December 31,
2010 to $17.7 billion as of December 31, 2011.

— We reported net income available to Genworth Financial,
Inc.’s common stockholders of $122 million for the year
ended December 31, 2011.

— Accumulated other comprehensive income increased $2.5
billion predominately attributable to higher unrealized net
investment gains and derivatives activity during 2011.

LIQUIDITY AND CAPITAL RESOURCES

Liquidity and capital resources represent our overall finan-
cial strength and our ability to generate cash flows from our
businesses, borrow funds at competitive rates and raise new
capital to meet our operating and growth needs.

Genworth Financial and subsidiaries
The following table sets forth our condensed consolidated
cash flows for the years ended December 31:

(Amounts in millions) 2011 2010 2009
Net cash from operating activities $ 3,125 $ 1,336 $ 1,931
Net cash from investing activities (59) (1,815) 820
Net cash from financing activities (1,641) (1,512) (5,309)
Net increase (decrease) in cash before

foreign exchange effect $ 1,425 $(1,991) $(2,558)

Our principal sources of cash include sales of our products
and services, income from our investment portfolio and pro-
ceeds from sales of investments. As an insurance business, we
typically generate positive cash flows from operating activities,
as premiums collected from our insurance products and income
received from our investments exceed policy acquisition costs,
benefits paid, redemptions and operating expenses. These pos-
itive cash flows are then invested to support the obligations of
our insurance and investment products and required capital
supporting these products. Our cash flows from operating
activities are affected by the timing of premiums, fees and
investment income received and benefits and expenses paid.
The increase in cash inflows from operating activities in 2011
compared to 2010 was primarily as a result of increased
derivatives activity in 2011 and lower tax settlements.

In analyzing our cash flow, we focus on the change in the
amount of cash available and used in investing activities. We
had lower cash outflows from investing activities in 2011
compared to 2010 primarily from higher maturities and sales of
fixed maturity securities and lower purchases in 2011. The
outflows in 2011 included cash outflows related to other
invested assets compared to cash inflows in 2010. These
decreases were partially offset by net cash proceeds received
from the sale of our Medicare supplement insurance business in
the fourth quarter of 2011.

Changes in cash from financing activities primarily relate
to the issuance of, and redemptions and benefit payments on,
universal life insurance and investment contracts; the issuance
and acquisition of debt and equity securities; the issuance and
repayment or repurchase of borrowings and non-recourse fund-
ing obligations; and dividends to our stockholders and other
capital transactions. We had higher net cash outflows from
financing activities in 2011 primarily related to repurchases of
non-recourse funding obligations in 2011. A decrease in pro-
ceeds from debt issuances was largely offset by lower
redemptions of our investment contracts from scheduled
maturities and surrenders on these contracts.

In the United States and Canada, we engage in certain
securities lending transactions for the purpose of enhancing the
yield on our investment securities portfolio. We maintain effec-
tive control over all loaned securities and, therefore, continue to
report such securities as fixed maturity securities on the con-
solidated balance sheets. We are currently indemnified against
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counterparty credit risk by the intermediary. See note 2 in our
consolidated financial statements under “Item 8—Financial
Statements and Supplementary Data” for additional
information related to our securities lending program.

We also have a repurchase program in which we sell an
investment security at a specified price and agree to repurchase
that security at another specified price at a later date. See note 2
in our consolidated financial statements under “Item 8—
Financial Statements and Supplementary Data” for additional
information related to our repurchase program.

Genworth Financial, Inc.—holding company

We conduct all our operations through our operating sub-
sidiaries. Our principal sources of cash include proceeds from
the issuance of debt and equity securities, including borrowings
pursuant to our credit facilities, dividends from our sub-
sidiaries, payments to us under our tax sharing arrangements
with our subsidiaries and sales of assets.

Our primary uses of funds at our holding company level
include payment of general operating expenses, payment of
principal, interest and other expenses related to holding com-
pany debt, payment of dividends on our common stock (to the
extent declared by our Board of Directors), amounts we owe to
GE under the Tax Matters Agreement, contributions to sub-
sidiaries, repurchase of stock, and, potentially, acquisitions. In
November 2008, our Board of Directors decided to suspend
the payment of dividends on our common stock indefinitely.
The declaration and payment of future dividends to holders of
our common stock will be at the discretion of our Board of
Directors and will be dependent on many factors including the
receipt of dividends from our operating subsidiaries, our finan-
cial condition and operating results, the capital requirements of
our subsidiaries, legal requirements, regulatory constraints, our
credit and financial strength ratings and such other factors as
the Board of Directors deems relevant. In addition, in
November 2008, our Board of Directors decided to suspend
repurchases of our common stock under our stock repurchase
program indefinitely. The resumption of our stock repurchase
program will be at the discretion of our Board of Directors.

Insurance laws and regulations regulate the payment of
dividends and other distributions to us by our insurance sub-
sidiaries. In general, dividends in excess of prescribed limits are
deemed “extraordinary” and require insurance regulatory
approval. Based on estimated statutory results as of
December 31, 2011, in accordance with applicable dividend
restrictions, our subsidiaries could pay dividends of approx-
imately $1.3 billion to us in 2012 without obtaining regulatory
approval. However, we do not expect our insurance subsidiaries
to pay dividends to us in 2012 at this level as they retain capital
for growth and to meet capital requirements.

During the years ended December 31, 2011, 2010 and
2009, we received cash dividends from our subsidiaries of $478
million, $342 million and $904 million, respectively. The
majority of dividends were received from our international
subsidiaries. Our domestic insurance subsidiaries paid divi-

138

dends of $12 million (none of which were deemed

“extraordinary”), $47 million ($20 million of which were

deemed “extraordinary”) and $50 million ($24 million of

which were deemed “extraordinary”), respectively, during the

years ended December 31, 2011, 2010 and 2009.

We provided capital support to some of our insurance
subsidiaries in the form of guarantees of certain obligations, in
some cases subject to annual scheduled adjustments, totaling
up to $849 million as of December 31, 2011. We believe our
insurance subsidiaries have adequate reserves to cover the
underlying obligations. This capital support primarily included:
— A capital support agreement of up to $365 million with our

insurance subsidiary domiciled in Bermuda relating to an
intercompany reinsurance agreement;

— A capital support agreement of up to $260 million with one
of our insurance subsidiaries to fund claims to support our
international mortgage insurance business in Mexico; and

— A capital support agreement of up to $200 million with our
insurance subsidiary domiciled in Bermuda relating to an
excess of loss intercompany reinsurance agreement.

In addition to capital support, we also provided guarantees
to third parties for the performance of certain obligations of
our subsidiaries. We estimate that our potential obligations
under such guarantees were $65 million as of December 31,
2011. We also provide an unlimited guarantee to policyholders
for the solvency of our mortgage insurance subsidiary located in
the United Kingdom. However, based on risk in-force as of
December 31, 2011, we believe our mortgage insurance sub-
sidiary located in the United Kingdom has sufficient reserves
and capital to cover its policyholder obligations.

In connection with our IPO, we entered into a Tax Mat-
ters Agreement with GE, which represents an obligation by us
to GE. The balance of this obligation was $310 million as of
December 31, 2011.

The following table sets forth our parent company only
condensed cash flows for the years ended December 31:

(Amounts in millions) 2011 2010 2009
Net cash from operating activities $ 147 $ 81 $ 855
Net cash from investing activities 148 (444) (101)
Net cash from financing activities (201) (213) (299)
Net increase (decrease) in cash before

foreign exchange effect $ 9% $(576) $ 455

Cash flows from operating activities are primarily affected
by the dividends from our subsidiaries and the timing of
investment income and expenses paid. The increase in cash
from operating activities was primarily attributable to higher
dividends received from our subsidiaries and a lower decrease
related to derivatives activity in 2011.

Cash flows from investing activities are principally affected
by the capital contributions paid to subsidiaries and investment
activity. During 2011, we made $15 million of capital con-
tributions to our subsidiaries as compared to $203 million in
2010. During 2011, we also sold approximately $200 million
of securities.



Cash flows from financing activities are affected by pay-
ments and proceeds from our borrowings. During the second
quarter of 2011, we repaid ¥57.0 billion of senior notes that
matured in June 2011, plus accrued and unpaid interest. In
addition, the arrangements to swap our obligations under these
notes to a U.S. dollar obligation matured. These swaps had a
notional principal amount of $491 million with interest at a
rate of 4.84% per year. Upon maturity of these swaps, we
received $212 million from the derivative counterparty result-
ing in a net repayment of $491 million of principal related to
these notes. On June 1, 2011, we redeemed all the remaining
outstanding shares of our Series A Preferred Stock at a price of
$50 per share, plus unpaid dividends accrued to the date of
redemption, for $57 million. In the first quarter of 2011, we
issued senior notes that mature in September 2021 for net

proceeds of $397 million.

Regulated insurance subsidiaries

The liquidity requirements of our regulated insurance
subsidiaries principally relate to the liabilities associated with
their various insurance and investment products, operating
costs and expenses, the payment of dividends to us, con-
tributions to their subsidiaries, payment of principal and inter-
est on their outstanding debt obligations and income taxes.
Liabilities arising from insurance and investment products
include the payment of benefits, as well as cash payments in
connection with policy surrenders and withdrawals, policy
loans and obligations to redeem funding agreements.

Our insurance subsidiaries have used cash flows from
operations and investing activities to fund their liquidity
requirements. Our insurance subsidiaries’ principal cash inflows
from operating activities are derived from premiums, annuity
deposits and insurance and investment product fees and other
income, including commissions, cost of insurance, mortality,
expense and surrender charges, contract underwriting fees,
investment management fees and dividends and distributions
from their subsidiaries. The principal cash inflows from inves-
ting activities result from repayments of principal, investment
income and, as necessary, sales of invested assets.

Our insurance subsidiaries maintain investment strategies
intended to provide adequate funds to pay benefits without
forced sales of investments. Products having liabilities with
longer durations, such as certain life insurance and long-term
care insurance policies, are matched with investments having
similar estimated lives such as long-term fixed maturity secu-
rities and commercial mortgage loans. Shorter-term liabilities
are matched with fixed maturity securities that have short- and
medium-term fixed maturities. In addition, our insurance sub-
sidiaries hold highly liquid, high quality short-term investment
securities and other liquid investment grade fixed maturity
securities to fund anticipated operating expenses, surrenders
and withdrawals. As of December 31, 2011, our total cash,
cash equivalents and invested assets were $76.4 billion. Our
investments in privately placed fixed maturity securities,
commercial mortgage loans, policy loans, limited partnership

investments and select mortgage-backed and asset-backed secu-
rities are relatively illiquid. These asset classes represented
approximately 28% of the carrying value of our total cash, cash
equivalents and invested assets as of December 31, 2011.

All of our life insurance subsidiaries have RBC ratios that
exceed the minimum levels required by applicable insurance
regulations.

As of December 31, 2011, GEMICO, our primary U.S.
mortgage insurance subsidiary, exceeded the maximum
risk-to-capital ratio of 25:1 established under North Carolina
law and enforced by the NCDOI. As of December 31, 2011,
GEMICO’s risk-to-capital ratio was approximately 32.9:1.
However, 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, not-
withstanding that GEMICO’s risk-to-capital ratio exceeds
25:1. Thirty-four of the states in which GEMICO operates do
not impose their own risk-to-capital requirements; con-
sequently, 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, although two such waivers are no longer
effective as of December 31, 2011 due to the imposition of
alternative risk-to-capital limitations contained in these two
waivers as they were granted to GEMICO. Consequently,
GEMICO was authorized to write new business in 44 states as
of December 31, 2011.

In August 2010, Genworth Canada repurchased
12.3 million common shares for CAD$325 million through a
substantial issuer bid. Brookfield participated in the issuer bid
by making a proportionate tender and received CAD$187 mil-
lion and Brookfield continued to hold approximately 57.5% of
the outstanding common shares of Genworth Canada.

In June 2011, Genworth Canada repurchased approx-
imately 6.2 million common shares for CAD$160 million
through a substantial issuer bid. Brookfield participated in the
issuer bid by making a proportionate tender and received
CAD$90 million and Brookfield continued to hold approx-
imately 57.5% of the outstanding common shares of Genworth
Canada in June 2011.

In August 2011, we executed a non-cash intercompany
transaction to increase the statutory capital in our U.S. mort-
gage insurance companies by contributing to those companies a
portion of common shares of Genworth Canada that were held
by Brookfield outside of our U.S. mortgage insurance business,
with an estimated market value of $375 million. We continue
to hold approximately 57.5% of the outstanding common
shares of Genworth Canada on a consolidated basis. In addi-
tion, Brookfield has the right, exercisable at its discretion, to
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purchase for cash these common shares of Genworth Canada
from our U.S. mortgage insurance companies at the then-
current market price. Brookfield also has a right of first refusal
with respect to the transfer of these common shares of
Genworth Canada by the U.S. mortgage insurance companies.

As of December 31, 2011, we had approximately $171
million of GICs outstanding. Substantially all of these contracts
allow for the payment of benefits at contract value to ERISA
plans prior to contract maturity in the event of death, dis-
ability, retirement or change in investment election. These
contracts also provide for early termination by the con-
tractholder but are subject to an adjustment to the contract
value for changes in the level of interest rates from the time the
GIC was issued plus an early withdrawal penalty. We carefully
underwrite these risks before issuing a GIC to a plan and
historically have been able to effectively manage our exposure
to these benefit payments. Our GICs typically credit interest at
a fixed interest rate and have a fixed maturity generally ranging
from two to six years.

During 2005, certain of our domestic life insurance sub-
sidiaries transferred primarily foreign-issued investment secu-
rities to an affiliated special-purpose entity (“SPE”) that was
consolidated in our financial statements and whose sole pur-
pose was to securitize these investment securities and issue
secured notes to various affiliated insurance companies. The
securitized investments were owned in their entirety by the SPE
and were not available to satisfy the claims of our creditors.
These securitized investments provided collateral to the notes
issued by the SPE to the insurance companies. In July 2010,
the affiliated SPE redeemed the structured notes that were held
by our domestic life insurance subsidiaries with investment
securities. There was no gain or loss recorded on the trans-
action. The affiliated SPE was dissolved in the fourth quarter of
2010.

In May 2009, due to ratings downgrades, one of our
wholly-owned life insurance subsidiaries provided security in an
aggregate amount of $462 million for the benefit of certain of
its wholly-owned life insurance subsidiaries that have issued
non-recourse funding obligations to collateralize the obligation
to make future payments on their behalf under certain tax shar-
ing agreements.

Capital resources and financing activities

We have two five-year revolving credit facilities that
mature in May 2012 and August 2012. These facilities bear
variable interest rates based on one-month London Interbank
Offered Rate (“LIBOR”) plus a margin and we have access to
$1.9 billion under these facilities. We repaid all outstanding
borrowings under our credit facilities during 2010; however, we
utilized $56 million under these facilities primarily for the issu-
ance of a letter of credit for the benefit of our lifestyle pro-
tection insurance subsidiaries as of December 31, 2010. In June
2010, we repaid $100 million of outstanding borrowings under
each of our five-year revolving credit facilities using the net
proceeds from our senior notes offering that was completed in
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June 2010. In November 2010, we repaid $125 million of
outstanding borrowings under each of our five-year revolving
credit facilities with cash on hand. The remaining outstanding
borrowings of $240 million under each of our five-year revolv-
ing credit facilities was repaid with net proceeds from our
senior notes offering that was completed in November 2010,
together with cash on hand.

As of December 31, 2011, we had no borrowings under
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. Therefore, we
have an unused credit capacity under our revolving credit facili-
ties of $1.6 billion as of December 31, 2011. These two facili-
ties contain minimum consolidated net worth requirements.
Consolidated net worth, as defined in these agreements, means
all amounts that would be included on 2 consolidated balance
sheet of the borrower and its subsidiaries under stockholders’
equity, excluding accumulated other comprehensive income
(loss). As we approach the expiration dates for our credit facili-
ties, we are evaluating, and will continue to evaluate, our
options to extend, replace or refinance a portion of our credit
facilities. There can be no assurance that we will be able to
extend, replace or refinance these facilities on terms (or at tar-
geted amounts) acceptable to us.

In June 2011, our indirect wholly-owned subsidiary,
Genworth Financial Mortgage Insurance Pty Limited, issued
AUDS$140 million of subordinated floating rate notes due
2021 with an interest rate of three-month Bank Bill Swap
reference rate plus a margin of 4.75%. Genworth Financial
Mortgage Insurance Pty Limited used the proceeds it received
from this transaction for general corporate purposes.

During the second quarter of 2011, we repaid ¥57.0 bil-
lion of senior notes that matured in June 2011, plus accrued
and unpaid interest. In addition, the arrangements to swap our
obligations under these notes to a U.S. dollar obligation
matured. These swaps had a notional principal amount of $491
million with interest at a rate of 4.84% per year. Upon
maturity of these swaps, we received $212 million from the
derivative counterparty resulting in a net repayment of $491
million of principal related to these notes.

In March 2011, we issued senior notes having an aggregate
principal amount of $400 million, with an interest rate equal to
7.625% per year payable semi-annually, and maturing in Sep-
tember 2021 (“September 2021 Notes”). The September 2021
Notes are our direct, unsecured obligations and will rank
equally in the right of payment with all of our existing and
future unsecured and unsubordinated obligations. We have the
option to redeem all or a portion of the September 2021 Notes
at any time with proper notice to the note holders at a price
equal to the greater of 100% of principal or the sum of the
present value of the remaining scheduled payments of principal
and interest discounted at the then-current treasury rate plus an
applicable spread. The net proceeds of $397 million from the
issuance of the September 2021 Notes were used for general
corporate purposes.



During 2011, we acquired $175 million of notes secured
by our non-recourse funding obligations, plus accrued interest,
for a pre-tax gain of $48 million. On January 24, 2012, as part
of a life block transaction, we repurchased $475 million of our
non-recourse funding obligations. In connection with the
repurchase, we ceded certain term life insurance policies to a
third-party reinsurer. The combined transactions will result in a
U.S. GAAP after-tax loss of approximately $40 million that will
be recorded in the first quarter of 2012.

On June 1, 2011, we redeemed all the remaining out-
standing shares of our Series A Preferred Stock at a price of $50
per share, plus unpaid dividends accrued to the date of
redemption, for $57 million.

In December 2010, our majority-owned subsidiary,
Genworth Canada, issued CAD$150 million of 4.59% senior
notes due 2015. The net proceeds of the offering were used to
fund transactions among Genworth Canada and its wholly-
owned Canadian subsidiaries. Genworth Canada used the
proceeds it received from such transactions for general corpo-
rate and investment purposes, and/or to fund a distribution to,
or a repurchase of common shares from, Genworth Canada’s
shareholders.

In November 2010, we issued senior notes having an
aggregate principal amount of $400 million, with an interest
rate equal to 7.200% per year payable semi-annually, and
maturing in February 2021 (“February 2021 Notes”). The
February 2021 Notes are our direct, unsecured obligations and
will rank equally in right of payment with all of our existing
and future unsecured and unsubordinated obligations. We have
the option to redeem all or a portion of the February 2021
Notes at any time with proper notice to the note holders at a
price equal to the greater of 100% of principal or the sum of
the present value of the remaining scheduled payments of prin-
cipal and interest discounted at the then-current treasury rate
plus an applicable spread. The net proceeds of $396 million
from the issuance of the February 2021 Notes, together with
cash on hand, were used to repay in full the outstanding bor-
rowings under our two five-year revolving credit facilities.

During August 2010, we repurchased 120,000 shares of
our Series A Preferred Stock for $6 million. As of
December 31, 2010, approximately 1.2 million shares of our
Series A Preferred Stock were outstanding.

In June 2010, we issued senior notes having an aggregate
principal amount of $400 million, with an interest rate equal to
7.700% per year payable semi-annually, and maturing in June
2020 (“2020 Notes”). The 2020 Notes are our direct,
unsecured obligations and will rank equally in right of payment
with all of our existing and future unsecured and
unsubordinated obligations. We have the option to redeem all
or a portion of the 2020 Notes at any time with proper notice
to the note holders at a price equal to the greater of 100% of
principal or the sum of the present value of the remaining
scheduled payments of principal and interest discounted at the
then-current treasury rate plus an applicable spread. The net
proceeds of $397 million from the issuance of the 2020 Notes

were used to repay $100 million of outstanding borrowings
under each of our five-year revolving credit facilities and the
remainder of the proceeds were used for general corporate
purposes.

In June 2010, our majority-owned subsidiary, Genworth
Canada, issued CAD$275 million of 5.68% senior notes due
2020. The net proceeds of the offering were used to fund
transactions among Genworth Canada and its Canadian
wholly-owned subsidiaries. Genworth Canada used the pro-
ceeds it received from such transactions for general corporate
and investment purposes and to fund a repurchase of common
shares from Genworth Canada’s shareholders.

For further information about our borrowings, refer to
note 13 in our consolidated financial statements under
“Item 8—Financial Statements and Supplementary Data.”

We believe existing holding company cash combined with
proceeds from the issuance of debt, including borrowings
pursuant to our credit facilities (to the extent available),
dividends from our subsidiaries, permitted payments to us under
our tax sharing arrangements with our subsidiaries and sales of
assets will provide us with sufficient capital flexibility and
liquidity to meet our future operating requirements. In addition,
we actively monitor our liquidity position, liquidity generation
options and the credit markets given changing market
conditions. However, we cannot predict with any certainty the
impact to us from any future disruptions in the credit markets or
further downgrades by one or more of the rating agencies of the
financial strength ratings of our insurance company subsidiaries
and/or the credit ratings of our holding company. The
availability of additional funding will depend on a variety of
factors such as market conditions, regulatory considerations, the
general availability of credit, the overall availability of credit to
the financial services industry, the level of activity and availability
of reinsurers, our credit ratings and credit capacity and the
performance of and outook for our business.

Contractual obligations and commercial commitments

We have obligations to third parties that we entered into
in the ordinary course of our operations. These obligations, as
of December 31, 2011, are set forth in the table below. How-
ever, we do not believe that our cash flow requirements can be
assessed based upon this analysis of these obligations as the
funding of these future cash obligations will be from future
cash flows from premiums, deposits, fees and investment
income that are not reflected herein. Future cash outflows,
whether they are contractual obligations or not, also will vary
based upon our future needs. Although some outflows are
fixed, others depend on future events. Examples of fixed obliga-
tions include our obligations to pay principal and interest on
fixed rate borrowings. Examples of obligations that will vary
include obligations to pay interest on variable rate borrowings
and insurance liabilities that depend on future interest rates and
market performance. Many of our obligations are linked to
cash-generating contracts. These obligations include payments
to contractholders that assume those contractholders will con-
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tinue to make deposits in accordance with the terms: of their
contracts. In addition, our operations involve significant
expenditures that are not based upon “commitments.”

Payments due by period
2017
2013- 2015- and
(Amounts in millions) Total 2012 2014 2016 thereafter

Borrowings and interest (1) $11,410 $ 228 $§ 687 $1,027 $ 9,468
Operating lease obligations 114 31 45 14 24
Other purchase liabilities (2) 117 55 40 22 —

Securities lending and

repurchase obligations (3) 1,988 1,843 145 — —
Commercial mortgage loan

commitments (4) 9 9 — — —
Limired partnership

commitments (4) 78 59 12 6 1
Insurance liabilities (5) 81,955 5,280 5,968 4,245 66,462
Tax matters agreement (6) 388 48 90 86 164
Unrecognized tax benefits (7) 235 62 160 13 —

$96,294 $7,615 $7,147 $5,413 $76,119

(1) Includes payments of principal and interest on our long-term borrowings and
non-recourse funding obligations, as described in note 13 to our consolidated
financial statements under “Item 8—Financial S and Supple-
mentary Data.” For our U.S. domiciled insurance companies, any payment of
principal, including by redemption, or interest. on our non-recourse funding
obligations are subject to regulatory approval. River Lake Insurance Company
1V Limited, a Bermuda domiciled insurance company, may repay principal of
up to 15% of its capital without prior approval. The total amount for
borrowings and interest in this table does not equal the amounts on our con-
solidated balance sheet due to interest included in the table that is expected to
be payable in future years. In addition, the total amount does not include
borrowings related to securitization entities. See note 18 to our consolidated
financial statements under “ltem 8—Financial Statements and Supple-
mentary Data” for information related to the timing of payments and the
maturity dates of these borrowings.

(2)  Includes contractual purchase commitments for goods and services entered into
in the ordinary course of business and includes obligations under our pension
liabilities.

(3)  The timing for the return of the collateral associated with our securities lend-
ing program is uncertain; therefore, the return of collateral is reflected as being
due in 2012. :

(4) Includes amounts we are committed to fund for U.S. commercial mortgage
loans and interests in limited partnerships.

(5) Includes estimated claim and benefit, policy surrender and commission obliga-
tions offSer by expected future deposits and premiums on in-force insurance
policies and investment contracts. Abso includes amounts established for
recourse and indemnification related to our U.S. mortgage insurance contract
underwriting business. Estimated claim and benefit obligations are based on
mortality, morbidity and lapse assumptions comparable with our historical
experience. The obligations in this table have not been discounted at present
value. In contrast to this table, our obligations reported in our consolidated
balance sheet are recorded in accordance with U.S. GAAP where the liabilities
are discounted consistent with the present value concept under accounting
guidance related to accounting and reporting -by insurance enterprises, as
applicable. Therefore, the estimated obligations for insurance liabilities pre-
sented in this table significantly exceed the liabilities recorded in reserves for
Suture policy benefits and the liability for policy and contract claims. Due to
the significance of the assumptions used, the amounts presented could materi-
ally differ from actual results. We have not included separate account obliga-
tions as these obligations are legally insulated from general account obligations
and will be fully funded by cash flows from separate account assets. We expect
to fully fund the obligations for insurance liabilities from cash flows from gen-

eral account investments and future deposits and premiums.

Total contractual obligations
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(6) Because their future cash outflows are uncertain, the following non-current
liabilities are excluded from this table: deferred taxes (except the Tax Matters
Agreement, which is included, as described in note 14 to our consolidated
[financial statements under “ltem 8—Financial Statements and Supple-

* mentary Data”), derivatives, unearned premiums and certain other items.

(7). Includes the settlement of uncertain tax positions, with related interest, based
on the estimated timing of the resolution of income tax examinations in
multiple jurisdictions. See notes 2 and 14 to our consolidated financial state-
ments under “Ttem 8—Financial Statements and Supplementary Data” for a
discussion of uncertain tax positions.

OFF-BALANCE SHEET TRANSACTIONS

We have used off-balance sheet securitization transactions
to mitigate and diversify our asset risk position and to adjust
the asset class mix in our investment portfolio by reinvesting
securitization proceeds in accordance with our approved
investment guidelines. The transactions we have used involved
securitizations of some of our receivables and investments that
were secured by commercial mortgage loans, fixed maturity
securities or other receivables, consisting primarily of policy
loans. Total securitized assets remaining as of December 31,
2011 and 2010 were $644 million and $739 million,
respectively, including $487 million and $575 million,
respectively, of securitized assets required to be consolidated.

Securitization transactions typically result in gains or losses
that are included in net investment gains (losses) in our con-
solidated financial statements. There were no off-balance sheet
securitization transactions executed in 2011, 2010 and 2009.
However, we recorded a $36 million impairment related to a
retained interest in securitized assets in 2009. Based on revised
assumptions regarding cash flows from the assets underlying
this securitization transaction, we concluded the value of our
retained interest was zero and recognized the full impairment.

We have arranged for the assets that we have transferred in
securitization transactions to be serviced by us directly, or pur-
suant to arrangements with a third-party service provider. Serv-
icing activities include ongoing review, credit monitoring,
reporting and collection activities.

Financial support for certain securitization entities was
provided under credit support agreements that remain in place
throughout the life of the related entities. Assets with credit
support were funded by demand notes that were further
enhanced with support provided by a third party. As of
December 31, 2011 and 2010, we provided limited recourse
for a maximum of $40 million of credit losses related to one of
our commercial mortgage loan entities that was required to be
consolidated with total assets of $91 million and $115 million,
respectively, as of December 31, 2011 and 2010. There were
no amounts recorded for these limited recourse liabilities as of
December 31, 2011 and 2010. We did not provide limited
recourse to any additional securitization entities.

See note 18 to our consolidated financial statements under
“Item 8—Financial Statements and Supplementary Data” for
additional information related to securitization entities.



SEASONALITY

In general, our business as a whole is not seasonal in
nature. However, in our U.S. mortgage insurance business, the
level of delinquencies, which increases the likelihood of losses,
generally tends to decrease in mid-first quarter and continue
through second quarter while increasing in the third and fourth
quarters of the calendar year. As a result, we typically experi-
ence lower levels of losses resulting from delinquencies in the
first and second quarters, as compared with those in the third
and fourth quarters. However, as a result of the downturn in
the U.S. housing market that began in 2008, delinquencies
have remained elevated in the first and second quarters in
recent years. As the U.S. housing market is beginning to show
signs of stabilization, delinquencies have been trending down-
ward; however, we may continue to see higher than usual
delinquencies until the housing market returns to a more

normal development pattern. See “—Business trends and con-
ditions” for additional information related to our U.S. mort-
gage insurance business.

INFLATION

We do not believe that inflation has had a material effect
on our results of operations, except insofar as inflation may
affect interest rates.

NEW ACCOUNTING STANDARDS

For a discussion of recently adopted and not yet adopted
accounting standards, see note 2 in our consolidated financial
statements under “Item 8—Financial Statements and Supple-
mentary Data.”
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ITEM7A. QUANTITATIVE AND
QUALITATIVE DISCLOSURES
ABOUT MARKET RISK

Market risk is the risk of the loss of fair value resulting
from adverse changes in market rates and prices, such as inter-
est rates, foreign currency exchange rates and equity prices.
Market risk is directly influenced by the volatility and liquidity
in the markets in which the related underlying financial
instruments are traded. The following is a discussion of our
market risk exposures and our risk management practices.

Credit markets continued to show signs of improvement
across most asset classes during 2011. See “—Business trends
and conditions” and “—Investments and Derivative Instru-
ments” in “Item 7—Management’s Discussion and Analysis of
Financial Condition and Results of Operations” for further
discussion of recent market conditions.

In 2011, the currencies in Canada and Europe weakened
against the U.S. dollar as compared to the prior year, while in
Australia, the currency remained relatively flac with prior year.
This has generally resulted in lower levels of reported revenues
and net income (loss), assets, liabilities and accumulated other
comprehensive income (loss) in our U.S. dollar consolidated
financial statements. See “Item 7—Management’s Discussion
and Analysis of Financial Condition and Results of Oper-
ations” for further discussion on the impact changes in foreign
currency exchange rates have had during the year.

While we enter into derivatives to mitigate certain market
risks, our agreements with derivative counterparties typically
require that we provide collateral when our net derivative
liability position with a particular counterparty reaches a certain
level. As a result, we may be required to post collateral due to
fluctuations in the fair value of our derivatives and may result
in us holding more high quality securities to ensure we have
sufficient collateral to post derivative counterparties in the
event of adverse changes in fair value of our derivative instru-
ments. In the event we do not have sufficient high quality secu-
rities to provide as collateral, we may need to sell certain other
securities to purchase assets that would be eligible for collareral
posting, which could adversely impact our future investment
income.

Interest Rate Risk

We enter into market-sensitive instruments primarily for
purposes other than trading. Our life insurance, long-term care
insurance and deferred annuity products have significant inter-
est rate risk and are predominantly associated with our U.S. life
insurance subsidiaries. Our international mortgage insurance
business and immediate annuity products have moderate inter-
est rate risk, while our wealth management, lifestyle protection
insurance and U.S. mortgage insurance businesses have rela-
tively low interest rate risk.

Our insurance and investment products are sensitive to
interest rate fluctuations and expose us to the risk that falling
interest rates or credit spreads will reduce our margin or the
difference between the returns we earn on the investments that
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support our obligations under these products and the amounts
that we must pay to policyholders and contractholders. Because
we may reduce the interest rates we credit on most of these
products only at limited, pre-established intervals, and because
some contracts have guaranteed minimum interest crediting
rates, declines in interest rates can impact the profitability of
these products.

During periods of increasing market interest rates, we may
offer higher crediting rates on interest-sensitive products, such
as universal life insurance and fixed annuities, and we may
increase crediting rates on in-force products to keep these
products competitive. In addition, rapidly rising interest rates
may cause increased policy surrenders, withdrawals from life
insurance policies and annuity contracts and requests for policy
loans, as policyholders and contractholders shift assets into
higher yielding investments. Increases in crediting rates, as well
as surrenders and withdrawals, could have an adverse effect on
our financial condition and results of operations, including the
requirement to liquidate fixed-income investments in an
unrealized loss position to satisfy surrenders or withdrawals.

Our life and long-term care insurance products as well as
our guaranteed benefits on variable annuities also expose us to
the risk of interest rate fluctuations. The pricing and expected
future profitability of these products are based in part on
expected investment returns. Over time, life and long-term care
insurance products generally produce positive cash flows as
customers pay periodic premiums, which we invest as they are
received. Low interest rates increase reinvestment risk and
reduce our ability to achieve our targeted investment margins
and may adversely affect the profitability of our life and long-
term care insurance products and may increase hedging costs
on our in-force block of variable annuity products. A prolonged
low interest rate environment may negatively impact the suffi-
ciency of our margins on our DAC and PVFP, which could
result in an impairment of these assets. In addition, certain
statutory capital requirements are based on models that
consider interest rates. Prolonged periods of low interest rates
may increase the statutory capital we are required to hold as
well as the amount of assets we must maintain to support stat-
utory reserves.

The significant interest rate risk that is present in our life
insurance, long-term care insurance and deferred annuity
products is a result of longer duration liabilities where a sig-
nificant portion of cash flows to pay benefits comes from
investment returns. Additionally, certain of these products have
implicit and explicit rate guarantees or optionality that is sig-
nificantly impacted by changes in interest rates. We seek to
minimize interest rate risk by purchasing assets to better align
the duration of our assets with the duration of the liability or
utilizing derivatives to mitigate interest rate risk for product
lines where asset durations are not sufficient to align with the
related liability. Additionally, we also minimize certain of these
risks through product design features.

The carrying value of our investment portfolio as of
December 31, 2011 and 2010 was $71.9 billion and $68.4 bil-



lion, respectively, of which 81% in each year was invested in
fixed maturity securities. The primary market risk to our
investment portfolio is interest rate risk associated with invest-
ments in fixed maturity securities. We mitigate the market risk
associated with our fixed maturity securities portfolio by closely
matching the duration of our fixed maturity securities with the
duration of the liabilities that those securities are intended to
support.

Interest rate fluctuations also could have an adverse effect
on the results of our investment portfolio. During periods of
declining marker interest rates, the interest we receive on varia-
ble interest rate investments decreases. In addition, during
those periods, we are forced to reinvest the cash we receive as
interest or return of principal on our investments in lower-
yielding high-grade instruments or in lower-credit instruments
to maintain comparable returns. Issuers of fixed-income secu-
rities may also decide to prepay their obligations in order to
borrow at lower market rates, which exacerbates the risk that
we may have to invest the cash proceeds of these securities in
lower-yielding or lower-credit instruments. During periods of
increasing interest rates, market values of lower-yielding assets
will decline. In addition, our interest rate hedges will decline
which will require us to post additional collateral with our
derivative counterparties.

The primary market risk for our long-term borrowings is
interest rate risk at the time of maturity or early redemption,
when we may be required to refinance these obligations. We
continue to monitor the interest rate environment and to eval-
uate refinancing opportunities as maturity dates approach.
While we are exposed to interest rate risk from certain variable
rate long-term borrowings and non-recourse funding obliga-
tions, in certain instances we invest in variable rate assets to
back those obligations to mitigate the interest rate risk from the
variable interest payments.

We use derivative instruments, such as interest rate swaps,
financial futures and option-based financial instruments, as part
of our risk management strategy. We use these derivatives to
mitigate certain interest rate risk by:

— reducing the risk between the timing of the receipt of cash
and its investment in the market;

— extending or shortening the asset duration to better align
with the duration of the liabilities; and

— protecting against the early termination of an asset or

liability.

As a matter of policy, we have not and will not engage in
derivative market-making, speculative derivative trading or
other speculative derivatives activities.

Equity Market Risk

Our exposure to equity market risk within our insurance
companies primarily relates to variable annuities and certain
equity linked products. Certain variable annuity products have
living benefit guarantees that expose us to equity market risk if
the performance of the underlying mutual funds in the separate

account products experience downturns and volatility for an
extended period of time potentially resulting in more payments
from general account assets than from contractholder separate
account investments. Additionally, continued equity market
volatility could result in additional losses in our variable
annuity products and associated hedging program which will
further challenge our ability to recover DAC on these products
and could lead to additional write-offs of DAC, as well as
increased hedging costs.

Our revenues and returns from our mutual fund wrapped
and separately managed account products and services could
also be impacted by downturns and volatility in equity markets.
Because these products and services generate fees generally from
the value of assets under management, a decline in the equity
markets could reduce our revenues by reducing the value of the
investment assets we manage. Downturns in equity markets
could also lead to an increase in liabilities associated with
secondary guarantee features, such as guaranteed minimum
benefits on separate account products, where we have equity
market risk exposure.

We are exposed to equity risk on our holdings of common
stocks and other equities, as well as risk on products where we
have equity market risk exposure. We manage equity price risk
through industry and issuer diversification, asset allocation
techniques and hedging strategies.

We use derivative instruments, such as financial futures
and option-based financial instruments, as part of our risk
management strategy. We use these derivatives to mitigate
equity risk by reducing our exposure to fluctuations in equity
market indices that underlie some of our products.

Foreign Currency Risk

We also have exposure to foreign currency exchange risk.
Our international operations generate revenues denominated in
local currencies, and we invest cash generated outside the
United States in non-U.S.-denominated securities. As of
December 31, 2011 and 2010, approximately 25% and 22%,
respectively, of our invested assets were held by our interna-
tional operations and were invested primarily in non-U.S.-
denominated securities. Although investing in securities
denominated in local currencies limits the effect of currency
exchange rate fluctuation on local operating results, we remain
exposed to the impact of fluctuations in exchange rates as we
translate the operating results of our foreign operations into our
consolidated financial statements. We currently do not hedge
this exposure. For the years ended December 31, 2011, 2010
and 2009, 139%, 152% and 160%, respectively, of our
income, excluding net investment gains (losses), was generated
by our international operations. Our investments in
non-U.S.-denominated securities are subject to fluctuations in
non-U.S. securities and currency markets, and those markets
can be volatile. Non-U.S. currency fluctuations also affect the
value of any dividends paid by our non-U.S. subsidiaries to
their parent companies in the United States.
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We use derivative instruments, such as foreign currency
swaps, financial futures and option-based financial instruments,
as part of our risk management strategy. We use these
derivatives to mitigate certain foreign currency risks by:

— matching the currency of invested assets with the liabilities
they support;

— converting certain non-functional currency investments into
functional currency; and

— hedging certain near-term foreign currency dividends or cash
flows expected from international subsidiaries.

Sensitivity Analysis

Sensitivity analysis measures the impact of hypothetical
changes in interest rates, foreign exchange rates and other
market rates or prices on the profitability of market-sensitive
financial instruments.

The following discussion about the potential effects of
changes in interest rates, foreign currency exchange rates and
equity market prices is based on so-called “shock-tests,” which
model the effects of interest rate, foreign currency exchange rate
and equity market price shifts on our financial condition and
results of operations. Although we believe shock-tests provide
the most meaningful analysis permitted by the rules and regu-
lations of the SEC, they are constrained by several factors,
including the necessity to conduct the analysis based on a single
point in time and by their inability to include the extra-
ordinarily complex market reactions that normally would arise
from the market shifts modeled. Although the following results
of shock-tests for changes in interest rates, foreign currency
exchange rates and equity market prices may have some limited
use as benchmarks, they should not be viewed as forecasts.
These forward-looking disclosures also are selective in nature
and address only the potential impacts on our financial instru-
ments. For the purpose of this sensitivity analysis, we excluded
the potential impacts on our insurance liabilities that are not
considered financial instruments, with the exception of those
insurance liabilities that have embedded derivatives that are
required to be bifurcated in accordance with U.S. GAAP. They
do not include a variety of other potential factors that could
affect our business as a result of these changes in interest rates,
foreign currency exchange rates and equity market prices.

Interest Rate Risk

One means of assessing exposure to interest rate changes is
a duration-based analysis that measures the potential changes in
fair value resulting from a hypothetical change in interest rates
of 100 basis points across all maturities. This is sometimes
referred to as a parallel shift in the yield curve. Note that all
impacts noted below exclude any effects of deferred taxes, DAC
and PVFP unless otherwise noted.

Under this model, with all other factors constant and
assuming no offsetting change in the value of our liabilities, we
estimated that such an increase in interest rates would cause the
fair value of our fixed-income securities portfolio to decrease by
approximately $3.7 billion based on our securities positions as
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of December 31, 2011, as compared to an estimated decrease
of $3.2 billion under this model as of December 31, 2010. The
increase in the impact of the parallel shift in the yield curve in
2011 was due to the increase in duration of fixed maturity
securities to better align with the liabilities being backed by
these investments. Additionally, the results of this parallel shift
in the yield curve would cause the fair value of our commercial
mortgage loans to decrease by approximately $256 million
based on our commercial mortgage loans as of December 31,
2011, which is consistent with the prior year.

We performed a similar sensitivity analysis on our
derivatives portfolio and noted that a 100 basis point increase
in interest rates resulted in a decrease in fair value of $921 mil-
lion based on our derivatives portfolio as of December 31,
2011, as compared to an estimated decline of $758 million
under this model as of December 31, 2010. The estimated
decrease in fair value of our derivatives portfolio would also
require us to post collateral to certain derivative counterparties
of approximately $248 million and would require us to post
cash margin related to our futures contracts of $131 million
based on our derivatives portfolio as of December 31, 2011. Of
the $921 million estimated decrease in fair value on our
derivatives portfolio as of December 31, 2011, $128 million
related to non-qualified derivatives used to mitigate interest rate
risk associated with our GMWB embedded derivative liabilities
as of December 31, 2011. We also performed a similar sensi-
tivity analysis on our embedded derivatives associated with our
GMWSB liabilities and noted that a 100 basis point increase in
interest rates resulted in a decrease of $137 million based on
our GMWB embedded derivative liabilities as of December 31,
2011, as compared to an estimated decline of $86 million
under this model as of December 31, 2010.

The impact on our insurance liabilities, as they are not
considered financial instruments, is not included in the
sensitivities above.

The principal amount, weighted-average interest rate and
fair value by maturity, of our variable rate debt were as follows
as of December 31, 2011:

Weighted-
Principal average interest Fair
(Amounts in millions) amount rate  value (2)
Maturity (1):
Non-recourse funding obligations:
River Lake Insurance Company
1v, 2028 $ 508 0.58% $ 337
River Lake Insurance Company,
2033 1,070 1.48% 706
River Lake Insurance Company 11,
2035 712 1.04% 470
River Lake Insurance Company 111,
2036 651 1.66% 470
Rivermont Insurance Company I,
2050 315 2.29% 177
Total non-recourse funding
obligations 3,256 1.41% 2,160
Floating rate junior notes, 2021 (3) 143 9.23% 139
Total floating rate debt $3,399 $2,299




(1) There are no maturities over the next five years.

(2) The valuation methodology used is based on the then-current coupon, revalued
based on the LIBOR rate set and current spread assumption based on
commercially available data. The model is a floating rate coupon model using
the spread assumption to derive the valuation.

(3) Subordinaed floating rate notes issued in June 2011 by our indirecr wholly-
owned subsidiary, Genworth Financial Mortgage Insurance Pty Limited, with
an interest rate of three-month Bank Bill Swap reference rate plus a margin of
4.75%.

The weighted-average interest rate on our non-recourse
funding obligations as of December 31, 2010 was 1.44% based
on $3,437 million of non-recourse funding obligations as of
December 31, 2010.

Foreign Currency Risk

One means of assessing exposure to changes in foreign
currency exchange rates is to model effects on reported income
using a sensitivity analysis. We analyzed our combined cur-
rency exposure for the year ended December 31, 2011, includ-
ing the results of our international operations financial
instruments designated and effective as hedges to identify assets
and liabilities denominated in currencies other than their rele-
vant functional currencies. Net unhedged exposures in each
currency were then remeasured, generally assuming a 10%
decrease in foreign currency exchange rates compared to the
U.S. dollar. Under this model, with all other factors constant,
we estimated that such a decrease would decrease our pre-tax
results by approximately $65 million for the year ended
December 31, 2011, as compared to an estimated decrease of
$71 million under this model for the year ended December 31,
2010.

We also performed a similar sensitivity analysis on our
foreign currency derivative portfolio and noted that a 10%
decrease in currency exchange rates resulted in a decrease in fair
value of $31 million as of December 31, 2011, as compared to
an estimated decrease of $79 million under this model for the
year ended December 31, 2010. The change in fair value of
derivatives may not result in a direct impact to our income as a
result of certain derivatives that may be designated as qualifying

hedge relationships.

Equity Market Risk

One means of assessing exposure to changes in equity
market prices is to estimate the potential changes in market
values on our equity investments resulting from a hypothetical
broad-based decline in equity market prices of 10%. Under this
model, with all other factors constant, we estimated that such a
decline in equity market prices would cause the market value of
our equity investments to decline by approximately $31 million
based on our equity positions as of December 31, 2011, as
compared to an estimated decline of $22 million under this

model for the year ended December 31, 2010.

We performed a similar sensitivity analysis on our equity
market derivatives and noted that a 10% decline in equity
market prices would result in an increase in fair value of $95
million based on our equity market derivatives as of
December 31, 2011, as compared to an estimated increase of
$79 million under this model as of December 31, 2011. The
estimated in fair value
non-qualified derivatives used to mitigate interest rate risk asso-
ciated with our GMWB embedded derivative liabilities. We
also performed a similar sensitivity analysis on our embedded
derivatives associated with our GMWB liabilities and noted
that a 10% decline in equity market prices would result in an
increase in fair value of $90 million based on our GMWB
embedded derivative liabilities as of December 31, 2011, as
compared to an estimated increase of $67 million under this
model as of December 31, 2010.

increase primarily relates to

Derivative Counterparty Credit Risk

For all derivative instruments except for derivatives asso-
ciated with our consolidated securitization entities, a counter-
party (or its guarantor, as applicable) may not have a long-term
unsecured debt rating below “A-/A3” as rated by S&P and
Moody’s, respectively, at the date of execution of the derivative
instrument. The same requirement applies where a Credit
Support Annex (“CSA”) to an International Swaps and
Derivatives Association, Inc. (“ISDA”) Master Agreement has
been obtained such that the counterparty is obligated to pro-
vide collateral. In the case of a split or single rating, the lowest
or the single rating will apply.

In the case of foreign exchange transactions with a tenor of
exposure of less than one year, a counterparty must have short-
term credit rating of “A-1/P-1” or its equivalent. In the case of
a split or single rating, the lowest or the single rating will apply.

All counterparty exposure is measured on a net
mark-to-market basis where the valuation of a derivative is
adjusted to reflect current market values. This is achieved by
estimating the net present value of derivatives positions con-
tracted and outstanding with each counterparty and calculating
the gross loss (excluding recoveries) that would be sustained in
the event of a counterparty bankruptcy (taking into account
netting and pledged collateral under the applicable ISDA Mas-
ter Agreement and CSA). Investment exposure limits to coun-
terparties shall take into account all exposures (through
derivatives, bond investments, repurchase transactions or
otherwise).

We may also engage in derivatives transactions traded on
regulated exchanges or clearinghouses where the exchanges or
clearinghouse ensure the performance of the contracts.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Genworth Financial, Inc.:

We have audited the accompanying consolidated balance sheets of Genworth Financial, Inc. (the Company) as of
December 31, 2011 and 2010, and the related consolidated statements of income, changes in stockholders’ equity, and cash flows
for each of the years in the three-year period ended December 31, 2011. These consolidated financial statements are the responsi-
bility of the Company’s management. Our responsibility is to express an opinion on these consolidated financial statements based
on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial posi-
tion of Genworth Financial, Inc. as of December 31, 2011 and 2010, and the results of its operations and its cash flows for each of
the years in the three-year period ended December 31, 2011, in conformity with U.S. generally accepted accounting principles.

As discussed in note 2 to the consolidated financial statements, the Company changed its method of accounting for embedded
credit derivatives and variable interest entities in 2010 and for other-than-temporary impairments in 2009.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
Genworth Financial, Inc.’s internal control over financial reporting as of December 31, 2011, based on criteria established in
Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COSO), and our report dated February 27, 2012, expressed an unqualified opinion on the effectiveness of the Company’s internal
control over financial reporting.

/s/ KPMG LLP

Richmond, Virginia
February 27, 2012
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Genworth Financial, Inc.

Consolidated Statements of Income

(Amounts in millions, except per share amounts)

Years ended December 31,
2011 2010 2009

Revenues:
Premiums $ 5,705 $ 5,854 $6,019
Net investment income 3,380 3,266 3,033
Net investment gains (losses) (220) (143) (1,041)
Insurance and investment product fees and other 1,479 1,112 1,058

Total revenues 10,344 10,089 9,069
Benefits and expenses:
Benefits and other changes in policy reserves 5,926 5,994 5,818
Interest credited 794 841 984
Acquisition and operating expenses, net of deferrals 2,032 1,965 1,884
Amortization of deferred acquisition costs and intangibles 743 756 782
Goodwill impairment 29 - —
Interest expense 506 457 393

Total benefits and expenses 10,030 10,013 9,861
Income (loss) before income taxes 314 76 (792)
Provision (benefit) for income taxes 53 (209) (393)
Net income (loss) 261 285 (399)
Less: net income attributable to noncontrolling interests 139 143 61
Net income (loss) available to Genworth Financial, Inc.’s common stockholders $ 122 $ 142 $ (460)
Net income (loss) available to Genworth Financial, Inc.’s common stockholders per common share:

Basic $ 025 $ 029 $ (1.02)

Diluted $ 025 0.29 $ (1.02)
Weighted-average common shares outstanding:

Basic 490.6 489.3 451.1

Diluted 493.5 493.9 451.1
Supplemental disclosures:
Total other-than-temporary impairments $ (118) $ (122)  $(1,499)
Portion of other-than-temporary impairments included in other comprehensive income (loss) (14) (86) 441
Net other-than-temporary impairments (132) (208) (1,058)
Other investments gains (losses) (88) 65 17
Total net investment gains (losses) $ (220) $ (143) $(1,041)

See Notes to Consolidated Financial Statements
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Genworth Financial, Inc.

Consolidated Balance Sheets

(Amounts in millions, except per share amounts)

December 31,
2011 2010
Assets
Investments:
Fixed maturity securities available-for-sale, at fair value $ 58,295 $ 55,183
Equity securities available-for-sale, at fair value 361 332
Commercial mortgage loans 6,092 6,718
Restricted commercial mortgage loans related to securitization entities 411 507
Policy loans 1,549 1,471
Other invested assets 4,819 3,854
Restricted other invested assets related to securitization entities ($376 and $370 at fair value) 377 372
Total investments 71,904 68,437
Cash and cash equivalents 4,488 3,132
Accrued investment income 691 733
Deferred acquisition costs 7,327 7,256
Intangible assets 577 741
Goodwill 1,253 1,329
Reinsurance recoverable 16,982 17,191
Other assets 958 810
Deferred tax asset —_ 1,100
Separate account assets 10,122 11,666
Total assets $114,302 $112,395
Liabilities and stockholders’ equity
Liabilities:
Future policy benefits $ 31,971 $ 30,717
Policyholder account balances 26,345 26,978
Liability for policy and contract claims 7,620 6,933
Unearned premiums 4,257 4,541
Other liabilities ($210 and $150 other liabilities related to securitization entities) 6,308 6,085
Borrowings related to securitization entities ($48 and $51 at fair value) 396 494
Non-recourse funding obligations 3,256 3,437
Long-term borrowings 4,726 4,952
Deferred tax liability 1,636 1,621
Separate account liabilities 10,122 11,666
Total liabilities 96,637 97,424
Commitments and contingencies
Stockholders’ equity:
Class A common stock, $0.001 par value; 1.5 billion shares authorized; 579 million and 578 million shares issued as of
December 31, 2011 and 2010, respectively; 491 million and 490 million shares outstanding as of December 31, 2011 and
2010, respectively 1 1
Additional paid-in capital 12,124 12,095
Accumulated other comprehensive income (loss):
Net unrealized investment gains (losses):
Net unrealized gains (losses) on securities not other-than-temporarily impaired 1,586 21
Net unrealized gains (losses) on other-than-temporarily impaired securities (132) (121)
Net unrealized investment gains (losses) 1,454 (100)
Derivatives qualifying as hedges 2,009 924
Foreign currency translation and other adjustments 558 668
Total accumulated other comprehensive income (loss) 4,021 1,492
Retained earnings 3,095 2,973
Treasury stock, at cost (88 million shares as of December 31, 2011 and 2010) (2,700) (2,700)
Total Genworth Financial, Inc.’s stockholders’ equity 16,541 13,861
Noncontrolling interests 1,124 1,110
Toral stockholders’ equity 17,665 14,971
$114,302 $112,395

Total liabilities and stockholders’ equity

See Notes to Consolidated Financial Statements
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Genworth Financial, Inc.
Consolidated Statements of Changes in Stockholders” Equity

(Amounts in millions)

Total
Genworth
Accumulated Treasury  Financial,
Additional other stock, Inc’s Total
Common  paid-in comprehensive Retained at stockholders’ Noncontrolling stockholders’
stock capital  income (loss) earnings cost equity interests equity
Balances as of December 31, 2010 $1 $12,095 $1,492 $2,973 $(2,700) $13,861 $1,110 $14,971
Repurchase of subsidiary shares — — — — — — 71) (71)
Comprehensive income (loss):
Net income — — — 122 — 122 139 261
Net unrealized gains (losses) on securities not other-
than-temporarily impaired — — 1,565 — — 1,565 39 1,604
Net unrealized gains (losses) on other-than-temporarily
impaired securities — — (11) — — (11) — an
Derivatives qualifying as hedges —_ — 1,085 — — 1,085 — 1,085
Foreign currency translation and other adjustments — — (110) — — (110) (26) (136)
Total comprehensive income (loss) 2,803
Dividends to noncontrolling interests — — — — — — (67) (67)
Stock-based compensation expense and exercises and other — 29 — — — 29 — 29
Balances as of December 31, 2011 $1 $12,124 $4,021 $3,095 $(2,700) $16,541 $1,124 $17,665
Balances as of December 31, 2009 $1 $12,034 $ (164) $3,105 $(2,700) $12,276 $1,074 $13,350
Cumulative effect of change in accounting, net of taxes and
other adjustments — — 260 (275) — (15) — (15)
Repurchase of subsidiary shares — — — — — — (131) (131)
Comprehensive income (loss):
Net income — — — 142 — 142 143 285
Net unrealized gains (losses) on securities not other-
than-temporarily impaired — — 912 — — 912 11 923
Net unrealized gains (losses) on other-than-temporarily
impaired securities — — 126 — — 126 — 126
Derivatives qualifying as hedges — — 122 — — 122 — 122
Foreign currency translation and other adjustments — — 236 — — 236 56 292
Total comprehensive income (loss) 1,748
Dividends to noncontrolling interests —_ —_ — — —_ —_ (43) (43)
Stock-based compensation expense and exercises and other — 38 — — — 38 — 38
Other capital transactions — 23 — 1 — 24 — 24
Balances as of December 31, 2010 $1 $12,095 $1,492 $2,973 $(2,700) $13,861 $1,110 $14,971
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Genworth Financial, Inc.

Consolidated Statements of Changes in Stockholders’ Equity—(Continued)

(Amounts in millions)

Total
Genworth
Accumulated Treasury Financial,
Additional other stock, Incs Total
Common paid-in comprehensive  Retained at  stockholders’ Noncontrolling stockholders’
stock capital  income (loss)  earnings cost equity interests equity
Balances as of December 31, 2008 $1 $11,477 $(3,062) $3,210  $(2,700) $ 8,926 $ — $ 8,926
Cumulative effect of change in accounting, net
of taxes and other adjustments — — (349) 355 — 6 —_ 6
Initial sale of subsidiary shares to noncontrolling
interests — (85) (60) — —_ (145) 828 683
Addirional sale of subsidiary shares to
noncontrolling interests — (3) (12) — — (15) 99 84
Issuance of common stock — 622 — — — 622 — 622
Comprehensive income (loss):
Net income (loss) — — — (460) — (460) 61 (399)
Net unrealized gains (losses) on securities not
other- than-temporarily impaired — — 2,997 — — 2,997 17 3,014
Net unrealized gains (losses) on other-than-
temporarily impaired securities — — 14 - — 14 — 14
Derivatives qualifying as hedges — — (359 — — (359) — (359)
Foreign currency translation and other
adjustments — — 667 — — 667 79 746
Total comprehensive income (loss) 3,016
Dividends to noncontrolling interests — — — — — —_ (10) (10)
Stock-based compensation expense and exercises
and other — 23 — — — 23 — 23
Balances as of December 31, 2009 $1 $12,034 $ (164) $3,105 $(2,700) $12,276 $1,074 $13,350

See Notes to Consolidated Financial Statements
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Genworth Financial, Inc.

Consolidated Statements of Cash Flows

(Amounts in millions)

Years ended December 31,
2011 2010 2009
Cash flows from operating activities:
Net income (loss) $ 261 $ 285 $ (399
Adjustments to reconcile net income (loss) to net cash from operating activities:
Amortization of fixed maturity discounts and premiums and limited partnerships (77) (55) 84
Net investment losses (gains) 220 143 1,041
Charges assessed to policyholders (690) (506) (442)
Acquisition costs deferred (899) (839) Go7)
Amortization of deferred acquisition costs and intangibles 743 756 782
Goodwill impairment 29 — —
Deferred income taxes (309) (294) (476)
Gain on sale of subsidiary (20) —_ 4)
Net increase (decrease) in trading securities, held-for-sale investments and derivative instruments 1,451 (100) (59)
Stock-based compensation expense 31 44 26
Change in certain assets and liabilities:
Accrued investment income and other assets (140) (33) (90)
Insurance reserves 2,492 2,406 2,763
Current tax liabilities 131 (173) (119)
Other liabilities and other policy-related balances (98) (298) (469)
Net cash from operating activities 3,125 1,336 1,931
Cash flows from investing activities:
Proceeds from maturities and repayments of investments:
Fixed maturity securities 5,233 4,589 4,105
Commercial mortgage loans 912 769 710
Restricted commercial mortgage loans related to securitization entities 96 52 —
Proceeds from sales of investments:
Fixed maturity and equity securities 6,284 4,643 5,808
Purchases and originations of investments:
Fixed maturity and equity securities (11,885) (13,237) (9,869)
Commercial mortgage loans (300) (105) —
Other invested assets, net (527) 1,579 (314)
Policy loans, net (79) (68) 431
Net cash transferred related to the sale of a subsidiary 211 — (51)
Payments for businesses purchased, net of cash acquired (4) 37) —_
Net cash from investing activities (59) (1,815) 820
Cash flows from financing activities:
Deposits to universal life and investment contracts 2,664 2,737 2,271
Withdrawals from universal life and investment contracts (3,688) (4,429) (7,975)
Short-term borrowings and other, net (38) (777) (375)
Redemption and repurchase of non-recourse funding obligations (130) (6) (12)
Proceeds from the issuance of long-term debt 545 1,204 298
Repayment and repurchase of long-term debt (760) (6) (898)
Proceeds from issuance of common stock — — 622
Repayment of borrowings related to securitization entities (96) (61) —
Repurchase of subsidiary shares (71) (131) —
Dividends paid to noncontrolling interests 67) (43) (10)
Proceeds from the sale of subsidiary shares to noncontrolling interests — — 770
Net cash from financing activities (1,641) (1,512) (5,309)
Effect of exchange rate changes on cash and cash equivalents (69) 121 232
Net change in cash and cash equivalents 1,356 (1,870) (2,326)
Cash and cash equivalents at beginning of period 3,132 5,002 7,328
Cash and cash equivalents at end of period $ 4,488 $ 3,132 $ 5,002

See Notes to Consolidated Financial Statements
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Genworth Financial, Inc.

Notes to Consolidated Financial Statements

Years Ended December 31, 2011, 2010 and 2009

(1) NATURE OF BUSINESS AND
FORMATION OF GENWORTH

Genworth Financial, Inc. (“Genworth”) was incorporated
in Delaware on October 23, 2003 as an indirect subsidiary of
General Electric Company (“GE”) in preparation for the initial
public offering (“IPO”) of Genworth’s common stock, which
was completed on May 28, 2004. In connection with our IPO,
Genworth acquired substantially all of the assets and liabilities
of GE Financial Assurance Holdings, Inc. (“GEFAHI”). The
transaction was accounted for at book value as a transfer
between entities under common control and is referred to as
our corporate formation.

The accompanying financial statements include on a con-
solidated basis the accounts of Genworth and our affiliate
companies in which we hold a majority voting interest or
power to direct activities of certain variable interest entities
(“VIEs”), which we refer to as the “Company,” “we,” “us” or
“our” unless the context otherwise requires.

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 pro-
tection) in multiple European countries. Our lifestyle pro-
tection 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 products that include managed account
programs together with advisor support and financial plan-
ning services.

— International Mortgage Insurance. We are a leading pro-
vider 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 pro-
vide mortgage insurance on a bulk basis with essentially all of
our bulk writings prime-based. Additionally, we offer serv-
ices, 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 con-
tracts (“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 com-
pany level, unallocated corporate income and expenses, elimi-
nations of inter-segment transactions and the results of other
non-core businesses that are managed outside of our operating

.segments.

(2) SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Our consolidated financial statements have been prepared
on the basis of U.S. generally accepted accounting principles
(“U.S. GAAP”). Preparing financial statements in conformity
with U.S. GAAP requires us to make estimates and assump-
tions that affect reported amounts and related disclosures.
Actual results could differ from those estimates. All significant
intercompany accounts and transactions have been eliminated
in consolidation. Certain prior year amounts have been
reclassified to conform to the current year presentation.

a) Premiums

For traditional long-duration insurance contracts, we
report premiums as carned when due. For short-duration
insurance contracts, we report premiums as revenue over the
terms of the related insurance policies on a pro-rata basis or in
proportion to expected claims.

For single premium mortgage insurance contracts, we
report premiums over the estimated policy life in accordance
with the expected pattern of risk emergence as further described
in our accounting policy for unearned premiums.

Premiums received under annuity contracts without sig-
nificant mortality risk and premiums received on investment
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and universal life insurance products are not reported as rev-
enues but rather as deposits and are included in liabilities for
policyholder account balances.

b) Net Investment Income and Net Investment Gains and
Losses

Investment income is recognized when earned. Income or
losses upon call or prepayment of available-for-sale fixed
maturity securities is recognized in net investment income,
except for hybrid securities where the income or loss upon call
is recognized in net investment gains and losses. Investment
gains and losses are calculated on the basis of specific identi-
fication.

Investment income on mortgage-backed and asset-backed
securities is initially based upon yield, cash flow and prepay-
ment assumptions at the date of purchase. Subsequent revisions
in those assumptions are recorded using the retrospective or
prospective method. Under the retrospective method, used for
mortgage-backed and asset-backed securities of high credit
quality (ratings equal to or greater than “AA” or that are backed
by a U.S. agency) which cannot be contractually prepaid,
amortized cost of the security is adjusted to the amount that
would have existed had the revised assumptions been in place at
the date of purchase. The adjustments to amortized cost are
recorded as a charge or credit to net investment income. Under
the prospective method, which is used for all other mortgage-
backed and asset-backed securities, future cash flows are esti-
mated and interest income is recognized going forward using
the new internal rate of return.

¢) Insurance and Investment Product Fees and Other

Insurance and investment product fees and other consist
primarily of insurance charges assessed on universal and term
universal life insurance contracts, fees assessed against customer
account values and commission income. For universal and term
universal life insurance contracts, charges to policyholder
accounts for cost of insurance are recognized as revenue when
due. Variable product fees are charged to variable annuity con-
tractholders and variable life insurance policyholders based
upon the daily net assets of the contractholder’s and policy-
holder’s account values and are recognized as revenue when
charged. Policy surrender fees are recognized as income when
the policy is surrendered.

d) Investment Securities

At the time of purchase, we designate our investment secu-
rities as either available-for-sale or trading and report them in
our consolidated balance sheets at fair value. Our portfolio of
fixed maturity securities is comprised primarily of investment
grade securities. Changes in the fair value of available-for-sale
investments, net of the effect on deferred acquisition costs
(“DAC”), present value of future profits (“PVFP”), benefit
reserves and deferred income taxes, are reflected as unrealized
investment gains or losses in a separate component of accumu-
lated other comprehensive income (loss). Realized and unreal-
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ized gains and losses related to trading securities are reflected in
net investment gains (losses). Trading securities are included in
other invested assets in our consolidated balance sheets and
primarily represent fixed maturity securities where we utilized
the fair value option.

Other-Than-Temporary Impairments On Available-For-Sale
Securities

As of each balance sheet date, we evaluate securities in an
unrealized loss position for other-than-temporary impairments.
For debt securities, we consider all available information rele-
vant to the collectability of the security, including information
about past events, current conditions, and reasonable and
supportable forecasts, when developing the estimate of cash
flows expected to be collected. More specifically for mortgage-
backed and asset-backed securities, we also utilize performance
indicators of the underlying assets including default or delin-
quency rates, loan to collateral value ratios, third-party credit
enhancements, current levels of subordination, vintage and
other relevant characteristics of the security or underlying assets
to develop our estimate of cash flows. Estimating the cash flows
expected to be collected is a quantitative and qualitative process
that incorporates information received from third-party sources
along with certain internal assumptions and judgments regard-
ing the future performance of the underlying collateral. Where
possible, this data is benchmarked against third-party sources.

Prior to adoption of new accounting guidance related to
the recognition and presentation of other-than-temporary
impairments on April 1, 2009, we recognized an other-than-
temporary impairment on debt securities in an unrealized loss
position when we did not expect full recovery of value or did
not have the intent and ability to hold such securities until they
had fully recovered their amortized cost. The recognition of
other-than-temporary impairments prior to April 1, 2009
represented the entire difference between the amortized cost
and fair value with this difference being recorded in net income
(loss) as an adjustment to the amortized cost of the security.

Beginning on April 1, 2009, we recognize other-than-
temporary impairments on debt securities in an unrealized loss
position when one of the following circumstances exists:

— we do not expect full recovery of our amortized cost based on
the estimate of cash flows expected to be collected,

— we intend to sell a security or

— it is more likely than not that we will be required to sell a
security prior to recovery.

For other-than-temporary impairments recognized during
the period, we present the total other-than-temporary impair-
ments, the portion of other-than-temporary impairments
included in other comprehensive income (loss) (“OCI”) and
the net other-than-temporary impairments as supplemental
disclosure presented on the face of our consolidated statements
of income.

Total other-than-temporary impairments are calculated as
the difference between the amortized cost and fair value that
emerged in the current period. For other-than-temporarily
impaired securities where we do not intend to sell the security



and it is not more likely than not that we will be required to
sell the security prior to recovery, total other-than-temporary
impairments are adjusted by the portion of other-than-
temporary impairments recognized in OCI (“non-credit”). Net
other-than-temporary impairments recorded in net income
(loss) represent the credit loss on the other-than-temporarily
impaired securities with the offset recognized as an adjustment
to the amortized cost to determine the new amortized cost basis
of the securities.

For securities that were deemed to be other-than-
temporarily impaired and a non-credit loss was recorded in
OCI, the amount recorded as an unrealized gain (loss) repre-
sents the difference between the current fair value and the new
amortized cost for each period presented. The unrealized gain
(loss) on an other-than-temporarily impaired security is
recorded as a separate component in OCI until the security is
sold or until we record an other-than-temporary impairment
where we intend to sell the security or will be required to sell
the security prior to recovery.

To estimate the amount of other-than-temporary impair-
ment attributed to credit losses on debt securities where we do
not intend to sell the security and it is not more likely than not
that we will be required to sell the security prior to recovery, we
determine our best estimate of the present value of the cash
flows expected to be collected from a security by discounting
these cash flows at the current effective yield on the security
prior to recording any other-than-temporary impairment. If the
present value of the discounted cash flows is lower than the
amortized cost of the security, the difference between the pres-
ent value and amortized cost represents the credit loss asso-
ciated with the security with the remaining difference between
fair value and amortized cost recorded as a non-credit other-
than-temporary impairment in OCL

The evaluation of other-than-temporary impairments is
subject to risks and uncertainties and is intended to determine
the appropriate amount and timing for recognizing an impair-
ment charge. The assessment of whether such impairment has
occurred is based on management’s best estimate of the cash
flows expected to be collected at the individual security level.
We regularly monitor our investment portfolio to ensure that
securities that may be other-than-temporarily impaired are
identified in a timely manner and that any impairment charge
is recognized in the proper period.

While the other-than-temporary impairment model for
debt securities generally includes fixed maturity securities, there
are certain hybrid securities that are classified as fixed maturity
securities where the application of a debt impairment model
depends on whether there has been any evidence of deterio-
ration in credit of the issuer. Under certain circumstances,
evidence of deterioration in credit of the issuer may result in
the application of the equity securities impairment model.

For equity securities, we recognize an impairment charge
in the period in which we determine that the security will not
recover to book value within a reasonable period. We
determine what constitutes a reasonable period on a

security-by-security basis based upon consideration of all the
evidence available to us, including the magnitude of an unreal-
ized loss and its duration. In any event, this period does not
exceed 18 months for common equity securities. We measure
other-than-temporary impairments based upon the difference
between the amortized cost of a security and its fair value.

¢) Fair Value Measurements

Fair value is defined as the price that would be received to
sell an asset or paid to transfer a liability in an orderly trans-
action between market participants at the measurement date.
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.

Fair value measurements are based upon observable and
unobservable inputs. Observable inputs reflect market data
obtained from independent sources, while unobservable inputs
reflect our view of market assumptions in the absence of
observable market information. We utilize valuation techniques
that maximize the use of observable inputs and minimize the
use of unobservable inputs. All assets and liabilities carried at
fair value are classified and disclosed in one of the following
three categories:

— Level 1—Quoted prices for identical instruments in active
markets.

~ Level 2—Quoted prices for similar instruments in active
markets; quoted prices for identical or similar instruments in
markets that are not active; and model-derived valuations
whose inputs are observable or whose significant value drivers
are observable.

— Level 3—Instruments whose significant value drivers are
unobservable.

Level 1 primarily consists of financial instruments whose
value is based on quoted market prices such as exchange-traded
derivatives and actively traded mutual fund investments.

Level 2 includes those financial instruments that are valued
using industry-standard pricing methodologies, models or other
valuation methodologies. These models are primarily industry-
standard models that consider various inputs, such as interest
rate, credit spread and foreign exchange rates for the underlying
financial instruments. All significant inputs are observable, or
derived from observable, information in the marketplace or are
supported by observable levels at which transactions are exe-
cuted in the marketplace. Financial instruments in this category
primarily include: certain public and private corporate fixed
maturity and equity securities; government or agency securities;
certain mortgage-backed and asset-backed securities; securities
held as collateral; and certain non-exchange-traded derivatives
such as interest rate or cross currency swaps.

Level 3 is comprised of financial instruments whose fair
value is estimated based on industry-standard pricing method-
ologies and internally developed models utilizing significant
inputs not based on, nor corroborated by, readily available
market informartion. In limited instances, this category may
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also utilize non-binding broker quotes. This category primarily
consists of certain less liquid fixed maturity, equity and trading
securities and certain derivative instruments or embedded
derivatives where we cannot corroborate the significant valu-
ation inputs with market observable data.

As of each reporting period, all assets and liabilities
recorded at fair value are classified in their entirety based on the
lowest level of input that is significant to the fair value
measurement. Our assessment of the significance of a particular
input to the fair value measurement in its entirety requires
judgment, and considers factors specific to the asset or liability,
such as the relative impact on the fair value as a result of
including a particular input. We review the fair value hierarchy
classifications each reporting period. Changes in the observ-
ability of the valuation attributes may result in a reclassification
of certain financial assets or liabilities. Such reclassifications are
reported as transfers in and out of Level 3 at the beginning fair
value for the reporting period in which the changes occur. See
note 17 for additional information related to fair value
measurements.

f) Commercial Mortgage Loans

Commercial mortgage loans are stated at principal
amounts outstanding, net of deferred expenses and allowance
for loan loss. Interest on loans is recognized on an accrual basis
at the applicable interest rate on the principal amount out-
standing. Loan origination fees and direct costs, as well as
premiums and discounts, are amortized as level yield adjust-
ments over the respective loan terms. Unamortized net fees or
costs are recognized upon early repayment of the loans. Loan
commitment fees are deferred and amortized on an effective
yield basis over the term of the loan. Commercial mortgage
loans are considered past due when contractual payments have
not been received from the borrower by the required payment
date.

“Impaired” loans are defined by U.S. GAAP as loans for
which it is probable that the lender will be unable to collect all
amounts due according to original contractual terms of the loan
agreement. In determining whether it is probable that we will
be unable to collect all amounts due, we consider current
payment status, debt service coverage ratios, occupancy levels
and current loan-to-value. Impaired loans are carried on a
non-accrual status. Loans are placed on non-accrual status
when, in management’s opinion, the collection of principal or
interest is unlikely, or when the collection of principal or inter-
est is 90 days or more past due. Income on impaired loans is
not recognized until the loan is sold or the cash received
exceeds the carrying amount recorded.

We evaluate the impairment of commercial mortgage loans
first on an individual loan basis. If an individual loan is not
deemed impaired, then we evaluate the remaining loans collec-
tively to determine whether an impairment should be recorded.

For individually impaired loans, we record an impairment
charge when it is probable that a loss has been incurred. The
impairment is recorded as an increase in the allowance for loan
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losses. All losses of principal are charged to the allowance for
loan losses in the period in which the loan is deemed to be
uncollectible.

For loans that are not individually impaired where we
evaluate the loans collectively, the allowance for loan losses is
maintained at a level that we determine:is adequate to absorb
estimated probable incurred losses in the loan portfolio. Our
process to determine the adequacy of the allowance utilizes an
analytical model based on historical loss experience adjusted for
current events, trends and economic conditions that would
result in a loss in the loan portfolio over the next twelve
months. Key inputs into our evaluation include debt service
coverage ratios, loan-to-value, property-type, occupancy levels,
geographic region, and probability weighting of the scenarios
generated by the model. The actual amounts realized could
differ in the near term from the amounts assumed in arriving at
the allowance for loan losses reported in the consolidated
financial statements. Additions and reductions to the allowance
through periodic provisions or benefits are recorded in net
investment gains (losses).

For commercial mortgage loans classified as held-for-sale,
each loan is carried at the lower of cost or market and is
included in commercial mortgage loans in our consolidated
balance sheets. See note 4 for additional disclosures related to
commercial mortgage loans.

@ Securities Lending Activity

In the United States and Canada, we engage in certain
securities lending transactions for the purpose of enhancing the
yield on our investment securities portfolio. We maintain effec-
tive control over all loaned securities and, therefore, continue to
report such securities as fixed maturity securities on the con-
solidated balance sheets. We are currently indemnified against
counterparty credit risk by the intermediary.

Under the securities lending program in the United States,
the borrower is required to provide collateral, which can consist
of cash or government securities, on a daily basis in amounts
equal to or exceeding 102% of the applicable securities loaned.
Currently, we only accept cash collateral from borrowers under
the program. Cash collateral received by us on securities lend-
ing transactions is reflected in other invested assets with an
offsetting liability recognized in other liabilities for the obliga-
tion to return the collateral. Any cash collateral received is
reinvested by our custodian based upon the investment guide-
lines provided within our agreement. In the United States, the
reinvested cash collateral is primarily invested in a money
market fund approved by the National Association of Insurance
Commissioners (“NAIC”), U.S. and foreign government secu-
rities, U.S. government agency securities, asset-backed securities
and corporate debt securities. As of December 31, 2011 and
2010, the fair value of securities loaned under our securities
lending program in the United States was $0.4 billion and $0.5
billion, respectively. As of December 31, 2011 and 2010, the
fair value of collateral held under our securities lending pro-
gram in the United States was $0.4 billion and $0.5 billion,



respectively, and the offsetting obligation to return collateral of
$0.4 billion and $0.5 billion, respectively, was included in
other liabilities in the consolidated balance sheets. We did not
have any non-cash collateral provided by the borrower in our
securities lending program in the United States as of
December 31, 2011 and 2010.

Under our securities lending program in Canada, the
borrower is required to provide collateral consisting of govern-
ment securities on a daily basis in amounts equal to or exceed-
ing 105% of the fair value of the applicable securities loaned.
Securities received from counterparties as collateral are not
recorded on our consolidated balance sheet given that the risk
and rewards of ownership is not transferred from the counter-
parties to us in the course of such transactions. Additionally,
there was no cash collateral as cash collateral is not permitted as
an acceptable form of collateral under the program. In Canada,
the lending institution must be included on the approved Secu-
rities Lending Borrowers List with the Canadian regulator and
the intermediary must be rated at least “AA-” by Standard &
Poor’s Financial Services LLC. As of December 31, 2011 and
2010, the fair value of securities loaned under our securities
lending program in Canada was $0.3 billion. Prior to the sec-
ond quarter of 2011, we recorded non-cash collateral in other
invested assets with a corresponding liability in other liabilities
representing our obligation to return the non-cash collateral.
Since we do not have rights to sell or pledge the non-cash
collateral, we determined the gross presentation of these
amounts was not required and changed our presentation of
these amounts beginning in the second quarter of 2011.

h) Repurchase Agreements

We have a repurchase program in which we sell an invest-
ment security at a specified price and agree to repurchase that
security at another specified price at a later date. Repurchase
agreements are treated as collateralized financing transactions
and are carried at the amounts at which the securities will be
subsequently reacquired, including accrued interest, as specified
in the respective agreement. The market value of securities to
be repurchased is monitored and collateral levels are adjusted
where appropriate to protect the counterparty against credit
exposure. Cash received is invested in fixed maturity securities.
As of December 31, 2011 and 2010, the fair value of securities
pledged under the repurchase program was $1.7 billion and the
repurchase obligation of $1.5 billion and $1.7 billion,
respectively, was included in other liabilities in the consolidated
balance sheets.

i) Cash and Cash Equivalents

Certificates of deposit, money market funds and other
time deposits with original maturities of 90 days or less are
considered cash equivalents in the consolidated balance sheets
and consolidated statements of cash flows. Items with matur-
ities greater than 90 days but less than one year at the time of
acquisition are considered short-term investments.

j) Deferred Acquisition Costs

Acquisition costs include costs that vary with and are
primarily related to the acquisition of insurance and investment
contracts. Such costs are deferred and amortized as follows:

Long-Duration Contracts. Acquisition costs include
commissions in excess of ultimate renewal commissions, solic-
itation and printing costs, sales material and some support
costs, such as underwriting and contract and policy issuance
expenses. Amortization for traditional long-duration insurance
products is determined as a level proportion of premium based
on commonly accepted actuarial methods and reasonable
assumptions about mortality, morbidity, lapse rates, expenses
and future yield on related investments established when the
contract or policy is issued. Amortization is adjusted each
period to reflect policy lapse or termination rates as compared
to anticipated experience. Amortization for annuity contracts
without significant mortality risk and for investment and uni-
versal life insurance products is based on estimated gross prof-
its. Estimated gross profits are adjusted quarterly to reflect
actual experience to date or for the unlocking of underlying key
assumptions relating to future gross profits based on experience
studies.

Short-Duration Contracts. Acquisition costs consist pri-
marily of commissions and premium taxes and are amortized
ratably over the terms of the underlying policies.

We regularly review all of these assumptions and periodi-
cally test DAC for recoverability. For deposit products, if the
current present value of estimated future gross profits is less
than the unamortized DAC for a line of business, a charge to
income is recorded for additional DAC amortization, and for
certain products, an increase in benefit reserves may be
required. For other products, if the benefit reserve plus antici-
pated future premiums and interest income for a line of busi-
ness are less than the current estimate of future benefits and
expenses (including any unamortized DAC), a charge to
income is recorded for additional DAC amortization or for
increased benefit reserves. See note 6 for additional information
related to DAC including loss recognition and recoverability.

k) Intangible Assets

Present Value of Future Profits. In conjunction with the
acquisition of a block of insurance policies or investment con-
tracts, a portion of the purchase price is assigned to the right to
receive future gross profits arising from existing insurance and
investment contracts. This intangible asset, called PVFP, repre-
sents the actuarially estimated present value of future cash flows
from the acquired policies. PVFP is amortized, net of accreted
interest, in a manner similar to the amortization of DAC.

We regularly review all of these assumptions and periodi-
cally test PVFP for recoverability. For deposit products, if the
current present value of estimated future gross profits is less
than the unamortized PVFP for a line of business, a charge to
income is recorded for additional PVFP amortization. For
other products, if the benefit reserve plus anticipated future
premiums and interest income for a line of business are less
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than the current estimate of future benefits and expenses
(including any unamortized PVFP), a charge to income is
recorded for additional PVFP amortization or for increased
benefit reserves. For the years ended December 31, 2011, 2010
and 2009, no charges to income were recorded as a result of
our PVFP recoverability or loss recognition testing.

Deferred Sales Inducements to Contractholders. We defer
sales inducements to contractholders for features on variable
annuities that entitle the contractholder to an incremental amount
to be credited to the account value upon making a deposit, and for
fixed annuities with crediting rates higher than the contract’s
expected ongoing crediting rates for periods after the inducement.
Deferred sales inducements to contractholders are reported as a
separate intangible asset and amortized in benefits and other
changes in policy reserves using the same methodology and
assumptions used to amortize DAC.

Other Intangible Assets. We amortize the costs of other
intangibles over their estimated useful lives unless such lives are
deemed indefinite. Amortizable intangible assets are tested for
impairment based on undiscounted cash flows, which requires the
use of estimates and judgment, and, if impaired, written down to
fair value based on either discounted cash flows or appraised val-
ues. Intangible assets with indefinite lives are tested at least annu-
ally for impairment and written down to fair value as required.

) Goodwill

Goodwill is not amortized but is tested for impairment at least
annually and between annual tests if an event occurs or circum-
stances change that would more likely than not reduce the fair
value of the reporting unit below its carrying value. We test good-
will using a fair value approach, which requires the use of estimates
and judgment, at the “reporting unit” level. A reporting unit is the
operating segment, or a business one level below that operating
segment (the “component” level) if discrete financial information
is prepared and regularly reviewed by management at the compo-
nent level. We recognize an impairment charge for any amount by
which the carrying amount of a reporting unit’s goodwill exceeds
its fair value.

The determination of fair value for our reporting units is
primarily based on an income approach whereby we use dis-
counted cash flows for each reporting unit. When available and as
appropriate, we use market approaches or other valuation tech-
niques to corroborate discounted cash flow results. The discounted
cash flow model used for each reporting unit is based on either:
operating income or statutory distributable income, depending on
the reporting unit being valued.

The cash flows used to determine fair value are dependent on
a number of significant management assumptions based on our
historical experience, our expectations of future performance, and
expected economic environment. Our estimates are subject to
change given the inherent uncerminty in predicting future
performance and cash flows, which are impacted by such things as
policyholder ~behavior, competitor pricing, new product
introductions and specific industry and market conditions.
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Additionally, the discount rate used in our discounted cash
flow approach is based on management’s judgment of the
appropriate rate for each reporting unit based on the relative
risk associated with the projected cash flows.

See note 8 for additional information related to goodwill
and impairments recorded.

m) Reinsurance

Premium revenue, benefits and acquisition and operating
expenses, net of deferrals, are reported net of the amounts relat-
ing to reinsurance ceded to and assumed from other companies.
Amounts due from reinsurers for incurred and estimated future
claims are reflected in the reinsurance recoverable asset.
Amounts received from reinsurers that represent recovery of
acquisition costs are netted against DAC so that the net
amount is capitalized. The cost of reinsurance is accounted for
over the terms of the related treaties using assumptions con-
sistent with those used to account for the underlying reinsured
policies. Premium revenue, benefits and acquisition and operat-
ing expenses, net of deferrals, for reinsurance contracts that do
not qualify for reinsurance accounting are accounted for under
the deposit method of accounting.

n) Derivatives

Derivative instruments are used to manage risk through
one of four principal risk management strategies including:
(i) liabilities; (ii) invested assets; (iii) portfolios of assets or
liabilities; and (iv) forecasted transactions.

On the date we enter into a derivative contract, manage-
ment designates the derivative as a hedge of the identified
exposure (fair value, cash flow or foreign currency). If a
derivative does not qualify for hedge accounting, the changes in
its fair value and all scheduled periodic settlement receipts and
payments are reported in income.

We formally document all relationships between hedging
instruments and hedged items, as well as our risk management
objective and strategy for undertaking various hedge trans-
actions. In this documentation, we specifically identify the
asset, liability or forecasted transaction that has been designated
as a hedged item, state how the hedging instrument is expected
to hedge the risks related to the hedged item, and set forth the
method that will be used to retrospectively and prospectively
assess the hedging instrument’s effectiveness and- the method
that will be used to measure hedge ineffectiveness. We generally
determine hedge effectiveness based on total changes in fair
value of the hedged item attributable to the hedged risk and the
total changes in fair value of the derivative instrument.

We discontinue hedge accounting prospectively when:
(i) it is determined that the derivative is no longer effective in
offsetting changes in the fair value or cash flows of a hedged
item; (ii) the derivative expires or is sold, terminated or
exercised; (iii) the derivative is de-designated as a hedge
instrument; or (iv) it is no longer probable that the forecasted
transaction will occur.



For all qualifying and highly effective cash flow hedges, the
effective portion of changes in fair value of the derivative
instrument is reported as a component of OCI. The ineffective
portion of changes in fair value of the derivative instrument is
reported as a component of income. When hedge accounting is
discontinued because it is probable that a forecasted transaction
will not occur, the derivative continues to be carried in the
consolidated balance sheets at its fair value, and gains and losses
that were accumulated in OCI are recognized immediately in
income. When the hedged forecasted transaction is no longer
probable, but is reasonably possible, the accumulated gain or
loss remains in OCI and is recognized when the transaction
affects income; however, prospective hedge accounting for the
transaction is terminated. In all other situations in which hedge
accounting is discontinued on a cash flow hedge, amounts pre-
viously deferred in OCI are reclassified into income when
income is impacted by the variability of the cash flow of the
hedged item.

For all qualifying and highly effective fair value hedges, the
changes in fair value of the derivative instrument are reported
in income. In addition, changes in fair value attributable to the
hedged portion of the underlying instrument are reported in
income. When hedge accounting is discontinued because it is
determined that the derivative no longer qualifies as an effective
fair value hedge, the derivative continues to be carried in the
consolidated balance sheets at its fair value, but the hedged
asset or liability will no longer be adjusted for changes in fair
value. In all other situations in which hedge accounting is dis-
continued, the derivative is carried at its fair value in the con-
solidated balance sheets, with changes in its fair value
recognized in the current period as income.

We may enter into contracts that are not themselves
derivative instruments but contain embedded derivatives. For
each contract, we assess whether the economic characteristics of
the embedded derivative are clearly and closely related to those
of the host contract and determine whether a separate instru-
ment with the same terms as the embedded instrument would
meet the definition of a derivative instrument.

If it is determined that the embedded derivative possesses
economic characteristics that are not clearly and closely related
to the economic characteristics of the host contract, and that a
separate instrument with the same terms would qualify as a
derivative instrument, the embedded derivative is separated
from the host contract and accounted for as a stand-alone
derivative. Such embedded derivatives are recorded in the
consolidated balance sheets at fair value and are classified con-
sistent with their host contract. Changes in their fair value are
recognized in the current period in income. If we are unable to
properly identify and measure an embedded derivative for sepa-
ration from its host contract, the entire contract is carried in
the consolidated balance sheets at fair value, with changes in
fair value recognized in the current period in income.

Changes in the fair value of non-qualifying derivatives,
including embedded derivatives, changes in fair value of certain
derivatives and related hedged items in fair value hedge

relationships and hedge ineffectiveness on cash flow hedges are
reported in net investment gains (losses).

0) Separate Accounts

The separate account assets represent funds for which the
investment income and investment gains and losses accrue
directly to the variable annuity contractholders and variable life
insurance policyholders. We assess mortality and expense risk
fees and administration charges on the assets allocated to the
separate accounts. The separate account assets are carried at fair
value and are equal to the liabilities that represent the con-
tractholders’ and policyholders’ equity in those assets.

p) Insurance Reserves

Future Policy Benefits

We include insurance-type contracts, such as traditional
life insurance, in the liability for future policy benefits.
Insurance-type contracts are broadly defined to include con-
tracts with significant mortality and/or morbidity risk. The
liability for future benefits of insurance contracts is the present
value of such benefits less the present value of future net pre-
miums based on mortality, morbidity and other assumptions,
which are appropriate at the time the policies are issued or
acquired. These assumptions are periodically evaluated for
potential reserve deficiencies. Reserves for cancelable accident
and health insurance are based upon unearned premiums,
claims incurred but not reported and claims in the process of
settlement. This estimate is based on our historical experience
and that of the insurance industry, adjusted for current trends.
Any changes in the estimated liability are reflected in income as
the estimates are revised.

Through 2010, we issued level premium term life
insurance products whose premiums are contractually
determined to be level through a period of time and then
increase thereafter. Effective January 1, 2012, we intend to
change 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
liability for future policy benefits included negative reserves
calculated at an individual policy level. Our previous account-
ing 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 pres-
ent 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-
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duration insurance contract guidance was issued (the account-
ing model for traditional, long-duration insurance contracts
draws upon the principles of matching and conservatism origi-
nating 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 cer-
tain participating contracts. These recent accounting models
did 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 current 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 neg-
ative reserves in relation to the reserve for all level premium
term life insurance products will continue to increase. Our new
method of accounting will floor 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 assump-
tions that were locked-in at policy inception. We will imple-
ment this accounting change retrospectively, which will reduce
retained earnings and stockholders’ equity by approximately
$120 million as of January 1, 2012, and will reduce net income
(loss) by approximately $10 million, $4 million and $32 mil-
lion for the years ended December 31, 2011, 2010 and 2009,
respectively.

Policyholder Account Balances

We include investment-type contracts and our universal
life insurance contracts in the liability for policyholder account
balances. Investment-type contracts are broadly defined to
include contracts without significant mortality or morbidity
risk. Payments received from sales of investment contracts are
recognized by providing a liability equal to the current account
value of the policyholders’ contracts. Interest rates credited to
investment contracts are guaranteed for the initial policy term
with renewal rates determined as necessary by management.

q) Liability for Policy and Contract Claims

* The liability for policy and contract claims represents the
amount needed to provide for the estimated ultimate cost of
settling claims relating to insured events that have occurred on
or before the end of the respective reporting period. The esti-
mated liability includes requirements for future payments of:
(a) claims that have been reported to the insurer; (b) claims
related to insured events that have occurred but that have not
been reported to the insurer as of the date the liability is esti-
mated; and (c) claim adjustment expenses. Claim adjustment
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expenses include costs incurred in the claim settlement process
such as legal fees and costs to record, process and adjust claims.

For our mortgage insurance policies, reserves for losses and
loss adjustment expenses are based on notices of mortgage loan
defaults and estimates of defaults that have been incurred but
have not been reported by loan servicers, using assumptions of
claim rates for loans in default and the average amount paid for
loans that result in a claim. As is common accounting:practice
in the mortgage insurance industry and in accordance with
U.S. GAAP, we begin to provide for the ultimate claim pay-
ment relating to a potential claim on a defaulted loan when the
status of that loan first goes delinquent. Over time, as the status
of the underlying delinquent loans move toward foreclosure
and the likelihood of the associated claim loss increases, the
amount of the loss reserves associated with the potential claims
may also increase.

Management considers the liability for policy and contract
claims provided to be satisfactory to cover the losses that have
occurred. Management monitors actual experience, and where
circumstances warrant, will revise its assumptions. The meth-
ods of determining such estimates and establishing the reserves
are reviewed continuously and any adjustments are reflected in
operations in the period in which they become known. Future
developments may result in losses and loss expenses greater or
less than the liability for policy and contract claims provided.

r) Unearned Premiums

For single premium insurance contracts, we recognize
premiums over the policy life in accordance with the expected
pattern of risk emergence. We recognize a portion of the rev-
enue in premiums earned in the current period, while the
remaining portion is deferred as unearned premiums and
earned over time in accordance with the expected pattern. of
risk emergence. If single premium policies are cancelled and the
premium is non-refundable, then the remaining unearned
premium related to each cancelled policy is recognized to
earned premiums upon notification of the cancellation.
Expected pattern of risk emergence on which we base premium
recognition is inherently judgmental and is based on actuarial
analysis of historical experience. We periodically review our
premium earnings recognition models with any adjustments to
the estimates reflected in current period income. For the years
ended December 31, 2011, 2010 and 2009, we updated our
premium recognition factors for our international mortgage
insurance business. These updates included the consideration
of recent and projected loss experience, policy cancellation
experience and refinement of actuarial methods. In 2011, 2010
and 2009, adjustments associated with this update resulted in
an increase in earned premiums of $46 million, $52 million
and $49 million, respectively. '

s) Stock-Based Compensation

We determine a grant date fair value and recognize the
related compensation expense, adjusted for expected forfeitures,
through the income statement over the respective vesting
period of the awards.



t) Employee Benefit Plans

We provide employees with a defined contribution pen-
sion plan and recognize expense throughout the year based on
the employee’s age, service and eligible pay. We make an
annual contribution to the plan. We also provide employees
with defined contribution savings plans. We recognize expense
for our contributions to the savings plans at the time employees
make contributions to the plans.

Some employees participate in defined benefit pension and
postretirement benefit plans. We recognize expense for these
plans based upon actuarial valuations performed by external
experts. We estimate aggregate benefits by using assumptions
for employee turnover, future compensation increases, rates of
return on pension plan assets and future health care costs. We
recognize an expense for differences between actual experience
and estimates over the average future service period of partic-
ipants. We recognize the overfunded or underfunded status of a
defined benefit plan as an asset or liability in our consolidated
balance sheets and recognize changes in that funded status in
the year in which the changes occur through OCI.

u) Income Taxes

We determine deferred tax assets and/or liabilities by multi-
plying the differences berween the financial reporting and tax
reporting bases for assets and liabilities by the enacted tax rates
expected to be in effect when such differences are recovered or
settled if there is no change in law. The effect on deferred taxes
of a change in tax rates is recognized in income in the period
that includes the enactment date. Valuation allowances on
deferred tax assets are estimated based on our assessment of the
realizability of such amounts.

Effective with the period starting January 1, 2011, our
companies intend to elect to file a single U.S. consolidated
income tax return (the “life/non-life  consolidated
return”). Such election can only be made with the filing of the
first life/non-life consolidated return which is anticipated to be
filed on or before September 15, 2012. All companies domes-
ticated in the United States and our Bermuda subsidiaries
which have elected to be taxed as U.S. domestic companies will
be included in the life/non-life consolidated return as allowed
by the tax law and regulations. A new tax sharing agreement
which is anticipated to be substantially similar to the prior
separate agreements, but applicable to all the includable
companies, will be provided to the appropriate state insurance
regulators for approval. Intercompany balances relating to the
impacts of the new agreement will be settled with the insurance
companies after approval is received from the insurance regu-
lators. Intercompany balances under all agreements are settded
at least annually. For years before 2011, our U.S. non-life
insurance entities were included in the consolidated federal
income tax return of Genworth and subject to a tax sharing
arrangement that allocated tax on a separate company basis but
provided benefit for current utilization of losses and credits.
Also, our U.S. life insurance entities filed a consolidated life
insurance federal income tax return, and were subject to a sepa-

rate tax sharing agreement, as approved by state insurance regu-
lators, which allocated taxes on a separate company basis but
provided benefit for current utilization of losses and credits.
Our subsidiaries based in Bermuda are treated as U.S. life
insurance companies under provisions of the U.S. Internal
Revenue Code. Jurisdictions outside the United States in which
our various subsidiaries incur significant taxes include Australia,

Canada and the United Kingdom.

v) Foreign Currency Translation

The determination of the functional currency is made
based on the appropriate economic and management
indicators. The assets and liabilities of foreign operations are
translated into U.S. dollars at the exchange rates in effect at the
consolidated balance sheet date. Translation adjustments are
included as a separate component of accumulated other
comprehensive income (loss). Revenues and expenses of the
foreign operations are translated into U.S. dollars at the average
rates of exchange during the period of the transaction. Gains
and losses from foreign currency transactions are reported in
income and have not been material in any years presented in
our consolidated statements of income.

w) Variable Interest Entities

We are involved in certain entities that are considered
VIEs as defined under U.S. GAAP, and, accordingly, we eval-
uate the VIE to determine whether we are the primary benefi-
ciary and are required to consolidate the assets and liabilicies of
the entity. The primary beneficiary of a VIE is the enterprise
that has the power to direct the activities of a VIE that most
significantly impacts the VIE’s economic performance and has
the obligation to absorb losses or receive benefits that could
potentially be significant to the VIE. The determination of the
primary beneficiary for a VIE can be complex and requires
management judgment regarding the expected results of the
entity and how those results are absorbed by beneficial interest
holders, as well as which party has the power to direct activities
that most significantly impact the performance of the VIEs.

Our primary involvement related to VIEs includes securiti-
zation transactions, certain investments and certain mortgage
insurance policies.

We have retained interests in VIEs where we are the servicer
and transferor of certain assets that were sold to a newly created
VIE. Additionally, for certain securitization transactions, we were
the transferor of certain assets that were sold to a newly created
VIE but did not retain any beneficial interest in the VIE other
than acting as the servicer of the underlying assets.

We hold investments in certain structures that are consid-
ered VIEs. Our investments represent beneficial interests that
are primarily in the form of structured securities or alternative
investments. Our involvement in these structures typically
represent a passive investment in the returns generated by the
VIE and typically do not result in having significant influence
over the economic performance of the VIE.
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We also provide mortgage insurance on certain residential
mortgage loans originated and securitized by third parties using
VIEs to issue mortgage-backed securities. While we provide
mortgage insurance on the underlying loans, we do not typi-
cally have any on-going involvement with the VIE other than
our mortgage insurance coverage and do not act in a servicing
capacity for the underlying loans held by the VIE.

On January 1, 2010, we were required to consolidate cer-
tain VIEs. See note 18 for additional information related to
these consolidated entities. As of December 31, 2009, we were
not required to consolidate any VIEs where there were third-
party beneficial interest holders.

x) Accounting Changes

Testing Goodwill For Impairment

In September 2011, the Financial Accounting Standards
Board (the “FASB”) issued new accounting guidance related to
goodwill impairment testing. The new guidance permits the
use of a qualitative assessment prior to, and potentially instead
of, the two step quantitative goodwill impairment test. We
elected to early adopt this new guidance effective on July 1,
2011 in order to apply the new guidance in our annual good-
will impairment testing performed during the third quarter.
The adoption of this new accounting guidance did not have an
impact on our consolidated financial statements.

A Creditor’s Determination of Whether a Restructuring Is a
Troubled Debt Restructuring

On July 1, 2011, we adopted new accounting guidance
related to additional disclosures for troubled debt restructur-
ings. The adoption of this new accounting guidance did not
have a material impact on our consolidated financial state-
ments.

When to Perform Step 2 of the Goodwill Impairment Test For
Reporting Units With Zero or Negative Carrying Value

On January 1, 2011, we adopted new accounting guidance
related to goodwill impairment testing when a reporting unit’s
carrying value is zero or negative. This guidance did not impact
our consolidated financial statements upon adoption, as all of
our reporting units with goodwill balances have positive carry-
ing values.

How Investments Held Through Separate Accounts Affect an
Insurer’s Consolidation Analysis of Those Investments

On January 1, 2011, we adopted new accounting guidance
related to how investments held through separate accounts
affect an insurer’s consolidation analysis of those investments.
The adoption of this new accounting guidance did not have a
material impact on our consolidated financial statements.

Fair Value Measurements and Disclosures—Improving
Disclosures about Fair Value Measurements

On January 1, 2011, we adopted new accounting guidance
related to additional disclosures about purchases, sales, issu-
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ances and settlements in the rollforward of Level 3 fair value
measurements. The adoption of this new accounting guidance
did not have a material impact on our consolidated financial
statements.

Disclosures Related To Financing Receivables

On December 31, 2010, we adopted new accounting
guidance related to additional disclosures about the credit qual-
ity of loans, lease receivables and other long-term receivables
and the related allowance for credit losses. Certain other addi-
tional disclosures were effective for us on March 31, 2011. The
adoption of this new accounting guidance did not have a mate-
rial impact on our consolidated financial statements.

Scope Exception for Embedded Credit Derivatives

On July 1, 2010, we adopted new accounting guidance
related to embedded credit derivatives. This accounting guid-
ance clarified the ‘scope exception for embedded credit
derivatives and when those features would be bifurcated from
the host contract. Under the new. accounting guidance, only
embedded credit derivative features that are in the form of
subordination of one financial instrument to another -would
not be subject to the bifurcation requirements. Accordingly,
upon adoption, we were required to bifurcate embedded credit
derivatives that no longer qualified under the amended scope
exception. In conjunction with our adoption, we elected fair
value option for certain fixed maturity securities. The following
summarizes the components for the cumulative effect adjust-
ment recorded on July 1, 2010 related to the adoption of this
new accounting guidance:

Accumutated other Total

comprehensive  Retained  stockholders’

(Amounts in millions) income (loss)  earnings equity
Investment securities $267 $(267) $—
Adjustment to. DAC (CY) 1 3
Adjustment to sales \

inducements [¢3)] 1 —_
Provision for income taxes (93) 94 1
Net cumulative effect ‘

$(171) $(2)

adjustment - 8169

For certain securities where the embedded credit derivative
would require bifurcation, we elected the fair value option to
carry the entire instrument at fair value to reduce the cost of
calculating and recording the fair value of the embedded
derivative featiire separate from the debt security. Additionally,
we elected the fair value option for a portion of other asset-
backed securities for operational ease and to record and present
the securities at fair value in future periods. Upon electing fair
value option on July 1, 2010, these securities were reclassified
into the trading category included in other invested assets and
had a fair value of $407 million. Prior to electing fair value
option, these securities were classified as available-for-sale fixed
maturity securities.



Accounting for Transfers of Financial Assets

On January 1, 2010, we adopted new accounting guid-
ance related to accounting for transfers of financial assets. This
accounting guidance amends the previous guidance on trans-
fers of financial assets by eliminating the qualifying special-
purpose entity concept, providing certain conditions that must
be met to qualify for sale accounting, changing the amount of
gain or loss recognized on certain transfers and requiring addi-
tional disclosures. The adoption of this accounting guidance
did not have a material impact on our consolidated financial
statements. The elimination of the qualifying special-purpose
entity concept requires that these entities be considered for
consolidation as a result of the new guidance related to VIEs as
discussed below.

Improvements to Financial Reporting by Enterprises Involved
with VIEs

On January 1, 2010, we adopted new accounting guid-
ance for determining which enterprise, if any, has a controlling

financial interest in a VIE and requires additional disclosures
about involvement in VIEs. Under this new accounting guid-
ance, the primary beneficiary of a VIE is the enterprise that has
the power to direct the activities of a VIE that most sig-
nificantly impacts the VIE’s economic performance and has
the obligation to absorb losses or receive benefits that could
potentially be significant to the VIE. Upon adoption of this
new accounting guidance, we were required to consolidate
certain VIEs, including previously qualifying special-purpose
entities and investment structures. We recorded a transition
adjustment for the impact upon adoption to reflect the differ-
ence between the assets and liabilities of the newly con-
solidated entities and the amounts